
James C. Sidlofsky
T (416) 367-6277
F (416) 361-2751
jsidlofsky@blg.com

Borden Ladner Gervais LLP
Scotia Plaza, 40 King Street W
Toronto, ON, Canada M5H 3Y4
T 416.367.6000
F 416.367.6749
blg.com

January 5, 2016

Delivered by RESS and Courier

Ms. Kirsten Walli
Board Secretary
Ontario Energy Board
2300 Yonge Street
26th Floor, Box 2319
Toronto, ON M4P 1E4

Dear Ms. Walli:

Re: Oakville Hydro – 2016 IRM Distribution Rate Adjustment Application
EB-2015-0094

We are counsel to Oakville Hydro in the above-captioned matter. Please find accompanying this
letter Oakville Hydro’s reply submission, delivered in accordance with Procedural Order No. 1.

Yours very truly,

BORDEN LADNER GERVAIS LLP
Per:

Original signed by James C. Sidlofsky

James C. Sidlofsky

cc. J. Collins, Oakville Hydro
M. Caputi, Oakville Hydro
Intervenors of Record

TOR01: 6165516: v1
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IN THE MATTER OF the Ontario Energy Board
Act, 1998, being Schedule B to the Energy
Competition Act, 1998, S.O. 1998, c.15;

AND IN THE MATTER OF an Application by
Oakville Hydro Electricity Distribution Inc. to the
Ontario Energy Board for an Order or Orders
approving or fixing just and reasonable rates and
other service charges for the distribution of
electricity, effective January 1, 2016.

OAKVILLE HYDRO ELECTRICITY DISTRIBUTION INC.
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Introduction

Oakville Hydro Electricity Distribution Inc. (“Oakville Hydro”) filed an amended application

with the Ontario Energy Board (the “OEB”) on November 16, 2015, under section 78 of the

Ontario Energy Board Act, 1998, seeking approval for changes to its rates effective January 1,

2016 (the “Application”).

In its Application, Oakville Hydro requested approval for an adjustment to its distribution rates

based on the OEB’s annual IRM adjustment mechanism. Oakville Hydro also proposed an

adjustment to the split between fixed and variable charges for the Residential rate class in

accordance with the OEB’s new policy on Distribution Rate Design for Residential Electricity

Consumers (EB-2012-0410).

On December 21, 2015, OEB staff, the HVAC Coalition (“HVAC”) and Energy Probe made

submissions with respect to Oakville Hydro’s application. Oakville Hydro wishes to make

submissions on the following:

 OEB Directive from Oakville Hydro’s 2014 Cost of Service application – Cost

Allocation Study

 Effective Date for Oakville Hydro’s 2016 rates

OEB Directive – Cost Allocation Study

Background

Under the terms of the OEB-approved Settlement Proposal in Oakville Hydro’s 2014 Cost of

Service proceeding (EB-2013-0159), Oakville Hydro and HVAC agreed that they would jointly

retain an independent consultant to conduct a cost allocation study to assess the reasonableness

of costs allocated to Oakville Hydro Energy Services Inc. as it relates to its activities in relation

to water heaters and Sandpiper Energy Solutions Home Comfort Inc. (the “Affiliates”). Oakville

Hydro and HVAC agreed that the study would be filed with Oakville Hydro’s 2016 IRM

Application and that it would be up to the OEB to determine how it wished to proceed at that
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time. The Parties reserved the right to take any position in relation to any of the

recommendations made by the independent consultant.

On August 21, 2015, Oakville Hydro advised the OEB that the study would not be complete in

time for submission with its Application. On October 26, 2015, Oakville Hydro provided further

details regarding the timeline for completion of the study, and the OEB allowed the Application

to proceed. In its interrogatory responses, Oakville Hydro advised the OEB that a draft report

was completed on November 24, 2015 and that the parties had 30 days to review the report.

A revised draft was provided by Grant Thornton on December 23, 2015. As noted by OEB staff

in their submission, the study has not yet been filed with the OEB.

Scope of the Study

The scope of the study, as set out in the joint Request for Proposal agreed upon by HVAC and

Oakville Hydro, is to assess and verify the reasonableness of the services supplied to the

Affiliates and the charges proposed by Oakville Hydro with respect to those services, subject to

the materiality level established in Oakville Hydro’s Cost of Service Application. That is

consistent with the OEB-approved resolution of Issue 7.4 in EB-2013-0159. For the OEB’s

assistance, Oakville Hydro has reproduced the relevant portion of the OEB-approved Settlement

Proposal below:

“7.4 Is the proposed allocation of shared services and corporate costs appropriate?

Status: Complete Settlement

Supporting Parties: Energy Probe, VECC, SEC, AMPCO, HVAC

Evidence: Application: Exhibit 4, Tab 3, Schedule 5

Interrogatories: 7.4-EP-40 to 7.4-EP-42, 7.4-SEC-25, 7.4-HVAC-7 to 7-4-HVAC-17, 7.4-VECC-28

For the purpose of settlement, the Parties have agreed that Oakville Hydro’s shared services and corporate
cost allocation are appropriate, subject to the potential revision of such corporate cost allocation as a result
of the procedure described below. The Parties agree that the provision for this study will not prevent the
establishment of a final rate order for the 2014 Test Year.

Oakville Hydro and the HVAC agree that they will jointly retain an independent consultant to conduct a
study of all direct and indirect cost allocation between the regulated utility and Oakville Hydro Energy
Services Inc. (“OHESI”) solely as it relates to OHESI’s activities in relation to water heaters for the 2014
Test Year; and between the regulated utility and its unregulated HVAC business, owned and operated by
Sandpiper Energy Solutions Home Comfort Inc. (“Sandpiper”), for the 2014 Test Year. The outcome of
the independent study will be a statement regarding the reasonableness of Oakville Hydro’s methodology



EB-2015-0094
Oakville Hydro Electricity Distribution Inc. 2016 IRM Application

Reply Submission
Delivered January 5, 2016

Page 4 of 8

for calculating transfer prices and if applicable, a recommendation for an alternative methodology and the
total impact of the recommended methodology on the allocation of costs to Sandpiper and to OHESI’s
water heater activities. The cost of the study will be the only costs borne by Oakville Hydro. Oakville
Hydro will not be responsible for any HVAC costs related to the study. The cost to prepare the study is not
to exceed $50,000. The independent consultant will be selected, instructed and supervised by a joint
committee consisting of two members – one chosen by Oakville Hydro and the other chosen by the HVAC.
Oakville Hydro and the HVAC agree to implement appropriate protections so that confidential or
proprietary information relating to the Sandpiper business and to the OHESI water heater business is not
available to its competitors. The study will be filed with Oakville Hydro’s 2016 rate application and the
Parties agree and acknowledge that it will be up to the Board to determine how it wishes to proceed at that
time. The Parties reserve the right to take any position in relation to any of the recommendations made by
the independent consultant.”

The scope of the study does not, nor should it, include an assessment or evaluation of the

operating costs of the Affiliates. The scope is limited to the adequacy and completeness of the

allocation to the Affiliates of costs that are not borne directly by the Affiliates. Oakville Hydro

submits that the Affiliates incur considerable direct costs in the operation of their businesses and

the allocated costs are only a small fraction of their total operating costs. While HVAC may be

interested in discovering the operating and other costs of the Affiliates, and while HVAC might

make assertions about what it believes those costs should be, those matters are beyond the scope

of a rate proceeding and the OEB-approved Settlement Proposal.

Selection of the Independent Consultant

Oakville Hydro and HVAC worked jointly to select the independent consultant, through a

Request for Proposal (“RFP”) process. Of the three firms invited to respond to the RFP, Grant

Thornton was the only firm that delivered a proposal. On October 8, 2015, the parties awarded

the contract to Grant Thornton at a cost of $40,000.

Grant Thornton is a national accounting firm and a member of a large international assurance,

tax and advisory association. Mr. Brad Rolph, Partner and National Leader in Transfer Pricing at

Grant Thornton, has extensive experience in assisting companies with transfer pricing issues. In

support of the RFP response, Mr. Rolph provided a copy of an expert report that was prepared

for the Labrador Board of Commissioners of Public Utilities on Newfoundland and Labrador

Hydro’s pricing policy for affiliate services, common expenses and corporate services. A copy of

Mr. Rolph’s CV is provided as attachment A.
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Joint Consultation Process

After selecting Grant Thornton, the parties worked jointly according to the following timeline:

Timeline Activity

October 15, 2015

Kick-off meeting with supervising parties to discuss the expectations of

the parties with respect to the content of the report, the timelines and the

process.

October 23, 2015
Grant Thornton submitted a request for information from Oakville

Hydro.

November 2, 2015

Grant Thornton conducted interviews with Oakville Hydro’s

management team and Sandpiper Energy Solutions Home Comfort Inc.’s

Director.

November 3, 2015

Oakville Hydro submitted the information that Grant Thornton requested

in order to enable them to assess the reasonableness of the costs allocated

to the Affiliates.

November 17, 2015
Oakville Hydro submitted responses to Grant Thornton’s follow up

questions.

November 24, 2015 Grant Thornton issued its draft report.

December 8, 2015 HVAC requested additional information from Grant Thornton.

December 23, 2015
Grant Thornton provided a revised draft of the report and responses to

HVAC’s December 8, 2015 request for additional information.
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Oakville Hydro notes that during the timeline outlined above, HVAC also provided information

to Grant Thornton. However, Oakville Hydro is not aware of the dates that the information was

provided.

Final Cost Allocation Report

The draft report, which is expected to be finalized in early 2016, indicates that the difference

between Oakville Hydro’s allocation of costs to the Affiliates and those proposed by the

independent consultant is approximately $15,000. This is significantly lower than Oakville

Hydro’s materiality level of $184,000. Oakville Hydro notes that Grant Thornton’s finding in the

draft report that Oakville Hydro’s allocation of costs is reasonable is consistent with the findings

set out in the independent cost allocation study prepared by BDR North America and filed with

Oakville Hydro’s 2014 Cost of Service application. Oakville Hydro acknowledges, however,

that this amount is subject to change in the final version of the report.

Oakville Hydro is committed to working diligently with all parties to finalize the cost allocation

report in a timely manner. As the OEB-approved Settlement Proposal indicates, it will be up to

the OEB to determine how it wishes to proceed once the final report has been filed.

Energy Probe has submitted that it supports HVAC’s submission with respect to the need to have

the final study filed as part of the record in this proceeding and the need for discovery. Energy

Probe has suggested that it may be useful to allow the parties to submit interrogatories and have

a technical conference. The OEB-approved Settlement Proposal is clear in that the parties may

“take any position in relation to any of the recommendations made by the independent

consultant.” If HVAC determines that it does not agree with the findings of the jointly appointed

independent consultant, it will be free to take that position. However, Oakville Hydro submits

that, particularly given that the draft report indicates that the amount of the under allocation to

the Affiliates is immaterial, this level of discovery, and its associated costs, may not be

warranted. It would not be appropriate to determine that process at this time, in the absence of

the final report and an indication of what, if any, disparity exists between the allocation and

transfer pricing already incorporated into Oakville Hydro’s rates rates, and the materiality of that
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discrepancy, or lack thereof. Oakville Hydro trusts that it will have an opportunity to make

submissions on any further process after the final report is filed.

Effective Date of January 1, 2016

Oakville Hydro submits that it is appropriate to approve its proposed 2016 rates effective January

1, 2016. As OEB staff state at page 3 of their submission, “The settlement states clearly that it is

up to the OEB to determine what to do with the study. In OEB staff's view, the requirements of

the settlement have been met once a joint study has been filed. There is no requirement for the

results of the study to be considered in determining the rates that Oakville Hydro should charge

for 2016.” The draft report suggests that there will be no material change to the costs that are

allocated to the Affiliates and therefore it is Oakville Hydro’s expectation that there will not be a

need to adjust its rates as a result of the cost allocation study. However, even if a change is

warranted, this can be done at a later date.

At pages 3-4 of their submission, OEB staff state:

Accordingly, in OEB staff's view, there is no barrier to the OEB making a determination on all the other
aspects of the IRM application without the study on the record. Furthermore, OEB staff believes that the
interests of customers suggest that the OEB should make its decisions on rates as promptly as possible.
OEB staff therefore proposes that the OEB should render a decision on the IRM application based on the
record at the time of Oakville Hydro's reply, scheduled for January 5, 2016, whether or not a final joint
study has been filed. OEB staff recommends that the OEB order Oakville Hydro to provide a final version
of the cost allocation study by March 31, 2016, which, in staff’s view, provides sufficient time to complete
the study jointly with HVACC. OEB staff further recommends that the OEB set Oakville Hydro's rates, as
decided in the 2016 application, as interim until the study has been filed. This provides flexibility should
there be aspects of the study that the OEB feels necessary to consider even during the IR term. Rates could
be established on a final basis after the joint study was filed.

Oakville Hydro agrees with the OEB staff approach, and observes that both HVAC and Energy

Probe suggest that Oakville Hydro’s new 2016 rates be declared interim as of January 1, 2016

until such time as the OEB decides whether it wishes to consider the results of the study in

setting Oakville Hydro’s rates.

Conclusion

Oakville Hydro respectfully requests that the OEB approve its request for an adjustment to its

rates effective January 1, 2016. In the event that the OEB-approved implementation date is after

January 1, 2016, Oakville Hydro requests approval for the recovery of forgone revenues for the
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period between January 1, 2016 and the OEB-approved implementation date by way of an

appropriate rate rider.

ALL OF WHICH IS RESPECTFULLY SUBMITTED THIS 5th DAY OF JANUARY, 2016.

BORDEN LADNER GERVAIS LLP
Per:

Original signed by James C. Sidlofsky

James C. Sidlofsky
Counsel to Oakville Hydro Electricity Distribution Inc.
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