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PUC DISTRIBUTION INC. (“PUC”)

MANAGER’S SUMMARY

2009 Distribution Rate Application
under 3" Generation IRM

November 7, 2008

1. Introduction

On July 14, 2008 the Ontario Energy Board (the "OEB") issued a Report of the Board on
3Y Generation Incentive Regulation for Ontario’s Electricity Distributors and on
September 17, 2008 the OEB issued a Supplemental Report of the Board on 3"
Generation Incentive Regulation for Ontario’'s Electricity Distributors. PUC has prepared
the 2009 IRM rate application consistent with the filing guidelines in the two reports
issued by the OEB utilizing the 3 Generation Supplementary Filing Module and the 3™
Generation Rate Generator Module issued by the OEB.

2. Price Cap Index (X-factor)
PUC followed the OEB methodology and 3™ GIRM supplementary filing module for
determining the price cap index adjustment factor. The calculation is as follows:

Price Escalator (GDP-IPI) 2.10%
Less Productivity Factor -0.72%
Less Stretch Factor -0.40%
Price Cap Index 0.98%

The GDP-IPI will be updated at the end of February 2008 when amounts are published
by Statistics Canada and the change reflected in the final rate order issued by the Board.
The productivity component of the X-factor is an external benchmark which all LDC’s are
expected to achieve. The Board has determined the appropriate value for the
productivity factor to be 0.72 percent and is fixed for the IRM plan term. PUC Distribution
is classed in Group 2 in the benchmarking evaluations resulting in a stretch factor of
0.4%.

3. Revenue to Cost Ratio Adjustment

In the OEB decision dated May 22, 2008 for PUC’s 2008 Cost of Service application it
was determined that the revenue to cost ratios that are below the Boards target ranges
shall move 50% toward the bottom of the Board's target ranges and the remaining 50%
to be move by equal increments in years 2009 and 2010. PUC has two rate ciasses,
streetlights and sentinel lights, that are below the Boards target ranges. The Board
decided the additional revenue from the streetlight and sentine! light rate classes shall
be allocated to the General Service classes so that the revenue from General Service
classes will be reduced and prorated on the basis of forecast revenues for the two
general service classes. In this application the street lights and sentinel lights are moved
one-haif of the remaining 50% towards the bottom of the Boards target ranges and PUC
will achieve the remaining move in 2010 as directed by the Board. Below is a summary
of PUC’s cost ratios.
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Customer Informational 2008 Board 2009 Board Target

Class Filing Approved Ratios Range
Residential 90 93 93 85-115
GS < 50 kW 137 117 114 80-120
GS > 50 kW 132 125 123 80-180
Streetlights 17 44 57 70-120
Sentinel Lights 38 54 62 70-120
USL 82 82 82 80-120

PUC caiculated the cost ratios based on the methodology used in the cost allocation
study and specifically sheet O1 “Revenue to Cost Summary Worksheet”. This
methodology is consistent with PUC’s approved 2008 Cost of Service Application and

the ratio adjustments approved in that application.

The percentage increase/decrease calculated was then applied to the current approved
volumetric and fixed rates. A summary is provided below with a detailed calculation

following.
2008 Approved | Cost Ratio Adjustment to
Service Charge | Adjustment Service Charge $
Residential 8.65 0.0000% 0.0000
GS <50 kw 15.50 -2.5954% -0.4000
GS > 50 kW 150.07 -1.7674% -2.6500
Streetlights 1.56 32.2623% 0.5000
Sentinel Lights | 1.93 15.6385% 0.3000
USL 10.94 0.0000% 0.0000
2008 Approved Cost Ratio Adjustment to

Volumetric Charge | Adjustment Volumetric Rate
Residential 0.0150 0.0000% 0.0000
GS < 50 kW 0.0185 -2.5954% -0.0004
@GS = 50 kW 4.5237 -1.7674% -0.0800
Streetlights 10.1419 32.2623% 3.2720
Sentinel Lights | 17.9528 15.6385% 2.8075
USL 0.269 0.0000% 0.0000
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GS»EO. Unmetered
Total Residential GS <50 Street Light Sentinel Scattered
Regular
Load
Distribution Revenue (sale) $11,950614 $6.,660836 | $1,876.498 $2 959578 $408.959 $24,032 £18,611
Miscellaneous R i $1,1 _5 8] $1468 |  $2.790

15.70% 24.7? 0.20% 0.16%
Expenses
Distribution Costs (di) $3,006,706 $1,767.185 $354,706 $618,480 $217,765 $11.679 $6.861
Customer Related Costs (cu) $1,329,118 $925.309 $231.428 $166.045 $4 000 $213 $2.122
General and Administration {(ad) $2.652 508 $1.642 117 $375,185 $484,261 $138,025 $7.402 $5,516
Depraciation and Amortization {dep) $2 583,83 $1,527 282 $338,382 $537.011 $176,252 $9.477 $5.487
PiLs (INFPUT) $164,831 $96 885 $21,572 $34,532 $10,912 $586 344
Interest $1,3 178,825 $4.855
R ; Ay LA
FotaEXRensaR -
Direct Allocation $0 $0 $0 $0 $0 $0 $0
Allocated NetIncome (NI $1937,462 $1.138,805 $253.564 $405 896 $128,267 $6.,834 %4045
Revenue Requirement (includes NI $ﬁg§£50,900 $7,900,7211 $1 ,Tf83,662ﬂ $2532482 $765 682 $41,096 $27.257
g e L .
Lkl LIS L it

Rate Base Calculation

Net Assets ’

Distribution Plant - Gross $68/0280,835 | $40,470,336 | $9.076,016 | $14,771,737 $4398,336 $236,165 $138,243

General Plant - Gross $3,374,864 $1.985,099 $440,921 $704 568 $225 100 $7 092

Accumulated Depreciation 1$36,205,186)| (421,126,955} (34 779 558)| {37 906,200) y (969,138}
{$121,908) 152 578}

Capital Contribution

5989 570
Eak N 4

585.779) ($162,733
e B

i

Directly Allocated Net Fixed Assets $0 $0 $0 $0 $0 $0 $0
Cost of Power (COP) $44,990,256 | $22,073.841 | $6,177.894 | $16,228.539 $437 BBO $18.148 $54 156
OM&.A Expenses $6,988,327 $4.334 610 $991 318 $1,268,786 $359,790 $18,294

. )
s Lo
‘Working Capital $7,796,787 | $3961,268 | $1076382 | $2,624,599

Re s ‘ - G098

‘Dwe‘c‘w

.- I— e 30

s

‘Equity Component of Rate Base $21533,865 | $12,346,985 | $2,845,429 $5,005,976 $1,227,982 $65 507 $41 986
‘Net Income on Allocated Assets $1,937,462 $641,463 $515516 $990,120 ($200,045) 28711 ($881}
Net Incoeme on Direct Allocation Asj $0 $0 $0 $0 $0 30 $0

RATIOS ANALYSIS

REVEMNUE TC EXPENSES % 100.00% 93.71% 114 69% 123 07% 57 12% 62 05% 8193%

.EX!ST\NG REVENUE MINUS ALLOCA ($0) (3497,2342)  $261,952 $584,224 (F326312) {515,595 53 Q76

RETURN ON EQUITY COMPONENT ( 9.00% 5.20% 18.12% 19.78% -1629% -13.30% -2.10%

Adjustment to class revenue for 2008 $0 $319500  ($246 000 18718 100) $204,000 $6,600 $0

Cost of Service Application 100.00% 55.74% 16.13% 2522% 259% 0.16% 0.16%

Increase 5% -14% -5% 153% 42% 0%

Adjustment to class revenue for $0 $0 -$50,000 -$53,250 $100,000 53250 %0
2008 IRM Application 0.00%

Increase 0.0000% -2.5964% -1.7674% 322623% 15.6385% 0.0000%

Revenue to expense 93.7% 114.7% 123.1% 57.1% 62.1% 82.0%

Share of revenue 100.00% 55 74% 15.70% 2477% 343% 0.20% 0.16%
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4. K-Factor Adjustment

The Ontario Energy Board report on Cost of Capital and 2" Generation Incentive
Regulation dated December 20, 2006 directed that distributors will be required to phase-
in a deemed 60% debt and 40% equity capitai structure to be completed by 2010. In
PUC's 2008 Cost of Service Rate Application the first phase of the capital structure
transition adjustment was completed. In the 2009 IRM application the second phase of
the capital structure transmission is being applied for resulting in a K-Factor adjustment.
The K-Factor calculation compares the revenue requirement before and after the capital
structure transition. Refer to E1.2 “K-Factor Adjustment” in the 2009 OEB 3 GIRM
Supplementary Filing Module. The K-Factor applied for in the 2009 IRM is -0.25%. The
final capital structure transition to arrive at 60% debt and 40% equity deemed capital
structure will be applied for in the 2010 rate application. A summary of the capital
structure is below:

Short Term Debt Long Term Debt Equity
2008 Approved | 4.0% 49.3% 46.7%
2009 39| 4.0% 52.7% 43.3%

(Generation
IRM Application

5. Z- Factor Tax Sharing Rate Rider

The Board has determined that a 50/50 sharing of the impact of currently known
legislation tax changes is to be appropriate in the 2009 IRM application. PUC
Distribution calculated the annual tax savings and allocated it to customer rate classes in
accordance with the OEB methodology in the 3 Generation Supplementary Filing
Module. The amount will be refunded to customers through a volumetric rate rider
derived using annualized consumption by customer rate class underlying the Board-
approved base rates. The total tax savings calculated in the supplementary filing
module was $14,339. PUC has applied for a tax change rate rider to only be a
volumetric rate rider. A summary of the rate riders in the application is below. Due to
rounding there are no rate riders applied for the residential, GS<50 kW and USL rate
classes.

Tax Savings
Rate Rider
Residential kWh 0.0000
GS < 50 kW kWh 0.0000
GS > 50 kW Kw -0.0053
Streetlights KW -0.0225
Sentinel Lights | KW -0.0347
USL kWh 0.0000

6. Incremental Capital Adjustment
in the 2009 IRM application PUC Distribution has not applied to recover through rates
any incremental capital investment needs.
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7. Smart Meters

PUC plans to have smart meter installation completed in 2009. At the time of this
application PUC has not achieved 50% penetration of smart meters in its service area.
Therefore PUC is applying for continuance of the standard $1.00 smart meter funding
adder that was approved in the 2008 cost of service application.

8. Transmission Network Rates

PUC has applied for an 11.3% uniform percentage increase to the 2009 network service
rate as per the OEB guidelines (G-2008-001) issued October 22, 2008. The percentage
increase is calculated in the 3 GIRM Rate Generator Model and included in the
proposed rate schedule include in the model.

9. Summary of Results

f'étif"r".iﬁﬁiﬁfﬂf.@f@.ﬂ.ﬁlﬁlﬁfﬁf R

Current Base Revenue Cost KFactnr
- Rate Ratlu Adjustme
5 Adjustmenl :

F'nc:e Cap Smart Meter Fmal Rates_
Adiustment . Rate  Applied for

W&dggr in 2009 1RM§

Residential T ges00 doobo, 002163 008456 100000 97129
General Service <50KW 154000 04000 -003850 014862 10000  16.1081
General Senice > S0kW 1500700 26500 037518 144104 10000 149.4853
| 10s400 00000 D0 0toesd - 11.01%8
C1s00 0300 0 0028 2am

15600 05000 - Tomots T 2078

Residential 00150 00000 000004 000015 - 0D1at
General Senvice < S0kW 00185  -00004 000005  0QOO18 00182
General Service > 50kw 45237 00800 -D.01131: 4.4758
UsL oo 0.0000 ooz
:Sentmel nghtlng 179528 28075 0.20301 2091842

StreetLighting ' 101418 32720 002536 043121 135198
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10. Bill Impacts

Below are the bill impact schedules as a result of the rates applied for in the 2009 IRM
application. Consumption levels are based on PUC's estimated average usage by
customer/connection in each rate class. Sentinel and Street Light rate class impacts per
connection exceed the 10% threshold as a result of the cost revenue adjustment
directed by the Board.
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EB-2008-0208

Signed on this 7" day of November 2008 at Sault Ste. Marie, on behalf of the Board of
Directors of PUC Distribution Inc. by:

Yace

Terry Greco, CA
Treasurer
PUC Distribution Inc.
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