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MANAGER’S SUMMARY 

1.0
INTRODUCTION

Hydro Ottawa Limited (“Hydro Ottawa”) is a distributor as defined in, and is licensed as such under, the Ontario Energy Board Act, 1998 (the “Act”).  Hydro Ottawa holds Electricity Distribution Licence ED-2002-0556.  On September 19, 2007, Hydro Ottawa filed a cost of service application (“2008 EDR Application”) with the Ontario Energy Board (the “Board”) seeking approval for changes to distribution rates, to be effective May 1, 2008 (Reference 2008 EDR Application, EB-2007-0713).  The Board accepted a Settlement Proposal, which addressed all but three issues, on January 24, 2008.  The Board’s Decision regarding the outstanding issues was issued on March 17, 2008 and the Board approved Hydro Ottawa’s Tariff of Rates and Charges on April 23, 2008.  A copy of the Rate Order, which includes Hydro Ottawa’s current rates, is included as Attachment A.

Hydro Ottawa is submitting a third generation incentive regulation mechanism (“3GIRM”) rate application, for 2009 electricity distribution rates.  This application has been prepared in accordance with the Board’s Filing Requirements; Report of the Board on 3rd Generation Incentive Regulation for Ontario’s Electricity Distributors, issued July 14, 2008 (the “Board’s Report”) and Supplemental Report of the Board on 3rd Generation Incentive Regulation for Ontario’s Electricity Distributors, issued September 17, 2008 (the “Board’s Supplemental Report”).

In addition, Hydro Ottawa has followed the Board’s Guidelines, issued on October 22, 2008: G-2008-0001 Electricity Distribution Retail Transmission Service Rates, in filing for changes to Retail Transmission Rates and G-2008-0002 Smart Meter Funding and Cost Recovery, in filing for an amended Smart Meter funding adder.

Hydro Ottawa has used the Board’s two Excel Models: OEB 2009 3GIRM Rate Generator (“2009 Rate Model”) and OEB 2009 3GIRM Supplementary Filing Module (“2009 Supplementary Model”), Versions 2.0 released on October 23, 2008 and copies are included as Attachments B and C, respectively.

2.0
PRICE CAP ADJUSTMENT

Hydro Ottawa has used the Board’s default values for the Price Escalator (GDP-IPI- FDD), Productivity Factor and Stretch Factor of 2.10%, 0.72% and 0.40% respectively.  This results in a Price Cap Index used in the Models of 0.98%.  Hydro Ottawa understands that Board staff will adjust the Price Escalator to reflect the 2008 final results and the Stretch Factor to reflect the final determination of Hydro Ottawa’s cohort placing. 

3.0 TAX SHARING

The Board’s Supplemental Report determined that a 50/50 sharing of the impact of currently known legislated tax changes, as applied to the tax level reflected in the Board-approved base rates for a distributor, is appropriate.  There are three known legislated tax changes which apply:

· changes in the CCA Rates for Classes 1 and 45 for equipment added after March 18, 2007,

· elimination of the Capital Tax on July 1, 2010, and 

· Income Tax Rate changes.

In Hydro Ottawa’s 2008 EDR Application, changes to the CCA rates for Classes 1 and 45 and Income Tax Rate Changes for 2008 were incorporated.  The Capital Tax Rate Change does not take effect until 2010; therefore, the only tax savings to be shared in 2009 are related to the income tax rate change from 33.5% in 2008 to 33% in 2009.  

As per the Board’s direction, the savings of $221,379 has been shared 50/50 with customers using a volumetric rate rider.  Note that because of the rounding to the 4th decimal place for all rates, this rate rider only applies to customer classes that use kilowatts (kW) as the billing determinate, as shown in Table 1 below.

Table 1 – Tax Sharing Rate Riders

	Class
	As calculated by the Model


	Proposed



	Residential per kWh
	-$0.000026
	$0.0000

	GS < 50 kW per kWh
	-$0.000019
	$0.0000

	GS > 50 < 1500 kW per kW
	-$0.003459
	-$0.0035

	GS > 1500 kW per kW
	-$0.004050
	-$0.0041

	Large Use per kW
	-$0.003499
	-$0.0035

	Street Lighting per kW
	-$0.004758
	-$0.0048

	Sentinel Lighting per kW
	-$0.012356
	-$0.0124

	UMSL per kWh
	-$0.000022
	$0.0000 


4.0 OTHER ADJUSTING FACTORS

4.1 Migration to Common Capital Structure

Hydro Ottawa’s deemed debt to equity ratio is already at 60%/40%; therefore no K Factor is required to transition to the deemed capital structure of 60% debt and 40% equity.

4.2 Z Factor

Hydro Ottawa is not applying to recover any extraordinary costs by means of a Z factor.

4.3 Capital Adjustment Factor

Hydro Ottawa has chosen not to apply for the Capital Adjustment Factor for 2009.  When 2007 actual billing determinants are entered on Sheets D1.1 and D1.2 of the 2009 Supplementary Model, the calculated growth rate on Sheet G1.1, which would be used in the threshold calculation, is 2.23%.  This growth rate is comparing 2007 actuals to the 2008 weather normal forecast, which Hydro Ottawa does not consider representative of the true growth in 2009. A better proxy for 2009 growth would have been the 2007 weather normal forecast to the 2008 weather normal forecast, both of which were provided in Hydro Ottawa’s 2008 EDR Application.   Therefore, while Hydro Ottawa still meets the threshold, the incremental funding is seriously reduced by an overstated factor for growth, making the incremental capital module of limited value for 2009. This approach of comparing actual volumes to weather corrected volumes is inconsistent with normal rate-setting principles and must be addressed for the 2010 rate applications. 

5.0 COST ALLOCATION

As part of the 2008 EDR Application, the Board accepted a Settlement Proposal that included Revenue-to-Cost ratios consistent with the Report of the Board: Application of Cost Allocation for Electricity Distributors, issued November 28, 2007. These Revenue-to-Cost ratios, which are shown in the Table 2 below, have been maintained for 2009 Rates.  

Table 2 – Revenue to Cost %

	Class
	Revenue to Cost %
	Cost Allocation Report

	Residential
	94%
	85%-115%

	GS < 50 kW
	112%
	80%-120%

	GS > 50 < 1500 kW
	100%
	80%-180%

	GS > 1500 kW
	151%
	80%-180%

	Large Use
	114%
	80%-115%

	Street Lighting
	71%
	70%-120%

	Sentinel Lighting
	34%
	70%-120%

	UMSL
	119%
	80%-120%

	Standby Rates
	100%
	80%-115%


No Revenue to Cost Ratio Adjustments were entered on Sheets D1.2 and D1.3 of the 2009 Rate Model.

6.0 LOW VOLTAGE CHARGES

In the 2008 EDR Application, Hydro Ottawa proposed that low voltage (“LV”) charges be removed from the Distribution Revenue Requirement and a separate charge be calculated to recover the LV charges directly from the customer.  This was accepted by the Board as part of the Settlement Proposal and as a result Hydro Ottawa has LV charges as shown on Attachment A.  These rates have been entered on Sheet C3.1 of the 2009 Rate Model.  As directed in Question 1 of the 2009 Electricity Distribution Rates FAQs for LDCs under 2nd and 3rd Generation Incentive Regulation Mechanisms (“IRM FAQ”), updated October 20, 2008, the Price Cap Index is to be applied to Low Voltage charges.  Therefore the calculated Price Cap Index from Sheet G1.1 of the 2009 Supplementary Model was entered on Sheet L3.1 of the 2009 Rate Model.   Note that as a result of rounding to four decimal places, the LV charges for the Residential, GS < 50 kW and UMSL classes have not changed, as shown in Table 3 below.

Table 3 – Current and Proposed Low Voltage Charges

	Class
	Current
	As calculated by the Model


	Proposed 



	Residential per kWh
	$0.0002
	$0.000202
	$0.0002

	GS < 50 kW per kWh
	$0.0002
	$0.000202
	$0.0002

	GS > 50 < 1500 kW per kW
	$0.0749
	$0.075634
	$0.0756

	GS > 1500 kW per kW
	$0.0800
	$0.080784
	$0.0808

	Large Use per kW
	$0.0901
	$0.090983
	$0.0910

	Street Lighting per kW
	$0.0556
	$0.056145
	$0.0561

	Sentinel Lighting per kW
	$0.0568
	$0.057357
	$0.0574

	UMSL per kWh
	$0.0002
	$0.000202
	$0.0002


7.0 TRANSMISSION RATES

Hydro Ottawa has adjusted Retail Transmission Service Rates (“RTSRs”) to reflect changes in the Ontario Uniform Transmission Rates (“UTRs”) as per Guideline G-2008-0001 Electricity Distribution Retail Transmission Service Rates, (“Board’s Guideline 1”) issued by the Board on October 22, 2008.  Based on the Decision and Rate Order of the Board in proceeding EB-2008-0113, the new UTRs are effective January 1, 2009 and are shown in Table 4 below.

Table 4  – Current and Approved Ontario Uniform Transmission Rates
	
	Current

per kW per month
	Approved for January 1, 2009

per kW per month
	Increase

	Network Service Rate
	$2.31
	$2.57
	11.255%

	Line Connection Service Rate
	$0.59
	$0.70
	18.644%

	Transformation Connection Service Rate
	$1.61
	$1.62
	0.621%

	Line and Transformation Connection Service Rates combined
	=60.2%*(0.00621) + 39.8%*(0.18644) = 7.794%


As directed in Section 6 of the Board’s Guideline 1, which outlines evidence to be filed in support of a change in the RTSRs for IRM Applications, Hydro Ottawa has used Sheets L1.1 and L2.1 of the Board’s 2009 3GIRM Rate Generator Model to adjust RSTRs by the same percentages as the uniform transmission rates have been changed.  Hydro Ottawa has used a weighting of 60.2% for Transformation Connection and 39.8% for Line Connection, based on 2007 actual charges, in determining the combined percentage increase for Line and Transformation Connection Service Rates.  Table 5 below shows the results of applying an 11.255% and 7.794% increase to Hydro Ottawa’s 2008 approved Network Service Rates and Line and Transformation Connection Service Rates respectively.
Table 5 – Current and Proposed Retail Transmission Rates

	
	Network Service Rate


	Line and Transformation Connection Service Rate 

	
	Current
	Proposed
	Current
	Proposed

	Residential per kWh
	$0.0050
	$0.0056
	$0.0039
	$0.0042

	GS < 50 kW per kWh
	$0.0046
	$0.0051
	$0.0036
	$0.0039

	GS > 50 < 1500 kW per kW
	$1.8976
	$2.1112
	$1.4730
	$1.5878

	GS > 1500 < 5000 kW per kW
	$1.9704
	$2.1922
	$1.5742
	$1.6969

	Large Use per kW
	$2.1843
	$2.4301
	$1.7727
	$1.9109

	Street lighting per kW
	$1.4008
	$1.5585
	$1.0943
	$1.1796

	Sentinel lighting per kW
	$1.4079
	$1.5664
	$1.1171
	$1.2042

	Unmetered Scattered Load per kWh
	$0.0046
	$0.0051
	$0.0036
	$0.0039


8.0 OTHER REGULATED CHARGES

As per the Board’s Report, Hydro Ottawa has not applied for any changes in the Distribution Loss Factors, Transformer Ownership and Primary Metering Allowances, Specific Service Charges nor Retail Service Charges.  The 2008 approved values for these charges have been entered on Sheets N3.1, P1.1, P2.1 and P3.1 of the 2009 Rate Model respectively.

As part of the 2008 EDR Application, Hydro Ottawa’s Dry Core Transformer Charges were approved.  Hydro Ottawa is not applying for any changes to these charges and although there was no place to include Dry Core Transformer Charges on Sheet P2.1 of the 2008 Rate Model, Hydro Ottawa has included them as part of Attachment G.

9.0 NEW VARIANCE & DEFERRAL ACCOUNTS

The Canadian Accounting Standards Board (“AcSB”) is requiring all publicly accountable companies to transition from Canadian Generally Accepted Accounting Principles (“GAAP”) to International Financial Reporting Standards (“IFRS”) in 2011.  This includes Hydro Ottawa and most Local Distribution Companies (“LDCs”) in the province. 

The transition to IFRS will have a major impact on all aspects of Hydro Ottawa’s operations and require significant incremental resources.  For example,  financial accounting and reporting systems,  business policies, procedures and processes, engineering and regulatory operations will all be affected.  Hydro Ottawa has already begun preparations for conversion to IFRS and started to incur and track incremental costs related to the project.  No costs were included in Hydro Ottawa’s 2008 EDR Application as the scope of the changes was still being determined.

Hydro Ottawa is therefore requesting that the establishment of a deferral account for recording incremental costs related to the transition to IFRS be approved and that the Board amend the Accounting Procedures Handbook (“APH”) so that such an account is prescribed for all electric distribution utilities affected by this change.  Hydro Ottawa will demonstrate the prudence of these costs at the time of application for recovery of the account.  

Alternatively, Hydro Ottawa is aware of the request filed by the Electricity Distributors Association (“EDA”) on October 15, 2008 to the Board to establish a deferral account for all affected LDCs for the transition to IFRS.  Hydro Ottawa is prepared to accept this option in place of a utility specific account.

10.0 PROPOSED RATE SCHEDULE AND BILL IMPACTS

Attachment G shows the Proposed Rate Schedule incorporating the Price Cap Adjustment, the tax sharing riders, changes to the Low Voltage Charges and Transmission Rates and includes the LRAM rate riders calculated in Exhibit B-1-2 and the Smart Meter Funding Adder calculated in Exhibit B-1-3.

Attachment H provides the Bill Impacts for each class as generated by the 2009 Rate Model.  The total bill impact for a residential customer using 1,000 kWh is 2.0%.






2009 Electricity Distribution Rate Application

