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Lost Revenue Adjustment Mechanism (“LRAM”)/Shared Savings Mechanism (“SSM”)

1.0 INTRODUCTION

On May 31, 2004, the Ministry of Energy granted approval to all electricity distributors in Ontario to apply to the Ontario Energy Board (the “Board”) for adjustments to their 2005 distribution rates that would enable them to recover the 3rd tranche of their incremental market adjusted revenue requirement, on the condition that the funds be reinvested in Conservation and Demand Management (“CDM”) programs.  On February 3, 2005 Hydro Ottawa received a Decision for its CDM plan of $9,279k, as submitted for the Board’s review in the application dated November 4, 2004 and amended on December 6, 2004.  The funds were to be spent by September 30, 2007.  

On December 13, 2006, Hydro Ottawa received approval to reallocate part of its budget between program areas and was granted an extension of time to September 30, 2008 to spend the funds approved for the Commercial, Industrial & Institutional (>50kW) programs.  On September 26, 2007, Hydro Ottawa was granted a further extension to the completion date for 3rd tranche Distributed Energy CDM activities to September 30, 2008.  All of the 3rd tranche funds have been committed as of September 30, 2008. 

Hydro Ottawa did not apply for further CDM funding through distribution rates as part of the 2006, 2007 and 2008 Rate Applications.  In 2007 and 2008, Hydro Ottawa has received CDM funding from the Ontario Power Authority (the “OPA”).

2.0 2008 LRAM/SSM RIDERS

Hydro Ottawa spent $6.9M on CDM in 2005 and 2006 and sought approval for the recovery of 2005 and 2006 LRAM and SSM amounts totalling $1,379k, as part of the 2008 Electricity Distribution Rate (“EDR”) Application.  Recovery of this amount (minus $7k which was considered immaterial for the GS < 50 kW class), through the riders shown in Table 1 below, was accepted by the Board on January 24, 2008. 

Table 1 – Current LRAM/SSM Recovery Rate Riders
	Class
	Volumetric Rate Rider

	Residential per kWh
	$0.0006

	General Service 50 to 1,499 kW per kW
	$0.0010

	General Service 1,500 to 4,999 kW per kW
	$0.0007


These LRAM/SSM riders are in effect until April 30th, 2009 and have been entered into the 2009 Rate Model on Sheet C2.1. 

Hydro Ottawa has used the same assumptions and followed the same methodologies that were used in the 2008 EDR Application, when preparing this 2009 LRAM/SSM application.  In addition, Hydro Ottawa has retained the services of an independent third party to review the inputs and results.

3.0 2009 LRAM/SSM RIDERS

In preparing this request for recovery of LRAM and SSM, Hydro Ottawa has relied on the Board’s Guidelines for Electricity Distributor Conservation and Demand Management issued on March 28, 2008 (the “Board’s Guidelines”). Hydro Ottawa has also followed the Board’s September 11, 2007 Decision and Order related to Toronto Hydro-Electric System Limited’s LRAM/SSM application (the “Toronto Hydro Decision”) granting approval and recovery of amounts related to CDM activities (EB-2007-0096).

The purpose of the 2009 LRAM/SSM riders would be to recover lost distribution revenue in 2007 due to 2005, 2006 and 2007 CDM programs funded from 3rd tranche funding and to receive SSM for 2007 CDM programs.  The SSM related to 2005 and 2006 3rd tranche funded CDM programs was recovered as part of the 2008 LRAM/SSM Rider.  Hydro Ottawa also delivered OPA funded programs during 2007.  As per the Board’s Guidelines, LRAM is available regardless of whether the programs are funded by the OPA or through distribution rates.  However, Hydro Ottawa has not received final results from the OPA for 2007 programs and therefore is not able to apply for the related LRAM at this time.  Hydro Ottawa intends to apply for the 2007 LRAM associated with 2007 OPA programs in 2009.  

4.0 2005 and 2006 PROGRAMS FOR 2007 LRAM

For the 2007 LRAM resulting from 2005 and 2006 programs, Hydro Ottawa has calculated the energy savings by customer class and valued these savings using the appropriate variable distribution charge (per kWh or kW, as applicable), not including any Regulatory Asset Recovery rate rider or previous LRAM/SSM rate rider.   Recovery is to be based on a volumetric rate rider commencing May 1, 2009 for a period of one year.

Table 2 below outlines the 2005 and 2006 programs for which Hydro Ottawa will be seeking recovery for 2007 LRAM.  The Distribution Loss Reduction and Smart Meter pilot programs have not been included, as these expenditures have been included in Hydro Ottawa’s rate base.  Also summarized in Table 2 are the participation levels for each program and information related to verifying the participation levels.  Further information on each of the programs can be found in Attachment D and in Hydro Ottawa’s Conservation and Demand Management 2005 and 2006 Annual Reports, which are posted on the Board’s website at: http://www.oeb.gov.on.ca/documents/cases/RP-2004-0203/annualreports/hydroottawa.pdf and http://www.oeb.gov.on.ca/documents/cases/RP-2004-0203/2006-annualreports/hydroottawa.pdf 

Hydro Ottawa has used the inputs and assumptions for those measures listed in the Total Resource Cost Guide issued by the Board on March 28, 2008 (“the TRC Guide”), except in the following cases for free ridership levels:

· The Electric Avenue program was a social housing pilot program aimed at exploring the use of electric thermal storage units.  These units are relatively new in the Ontario market and their Total Resource Cost (“TRC”) cost effectiveness is marginal.  Given that the application in this case is the social housing sector, Hydro Ottawa felt it unlikely that any units would naturally penetrate this market without funding and related support.  As such, Hydro Ottawa assumed a 0% free rider rate for this program.  In EB-2007-0096, the Board ruled that until there is further research-based evidence, Toronto Hydro should use a 1% free rider rate for its Social Housing program.  This ruling supports the notion that the social housing market likely has a much lower free rider rate than other sectors of the economy. In combination with the unique nature of the electric thermal storage units, Hydro Ottawa believes that a 0% free rider rate is appropriate in this case.

· For the Social Housing programs, Hydro Ottawa has applied the 1% free ridership rate approved for Toronto Hydro in EB-2007-0096.

An effectiveness factor of one was used for each of these programs, as they all started in either 2005 or 2006 and have not reached the end of their useful life.  Table 3 below summarizes the gross and net kWh and kW saved in 2007 for each program.

Table 2 – 2005 and 2006 CDM Programs Eligible for 2007 LRAM

	Programs
	Participation
	Method of Verification

	  Residential and Small Commercial (<50kW)
	 

	Co-Branded Mass Market 
	33,925-coupons redeemed 

3,065-CFLs
	SeeLine Group Ltd. Report, February 2006

CFL Invoices

	 
	Spring Retail
	Spring 2006 Every Kilowatt Counts Report, prepared by Mearie Management Inc.

	 
	Fall Retail
	Fall 2006 Every Kilowatt Counts Report, prepared by Energy Shop Inc.

	Electric Avenue 
	10-Electric Thermal Storage Units
	EnviroCentre Invoices

	 
	70-Water Heater Measures & CFLs
	EnviroCentre Invoices and CFL Invoices

	Energy Audit Support and Incentives
	338-measures from Power Wise Tune-ups

17-Audits
	EnviroCentre Invoices

EnviroCentre Invoices

	 
	3,670-measures from Cool Shops
	2005 and 2006 Cool Shops Final Reports, prepared by Clean Air Foundation

	 
	220,050-Project Porchlight (CFLs)
	Project Porchlight Final Report prepared by OneChange 

	 
	91-Direct Energy ECM & A/C
	List of Participating Customers, 

	 
	2,591-Room A/C Retirement (259 not working)
	Keep Cool Final Report 2006, prepared by CleanAir Foundation

	 
	3,400-Seasonal LED Light Strings (SLED) Exchanged
	SLED Invoices

	Fridge and Freezer Bounty 
	3,581-Fridge Retirement
	Invoices from Fred Guy Moving and Storage and 1-800-GOT-JUNK

	 
	1,492-Freezer Retirement
	Invoices from Fred Guy Moving and Storage and 1-800-GOT-JUNK

	 
	7,692-measures from PowerWISE Power packs
	CFL Invoices

	Residential Load Control 
	1,315-Programable thermostats
	Invoices from Honeywell

	Social Housing
	1,225-measures from Low Income Tune-ups
	EnviroCentre Invoices

	 
	3,836-measures from PowerPlay Audits
	EnviroCentre Invoices

	Overall Program Support 
	29,500-CFLs 
	CFL Invoices

	 
	930-SLED Light Strings
	SLED Invoices

	  Commercial, Industrial and Institutional (>50kW)
	

	Leveraging Energy Conservation and Load Management
	5,444 Lamp Fixtures

26 - Prescriptive Projects
	Participants’ Incentive Application Approval

Participants’ Incentive Application Approval

	
	1- Custom Application 2006
	Participant Incentive Application Approval


Table 3 – Gross and Net kWhs/kWs Saved
	Program
	2005 Contribution
	2006 Contribution
	2005, 2006 Ongoing Total for 2007

	 
	Gross kWh
	 Net kWh
	Gross kW
	Net kW
	Gross kWh
	 Net kWh
	Gross kW
	 Net kW
	Effective Net kWh
	Effective Net kW

	Residential and Small Commercial
	3,932,814
	3,597,806
	314.91
	286.63
	56,532,635
	50,936,023
	3,849.91
	3,501.52
	54,533,829
	3,788.16

	Co-Branded Mass Markets
	3,035,481
	2,775,870
	128.88
	117.16
	24,278,008
	21,850,207
	244.33
	222.12
	24,626,077
	339.28

	Residential Load Control 
	0
	0
	0
	0
	207,104
	188,276
	211
	192.10
	188,276
	192.10

	Energy Audit and Support 
	138,898
	126,924
	26.2
	23.87
	25,714,131
	23,146,463
	2,267.84
	2061.59
	23,273,387
	2,085.46

	Fridge Bounty 
	690,228
	627,480
	156.6
	142.36
	5,768,009
	5,191,208
	1,109.45
	1008.59
	5,818,688
	1,150.95

	Electric Avenue 
	0
	0
	0
	0
	13,941
	13,941
	0.73
	0.73
	13,941
	0.73

	Social Housing 
	68,207
	67,532
	3.23
	3.243
	551,442
	545,927
	16.56
	16.39
	613,459
	19.63

	 
	 
	
	
	 
	 
	
	
	 
	 
	 

	Commercial Industrial and Institutional
	431,165
	391,968
	91.62
	83.29
	3,565,762
	3,085,910
	696.95
	633.59
	3,477,878
	716.88

	Leveraging Energy Conservation and Load Management
	431,165
	391,968
	91.62
	83.29
	3,565,762
	3,085,910
	696.95
	633.59
	3,477,878
	716.88

	 
	 
	
	
	 
	
	
	
	 
	 
	 

	 
	 
	
	
	 
	
	
	
	 
	 
	 

	Overall Support Program
	3,175,016
	2,886,668
	0
	0
	27,556
	26,084
	0
	0
	2,912,752
	0.00

	 (included CFL lights and SLEDs in 2005)
	 
	
	
	 
	
	
	
	 
	 
	 

	Annual Total
	7,538,995
	6,876,441
	406.53
	369.92
	60,125,953
	54,048,017
	4,546.88
	4,135.11
	60,924,459
	4,505.03


5.0 2007 PROGRAMS

Attachment E outlines the 2007 programs for which Hydro Ottawa is eligible to seek recovery of 2007 LRAM and SSM, including participant levels, life of the measure, savings and the source of these inputs.  Further details on each of the programs can be found in Hydro Ottawa’s Conservation and Demand Management 2007 Annual Report, which is posted on the Board’s website at: http://www.oeb.gov.on.ca/OEB/_Documents/RP-2004-0203/2007_annual_report_hydroottawa.pdf
There are a number of small differences between the 2007 Annual Report and the information provided in Attachment E and used to calculate the LRAM and SSM.  They are as follows:

· The TRC for Seasonal Lights (“SLEDs”) reported in the Annual Report was completed using a free ridership level of 10%; it should have been 5% as per the Board’s TRC Guide.   

· For the Leveraging Energy Conservation and Load Management for Commercial > 50 kW, the Equipment Costs of $816,620 were inadvertently omitted from Appendix A and C of the Annual Report.   Appendix B is correct.

5.1 SSM

The SSM calculation for 2007 programs was prepared in accordance with the Board’s Guidelines and the Toronto Hydro Decision, which directed that the SSM amount should not be grossed up for taxes.

As per the Guidelines, SSM is based on 5% of the net benefits as calculated using the TRC test.  The SSM was only applied to customer-focused initiatives that reduce the demand for electricity and/or reduce the amount of energy used and only where the costs of the initiatives are expensed.  Table 5 summarizes the TRCs for those programs that are eligible for SSM treatment, as reported in Hydro Ottawa’s 2007 Annual Report.  

Table 5– SSM
	Program
	Net TRC Results $
	SSM (5%)

$

	Residential
	
	

	Co-Branded Mass Market
	(113,687)
	(5,684)

	Electric Avenue
	(16,799)
	(840)

	Energy Audit Support and Incentives
	234,780
	11,739

	Fridge and Freezer Bounty
	223,170
	11,159

	Residential Load Control
	(57,261)
	(2,863)

	Social Housing
	69,101
	3,455

	Low Income Electricity Tune-ups
	98,131
	4,907

	Commercial, Industrial and Institutional (>50kW)
	
	

	Leveraging Energy Conservation & Load Management
	(281,354)
	(14,068)

	Total
	$156,082
	$7,804


As can be seen above, the net TRC for some of the programs is negative.  This is the result of some programs, such as Co-Branded Mass Market, being primarily educational without having measurable results.  In the case of the Leveraging Energy Conservation & Load Management programs, the negative net TRC is in part due to customer awareness programs with no benefits, development costs for the PowerWISE Business Incentive Program and incremental customer costs beyond expectations.  Hydro Ottawa has decided not to claim the SSM for 2007 programs, as the total amount is not material.

5.2 LRAM

Table 6 below shows the derivation of the rates to be used in calculating the 2007 LRAM and Table 7 summarizes the calculation of the 2007 LRAM.

Table 6 – LRAM Rates

	Class
	May 1, 2006 Variable Distribution Rate
	May 1, 2007 Variable Distribution Rate
	Blended Rate (4/12 + 8/12)

	Residential /kWh
	$0.0182
	$0.0183
	$0.01827

	GS < 50 kW /kWh
	$0.0179
	$0.0180
	$0.01797

	GS > 50 < 1500 kW /kW
	$2.5354
	$2.5463
	$2.54267

	GS > 1500 kW /kW
	$2.3257
	$2.3357
	$2.33237


Table 7 – Calculation of LRAM
	
	2007 kWhs

from 2005 and 2006 programs
	2007 kWhs

from 2007 programs
	Total

$

	Residential Class

	Co-Branded Mass Market
	24,626,077
	0
	

	Electric Avenue
	13,941
	0
	

	Energy Audit Support and Incentives
	22,896,066
	453,614
	

	Fridge and Freezer Bounty
	5,818,688
	803,850
	

	Residential Load Control
	188,276
	40,396
	

	Social Housing
	613,459
	228,479
	

	Overall Program Support
	2,912,752
	0
	

	Sub Total
	57,069,260
	1,526,339
	$1,070,541

	General Service <50kW Class

	Energy Audit Support and Incentives
	377,321
	0
	$6,780

	
	2007 kW from 2005 and 2006 programs
	2007 kW

from 2007 programs
	Total

$

	Commercial, Industrial and Institutional (>50 <1,500 kW)

	Leveraging Energy Conservation & Load Management
	7,312
	4,884
	$31,010

	Commercial, Industrial and Institutional (>1,500 <5,000 kW)

	Leveraging Energy Conservation & Load Management
	1,290
	19
	$3,053

	Total
	
	
	$1,111,384


6.0 CALCULATION OF RATE RIDERS

Hydro Ottawa proposes that the $1,111,384 for LRAM be recovered from the rate class(es), which benefited from the CDM programs, through a variable distribution rate rider applicable to the class for a period of one year starting May 1, 2009.  2008 approved billing determinants have been used to determine the rate riders.  Note that the use of forecasted 2009 billing determinates would result in the same rate riders for the Residential and GS < 50 kW classes and only a minor decrease in the rate riders of the two GS > 50 kW classes.  However, since this forecast has not been previously reviewed by the Board, the 2008 Board approved billing determinants have been used.

6.1 Carrying Charges

In the Toronto Hydro Decision, the Board found that Toronto Hydro was entitled to carrying charges on the LRAM balances.  Hydro Ottawa has calculated carrying charges to April 30, 2009 as follows: interest has been applied to the ending balance of the 2007 LRAM for one half on 2007, all of 2008 and one third on 2009.  The calculation of the carrying costs used the Board’s prescribed interest rates for Q4 2007 – Q4 2008 as shown in Table 8 below. 

Table 8 – Board’s Prescribed Interest Rates

	Q4 2007
	Q1 2008
	Q2 2008
	Q3 2008
	Q4 2008
	Q1 2009
	Total

	5.14%
	5.14%
	4.08%
	3.35%
	3.35%
	3.35%
	

	$28,563
	$14,281
	$11,336
	$9,308
	$9,308
	$12,410
	$85,206


The resulting rate riders are shown in Table 9 below.

Table 9 – LRAM Rate Riders
	Class
	LRAM

$
	Carrying Charges

$
	TOTAL

$
	2008 Approved Billing Determinants


	Rate Rider



	Residential /kWh
	1,070,541
	82,075
	1,152,616
	2,261,678,461
	$0.0005

	GS<50 kW /kWh
	6,780
	520
	7,300
	774,937,986
	$0.00001

	GS>50 < 1500 kW /kW
	31,010
	2,377
	33,387
	7,373,411
	$0.0045

	GS > 1500 < 5000 kW /kW
	3,053
	234
	3,287
	1,757,833
	$0.0019

	Total
	$1,111,384
	$85,206
	$1,196,590
	
	


Hydro Ottawa is requesting approval for a LRAM volumetric rate rider of $0.0005/kWh for the Residential class, $0.0045/kW for the GS >50 < 1,500 kW and $0.0019/kW for the GS > 1,500 < 5,000 kW class.  As the rate rider for the GS < 50 kW class is not significant (5th decimal places), Hydro Ottawa has chosen not to apply for approval.  Bill impacts of the rate riders for the affected classed are included in Attachment H.

7.0 THIRD PARTY VERIFICATION

Section 7.5 of the Board’s Guidelines requires that distributors should engage an independent third party to review the program evaluations prepared for the purposes of LRAM and SSM claims filed with the Board.  The Guidelines state “This independent third party review applies to LRAM and SSM claims made in relation to programs funded in 2007 and beyond.”    Although Hydro Ottawa’s LRAM claim is for programs that were funded before 2007 and therefore a third party evaluation is not a requirement, it was considered prudent to engage the services of Elenchus Research Associates (“ERA”) Inc. to perform a review.  Helen Platis, Vice President, ERA Inc., provided the following Auditor’s note on November 3, 2008:

Hydro Ottawa is currently preparing a Lost Revenue Adjustment Mechanism (LRAM) and Shared Savings Mechanism (SSM) application to the Ontario Energy Board (OEB) based upon the performance of 2005, 2006 and 2007 Conservation and Demand Management (CDM) programs. All of these programs are made available through the OEB third tranche funding, and although an independent audit of the results is not mandatory, Hydro Ottawa considered it prudent to include an independent third party opinion as part of this application

. 

ERA was retained by Hydro Ottawa to conduct an independent third party review and audit of this LRAM/SSM application consistent with the established OEB guidelines. As part of this process, ERA examined program input assumptions, to ensure accuracy of results or identify and explain any inconsistencies. This included review of consultant studies and custom evaluations.  ERA verified participation levels by reviewing program documentation including internal tracking documents and third party invoices. Finally, ERA examined TRC input and output assumptions to confirm that the values used are consistent with the Inputs and Assumptions for Calculating Total Resource Cost, March 28, 2008, posted on the OEB website. The audit summary was presented in the form of LRAM and SSM spreadsheets that trace all input and output assumptions, their origin and their validity.

Overall, the audit identified the majority of input and output assumptions are consistent with published sources and that accurate documentation exists to support the proposed submissions. The audit team identified a few minor discrepancies (specifically free rider rates that were higher than recommended). These have been modified and included in the updated analysis. New TRC analysis was conducted, reflecting the correct values, and as a result there are minor differences in the net impact as presented in the 2007 CDM Annual report. All input assumptions are now consistent with published sources. 

A final audit report from ERA Inc. will be available by year-end 2008.
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