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December 6, 2005

Mr. John Zych, Secretary

Ontario Energy Board

PO Box 2319

2300 Yonge St, Suite 2700

Toronto, Ontario, M4P 1E4

Re:
Generic Issues Proceeding: RP-2005-0020/EB-2005-0529

With respect to the above proceeding, the following is London Hydro’s response to interrogatories received from the Vulnerable Energy Consumers Coalition (VECC) in reference to evidence filed by London Hydro in its 2006 Distribution Rate Application RP-2005-0020/EB-2005-0389.  

For the assistance of the Board, and other parties participating in the Generic Issues Proceeding, we wish to advise that London Hydro has not made any submissions to the Board under RP-2005-0020/EB-2005-0529 with respect to the issues identified under that proceeding. 

 Generic Issue #2.1:  Deferral Accounts – Regulatory Costs

Question #2.1.1

Reference:
2006 EDR Model Tab 2-2 and Tab ADJ3
Question #2.1.1 (a)
Please complete the following table with respect to the costs included in Regulatory Expenses (Account 5655)

	Expense Item
	2006

Application
	2004

Actual
	2003

Actual
	2002
Actual

	Regulators’ Fees/Charges
	
	
	
	

	  OEB Base Levy  
	
	
	
	            

	  Other OEB Charges
	
	
	
	

	  Other Energy Regulatory    Fees (specify)
	
	
	 
	

	  Subtotal (1)
	
	
	
	

	In House Costs
	
	
	
	

	  Staff .Compensation
	
	
	
	

	  Other Costs
	
	
	
	

	  Subtotal (2)
	
	
	
	

	Outsourced Services
	
	
	
	

	  Legal Services
	
	
	
	

	  Consultants
	
	
	
	

	  Other Costs (Specify) 
	
	
	
	

	  Subtotal (3)
	
	
	
	

	
	
	
	
	

	TOTAL Reg. Expense
	
	
	
	

	
	
	
	
	

	Total Customers – 
	
	       
	   
	    

	Total Energy Distributed- kWh’s
	   
	         
	         
	        

	
	
	
	
	

	Reg. Costs/Customer
	
	
	
	

	Reg. Costs/kWh Distributed
	
	
	
	


Response to 2.1.1 (a):

The only amount included in Regulatory Costs account 5655 for 2006 is the OEB base assessment.  The amounts recovered through existing rates since 2000 has been 9/12ths of the base assessment amount of the OEB for the 1999 / 2000 assessment year.  That amount was 9/12 * $118,848 = $89,133.50.
OEB base assessments for London Hydro for 2002 to 2006 are as follows:

· 2002 / 2003 assessment year $ 143,892

· 2003 / 2004 assessment year $ 130,108

· 2004 / 2005 assessment year $ 216,906
· 2005 / 2006 assessment year $ 321,194 (composed of 2 payments of $94,876 and 2 payments of $65,721).
The Boards methodology for applying the base assessment amounts is determined by the utilities distribution revenue as opposed to customer numbers or energy distributed.  Information on London Hydro customer numbers and energy distributed is provided with the 2006 Distribution Rate Application Schedule 9-3.
The following information was provided in our response to Board Staff interrogatories #2 and #3 re: London Hydro’s 2006 Distribution Rate Application.  These responses provide a detailed analysis of amounts included in account 5655 for the 2006 revenue requirement.  
Interrogatory #2 raised by Board Staff on 2006 EDR 

2.
Please clarify whether or not the $800 annual licensing fee from the OEB is included in London Hydro’s actual 2005 OEB assessment costs totaling $338,855.

Response to Board Staff Interrogatory # 2

The value of $338,855 is comprised of four (4) quarterly OEB assessments including:

· Dec 1, 2004 – March 31, 2005 of $54,227

· Apr 1, 2005 – June 30, 2005 of $94,876

· July 1, 2005 – Sept 30, 2005 of $94,876

· Oct 1, 2005 – Dec 31, 2005 of $94,876

· Totaling $338,855

This value does not include the $800 annual licensing fee.

Since filing this information the following two items have been identified:

· The original numbers filed with the OEB ($338,855) included 13 months of OEB assessment

· Since filing London Hydro’s rate application, a update to the OEB assessments has been received (lowering the Oct 1, 2005 to Dec 31, 2005 invoice to $65,721

The net effect of the changes noted above is as follows:

· Jan 1, 2005 – March 31, 2005 of $40,670 (3/4 of $54,227)

· Apr 1, 2005 – June 30, 2005 of $94,876

· July 1, 2005 – Sept 30, 2005 of $94,876

· Oct 1, 2005 – Dec 31, 2005 of $65,721

· Annual License Fee - $800

· Totaling - $296,943

Net result of changes for OEB dues = $41,912 ($338,855 - $296,943)
Interrogatory #3 raised by Board Staff on 2006 EDR 

3.
Please provide an itemized breakdown of the costs included for the OEB annual dues and other regulatory agency costs for both 2004 and 2005 

Response to Board Staff Interrogatory # 3
	
Description
	2004 Value
	2005 Value

	OEB Assessments
	$ 89,133.50
	$ 338,855.00

	Ontario Electricity League
	$   4,689.98
	$            0.00

	Total
	$ 93,823.00
	$  338,855.00


Note the Ontario Electricity League is not a regulatory body and these charges should be considered a non-regulatory distribution expense. The effect would be an increase in OEB Regulatory Adjustment of $4,689.98

Question 2.1.1 (b)  
Please provide Explanatory Notes for all material increases/decreases from 2002-2006.

Response to 2.1.1 (b):
The only costs claimed in account 5655 for the 2006 revenue requirement are the OEB base levy costs.  It is our understanding that the base levy increased substantially for the 2005 / 2006 assessment year due to the Ontario Energy Board completing its transition from being a direct department of the provincial government, to becoming a self-funded crown corporation.  

Question 2.1.1 (c)  

Provide a list of 2004 positions involved in regulatory matters regarding the OEB and other Energy Regulators.

Response to 2.1.1 (c):
Excluding staff members involved in the implementation of C&DM activities, there are two primary staff positions involved in regulatory matters regarding the OEB and other Energy Regulators.  
These positions are the Director of Finance and Regulatory Affairs and the Regulatory Analyst.  In addition to their involvement in regulatory matters, these two staff members are responsible for and manage other General and Administrative functions related to financial reporting, customer billing and statistical filings.

Several other staff members have varying levels of involvement on a periodic basis with respect to ongoing regulatory matters such as billing requirements for energy pricing and distribution system codes issues.
Question 2.1.1 (d)  

Provide the number of FTEs for 2004 associated with the reported staff compensation (i.e., salaries and benefits) in the table.

Response to 2.1.1 (d):
There are no staff labour costs or benefits included in account 5655.  The purpose of this account is to capture utility operating expenses incurred in connection with formal cases before the Board or other regulatory bodies, excluding the pay of regular employees only incidentally engaged in such work.  Due to the fact that we do not consider any employees as being sufficiently engaged in these activities to warrant a cost allocation to this account, we have not expensed any employee compensation to account 5655.  
Question 2.1.1 (e)  

Please indicate whether the reported in-house costs in Table 1 include any allocated overheads or staff-related costs other than direct compensation.  If so, please explain how the amounts to be included were determined.

Response to 2.1.1 (e):
There are no in-house costs included in account 5655.
Question 2.1.1 (f)  

If the OEB were to establish a deferral account for Regulatory Costs and permit utilities to record their costs of consultants, legal counsel and direct incremental disbursements, does the Applicant record costs in any other USoA accounts that it considers would qualify.  If so, please indicate the nature of such costs, where they would be reported, and the amounts the Applicant incurred in 2002-2004.

Response to 2.1.1 (f):
No, there are no costs of consultants, legal counsel or direct incremental disbursements in other USoA accounts that would qualify for recovery in account 5655.  
Legal and consulting costs were incurred in 2004 for the Regulatory Assets Proceeding but these costs were considered to be non-qualifying costs.  Those costs were treated as extraordinary expenses in account 6310 and have been excluded from the rate base and revenue requirement calculations for the 2006 rate application.    
Generic Issue #2.2:  Deferral Accounts – Revenue Losses Attributable to Unforecasted Distributed Generation

Question 2.2.1

Reference:
Schedule 10.6
Question 2.2.1 (a)
Would the Applicant’s existing Standby Rates ensure ongoing recovery of required distribution revenues in the event that an existing customer installed load displacement generation?

Response to 2.2.1 (a):
Existing Standby Rates were developed in 1994 in accordance with a methodology developed under a joint committee involving the Municipal Electric Association, Ontario Hydro and certain distribution companies including London Hydro.

Today’s standby rates are the rates that were developed in 1994 with the inclusion of other adjustments that have occurred since the 1999 unbundling of rates such as PILs and revised rate of return.

As with all distribution rates, the issue of whether or not they will ensure ongoing recovery of required distribution revenues is an issue of cost allocation and rate design.  We anticipate that the completion of the cost allocation filings in the fall of 2006 will provide information that will assist us in determining whether or not the current standby rates and all other customer class rates are recovering the appropriate revenue amounts for each customer class.  Until that process is completed, we cannot confirm that our existing rates will ensure ongoing recovery of required revenues in the future. 

Average revenue from standby rates from 2002 to 2004 is $247,191 or approximately 0.5% of the 2006 base distribution revenue requirement.  The 2006 EDRH handbook states that if this charge is sufficient then the rate should be continued for 2006.  Due to the fact that these revenues are not currently a significant component of overall revenues, we have chosen to continue with this rate for at least one more year.

Question 2.2.1 (b)
If not, please explain why.

Response to 2.2.1 (b):
As indicated in response to part (a), without the completion of a cost allocation study, we cannot confirm that our existing rates will ensure ongoing recovery of required revenues in the future. 

Question 2.2.1 (c)
How far in advance (i.e., months) of the actual installation of load displacement generation does the Applicant typically become aware it will occur?

Response to 2.2.1 (c):
London Hydro currently has 3 customers that are charged standby rates.  We have had no new customers that have installed their own load displacement generation since market opening.

We do not have a stipulated requirement regarding notice for new displacement generation, but typically the technical aspects of the discussions between London Hydro and the customer would provide sufficient lead time to resolve the issue of required backup capacity and associated standby rates. 
Generic Issue #3:  Generalized Standby Rates for Load Displacement Generation

Question #3.1

Reference:
Schedule 10.6

Question #3.1 (a)
Please provide a schedule setting out the Applicant’s current Standby rate along with description of how it is applied?

Response to 3.1 (a):
The currently approved monthly rates for these customers are:
Standby Facility Charge for capacity reserved (per kW reserved)       
$2.2146
Monthly Service Charge (per month)                                           
 $ 2,480.78
Distribution Volumetric Rate (incremental demand) (per kW) 
 $ 3.7909
Final Rate Rider (Regulatory Assets) (per kW)      
$0.0668

The manner in which the above rates are applied is detailed on Schedule 9-2 of the 2006 Distribution Rate Application, from which the following has been extracted:
2.4 .11 .3.7 Embedded Generation

Definition: Gross Peak Demand = Import energy plus generation energy less export energy. 
Embedded generation, co-generation or load displacement customers have the option to reserve demand capacity on the London Hydro distribution system for import load through mutual agreement/contract. The customer's contracted reserve amount shall not exceed the generator(s) nameplate capacity rating. The customer can make a request to change the reserve amount annually 30 days prior to the anniversary date of the agreement/contract. The distribution standby rate will be applied to all monthly kW's reserved before any transformer discounts for customer owned equipment. The transformer discount will be applied to all kW’s reserved or billed when the customer owns their own transformation.
For the embedded generation customers with a gross peak demand annual average of greater than 1 MW per month the co-generation distribution rates will apply for those customers meeting any of the following conditions:
1 . The generation is in operation at least 20% of the London Hydro determined annual rate reclassification period and the installed generation is at least 20% of the customers load requirements.

2. The customer seeks payment from London Hydro for the exported energy through Section 3.2 of the Retail Settlement Code.
3. The customer wishes to reserve capacity (Standby reserve) on the London Hydro system.  The distribution kW rate is applied to the incremental billed demand. Incremental billed demand is equivalent to the peak monthly billed demand less the standby reserve kW.

The monthly measured peak demand will be determined by the higher of 90% kVA or 100% kW (Power factor adjusted) and shall be adjusted for 1% transformer losses when the metering installation is deemed to be primary metered (Primary Meter = Meter on supply side of the transformer).
The billed demand will be determined by the measured peak demand occurring during any time of the billing period (I .e. month). The service charge will be applied on a per (electric service) connection basis.

When gross peak demand is determined to be over an annual average of 5,000 kW per month, the billing demand will be based on the maximum demand during any consecutive 60 minutes (Rolling 60-Minute Averages) in the bill period.
When gross peak demand is determined to be less than an annual average of 5,000 kW per month, the billing demand will be based on the maximum demand during any consecutive 15 minutes (15-Minute Clock Average) in the bill period.
For the embedded generation customers with a gross peak demand annual average of less than 1 MW and greater than 50 kW per month; the general service > 50 kW distribution rates will be applied, as long as there is no requirement for reserve capacity from the customer.

For the embedded generation customers with a gross peak demand annual average of less than or equal to 50 kW per month, the general service < 50 kW or residential distribution rates will be applied, as long as there is no requirement for reserve capacity from the customer.

Question #3.1 (b)
What was the methodology used to originally develop the Applicant’s Standby rate?

Response to 3.1 (b):
Please refer to the response in question 2.2.1 part (a).

Existing Standby Rates were developed in accordance with a methodology developed under a joint committee involving the Municipal Electric Association, Ontario Hydro and certain distribution companies including London Hydro.

For further clarification and assistance, we have attached file labeled Appendix “A” which outlines the report of the above noted committee on backup power rates.
Generic Issue #4.1:  Other Deferral Accounts – Rate Mitigation Revenue Shortfalls

Question #4.1.1

Reference:
Schedule 13.1

Question #4.1.1 (a)
Please confirm that the Applicant does not expect any short-fall in revenue for 2006 as a result of Rate Impact Mitigation measures.

Response to 4.1.1 (a):
We confirm that London Hydro does not expect any short-fall in revenue for 2006 as a result of the Rate Impact Mitigation measures.
Question #4.1.1 (b)
If this is not the case, please explain why and quantify the anticipated impact.

Response to 4.1.1 (b):
No response required.

Generic Issue #4.2:  Other Deferral Accounts:  Low Voltage Charge Variations

Question #4.2.1

Reference:
EDR 2006 Model - Tab 7.2 
Schedule 10.7

Question #4.2.1 (a)
Please confirm that the Applicant is neither a Host Distributor nor an Embedded Distributor.

Response to 4.2.1 (a):
We confirm that London Hydro is neither a Host Distributor nor an Embedded Distributor.

Question #4.2.1 (b)
If Applicant is a Host Distributor:

· Does the 2006 Rate Application include a “rate” for wheeling to embedded distributors and, if so, please indicate what it is and provide a copy of Schedule 10.7?  

· If there is no “rate” for wheeling in the Application, please explain why not?

Response to 4.2.1 (b):
No response required.

Question #4.2.1 (c)
If the Applicant is an Embedded Distributor:

· Please explain why there are no costs for LV service included in the Application? 

Response to 4.2.1 (c):
No response required.

Generic Issue #4.3:  Other Deferral Accounts – Material Bad Debt

Question #4.3.1

Reference:
EDR Model – Tab ADJ5 (Specific Distribution Expense)



EDR Schedule 6-2 (Bad Debt Expense)

Question #4.3.1 (a)
Over the three years (2002-2004), how many individual bad debt occurrences did the Applicant experience that met the materiality threshold as defined by the Rate Handbook (page 46)?

Response to 4.3.1 (a):
During the period 2002-2004 there have been no individual bad debt occurrences that met the materiality threshold as defined by the Rate Handbook (page 46).

Question #4.3.1 (b)
With respect to the response to part (a), please provide a schedule that for each of the three years lists the individual occurrences of material bad debt, the rate class the customer belonged to, the value of the bad debt and the total for the year.  (Note:  The actual name of the customer is not required)

Response to 4.3.1 (b):
During the period 2002-2004 there were no individual occurrences of material bad debt.

Question #4.3.2

Reference:
EDR Schedule 6-2 (Bad Debt Expense)

Question #4.3.2 (a)
Does the Applicant have an approved “Bad Debt Policy” that defines when overdue accounts are turned over to 3rd parties for collection, when overdue accounts are written off as bad debt, how are security deposits used to reduce the bad debt expense, the treatment of any subsequent recoveries, etc.?  If so, please provide.  

Response to 4.3.2 (a):
There are established procedures that govern the above noted matters, as per the following:
Final Bill Collection Time Line:

 

·         Final bill issued 16 days before due date.

·         Final (Reminder) Notice issued 7 days after due date.

·         7 - 14 days after final notice issued, account skipped traced.

·         15 days after final/reminder sent or 21 days after due date the account is sent to 3rd party collection agency

 

Write Off Procedure for Final Billed Accounts:

 

·     Accounts are booked or allocated for write off after 180 days past due, however, still collectible

·     Accounts are written off our CIS System 18 months after due date.   

 

Cash Security Deposits Held:

 

·     When an account is final billed, the security deposit plus interest is applied to the final billing.

 

Treatment of Recoveries:

 

·     If the account is still active on the CIS System, payment is applied to outstanding debt.

·     If the account is written off but still due, payment is applied to account and an offsetting write off recovery transaction is applied equal to the value of the payment.

Question #4.3.2 (b)
If not, please outline what the Applicant’s practice is.
Response to 4.3.2 (b):
Please refer to response in part a.

Question #4.3.2 (c)
What was the Applicant’s experience over 2002-2004 with actually recovering all/portion of a bad debt after it had been written off?

Response to 4.3.2 (c):
Over the period 2002 to 2005 we have recovered $298,000 of amounts there were previously written off as bad debts.  After deducting any collection commissions paid to collection agencies for amounts recovered, all remaining recovery amounts are credited to the years allowance for doubtful accounts and serve to reduce the bad debt expense reported for that year.   

Thus, all annual bad debt expense values reported on EDR Schedule 3-2 are net of any recoveries of previously written off bad debts. 
Question #4.3.3

Reference:
EDR Schedule 6-2 (Bad Debt Expense)

Question #4.3.3 (a)
Does the Applicant agree that if the OEB were to create a deferral account for material bad debt and allow for recovery in future rates this would reduce the Applicant’s business risk?  If not, why not?

Response to 4.3.3 (a):

The risk associated with incurring a material bad debt would not be altered by the establishment of a deferral account.  The deferral account may reduce some of the risk associated with recovering a material bad debt expense through distribution rates. 

The business risk is associated with the fact that current security deposit requirements require that for commercial and industrial customers, 100% of the security deposit amounts must be returned to the customer after 5 or 7 years of good payment history. 

Question #4.3.3 (b)
Based on the data in the Applicant’s filing, please provide a schedule setting out the impact that an individual material bad debt (per the Handbook Definition) would have on the Applicant’s after-tax Return on Equity?

Response to 4.3.3 (b):

An individual material bad debt would only occur in the General Service > 50 kW or Large User rate categories for a customer that is not a Government, Municipal or School Board account.  Individual accounts in this category can be in the range of $200,000 to $300,000 in a given month.   
With a corporate income tax rate of 36.12% and a reduction in taxable income of $200,000 due to a bad debt incurred, the after tax return to the shareholder would be reduced by $127,760.   
The rate base for London Hydro is $199,770,610 and the deemed equity of 45% is     $89,896,775.  The after tax loss of $127,760 represents .14% of the deemed equity.  Thus an individual material bad debt of $200,000 would reduce London Hydro’s after-tax Return on Equity by .14%
Sincerely,

D.B. Williamson
Director of Finance and Regulatory Affairs
Bus. (519) 661-5800 ext. 5745
Fax (519) 661-2596

williamd@londonhydro.com
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