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Thursday, January 12, 2006

-‑‑ On commencing at 9:26 a.m.


MR. KAISER:  Please be seated.


The Board is sitting this morning in continuation of the hearing that started here on January 10th with respect to certain generic issues that apply to the applications involving the electric LDCs filed recently, and, in particular, we're going to hear reply submissions.


Are we missing counsel?


MR. HARMER:  We're missing counsel.  Unfortunately, he was -- not being quite 9:30.


MR. KAISER:  I think I have jumped the gun a bit.


MR. HARMER:  He's coming.


MR. KAISER:  He's coming?  All right.


While we're waiting for Mr. Millar, why don't we start with the appearances.


APPEARANCES:

MR. ADAMS:  Tom Adams on behalf of Energy Probe.


MR. KAISER:  Thank you.


MR. TURNER:  Tim Turner, Toronto Hydro.


MR. KAISER:  Thank you, Mr. Turner.


MR. MORAN:  Pat Moran for Enersource Hydro, and I'm with Chris Buckler, VP customer services and regulatory affairs, and Kathi Litt, regulatory affairs advisor.


MR. KAISER:  Yes, thank you.


MS. THORNTON:  Alison Thornton for the GTAA.


MR. KAISER:  Thank you.


MS. NEWLAND:  Helen Newland on behalf of Hydro Ottawa.


MR. KAISER:  Thank you.


MR. SEAL:  Darryl Seal on behalf of The School Energy Coalition.


MR. KAISER:  Mr. Seal.


MR. McKENZIE:  Cameron McKenzie, Horizon Utilities Corporation.


MR. KAISER:  Mr. McKenzie.


MR. ENGELBERG:  Michael Engelberg, Hydro One Networks Inc., with Michael Roger.


MR. KAISER:  Thank you.


MR. MILLAR:  Mr. Chair, Michael Millar for Board Staff.  I apologize for being late.


MR. KAISER:  No, we started early.  It's our fault.  So we seem to be missing some other people.  Maybe they're not coming.  Is Mr. Rodger scheduled to be here; does anyone know?


MR. MILLAR:  Mr. Rodger indicated that he wasn't going to be here today.


MR. KAISER:  Thank you very much.  Well, in that event, I think we've got the full cast of characters.  Mr. Millar, how do you want to proceed?


PROCEDURAL MATTERS:


MR. MILLAR:  Well, Mr. Chair, we're here today to hear reply submissions.  Board Staff does have some brief submissions and I assume the other parties here do, as well.  So I would propose that unless anyone has an objection, we go through in the same order that we went through in the first instance.


MR. KAISER:  All right, that's a good idea.  You can start off, and that gives the other parties the advantage of knowing what your position is.


REPLY SUBMISSION BY MR. MILLAR:

MR. MILLAR:  Thank you, Mr. Chair.  In response to the concerns that we heard from Mr. Seal of SEC and the Board Panel itself, Board Staff is going to attempt to add some clarity to its submissions.  In our initial submission, we set out the options with some pros and cons.  However, we heard the Board's direction, and where the pros and cons in Board Staff's opinion seem to side one way or another, we will state which is our preferred option.


Our pre‑filed and oral submissions from Tuesday, however, still stand, and since we are stating a preferred option in some instances, we will not be providing any advice or assistance to the Panel in analyzing these options outside of the hearing room.


So I'll start with smart meters.  


And, again, some of this may sound as if it's by way of review.  We just want to make sure that our opinion is clear.  So I apologize if we're repeating anything.


Board Staff generally listed two options in relation to smart meters, and those were to allow revenue requirement recovery now through a per-customer charge, and the second option we highlighted was to allow the creation of a deferral account.


And Board Staff note that a number of the parties also consider the inclusion of an amount in revenue requirement from these projects to be prudent.  VECC's submissions indicated questions as to whether all or some utilities should incorporate a smart meter component into their revenue requirement.  They indicate that uniformity must be weighed against rate impacts and uncertainty.


Board Staff agrees that this is an important issue.   However, Staff thinks that this issue can be mitigated by being conservative in the calculation of the associated incremental revenue requirement.


For example, we suggested that the figure of three to four dollars, that we saw in the reports, should act as an absolute ceiling.  In fact, that rate could be much lower than that.


As noted in our original submission, this calculation would not include the capital component of the meter.  While we agree with VECC that any incremental amount of revenue requirement needs to be considered in light of rate impact and the potential for rate mitigation, we are suggesting the revenue requirement increment for the purpose of 2006 rates would be relatively small.


The smart meter component of the rate would be an estimate of the amount that otherwise would have been included in the revenue requirement, excluding, for administrative simplicity, a return on capital.


That is to say, we would include operating and maintenance costs and depreciation on a pre‑tax basis.  This should bring the number well below the $3.00 to $4.00.


We also note that parties who suggested that no incremental revenue be included in respect to smart meter did not address the question of how utilities would fund these costs should the proposed legislation pass early this year.  If the Board is inclined to approve a deferral account option, it is our submission that the Board should give some thought as to how utilities will fund smart meters.


Moving on to standby rates, and here I think we perhaps lean towards one option more than the other.  Staff note that many parties in their submissions have indicated that it is desirable to move to a standardized approach to standby charges.  Most then go on to indicate the need for further data and study, and we agree with that.


A number of parties indicated that the Board might deal with the individual applications on a one‑off basis.  It is Board Staff's preferred option that a standard methodology be adopted.


In its initial pre‑filed and oral submissions, Board Staff outlined two elements for a standard methodology.  These two elements are the rate to be applied and the billing determinant.  In terms of the rate to be applied, it should be the same rate as would apply to that customer if it were simply a load customer, if it were just a regular customer.


In terms of the billing determinant, we saw two options, and one was that the customer be charged on the basis of the nameplate rating of the generator, and, two, that the customer and LDC be permitted to agree to a number somewhat lower than the nameplate rating to account for the fact that the generator may not produce as much power as the nameplate suggests.  And we are still not taking a firm position on either of those two options.  Board Staff think both of them are viable options.  We do think that a standard methodology should be adopted, however.


If no uniform methodology is adopted, Board Staff remain concerned that different treatments by utilities may result in inequities to large‑load‑displacement customers in Ontario, in effect, providing an artificial incentive for these customers to locate in the service area of an LDC which is most likely to provide the lowest rate impact.


As all parties agree that the issue needs to be carefully considered, we suggest that the Board needs to weigh the potential of inequitable treatment to consumers while the Board studies the issue as part of the current cost allocation rate design proceeding.


At a minimum, utilities such as Toronto Hydro should rationalize their treatment of standby customers.


Finally, in our submission, any utility proposing to introduce an independent standby rate should do so on a revenue‑neutral base; that is, the issues before the Board today is the appropriate rate which allocates the current cost to the utility's customers.


The next topic is deferral accounts, and, again, I'm backing out the LV charges component, but the other four deferral accounts.


It seems that there genuinely was some confusion over Board's position on this, so I don't know that I'm adding anything to our pre‑filed or oral submissions, but I'll try and state it a little bit more clearly.


Deferral accounts are a means of reducing risk to a utility.  It is the position of Board Staff that deferral accounts should be avoided, where possible, unless the utility is willing to ‑‑ let me leave it at that, that they should be avoided where possible.


Only where a deferral account meets the four criteria set out in the rate handbook and which we've put in our Appendix B, only where those four criteria are met should the Board consider establishing such an account.  And I would add that the onus lies on the applicant to show that the four criteria have been met.


And I would add to that that we're talking about generic deferral accounts here.  If the Board is to deny the creation of these four generic deferral accounts, that wouldn't prevent an LDC that has extraordinary circumstances, for example, for coming before the Board in its individual application and seeking a similar deferral account.  But what we're talking about here is the creation of the four generic deferral accounts.


MR. KAISER:  Remind us of what the four criteria are.


MR. MILLAR:  The four criteria are, Mr. Chair, are ‑‑ maybe I'll let Mr. Harmer pull them out.  The four criteria, Mr. Chair -- and these are in our appendix B.  They're also in the rate handbook.  The first is causation, the second is materiality, the third is the inability of management to control, and the fourth is prudence.  And there's a little blurb following each of them.


MR. KAISER:  What does causation mean?

     MR. MILLAR: Causation -- the expense must be clearly outside of the base upon which rates were derived, so it's not captured somewhere else.

     MR. KAISER:  All right.

     MR. MILLAR:  Do you have any more questions?

     MR. KAISER:  No.

     MR. MILLAR:  And again, they're in our Appendix B, if you wish to have a more careful look at them.

      Finally, on LV charges, I don't have much to add.  We noted two options in our pre-filed and oral submissions.  And I said at the time that we really don't have an option -- or, pardon me, a preference for one over the other.  But what we would like to see is that, regardless of the option chosen, embedded distributors should be required to track their LV charges in an authorized variance account.  

     And Mr. Chair, I'm happy to take your questions if you feel anything is still not clear, but those are our reply submissions.

     MR. KAISER:  No, that's very helpful, Mr. Millar.  Thank you for clarifying your position. 

Mr. Adams?

REPLY SUBMISSIONS BY MR. ADAMS:

     MR. ADAMS:  Thank you, Mr. Chair.

     My submissions will be brief.  And I'll focus, only, on the issue of standby rates.

     The principle that I want to impress upon you in my reply submissions is that consumers should only pay once for services provided by generators, whether they are load-displacement generators, behind-the-fence generators embedded within LDCs, or generators that are servicing consumers through the high-voltage grid.

     Many parties on both the generator's side and also non-generating parties in this proceeding have recommended a Board initiated process to develop standardized standby rates.  And I think that's one area that this process has identified as common ground on an otherwise divisive issue.

     I suggest that the evidence that has been presented in this case has been of a very general nature.  There has been little specificity in terms of the actual costs associated with provision of standby services in specific instances, and that it is, therefore -- there is, therefore, insufficient evidentiary base for the Board to make a ruling at this time with regard to standardized standby rates, or a correction of some of the particular issues that have been identified.  And one example that I think is interesting is the example provided by Toronto, where they have four pre-amalgamation standby rates that they have not harmonized, but relate back to 1990, or some period approximately then, when, perhaps, their costs were significantly different.

      It's therefore necessary for any review process that would be undertaken at the initiative of the Board to get into a much higher level of detail than we've been able to pursue in this case.

      There are two applicants that I want to reply to very briefly.  One is GTAA, and the other is AAPrO.

      The first observation I'll make about the submissions that you've received from GTAA is that -- I’ll just draw to the Board's attention that GTAA is party that has a contract, originally negotiated, I believe, with the Ontario Government, now, I believe, held by the Ontario Power Authority.  But that is a contract that was negotiated by GTAA as a generating party.  At the time it was negotiated, the generator was well aware of the standby rate of the host LDC, Enersource Hydro Mississauga.  The Board can only assume that those costs were accommodated in the considerations of GTAA when it was making an agreement with the Ontario government and the Power Authority to become a generating party, subject to those contract provisions.  So a retroactive adjustment to a provision that was known at the time, and probably built in -- the Board can only assume that the provisions of the Enersource standby rates were built into the understanding of GTAA at the time that they made their agreement.

      With regard to the submissions from APPrO, they are making a -- they made an argument for a device like LRAM - Lost Revenue Adjustment Mechanism - for load-displacement generation, to shield LDCs from revenue erosion.

      The submissions that have been presented by APPrO did not provide any guidance on the allocation that might be applied for this LRAM concept.  We can only assume that APPrO is proposing to apply the amounts from this revenue adjustment mechanism that they have proposed to all customers.  Otherwise, it's hard to see the logic of the position that they have presented.  Because there was no opportunity to -- anyway, I'll just leave it that it's not clear what APPrO's proposal is for the recovery and that, therefore, before this concept could be developed further -- or applied further, it would have to be developed further.

      And the final submission I'll make is - and with attention to both the GTAA and the APPrO submissions - is that -- to observe that there are multiple processes going on in Ontario related to appropriate compensation for generators.  There are RFPs -- successive RFPs that have been issued, there is a process around the standard offer.  And in those circumstances, it seems to us that there's a substantial risk that there could be double-counting of some of the benefits from distributed generation.  We have no argument -- in fact, Energy Probe is a supporter of distributed generation, where it's possible for distributed generation to lower overall costs for consumers.  And it is absolutely true, in our view, that there are instances where distributed generation, appropriately placed and sized and operated and dispatched, can reduce line losses and other grid-associated costs – reliability-related costs.

      So, while it is substantively true, and we think there's no argument that there are many benefits from distributed generation, we don't want to fall into a piecemeal process where generators are being compensated more than once by consumers for the benefits that are provided by distributed generation.  And it's therefore, we think, necessary for the Board to stand back and take a more comprehensive view, a more substantive view, with greater access to detail, integrating the other processes that are happening in Ontario so that, when generators are  compensated for their contribution to the grid, they're compensated only for their benefits.

      Thank you.

     MR. KAISER:  Thank you, Mr. Adams.  

     Mr. Moran?

     MR. MORAN:  Mr. Chair, if I could, I'd prefer to proceed after Ms. Thornton.

     MR. KAISER:  That's fine.

     Ms. Thornton?


MS. THORNTON:  The only comment I have on that is that Mr. Moran did indicate to the Board on Tuesday that the position on the GTAA's suggestion that many rates be held in interim would be presented today, and I would like, if appropriate, to be in a position to respond to whatever that position may be.

      So if I can get an indication, I'd be prepared to deliver the rest of my reply.  Otherwise, if I could reserve the right to comment on that particular point, if I do precede Mr. Moran.

     MR. KAISER:  That's fine.  

     We'll give you any further right of reply you request --

     MS. THORNTON:   Okay.  Thank you.

     MR. KAISER:  -- or require.  

     Please proceed, Mr. Moran. 

     Oh, you wanted -- please proceed, Ms. Thornton.

     MS. THORNTON:  Okay, thank you.


REPLY SUBMISSIONS BY MS. THORNTON:


MS. THORNTON:  My comments will be very brief, and there are only two particular points which I would like to respond to on behalf of the GTAA.  I think our position was laid out fairly comprehensively in our written submissions and evidence.

      The one comment that was made by Toronto Hydro with respect to standby rates, and to the benefits that embedded generation may create, is that they cannot, as we have proposed, be in any way compared to the conservation and demand management exercises as embedded generators who are relying on distributors for standby power are not permanently removing their load.


We would observe that that is only one component of the savings that are potentially created by embedded generators.  The savings can also arise from infrastructure which may be liberated because of the upgrades that are associated with the investment in generation.  They can also be created because of changing the load shape and reducing the system peak because of the pattern of generation, and they can also be associated with the reduction of losses.


So the fact that the need for power from the distributor is not permanently removed does not, in and of itself, mean that it can't be compared.  We're not suggesting that it is identical to the conservation and demand management concept, but to say that because it's not permanently removing all load, that it does not create similar benefits, I think, is a bit simplistic and inaccurate.


In any case, all that GTAA is asking for is a process that would identify, quantify, and allocate benefits if, after that process and after analysis, they are not substantiated; then the parties will be in a position ‑‑ or then rates can be not adjusted, if that's the case.  But in the current situation, there are assertions on both sides that have simply not been studied, and we are looking for a process that will create the data.


The second comment I wanted to ‑‑ or the second party to which I wanted to respond briefly is Energy Probe, and, in particular, to the submissions that have just been delivered.


It has been asserted that the Greater Toronto Airports Authority, because it has a CES contract, was well aware of any standby charge that might be imposed.  That is just simply not correct.  The Enersource Hydro Mississauga is before the Board right now looking for the approval of that rate.  It was something that was not finalized, and, therefore, could not have been taken into account fully.


Moreover, the purpose of the CES contract is not to adjust distribution rates, but to provide ‑‑ is to negotiate the price for the power.


So what we're proposing is that there be a mechanism so that the distribution charges, being distribution and standby charges taken together, would be neutral.  We are not looking for, on behalf of the GTAA, an extra incentive to embedded generators.  What we are looking for is a complete cost allocation that would take into account the true cost of servicing those customers when both the cost of providing the service and the benefits that they produce, which will lower the rates ‑‑ or will lower the costs to be borne by other consumers, are taken into account.


And I think that we are in agreement on that point with Energy Probe, their final comment that there should not be a piecemeal process; that it should be substantive and it should be integrated.  And that is why we've asked specifically on behalf of GTAA that there be a direction from the Board which would remit these issues to the technical advisory working group that is working on cost allocation, so that the issues of generation and of standby charges are not dealt with piecemeal.


And those are my submissions.  Thank you.


MR. KAISER:  Thank you, Ms. Thornton.  What's the status of your negotiations with Enersource on this rate, or are there negotiations?


MS. THORNTON:  I'm not currently aware of negotiations.  I don't know that ‑‑ we've put in submissions both on the rate application and on the interim request by Enersource.  And I think that we would like to negotiate down the road, but I don't know that there currently are negotiations ongoing.


MR. MORAN:  Mr. Chair, if I can be of assistance, Enersource has applied for standby charges for the 2006 rates, and then in the context of that, Enersource has asked for an interim standby rate because GTAA and another generator, we need to be able to bill them in advance of your final disposition on the 2006 case.


And in the context of that interim application, I think there's agreement between the parties that that interim standby rate is proceeding on consent.  I may be wrong on that, but my understanding is that the GTAA ‑‑


MR. KAISER:  So you have proposed a specific rate?


MR. MORAN:  That's right.


MR. KAISER:  And you've proposed there be interim?


MR. MORAN:  Yes, and the rate is basically is as applied for in the main application.


MR. KAISER:  Subject to what?  When does it become final?


MR. MORAN:  Enersource is seeking to have it made final as part of the 2006 rates case.


MR. KAISER:  All right.  That's what I wanted to understand.


And so your position, Ms. Thornton, is that before that rate is made final, you want a more comprehensive review of the entire issue in some form?


MS. THORNTON:  That's correct, Mr. Chair.  I think that in response to the interrogatories presented by GTAA, it's clear that the assumptions that underlie the fact that the same distribution rate for standby and non‑standby use is being used are assumptions, and that there is not an ability on behalf of the local distribution company at this time to produce a cost‑allocated rate.


And that's why we're being asking that it be held interim beyond the 2006 rate application, until that process is completed.


MR. KAISER:  Now, dealing with the process that you're looking at, I mean, I understand your submission today, and I guess it was the same the other day, that it be referred to this technical advisory committee.  You recall a discussion we had with Mr. Brett, who was essentially supporting you, I think, on behalf of APPrO.


And there the question is:  Does this get deferred to the cost-allocation exercise that the Board's going to go through with respect to these LDCs, I guess, in '07, or can it be dealt with, or can it and should it be dealt with, separately?


And I thought we had his position - he's not here today - that he thought there were sufficient differences with respect to this issue, that it could at least move in tandem as a separate proceeding and not part of the cost allocation proceeding.  Do you have any views on that?


MS. THORNTON:  Our view is that we're not absolutely wedded to full integration, although we are very concerned that it is harmonized and that cost allocation is cost allocation, and a large user rate in both regular mode and standby mode should be consistent.


And, similarly, the accounting for any benefits that can be identified, quantified, and allocated to generators should also be harmonized with that process.


So I don't suppose we care too much if there's a separate process.  We do care that they be closely integrated and that a lack of integration not delay the process any further.


MR. KAISER:  And I suppose if the rates are declared interim, you're less concerned about whether it gets dealt with as part of the cost allocation procedure in '07?


MS. THORNTON:  I think that observation is fair, although we do want ‑‑ the longer that we go without a cost‑allocated rate, of course the harder it would be, given the concerns of other ratepayers, to be talking about going ‑‑ I mean, the longer we go without proper cost‑allocated rates, the larger the concern will be for all parties.  So we do want it as quickly as possible, and if integration is going to assist in that, then we would push for integration with the existing process.


MR. KAISER:  Let's suppose these rates were declared interim.  Is there any particular harm that your client is incurring by reason of the fact that there is not a final rate right now?  In other words, we understand that you want it resolved on the basis of all proper evidence and proper allocation of costs and benefits, and all of that, but does it matter if it gets resolved a year from now as opposed to six months from now, as far as your client is concerned?


MS. THORNTON:  Well, our clients will be paying whatever rates are interim, and I guess they would like -- if the case can be made that they should be paying something less, they'd like to start paying less sooner rather than later, but a proper rate is the higher priority.


MR. KAISER:  If the rates are declared interim, they'll get the money back.


MS. THORNTON:  Yes.


MR. KAISER:  All right.  


Ms. Newland?


REPLY SUBMISSIONS BY MS. NEWLAND: 


MS. NEWLAND:  Good morning, sir.  My reply this morning is on behalf of Hydro Ottawa.  PowerStream filed a brief written reply by the deadline yesterday.
     Hydro Ottawa's submissions will be on the three issues:  smart meters, standby rates, and generic deferral accounts.

     Starting with smart meters.  In its 2000 EDR applications, different distributors dealt with the smart meter issue in different ways.  And this was, of course, because of the uncertainty about the scope and the timing of the government's smart meter implementation plan.  And some distributors took a wait and see approach.  Others applied for deferral accounts, recognizing that they would begin spending in 2006.  And still a third group, including Hydro Ottawa and many other large distributors, applied for approval of the costs of installing smart meters in 2006.

     Now, Hydro Ottawa does recognize the Board's desire for consistency on how it deals with the smart meter issue.  But it does not believe that the Board should impose a one-size-fits-all solution on distributors.

     While there may be merit in prescribing rules of the game within each option - the deferral account option, the approval -- seek-approval-of-specific-costs option - there doesn't seem to us to be any compelling reason why the Board can only accept one of these options.  And in this regard, we endorse the written and the oral submissions of the EDA.

     The EDA also proposed the concept of a standard cost per customer, based on a capital cost of $250 per meter for residential customers, coupled with a variance account.  Hydro Ottawa supports these proposals and, indeed, our own smart meter budget is based on the same $250 per capital -- per meter capital cost.

     However, the EDA suggests that on a monthly basis, depreciated over 15 years, a capital outlay of $250 would result in a $3-per-month cost per customer.  We're not entirely certain about this, but we believe this figure derives from a pro forma capital structure assumption, that is, a pro forma debt:equity ratio on a pro forma debt rate.

     In Hydro Ottawa's view, a standard per-customer monthly charge should reflect each distributor's own capital structure.  A distributor’s revenue requirement for smart meter installations should, accordingly, be determined by inputting its smart meter capital expenditures, its depreciation expenses and its operating expenses into its EDR model.

     Now, this morning Mr. Millar clarified the Board Staff's position on smart meters.  And if I heard him correctly, Board Staff proposes mandated spending on smart meters at a standard rate that would be capped between $3 and $4 and would not include a return component.

     Hydro Ottawa is proposing a considerable capital investment in smart meters in 2006, to the tune of over $16 million.  We and, I believe, other distributors who are also proposing smart meters ending in 2006, have always assumed that we would earn a return on this investment.  And we proceeded on the basis of that assumption when we decided on our level of investment.

     So, in summary, on this issue, we would oppose this aspect of Board Staff's proposal on smart meters.

     Turning to the issue of standby charges.

     Hydro Ottawa urges the Board to remember the purpose that underpins standby charges:  to ensure that customers who do not have load-displacement generators do not, through their rates, subsidize customers who do have load-displacement generators.  And, on this point, we endorse the submissions of Energy Probe.

     If the Board does not approve any new standby rates, and/or if it accepts the suggestion that it should suspend existing standby rates, embedded generators will end up being subsidized by other ratepayers.  In our view, this is an undesirable state of affairs, and should be avoided if at all possible.

     It would be equally undesirable, in our view, to permit existing standby charges to continue while, at the same time, putting a moratorium on new standby charges.

     This scenario would not only result in cross-subsidization, it would also discriminate between distributors who have existing standby rates and those who do not.

     Mr. Kaiser, during our submissions in-chief, you asked for Hydro Ottawa's position on the proposal that standby charges be made interim until a more thoughtful cost analysis could be done.

     Hydro Ottawa has no objection, in principle, to this proposal.  There's a practical consideration I just wanted to bring to your attention, however, which is specific to Hydro Ottawa.  Our applied-for rate -- standby rate is already discounted by 50 percent, in recognition that the rate is a new rate, and it's not underpinned by a full cost-allocation study.  So, if our discounted rate is approved, but only on an interim basis, it's highly probable that the final rate will be, actually, higher than the proposed mitigated rate.  And we wanted to point this out to the the Board, in the interest of transparency and full disclosure.

     MR. KAISER:  Well, in this case, interim rates would be to your advantage.

     MS. NEWLAND:  That's right, sir.

     The last issue I wanted to briefly touch upon was deferral accounts.

     In their submission on Tuesday, The School Energy Coalition stated that deferral accounts are most appropriate for costs that are truly outside of management's control, that they should be used sparingly, and they should not be a substitute for management's responsibility to manage its business properly, including the mitigation of risk.

      Schools stated that only the low-voltage-charge variance account truly met those criteria.  And by implication, I believe that Schools is saying that regulatory costs and material bad debts should not qualify for deferral-account treatment.

      Hydro Ottawa agrees with Schools on the general principles that should pertain to a decision on deferral-account status.  Deferral accounts are mechanisms that should be used sparingly and, certainly, management has a responsibility to manage its normal business risk.  However, the costs of engaging external resources to assist in participating in significant new and unforeseen regulatory proceedings initiated by the Board or by third parties -- these costs are not predictable, and, from this perspective, these types of costs cannot be managed.  Nevertheless, these kinds of costs have to be incurred if a distributor is going to operate within the regulated environment.  So, in our view, a deferral account for those types of regulatory costs is entirely appropriate, and is not -- does not contradict the principles set out by Schools.

      Similarly, with respect to material bad debt, a payment default by a major customer would result in a material write-off.  For Hydro Ottawa, the material write-off threshold is anything above $300,000.  So such costs cannot be forecast, because they occur so infrequently.  Accordingly, in our view, it is not appropriate to include such costs in a distributors’ cost-of-service study.

      Moreover, a distributor's ability to mitigate a material bad risk – bad debt risk through the mechanism of security deposits has been curtailed fairly significantly by the provisions of the Distribution System Code.  Regardless of the size of a customer, as long as they maintain a good payment history, a distributor can't seek a security deposit from that customer, even if it becomes apparent that that customer’s credit rating is dropping.


So, for these reasons, we believe that a deferral account for material bad debt is entirely appropriate.


We also wanted to support the position of those parties, including Toronto Hydro, who propose that the RSVA accounts be used to pass through the low‑voltage charges from Hydro One, and that's the only comment we want to make on that particular variance account.


Those are my submissions in reply.  Thank you, sir.


MR. KAISER:  Thank you, Ms. Newland.  Mr. Moran.


REPLY SUBMISSIONS BY MR. MORAN:

MR. MORAN:  Thank you, Mr. Chair.


I have submissions in three areas, smart meters, deferral accounts, and standby charges, and I'll deal with them in that order.


With respect to smart meters, from Enersource's perspective, the preferred option is to include a smart meter amount in rates and set up a variance account to deal with differences from that planned amount, regardless of whether those differences are greater or ‑‑ an increase or a decrease from that planned amount.


And if the Board is going to establish a generic approach, Enersource would say that it's extremely important, particularly to Enersource, that the generic approach allows for this option.  Once the details of the smart meter program are finalized, Enersource wants to be in a position to proceed as quickly as possible with installation.  And in order to be able to do that, it is important to Enersource to have a revenue stream built into its rates in order to be able to make those investments and start installing smart meters.


Enersource takes the position that the rate‑based approach is really the most appropriate approach.  We've got a province‑wide program that's under consideration.  It's going to be implemented over a number of years.  It's not the kind of expense or cost or incident that you typically would expect to see managed through a deferral account.  It's known and it's going to have parameters that are going to be capable of being managed properly through rates.


The variance account is a key component to the budget amount or to the rates approach.  There remains some uncertainty about timing and cost associated with the smart meter program, and this uncertainty is clearly outside the control of Enersource.  In fact, it's outside the control of any distributor, and, therefore, because it's outside the control of the distributor, it creates a risk that's quite different from the kind of risk that LDCs are typically expected to manage within the context of their rates and for which they receive a return.


Given that uncertainty, then, the variance account is really the best option for ensuring that Enersource and its customers are kept whole.  Enersource is proposing a particular budget, and, clearly, with respect to the timing issue, if that budget can't be completely used up in the 2006 rates time frame, it wouldn't be fair to ratepayers for Enersource to keep the balance of that budget.  And, on the flip side, if the rules are clarified earlier rather than later and Enersource is in a position to put in more installations than were budgeted for, it wouldn't be fair to Enersource to have to eat that cost, as well.


So the variance account works both ways.  It protects both customers and the distributor.


MR. KAISER:  And the variance account would get cleared on an annual basis; is that the proposal?


MR. MORAN:  That's right.  And the legislation has a requirement for the Board to review variance accounts on a regular basis.  And as I understand it, the Board is finalizing its procedure for that process at the moment, and we would point to that process as the appropriate process for dealing with those variance amounts.


MR. KAISER:  And do you have any view as to whether this charge should include a rate of return?  This is Ms. Newland's point.


MR. MORAN:  Yes, Mr. Chair.  The Enersource proposal is based on the cost methodology that the Board set out in its report, which does include a capital component.


This is a capital program and it ought to be in rate base.  And the amount that Enersource is seeking to include in rates includes a capital component.  It's part of a distribution expense, part of the $3.00 to $4.00 cost that's there.


As I said, it's a large program.  It's going to have a large cost.  It does have a rate impact.  And, in my submission, the sooner that that is managed through the rates process, the smoother the costs of that program and the ability to manage the costs of that program will be.


MR. KAISER:  Let's suppose we adopt your proposal.  What's the effect on rates in the case of your client?


MR. MORAN:  In Enersource's application, they followed the requirements of the rate handbook to take a look at the total bill impact.  And with the inclusion of incremental spending for both smart meters and for conservation and demand management, Enersource's rate increases and total bill impacts are still within the 10 percent zone that the Board indicated.


MR. KAISER:  What's the impact of the smart meter alone on rates?


MR. MORAN:  It's about 1.5 million of the total revenue requirement, which is in the amount of about $111 million.


MR. KAISER:  What percent does that translate into?


MR. MORAN:  It's above 1.5 percent, approximately.


MR. KAISER:  Thank you.  


MR. MORAN:  Enersource is of the view that a standard cost approach is really the simplest approach to implement.  I think most parties recognize that there's a lot of work to be done to get through the 2006 rates process and to get rates in place in time for May 1, and a common or standard cost approach would obviously be the easiest and most efficient approach, particularly if ratepayers and distributors are protected through a variance account.


As I indicated, Enersource has used the cost approach that's based on the Board's report, and the fact that the Board has indicated in its report that there might be some uncertainty about components of that cost, in my submission, that concern is answered fully through the use of variance accounts.  To the extent that the cost is too high, ratepayers will get credited.  To the extent that that cost is too low, the distributor will be kept whole.


The deferral account approach, which is the other option that the Board has been considering in this process, has several disadvantages, from Enersource's perspective.  One, because a deferral account automatically means that you're going to have to just track a cost, and then attempt to seek recovery at a later date, that will create a financing burden for Enersource, and maybe for other distributors who are in that situation.


It also adds additional costs to the program in the form of carrying costs, and, in my submission, it also will create a disincentive for those distributors who find themselves in a position to install meters at a faster rate than might otherwise have been planned, because, obviously, if they have to wait for recovery down the road, the faster they install the meters, the quicker ‑‑ the more quickly those costs pile up and the greater the financing burden is and the larger the carrying costs will be.  And, ultimately, there may be more significant rate impacts in subsequent rate proceedings.


Right now, at least with respect to the Enersource application, the additional costs associated with the smart meter program is completely manageable within the total bill impact methodology that the Board has established in the rate handbook.


MR. KAISER:  Now, we understand why you want it in rates, your client wants it in rates, but do you really care if some other utility wants to just establish a deferral account?


MR. MORAN:  Not at all.  If other utilities find themselves in different circumstances or have different considerations to take into account, then to the extent that they would prefer to have a deferral account, then that option should be made available to them.  We wouldn't attempt to force a one‑size‑fits‑all solution on everybody.


Now, I guess the key thing is that this is a capital plan, a capital spending program, and that's really the fundamental reason why it should be incorporated into rates up front.


And, in fact, I think the Board itself recognized that clearly in its own report, and then subsequently through the rate handbook process.  The Board has provided the opportunity to distributors to address smart meter spending through a tier 1 adjustment to rate base and to O&M.  And, you know, that's recognition that there is the ability to manage this program through rates.


Enersource relied on that approach, as it was set out in the Board's rate handbook, and would submit that that is an appropriate approach to dealing with the smart meter program.

     I want to just address briefly the concern that was raised by Energy Probe, and the decision by Energy Probe to suggest that a deferral account is really the right way to go.

     Energy Probe indicated to you that the deferral account would be preferable because then you would avoid the risk of an LDC forging ahead on its own, in some unilateral fashion, ahead of everybody else and ahead of the program that has yet to be announced in its final details by the government.

     And I just wanted to indicate that, from Enersource's perspective, Enersource has no intention of taking unilateral action with respect to the installation of smart meters.  That would not be a prudent approach, in my submission, for any distributor to take.  And ultimately, if someone was to take that approach, and made the wrong decision and put in the wrong technology, it would be, I think, open for the Board to indicate to such a distributor, You're on the hook for the costs associated with fixing that problem, because everybody knew there was a program coming down the line and you should have waited.

     As I indicated, Enersource is certainly going to wait for the final details before it starts actually implementing that program.  

     But it's important that there is something in rates, so that, as soon as that program is ready to roll out, Enersource is in a position to start implementing that program without having to come back to the Board for a rate adjustment, at that time.  And as I said, there is the protection of the variance account that goes along with that. 

     Now, as far as the variance account logistics are concerned, we would suggest that there should be separate accounts or sub-accounts for the capital and operating components of that program, so that those expenses are properly segregated and tracked.

     The Board has also asked for submissions with respect to reporting requirements, and Enersource's submission would be that, rather than create a new stand-alone reporting requirement, that it simply be incorporated into the existing process.

     Those are my submissions on smart meters.

     Turning now to deferral accounts, as a general proposition, Enersource agrees that deferral accounts should be used sparingly and for non-routine purposes.  The only deferral account that's on the Board's issues list for this proceeding, that Enersource has applied for, is a material bad debt deferral account.  And we would point out that there already is provision for bad debt in the revenue requirement that is set out in Enersource's application, and Enersource clearly recognizes that it has a responsibility to manage its bad-debt risk.

     But, having said that, the purpose of the deferral account that's proposed is to record any material bad debt that's over and above what's covered in rates, and that would fall outside the sort of normal zone of risk that the distributor would be expected to manage.

     Recovery of that balance, of course, again, would be subject to the usual criteria.  The Board’s Staff submissions have adverted to those criteria:  the causation, the materiality.  In fact, Enersource has specifically proposed that amounts recorded there have to meet a materiality threshold.

     MR. KAISER:  What's your definition -- your client's definition of a material bad debt?  In Ottawa, apparently, it's over $300,000.

     MR. MORAN:  Yeah.  Based on the Board's formula from the Rate Handbook, it's in the order of $140,000.

     And, as I said, that would be over and above what's already built into rates.  It's not a replacement, or an addition-to or a double-counting proposal.  It's where you have a very large closure along the lines, for example, of what Hamilton has done within the context of Stelco and so on.  That kind of -- outside the usual course of expectations.  Clearly, outside the control of the distributor and, if it's over the materiality amount, then clearly there should be some --

     MR. KAISER:  How often does that happen to your clients -- say, in the last three years?

     MR. MORAN:  It's once in the last three years.  So it's an unusual event, and it's the kind of incident that deferral accounts are really intended to deal with.

     Finally, turning to the issue of standby rates.

     Because of its circumstances, Enersource has had the opportunity to give considerable thought to the issue of standby rates, largely because of the two large generation projects that it has been dealing with over the past year.

     There is a landfill gas-generation facility at the Britannia landfill site, which is operating as a merchant power generator.  And then, of course, there's the GTAA, which has put in generation that acts to displace the GTAA load.

     The Enersource proposal, as I indicated in my submissions in-chief, on Tuesday, has two components to it:  there's the standby rate methodology proposed for merchant generation and a standby rate methodology proposed for load-displacement generation.

     The merchant-generator approach is based on the proposition that there's no load displacement happening.  There was no initial load customer there.  The merchant power generator has come along, in this case, to take advantage of the fact that there's methane gas in the landfill that can be burned and used to generate electricity.

     And so its needs, as far as Enersource is concerned, are really along the lines of having to be available to provide black-start service, when the generator is down for maintenance or as a result of emergency or whatever -- it has some start-up requirements.  That's the load.  And the approach there has to be use a contract-demand quantity to establish a rate.  And then, based on that contract quantity, that puts the Britannia project into a particular rate class, and then the variable rate for that rate class is applied to that contract amount.

     And so there's a direct connection between the existing rates and the standby rate.  And there's no disconnect between --

     MR. KAISER:  So standby rate, in the case of the merchant generator, is simply the variable rate in that rate class?

     MR. MORAN:  That's right.  Plus an administration charge, because there are some costs incurred by Enersource, given the nature of how the merchant generator operates.  It requires a manual intervention to create the bill, because of its relationship with the Ontario electricity market.

     MR. KAISER:   How frequent are these black-start cases?

     MR. MORAN:   We don't know yet.  At this point, the Britannia project is a new project, and hasn't -- I'm not sure if it's even in operation yet.

     MR. KAISER:  In any event, I assume they pay only if they need the service?

     MR. MORAN:  They will pay on a monthly basis, based on that contract-demand quantity.  Because at any point in any month, they might --

     MR. KAISER:  So they pay, sort of, a maintenance charge, because they may need it, or may not need it, but you're ready and willing to provide the service if they do need it.  So there's a constant monthly charge.

     MR. MORAN:  That's right.  Every month it's the contracted amount times the variable rate plus the administrative charge.

     MR. KAISER:  And when you say “the contracted amounts”, regardless of whether they use it or not?

     MR. MORAN:  That's right.  If they don’t have any shut-downs in a particular month, they’re still going to pay for it.  Because Enersource has provided facilities in order to provide that service, and, obviously, those facilities have to be paid for on an ongoing basis.

     With respect to the load-displacement proposal, again, it's based on the same principles.  The GTAA load is an existing load, and the generation that the GTAA has installed will displace that load.

     One of the things that's important to remember is that the GTAA generation is considerably larger than the actual GTAA load.  The GTAA load is in the order of 30 megawatts - it varies over a year, but it's in that ballpark - whereas the generation is in the ballpark of 100 megawatts.   And again, that varies over the course of the year.   Because it's a gas-fired generator, the temperature affects the capacity of that --

     MR. KAISER:  So they're also behaving as a merchant generator?

     MR. MORAN:  From their perspective, they are.  From Enersource's perspective, they're a load-displacement generation, simply because, if that generation is not in operation, the GTAA load is still there.  It’s not a black-start load.  It’s the full GTAA 30-megawatt load, and it's there to be served regardless of when the generation is running.  Because, when it's not running, it has to be served.

      And again, the approach that was taken was to look at the -- it's based on gross load-metering.  Enersource has the ability always to know what the actual GTAA load is, no matter whether the generation is running or not.  And because the GTAA load was in place long before the generation came along, and because there are facilities in place to serve that load -- continue to be in place to serve that load, the approach Enersource has taken is to say:  Whatever the GTAA load is, regardless of whether the generation is running or not, you will pay on the basis of the variable rate that applies to the rate class in which you belong times your load on a gross load basis, regardless of whether the generation is running; plus the administration charge for the manual billing as required by the generation side.


MR. KAISER:  If they were classed strictly as a merchant generator -- I know they're not.  If they were, would they pay less?


MR. MORAN:  If they're black start ‑‑ if they have a black‑start load that was less than the 30 megawatt GTAA load, that's right, they would be treated the same way as Britannia, but they're not a standalone merchant load.  They truly are load a displacement.


Now, in the context of that application, I guess the one other observation I would make is that you've heard Ms. Thornton, on behalf of the GTAA, refer to the desirability of ensuring that standby rates and regular rates, that there's no disconnect between those two things, and Enersource agrees with that.  And, in fact, that's one of the principles it's actually built into the approach that Enersource has taken. 


The Britannia merchant generator black‑start load, based on its size, is a member of a certain rate class.  The GTAA load, based on its size, is a member of a rate class.  And that's the starting point for both of those rates.


The GTAA load is a member of the large‑user class.  Enersource has several other large users.  In fact, it has a few that are larger than the GTAA load, and the rate that applies to that rate class is the one that has evolved over the last number of years, from the time that the electricity restructuring started with 1999 historical costs being used to set initial rates.


Now, in the context of the application that Enersource has put forward for 2006 rates, which are to be effective on May 1st, Enersource has asked for interim approval of the standby rates pending final disposition of that application, because both of those projects are on line before May 1st, 2006.  And Enersource has to be in a position to bill them for the service that they're going to be getting ahead of May 1st, 2006.


MR. KAISER:  When do you start providing service to the GTAA?


MR. MORAN:  I think it's probably this month.  I'm not sure of the exact timing, but it's expected to come into service at some point maybe this month or perhaps next month.


MR. KAISER:  So you want these rates approved on the interim basis this month?


MR. MORAN:  That's right.  The application for the interim order asks for the rates to be effective as of November 1st of 2005.


MR. KAISER:  November 1st?


MR. MORAN:  Yes.


MR. KAISER:  What's the status of it now?


MR. MORAN:  It's still pending before the Board, as I understand it.


And as I indicated, I think, earlier, the GTAA in its reply to the interim application has, in effect, consented to that interim order.  They are seeking to have that interim order, that interim rate, last for significantly longer than the final disposition of 2006 rates, and I wanted to make some ‑‑


MR. KAISER:  It's just a matter of Board paperwork?


MR. MORAN:  I'm sorry?


MR. KAISER:  Just a matter of Board paperwork?  The parties have agreed to the interim rate?


MR. MORAN:  That's right.


Yes, the GTAA wants to ‑‑ wants the interim rate to extend beyond the final disposition of Enersource's application.  In fact, they want the standby rate to remain interim until the completion of the cost allocation process that the Board is in the process of setting up.  And, furthermore, if the cost allocation study shows that the rates for the rate class in which the GTAA is a member turn out to be perhaps higher than they should be, the GTAA wants a retroactive adjustment, basically a refund, to reflect the difference between what they paid and what they think they should have been paying.


In my submission, this request by the GTAA really puts the GTAA completely out of step with the regulatory process that the Board has been implementing from day one.  It's clear that with the cost allocation process, the Board is picking up where it left off when the rate freeze occurred.  As part of the restructuring process, the Board used 1999 costs to establish initial rates.  And those costs were on the basis that there was already some kind of allocation of costs to the various rate classes, and then, based on the 1999 data, initial rates were set by the Board as the first stage of the restructuring process.


And then the next stage was going to require cost allocation studies to determine if those rates required adjustment going forward.


There has never been any indication at any point, through the process of discussing the cost allocation process, that somehow the results of that cost allocation process would be used for retroactive rate‑making.  It's always been viewed as a prospective exercise, restructuring, let's get initial rates in place, and then let's do the work to make sure ‑‑ to do the fine‑tuning and making sure that costs are appropriately allocated going forward.


It has always been intended that cost allocation is the precursor to the next round of rate adjustments, and not to do retroactive adjustments for people who have already paid rates in the past.


So, in effect, then, the GTAA is seeking special treatment in a manner that's totally inconsistent with the class‑based rate‑making processes that the Board has engaged in and is continuing to engage in.


As I indicated, the GTAA is a large customer, but there are other customers in the large‑user rate class, including ones that are larger than the GTAA.  The GTAA is not the only customer that's in a position to implement load displacement generation, and that's why Enersource has proposed standby rates that are based on the existing rates.  The existing rates already assume some kind of cost allocation.  


And the GTAA may be perfectly correct that perhaps that cost allocation isn't the right one at this point, but all that turns on that - and I think everybody's already recognized this in the process to date - is that the next step is to carry out the cost allocation studies for each distribution system, and then determine, based on that, whether adjustments need to be made to the rates that are already in place for the various rate classes for each distributor.


MR. KAISER:  But aren't they arguing something slightly different and saying that this is not garden-variety cost allocation; that in the case of these standby rates, the Board needs to take into account benefits, which is perhaps not done in the regular cost allocation process?


MR. MORAN:  That may well be the case.  If the GTAA wants to pursue that issue, then Enersource says pursue it in the cost allocation process, and then, based on what the Board establishes for the cost allocation process, Enersource will implement that, and then if the results show that there are adjustments to be made, including to existing standby charges as proposed for the 2006 rates case, then so be it.  We expect that there will be a rate adjustment process that will be prospective and we will implement those results.


I wanted to make one reference to Board Staff's submission with respect to the methodology.  And we agree with what Board Staff indicated with respect to the use of existing rates, that ‑ again, this is the disconnect issue ‑ the variable rate for the class, for the rate class that the customer belongs to, should be the basis for the establishment of the standby charge.


Where we have concern is with respect to the submissions that were made regarding the determinant that should be used, and the submission was that the nameplate capacity of the generation is what should be used.


I suspect that the GTAA would also disagree with this, because their nameplate capacity is in the order of 117 MW, and what Enersource is addressing is a load in the order of about 30 MW, and that's what Enersource has based its standby charge on.


And, really, that's really what it should be.  That's the basis that the determinant should be based on.

     If the generation is smaller than the total load, it doesn't matter, because the total load is still there to be served.  And the fact that the nameplate capacity of the generation is less than the total load doesn't mean that the distributor still has to be standing by in order to serve the total load when that generation is not --

     MR. KAISER:  Would I be right that, if we followed the Board Staff proposal and used the nameplate capacity, as opposed to the actual load, the GTAA would end up paying more?

     MR. MORAN:  That's right.  Far, far more:  three to four times more.

     So I think the proper determinant is really the gross load on a going-forward basis.  That's the right determinant to use for load-displacement generation.

     I also want to make reference to the Energy Probe submission regarding the sufficiency of the evidence.

     If one says that, for the purpose of the 2006 rates, you have to have a cost-allocation study that shows that the rate for the rate classes are the right rates, I agree absolutely:  there is insufficient evidence before you.  

     But that's not what the Rate Handbook -- that's not how the Rate Handbook was set up.  The Rate Handbook did not require distributors to carry out cost-allocation studies as part of the 2006 process.  The Board and the distributors have all recognized that that's the next stage.  Let's get the 2006 process out of the way.  Let's get on with cost allocation, and then deal with any adjustments to be made to rates, going forward.

      On the basis of how the 2006 process has been established, and which Enersource has relied on, the operating assumption is clear that the existing allocation, whatever it is, and however flawed it might be - and it might not be flawed, when we do the cost allocation studies - but whatever it is, that's the underlying assumption for 2006.  And everybody in every rate class is being assigned rates on that basis.  

     And if the GTAA is right in their submission that their rate class is paying the wrong rate, and has been over-allocated or under-allocated costs - we don't know what the cost allocation study is going to show - then that's the case for every other rate case.  Because if you have to adjust one rate class because they've been over-allocated or under-allocated, it means there's a matching over-allocation or under-allocation somewhere else, and every rate class will have to be adjusted.  Because, at the end of the day, the revenue requirement -- the total revenue requirement remains the same:  it's really just a question of the allocation of that requirement, and how it gets recovered from various rate classes.

     There's also an element to the GTAA's submissions that the cost-allocation study should be -- should focus on the actual cost to serve the GTAA.  In my submission, that proposition is totally inconsistent with rate-based -- with class-based rate-making.  We're not -- we don't operate at this point on the basis that every single customer gets a customized rate, based on the actual cost to serve that customer.  It's administratively impossible to do that, and the administrative efficiency of using rate classes has been put in place precisely because of that problem.

     So the cost-allocation study, typically, is going to say -- is going to, first of all, look at the usage by various customers, and then how those customers can be segregated into rate classes, and then what assets are being used to serve those rate classes, not the individual customers.  And then, based on that, the rate for that rate class will be derived from the cost to serve the rate class, not the individual customer.

     If the GTAA is interested in pursuing some special rules with respect to benefits that they think might occur as a result of their generation, then, clearly, they should raise that in the cost-allocation process that's underway to set up the cost-allocation studies.

     You don't have to decide now on that issue, on that -- because there is a process where the GTAA can participate.  And because of that, you also don't have to make the rates interim.

     And if you do make the rates interim, then the question is, Well, how does that play out?  If the GTAA has been overpaying or underpaying, you know, and they have to make a payment because they've been underpaying, does that mean that we then have to figure out a way to reallocate that to all the other rate classes, for whom we don't have any information, either?  Or take from them -- get from them to recover any payment that has to --

     MR. KAISER:  I suppose part of the problem - and you can think about this over the break - but just as I hear you, let's suppose we declared these rates interim, as the GTAA requests.  And let's suppose they've been overpaying, at the end, and so there's some money that your client wants to recoup from somebody else.  And those other rates are not interim, but they're final.  Then you would be left with the situation that the shareholder would have to eat it.

     MR. MORAN:  That's right.

     MR. KAISER:  Am I following that right?

     MR. MORAN:  Correct.

     MR. KAISER:  So it's not as simple as just declaring one particular rate interim?

     MR. MORAN:  That's right.  Because of the nature of the problem we're dealing with.  The total revenue requirement remains unchanged and, you know, the GTAA's contribution to that revenue requirement results directly from the fact that they're a member of a rate class that pays a particular rate.  And then everybody in that rate class, at the end of the cost-allocation process, if they've all been overpaying, then why should the GTAA get special treatment and get a refund?  And then, where does that refund get recovered from:  is it the shareholder?  Is it the other ratepayers?  See, that whole point of the cost-allocation study is really to say, All right, this is what we based rates on to date, they’ve been approved by the Board as just and reasonable rates.  The next step is, Do they need any adjustment and fine tuning, based on cost allocation?  Let's carry that out; let's move on.

     MR. KAISER:  Mr. Moran, we're going to take the morning break now, and let you finish when we come back.  

     But over the break, Mr. Millar, can you find out what the status of this interim rate application is?  These people are about to provide service to this client, and they need this order approved.  So when you come back, tell us what the status is:  when that order is likely to be issued, or, if there's a problem, what the problem is.  

     We'll take half an hour.

     MR. MORAN:  Mr. Chair, I can indicate we do have the Britannia rate, it's just the GTAA one.

     MR. KAISER:  Right.  No, I understood. 

--- RECESS TAKEN AT 10:43 a.m.    

‑‑‑ On resuming at 11:13 a.m.


MR. KAISER:  Please be seated.  Mr. Moran?


MR. MORAN:  Thank you, Mr. Chair.  I think where we had left off prior to the break, what we have primarily -- the GTAA issue is really an issue to be raised in the cost allocation process, and that's where the GTAA should pursue it.


In the meantime, Enersource has an application before the Board for 2006 rates and which should be determined on a final basis.  If one rate is going to be interim pending the cost allocation study, then all rates should be interim pending the cost allocation study, and we say that that's not appropriate.


Our revenue requirement is not going to change as a result of the cost allocation study.  It's how that revenue requirement is going to be allocated that might change.


In my submission, then, what the Board does have to determine in this proceeding is whether there should be a generic methodology.  And Enersource submits that if there is going to be a generic methodology, it should distinguish between new merchant generation and new load displacement generation.


And it should recognize that for load displacement generation, the underlying load remains the same and, therefore, that gross load ‑‑ the gross load billing approach is the approach that will work best.


And it may be that there are specific circumstances that are unique to a particular customer and the utility where some other arrangement might be able to be put into place and the Board might consider maintaining that flexibility.  But, as a general matter, gross load billing would be the preferred option.


And the reason it is a preferred option is that it avoids the creation of stranded assets.  If there are facilities in place that are going to be used to serve a customer who is in a rate class, and those assets are part of the cost of service for that rate class and one of the customers is going to pay less than the rate that everyone else is paying in that rate class, then there's a stranded cost there that has to be picked up somewhere else.


Stranded assets, the GTAA has referred to the stranded assets as "liberated assets", which is an interesting label to put on it.  They're not liberated.  They're stranded, Mr. Chair, and somebody still has to pay for them.  Those assets may end up down the line -- who knows how far in the future, may end up being used and useful for other purposes, but at this stage, they're there to serve -- in the case of the GTAA, they're there to serve the GTAA and are part of the assets for that rate class and are part of what has been allocated to that rate class based on the costs that the Board used to establish rates starting in 1999, which is where we are today -- which got us to where we are today.


And going forward, maybe there are some corrections to be made, and that should be a process that we can allow to unfold.


The other reason that gross load billing works best is it avoids the potential for operational difficulties and the risks that may result if you have a standby rate that's based on something other than the underlying load that's being displaced.


There's always an issue of how you're going to manage the contract amount, particularly if you look at a complex customer like the GTAA.  And if you go to the evidence, you'll see that the GTAA is served by eight different feeders, and there may be significant operational problems and even risks associated with trying to manage a contract demand quantity that's different from the actual load that has to be served.


The other advantage of the gross load billing approach, besides recognizing the reality that that load is still there and the assets to serve that load are still there, is that it creates a certain amount of price certainty for load displacement generation when people are considering those kinds of projects.


And that price certainty is in place under the Enersource approach and will continue to be in place in the aftermath of a cost allocation process.


I want to make some specific comments on the GTAA example.  As I've already indicated, the GTAA load remains unchanged regardless of the generation, and Enersource has to remain prepared to meet that load when the generation is off line.


And I want to address what appears to be perhaps an unspoken assumption that the GTAA generation is going to be running most of the time, so what's the big deal?


It's important to remember that the GTAA generation is going to be based on economic dispatch.  It's a gas‑fired generator, and it's going to be dispatched on the basis of the costs of the natural gas that's used for that generation and the market price that happens to be in place, the Ontario clearing market price.


So this is generation that's going to be off and on a lot, and that adds additional issues on the operational side and it may be, ultimately, that there are some disadvantages as a result.  And it may be that GTAA is getting a free ride as a result of that based on the Enersource approach.


It's a risk that works both ways, is all I'm saying at the end of the day.  There could be some benefits while it's on; there could be some disadvantages while it's off.  And maybe they're offsetting, and at the end of the day maybe there's a way to measure those advantages and disadvantages and maybe there isn't, but today in this proceeding really isn't the place to address that issue.  And, ultimately, if it can be addressed, then it ought to be addressed in the cost allocation process if the GTAA wants to participate in that process.


So in conclusion, then, Enersource submits that standby rates, to the extent that a distributor has applied for them, should be finalized along with all the other rates for 2006, and GTAA should participate in the cost allocation process, if they want to raise the issues that are of concern to them.  And, if there's a subsequent rate adjustment process flowing from that, based on the results of the cost allocation process, then they should participate in that rate adjustment process, as well, which obviously will be administered by the Board.


And that process should remain what, in my submission, it has always intended to be, a prospective rate‑making process.


Subject to any further questions, Mr. Chair, those are my submissions.


MR. KAISER:  Thank you, Mr. Moran.  Mr. Seal.


REPLY SUBMISSIONS BY MR. SEAL:

MR. SEAL:  Thank you, Mr. Chairman.


Schools has reply submissions on two areas.  The first issue that we have submissions on is deferral accounts, and most particularly regulatory deferral accounts that a number of LDCs have requested.


Schools put forward its position in its written submissions and its oral submissions on Tuesday that we generally oppose a creation of deferral accounts, as we believe they're not a good substitute for good management practices and can lead to a form of retroactive rate‑making.


In the submissions of Toronto Hydro on Tuesday, Toronto Hydro's counsel made statements to the effect that they were implying that Schools' submissions would encourage utilities to build in an artificial cushion in their budgeting process if they are putting budgets forward for regulatory costs.


Well, we believe quite to the contrary, that Schools believes, especially for budgets base on a forward test year, that utility management has the responsibility and an obligation to put their best forecast forward and to manage around those forecasts.


This is exactly what utilities do on a forward test‑year basis for all of their other costs, and we don't believe that regulatory costs should be any different.  It's not an artificial cushion.  It's how regulatory rates are set.


We understand that there is a degree of uncertainty around regulatory costs currently, but we do not believe that LDCs should be absolved of responsibility around these costs.  I've indicated for forward test-year filers we believe this to be especially true.  We perhaps have a little bit more sympathy for historical test‑year filers.  However, we do note a couple of things.


First, during the development of the EDR Handbook, in our view the regulatory future was as uncertain as it is today, and yet the Board did not find the need to include any adjustments or deferral accounts for utilities, absent the one that was included for tier 1 regulatory costs.


We believe in the case of utilities that have filed on a historical test‑year basis, based on the evidence that's filed before the Board, there does not appear to be a need for blanket deferral accounts for regulatory costs across the board, nor for any deferral accounts.

      Finally, in our view, if a utility felt that regulatory costs were of a sufficient concern for its revenue requirement, utilities have the option to file on a forward-test-year basis and include those regulatory costs -- an estimate of those regulatory costs within their budgets.

     With respect to material bad debt, we heard submissions this morning from Ottawa, stating their desire to have a material bad-debt regulatory account.

     Schools agrees that large bad debts can have an impact on utilities' revenues; yet we don't agree that the solution to that is creating blanket deferral accounts for material bad debt for all utilities.  In fact, we don't believe that creating a deferral account for any utility for bad debt is appropriate.

     Rather, in our view, if a utility suffers a financial hardship because of a material bad debt, they are always available to seek relief from the Board. 

     So those are our issues on deferral accounts.   

     The second issue that Schools would like to address is standby rates.

     In our submissions, we've stated - as, I believe, most parties have - that proper development of standby rates requires the right data on cost allocation.  The cost-allocation process is ongoing, and I believe we’ll have something useful out of that process.   But that still leaves us with what to do today.  As I stated on Tuesday, we believe that the most appropriate solution for utilities that have existing standby rates is to leave those rates alone.

     The reasons for that are that, during the EDR process, it was generally acknowledged that there are many deficiencies in the current rates for all rate classes.  It was further acknowledged that the process of moving them into line with cost-based rate-making principles would require the appropriate cost information and cost-allocation information.

     On that basis, the EDR Handbook was developed to largely leave the current rates alone, with the expectation the regulatory review would be ongoing, and that rates would be set on the proper basis -- on a going forward basis, as we get more information through the cost-allocation process and through re-basing.

     Some may argue that maintaining the existing standby rates at what they are - which are not -- clearly, not based on costs - is an injustice.  While others can equally argue that leaving other rate-class rates alone on the basis that they are - which are not cost-based rates - is, equally, an injustice.  All this is to say that proper setting of rates requires proper basis for information, which we currently do not have.

     That still leaves the issue of what to do with those utilities that require a new standby rate.  Schools feels it's not in a position right now to make a recommendation on what the appropriate methodology of rates should be.  We feel we do not have enough information.

     However, Schools does have an opinion with respect to interim rates.

     Schools believes that rates set for new standby generation should not be set on an interim basis.  By determining rates as interim, Schools submits that it would only serve to increase the uncertainty to new generators with respect to their costs.  It would amount to retroactive rate making, which Schools is principally opposed to.  And it would allow for correction of an injustice - the term I used previously - to one group of customers, the standby customers, while not allowing the same correction for other customers.  Schools submits that that would be a rough justice.

     Those are our submissions.

     MR. KAISER:  Thank you, Mr. Seal.  

     Mr. McKenzie?     

REPLY SUBMISSIONS BY MR. McKENZIE:

     MR. McKENZIE:  Thank you, Mr. Chair.  

     My submissions will be brief, and perhaps that's an advantage of following my fellow LDCs, in that much of it has already been recorded.

     On smart meters, Horizon agrees with Board Staff that LDCs should be allowed to recover, through rates, revenue to fund smart meter programs.  However, Horizon does not agree with the methodology that the Board Staff are putting forward.

     As put forth by other LDCs and the School Energy Coalition in their written submission, states that:

          "LDCs with established smart meter budgets be

permitted to include those costs in the 2006 EDR

applications and establish a variance account to

track spending and recovery." 

     Horizon believes those costs - both capital costs, which should earn a rate of return, and the operating and maintenance costs - should go forward in the rate application, beginning with the 2006 year.

     Horizon is not opposed to the option of a deferral account, but would suggest, perhaps, those utilities that may take that option -- that they may want to have the time-frame and the methodology for disposition of a deferral account identified in any order.

     As far as variance accounts for regulatory assets, Ms. Newland, through Hydro Ottawa, covered greatly what I was prepared to say, but Horizon agrees with the principle that management is responsible for managing risk; however, there are situations in the regulatory world where costs come up that are not foreseen and not within the control of management.  Horizon proposes that the external resource costs, such as legal, consulting, and intervenor costs, above and beyond what's included in the 2006 rate application, should be included as a variance account for recovery at future dates.

     As for variance accounts for low-voltage charges, Horizon believes that these should be treated as if they were an RSVA account and part of the commodity.

     On standby charges, Horizon agrees with the standard methodology, but believes that, to be based on the cost-of-service, it is outside the time-frame of the approval process for the 2006 rate applications, and should be included as part of the cost-of-service study that's ongoing at this time.  Horizon has an existing standby charge and would support the approval of existing standby charges and new charges.  And if so decided, that these charges should be interim, Horizon can support that, with the stipulation, perhaps, that it is clear that interim standby charges only begin with the 2006 rate application year.  Several customers who have had standby charges in the past would not like to see any hopes of a change in standby charge, such as a decrease, given retroactive treatment past the 2006 rate year.

     On other deferral accounts, and again, as reiterated by Ms. Newland on Hydro Ottawa, and Mr. Moran on Enersource, bad debts do occur in the utility industry.  They are unforeseen, and from experience, material bad debts can and do happen.



     Horizon believes that a deferral account for bad debts is appropriate for recovery at a later date, and believes that such account would meet the four criteria as put forth by Board Staff to support the recovery.

      Much has been already covered, sir, so I will not go into any more.  These are my submissions.

     MR. KAISER:  Thank you, sir.  

     Mr. Engelberg?

REPLY SUBMISSIONS OF MR. ENGELBERG: 

     MR. ENGELBERG:  Thank you, Mr. Chairman.

     On the issue of smart meters, we've heard a number of LDCs suggest that utilities be allowed to go their own way on this issue, given the fact that there would not be a proliferation of methodologies:  there would either be a methodology by which there would be a rate impact right now, with a flat monthly charge, or there would be a deferral account.

     Hydro One reiterates its firm belief that there should be a deferral account, but would not intend to make this submission in a way that would prevent the Board from making an order to allow other LDCs for whom it would be better to have a small monthly flat charge at this time go into effect.

     That procedure would not be practical for Hydro One and its ratepayers.  For example, with one million customers and 12 months in a year, a charge of $4 a month, which has been discussed, would amount to a $48M increase.  A charge of only $2 a month would still be an increase of $24M.  And Hydro One strongly prefers to finance this amount, however low it may be, by way of a deferral account.  Hydro One is already mitigating increases for customers that could see their bill increases amount to more than 10 percent on the total bill, as per the 2006 distribution Rate Handbook.


Increasing the 2006 revenue requirement at this late date to allow for an amount of $24- or $36- or $48 million would mean, in Hydro One's case, that larger mitigation would be required to keep bill impacts below 10 percent, and Hydro One would be unable to absorb the mitigation amount that would be required at this late date to keep amounts above 10 percent for many of its ratepayers.


Therefore, it is Hydro One's submission that the Board make an order that would allow LDCs to choose one option or the other, and Hydro One is satisfied that there would be ample conditions in place so that deferral accounts would be used properly, and the flat-rate amounts determined now, if there are to be any, would also be accounted for properly in the future.


Regarding the issue of deferral accounts in general, Mr. Millar stated that they should be avoided where possible, but that they must meet the four criteria, if established.


Hydro One's submission - I reiterate what was said earlier this week on behalf of Hydro One - supports the establishment of a deferral account for loss of revenue resulting from load displacement generators; supports a deferral account for bad debt for those items above the materiality threshold, which in Hydro One's case would be over 0.2 percent.  And Mr. Millar stated the four items that must be satisfied in order to have a deferral account, but stated that deferral accounts should be avoided, where possible, and said that LDCs always have the opportunity to come forward in extraordinary circumstances for a rate increase. 


Hydro One's submission on that point is what should be avoided is a proliferation of utilities coming forward with extraordinary circumstances, particularly for items that can really be foreseen not in amount, but in category.


And Hydro One's submission is that it is far preferable to deal with these items by way of establishing deferral accounts now with firm principles as to their operation, rather than have a number of utilities come forward every year pleading extraordinary circumstances for something that can be dealt with by way of deferral account.


I would also like to take the opportunity in reply to make a couple of corrections to submissions of other parties that were filed in writing, and the first one I'd like to deal with is the submission that was made earlier this week on behalf of APPrO, the submissions on standby rates on page 8 of the APPrO written submissions that was filed by Mr. Brett on behalf of APPrO.


On page 8, the second full paragraph from the bottom, just before the heading entitled "Conclusions", in the third‑from‑last line, it says: 

"Hydro One has proposed a reduction to the monthly administration fee in this proceeding." 


I just wanted to correct that factually.  In fact, Hydro One proposed an increase to $375.


MR. KAISER:  Is the increase 375 or the total fee 375?


MR. ENGELBERG:  The total fee is 375.


MR. KAISER:  How much was the increase?


MR. ROGER:  We didn't have a rate before.  It was a standby rate that we are proposing now, Mr. Chair, as part of our miscellaneous revenues.


MR. KAISER:  Okay.  Thank you.


MR. ENGELBERG:  That's it for a correction to the APPrO submissions.


The other submission I'd like to make a correction to is on behalf of VECC, which was filed by the Public Interest Advocacy Centre also on January 9th, filed by Mr. De Vellis, counsel for VECC.  On attachment C, about ten pages before the end of the submission, there's a line there for Hydro One Networks.


MR. KAISER:  Yes, we have it.


MR. ENGELBERG:  In the furthest column to the right, there's a Footnote No. 9 which, according to the legend on the next page, stands for:

"Hydro One Networks filed a separate application for rates for distributed generators in December 2005."


I'd like to make the correction that that footnote has nothing to do with this line item on attachment C, because Hydro One applied for a separate class for merchant generators.  This item deals with load displacement generators.


And there's one more correction, two pages later, on attachment D.  There's a line for Hydro One Networks in the first column.  Footnote No. 4 is cited, and, again, it says: 

"Hydro One Networks filed a separate application for rates for distributed generators in December 2005."


This footnote here is incorrect for the same reason as the one in attachment C.  Hydro One's standby rate follows the handbook.


MR. KAISER:  Thank you.


MR. ENGELBERG:  Those are the last two items to correct, and I have no further submissions.


MR. KAISER:  Thank you, Mr. Engelberg.


MS. THORNTON:  Mr. Chair, before Mr. Moran made his submissions, I said that there was one item of concern to GTAA and that we didn't know Enersource Hydro Mississauga's position on the interim rate.  Would you permit me to make some brief submissions on what was said for the first time today?


MR. KAISER:  Yes, certainly.


FURTHER SUBMISSIONS BY MS. THORNTON:

MS. THORNTON:  Thank you.  In Enersource's submissions, it was suggested that the GTAA has singled itself out for specific treatment, and I'd like to correct that.  The GTAA has not singled itself out.  It's specifically identified in the Enersource Hydro Mississauga application as the particular standby customer for which the new rate, the gross load‑based parameter was being applied.


The rate handbook did have an approach to standby rates.  It was the marginal‑cost approach in schedule 10‑6, and that approach was rejected by Enersource Hydro Mississauga.


In the report of the Board that was issued May 11, 2005 in connection with the EDR Handbook, at page 80, it was stated that: 

"It is the Board's view that the most appropriate method of determining the standby rate involves a distributor‑specific analysis, and in some cases a case‑specific analysis, of the distribution chart costs that need to be recovered through the standby rate.  Such analysis would reflect a more detailed direct assignment of costs." 


That was what was said in the report of the Board.


Now, EHM, Enersource Hydro Mississauga, has suggested that in order to appropriately capture all of the costs that should be appropriately paid by the standby customer, specifically identifying GTAA, the full distribution rates must be applied as if the customer were still relying on the utility for power as before, plus the administration charge.


So this current situation is that the GTAA, although relying on Enersource Hydro Mississauga less, is paying more than when the administration charge ‑‑ once the administration charge is factored in.  It's paying more after implementing generation than afterwards.


Enersource has a theoretical approach for why they explain that they need to charge the full distribution rate.  And, in response, the Greater Toronto Airport Authority, in the evidence that was filed and the paper by Charles Rivers Associates, has a theoretical explanation as to why it will not cost the utility the same to service the GTAA as before.

     This is a new rate.  And there is not sufficient evidence to support it, and there does not to be something in the interim, but we are still pushing for the interim rate, because it has not been justified.  They have not, simply, followed the methodology in the EDR Handbook.  They have proposed something different.  They do acknowledge that they cannot quantify to the Board and identify to the Board exactly what costs they're trying to recover.  

     Nevertheless, recognizing that something does need to be done in the interim, GTAA has agreed as on an interim basis, but we are concerned that, without the proper justification, it's not fair to this particular customer, which has been singled out, to be paying a rate which, it is acknowledged, may not be appropriate.

     Theoretically, in discussing the approach that the GTAA has posited to the Board, we wanted a study done of the costs that are -- and the benefits that are associated with embedded generation, and propose that credits could be used for that purpose.

     Now, the credit -- the application of a credit would not inherently undermine the rate structure.  This is not a matter of inherently removing the GTAA from the large-user category, and saddling other users with costs.  Credits are not new; they are used in other places.  That may be the approach here, but we just don't have the data.  We don't have the study.

     But the impact - and it's suggested that there is some large impact on other customers within this local distribution company if you hold these rates interim - the GTAA is obviously going to be paying something.  They're currently paying around $1M in distribution charges.  Spread across the entire EHM rate-base, even a million dollars is not a large amount.  And certainly, if supporting -- if, following a proper study, it was found that a credit should have been applied, making -- leading the rates interim so that that credit could be applied for this rate year, spread across the entire base, is not going to have the __ is not going to materially impact on the other customers,.

     And so I would suggest that a suggestion we can't have rates be interim, because there will be some kind of large impact on other customers, is a paper tiger, and the Board should not shy away from interim rates on that basis.

     And those are my submissions in response.        

     MR. KAISER:  I have a couple of questions for you.

     But before I do, Mr. Moran, is this true that you have not followed the Rate Handbook with respect to standby rates?

     MR. MORAN:  No, Mr. Chair, it's not correct.

     In fact, if you look at page 95 of the Rate Handbook, section 10.6 on standby charges, what the Rate Handbook requires is set out in a couple of paragraphs in that section.

     The second paragraph indicates:

"The standby rates should be determined through a distributor-specific analysis, and, in some instances, a case-specific analysis, of the distribution costs that need to be recovered through the standby rate." 

     In response to that, what Enersource did was to examine the context in which Enersource has operated.  That context is based on the fact that initial rates, after restructuring, was based on 1999 historical costs, which already had included within them a certain cost-allocation structure.  And then, as Mr. Seal also indicated to you, going forward, the issue of cost allocation and the role that cost-allocation studies should play was left for the future, and that for the purposes of 2006, the existing rate structure -- rate class structure, would be the basis for 2006 rates.

     So, on that basis, it was clear that Enersource did not have to carry out a cost-allocation study for 2006 rates.  Which is really what the GTAA is saying should be done.

     We agree that there should be a cost-allocation study.  Where we disagree is that it should be done for the purposes of the standby rates, and for any rates in 2006, when the Board has clearly determined that cost allocation is a next step for prospective rate-making purposes.

     And so, on that basis --

     MR. KAISER:  Well, just stopping there, I think maybe this is the point.  I thought I heard Ms. Thornton quote from some Board report where the Board said that, with respect to standby rates, the LDCs should look at the costs of serving that particular customer.  Did I understand that right, Ms. Thornton?

     MS. THORNTON:  I read to you a passage -- I think I read the same passage as Mr. Moran was referring to.  I think we just have a different interpretation of what it means.

     MR. KAISER:  All right. 

     MR. MORAN:  There is another paragraph right after it.  It says:

          "Where a contributor has a standby charge, it

should be continued for 2006.” –

That’s -- and then it says:

          “If a distributor determines that there is a need

to introduce a charge, or if a distributor wants

to modify its existing charge, it must include

such a request as part of its 2006 rate

application, justifying the methodologies, levels

and procedures to be used.  Schedule 10-6

includes a sample methodology and framework that

might be used as a basis for such an

application." 

     The Rate Handbook did not dictate an approach.

     MR. KAISER:  All right.

     MR. MORAN:  It just said, If you want to do it, tell us how you did it.

     Enersource wants to do it, and Enersource has told you how they did it.  And the justification and methodology is, the implicit cost allocation that's already in place, and support -- and how the existing rate classes were derived, and the existing rates were derived, is the basis upon which we have proceeded.

     Enersource fully acknowledges that when the cost-allocation process is carried out, that rate classes may indeed change, and rates for those rate classes may indeed change.  I don't think there's any disagreement on those principles between the GTAA and Enersource.

     The point of disagreement is really much narrower, and that is that, if the cost-allocation study dictates that there should be a change in rate classes and a change in rates, that that should be applied retroactively to GTAA.

     Which -- I would point out, Enersource has not singled out GTAA.  Enersource's proposal is for a standby charge for the rate class in which the GTAA happens to be, right now, the only customer who has load-displacement generation.  But it applies to everybody in that rate class, and anybody who wants to put in load displacement during 2006, recognizing tha4 after cost allocation, standby charges may change; rates may change for that class.

     MR. KAISER:  I guess -- the other new rate that you're proposing for the merchant generator, is that interim or not?

     MR. MORAN:  I beg your pardon, sir?

     MR. KAISER:  The other rate -- the other standby customer you have --

     MR. MORAN:  That's right.  It's right now approved on an interim basis --

     MR. KAISER:  Interim.

     MR. MORAN:  -- pending final disposition of the 2006 application, and we would take the same position.

     One other comment I want to make about the submissions you just heard about an estimate of the impact being about a million dollars, which isn't very much to spread over other ratepayers.  There's two ways to look at that.  Either the GTAA is saying, Make everybody's rates interim, and then spread out that million dollars appropriately - which you can only do if you do a full-blown cost-allocation study - or, only make the standby rate for GTAA class interim, in which that will be a shareholder hit.  And I can tell you, a million bucks to the shareholder is a lot of money.  So --

     MS. THORNTON:  It's much less than a million dollars.  That's the entire distribution not the portion --

     MR. KAISER:   Yes, a million dollars is the entire payment, I assume --

     MS. THORNTON:   Yes.

     MR. KAISER: --   isn't it?  I mean, not the differential that might result between -- the difference between the interim rate and the final rate.

     MR. MORAN:  And at this point we don't know what the difference might be.

     MR. KAISER:  No, I understand.

     MR. MORAN:  And at this point, you know, it does amount to retrospective rate-making.

     MR. KAISER:  So we have a rate case going on.  You’ve filed new rates, and, as you said yourself, the Board is silent on the exact methodology for developing these standby rates, and there's a dispute between the parties.

      But then, it appears, the parties have come to an agreement they'll accept an interim rate.

      So the difference between the two of you, as I see it now, is, when the rate stops becoming interim and when it becomes final.

     MR. MORAN:  Yes, Mr. Chairman.

     MR. KAISER:  Ms. Thornton wants it to become final only after the cost-allocation study is completed, and the Board can turn its mind to whatever new principles may apply to these types of rates.  You, presumably, want it to become final when the ‘06 rates become final.

     MR. MORAN:  Yes, Mr. Chair.  And, in fact, it's a jurisdictional issue, as well, because the Board's jurisdiction with respect to interim rates is set out in the statute.  It's in the context of an application that you can make an interim order.  And therefore, once you come to finally dispose of that application, there's an end to your ability to continue an interim order.

      So, either you make a final order or the rates continue --

     MR. KAISER:  But you're not saying that, in an application, we couldn't approve some rates on an interim basis, some rates on a final basis, are you?  You're saying, once we decide your application, all rates have to be declared final, regardless of whether there might be a dispute between the parties that can't be resolved?

     MR. MORAN:  That's the basic point, Mr. Chair.

     The application is premised on a revenue requirement --

     MR. KAISER:  Right.

     MR. MORAN:  -- that remains unchanged.  And so you can't have, conceptually, one interim rate and all the other rates final when you have ‑‑ with one rate subject to change, when the revenue requirement remains unchanged through all of that.


So if one rate gets changed, you have two possible implications, the ‑‑


MR. KAISER:  So either all rates have to be interim or none of the rates have to be interim?


MR. MORAN:  That's right, or the other option is you decide to penalize the distributor by making them eat the credit that has to be paid back, which in my submission would be completely unfair to the distributor on the basis of how the Board has structured its rate‑making process, where clearly, for up to 2006 rates, we're using historical data to do that unless a utility has chosen a forward test year, but with all utilities under the clear understanding that cost allocation was the next step - not part of this step, but the next one - and to be used for purposes of prospective rate‑making.


I think everybody is in agreement that existing rates may well have to be adjusted and rate classes may well have to be adjusted, but that's not something that you end up punishing a distributor for.  The Board has determined that that's the most appropriate way to proceed, based on restructuring, and to the extent that there's some rough justice built into it, that's the way the Board proceeded and that cuts both ways.


Maybe it cuts one way for the GTAA, but it probably cuts the other way for a whole bunch of other people.  And at the end of the day, I think that's the dominant factor here.  You have to proceed on the basis that you have indicated you are a proceeding, and the distributors have acted on the expectation that rates are going to be set this way, and then the next step will be cost allocation, and then whatever adjustments flow out of that on a forward basis.


MR. KAISER:  Now, are both of you in agreement that these standby rates should be developed on the basis of a standard methodology as opposed to a utility‑by‑utility or customer‑by‑customer application?


MR. MORAN:  My understanding is that one of the principles that was put forward by the GTAA is that there should not be a disconnect between the rate that's charged to the rate class in which the load displacement customer belongs, and we would agree that there should not be a disconnect.


The cost of service for a rate class remains the same, regardless of load displacement generation.  And I think, if I can characterize it -- I'm sure Ms. Thornton will correct me if I get it wrong, but I think where there's some departure is with respect to whether benefits and disadvantages that flow from this kind of generation should also be factored in to be either increase or decrease the rate accordingly.


And that's a good question to ask, and there's a process in place to raise that question.


MR. KAISER:  Mr. Millar, what's the status of the application by Enersource for an interim rate for this customer, interim standby rate?


MR. MILLAR:  Over the break, Mr. Chair, we attempted to find the people in charge of that application.  Unfortunately, as you may remember, there's actually an all‑staff meeting today.  So all of the staff are off‑site at a staff meeting.


We do ‑‑ we did find some written material, and, as I understand it, I think Board Staff asked some ‑‑ I'm not sure if they're interrogatories, but they asked for some information, I believe from the GTAA, and received a letter back on January 6th. So that was about a week ago, I guess.


And I don't believe that the Board is asking for any more information, so I assume we're just waiting for a decision, but I couldn't confirm that by speaking with the people in charge.


MR. KAISER:  Remind me again, when is the service date?  When are you expected to provide service?


MR. MORAN:  Excuse me.  My understanding is the target is mid January.


MR. KAISER:  So we're getting pretty close?


MR. MORAN:  Yes.  The request for an interim order put in a date, though, which, if we pass that ‑‑ I think we're past that date already.


MR. KAISER:  That was the November date.


MR. MORAN:  And I don't think there's any issue between the GTAA and Enersource.


MR. KAISER:  Well, let me just -- I don't know what the status of this is, and I guess we don't know at this point.  But you're not necessarily, Ms. Thornton, accepting this rate as it's now proposed.  You're not necessarily consenting to it, because you're disputing when it ceases to become interim?


MS. THORNTON:  That's correct.


MR. KAISER:  All right.  So it may not be as simple that this can be just issued because the parties are in agreement.


MS. THORNTON:  We don't have any dispute.  There is, in fact, an agreement between the parties that GTAA will pay this parameter on an interim basis pending an order of the Board.


But that does reserve the right for GTAA to take a position opposite, which they have done.


MR. KAISER:  All right.  So I'm just trying to understand what ‑‑ it's not necessarily before this Panel, but since we're here discussing it, the Board has to turn its mind to whether (a) to accept the interim rate, and (b) when it ceases to become interim?  


MR. MORAN:  Mr. Chair, what I would suggest is that the issue of when it should cease to become interim is one that should be part of the Board's deliberations on the specific application.  The final decision has to be made on the application on all the rates, and including ‑‑


MR. KAISER:  Well, I know that, but you need this interim rate to issue now, and that application isn't going to be dealt with next week.


MR. MORAN:  That's right, but I believe that ‑‑


MR. KAISER:  We defer that issue.


MR. MORAN:  I believe there's an understanding ‑‑


MR. KAISER:  Issue an interim interim rate.


MR. MORAN:  That's right.  I believe there's an understanding between the GTAA and Enersource that even if the interim order comes out after the plant comes into operation, that it's retroactive to the date that's requested in the order, so that there's no billing issues.


MR. KAISER:  Or, put differently, if the Board, in order to facilitate the service, issues this interim rate, you're accepting the right of Ms. Thornton's client to still argue in the rate case the date on which it becomes final?


MR. MORAN:  That's right.


MR. KAISER:  All right.  So I guess as long as that was clear, there would be no reason why we couldn't proceed and get this order issued.  I know it's a bit unusual, but we should be able to accomplish that.


MR. MORAN:  Thank you, Mr. Chair.


MR. KAISER:  Any other submissions or matters, Mr. Millar?


MR. MILLAR:  Not that I'm aware of, Mr. Chair.


MR. KAISER:  All right.  We'll reserve on this matter and try and get you our decision as soon as possible.  We realize these rate cases are sitting in the wings like jets at LAX, and so we'll try and land them all in a timely fashion.  Thank you. 

‑‑‑ Whereupon the hearing adjourned at 12:00 p.m. 
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