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UNDERTAKINGS

13

14

‑‑‑ Upon commencing at 9:29 a.m.

15

MR. KAISER:
Please be seated. Ms. DeMarco, you have a witness.

16

PROCEDURAL MATTERS:


17

MS. DeMARCO:
Thank you, Mr. Chair. We've got a panel that's quite unique today. It's a joint panel of Energy Cost Management Inc. and Rogers Cable and Communications Inc. and their agents. And as a result, we've got individual representation for both entities on the panel. So I'm hoping that it is two lawyers, but half the hot air for each.

18

Mr. O'Leary is acting with me and he will be representing Energy Cost Management Inc.

19

MR. O'LEARY:
Mr. Chair, just one housekeeping matter this morning. There was a submission filed by the Niagara Erie Power Alliance which the Board presumably received. In response to that we have received two letters from several members of that group indicating ‑‑ and I propose to file them and have them marked as an exhibit ‑‑ but indicating they do not intend those representations to indicate a resolvent or a contradiction of the compromise being proposed today. I've left 10 copies of both letters. They are a letter from PenWest Utilities dated January 17th, 2005 and a letter from Haldimand County Hydro dated January 17th, 2005. And if you could offer those exhibit numbers.

20

MR. KAISER:
Could we mark those, Mr. Millar.

21

MR. MILLAR:
Okay. That will be exhibit ‑‑ I'm just checking my list. I guess we're at D.2.1, that will be the letter dated January 17th, 2005 from PenWest. I guess they're both dated January 17th. And the second letter will be from Haldimand County Hydro, D.2.2.

22

EXHIBIT NO. D.2.1:
LETTER FROM PENWEST UTILITIES DATED JANUARY 17, 2005

23

EXHIBIT NO. D.2.2:
LETTER FROM HALDIMAND COUNTY HYDRO DATED JANUARY 17, 2005

24

MR. KAISER:
Thank you.

25

MR. O'LEARY:
Thank you, Mr. Chair.

26

MS. DeMARCO:
One more housekeeping detail while we're at it, Mr. Chair. Although the written evidence of the panel has been filed as an exhibit, as B.5, in this proceeding already, we have prepared a compendium of materials that we've left with counsel which includes that evidence and matters that will be referred to today. So we may wish to give that an exhibit number for identification.

27

MR. KAISER:
Mr. Millar.

28

MR. MILLAR:
That will be D.2.3.

29

EXHIBIT NO. D.2.3:
COMPENDIUM OF MATERIALS OF UNMETERED SCATTERED LOAD PANEL

30

MR. KAISER:
Thank you.

31

MS. DeMARCO:
Thank you very much.

32

Without further ado, may I introduce two members of the panel from Rogers Cable Inc.. First we have Kevin Vagg of Rogers Cable and Paula Zarnett of Barker, Dunn & Rossi.

33

MR. O'LEARY:
The final member of the panel is Mr. Roger White who is the principal at Energy Cost Management Inc.

34

MS. DeMARCO:
Can we ask that the panel be sworn now.

35

MR. KAISER:
Yes.

36

ROGERS CABLE COMMUNICATIONS INC. AND ENERGY COST MANAGEMENT INC. PANEL 1 ‑ WHITE, VAGG, ZARNETT:


37

R.WHITE; Sworn.

38

K.VAGG; Sworn.

39

P.ZARNETT; Sworn.

40

EXAMINATION ON QUALIFICATIONS BY MS. DeMARCO:

41

MS. DeMARCO:
Thank you, Mr. Chair.

42

If I can start with Mr. Vagg and just ask him, what's your current position?

43

MR. VAGG:
I've held the position of network facilities analyst for Rogers Cable for the last seven and a half years. This is a national position which coincides with the Rogers Cable license areas in Ontario, New Brunswick, and Newfoundland. Part of the accountabilities within this position involve electricity rates, and that being the receiving of invoices, the reviewing and analysis of invoices, as well as the filing ‑‑ finally the payment of invoices pertaining to electricity. That is inclusive ‑‑ or unmetered scattered loads is included within those electricity billings.

44

MS. DeMARCO:
In that role have you been involved in the preparation of this joint evidence?

45

MR. VAGG:
Yes, I have.

46

MS. DeMARCO:
Do you adopt the evidence as well?

47

MR. VAGG:
Yes, I do.

48

MS. DeMARCO:
Turning to you, Ms. Zarnett, may I ask similar questions. First, what is your current position?

49

MS. ZARNETT:
I'm a principal with the consulting firm of Barker, Dunn & Rossi in Toronto.

50

MS. DeMARCO:
And how have you come to be involved with this unmetered scattered load issue?

51

MS. ZARNETT:
I was retained by Rogers to assist in matters relating to the consensus on rate treatment of unmetered scattered loads in this 2006 electricity distribution rate process.

52

MS. DeMARCO:
And have you been involved in the preparation of the joint evidence that's before the panel now?

53

MS. ZARNETT:
I have.

54

MS. DeMARCO:
And do you adopt the evidence as filed?

55

MS. ZARNETT:
Yes, I do.

56

MS. DeMARCO:
Thank you. Mr. Chair, if I could ask you to turn to the curriculum vitae of Ms. Zarnett, which is found in our compendium at tab 1, appendix A. And I apologize, I don't have appendix A page numbered, as to the resumes, the curriculum vitae, but it is two pages into appendix A. You will see the curriculum vitae of Ms. Zarnett.

57

Mr. Chair, we're asking that Ms. Zarnett be qualified to provide her opinion on the proposed consensus on unmetered scattered load in the context of her considerable experience in electricity distribution rates. So perhaps if the Board thinks it appropriate, I could ask Ms. Zarnett a few questions about her experience.

58

MR. KAISER:
Proceed.

59

MS. DeMARCO:
Ms. Zarnett, I understand that you have a MBA from the University of Calgary, and you're a certified management accountant.

60

MS. ZARNETT:
That's correct.

61

MS. DeMARCO:
Early in your career you went to work for Toronto Hydro.

62

MS. ZARNETT:
Yes. I had several years of experience in cost allocation and rate design work with natural gas utilities before joining Toronto Hydro in 1984 as a senior rate analyst. There I was part of a group responsible for cost allocations and rate designs. I designed rates for all the customer classes and led a team that produced Toronto Hydro's first fully allocated cost‑for‑service study.

63

In 1986, I was promoted to the position of supervisor of rates and cost analysis, so that was leadership of the group that I had belonged to as a senior rate analyst. We were responsible for all the rate designs, load forecasting, load research and cost allocation. And during that period, implemented time‑of‑use rates for large customers, optional time‑of‑use rates for residential and bulk metered residential customers, stand‑by and back‑up charges for self generation, and fully off‑peak water heating, among other projects.

64

I was also involved extensively with the Municipal Electric Association in industry issues pertaining to rates and cost allocations and with their subcommittees.

65

In 1995, I was promoted to the position of manager of marketing and the energy management where I had diverse responsibilities as well as continuing to be responsible for all issues related to Toronto Hydro's rates.

66

MS. DeMARCO:
Thank you. And I understand in 1998 you accepted a position with Acres Management Consulting.

67

MS. ZARNETT:
I was an independent consultant in association with Acres. During that time, I did a large volume of work for Ontario LDCs in preparing for restructuring, and more specifically, relevant to my expertise in rates and cost allocation, I did two cost allocation studies for a distribution utility in New Brunswick, and revenue requirement and rate design for purposes of creating an independent transmission business unit in the integrated utility in Ghana, West Africa.

68

MS. DeMARCO:
Thank you, Ms. Zarnett. I understand that you are now one of the senior consultants of Barker, Dunn & Rossi. What is your area of specialization there?

69

MS. ZARNETT:
I continue to specialize in rates and cost allocation. As a sample of projects, I did rate design and cost allocation work for a distribution utility in New Brunswick, for Enwave District Energy which supplies steam in downtown Toronto, and also advised the B.C. government in the implementation of stepped rates for wholesale and large industrial customers.

70

MS. DeMARCO:
Thank you, Ms. Zarnett. One last question. Can you summarize the extent of your Ontario electricity distribution and rate design experience?

71

MS. ZARNETT:
Yes. I've been involved in Ontario ‑‑ in the Ontario electricity sector for nearly 20 years, focusing on rates and cost analysis. I've designed rates for every customer class, and participated extensively in industry initiatives before restructuring, through the Municipal Electric Association and, subsequently, through stakeholder processes, including the OEB's working group on cost allocation two years ago.

72

MS. DeMARCO:
Thank you.

73

Mr. Chair, we offer Ms. Zarnett as a witness with extensive experience in electricity rate distribution and rate design in Ontario for the purpose of providing her opinion on the consensus proposed on unmetered scattered load.

74

MR. KAISER:
Thank you. The Board accepts Ms. Zarnett as an expert in these matters. Thank you.

75

EXAMINATION ON QUALIFICATIONS BY MR. O'LEARY:

76

MR. O'LEARY:
Mr. White, I understand you are the president and principal of ECMI.

77

MR. WHITE:
Yes.

78

MR. O'LEARY:
Can you tell us a little bit more about that firm, sir.

79

MR. WHITE:
We are involved in serving electric distributors on regulatory matters, and on preparation of regulatory submissions which come before this body. We represent our clients, many of them, in proceedings before the Board, and try and ensure that the issues around regulation which directly impact on my clients are well understood so that the Board can bring forward good decisions which we can rely on.

80

In this particular 2006 process, ECMI serves nine distributors, including Brant County Power, Collus, Clinton, Gravenhurst, Haldimand County Power, Hurst, St. Thomas, Peninsula West and Wasaga.

81

And we're generally known in proceedings as the ECMI Coalition.

82

MR. O'LEARY:
Thank you, Mr. White.

83

Can I ask you to turn to the evidence which has been filed and marked as Exhibit B.5. It's part of the compendium in front of you, and it is indicated that it was prepared jointly. Can you tell me, were you involved in the preparation of that evidence?

84

MR. WHITE:
Yes, I was.

85

MR. O'LEARY:
Do you adopt it for the purposes of your testimony here today?

86

MR. WHITE:
Yes, I do.

87

MR. O'LEARY:
Thank you. Also appended to that evidence is your curriculum vitae.

88

Mr. Chair, Members of the Panel, it is the last four pages in the compendium, under the evidentiary portion.

89

If I could just briefly take you to your curriculum vitae, Mr. O'Leary, I understand that you graduated with a Bachelor's of Applied Science from the University of Windsor in 1972, with a degree in electrical engineering?

90

MR. WHITE:
Yes.

91

MR. O'LEARY:
And you were designated as a professional engineer in 1975?

92

MR. WHITE:
Yes.

93

MR. O'LEARY:
And became a member of the Association of Professional Engineers of Ontario?

94

MR. WHITE:
That's correct.

95

MR. O'LEARY:
And, beginning in 1976 through to 1993, I understand you were employed with the Ontario Hydro entity, as it then was, and worked primarily out of its head office. Can you describe some of the areas that you were employed in which are relevant from the purposes of the testimony you're going to give today.

96

MR. WHITE:
As a superintendent in the municipal service department, I was involved in and responsible for the creation of policy with respect to the regulating of municipal electric utilities, then known as cost‑contract utilities under the statute.

97

I was also responsible for the review and recommendations of the regulation of the investor‑owned utilities which were regulated by Ontario Hydro, and that involves some discussions with the Ontario Energy Board's secretary at that time.

98

We were ‑‑ I was also involved in developing and issuing the rate‑setting guidelines which were utilized by the municipal electric utilities in establishing their rates for application to Ontario Hydro ‑ then Ontario Hydro ‑ for approval. And part of my involvement there was to lead and manage a team which developed regulatory software which was used for regulating the municipal utilities and considering such aspects as the rate of return and the specific rate design issues.

99

MR. O'LEARY:
Thank you, Mr. White.

100

Since 1993, when you left Ontario Hydro, I understand that you have been engaged with your firm, which is ECMI. Can you give us a brief understanding of the various roles you have played with ECMI, on behalf of various distribution entities and others, that is relevant for the purposes of your testimony today.

101

MR. WHITE:
When I left Ontario Hydro, I first formed a sole proprietorship called "Roger White & Associates," and in that capacity I was involved in the preparation of documents which were used by the then Municipal Electric Association for training of utility staff with respect to rate design and pricing.

102

Subsequent to operating the sole proprietorship, and serving utilities in that capacity, Energy Cost Management Inc. was established. And, in that capacity, we've been involved with dealing with individual large‑use customers. We've been involved, as a company, and I personally have been involved, with serving utilities with respect to rate‑design initiatives and initiatives before the Board.

103

MR. O'LEARY:
Thank you, Mr. White.

104

Mr. Chair, we offer Mr. White as a witness with extensive distribution rate and rate design experience and, therefore, we request that he be permitted to give opinion evidence in respect to the matters that are before the Board today.

105

MR. KAISER:
Thank you, Mr. O'Leary.

106

EXAMINATION BY MS. DeMARCO:

107

MS. DeMARCO:
With your indulgence, Mr. Chair, we do have some very brief direct evidence today. If I could start with Mr. Vagg.

108

I would like to ask you a few questions about the process involved in reaching the consensus on unmetered scattered load. Can you tell me which stakeholder groups were involved in the consensus?

109

MR. VAGG:
There are three groups involved in reaching consensus.

110

If I can ask, I will turn to ‑‑ under tab 2, the second page, there's the ‑‑ identified at the top of that page, the rate base and revenue requirement executive. This group participated within a joint executive meeting where consensus was reached.

111

On the third last page, within the same section, you have the rate design and cost allocation executive. This group also participated within the joint executive meeting where consensus was reached. They also oversaw the subgroup of cost allocation and distribution rate design, which is identified at the bottom of that page and the top of the next page. And this is the working group that actually reviewed all the information, performed any analysis, came up with the option before the Board today. And consensus was reached within that group, as well.

112

In summary, there is about 35 LDCs, either participating on their own or through their consultants. These range from large distributors, such as Toronto Hydro and Hydro One, as well as some smaller hydros such as Haldimand County Hydro, Niagara Falls Hydro, Peninsula West Power and Welland Hydro. There was also approximately six ratepayer groups involved. Such groups consisted of Schools, AMPCO, Consumers Council of Canada. And there was also three non‑government organizations that participated, such as Energy Probe. And many of these groups, such as Energy Probe, just naming one, was involved within various aspects of reaching consensus, both in the working group and the executive.

113

MS. DeMARCO:
Can you comment on the views of stakeholders, Mr. Vagg, when you started the negotiations on unmetered scattered load?

114

MR. VAGG:
The views of the participants were very strong, and I would go as far as saying that some of the views were actually polar opposites within the working group.

115

MS. DeMARCO:
Mr. White, can you comment on the views of the stakeholders at the start?

116

MR. WHITE:
I would agree with Mr. Vagg. The views of the participants who ultimately reached a compromised position were divergent, and in the absence of the Board's direction on issues day, I'm not convinced that a compromise would have been reached.

117

MS. DeMARCO:
Mr. Vagg, can you take us through the process that the many stakeholders went through to achieve the consensus.

118

MR. VAGG:
Identified in tab 1, page number 3, there's a chart identifying the various meetings that were held or conference calls that were participated in for both the executive as well as the working group. On November 3rd, the Board had issued a direction to the working group. And it was a very clear direction in that it was preferable that the working group resolve or at least narrow the issues on the unmetered scattered load issue. The Board also encouraged an interim solution be developed as the matter would most likely be revisited in a 2007 cost allocation study.

119

From there, on November 11th, the executive committee reconvened to review the Board's direction, and on November 15th the working group was re‑established.

120

MS. DeMARCO:
How and in what level of detail was unmetered scattered load discussed in the working group?

121

MR. VAGG:
Well, just prior to the November 15th meeting, there was ‑‑ Rogers Cable put forward five options for review at the November 15th meeting. From there, through further submissions or modifications of options that were put forward, a total of nine options were reviewed within this process. There was continuous ‑‑ parties were rejecting or accepting either all or parts of the options that were put forward. There was a significant amount of analysis that was performed, and there was detailed questioning of those analyses.

122

MS. DeMARCO:
Approximately how much time was spent on this issue in the working group?

123

MR. VAGG:
There was a significant amount of time actually spent within the working group and the executive. Not just within the conference calls or the meetings, but also in the preparation time between those events for the purpose of collecting information, analyzing information, and putting it forward to the group. I would estimate that unmetered scattered loads was probably the most discussed topic within the working group.

124

MS. DeMARCO:
And how was consensus achieved? Can you go through the process?

125

MR. VAGG:
Sure. The group was able to narrow down the options to three different options. There was still some concern between those three options, which resulted against ‑‑ or which was primarily on customer impacts, or other customer impacts. Because if you were going to decrease the unmetered scattered load rates, the dollar amount ‑‑ because it was decided that distributors would be kept whole of where to put those funds.

126

Some distributors actually put forward their own customer impact analysis. However, the group decided that a common template was required or would be beneficial. So I actually developed a template, put it forward to the group. Any distributor that did not fall under the status quo scenarios within the options that were actually being reviewed were encouraged to actually input their data into that model and distributed back to the group for review and analysis. And any information within that group or within the working group was actually put forward to the working group under confidentiality.

127

MS. DeMARCO:
When was consensus achieved?

128

MR. VAGG:
Consensus was achieved at the December 2nd meeting. This was a meeting that was ‑‑ actually, my apologies. During discussions within the November 26th meeting, the executive felt that consensus was possible. The group decided that a meeting for the sole purpose of reaching consensus on the unmetered scattered load issue should be, I guess, established. There was a minimum of three e‑mails that actually went out to the working group executive and any stakeholder that had voiced interest within this matter. Two of those e‑mails actually went out from Board Staff.

129

From there, we had received rate ‑‑ after the executive meeting of November 26th, we had received eleven rate impact analyses from various distributors. Those impact analyses were reviewed, and a significant amount of analysis was performed. Within a December 1st conference call specifically established for discussion of the unmetered scattered load issue, it appeared that consensus may have been reached by the working group.

130

MS. DeMARCO:
So Mr. Vagg, in that December 2nd meeting where consensus was achieved, what parties were present?

131

MR. VAGG:
Some of the parties that were present were Energy Probe, VECC, Kitchener, Elenchus, who was representing PowerStream, RDII and ECMI, which represented various distributors, as well as Schools who provided direction by phone.

132

MR. SHEPHERD:
Mr. Chairman, I'm sorry to interrupt, but I'm starting to get a little concerned with the level of detail we're going into for what was, although not formally a ADR process, clearly a process in which people were negotiating with each other. And the Board's normal practise is that those discussions, at least not in detail, are not put forward to the decision makers. Those discussions are discussions that we have amongst ourselves and we come with the consensus.

133

Now, I understand what my friend is trying to do here in stating how difficult it was to get the consensus and how broad the consensus was. I don't have a problem with that and we're part of it, but I think, as sort of a matter of general principle, once you start talking about who was there, the next thing presumably is what people said. And I think I'm a little uncomfortable with that and I would raise that concern to the Board.

134

MR. KAISER:
Ms. DeMarco, where were you going with all of this?

135

MS. DeMARCO:
Mr. Chair, there is no intention whatsoever to go into what people said. My next question would be, did all parties agree to the consensus.

136

MR. KAISER:
All right. Let's get to that question.

137

MS. DeMARCO:
Did all parties agree to the consensus?

138

MR. VAGG:
Yes.

139

MS. DeMARCO:
Following consensus in the working group, what was the next step in the process?

140

MR. VAGG:
The next step in the process was a joint executive meeting that was held on December 3rd, and it was at that point, after a bit more analysis on rate impacts, that consensus was also reached within that joint executive meeting.

141

MS. DeMARCO:
And did the consensus on unmetered scattered load undergo any further scrutiny following the executive committee, joint executive committee meeting?

142

MR. VAGG:
On December 15th and 16th, there was a public ‑‑ I guess you would call it a public meeting, with various stakeholders, where the draft handbook was presented under their ‑‑ the unmetered scattered load proposal was put forward. There were no objections at that time of that proposal within the draft handbook. At the end of the meeting, a specific question was asked whether anyone was going to file reply evidence. No reply evidence was filed, to my knowledge.

143

MS. DeMARCO:
Thank you. Those are our questions on the process.

144

MR. KAISER:
Do you have anything further, Mr. O'Leary?

145

EXAMINATION BY MR. O'LEARY:

146

MR. O'LEARY:
Mr. Chair, just to ask Mr. White several questions about the actual consensus itself.

147

If I could ask you to turn to the evidence at page 4, Mr. White. Am I correct in understanding that what is reproduced at page 4, paragraphs 1 through ‑‑ subparagraphs 1 through 4, is actually a verbatim transcription of what appears in the draft rate handbook?

148

MR. WHITE:
Yes.

149

MR. O'LEARY:
All right. And Mr. White, perhaps you could just walk the Board through, briefly, what are the particulars of the compromise which has been reached?

150

MR. WHITE:
Well, the process used to establish the consensus was difficult. It was difficult because of the final elements that are addressed in the consensus.

151

The first item deals with those utilities which are ‑ bullet number 1 ‑ which are currently treating the unmetered scattered loads as different than a "normal general‑service under‑50‑kilowatt customer‑group customer."

152

The second point deals with those utilities where the price difference on the bill is most substantially different from the ‑‑ from those utilities which have established a unique set of rates for the unmetered scattered loads.

153

It's a one‑year interim‑solution compromise, if you will. And what it does is ‑‑ point number 2 provides for a specific adjustment in the service charge to those customers that are currently billing the unmetered scattered loads on the regular under‑50‑kilowatt general‑service rates.

154

Point number 3 was put in place to address the customer impacts, which were a consideration from our perspective. The initial type of analysis that was done was based on the principle of retaining the impacts within the under‑50‑kilowatt customer group. And, to make the compromise more acceptable to the LDCs, because of the customer impacts, the concept of spreading the cost of the compromise over all the customers' distribution rates was adopted as an important consideration in the compromise.

155

The fourth point, which provides some offset to the compromise cost, is that the specific costs of determining the load shapes and, in fact, the quantities to be included in the unmetered scattered load billings could be established as a specific service charge under a different section of the rate handbook. And that partly offsets, from the LDC perspective, some of the apparent benefits that flow from the reduced service charge.

156

MR. O'LEARY:
Mr. White, do you have any comments that you would offer to the Board in support of and in recommending that this compromise be approved?

157

MR. WHITE:
I guess what I would suggest is, if this compromise were not a short‑term compromise, and if it were not established under the specific direction of the Board, it's less than perfect. But, given the fact that the whole question, and the broader issues, will be addressed as part of the 2007 cost allocation process, I'm prepared to support the interim solution on that basis.

158

MR. O'LEARY:
Mr. White, do you have any views as to the potential impact on any affected customers as a result of the Board approving this compromise?

159

MR. WHITE:
We at ECMI did specific analysis on some of our customers. And with the final solution, the worst impact that we encountered was something less than two percentage points on ‑‑ within a particular LDC.

160

So it's not a zero percent, but that was the "worst case". In our own client group, two of the customers, who ‑‑ my customers, had a zero impact. And others had as low as a few tenths of a percent. So the range of percentages differs as you go from utility to utility.

161

MR. O'LEARY:
Thank you, Mr. White. Turning, if I may, briefly, to the submission made by the Niagara Erie Public Power Alliance of January 7th, 2005.

162

And Mr. Chair, Members of the Panel, there is not a copy of that included in the compendium. I'm not certain whether it has been approved for acceptance, given that it was filed late. But if it is going to be received by the Board, despite it being predominantly argument, it would be our request that Mr. White speak very briefly to the several comments made in that submission, if it would be of assistance to you.

163

MR. KAISER:
Mr. Millar, is that in the record?

164

MR. MILLAR:
It is on the Board's website, under "Argument," Mr. Chair, but I don't believe that the Board has a paper copy of it, and I don't know if we have copies here. I know we have a copy.

165

MR. O'LEARY:
It's one paragraph ‑‑

166

MR. MILLAR:
Sorry?

167

MR. O'LEARY:
Mr. Chair, there is just one paragraph that deals with the USL issue, and I would propose to simply read a couple of portions ‑‑ sentences of it, and ask Mr. White's comments.

168

MR. KAISER:
Well, Mr. O'Leary, we will mark this and we only have one copy, but if you will, as you said, read it, the particular paragraph that you're going to ask the witness to address, then we will be able to follow you.

169

MR. O'LEARY:
It's under chapter 10, the title being "Rates and Charges," the sub‑title being "10.2, Unmetered Scattered Loads." Do you have that, Mr. White?

170

MR. WHITE:
I have seen that, yes.

171

MR. O'LEARY:
All right. In the first paragraph, the members of the alliance ‑‑ which are still supportive of these comments ‑‑ state that "unmetered scattered loads place an increased liability burden on LDCs to monitor changes in their profiles."

172

Can you tell me whether or not any portion of the compromise deals with that submission?

173

MR. WHITE:
Point 4 in the interim compromise deals specifically with the administrative costs and burden that the utilities face, and provides for the option of the utility recovering those costs on a class‑specific and customer‑specific basis. So it offsets a lot of the administrative cost that comes with unmetered scattered loads.

174

MR. O'LEARY:
Thank you. And then in the second last sentence of that paragraph, the submission reads:

175

"We feel that unmetered scattered load should remain in their same rate class, and invoiced on a per‑site basis."

176

Do you have any comments in respect to that submission, Mr. White?

177

MR. WHITE:
The unmetered scattered loads under the interim proposal, for those unmetered scattered loads that are being billed by distributors under the regular general‑service rates, will continue to be billed on a specific site basis, albeit at a reduced service charge or customer charge.

178

MR. O'LEARY:
Fine. Mr. White, do these submissions in any way alter your view as to, and recommendation as to, the acceptance of the compromise by the Board?

179

MR. WHITE:
As I stated earlier, given the Board's specific direction, I continue to support the compromise.

180

FURTHER EXAMINATION BY MS. DeMARCO:

181

MS. DeMARCO:
One last question. Ms. Zarnett, in light of your expertise, should the Board approve the consensus on unmetered scattered load?

182

MS. ZARNETT:
Yes, the Board should approve it. Looking at paragraph 4 on the second page under tab 1, we talk about the variability in charges to unmetered scattered loads, which on a per‑kilowatt‑hour basis can range between just over half a cent to nearly 11 cents per kilowatt‑hour. This is a range of charges to similar customers, which is of great concern. The proposed compromise reduces, but doesn't eliminate this variability.

183

The proposed solution represents the results of a lot of hard work of diverse parties. There was no objection offered in the process. It has the advantage of not requiring the support of extensive analysis or individual LDCs. It is interim and, therefore, all the doors are open to reassessment of the issue once we have the results of the cost allocation study, and the impacts on other customers of the LDCs are really very small.

184

MS. DeMARCO:
Thank you.

185

Those are our questions, Mr. Chair. That is the evidence in‑chief of this panel. They are available for questions now.

186

MR. KAISER:
Thank you. Mr. Shepherd.

187

CROSS‑EXAMINATION BY MR. SHEPHERD:

188

MR. SHEPHERD:
Yes. Mr. Chairman, the School Energy Coalition is supporting the consensus, but we did it on the basis of some particular assumptions, and we want to make sure that those get on the record. So I will ask some questions of the panel to get them on the record.

189

And feel free, any of the witnesses, to answer these questions which you feel you are comfortable with. This is an issue of rate design. The solution is a rate design solution, right, it is not a cost‑allocation issue?

190

MS. ZARNETT:
It is not based on cost allocation. It is not a rate design solution, in the sense that a particular design is being implemented for this class. What we're trying to do is modify the existing rate design in order to reduce variability in the billings to similar customers.

191

MR. SHEPHERD:
Now, it's true, isn't it, Ms. Zarnett, that when you have a rate design solution, normally that's a reallocation within a class. It's not a reallocation outside of the class; right? Normally.

192

MS. ZARNETT:
That would be the case if the revenue requirements of the individual class had been established by a cost allocation study and were known to be correct. In this situation, we have no cost allocation studies and we don't know what the appropriate level of revenue within each customer class is.

193

Over time, since the rates were unbundled, the solution has been to spread various adjustments over all customers in order to sustain a consistent relationship, and that's what would happen here.

194

MR. SHEPHERD:
Okay. But there is a cost allocation from class to class right now, it's just that we don't know whether it's a good one; right?

195

MS. ZARNETT:
We don't know whether it is a good one.

196

MR. SHEPHERD:
Okay. And you have no reason to think that the costs allocated to the particular class in question are wrong. They may be right, they may be wrong. You just don't know; right?

197

MS. ZARNETT:
Maybe I better just ‑‑ what we have is a revenue requirement allocation. We don't have a cost allocation.

198

MR. SHEPHERD:
Well, no. You're changing a rate design, right, Ms. Zarnett? Go ahead.

199

MR. WHITE:
I would like to add something to that.

200

MR. SHEPHERD:
Sure, go ahead.

201

MR. WHITE:
If you go to the predecessor rate handbook, the under‑50 and over‑50 kilowatt groups are not identified as a separate class, as separate classes. They are one class from a predecessor rate design, pre‑unbundling rate design process.

202

So the specifics of taking the cost and apparently arbitrarily spreading it over all of the customers is in the spirit of how, if you will, the leftover dribs and drabs were dealt with as part of the RUD process. Where the cost of power was first pulled out and then, for differences that flowed from that, they were added back in across all of the customers. So it certainly wasn't a perfect process, but given the number of distributors that were involved, it was a reasonable process. But I think the fact that it was a fairly universally applied set of rules, you couldn't rely on it as you would normally rely on a cost allocation process. I think that's what you're trying to indicate.

203

MS. ZARNETT:
Sure.

204

MR. SHEPHERD:
Mr. White, you're not saying there is no over‑50 class, are you? You're saying there is an over‑50 class, but it happens, sort of, a bit ad hoc and so there wasn't a ‑‑

205

MR. WHITE:
No. I'm specifically saying that if you go to the old rate handbook, that the over‑50 group is not identified as a separate class where the classes are listed.

206

MR. SHEPHERD:
So all of these LDCs that have rates for over 50, they're non‑compliant?

207

MR. WHITE:
No. They are subgroups or subclasses. Okay. It's different than when you ‑‑ if you go to the predecessor bundled regime, the over‑50 and under‑50 customers were all part of the same customer class.

208

MR. SHEPHERD:
Okay. The class, as we generally understand it, that these customers are in, the ones where there's a rate design change being made, is the under‑50 class; right? General service under 50.

209

MR. WHITE:
They are a subclass or a group within the general service class. They are ‑‑ they have a different price regime, that's true, but that doesn't make them a separate class.

210

MR. SHEPHERD:
Okay. So the interim solution you're proposing spreads the cost of this rate design to who? Who bears ‑‑

211

MR. WHITE:
To all of the customers of the LDC.

212

MR. SHEPHERD:
Okay. So this is not just within either the subclass under‑50 or the class general service, it's to all customers; right?

213

MR. WHITE:
That's correct.

214

MR. SHEPHERD:
So from a rate design point of view, that is actually not a correct solution, is it? When you redesign rates within a class, you don't then spread the change to other classes because that would then be a cost allocation change, not a rate design change; right?

215

MR. WHITE:
That's correct.

216

MR. SHEPHERD:
Okay. So in this case, the consensus is, sort of, a shortcut. It's a way of finding a solution that isn't elegant, isn't even really correct, it just gets the job done. Is that right?

217

MR. WHITE:
That's correct. And if it were not for the customer impacts, we might have looked to a more traditional way of spreading the cost of the adjustment.

218

MR. SHEPHERD:
Perfect. Okay. So then I guess the question is, the reason why it's okay to do that is that the actual impact on other customers is low enough that it doesn't matter; right?

219

MR. WHITE:
Any impact on other customers matters, from my perspective.

220

MR. SHEPHERD:
Sorry, okay.

221

MR. WHITE:
And is it perfect? Is it huge? For some utilities it is bigger than others. You know, I've encountered that in going through the analysis that I've done on my own clients. It's not a perfect solution. It's an interim solution and we're going to all take our gloves off and have a good time as part of the 2007 EDR process that deals with cost allocation. And at that point, my guess is there will be huge discussions about how you cut the pie up between the classes and what the classes are.

222

MR. SHEPHERD:
Okay. So there's a certain amount of dollars being shifted from the unmetered scattered load customers, away from their rates and towards everybody else; right? How many dollars is that?

223

MR. WHITE:
It varies from utility to utility.

224

MR. SHEPHERD:
What's the total?

225

MR. WHITE:
I can't ‑‑ I'm sorry.

226

MR. SHEPHERD:
What's the total?

227

MR. WHITE:
I can't talk to that.

228

MR. SHEPHERD:
Ms. Zarnett, can you tell me?

229

MS. ZARNETT:
This is on a very estimated basis. What I did was look at 38 utilities for which I had been provided with information about the treatment of unmetered scattered loads. In some of these, they fall into the ‑‑ paragraph 1 of the proposal. They already have a specific rate treatment that's different from the general treatment. In those utilities there would be no change. So some of them would have a change, some of them wouldn't.

230

And what I did was make an estimate of the number of connections and kilowatt‑hours of unmetered scattered loads in the utilities for which rates were available, and on that basis computed the dollar change that would result from a 50 percent reduction in the fixed monthly charge.

231

That was based on actual 2004 rates, and doesn't include anything for changes in the rates in 2005 and 2006, and does not include the fact that some of this money would be reallocated back to unmetered scattered loads themselves.

232

On that basis, I then looked at the number of customers in the utilities and computed that there would be, overall, about 30 cents a year of impact per customer.

233

So then, extrapolating that, assuming that the proportions and the relationships are the same for those utilities for which I did not have data, 30 cents a year, based on 4.3 million customers in the province, is about $1.3 million.

234

MR. SHEPHERD:
So the total amount being shifted across the province, you're estimating, is 1.3?

235

MS. ZARNETT:
That's correct.

236

MR. SHEPHERD:
You don't know whether your estimate is accurate, but you know it's not 10 million; right?

237

MS. ZARNETT:
Right.

238

MR. SHEPHERD:
Okay. And now, Mr. White, you said that there are some circumstances in which the rate impact to some of the people who are receiving this increase could be as high as 2 percent.

239

MR. WHITE:
That's 2 percent of the distribution rate.

240

MR. SHEPHERD:
Of their distribution charge. So I guess that is a little bit surprising. I mean, for the Schools, 2 percent is more than a million dollars, so the number makes me nervous.

241

MR. WHITE:
And if you were looking at ‑‑ I'm sorry.

242

MR. SHEPHERD:
Well, let me ask the question.

243

MR. WHITE:
Fair enough.

244

MR. SHEPHERD:
Is the 2 percent an anomaly? Because 2 percent and Ms. Zarnett's number are not consistent; right?

245

MR. WHITE:
The 2 percent is the worst percentage impact of the client data I was able to review. Most of the impacts are substantially below the 2 percent, and even below the 1 percent level.

246

MR. SHEPHERD:
And the 2 percent, was that for an entire small utility or was that for a particular customer within a particular utility?

247

MR. WHITE:
The assumption is that the reallocation will be spread over the distribution rates for all the customers, so it would be a utility‑wide consideration.

248

MR. SHEPHERD:
So you found one utility in which the customers, other than unmetered scattered load, had an average 2 percent increase because of the change?

249

MR. WHITE:
Absolutely, yes.

250

MR. SHEPHERD:
That seems like a lot.

251

MR. WHITE:
It was a lot worse when we tried to seal it in a smaller group, and that was part of what was difficult about coming up with a compromise. It is a lot.

252

MR. SHEPHERD:
You understand that 2 percent across the province would be $300 million ‑‑ 39 million, sorry.

253

MR. WHITE:
This utility probably has a higher proportion of unmetered scattered loads within its boundaries than do many of my clients.

254

MR. SHEPHERD:
Would it be reasonable to put a cap on item 2 in the consensus? Item 2 is the one that says, Charge 50 percent of your monthly service charge for unmetered scattered load. Would it be reasonable, on a utility‑by‑utility basis, to put a cap on that, a cap on the impact?

255

MR. WHITE:
It wasn't part of the consensus that was reached, so is it something that the Board may wish to consider? Absolutely.

256

MR. SHEPHERD:
Okay.

257

Mr. Chairman, those are my questions. Thanks.

258

MR. KAISER:
Thank you, Mr. Shepherd.

259

Mr. Adams?

260

CROSS‑EXAMINATION BY MR. ADAMS:

261

MR. ADAMS:
Thank you, Mr. Chairman, Panel Members.

262

My intention in asking questions is just to simply seek some clarification as to the scope of the agreement. Energy Probe was a party to the negotiation of the settlement, and fully endorses it, but just wants to get some clarification. There has been some controversy in discussions as to what exactly is constituted here.

263

And I want to address my questions to you, Mr. White. If I understand correctly, sir, ECMI's clients' shareholders are financially neutral as to the outcome of this negotiated settlement; is that correct?

264

MR. WHITE:
From an LDC sealed‑revenue requirement perspective, that's correct.

265

MR. ADAMS:
So I'm looking to you, sir as something of an independent, neutral party to help us here.

266

Now, as a general comment, would you accept the proposition that the aspect of the consensus recommending a 50 percent cut in fixed charges for unmetered scattered loads served by utilities that are charging on a per‑customer basis, or on a per‑connection basis, was arbitrary and not based on normal cost‑allocation rate‑design concepts, like load research and user‑pay, and the rest of it?

267

MR. WHITE:
That's correct.

268

MR. ADAMS:
So we're dealing with an arbitrary settlement that attempts to meet the needs of the parties?

269

MR. WHITE:
We're dealing with an interim, short‑term solution, which was consistent with the instruction given by this Panel on Issues Day.

270

MR. ADAMS:
Now, if I could ask you to comment, without violating any confidentiality rules that may have prevailed in the negotiations. So, if I'm asking you to extend beyond ‑‑ into areas where confidentiality applied, then please tell me otherwise. But, if you can comment, would it be fair to say that the working group research on rate‑impact analysis primarily focused on 2004 rates as the base case?

271

MR. WHITE:
Yes; that's correct.

272

MR. ADAMS:
Now, we're getting to the nut of my problem here. During the course of the working groups' deliberations, did the working ‑‑ did these various groups nail down definitively, in your opinion, the scope of what is captured under the fixed charge for customers under 50 kilowatts for the purposes of that point 2, the 50 percent sharing ‑‑

273

MS. DeMARCO:
Mr. Chair, if I could just interrupt for a moment. I note that Mr. Shepherd raised concerns regarding specific details of who said what regarding the discussions, and Mr. Shepherd did, in fact, ask for some specific details.

274

I note that Mr. Adams is also asking for specific details. To the extent that those details are discussed on cross, we would like to be able to also address them, and not to offend the Board or the Panel Members in any way, shape or form.

275

MR. KAISER:
That's fine.

276

Proceed, Mr. Adams.

277

MR. ADAMS:
Maybe I can rephrase my question in a more general fashion, for the comfort of the witnesses and Ms. DeMarco.

278

Mr. White, this rates process that we're involved in has some open‑ended elements to it with respect to, for example, C&DM, and how the rate treatment associated with C&DM might be handled for 2006.

279

Now, as you're very well aware, perhaps more aware than most of us, some parties take the view that changes in fixed costs should tend towards being reflected in fixed charges. In the event that there are changes in fixed charges for the under‑50 kilowatt group of customers arising from future decisions of the Board, is it your view that the consensus, as expressed here, captures any future changes with regard to the fixed charge for the purposes of the 50 percent sharing? Or is it ‑‑ or do you take the view that it would be fair for parties supportive of the consensus to make arguments about potentially excluding from the 50 percent sharing the impacts of fixed charges for some potential future eventualities, like for example, C&DM?

280

MR. WHITE:
The question of how C&DM should be handled is a really interesting question. If those initiatives are truly focussed on reducing energy consumption, I would, as an individual, I would probably support the allocation of those to the variable component of the pricing structure rather than the fixed component. With respect to smart meters, while they were ‑‑ while they were mentioned during the process, I don't think the group specifically addressed whether they were in or out. But if you look to the consensus that was established and on a plain reading of that, you know it's 50 percent of whatever the service charge ends up with. And if it were anything other than an interim basis, I'm not sure either of the parties would have ever got there.

281

MR. ADAMS:
Yes. I understand your plain reading interpretation here. Let me take as a hypothetical that there is some change in the rate environment from some external cause. For example, potentially an electricity tax that, for reasons of policy, the provincial government decides to be attached to a fixed charge. I mean, this might be something that might not have ‑‑ I mean it's a wild hypothetical, it might not have occurred in the discussions. In your view, would something outside of current discussion be captured in this point 2, or is the point 2 something that was oriented towards an analysis that started with 2004 rates and based its judgments on a review reflective of expecting current conditions, existing Board direction with regard to regulatory assets and other known quantities?

282

MR. WHITE:
I don't think anybody within the group is a clairvoyant. You know, if rules change fundamentally and 100 percent of all costs were allocated on the service charge, there might be those who would make submissions that the interim proposal needed to be revisited. I can't, you know ‑‑ there isn't a perfect answer for your question. If the rules change then all of us rely on the Board to use its usual common sense and judgment in terms of determining whether the interim solution needs to be adjusted, because fundamental principles have been changed that underpin any rate design issues that are before the Board.

283

MR. ADAMS:
Thank you very much.

284

Panel and Mr. Chair, those are my questions.

285

MR. KAISER:
Thank you, Mr. Adams. Mr. Millar, do you have any questions?

286

MR. MILLAR:
Just one moment, Mr. Chair. Thank you, Mr. Chair. We have no questions.

287

MR. KAISER:
Thank you. Any re‑examination?

288

RE‑EXAMINATION BY MS. DeMARCO:

289

MS. DeMARCO:
Just momentarily.

290

Mr. Vagg, did the issue of a cap on impacts or fees arise in the context of the negotiations?

291

MR. VAGG:
Yes, it did.

292

MS. DeMARCO:
And does the plain wording address a cap on fees in the consensus?

293

MR. VAGG:
The plain text actually identifies that, when you actually review it, there is no cap.

294

MS. DeMARCO:
And did Schools participate in those discussions?

295

MR. VAGG:
Yes, they did.

296

MS. DeMARCO:
Those are my questions.

297

MR. KAISER:
Thank you. Mr. O'Leary, anything?

298

MR. O'LEARY:
No, sir. Thank you.

299

MR. SOMMERVILLE:
No, thank you.

300

MR. KAISER:
Thank you, panel, that was very helpful. Anything further, Mr. Millar?

301

PROCEDURAL MATTERS:


302

MR. MILLAR:
Mr. Chair, I think that is all we have scheduled for today.

303

MR. KAISER:
Could we mark the Niagara Erie document that was referred to.

304

MR. MILLAR:
That would be Exhibit D.2.4, Mr. Chair.

305

EXHIBIT NO. D.2.4
DOCUMENT TENDERED BY THE NIAGARA ERIE POWER ALLIANCE

306

MR. KAISER:
I understand we're adjourned until two o'clock tomorrow; is that correct?

307

MS. LEA:
2:00 p.m. tomorrow. Yes, that's correct.

308

‑‑‑ Whereupon the proceedings adjourned at 10:40 a.m.

