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December 7, 2005

Mr. John Zych, Board Secretary

Ontario Energy Board

2300 Yonge Street

Suite 2700

Toronto, ON

M4P 1E4

Re:
2006 Electricity Distribution Rate Application


Generic Issues Proceeding – RP 2005-0020 EB 2005-0529

Interrogatory Responses of Horizon Utilities Corporation 


For Vulnerable Energy Consumers Coalition (VECC)
Please find enclosed the Interrogatory Responses of Horizon Utilities Corporation for Vulnerable Energy Consumers Coalition (VECC) in the above-noted proceeding.  This is also included on the CD provided in pdf.

We will also be directing a copy of the same to the Applicant.

Thank you.

Yours truly,

Cameron McKenzie

Director, Regulatory Services

Horizon Utilities Corporation

Cc:
Michael Janigan, Counsel for VECC

2006 Electricity Distribution Rate Application

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

VECC Interrogatories for

Horizon Utilities:  EB-2005-0375/0376

Generic Issue #1:  Smart Meters

Question #1.1

Reference:
Application

a) Please provide complete details of the type of costs to be recorded in the proposed Smart Meter Deferral Account including: 

· period for which costs are to be tracked

· capital costs:  

· operating costs (distinguish direct costs and indirect for example back office costs), 

b) Is interest to be charged on the accounts and if so provide details of rates etc?

c) Does the applicant have estimates of the unit capital and operating costs for residential meters? If so please provide capital and annual operating costs.

d) When will the Applicant request that the balance of each account, including carrying charges, be examined and disposed of by the Board?  

e) How will the Board judge prudence and how will the prudently incurred costs be allocated to rate classes?

Response:
a) Horizon Utilities has not proposed a deferral account but rather a variance account to allow the recording, for reconciliation at a later date, of the differences, if any, between the cost of capital associated with Horizon Utilities’ projected incremental smart meter capital costs and Horizon Utilities’ projected incremental smart meter operating expenses, as detailed in Schedule 3-1 of its 2006 EDR Application, and the cost associated with the actual capital investments made by Horizon Utilities and the actual operating expenses incurred by Horizon Utilities in implementing the Government of Ontario’s smart meter initiative.

b) Interest, if it is to be charged, will be consistent with any direction or policy as established by the Board on the treatment of variance accounts.

c) No, Horizon Utilities has calculated costs in accordance with Appendix C-2 of the OEB’s Smart Meter Implementation Plan dated January 26, 2005.

d) Horizon Utiliites will rely on Section 78 (6.2) of the Ontario Energy Board Act. 1998, which states “If a distributor has a deferral or variance account that does not relate to the commodity of electricity, the Board shall, at least once every 12 months, or such shorter period as is prescribed by the regulations, make an order under this section that determines whether and how amounts recorded in the account shall be reflected in rates.”, for the disposition of this variance account. 
e) Determining prudence and methods of disposition is at the discretion of the Board and not Horizon Utilities to determine.

Generic Issue #2.1:  Deferral Accounts – Regulatory Costs

Question #2.1.1

Reference:
2006 EDR Model Tab 2-2 and Tab ADJ3

a) Please complete the following table with respect to the costs included in Regulatory Expenses (Account 5655)

	Expense Item
	2006

Application
	2004

Actual
	2003

Actual
	2003

Actual

	Regulators’ Fees/Charges
	
	
	
	

	  OEB Base Levy
	
	
	
	

	  Other OEB Charges
	
	
	
	

	  Other Energy Regulatory    Fees (specify)
	
	
	
	

	  Subtotal (1)
	
	
	
	

	In House Costs
	
	
	
	

	  Staff .Compensation
	
	
	
	

	  Other Costs
	
	
	
	

	  Subtotal (2)
	
	
	
	

	Outsourced Services
	
	
	
	

	  Legal Services
	
	
	
	

	  Consultants
	
	
	
	

	  Other Costs (Specify)
	
	
	
	

	  Subtotal (3)
	
	
	
	

	
	
	
	
	

	TOTAL Reg. Expense
	
	
	
	

	
	
	
	
	

	Total Customers
	
	
	
	

	Total Energy Distributed
	
	
	
	

	
	
	
	
	

	Reg. Costs/Customer
	
	
	
	

	Reg. Costs/kWh Distributed
	
	
	
	


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

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

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

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

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

Response:
a)


	Expense Item
	2006
	2004
	2003
	2002

	
	Application
	Actual
	Actual
	Actual

	Regulators’ Fees/Charges
	 
	 
	 
	 

	  OEB Base Levy
	709,386
	405,448
	238,526
	282,448

	  Other OEB Charges
	 
	 
	 
	 

	  Other Energy Regulatory    Fees (specify)  ESA
	84,310
	37,203
	 
	 

	  Subtotal (1)
	793,696
	442,651
	238,526
	282,448

	In House Costs
	 
	 
	 
	 

	  Staff .Compensation
	45,920
	45,920
	97,365
	161,019

	  Other Costs
	 
	 
	 
	960,295

	  Subtotal (2)
	45,920
	45,920
	97,365
	1,121,314

	Outsourced Services
	 
	 
	 
	 

	  Legal Services
	 
	 
	 
	 

	  Consultants
	111,603
	111,603
	86,053
	 

	  Other Costs (Specify)
	245,764
	245,764
	 
	 

	  Subtotal (3)
	357,367
	357,367
	86,053
	 

	 
	 
	 
	 
	 

	TOTAL Reg. Expense
	1,196,983
	845,938
	421,944
	1,403,762

	 
	 
	845,938
	421,944
	 

	Total Customers
	227,081
	227,081
	225,659
	224,565

	Total Energy Distributed
	5,749,079,454
	5,513,910,787
	5,523,135,079
	5,786,724,368

	 
	 
	 
	 
	 

	Reg. Costs/Customer
	5.27
	3.73
	1.87
	6.25

	Reg. Costs/kWh
	0.00021
	0.00015
	0.00008
	0.00024

	Distributed
	
	
	
	


b)
Year over variance result from changes in allocation of costs incurred to align with the Accounting Procedures Handbook.  In 2002 a one time charge of $960,000 to Regulatory Costs was to expense the provision set up for transition costs.  In 2004 Hamilton Hydro began to record the cost of wholesale settlement to Regulatory Costs as these costs are directly related to the regulated electricity market.  St. Catharines Hydro relied on outside services such as consultants and partially charged a regulatory staff position to this account. 

c)
Staff positions primarily involved in regulatory matters

· Director, Regulatory Services

· Manger, Rates and PBR

· Officer, Regulatory Affairs

· Rates Analyst

d) Full time equivalents in 2004 charged to 5655 is 0.7 FTE

e) The amounts recorded as staff compensation include payroll related overheads.  

f) Horizon Utilities records regulatory legal costs in OEB account 5630. 

	5630  Outside Resources
	2004
	2003
	2002

	Legal
	40,426
	49,586
	4,179


Question:  #2.1.2

Reference:
Application

a) Please clarify for what years the requested Regulatory Expenses Deferral Account would apply (i.e., just 2006 or other years as well)?

b) Please provide complete details of the specific types of costs the Applicant proposes would be recorded in the proposed Deferral Account.  

c) Please provide a schedule that sets out, for each type of cost the Applicant proposes as being eligible for inclusion in the Deferral Account, the expense level included in the 2006 Rate Application. 

d) Explain what are the unusual costs that have not been included in the 2006 Rate Application and demonstrate the potential materiality of such costs.

e) Is interest to be charged on the accounts and if so provide details of rate that the Applicant proposes should be used?

f) What is the Applicant’s proposal as to when the balance of the account, including carrying charges, should be examined and disposed of by the Board?  

g) What is the Applicant’s proposal as to the regulatory costs (per the 2006 Application) that should be recorded as a credit for purposes of the requested Regulatory Expense Deferral Account?

h) How should the Board judge prudence (e.g., how should the Board ensure that utilities have not simply contracted out for 2006 and included in the Deferral Account the costs of regulatory-related activities that were performed in-house in 2004)?

i) How should the recovery of prudently incurred costs be allocated to rate classes?

Response:
a) The variance account would apply to the years 2005, 2006 and 2007 or until such date as the Board approves the re-basing of distribution rates.

b) Horizon would expect the variance account to record the difference, if any, between the amounts recoverable in the 2005 rates and the Tier 1 adjustments included in the 2006 EDR Application for the years 2006 and 2007, subject to the Board’s commitment to re-basing of rates in 2008.

These expenses would include but are not limited to:

· Ontario Energy Board assessments

· Electricity Safety Authority Fees

· Fees and charges from other regulators

· Legal and consulting costs incurred in the preparation and filing of applications to the Board

· Legal and consulting costs incurred in preparing for and responding to Board / Intervenor initiated proceedings on their own accord.

· combined proceedings on matters relating to OEB Codes; or policy oriented proceedings conducted by the Board.

· Direct costs or share of costs, being Board costs or costs of intervenors for which Horizon is directed to pay by the Board.

	Type of Cost
	2006 EDR Application

	Ontario Energy Board
	$709,386

	Electricity Safety Authority
	$84,310

	Other Regulators
	$0

	Legal & Consulting – Preparation of Filings
	$0

	Legal & Consulting – Board Initiated Proceedings
	$15,000

	Direct Board / Intervenor Costs
	$0


c) Horizon cannot identify unusual costs that are not included in the 2006 EDR Application due to the nature of the regulated business. The uncertainty of proceedings either Board initiated or intervenor initiated cannot be determined. Each proceeding requires the engagement of outside resources however, not being able to ascertain the number of, the complexity of or the timing of regulatory proceedings and the fact that the 2006 EDR Handbook did not provide for such costs as part of the historic test year filing is the very reason that the variance account is required.

d) Interest, if it is to be charged, will be consistent with any direction or policy as established by the Board on the treatment of variance accounts.

e) Horizon Utiliites will rely on Section 78 (6.2) of the Ontario Energy Board Act. 1998, which states “If a distributor has a deferral or variance account that does not relate to the commodity of electricity, the Board shall, at least once every 12 months, or such shorter period as is prescribed by the regulations, make an order under this section that determines whether and how amounts recorded in the account shall be reflected in rates.”, for the disposition of this variance account.
f) Horizon Utilities is proposing that the variance account be established to allow the recording, for reconciliation at a later date, of the differences, if any, between the amounts recoverable in Horizon Utilities' OEB-approved revenue requirement  and actual costs incurred as explained in Chapter 8 of the 2006 EDR Application. 

g) Determining prudence and methods of disposition is at the discretion of the Board and not Horizon Utilities to determine.
h) Determining prudence and methods of disposition is at the discretion of the Board and not Horizon Utilities to determine.
Generic Issue #2.2:  Deferral Accounts – Revenue Losses Attributable to Unforecasted Distributed Generation

Question 2.2.1

Reference:
Schedule 10.6

a) Would the Applicant’s existing Standby Rates ensure ongoing recovery of required distribution revenues in the event that an existing customer installed load displacement generation?

b) If not, please explain why.

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

Response:
a) No, not necessarily as the Stand By Charge is a generic rate and a customer specific charge would be required to ensure on going recovery of distribution revenues.

b) Depending on the number of small load displacement generation there could be a loss of distribution revenues.

c) Typically six months 

d) Generic Issue #3:  Generalized Standby Rates for Load Displacement Generation

Question #3.1

Reference:
Schedule 10.6

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

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

Response:
a)
The Standby charge is applied to the contracted back up demand.  This back up demand is determined based on the plate rating of the generator. 

	General Service Standby Use
	
	
	
	
	

	   Monthly Service Charge
	
	
	(per contracted kW)
	 $         1.0900 


b)
The Standby Rate was calculated by the predecessor utility, St. Catharines Hydro and approved by the previous regulator, Ontario Hydro and subsequently by the Ontario Energy Board on the Schedule of Distribution Rates and Charges, the latest being March 1, 2005.  Those employees responsible for the original calculations elected not to remain with Horizon Utilities, and therefore the methodology cannot be determined.

Generic Issue #4.1:  Other Deferral Accounts – Rate Mitigation Revenue Shortfalls

Question #4.1.1

Reference:
Schedule 13.1

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

b) If this is not the case, please explain why and quantify the anticipated impact.

Response:
a) Horizon is not applying for rate mitigation as rates are decreasing.

b) See a)

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

Question #4.2.1

Reference:
EDR 2006 Model – Tab 5.1, Tab 7.2 and Tab 8.5

a) Please confirm that the Applicant is an Embedded Distributor – but is not a Host Distributor.

b) Please provide a schedule that indicates what the LV Wheeling charges included in the Application are as a percentage of:

· Total Distribution Revenue Requirement (per Tab 5.1)

· Total Rate Base

c) If the OEB were to establish deferral accounts for LV Wheeling cost incurred by Embedded Distributors, would it be appropriate to credit to the account the revenues received from customers based on the LV cost adders per Tab 8.5?  If not, why not?

d) Would it be more appropriate to consider the account a variance account similar to RSVA’s?

e) If the Applicant is a Host Distributor, please complete and provide Schedule 10.7

Response:
a) Horizon Utilities is an embedded distributor, it is not a Host Distributor.

b) Horizon is assuming the question is referring to Low Voltage Charges in total, which includes more than “Wheeling”.  Horizon has included $554,796 in Low Voltage Charges in its 2006 EDR Application.  These charges represent 0.6% of Service Revenue Requirement and 0.17% of Rate Base.

c) Should the Board establish a deferral or variance account for LV Charges, Horizon believes it would be appropriate to credit this account with the revenues received from customers based on the LV charges as calculated on Tab 8-2 Rates – LV Wheeling of the 2006 EDR Model.  See d) below.

d) Horizon agrees that a more appropriate treatment of LV charges and recovery would be to establish a variance account in the same manner as the RSVA accounts.

e) Horizon is not a Host Distributor.

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

Question #4.3.1

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



EDR Schedule 6-2 (Bad Debt Expense)

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

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

Response:
a) Horizon Utilities materiality threshold as calculated by the Model is $103,174.  Over the three years Horizon had three (3) bad debts exceeding this materiality.

	GS > 50 kW
	# occurrences
	$ write off
	Total write off

	2002
	0
	0
	$1,323,472

	2003
	1
	$159,796
	$1,735,983

	2004
	0
	
	$795,784

	
	
	
	

	Large Users
	# occurrences
	$ write off
	Total write off

	2002
	
	
	above

	2003
	1
	$200,146
	above

	2004
	1
	$262,109
	above


Question #4.3.2

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

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

b) If not, please outline what the Applicant’s practice is.

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

Response:
a) Horizon Utilities has Credit Policies approved by the Board for all classes of customers available on our web site at www.horizonutilities.com .  Horizon does have internal work procedures established for collections and write-offs.  These are summarized in b).

b) The following outlines Horizons practice:

· Final Bills are rendered

· Due date is 16 days from date of mailing

· A Final Notice is issued seven (7) days after the due date.

· A Collection Exception list is run where a PD cheque may be on file, a deposit may not have been applied or a match to another account or other internal tracking mechanism has been identified.

· Thirty (30) days from the due date accounts (except the exceptions above) are sent to a collection agency.

c) Recovery from collection agencies runs about 3%.

Question #4.3.3

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

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

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

Response:
a) Horizon would agree that the establishment of a deferral account for material bad debts is a move in the right direction, however Horizon does agree that there is a reduction in business risk.

There continues to be more risk of bad debts at levels far below materiality, which are not appropriately addressed by the Board’s Distribution System Code.  In fact this Code is very restrictive in the collection of security and requires the refund of security to customers who maintain a good payment history over a short period of time.  No customer provides advance notice of their intent to declare delinquency in payment or filing of bankruptcy such that the repayment terms for customer security continues to leave the LDC at substantial business risk.  The LDC caries the risk of all market charges leaving the IESO and Generators risk free.

In addition, there is significant regulatory risk of intervention by government and the Board, such as the “payment holiday provided” provided by legislation and Bill 210, that LDC’s are restricted in mitigating the business risk associated with bad debts.

The business costs of bad debts at levels below materiality continue to exceed the risk and costs related to a material bad debt occurring.  The recovery in future rates for deferral or variance account s is not guaranteed and therefore does not necessarily reduce the risk. 

b) The following shows a 0.05% impact on Horizon Utilities’ after-tax ROE for a single material bad debt occurrence $103,000.

	Equity ratio
	
	
	
	40.00%

	Regulated Return - ROE
	
	
	9.00%

	Tax Rate
	
	
	
	
	36.12%

	
	
	
	
	
	

	Horizon Rate Base
	
	
	
	334,340,507

	Equity Portion of Rate Base
	
	
	133,736,203

	Return of Return Before Material Bad Debt
	12,036,258

	Material Bad Debt
	
	
	
	103,000

	After Tax Impact of Material Bad Debt
	
	65,796

	Rate of Return After Material Bad Debt
	
	11,970,462

	Revised ROE
	
	
	
	8.95%

	Impact of Material Bad Debt on ROE
	
	0.05%


***End of Document***












