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ORILLIA POWER DISTRIBUTION CORP.  (“OPDC”)

RESPONSES TO VULNERABLE ENERGY CONSUMERS’ COALITION (“VECC”) INTERROGATORIES ON GENERIC ISSUES
RP-2005-0020/EB-2005-0529 -  EB-2005-0401 

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
	2002

Actual

	Regulators’ Fees/Charges
	
	
	
	

	  OEB Base Levy
	51,698
	33,219
	19,368
	23,731

	  Other OEB Charges
	
	
	
	

	  Other Energy Regulatory    Fees (specify) - ESA Regulatory Oversight Fee
	6,987
	2,899
	
	

	  Subtotal (1)
	58,685
	36,118
	19,368
	23,731

	In House Costs
	
	
	
	

	  Staff .Compensation
	
	
	
	

	  Other Costs
	
	
	
	

	  Subtotal (2)
	
	
	
	

	Outsourced Services
	
	
	
	

	  Legal Services
	
	
	
	

	  Consultants
	
	
	
	

	  Other Costs (Specify)
	
	
	
	

	  Subtotal (3)
	
	
	
	

	
	
	
	
	

	TOTAL Reg. Expense
	58,685
	36,118
	19,368
	23,731

	
	
	
	
	

	Total Customers
	
	12,263
	12,270
	12,131

	Total Energy Distributed
	
	313,903,113
	320,550,420
	286,884,558

	
	
	
	
	

	Reg. Costs/Customer
	
	$2.95
	$1.58
	$1.96

	Reg. Costs/kWh Distributed
	
	$.00012
	$.00006
	$.00008


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) The information requested has been provided in table above

b)  Increases are as assessed by regulatory bodies and as such are not controllable by OPDC.

c) Core OPDC staff involved in most regulatory matters are the Treasurer and the Accountant. Other staff becomes involved as necessary depending on the task. However tracking, analysis, recording, reporting and record keeping would normally involve the above mentioned staff.

d) No staff compensation has been allocated to account 5655.

e) No overheads have been allocated to account 5655.

f) Compensation and other costs of staff involved in regulatory affairs have been charged to their regular administrative accounts ie 5605, 5610 & 5615. Expenses of outside consultants involved in rate applications have been charged to 5630. As staff time has not specifically been tracked against regulatory it is difficult to accurately estimate amounts however time spent in this area by staff mentioned in 2.1.1 c is becoming more substantial each year. Consulting costs have ranged between $10,000 and $20,000 per year in 2002 to 2004 and again costs in this area are growing due to increasing regulatory requirements.

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) Until a cost allocation study is completed, OPDC will not be in a position to know if the existing Standby Rates ensure ongoing recovery of required distribution revenues in the event that an existing customer installed load displacement generation.

b) See answer to 2.2.1 a).

c) OPDC has not had enough requests of this nature to say what the average lead time is. We would expect customers planning load displacement generation to provide adequate notice which would normally be months ahead of the installation date.

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 current charge is $1 per kw per month based on the rated capacity of the cogeneration plant. For example a generator with installed rated capacity of 1 MW would be charged $1,000 per month as standby charge.

b) The current Standby Rate has been in place for over ten years and was developed under the former Ontario Hydro rate setting regime using current practices of the day and considered what was being done in other municipalities at that time.

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) OPDC does not expect any short-fall in revenues for 2006 as a result of Rate Impact Mitigation measures. No mitigation measures were required as for the most part rates are decreasing and in the instances where they are not, impacts were not significant enough to require mitigation.

b) Not applicable.

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) OPDC confirms that it is an embedded distributor but not a host distributor.
b)  Low voltage charges of $178,800 represents 2.71% of Total Distribution Revenue Requirement and 0.99 % of Rate Base

c) If the OEB were to establish a deferral account for LV wheeling costs, the method suggested is reasonable.

d) OPDC believes that a RSVA type variance account is a more appropriate method of dealing with this issue.

e) Not Applicable

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) OPDC experienced two material bad debt occurrences using the definition of materiality provided by the Rate Handbook.

b) The two material bad debt occurrences were from customers in the General Service > 50 kW class.  One occurrence was in 2002 for an amount of $25,000 and other occurred in 2003 for an amount of $99,000.
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) OPDC does not currently have a formal Bad Debt Policy.

b) Deposits are normally applied to the customer's final billing on move out with the difference either being refunded or billed to the customer. Deposits are always applied to outstanding balances should a customer become unable to pay. An allowance for doubtful accounts is determined based on a formula applied to aged accounts receivables. Bad debt expense is increased / decreased as an offset to the allowance for doubtful accounts determined by the allowance formula. Amounts turned over to collection, usually after six months, are written off as bad debt at that time. The allowance for doubtful accounts is reduced by these writeoffs. Any funds previously written off and subsequently received are credited back to the allowance.

c) It is rare that bad debts are recovered subsequent to writeoff.  Our experience would indicate that most likely the recovers would be in the 1% to 2% range.
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) OPDC does not 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 OPDC’s business risk. OPDC believes that the current market rules and regulatory framework unfairly penalizes the LDC making them accountable for 100% of the bad debt risk when their portion of the bill is usually less than 25%. We have yet to see any defendable rational that justifies impacting the LDC return on equity for 100% of uncollectible accounts. This risk needs to be more fairly shared with other market participants currently not exposed to any collection risk. This needs to apply to all bad debts, not just material bad debts as the immaterial bad debts can add up to significant amounts. There are various mechanisms that could be implemented to reduce LDC business risk and in our opinion creating a deferral account is not the best option although it would be a step in the right direction. A better option would be to create an RSVA type variance account where the non LDC portion of uncollectible receivables could be charged. This puts the uncollectible commodity and transmission charges risk back in the market where it belongs and leaves the LDC at risk only for their portion of the bill.

b) The Rates Model calculated materiality for the purposes of OPDC bad debt expense to be $8,460. Assuming bad debt expense is deductible for tax purposes at 36.12%, after tax return on equity would decline by $5,404.
