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Introduction

1. In Procedural Order No. 3 in its Generic Issues Proceeding, issued November 17, 2005, the Ontario Energy Board (the “Board”) established a Generic Issues List for this proceeding.

2. In Procedural Order No. 4 in this proceeding, issued December 21, 2005, the Board advised that it would convene to hear submissions from parties to this proceeding commencing on Tuesday, January 10, 2006.  Written versions of these submissions are due January 9, 2006, as are written submissions from parties preferring to file only written submissions.

3. The following are the submissions of Toronto Hydro-Electric System Limited (“THESL”) on issues set out in the Generic Issues List that are relevant to the THESL 2006 Electricity Distribution Rate Application.

Smart Meters

4. As part of the Provincial initiative for energy conservation and demand management, the Ontario Government has mandated the deployment of smart meters for all electricity consumers in the province by 2010. THESL is responsible for approximately 673,000 meters within its licensed service territory.

5. THESL has two main objectives regarding the Smart Meter Program.  One objective is to meet, or ideally improve upon, the Government’s timeline with respect to the deployment of smart meters to customers.  The other objective is to implement the mandated time-differentiated rate structures in accordance with the government’s directives.

6. Smart meter deployment involves the installation of the meters, the implementation of the information technology systems required, and the development and implementation of the necessary business processes.

7. The smart meter deployment project is multi-year and multi-faceted. The important project components that will be carried out include: A) Smart Meter Technology Selection, B) Systems Implementation, C) Business Process Implementation, D) Meter Deployment, and E) Customer Communication. Specific aspects of these components are listed in Attachment A.

8. THESL plans to invest approximately $52 Million in its Smart Meter deployment program in 2006.  Table 1 (below) details the cost components that comprise this planned expenditure. 

Table 1 - Projected 2006 Smart Meter Expenditures

	 
	Residential


	Commercial & Industrial
	Total



	Number of Smart Meters Installed
	150,000
	7,500
	157,500



	Material Cost
	$34,375,000
	$9,567,000
	$43,942,000

	Labour Cost
	$2,575,000
	$1,480,000
	$4,055,000

	Vehicle Cost
	$500,000
	$180,000
	$680,000

	IT Cost
	$2,857,000
	$143,000
	$3,000,000

	Totals  
	$40,307,000
	$11,370,000
	$51,677,000


9. System costs pertaining to the implementation of the smart metering system and fieldwork management system are included in the figures shown in Table 1 above. System costs related to billing system, interfaces, and back-office systems integration are not included at this time, as the roles of distributors, the Ontario Government, and other agencies and/or third parties is not yet clear.  If THESL and other distributors are to be involved in these activities, it will be necessary for them to recover the associated costs. The Customer Communication Cost will be a one-time expense for educating customers on smart metering.  The expected Installed Meter Unit Cost is $250 for Residential Smart Meters and $1,500 for Commercial & Industrial interval meters, based on the Board’s Implementation Plan dated January 26, 2005, Appendix C-2.  A Monthly Operating Unit Cost of $1.42 and Benefit of $0.39 are taken from the same Appendix.

10. THESL proposes to incorporate a total annual value estimate for the purposes of deriving rates effective May 1, 2006.  THESL is confident of the appropriateness of the budgeted capital and operating cost amounts related to the general roll-out of Smart Meters proposed for 2006 and the inclusion of these amounts for rate-making purposes for rates effective May 1, 2006 but acknowledges the use of a variance account as a possible means of  tracking and capturing estimate-to-actual differences.  A budgeted amount allows each utility an opportunity to exceed any deployment program that would be derived from a standard amount formula. THESL strongly feels that a deferral account is not appropriate, as it does not allow for the recovery of moneys spent (or at the very least an estimated value for those expenditures) on the Smart Meter program in the same period as it is spent on program implementation. Variance account treatment, however, would be acceptable as a reasonable means of managing the current ambiguity and variability surrounding the ultimate economic specifics of the Smart Meter program implementation should the Board desire a method to track THESL’s spending in comparison to the figures proposed in its 2006 EDR Application.

11. THESL notes that the inclusion of estimated Smart Meter expenditures in 2006 rates, and their recovery during the period in which they are being incurred, is not only beneficial to the distributor.  This methodology, coupled with a variance account, will assist in minimizing the impacts of Smart Meter implementation on customers.  The alternative – using a deferral account – may result in customers bearing multiple years worth of expenditures in a single rate year.  The THESL proposal avoids these multi-year impacts.

12. THESL proposes that an annual rate adjustment mechanism be used to incorporate new cost information and the significant ramp-up in rate base resulting from the Smart Meter installations.  This process would be a routine and automated update process so that rates are kept reflective of and based on estimated actual Smart Meter program expenditures. 

13. From an accounting perspective, THESL requests that two variance sub-accounts be created.  One, a Smart Meter Capital Variance Account that would incorporate return on investment and amortization components and a second Smart Meter OM&A Variance Account that would reflect actual amounts spent plus carrying costs based on some short term debt rate that would be reviewed annually.

ATTACHMENT A

Smart Meter Program Implementation Components

A) Smart Meter Technology Selection

· Specification of metrological and communication requirements to meet the needs of THESL.

· Assessment of available technologies.

· Selection of the most cost effective system, or systems, for implementation (the physical location of the meters will likely require two different technologies).

B) Systems Implementation

· Selection and implementation of a fieldwork management system to support the high volume of meter deployment.

· Implementation of interfaces to the Provincial central meter data management system for the smart meter system and billing system.

· Integration of THESL’s internal systems with the central meter data management system and the smart meter system.

· Modification and enhancement of the billing/settlement/EBT systems to support the mandated meter data and rate structures.

C) Business Process Implementation

· Development and implementation of business processes impacted by smart metering in the areas of billing, customer service, meter services, etc.

D) Meter Deployment 

· Planning of meter installation work schedule to meet installation targets (the deployment strategy will likely require focusing on the non-downtown areas first to meet the installation targets).

· Planning of resources for the work volumes required.

· Development and implementation of meter installation and data update processes.

· Dispatching, managing and tracking of meter installations.

E) Customer Communication

· Development of a communication plan to inform and educate customers regarding smart meter and time-of-use rates.

· Implementation of a customer communication plan.

Regulatory Cost Variance Account

14. The OEB approved Account 1508 – Other Regulatory Assets – sub-account OEB Cost Assessments allows LDCs to record OEB fees assessments in order that these costs may be given consideration for recovery in the future (i.e. May 1, 2006). 

15. At minimum, THESL has requested that the scope of this account be modified, but more appropriately, that a new variance account be established to also include the recording, for reconciliation at a later date, of the differences, if any, between the amounts recoverable in THESL's OEB-approved revenue requirement on account of Electrical Safety Authority fees and external regulatory costs associated with regulatory proceedings (including, without limitation, intervenor, consultant, and legal costs), and the actual costs incurred by THESL in this regard.  These may include, without limitation, ratemaking proceedings; combined proceedings on matters relating to OEB Codes; or policy oriented proceedings conducted by the Board.  THESL has proposed that estimates of these costs be factored into the derivation of rates effective May 1, 2006 and that this account track the variance of estimated-to-actual costs for reconciliation in future rate adjustments, as appropriate.  Looking forward, THESL believes this to be appropriate and especially applicable in circumstances where rates are established for multi-year periods such as in a PBR regulatory framework.

16. THESL feels that a deferral account is not the best way to handle these external regulatory costs, as it does not allow for their approximate recovery in the same period as they are incurred. Variance account treatment, however, would be a more reasonable way to manage the uncertainty and variability associated with these types of costs.   As with the proposed inclusion of estimated Smart Meter expenditures in THESL’s 2006 electricity distribution rate Application, the inclusion in its 2006 revenue requirement of estimated regulatory costs, coupled with a variance account, will assist in minimizing the impacts of THESL’s participation in the OEB’s proceedings and initiatives on its customers by avoiding multi-year recoveries in a single rate year.  The use of the variance account will also result in fair treatment of both the distributor and customer, in that the distributor will recover no more, and the customer will pay no more, than the distributor’s actual regulatory costs.
17. THESL believes its proposal to be a reasonable request given (1) the significant costs that can arise out of participation in the OEB’s proceedings and initiatives and the uncertainty from year to year as to the numbers of proceedings the Board will convene and their anticipated cost; (2) the desire to prevent both the ratepayer and the shareholder from benefiting at the expense of the other party with regard to the costs associated with these proceedings; and (3) the fact that the underlying circumstances associated with this risk are beyond THESL’s ability to control.  For example, it was not possible for THESL to predict prior to the spring of 2003 that the Board would convene a combined proceeding on service area amendments (in which THESL submits that it was reasonable for it to participate); it was also not possible to know that the Board would convene other oral proceedings such as those for the final approval of the regulatory asset balances for THESL and a select group of other distributors in 2004 and more recently for CDM related issues.  These and other proceedings have been very costly for THESL and, it expects, for other LDCs as well.  THESL has requested that the abovementioned modification, or the establishment of the new variance account, be effective May 1, 2006.  

Deferral Account for Revenue Losses Attributable to Unforecasted Distributed Generation

18. THESL believes it appropriate and proposes that it be permitted to record in a deferral account foregone revenue amounts attributable to unforecasted load losses arising from distributed generation if its proposed Standby Rates are not approved but emphasizes that this account would not be required by THESL if THESL’s Standby Rates proposal as outlined earlier in this document is approved.

Other Deferral Accounts

19. THESL believes it appropriate and proposes that each utility have the option of establishing a Low Voltage Charge Deferral Account and tracking such variances if they are expected to be material.

20. THESL believes it appropriate and proposes that each utility have the option of establishing a Material Bad Debt Deferral Account and tracking such costs as a precaution.  

Standby Facilities Charge for Independent or Parallel Generation

21. THESL’s current standby charges represent a collection of charges that existed in four of the six former Metropolitan Toronto distribution utilities: Toronto Hydro; North York Hydro; Etobicoke Hydro; and York Hydro. An application was submitted to the Board in 2002 to harmonize these rates, but a review and decision into that application was cancelled as a result of Bill 210. Consequently, these rates were grandfathered and remained the only rates that have yet to be harmonized following the amalgamation of the six former Metropolitan Toronto distribution utilities in 1998.

22. Section 10.6 of the 2006 Distribution Rate Handbook allows a distributor to modify its existing charges. As part of its 2006 rate application, THESL proposes to apply the variable distribution rate to recover the cost of providing reserve distribution capacity to customers that have independent or parallel generation facilities.

23. In the typical case, THESL installs distribution capacity to carry total estimated load and recovers the associated costs through rates when the customer uses electricity. If a customer requires distribution capacity on a standby basis, the costs of capital, operations and maintenance, taxes and administration to provide that capacity are not recovered in the standard rates, since the standard rates are based on the assumption of continuous use. From a distribution system installation and operation perspective, THESL believes that there is no discernible difference in distribution capacity requirements supplying firm and standby power. With this tenet in mind, THESL’s standby charge has been designed so that the cost burden of providing standby distribution facilities does not fall on general ratepayers and THESL proposes to charge the same rate to both distribution and standby demands.

24. A customer can negotiate the amount of standby or contract back-up capacity with THESL. The contract backup demand can be determined by using either the full nameplate rating of the generator, or a portion of that value.  THESL will give consideration to factors such as the customer agreeing to shed load instead of taking power from the grid, and agreeing to displace load, when negotiating the backup amount.  If a customer determines that no backup capacity is required, then that capacity will be available for use by other customers.  In this case, THESL will not require the customer to pay standby facilities charges.  However, the customer will not be entitled to rely upon the additional line capacity from THESL if its generator fails.  THESL will require any customer operating independent generation with a nameplate capacity of 500 kVA or greater to sign a standby facilities contract regardless of the amount of contract backup demand.

25. Subject to arrangements made between the customer and the distributor with respect to outages (e.g. scheduled maintenance), in every month when the customer does not require the usage of the reserved distribution system capacity  (i.e. the generator is not on a forced outage), THESL will apply its regular distribution volumetric rate to the contracted standby demand (typically, the name plate rating of the load displacement facility) in addition to the customer’s regular billing demand.

26. Additionally, THESL will impose a backup overrun adjustment to ensure customers contract for the appropriate amount of standby capacity. It is proposed that backup overrun adjustments will be determined by reviewing the hourly interval data prior to and immediately after a generator’s change of operational status. The instantaneous demand difference with the generator on and off is determinative of the standby line capacity used and any overrun. A negotiated time allotment for possible load shedding by the customer will be factored into the analysis. The backup overrun adjustments will never exceed the nameplate rating of the generating plant; consequently the backup overrun adjustment will only apply to customers that have contracted for backup demand that is less than the generator nameplate rating.

27. THESL proposes to review the contract backup demand on a quarterly basis. If a customer exceeds the contract backup demand (backup overrun adjustment) in any of the three preceding billing periods, the contract backup demand will be increased retroactively to the highest monthly level of utilization that occurred in those three months and the standby facility contract will be amended to reflect that level as the default contract backup demand.  The backup overrun adjustment is assessed at the same rate as the billed backup demand.
28. To avoid the double recovery of distribution costs, the customer will not be charged for standby during periods when the generator is not in service. At those times, the full use of the distribution facilities will have already been captured within the customer’s peak metered demand.

29. Although THESL has proposed the use of a contract backup demand methodology as an approach that may be more acceptable to customers, it must be recognized that this method is subject to limitations which would not be faced if a much simpler gross-load billing method was used instead, similar to that used for Transmission Connection assets.  Examples of such limitations include situations where the customer’s generator exceeds the customer’s load, or where the generator is running at less than full output.  Also, the gross load billing method would obviate the need for the backup overrun adjustments.

30. THESL also proposes to recover the incremental cost of metering, billing and monitoring the standby customers, via a monthly administration charge of $200, as shown in Appendix 10-E of the pre-filed evidence.  In order to maintain the overall class revenue requirement, standby contract quantities are included in the appropriate class billing quantities.
31. THESL has developed its own standby charge methodology rather than following the Board’s methodology (Schedule 10-6 of the 2006 EDR Handbook).

32. THESL has approximately 233 stations comprised of transmission-connected stations and distribution-connected stations. There are over 1,600 feeders (connected to these stations) at voltages varying from 27.6kV, 13.8kV and 4.16kV, with a total estimated circuit length of approximately 20,000 km.

33. Determining the distribution assets for specific generation sites would be a time-consuming exercise that requires THESL to obtain data and details from a variety of sources, and then carefully filter, sort and analyze the data for accuracy, relevance and impact to both the generator and utility. Schedule 10-6 of the 2006 EDR Handbook is more suited for distribution systems that can clearly identify the specific distribution assets being utilized for standby services and is not suited for a dense distribution system environment.

34. Furthermore, Schedule 10-6 can be used to identify specific facilities costs and directly assign these to each individual customer. With several customers that require standby power there is the potential of this to produce several unique standby charges.  

On the other hand, even if the standby distribution costs for these customers are pooled together this would still be inconsistent with the overall distribution rate allocation methodology. Both the current fixed and variable distribution rates are based on a pooling-by-rate-class concept.  In addition, with the pooling of existing standby customers, the costs and allocation change with every entry and exit of customers from that pool, thereby potentially creating significant swings in the cost allocation depending on the standby requirement and location. This is not desirable from the rate stability perspective.

35. THESL’s proposal is neither a site specific nor customer pool methodology, but rather is a rate class approach.

The application of the standby rate is illustrated as follows:

Rate Structure

(a) Contract Backup Demand is the reserved kVA capacity as agreed between the customer and THESL.

(b)
Standby Facilities Charge – this rate is applicable for each kVA/month of Contract Backup Demand.  It is only to be applied during those periods when the generator is in service (See Bill Determination).  For customers who own their transformers, the Standby Facilities Charge will be net of the transformer allowance credit.
(c)
Administration Charge – A monthly administration charge will be applied to cover the incremental cost of monitoring, billing and administration related to providing Standby Facilities service.
Backup Overrun Adjustment

36. Contract Backup Demand will be reviewed on a quarterly basis. In the event that in any of the three preceding billing periods, the customer has used an amount of backup capacity in excess of the Contract Backup Demand, the Contract Backup Demand will be increased to the highest monthly level of utilisation that occurred in the three preceding months.

37. In addition, the difference between the existing Contract Backup Demand and the adjusted Contract Backup Demand will be back-billed for the preceding three months from the month of review at the current or then applicable Standby Facilities Charge rate, along with applicable interest charges.  The adjusted Contract Backup Demand will remain in effect for a period of not less than twelve months from the date of revision, absent any demonstrable change in the operation of the generator (i.e. derating or decommissioning).

Determination of Standby Facilities Usage Levels

38. In order to provide flexibility, each Contract Backup Demand agreement could  include provisions to accommodate a customer’s unique operational power needs (e.g. reduced seasonal production line, complete plant shutdown) and load-shedding potential.

39. For the purpose of determining the utilized quantity of Standby Facilities capacity, as well as Backup Overrun, if any, the differences between
i) the demand at the last recorded interval of operation before the outage and the first recorded interval during the outage; as well as
ii) the demand at the last recorded interval of operation during the outage and the first recorded interval after the outage;
will be assessed. THESL will base the determination on the average of these two values. A negotiated time allotment will be factored into the analysis to provide an opportunity for the customer to implement load-shedding procedures.

40. The instantaneous demand difference with the generator on and off is determinative of the standby capacity used and consequently any overrun used, providing that a larger peak is not established at another time during the billing period. Effectively, it is the immediate change in demand rather than the difference in levels of demand with the generator on and off over the entire period that is critical.

41. In addition, Backup Overrun charges will only be applicable to the extent that the peak demand inclusive of Overrun demand exceeds any other metered demand level in the billing month.  This precludes Backup Overrun charges from being assessed in any case where the normal peak demand is established at another time during the billing month. Backup Overrun adjustments are made the first month of the new quarter for the previous quarter.

42. Backup Overrun cannot in any case exceed the capacity of the generation being operated.  Operating conditions, fuel types, and other factors may lower the achievable output of a generator relative to its nameplate capacity; in that case, THESL will accept two actual capacity levels for applicability, based on predictable conditions (e.g., time of year, fuel type) and valid documentation, for contract purposes.

Bill Determination 

In the case where a customer’s parallel generator operates continuously over the billing period, the customer is billed the standard distribution rates on its metered consumption, and the metered consumption is deemed not to reflect any use of backup capacity for power delivery, although the capacity is nevertheless reserved.  In this instance, the customer is charged the full amount of  Contract Backup Demand.  (See Example 1 following.)

In the case where a customer’s parallel generator has not operated at all over the billing period, the customer is deemed to have actually used the reserved capacity for power delivery, and this use will be reflected in the metered quantities.  In this instance, THESL’s costs are recovered through the standard distribution rates and the customer will not be charged for standby.  (See Example 2 following.)

In the case where a customer’s parallel generator has operated for some, but not all of the billing period, the customer is billed on the greater of: i) maximum metered demand when the generator is off; and ii) maximum metered demand plus Contract Backup Demand when the generator is on. (See Example 3 following.)   If the amount of Standby Facilities Capacity used when the generator is off is greater than the Contract Backup Demand, Backup Overrun penalties will apply.  (See Example 4 following.)

Parallel Generation Data Requirements

Customers will be contractually required to provide THESL with certain operating and load information pertaining to parallel generators with nameplate capacities equal to or greater than 500 kVA.  Only the information needed for billing and operations purposes will be required, and this information will be kept confidential and used only for those purposes.

All new generators will be metered. The generator’s load profile will be compared to the metered (i.e., supplied by THESL) load profile to determine the application of the Standby Facilities Charge and any associated charges.

As most existing generators are not metered separately, Billed Backup Demand and firm demand will be determined using the customer’s RIMS load data and the generator’s operation log.

For safety reasons, generator-utility interface protective devices (circuit breakers) are required for customer-owned generators. These circuit breakers are tripped (protection on) when the customer owned generators are operational and are closed when the same generators are off (protection off), to avoid feedback of electricity into the utility’s distribution system. THESL maintains a monthly log on each breaker
.   If the log indicates a generator outage, this will be taken into account in determining the peak demand during the outage period and the Billed Backup Demand. 

The billing of Standby Facilities charges is illustrated in the following examples.

Example 1

Parallel Generation Operational for the Entire Billing Month (Breaker Tripped and Never Closed)

If in any particular month, the generator is fully operational with no downtime, the customer will pay the Standby Facilities Charge in addition to the regular monthly distribution charges. 

Contract Backup Demand 




 2000 kVA

Peak Metered Demand 




 5000 kVA

Standby Facilities Charge




APPLICABLE

Monthly Charges: 

Distribution Charge = 5000 kVA x applicable class distribution rates
Standby Facilities Charge  = 2000 kVA x applicable Standby Facilities rates

Administration Charge

per current approved rates
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Example 2
Parallel Generator Out of Operation for the Entire Billing Month (Breaker was Closed and Never Tripped)

If the Parallel Generator is not operational during the entire billing month, the customer is assumed to have used the Standby Facilities to convey power therefore the “Peak Metered Demand” will have captured the full use of the distribution facilities and the customer is not charged for standby. 

Contract Backup Demand



 2000 kVA

Peak Metered Demand 



 6500 kVA

Standby Facilities Charge



NOT APPLICABLE

Monthly Charges: 
Distribution Charge 
= 6500 kVA x applicable class distribution rates

Standby Facilities Charge 
= 0


Administration Charge
per current approved rates
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Example 3 

Parallel Generator Operational for Part of the Billing Month (Breaker in both Tripped and Closed Positions)

In months during which the generator is operational part of the time, the customer will be billed on the greater of: 1) maximum metered demand when the generator is off; and 2) maximum metered demand plus Contract Backup Demand when the generator is on. 

Contract Backup Demand 



 2000 kVA

Peak Metered Demand with generation on

 6000 kVA  

Peak Metered Demand with generation off

 7500 kVA

Monthly Charges

Calculation 1

Distribution Charge 
= 7500 kVA x applicable class distribution rates

Administration Charge
per current approved rates 
Calculation 2

Distribution Charge 
= 6000 kVA x applicable class distribution rates

Standby Facilities Charge
= 2000 kVA x applicable Standby Facilities rates




Total
    8000 kVA

Administration Charge
per current approved rates
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(The total distribution system requirements are greater in calculation 2, therefore the customer’s bill is based on Calculation 2)
Example 4

Parallel Generator Operational for Part of the Billing Month (Breaker in both Tripped and Closed Positions) – with Backup Overrun

In months during which the generator is operational part of the time, the customer will be billed on the greater of: 1) maximum metered demand when the generator is off; and 2) maximum metered demand plus Contract Backup Demand when the generator is on. Backup Overrun will be back-billed for the preceding three months from the month of review at the current or then applicable Standby Facilities Charge rate, along with applicable interest charges. 

Contract Backup Demand 



 
 2000 kVA

Peak Metered Demand with generation on

 6000 kVA  

Peak Metered Demand with generation off

 8500 kVA

Monthly Charges: 

Calculation 1

Distribution Charge 
= 8500 kVA x applicable class distribution rates

Administration Charge
per current approved rates

Calculation 2

Distribution Charge 
= 6000 kVA x applicable class distribution rates
Standby Facilities Charge 
= 2000 kVA x applicable Standby Facilities rates




Total
    8000 kVA

Administration Charge
per current approved rates

(The total distribution system requirements are greater in calculation 1, therefore the customer’s bill is based on Calculation 1)
Quarterly Backup Overrun Analysis

Backup Overrun 

=  (8500- 6000) - 2000

=  500 kVA  

(Backup Overrun will be back-billed for the preceding three months from the month of review at the current or then applicable Standby Facilities Charge rate, along with applicable interest charges).
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� Example of Breaker LOG


10/01/01 00:00:00


                                                             


04:39:01 ABC Customer	  52G BREAKER POSITION     CLOSED                       





10/05/01 00:00:00


                                                             


23:33:28  ABC Customer      52G BREAKER POSITION     TRIPPED
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