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2006 Electricity Distribution Rates — RP 2005-0020/EB-2005-0529

SuBMISSIONS OF GREATER TORONTO AIRPORTS AUTHORITY (“GTAA”) ON THE
GENERIC ISSUES RAISED BY THE ONTARIO ENERGY BOARD

The Generic Issues Proceeding

I In response to applications 1t had received from a number of electricity
distribution utilities (“distributors”) for approval of their 2006 rates, on November 2, 2005 the
Ontario Energy Board (“Board”) issued Procedural Order #1 in this proceeding. In that Order,
the Board identified a preliminary list of common issues which had arisen on the various rate
applications, and established a procedure and schedule for interrogatories and submissions on
commen issues (the “Generic Issues Proceeding”). All of the registered intervenors in the rate
applications listed in Appendix A to Procedural Order #1 were named as parties to the Generic
Issues Proceeding and were invited to participate through filing evidence and submitting

interrogatories.

2. GTAA 1s a registered intervenor on the rate application of Enersource Hydro

Mississauga (“EHM”) and, as such, a party to this Generic Issues Proceeding.

3. GTAA confines its submissions in this Generic Issues Proceeding to Issues #2.2.1

and #3 as identified in the Board’s Procedural Order #3, dated November 17, 2005
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4. On December 9, 2005, GTAA pre-filed as evidence the affidavit of Ralph
Luciani, Vice-President of the consulting firm Charles Rivers Associates International (“CRAI”).
As exhibit “B” to that affidavit, Mr. Luciani appended a report dated December 8, 2005, which
expressed opinions and offered supporting analysis on these issues (“CRAI Report™). Mr.
Luciant’s affidavit, together with his curriculum vitae and the CRAI Report, are attached to these

submissions as Appendix A.

An Overview of GTAA’s Position on the Generic Issues

5. GTAA is an EHM customer, in the Large User class. It is a non-profit
corporation which operates Lester B. Pearson International Airport, Canada’s busiest airport.
GTAA recently commissioned a natural gas-fired cogeneration facility (the “Cogen Plant™) and
has entered into a Clean Energy Supply (“CES”) contract with the Ontario Power Authority. By
virtue of its Cogen Plant, GTAA has the capacity to both supply its own power needs, and to
supply power to the grid. GTAA is connected to the grid by way of a new interconnection with
the EHM distribution system, has a load displacing device, and is specifically mentioned in the

EHM Pre-filed Evidence in the context of EHM’s application for a new standby rate.

CRAI Report, Appendix A, pp.2-3

6. The 1ssue of standby rates is one which is important to customers with embedded
generation like the GTAA. As with other customers, those customers who have installed and
will rely upon their own generators, whether in whole or in part, are interested in ensuring that
the rates charged by distributors do not exceed the distributor’s cost of supplying the necessary
level of service to them plus the regulated rate of return. For a customer which also generates
electricity on site, both the distribution and standby rates of the distributor are of interest, as they

represent a significant operating cost (in GTAA’s case, over $1 million/annum).

21487291.2
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7. In GTAA’s submission, there are four guidelines or principles which should be
adhered to in fixing and approving the rates charged by distributors to embedded generators,
whether for distribution service or for operating in “standby” mode. These principles, outlined in

the CRAI Report, are as follows:

(1) Rates for standby service should not be isolated from the distribution rates
being charged by the distributor, since the customer considering installing
a load displacing device will want to have regard to the rates for each
service when assessing the costs to it of opting for embedded generation,
and in determining the mode of operating such generation;

(i)  Both distribution and standby rates should send the appropriate price
signals to the customer, based on the same cost of service principles;

(i11)  The distribution/standby rate structure should not only reflect the costs to
the distributor of servicing customers with load displacing devices, but
should also reflect any benefits the customer creates by its investment in
self-generation and/or exported generation, including avoided costs,
reduced system losses, and improved reliability; and

(iv)  Distribution rates which are not based on cost of service principles should
not be the starting point for the development of standby rates.

CRAI Report, Appendix A

8. The rates proposed by EHM in its 2006 rate application, and existing rates of
other distributors, do not adhere to these principles, Standby rates vary widely, and their source

is unclear.

9. Although in the 2006 EDR Handbook the Board proposed a formula to develop
standby rates on marginal cost principles, some distributors, including EHM, have declined to
use the formula. EHM baldly asserts, but cannot prove, that the formula does not work because
under the marginal cost approach it cannot recover all of the costs properly associated with
serving the load displacing customer. EHM proposes as an alternative that the load displacing

customer should simply be charged the same monthly rate for standby service as for distribution
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service based on its total power demand (whether that demand is self-supplied, supplied by the

distributor, or a combination of both).

Rate Application of EHM, August 2, 2005, Pre-Filed Evidence, pp.19-23

10. GTAA agrees with EHM to the extent that it submits that standby rates and
distribution rates should not be developed in isolation from each other. However GTAA does
not concur that currently approved distribution rates are an appropriate basis for billing
customers who are operating in “standby” mode. Current distribution rates were not developed
based on a cost of service study or developed with the embedded generator in mind. EHM and
others who posit unadjusted distribution rates as the basis for standby charges inherently assume
that the cost of servicing a customer who no longer relies exclusively on the distributor for its
power needs is identical to the cost of servicing that customer before the customer developed the
capacity to generate and distribute power. That premise is unsubstantiated and faulty in

principle.

11. As the CRAI Report outlines, there are potential savings and system-wide benefits
which may be realized when a customer installs a load displacing device and begins to supply its
own power needs and/or to export power to the provincial grid by way of a connection to the
distribution system. Those benefits and savings include reducing system losses, allowing
infrastructure improvements to be postponed, and increasing system reliability by reducing strain

on the system and injecting additional power during the system coincident peak.

12. Even EHM has indirectly acknowledged that its current distribution rates are a
rather unsatisfactory starting point for the development of standby rates. It is of particular note
that, notwithstanding that EHM is applying for its new standby charge based on its currently
approved distribution rates, EFIM has effectively acknowledged in the EHM Pre-filed Evidence
and 1ts response to interrogatories posed by GTAA that the most appropriate basis for the
calculation of both distribution and standby charges is one based upon a proper cost allocation

which reflects the true costs of delivering service to a particular customer class.
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EHM Pre-Filed Evidence, p. 22

EHM Generic IR Responses, Interrogatories #5, 13

13. The Board has already engaged a technical team to study cost allocation issues
(EB-2005-0317), and a report is anticipated in the spring of 2006. To date, however, the
documents released by the technical advisory group indicate that the costs and benefits
associated with embedded generators and other standby customers have not yet been considered
as part of that Cost Allocation Review process, and there is no indication that the technical
advisory group intends to consider those issues in the future. GTAA is therefore requesting in
this Generic Proceeding that the Board direct that standby rates and distribution rates should be
developed in the future based on the substantiated cost of providing standby and distribution
service to customers in each customer class. More particularly, GTAA submits that the Board
should direct the cost allocation technical advisory working group to identify and consider the
types of system-wide costs and benefits that may be associated with embedded generators and
other standby customers and to develop standard analytical techniques that can be used by
distributors to quantify these costs and benefits. Additionally, GTAA asks that distributors be
required to collect information about the actual impact of embedded generation on system losses,
deferred infrastructure improvements, and other savings and benefits, with a view to
incorporating any appropriate rate adjustments or credits into future distribution and standby

rates.

Facts, Evidence and Argument of GTAA

Interrelation with the Enersource Rate Application

14, GTAA has filed submissions relating to the impact of its submissions specifically
on EHM’s 2006 Rate Application (EB-2005-0360) as part of that proceeding, and has sought
specific relief vis-a-vis EHM in that context. In this proceeding, GTAA’s submissions are
directed at future distribution/standby rates, and at the Board’s generic queries, in particular, at

what should be the basis of standby rates.
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The CRAI Report

15. Ralph Luciani, GTAA’s affiant and a co-author of the CRAI Report, has over
twenty years of consulting experience analysing economic and financial issues affecting
regulated industries, with a particular expertise in the electricity field. He has appeared as an
expert witness in a number of regulatory proceedings, including testimony before the utilities
commissions of a number of U.S. jurisdictions. He has also served as lead lecturer and instructor
in an advanced training course on generation valuation under cost of service rates and under
market-based pricing. His curriculum vitae is attached as Exhibit A to his affidavit, included in

Appendix A to this report.

Case for Cost Allocation in Conjunction with Standby Rates
Guiding Principles

16. The Report of the Board issued May 11, 2005 in connection with the 2006
Electricity Distribution Handbook, at page 80, states:

“It is the Board’s view that the most appropriate method of determining the standby rate
involves a distributor-specific analysis (and in some instances a case-specific analysis) of
the distribution costs that need to be recovered through the standby rate. Such analysis
would reflect a more detailed direct assignment of costs.”

The Board has, accordingly, recognized that the identification and recovery of costs based on

distributors’ actual cost to provide standby service is the objective in setting standby rates.

2006 Electricity Distribution Handbook, Report of the Board, May 11, 2005, RP-
2004-0188

17. To that end, in the 2006 EDR Handbook, the Board has mandated that for new
standby rates being proposed by distributors for 2006/2007, “if a distributor determines that there

is a need to introduce a charge or if a distributor wants to modify its existing charge, it must
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include such a request as part of its 2006 rate application, justifying the methodologies, levels

and procedures to be used”. The onus of justifying such charge, clearly, is on the distributor.

2006 EDR Handbook, s. 10.6, p. 95

18. The problem, however, as illustrated by EHM’s application and its responses to
GTAA’s interrogatories, is that distributors lack the necessary information to generate cost-based
standby rates, because they have not yet carried out cost of service studies which allocate their
overall costs among the different customer classes tn their rate structure. EHM posits (without
any substantiation) that the marginal cost formula included as a sample methodology in Schedule
10-6 of the 2006 EDR Handbook does not capture all of the shared expenses which ought to be
borne by customers regardless of whether they are supplying their own power in whole or in
part. However, EHM cannot identify what assets and expenses have been allocated to each class
or categorize the expenses if wishes to capture in its proposed standby rate, because its

distribution rates are not supported by a cost allocation study.

EHM Pre-Filed Evidence, p. 21

EHM Generic IR Responses #5, 9¢, 13

19. EHM specifically admits in its response to interrogatories that “it is not possible
to demonstrate whether the currently approved rates satisfy the principles [governing rate
design]' without a proper cost allocation study.” Similarly, EHM admits that it does not
currently have the information required to determine if the Large User rate class is being

allocated the cost of assets that EHM does not use to serve them, and absent a cost allocation

' Those principles being that:

(a) the rate should not double recover any costs or recover any avoided costs;
(9] the rate should reflect the costs incurred by Enersource to provide the service; and
© The rate should not result in undue discrimination or cross-subsidization

EHM Pre-filed Evidence, page 20
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study, “does not currently possess the analytical techniques to test for whether cross-
subsidization among customer classes is occurring”. EHM acknowledges that, if the currently
approved distribution rates involve cross-subsidization of other users by the Large User class
then using the same distribution rate as the standby rate could exacerbate that cross-

subsidization.
EHM Generic IR Responses, Interrogatories #4, 5 and 13

EHM Responses to Application-Specific Interrogatories posed by GTAA,
December 16, 2005 (*“EHM Specific IR Responses”), Interrogatories #9, 10

20. The need to arm distributors with “the analytical techniques to test for whether
cross-subsidization among customer classes is occurring” is at the root of GTAA’s submissions.
Unless and until this occurs, and there is transparency as to what is being charged to each
customer class and why, distribution rates and any rates derived from them (i.e. standby charges)

will not be just and reasonable.

21 The logical starting point, therefore, is a cost of service study. This should be
done in advance of fixing charges for standby service. In this way, the components of the
standby charge will be transparent and it will-be clear whether customers are being asked to pay

for services and assets which are not a component of providing service to them.

22 Identifying costs, however, is only the first step. When a customer meets its own
load by self-generation, and particularly when it also supplies power to the grid through a
connection to the distribution system, it can also provide benefits which accrue to the distributor
and to the other customers served by the system. The CRAI Report specifically identifies three

areas in which savings or benefits may be created by embedded generation:

(a) Avoided capital and operating costs

When the customer self-generates and/or supplies power to the system, this reduces the

peak load at that particular location on the system below a threshold level which might

21487291.2



RP-2005-0020/EB2005-0529

Submissions of Greater Toronto Airports Authority
Re: 2006 Electricity Distribution Rates: Generic Issues
Page 9 of 13

otherwise have required an investment in new distribution infrastructure. Benefits can be
particularly pronounced where the distributor is experiencing a high level of growth, and
where (as will often be the case with generation pursuant to a CES contract), the
customer is generating power at the same time as the distribution system reaches its

coincident peak.

(b} Reduction in distribution system losses

Distribution losses in Ontario represent 4.5 to 6 billion kWh per year. Embedded
generation can reduce those losses by reducing the quantity of electricity that the
distributor has to deliver to its customers, particularly at peak times. When the customer
injects power into the system, particularly at peak times, system losses may be further

reduced.

(c) Improvement in system reliability

Embedded generation can improve system reliability directly through the upgrades which
are made to the distribution system as part of the interconnection agreements with the
customer. Another potential source of improvement is the ability of the embedded
generator to inject power into the system when certain distribution assets are out of
service.

CRAI Report, pp. 4-5

23. The magnitude of the above-mentioned savings and benefits will vary from
system to system and from one embedded generator to another, depending on the pattern of
generation, the age of distribution assets, the rate of growth in the distribution system, and other
case-specific considerations. The fact that these benefits are variable, however, does not mean
that they are insignificant, not systematically measurable or should be ignored. The Board’s
directive, in the EDR handbook, that standby rates may require distributor-specific and in some

cases customer-specific analysis certainly contemplates that individual situations do merit study.

21487291.2



RP-2005-0020/EB2005-0529

Submissions of Greater Toronto Airports Authority
Re: 2006 Electricity Distribution Rates: Generic Essues
Page 10 of 13

CRAI Report, pp. 4-5
2006 EDR Handbook, May 11, 2005, p. 95

24. One estimate, supplied by Hydro One in a June 2005 submission to the OEB, is
that every kW of avoided demand constitutes $6.50 per year in savings. Models exist for
estimating the value of conservation and demand management investments which could be
readily adapted for estimating the value of customers’ investments in embedded generation
which result m the type of savings and benefits which are described above. The CRAI Report
suggests one approach, and perhaps others could be developed by a cost allocation working

group charged with developing a universal model.

Cost Data Filed by Hydro One, RP-2004-0203, Attachment 1 to the CRAI Report

25. What is clear is that as long as distributors continue to charge rates which fail to
credit embedded generators with the benefits they have created, and cross-subsidize other
customers at the expense of the customer with a load displacing device, the wrong economic
signals will be sent. Distribution rates and standby rates will factor into the decision to build or
expand such facilities and the pattern on which they are operated. If customers with load
displacing devices are given the signal through distribution rates that their investment in
decentralized generation is neutral or even a burden on the distribution system, there will be a

reduced incentive to build and/or operate such facilities.

26, This i1s not just an issue for customers like GTAA and other similarly-situated
entities who have invested in, or may consider investing in, generating facilities. It is also an
issue of provincial interest. With the mandate to phase-out reliance on coal-fired generation, and
to respond to increasing power needs across the province, initiatives such as the CES contracting
process and the Standard Offer program have been and are being developed specifically to
encourage customers to make the type of investment that GTAA has already made - in cleaner,
decentralized sources of power. It is to the detriment of all Ontario residents if the effort and
expense which has been spent in developing those initiatives is inadvertently undercut by a

failure to properly calibrate distribution and standby rates. Similarly, we all suffer if the cleaner
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air and more reliable power supply which are the end goals of those initiatives are thwarted
because distribution and standby rates send the economic signal that investment in load

displacement generation is discouraged.

CRAI Report, Appendix A, p. 4

27. Accordingly, GTAA submits that the Board should direct the cost allocation
technical advisory working group to include standby charges in the rate methodology currently
being developed. Specifically, GTAA submits that, as part of the cost allocation process, the
working group should consider and identify the types of system-wide costs and benefits that may
be associated with embedded generators and other standby customers and should develop
standard analytical techniques that can be used by distributors to quantify these costs and

benefits.
28. Following that process, all distributors should be required to:

(a) conduct comprehensive cost of service studies as soon as feasible so that the
components underlying their rates and charges are clear and transparent;

{b) commence forthwith to collect data on the impact that embedded generators have
within their service territory; and

{c) develop a new distribution/standby rate structure as soon as feasible which will
adhere to the above principles based on the demonstrated cost of servicing
customers with load displacing devices.

29. To the extent that currently approved or proposed standby charges are allowed to
continue in the absence of a cost of service study, GTAA requests that the Board’s approval of
any such rates should be interim only, with the mandatory requirement that all distribution and
standby charges be revisited based on a proper cost allocation study as soon as feasible,

preferably no later than 2007.
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GTAA’S RESPONSE TO THE BOARD’S QUESTIONS ON THE GENERIC ISSUES:
3.1 Should the Board develop _z_'l'_'stzindar_di_zed 'll}éijld:ddl_f_jgy__fp_r stand-by rates? .-

Answer: Yes

3.2 Should the g_ogra;p'er_n_ﬁ't'{;‘:_ji_i_ryfspcct_ﬁ(;'-app;_ca;ch_gs_ to the design of stand-by rates?
Answer:

Generally, distributors should be required to adhere to a standard cost allocation-based
methodology. If a distributor proposes a different approach, the Board should require rigorous
proof that the rates which result are nevertheless just and reasonable and recover from the

customer class the expenses actually associated with servicing that customer class.
33 If so. what-should thiat design basis be? - oo

Standby rates should be developed in conjunction with distribution rates, based on allocating to
customers with the load displacing device actual costs associated with servicing that customer’s
class, and then crediting specific customers with any savings or benefits specifically attributable

to that customer’s investment in load displacement generation.

2.2 1 Shounld utilifies: be permmcd tﬂ record ina deferral account foregone re\ eniie amounts atmbn:able 10
un!orccastcd loaci !osses ansmg from d:smbutcd gcncnnon'? :

As a general matter, no. Given the various conditions that a customer must satisfy in order to
install distributed generation, the distributor should be aware of impending load loss due to such
projects. Load forecasts are part of the planning process and will never be wholly accurate in
practice. Both new load and lost loads during the course of the year can be unpredictable, and
lead to revenue collections (and costs) which will be different than projected. Such variations

are generally not accounted for through a deferral mechanism. Moreover, this approach assumes
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that there is no offsetting avoided cost associated with the distributed generation in question, an

assumption for which there is no evidence.

The more appropriate approach, consistent with the submissions of GTAA in this proceeding, is

to quantify the impact and make adjustments in the subsequent year’s rates and forecasts.

ALL OF WHICH IS RESPECTFULLY SUBMITTED.

January 9, 2006 / d / g o~ %/

Shamn S. Wong

cxéf ﬁﬁ?p b%% //44:—————

Allison A. Thornton

Of counsel for Greater Toronto Airports Authority
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ONTARIO ENERGY BOARD
IN THE MATTER OF the Ontario Energy Board Aci, 1998

AND IN THE MATTER OF applications by electricity
distribution companies for approval of distribution rates for 2006

AND IN THE MATTER OF
THE GENERIC ISSUES PROCEEDING .

AFFIDAVIT OF RALPH LUCIANL

I, Ralph Luciani, of the City of Qakton, Virginia in the United States of America
MAKE OATH AND SAY:

1. I arn a Vice-President of the consulting firm CRA International. I have worked as
a consultant analyzing economic and financial issues affecting regulated
industries, with a particular focus on the electricity industry, for almost 20 years.
1 have a Master of Science degree in Industrial Administration and = Bachelar of
Science degree in Engineering and Economics from Carnegie Mellon University.
A copy of my Curriculum Vitae is attached as Exhibit A to this affidavit.

2. My firm, CRA International, was retained by Greater Toronto Airport Authority
to provide expert opinion in this matier in respect of issues relating to Standby
rates and related rate design. Attached as Exhibit B to this affidavit is a report
that was prepared by CRA under my supervision. It accurately sets out my
conclusions and opinions with respect to the Standby rates issue.

SWORN BEFORE ME in the District
of Columbia, United States of America,

this Sﬂz/day]cf Decfimber 2005. ‘/Mx&, ;?f mf

/- s ey ,./ - Ralph Luciani
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This is Exhibit “A” referred to In
the Affidavit of

RALPH LUCIANI

Sworn before me in the District of Columbia,
United States of Ameriga, this ﬁ day of Decermnber, 2005
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M.5. Industrial Administration,
Camegie Mellon University

Vice Prasiden

8.5. Electrical Engineering and
Economics, Camegie Mellon
University

Mr. Luciani has nearly 20 years of consulting experience analyzing economic and financial issues
afiecting regulated Industries. He has had a special focus on ihe electricity industry, where he has
assisted electric utilittes and merchant generating companies with business planning and
restructuring, merger and acquisition analysis, rescurce planning, power solicitations, ratemaking,
fuel and power supply cortract negotiations, and environmental compliance strategy.

Mr. Luciani has assisted clients and thair legal counsst in the management of numerous complex
litigation matters, including electric utility prudence and rate cases, and assessmenis of economic
damages in commercial disputes. He has appeared as an expert witness in a number of regulatory
proceedings.

Prior to joining CRA, Mr, Luciani was a senjor vice president al PHB Hagler Bailly, and a Director at
Futnam, Hayes & Bartlelf, Inc. Before that, he worked as an Edisan engineer for the General
Electric Company and as a {financial analyst for IBM Corporation. Summarized below are a number
of recent projects directed by Mr. Luciani involving the electric utifity industry.

Power Solicitations—Mr. Luciani has assisted electric utilities in 2 number of solicitstions for
power. Inone engagement, with client input, he formulated the RFP, conducted a bidder's
conference, cariffed initial bids, conducied follow-up negotiations, performed economic evaluations
of the bids, negotiated final term sheets and definitive agresments, and obtained regulatory
approvel for the final agreements through consuitation with State PUC staff,

Generation Valuation Leciurer—QOver a five-year peried, Mr. Luciani served as the lead lecturer
apd instructor of an advanced training course on generation valuation under cost-of-seivice rates
and under market-based pricing offered annually to senior and mid-level staff at a large U.S,
investor-owned uiifity.




Stranded Cost Derivation—Mr. Luciani presented testimony before four state publiic utility
commissions on the quaniification of the stranded cost associated with the deregulation

of generation. He has formally evaluated each of the possible methods for deriving stranded cost,
including the related adjustments for taxes and metchant financial risk, in assessing the
compensatary amount of stranded cost recovery due any utility.

Transmission Ratemmaking—Mr. Lusiani presentad testimony before the FERC on behalfof 5
group of companies seeking to join a Regional Transmission Organization regarding transmission
ratemaling and calculations of eamned returns for iransmisslon activities.

RT0 Cost Benefit Studies~He developed the financial moedels used to derive the economic and
rate Impacls to stakeholders in three major cost-beneiit studies of Regional Transmission
Organizations (RT0s), and has provided related testirnony in a number of state proceedings.

Municipatization—He assisted an electric utility in deriving the exit charges, including stranded
generation cost, {o be assessed for a proposed municipalization of & portion of the electric utiiity's
service territory.

Generation Valuation—Mr. Luciani performed a market valuation of the generation porticlio of a
major generation company. His assessment was used as the basis for restatement of the porticlio's
vaiie on the company's balance sheet as part of the spin-off of the assels into an unreguiated
subsidiary.

Mergers and Acquisitions-On several occasions, Mr. Lucizni has analyzed the potential
acquisition of electric uiilities, gauging the impact of state restrucluring plans on assat value and
earnings, and formulating transmission and distribution pro forma financials.

Power Marketing—He prepared affidavils in a FERC proceeding analyzing the profitability of a
power marketer's trading activities,

Performance-Based Ratemaking—Mr. Luciani formulated a performance-based ratemaking
(FBR) plan, for an electric utility, and presented the plan, which included distribution systerm and cafl
center operating measures, o the state public utility commission.

Distribution System Benchmarking—He formulated a benchmarking analysis to compare the
cosis and corresponding rates for the distribution systemn of an eleciric ufility to the systems of
neighboring ufilities.

Nuclear Plant Sale—He evaluated competitive strategiss for 2 nuclear power plant in a
restructured electricity market and prepared a report for the Company's Board of Directars that
resultad in a decision to sefl the plant. Mr. Luciani assisted in the negotiation of the sale of the
nuclear plant {e a third parly, including conducting detaited economic analyses of the various offers
far the facility and assessing the complex income tax effects that would result from the sale.




Organizational Restructurtng—NMr. Luciani acted as the lead facilitator in a 12-month project that
functionally unbundled the operation and management of a vertically integrated electric utility into
stand-alene profit centers.

Merchant Plant Market Assessments—Mr. Luciani has evaluated the economics and financing of
a number of merchant genarating plants under alternative market price and performance scenarios.

Environmental Regulations—He has assisted electric uiilities in forrnulating strategies for meeting
provisions of the Ciean Air Act regarding 50, and NO, emissions.

Retail Market Strategy-—Mr. Luciani assisted an electric utility in formulating an evaluation model
to assess the profitability of new retall loads in 2 competitive market, Mr. Luciani also developed a
finzncial model for a company seeking uiility invesiment in its product offering to be used (o reduce
on-peaic demand in residences.

Resiruciuring Planning—He has advised a number of electric uiilities in formulating and
evaiuating restructuring plans for 2 fransifion {o state relail competition.

Fuel Supply—NMr. Luciani assisted an electric utility in negoliating the terms of a buyout and
replacement of a long-term coal supply contract, and in oblsining regulstory approvat for the
resuiting rate treatment and deferred recovery mechanisms,

wr. Luciani has testiiied before the Arkansas, Kansas, Louisiana, Maryland, Missouri, Pennsylvania,
and Ohio public uiility commisslons, and the Federal Energy Regulatory Commission (FERC). Ona
number of ceeasions, he has also provided expert testimony on behalf of United Parcel Service
(UPE) in U.8. Postal Service rate proceedings before the U.S. Postal Rate Commission.
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load displacement generation is generally understood to resulf in important econamic and envirenmentat
benafits, in order fo achieve the full potential of load displasemsnt generation in Ontario, and the
economic and environmental benefits resulting from that generation, it is essential that retail customers
receive accuraie economic signals regarding the cosis and benefits of investing in, and using, load

displacing devices.

Qntario has initiated a number of policy initiatives to improve the accuracy of the economic signals seen
by retail customers. Restructuring of the generation and transmission sectors of the electricity market has
led to more accurate and more transparent prices for electricity supply and transmission as unbundled
services. Now the Ontario Energy Board {OEB) is tuming to the task of providing accurate signals
regarding the costs and benefits asscciated with load displacement generation at the distribution systemn
level In this proceeding, the OEB is seeking input on two issues related to these costs and benefits,
generalized standby rates for load displacement generation (Generic Issue 3) and deferral accounts for

revenue losses atiributable to unforecasted distributed generation (Generic Issue 2.2.1).

in our apinion, OER policy regarding the design of standby rates for joad displacement generation should
be guided by four major principles. First, a customer in a given rate ciass will consider its rate for
distribution service as well as its rate for standby service when evaluating the economics of a load
displacement device, Therefore both rates are retevant and the rate for standby distribution service
should not be established in iselation from the rale for {regular) distribution service. Second, the rates for
standby distribution service for a given class of customers {rate clsssification), and for regular distribution
service to that same class, should both be set according to the same cost of service principles in order to
provide accurate econormic signals. Third, Inad displacement generation has potential benefits for
distribution uiifities in terms of aveided capital costs, reducad system [osses and improved reliability. The
rates for standby and regular distribution service {o custorners with load displacement generation should
reflect those benefits, Fourih, the existing rates for disiribution service do not 2ppear to be uniformly
based upon cost of service principles and should not be used as a starling point for the development of
standby rates.

B_ased upon those principles, we recommend that the CEB require disfributien uiilities to address the
development of standby rates by rate classification as parf of fis Cost Allocation Review proceeding (EB
2005 0317). Having all parlies consider the allocation of costs to standby service as part of that
proceeding should ensure thaf, for each rate class, both standby rates and distribution rates will be
tleveioped using a consisient set of generally accepted cost allocation and rate design principles. In
conjunction with that cost allocation process distribution utifities should quantify the various benefits of




load displacement generation {e.g., avoided cosi, reduced system losses, improved refiability) and
incorporate those benefils into the development of rates and/or credits for customers with load
dispfacement generation.

Finalty, we conclude that a Deferral Accourit should not be establizhed for revenue losses attributable to
uniorecasted distributed generation untit there is evidence of the magnitude of the actual level of
unfarecast load {ess. This will require a methed for measuring the jevel of unforecast foad losses as well
as for calculating the lost revenues attributable to that unforacast load loss and the aveided costs

resulting from that unforecast load loss.

e s &,
GENERATION

The situation facing the Greater Toronto Afrport Authority {(GTAA) provides a concrete example of the
need for distribution utilities to develop new distribution rates and standby rates based upon 2 consistent
set of cost of service principles, and why those rates should reflect the benefits of load displacement at

the distribution level

The GTAA s a large retail customer that has traditionaily met its entire load through purchases, with
delivery provided by its loca! distribution uiility, Enersource.  GTAA is ane of nine customers in
Enersource's Large User rate class. Like most wtilities, Enersource has grouped customers with similar
lwad characteristics into classes for rate making purposes. Utilities group customers in this way because
the costs they incur to serve customers in any given rate class are driven by the load characteristics of
the customers in that class,

GTAA has a very large demand, in the order of 35,000 kW (36 MW) and = relatively fiat pattern of usage
during any given day and within any given month. During any month its maximum demand may cccur
either in a peak period?, or an off-peak periad. Enersource currently bills GTAA and other Large User
customers based vpon their maximum demand in a peak period during each menth. it is propesing to
change this billing determinant to the maximum demand during a month regardiess of when that
maximum demand ocours, Such a change would have litfie impact on GTAA because, as indicated in
Figure 1, in any month there is relatively little difference between its maximum demand during peak

periods and its maximum demand during off-peak periods.

The GTAA is currently commissicning a gas-fired generating unit { “Cogen Facility’} with a total capacily
of 118 MW In winter and 80 MW in the summer. Thus, GTAA is about to have both load displacement
and embedded generation. In hours when the market price of elsciricity is graater than the GTAA's cost

1 Enersource defines its peak period {o be 7 a.m. 1o 11 p.m. on weekdays excluding stahudory holigays.




of producing power the GTAA plans to run the Cogen Facility to meet iis own load as well as to sell power
into the |ESQ-administered markel, [n fact the GTAA has enlered a Clean Energy Supply Contract (CES
Caontract) with the Ontario Power Authority for 90 MW. Based upon the current outtook for electric markat
prices, the GTAA expects that it will be economic to run the Cogen Facility during some, or al, of the
hours in peak periods each month. During the remaining hours in each month it will be mere economis for
GTAA to purchase its power from the grid with defivery via Enersource,

in responsz to these developments, Enersource is proposing to bilk GTAA a standby charge that weuld be
applied to GTAA's "gross lpad”, i.e. its peal load regardless of how GTAA mests that Joad. The proposed
standby charge would be egual to the distribution charge for Large Users, currently $2.5409 per month
per kKW respectively?. Under this proposal, GTAA would efiedively continue to pay Enersource the same
monthly amount as if it had never built and operated its Cogen Facility.

In ks pre-filed evidence for its 2006 Rate Application, Enersource stated that it had considered four
alternative methods for caloulating stendby charges, One alternstive that Enersource identified was a
standby charge based sclely upon the revenue requirements assaciated with these distribution assels it
uses to serve the GTAA This charge was calculated acoording to marginal cost principles under the
OEH rate design set out in Schadule 10-6 of the 2006 Electricity Distribution Rate (EDR) handbook.
Under that appreach Enersource would bill GTAA $0.38 par peak kKW per month times its gross load.
(Note that this rate s only 15% of the current rate for distribution service, indicating that the $2.5400W
may be recovering more costs than thase that Enersource inours to serve Large User customars,)
However, under the expected cycling nature of its Cogen facility, GTAA will be taking distribution service
from Enersource in the same month as it is taking standby service. Under that mode of operation we
assume that the distribution rate of $2.54/kWW would supersede the lower standby rate of $0.39/kW, in
arder for Enersource to avoid recovering the same costs twice, and again GTAA would effectively
continue to pay Enersource the same monthly amount as if it had never built and operated its Cogen
Facility.

Enersource has not provided a detailed study of either the costs that it will actually incur to provide
standby and distribution services te the GTAA under its new mode of operation, or the costs ihat
Enersource might avoid as g result of GTAA's embedded generation. {For example, Enersourca may be
able to free up space on one of the several 27.6 kV feeders that if has traditionally used to serve the
GTAA now that, as parl of the Cogen Facillty project, i has connecied three 44 kV feeders to the GTAA)
Enersouce has acknowledged that the most accurate way to establish a standby charge is to prepare a

2 Enersource Is also preposing an administration charge of 3800/month. For regular distribution setvice to the Large User class
Enersource has a monthly custornor charge of approxirately $12,600 in addition to the distribution charge.




cost of service study, but Enersource will not prepare such a study until a standard methaodology is
established through the Cost Allocation Review.

Thus, both the standby rate and the distribution rate are key components of what GTAA will pay to

Enersource. The lavel and design of each rate could influence GTAA's fulure decisions regarding the
mode in which to operate its Cogen Facility. As such, standby rates are not the only distribution costs
cansidered by a customear with load displacement generation or embedded generation such as GTAA,

and hence should not be viewed in isolafion from the distribution rates that such a customer would pay.
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Lozd displacement generation is generally expecied o resuft in imporiant economic and environmental
benefits? 4. Most of the benefits identified to date have been at the generation and transmission level,
inctuding:

o Lower Alr Emissions,

= lLower Transmission System Maintenance Costs,

o Reduced Transmission System Losses

= [Delayed Investment In Transmission Capacity

= Lower Anciliary Service Costs

s Market Power Mitigation

Less attention has baen paid to the potential benefiis of load displacement and embedded generation at
the distribution level, as regulators are only now having the opportunity to assess those benefits. The
primary potential benefits of such generation to a distrbution utility are avoided capital and oparating

cosls, reduced distribution system lesses and improved refiabilitys &

Load displacament and embedded generation can enable a distribution wtility to avoid capital costs by
reducing the peak load at a particular location on the system below a threshold level that would otherwise
trigger an nvestment in new distribution plant. The avoided costs represent the savings in capital costs

from deferring or reducing the level of capital investment required to meet load growth. Operating costs

3 Efnckiclty Gonservation and Supply Task Force, Teugh Choices: Addressing Oniaro’s Power Needs, January 2004

4 Request for Fraposals far 2,500 MW of New Clean Generation snd Demand-Side Projects, Ontarfo Minisiry of Energy, Septombar
13, 2004,

3 Gntario Ministry of Enargy, Efectricily Transmission and Distribution in Oatano - A Lock Ahead, Decambar 21, 2004.

B OCEB, S{andard Qffer Program for Eligible Disiributed Generatian Stalf Discussion Paper, Hovembor 17, 2005, EB-2005-0463




associated with these deferred or reduced capital investments are also avoided. The sxact level of
aveided cost will depend upon the specific circumnstances of the distribution ulility and the embeddad
generation. For example a distribution utility experiencing high load growth likely will have a higher
avoided cost dua to embedded generators than a distribution utility facing slower load growth.

Hydro One has sstimated the value of avaided distribution capacity on its system due to Conservation
and Dermand Side Management {CDM) {o be 58.50 per year per KW of avoided demand (RP-2004-
020H/ES-2004-0533, June 15, 2005 letter to OEB). This estimate is based upon Hydro One’s
assessment of the value of annual investments in disiribution stations, feeders amanating from
fransformer stations and LV fadilities that it could avoid due to reductions in psak demand resuiting from
CDM programs. Their analysis basically entails running their distribution system expansion maodel first
assuming normal load growth absent any CDM, and then a second time assuring a lower level of
demand due fo the impact of CDM. Their analysis is included as Alzchiment 1 fo this repor. Distribution
utifities could use the same methodolegical approach to estimate the avoided costs from load

displacerment or embadded generation

A second potential benefit from this generation is a reduction in distribution system losses. The average
level of losses on Ontarfo distribution systerns is in the order of 3% to 4%. This is not 2 trivial quantity. At
aft annual province-wide consumption of 150 biliion KWh7, distribution losses represent 4.5 ta 6 billion
kWh @ year. Embedded generalion has the potential to reduce these losses simply by reducing the
quantity of electricity that a distribution utility has te deliver to its customers sach year, particutarly during
peak periods. in addition, distribution utiiities may experience lower josses during periods when an
embedded generator is injecting power into their system.

The third potential benefit from embedded generation is an improvement in distribution system reliability.

One possible source of impravement are the upgrades to the distribution system that are made as part of
the interconnection agreements with the embedded generator. These can provide additional back-up for
distribution sefvices. Another possible source of improvement is the ability of the embetided generator to
inject power into the distribution system when certain distribution system assets are out of service.

7 Independent Electricity System Operatar, 18 year Outlook Onfarie Demand Forecast, July 8, 2005, Tabla 2,1,
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In our opinion, OEB policy regarding the design of standby rates for load displacement and embedded
generatjon shouid be guided by four major points or principles. The first principle is ihat distribution
companies should strive for consistency between standby rates and disiribution rates within each rate
class, because both rates are relevant to decisions that a customer in a given rate class will be making
regarding ioad displacernent generation. The remaining three principles address the approach that
distribution utllities should follow to ensura that conslstency, specifically:
»  establish standby rates and disiribution rates, by rate class, according to the principtes of cost
causation;
+ reflect the benefits of load displacement and embedded generaiion in the standby rates and
distribution rates applicable to custorners with such generation; and
= do not derive standby rates from distribution rates that were not set based an the principles of

cost causation.

The first point or principie - strive for consisiency beiween stancby rates and distribution rates within each
rate class - is based on the fact that both rates provide relevant economic signals to a retail customer
regarding the economics of a load displacement device, Based on thai fact, slandby rates for custemers
in a given rate class should not be set in isalation from rates for regular distribution service for the
cosresponding rate class. This importance of both rates to a customer with load displacement generation
was deronstrated earlier with respect to GTAA, and is Hustrated more generically balow.

When determining whether to invest in load displacement generation, a retail customer in a given rate
class faces a wide range of pessible options in terms of both the capacity of the unit and the mode of
operation. In terms of capacity, the retail cusiomer can choose between a unit that can mest only a
portion of its maximum demand, all of its maximum demand, more than its maximum demand wilh
provision for sale into the grid or none of its maximum demand (i.e. no investment). Similarly in terms of
operating choices, that retail sustomer can choose between running in sl hours {baseload made) and
running only in hours when electricity market prices are above a specific threshold (peaking mode). In
avaluating the econamics of these various options, the custotmer shouid consider the rate it will be billed
for the regular distribution service it takes, if any, as well as the standby rate it will be billed when it is
meating its load through its on-site generation. Thus, standby rates are only one component of the
potential distribution service costs that customers face when censidering load displacement generation,

and should not be established in isolation frorn distribution rates.



The second key point regarding rates for standby distribution service and regular distribution service is
that they should bolh be set according to the same cost of service principles. This point is based upon
the impaorance of providing sustomers with accurate economic signals in order to maximize sodietal
benefits through sconomic efficiency. If a distribution utility charges standby and distribution rates that are
greater than the costs it actually incurs {o provide those services, it will provide an ingomrect econoric
signal to the customer regarding the costs and benefiis of investing in, and using, loed displacement
generation. That incorrect signal may discourage the cuslomer from investing in the load displacement
generation and in turn [ead to societal costs, all of which would be economically inefficient. Simitarly, if
the ulility is charging a particular rate class standby and distribution rates that are less than its costs, it
again will provide an incorrect economic signal that may encourage Investments in embedded generation
that are not econamically efficient from a societal perspective. Thus, in order to achieve the full potential
of load displacement generation in Ontario, and the economic and environmental benefits resulting from
that generation, it is essential that retail customers receive accurate sconomic signals in the form of
standby rates and distribution rates, by rate class, set based upon cost causation and cost of service
principies.

Our third point is that the rates for standby and regular distribution setvice to customers with load
displacement generation should reflect the benefits of that generation to the distribution utility. This point
or principle is related to the second point regarding the establishmerid of rates on the basis of cost
causation. In order to set their rates on that basis utifitfes will need to begin by quantifying the various
beneiits of load displacement generation {e.g., avoided cost, reduced system losses, improved reliablity)
to their specific distribution system by rate class, Their next step would then be to refiect those benefils in
rates by rate class. The bestway to accomplish that infegration would be to use the data on those
benefits in the cost allocation process. An alternative approach would be to translate the benefits into
rate cradits that would be given to customers with load displasement generation

Our final point is that the existing rates for distribution service do not appear to be uniformly based upon
cost of service principles and therefore should not be used as a starting peint for the development of
standby rates. For example, there are Indications that existing distribution rates are not uniformly based
upon a distinetion in distribution assets, and costs, by voltage level. it is important that distribution utiliies
make this distinction by voliage level because they typically serve very |arge customers using only the
high voltage, or primary level, assets on their systern. This issue was discussed in a Cost Aliocation

Working Group report on Load Data Callection dated September 23, 20038, The Board subseqguently

Y mirst Report of Cast Allocation Working Group, Seplember 23, 2003, RP-2003-0228.




sent Load Data Collection Directions? to all diskibution companles indicating that any distributor planning
to include a rate classification by voltage in its cost allocation filing should include the appropriate load
and financial data. More recenfly, Staff has discussed the need for data on costs by primary and
secondary voltage in their Discussion Paper on the Cost Allocation Review. An excerpt from that
Discussion Paper is presented in Attachment 2. If a distibution utility does not male a distinction
between its primary level costs and its secondary level costs, it may sllocaie costs associated with ceriain
low voltage, or secondary level, assets to large customer rate classes when in fact it does not use those
specific assels to serve those rate classes. Such an ailocation would result in rates that de not reflect

cost causation,

Based upon these four principles, the distibution utilities in Ontario should be required to develop rates
for standby distribulion service, by rate class, according to the same cost of service principles that are
used to set new distribution rates. The Board's Cost Allocation Review proceeding {EB-2005-0317)

‘ appears (o be an ideal forum for establishing a sizndard, sost of service based, methodology for

development of standby rates and distsibution rates. This initiative is examining ihe principles,
methodologies, filing requirements ancd model design that should zpply to new cost allocation studies for
slectricity distributors.

— -

W th e e,

= SEMTONETES 3 IS TIORD IS AR T A RIS A T
i SPECHFIL GUESTIONS BECARDING STANDDY RATES

The OEB posed the following specific question regarding standby rates for load displacement genearation:
a. Should the Bourd develop e standardized methadology for stand-by rates?
b, Should the Board permil utility-specific approaches to the design of standby rates, and
¢. If so, what should that design basis be?

a} Sheuld the Board develop a standardized methodology for stand-by rates?

The OEB should require distribution utilities to develop standby rates by rate ¢lass as part of the Cost
Allocation Review (EB 2005 8317) based upan the same cost allocation and rate design orinciples used
to develop new distribution service rates for the coesponding rate class,

In order to develop standby raltes that will be responsive to the needs of their customers, the OEB should
require distribution utilities to consider a range of standby service load characteriséics. As noted earlier,
ioad characteristics are a key driver of the costs that a distribution utility will incur to provide the service.
However, utiliies should not be allowed to design standby rates based upeon the simple assumption that
all customers with load displacement generation wili want the utility to stand ready to provide their gross
load. Instead, uiilities should be reguired to develep their standby rates in a menner that will allow

8 OEB. Staff Discussion Paper, EG 2005 0317, Septamber 2003, Appendix 7, Board Load Data Coilaction Direclions, Issue 13 g,




customers considering that service to chonse the fevel of maximum demand for which they desire the
utility to stand ready to serve. The nead for this customeroriented approach arises from the fact that
customers have a range of possible load displacemant generation capacities and operating modes from
which to choose, They should also have the opportunily to choose the level of standby service that is
most cost-effactive in light of their particular options and needs.

in canjunction with their participation in the Cost Allocation Review, each distribution utility should be
required to identify the costs that it will "avoid” as a result of a lvad displacement generation, and to
determine how best to reflect those avolded costs in its distribution and standby rates to customners with
load displacement generation. The rates developed under that process should be based on the costs that

ihe utilities incur to provide those standby and distribution services by rate class.
b} Should the Board permit utility-specific approaches to the design of standby rates?

The OER should permit ulilities to apply for a utility-specific approach that is differant from the standard
metiod for limited, exceptivnal ciroumstances. In such applications the utility should be assigned the
burden of justifying its proposed departure from the standard method. Uliiities should have the latitude to
respond to a unique situation with a customized approach. The OERB retains the right to determine if the
customized approach is justified,

c} If so, what should that design basis be?

See the discussion under question (a).

- Flemmessrir At n s sameas gmas
F, DEFERRAL ACCOLRT ISsLES

The OEB alse asks: (Generic Issure 2.2.1.} Shouid utilities be permitted fo record in & deferral account
foregone revenue amounts sttributable to unforecasted foed losses arising from distributad generation?

As a general matter, utilities should net be permitted to record foregone revenues atiributable to
uniorecasied load losses arising from distributed generation absent evidence that the load josses could
not have been forecast and reflected in their rate application, Given the various conditions that a
customer must satisfy in order to install distributed generation, the utility should be aware of impending
load loss due fo such projects. Even then, such losses in load may in practice be offset by other changes
in system load that had not been forecasted. Load forecasts are part of the planning process, and will
never be wholly accurate in practice. Both new load and jost loads during the course of the year can be
unpredictable, and lead to revenue collections (and utility costs) that will be different than projected. Such

variations are gensrally not accotnted for through 8 deferral machanism.



Utiliiies in Ontario have the ability to adjust their rates annually. This minimizes foregone revenues, A
rate mechanism should not be established until there is evidence of the magnitude of these unforecasted
load losses. This will require a method for measuring unforecasted load losses, Moreover, an offsetting

assessment of ulility costs avoided through the unforecasted loss of load would be required.
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June 13, 2005

Mr. John Zych

Secretary

Ontario Energy Board

Suite 2601, 2300 Yonge Street
P.0. Box 2319

Toronto, ON.

M4P 1E4

Dear Mr. Zych:

RP-2004-0203/EB-2004-0533 Hydro One’s Conservation and Demand Managemesnt Plan: Data on
Avoided Electricity Costs

In accordance with the Board’s direction and as discussed in our May 24" status memo on this matier,
Hydro Ope is pleased to file avoided cost data for use in screening conservation and demand
management (“CDM”} programs. This information is provided in two parts. The first parl is a
consultant’s report from Navigant Consulting Inc. which provides the avoided cost estirnates for energy,
generation capacity and transmission capacity. This 15 contained in Attachinent A. The second part is an
assessinent by Hydro One of Disizibution based avoided costs and this is contained in Aftachment B.

The report submitted by Navigant Consulting provides the avoided cost estimates for energy, generation
capacity and transmission capacity over the period 2006 through 2023, and the related assumptions, data
sources and analysis methodologies, Estimates of environmental damages are also provided for the same
tme frame, should the Board decide that these should be used. The values for avoided costs of epergy,
generation capacity and transmission capacity are provided in Table 21, page 42 of the repart. Values for
environmental externalities appear in Table 22, page 43 and Table 23, page 44 contains avoided energy
costs, which incerporate the environmental adders, It should also be noted that the report also provides
avpided generation capacity costs for Demand Response type programs in Table 24, page 45 of the
report.  The section entitled “Application of Results” provides further directions, assumptions and
caveats, which will help in the application of these estimates to the screening of various types of CDM
programs.

Attachment B provides a prelimmary high-level estimate of distribution based avoided costs from Hydro
One for the perod 2009 through 2012. This Hydro One assessment is based on the methodology
developed by Navigant Consulting for the Transmission avoided costs.
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Questions may be addressed to Carolyn Russell (Semior Advisor, Regulatory Affairs), who may be
reached by phone (416) 345-3914, fax (416) 343-5866, or e-mail: carolyn.russell@HydroOne.com. Her
address is Hydro One Networks Inc.. 483 Bay Street, South Tower, 8" Floor, Toronto, Ontaric M5G
2P5.

Yours truly,

Brian Gabel

ce. Mr. A. Fogwill, Applications Director, Market Operations
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Preliminary Distribution Avoided Cost Assessment for Hydro One

To develop preliminary distribution based avoided costs, Hydro One utilized the same approach as that
taken by Navigani, in developing avoided costs for transmission. This included an assessment of annual
investments to major distribution plant atinbuted fo load growth such as increasing the capacity of
distribution stations, feeders emanating from iransformer stations and LV facilities. Costs associated
with directly connecting new customers, such as new radial supplies, provision of secandary services
and metering were not Included, as these investments are required t¢ conpect new developments and
cannot be deferred by CDM programs.

The approach involved reviewing each planned additon 1o the distribution system for 2006 and
establishing whether or not it was approprate for avoidance or deferral via CDM programs. Distribution
projects for 2006 are well defined and determined to be representative of a typical year. If the project
was deemed to be a candidate for deferral, through CDM programs, its cost and related capacity were
included in the assessment, similar to the approach used in the transmission analysis. The Hlustrative
exammple appearing in Table 1.0 uses 2009 as the original need date. Since the 2006 costs were
representative of a typical year they were escalated to 2009, by using a 2.5% escalation rate.

Table 1.0 below illusirates the level of avoided distribution costs that would be expected, under these
assumptions. As with avoided transmission costs, the distribution avoided costs are capacity based.

Table 1.0 Hydroe One Hlustration of a Distribution Avoided Cost Analysis

Category 2009 2010 2011 2012
CDA Impact (asstned equal fo deniand growth) 180 180 180 180
Nesww Need Date X
0ld need Date X

(Cost in 3Millions)
Original Cost 19.92
Axvaided Carrying Charges on Original Cost Avoided 1.84 1.84 1.84
Avoided O&M 0,20 0.20 0.21
Cost with Infiation 2145
Net Avoided Cost 1.84 2.04 205 (1.3%)
Levelized Avoided Cost (Smillions) 1.26 1.26 1.26 1.26
Avaided Distribution Development (82005/kF -yr) 5.30 6.50 6.50 6.3

As discussed by Navigant in their assessment of transmission avoided costs, it is important to recognize
that this preliminary distribution avoided cost snalysis allocates the avoided costs associated with
deferring localized distribution capacity upgrade projects across the system-wide CDM impacis. As
such, they will understate the value of CDM in those areas in need of localized distribution capacity
upgrades and overstale the value of CDM in those areas that do mot require localized distribution
capacity upgrades.

This effect is expecied to be significantly more prenounced with distribution costs since individual
assels serve sigmificanily fewer customess and are thersfore more dependent on the pepetration rates and
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effectiveness of local progrars targeted at those few customers. CDM will have little or no disitibution
benefit in the areas where the distribution system experiences ittle or no growth. Hydro One expernence
indicates that a relatively low level of the avoided cosis should be atiributed to system wide avoided
distribution costs and that calculations of localized avoided costs should be allowed and encouraged.

It should be noted that these distribution system avoided costs are preliminary in nature and are only
applicable for customers supplied from Hydro Cne’s distnbution system. This includes Flydre One end-
use distribution customers, embedded LDCs and LDCs supplied from Hydie One LV facilities.
Accordingly, other LIDCs would have to add avoided costs for their own past of the distribution system.

Finally, the avoided costs calculated by Navigant for energy. generation capacity, transmission capacity
and environmental damages represent the costs at a wholesale delivery point — the interface between the
transmission systern and an LDC. Accordingly, LDCs should apply their approved loss factors to the
avpided costs for these elements in order to account for losses experienced on the distribution systerm.
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Section 2: OQverview of Cost Allocation

Cost allocation studies serve the following main purposes:

e to allocaie the costs lo provide service to the various customer rale classes
based on cost causation principles

o {0 assess the reasonableness of the rates charged to cusiomers in relation to
their allocated costs

o to support the design of rates

Factors that affect the costs of distribution facilittes and operations and maintenance
expenses include the following:

i. customer density

ii. load factors

iil. distrihution planning criteria
iv. viniage of plant

Cost allocation studies play a major role in assessing the reasonableness of rates.
Principles or objectives other than cost causality may also be considered by regulators
when setling just and reasonable rates. They can include rate stability, customer
accepiance and supporting conservation.

The 7irst step of a cost allocation study consists of identifying costs that can be direcily
assigned to a particular rate class. For common costs or costs that are attributable to
multiple customer rate classes, such as distribution lines, a three-step process is used:

1. Funclionalization
2. Categorization (or classification)
3. Allocation

At the funclionalization stage, the revenue requirement and rate base are separated inio
major functional costs centres {(e.g. distribution, metering, billing, customer care, efc.)
and sub-functions if applicable (e.g. high and low voltage distribution lines).

At the categorization or classification stage, the functionalized costs are further

aranged into groups based on cost defining characteristics. The most common
classifications are demand, energy and customer-related costs.
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In the last step, categorized costs are allocated fo the various customer rate classes
based on appropriate allocation factors.

The allocated costs by rate class are then compared to revenues, and revenue to costs
ratios are derived, If the allocated costs are in excess of the revenues (revenue to cost
ratio less than one), the rate class is under-confributing fowards the recovery of the
revenue requirement based on the conventions that underpin the study. Conversely, if
the aliocated costs are lower than the revenue under existing rates (revenue to cost
ratio larger than one), the rate class would be over-contributing towards the recovery of
the revenue requirement.

2.1 Financial Information Requirements

A cost allocation study will allocate the test period rate base and revenue requirement to
the various customer groups.

The basie financial information required to perform a cost allocation study is extracted
from the Uniform System of Accounts (USoA) classification that is applicable to all
electricity distributors. 1t will therefore be imperative that all distributors adhere to the
uniform system of account classification in the manner prescribed in the Accounting
Procedures Handbook, Article 220.

Load research and customer-related data for the test perod are also required to
allocate demand-related and customer-related cosis respectively.
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Meters and service drops also repraesent direct customer connections, but they are
usually allocated based upon a weighted customer allocator.

§.2.4 Adjustments

Staff proposes that certain technical adjustments be made to the demand allccator
factors.

Class NCP by Voltage
Line Losses

Demand aliocation factors are derived from actual meter reading data. Meters are
installed at different voliages. Adjustmenis must therefore be made for
line/transformation losses to fairly compare interclass demand allocation factors.

Staff proposes that utilities use the same loss factors as the ones filed in the 2008 EDR
applications when adjusting their metered load data to arfive at the demand allocators.

Primary v. Secondary
Customer loads should be adjusted to recogniza the voltage at which they are metered.

For exampie, larger users can be excluded from the allocation of secondary voltage
lines and transformers since they do not use secondary voltage facilities. On the other
hand, residential and small commercial customers sheuld share the costs of the primary
and secondary lines (the joint cost portion) since they use both.

Based on the USoA, Ontario distributors may not have sufficient data to identify
conductors by primary and secondary volkage. Staff suggests that appropriate
additional filing requirements should be developed where other clear supporting
information is available (such as engineering diagrams and asset details).

Any suggestions during the consultations for future improvements to the USoA to assist
in tracking primary versus secondary distribution costs will be noted.

Peak-load Carrying Capacity {(“PLCC”) Adjustment

A Minimum System has a certain load carrying capability which can be viewed as being
demand-related. As a result, the customer-related costs will have a demand component
it them. If no adjustment is made, some customers (e.g. smalf users) may be allocated
a dispreportionate share of demand-related costs.
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