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COST ALLOCATION OVERVIEW: 1 

Introduction: 2 

On September 29, 2006, the Board issued its directions on Cost Allocation Methodology for 3 

Electricity Distributors (the “Directions”).  On November 15, 2006, the Board issued the Cost 4 

Allocation Information Filing Guidelines for Electricity Distributors (“the Guidelines”), the Cost 5 

Allocation Model (the “Model”) and User Instructions (the “Instructions”) for the Model.  PDI 6 

prepared a cost allocation information filing consistent with PDI’s understanding of the 7 

Directions, the Guidelines, the Model and the Instructions.   8 

One of the main objectives of the filing was to provide information on any apparent cross-9 

subsidization among a distributor’s rate classifications. It was felt that this would give an 10 

indication of cross-subsidization from one class to another and this information would be useful 11 

as a tool in future rate applications. 12 

In PDI’s 2009 Cost of Service Application (EB-2008-0241), the results of the original cost 13 

allocation information filing were updated as recommended by VECC and approved by the 14 

Board to exclude “costs” and “revenues” associated with transformer ownership allowance. The 15 

results of this updated study were used as a basis for PDI to reallocate distribution revenues 16 

across customer classes to address the issue of cross-subsidization.  In the 2010 IRM 17 

Application, EB-2009-0241, PDI adjusted its revenue-to-cost ratios in accordance with the 18 

Board’s findings in the 2009 Cost of Service Application. 19 

On September 2, 2010, the Board began a proceeding, EB-2010-0219, with the mandate to 20 

review and revise the existing Cost Allocation policy as needed.  On March 31, 2011, the Report 21 

of the Board was released in relation to EB-2010-0219.  In the letter accompanying the report, 22 

the Board indicated that a Working Group would be formed to revise the original Cost 23 

Allocation Model to address the revision highlighted in the March 31st Board Report.  On 24 

August 5, 2011, the Board released the new Cost Allocation model and instructed 2012 Cost of 25 

Service filers to use the revised model in their applications. On June 28, 2012, the Board released 26 

a revised Cost Allocation model to be used by 2013 Cost of Service filers in their applications.  27 
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In the March 31st Board Report, the Board stated that “default weighting factors should now be 1 

utilized only in exceptional circumstances”.  Distributors are therefore now expected to develop 2 

their own weighting factors. 3 

For the purposes of this Application, PDI has used the 2013 version of the cost allocation model 4 

and submitted the revised cost allocation study to reflect 2013 test year costs, customer numbers 5 

and demand values. The 2013 demand values are based on the weather normalized load forecast 6 

used to design rates. PDI has developed weighting factors as outlined below based on 7 

discussions with staff experienced in the subject area. 8 

Table 7-1 Service Weighting Factors - Services (Account 1855)  9 

Rate Class Factor 
Residential 1.00 
General Service < 50 kW 6.61 
General Service > 50  kW 41.30 
Large User 0.0 
Street Lighting 0.0 
Sentinel Lighting 0.0 
Unmetered Scattered Load 0.32 

 10 
 11 

Table 7-2 Billing and Collection Weighting Factors (Accounts 5315 – 5340, except 5335) 12 

Rate Class Factor 
Residential  

      

      

  

   

   

1.00 
General Service < 50 kW 0.87 
General Service > 50  kW 0.93 
Large User 0.74 
Street Lighting 0.62 
Sentinel Lighting 0.82 
Unmetered Scattered Load 0.82 
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Table 7-3 Meter Capital Installation Costs (Sheet I7.1) 1 

Meter Type Installation Cost per Meter 
Smart Meter - Residential $87 
Smart Meter - General Service < 50 kW $304 
Demand with IT $2,170 
Demand with IT and Interval Capability - Secondary $2,500 

 Demand with IT and Interval Capability - Primary $10,000 
 2 
 3 

Table 7-4 Meter Reading Weighting Factor (Sheet I7.2) 4 

Meter Type Factor 
Residential  

    

     

   

  

   

   

1.00 
General Service < 50 kW 1.00 
General Service > 50  kW 1.00 
Large User 1.00 

 5 
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SUMMARY OF RESULTS AND PROPOSED CHANGES: 1 

The data used in the updated cost allocation study is consistent with PDI’s cost data that supports 2 

the proposed 2013 revenue requirement outlined in this Application.  Consistent with the 3 

Guidelines, PDI’s assets were broken out into primary and secondary distribution functions using 4 

the proportions assumed in the original cost allocation study. The breakout of assets, capital 5 

contributions, depreciation, accumulated depreciation, customer data and load data by primary, 6 

line transformer and secondary categories were developed from the best data available to PDI, its 7 

engineering records, and its customer and financial information systems.  The cost allocation 8 

study has been included in Appendix L. 9 

Capital contributions, depreciation and accumulated depreciation by USoA are consistent with 10 

the information provided in the 2013 continuity statement shown in Exhibit 2.  The rate class 11 

customer data used in the updated cost allocation study is consistent with the 2013 customer 12 

forecast outlined in Exhibit 3. For the Street Lighting class, the number of connections reflects 13 

the actual number of connections of the street light system to PDI’s distribution system. The load 14 

profiles for all rate class are the same as those used in the original information filing but have 15 

been scaled to match the 2013 load forecast.  The following table outlines the scaling factors 16 

used by rate class.  17 

18 
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Table 7-5 Load Profile Scaling Percentages 1 

 2 

The allocated cost by rate class from the original cost allocation study and the 2013 updated 3 

study are provided in the following Table 7-6. 4 

Table 7-6 Allocated Cost (Appendix 2-P) 5 

 6 
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The results of a cost allocation study are typically presented in the form of revenue-to-cost ratios.  1 

The ratio is shown by rate classification and is the percentage of distribution revenue collected 2 

by rate classification compared to the costs allocated to the classification.  The percentage 3 

identifies the rate classifications that are being subsidized and those that are over-contributing.  4 

A percentage of less than 100% means the rate classification is under-contributing and is being 5 

subsidized by other classes of customers.  A percentage of greater than 100% indicates the rate 6 

classification is over-contributing and is subsidizing other classes of customers. 7 

In the March 31, 2011 Report of the Board on Cost Allocation released in relation to EB-2010-8 

0219, the Board established what it considered to be the appropriate ranges of revenue-to-cost 9 

ratios.  Those are summarized in Table 7-7 below.  In addition, Table 7-7 provides the revenue-10 

to-cost ratios from: PDI’s approved 2010 approved rate application (EB-2009-0241); the updated 11 

2013 cost allocation study and the proposed 2013 to 2015 ratios. 12 

PDI is proposing in this Application to re-align its revenue-to-cost ratios by adjusting the 13 

allocation of revenue to the General Service > 50 kW, Sentinel Lighting and USL rate classes in 14 

order to be within the Board’s target range In addition, an adjustment is made to increase the 15 

ratio for Residential classes in order to maintain revenue neutrality. 16 

The table below summarizes the proposed changes to the revenue-to-cost ratios. 17 

Table 7-7 Changes in Revenue-to-Cost Ratios by Customer Class 18 

 19 
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In preparing the 2013 load forecast, it was noted that the number of connections needs to be 1 

updated for the Sentinel Lighting and Unmetered Scattered Load classes. The proposed 2013 2 

revenue-to-cost ratios realign these classes within the board targets.  3 

The following table 7-8 provides information on calculated class revenue. The resulting 2013 4 

proposed base revenue will be the amount used in Exhibit 8 to design the proposed distribution 5 

charges in this Application. 6 

Table 7-8 Calculated Class Revenue (Appendix 2-P) 7 

 8 

9 
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2013 Cost Allocation Model 
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2013 Cost Allocation Model 
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2013 Cost Allocation Model 
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2013 Cost Allocation Model 
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