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Cost Allocation Study Requirements 

Ex.7/Tab 1/Sch.1 - Overview of Cost Allocation 

Rideau St. Lawrence Distribution Inc. (“RSL”) has prepared and is filling a cost allocation 

informational filing consistent with its understanding of the Directions and Policies in the Board’s 

reports of November 28, 2007, Application of Cost Allocation for Electricity Distributors, and 

March 31, 2011, Review of Electricity Distribution Cost Allocation Policy (EB-2010-0219) (the 

“Cost Allocation Reports”) and all subsequent updates.  

The main objective of the original informational filing in 2006 was to provide information on any 

apparent cross-subsidization among a distributor’s rate classifications and to support future rate 

applications. As part of its 2012 Cost of Service Rate Application, RSL updated the cost 

allocation revenue to cost ratios with 2012 base revenue requirement information. The revenue 

to cost ratios from the 2012 application (EB-2011-0274) is presented below.  

Table 7.1:  Previously Approved Ratios (2012 COS) 

 

The Cost Allocation Study for 2016 allocates the 2016 test year costs (i.e., the 2016 Test Year 

forecast revenue requirement) to the LDC’s customer classes using allocators that are based on 

the forecast class kW and kWh by class, customer counts and weighting factors (such as billing, 

collecting and metering costs).  

RSL has used the updated OEB-approved Cost Allocation Model (version 3.3 – issued July 16th, 

2015) and adhered to the instructions and guidelines issued by the OEB to enter the 2016 Test 

Year data into this model.  RSL has filed a copy of the Cost Allocation Model (version 3.3) as 

part of its filing submission 
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Ex.7/Tab 1/Sch.1 – Input to the Cost Allocation Model 

Below is a summary of the process that RSL applied in completing the 2016 Cost Allocation 

Model:  

RSL populated the information on Sheet I3, Trial Balance Data with the 2016 forecasted data, 

Target Net Income, PILs, deemed interest on long term debt, and the targeted Revenue 

Requirement and Rate Base. 

On Sheet I4, Break-out of Assets, RSL updated the allocation of the accounts based on the 

review of historical values. 

In Sheet I5.1, Miscellaneous data, RSL updated the deemed equity component of rate base, 

kilometers of roads in the service area, working capital allowance, and the proportion of pole 

rental revenue from secondary poles.. 

As instructed by the Board, in Sheet I5.2, Weighting Factors, RSL has used LDC specific factors 

rather than continue to use OEB approved default factors. The utility has applied services and 

billing & collecting weightings for each customer classification.  

These weightings are based on a review of time and costs incurred in servicing its customer 

classes; they are discussed further below: 

Table 7.2:  Weighting Factors 

 

Proposed Services Weighting Factors 

RSL has reviewed the service weighting factors used in the 2012 COS application and 

concluded that it is appropriate to use them in this application.  
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Residential: The weighting factor is set to “1” as per the Cost Allocation instruction sheet. 

General Service <50 kW, General Service 50 to 4,999 kW: The proposed services 

weighting factor of 1.3 and 4.0 reflects that these customers require greater capacity than do 

residential customers including increased levels of engineering and planning. 

Street Lighting, Sentinel lights and Unmetered Scattered Load: The weighting factor of 

0.4, 0.6 and 0.8 is proposed for these rate classes because these customers require less 

time and effort compared to a Residential customer.  

Proposed Billing and Collecting Weighting Factors 

In determining the weighting factors for Billing and Collecting, an analysis of Accounts 5315 – 

5340, except 5335, was conducted.  Sub weightings for each cost item composing the Billing 

and Collecting USoA accounts were developed with the consideration of the nature of the cost 

and the effort to service the customer class. The costs were then allocated to classes based on 

the sub weighting factors and customer numbers.  Through this analysis, RSL was able to more 

closely assign a total cost per class.  Weighting factors were then determined relative to the 

Residential factor of 1 as shown in Table 7.2 above. 

In Sheet I6.1 Revenue has been populated with the 2016 Test Year forecast data as well as 

existing rates.  This is illustrated in Table 7.3 below: 
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Table 7.3: Worksheet I6 – Revenue 
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Sheet I6.2 has been updated with the required Bad Debt and Late Payment revenue data as 

well as customer/connection number information devices.  Below is the worksheet “I6.2 – 

Customer Data”:  

Table 7.4: Worksheet I6.2 – Customer Data 
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RSL updated the capital cost meter information on Sheet I7.1.  RSL has developed a model 

called “Meter Capital Cost Analysis” for its 2012 COS application. The model tracks purchase 

costs of smart meters for residential and commercial customers. The rest installation costs 

(supporting networks, systems and servers etc.) are allocated to residential and commercial 

based on customer count.  This provides an allocation of the total smart meter installation costs 

to residential meters and to commercial meters. The value from the total cost for residential 

divided by residential count will be entered in Sheet I7 as a unit cost for residential. The unit 

cost for commercial .is derived in the same manner.  This internal model has been updated to 

reflect the changes in purchase and installation costs since 2012. 

Sheet I7.2 Meter Reading: the weighting factors for Meter Reading are determined in the similar 

way to those for Billing and Collecting.  An analysis of Accounts 5310 was conducted.  Sub 

weightings for each cost item composing the Meter Reading USoA account were developed 

with the consideration of the nature of the cost and the effort to service the customer class. The 

costs were then allocated to classes based on the sub weighting factors and customer numbers.  

Through this analysis, RSL was able to more closely assign a total cost per class.  Weighting 

factors were then determined relative to the Residential factor of 1 

The data entered on sheet I8 reflects the findings of the 2004 hour by hour load data being 

scaled to be consistent with the 2016 load forecast and the inspection of the scaled data to 

identify the system peaks and class specific peaks.   

Table 7.5: Scaling Factors 

 

The table below shows the Demand Data for 2016 Test Year (adjusted for 2016 Load Forecast) 

as reflected in the worksheet “I8 – Demand Data” of the Cost Allocation model.  
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Table 7.6: Worksheet I8 – Demand Data  
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MicroFIT Charge 

Currently RSL charges microFIT customers a province-wide rate of $5.40 per month. As per the 

Report of the Board (the “Report”, Board File No. EB-2010-0219), distributors wishing to seek 

approval for a distributor-specific microFIT charge may identify additional cost elements that 

should be included in the determination of that charge. Proposed additions could be reflected in 

the microFIT administrative costs worksheet filed with the Board in a cost of service proceeding, 

and will be considered at that time.  

 

After reviewing the costs in Sheet O3.6 MicroFIT Charge, RSL found it does not reflect a $10 

monthly fee per microFIT meter point incurred from RSL’s vendor, Utilismart, for settlement 

service.  To address this deficiency, RSL has added an adjustment calculation in Sheet O3.6. 

The actual number of microFIT connection accounts has been added to the number of 

Residential customer accounts. Dividing the total cost by a revised meter count of 5,073, and 

then replacing the monthly unit cost of meter reading with the $10.00 per month for settlement 

provider costs (highlighted cell) results in a microFIT monthly unit cost of $17.76. Based on this 

calculation, RSL is proposing to increase monthly microFIT charge to $17.76 for the 2016 Test 

Year. The calculation of proposed microFIT charge is illustrated in Table 7.7 below. 

 

Table 7.7: Calculation of MicroFIT Charge   
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Unmetered Loads  

RSL communicates with unmetered scattered load customers, including Street Lighting 

customers, to assist them in understanding the regulatory context in which distributors operate 

and how it affects unmetered load customers.  This communication takes place on an on-going 

basis and is not driven by the rate application process, but regular business practice. 

RSL determined that there were no direct allocations necessary in “I9. - Direct Allocations” as all 

assets and operating expenses are attributable to all rate classes. Consequently this worksheet 

has no data beneath the rate classes. 

The revenue to cost ratios calculated in worksheet “O1 – Revenue to Cost” of the Cost 

Allocation model updated for the 2016 Test Year is shown below: 
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Table 7.8: Worksheet O1 – Revenue to Cost of the Cost Allocation Model 
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The table below is taken from the OEB Cost Allocation Model worksheet “O2 – Fixed Charge 

[Floor] Ceiling” and illustrates the minimum and maximum level for the Monthly Fixed Charge for 

each rate class. 

Table 7.9: Worksheet O2 – Fixed Charge [Floor] Ceiling  
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Class Revenue Requirements  

Ex.7/Tab 2/Sch.1 - Class Revenue Requirements 

The allocated cost by rate class for the 2012 Cost of Service filing and 2016 updated study are 

provided in the following Table 7.10 which is consistent with Appendix 2-P. 

Table 7.10: Chapter 2 Appendix 2-P: Cost Allocation – A) Allocated Costs  

 

The following Table 7.11 provides information on calculated class revenue which is consistent 

with Appendix 2-P.  The revenue allocated to rate classes are shown in “Column 7D” and 

“Column 7E” of Table 7.11.  The resulting 2016 Proposed Base Revenue will be the amount 

used in Exhibit 8 to design the proposed distribution charges in this application. 

Table 7.11: Chapter 2 Appendix 2-P: Cost Allocation – B) Calculated Class Revenues  
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Revenue-to-Cost Ratios 

Ex.7/Tab 3/Sch.1 - Cost Allocation Results and Analysis 

The results of a Cost Allocation Study are typically presented in the form of Revenue to Cost 

Ratios.  The ratio is shown by rate classification and is the percentage of Distribution Revenue 

collected by rate classification compared to the costs allocated to the classification.  The 

percentage identifies the rate classifications that are being subsidized and those that are over-

contributing.  A percentage of less than 100% means the rate classification is under-contributing 

and is being subsidized by other classes of customers.  A percentage of greater than 100% 

indicates the rate classification is over contributing and is subsidizing other classes of 

customers.  

In the Board Report dated March 31, 2011 (EB-2010-0219), the Board established what it 

considered to be the appropriate ranges of Revenue to Cost Ratios which are summarized in 

Table 7.12 below.  In addition, Table 7.12 provides RSL’s Revenue to Cost Ratios from the 

2012 COS Application and the updated proposed 2016 Cost Allocation. 

Table 7.12: Chapter 2 Appendix 2-P: Cost Allocation– C) Rebalancing Revenue-to-Cost 
(R/C) Ratios 

 

In reviewing the calculated revenue to cost results from the Cost Allocation study, it was found 

that customer classes for Street Lighting and Sentinel Lighting are outside of the Board’s 

floor/ceiling parameters.  RSL proposes in this application to re-align its revenue to cost ratios 

by adjusting the allocations of revenue among rate classes in order to reduce some of the 

cross-subsidization that was occurring.  The utility reviewed and assessed the bill impacts for 

each class before and after adjusting the Revenue to Cost ratios. 
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a) For Street Lighting rate class, RSL adjusted the revenue-to-cost ratio to 120% (the 

ceiling limit set by the Board);  

b) For Sentinel Lighting rate class, RSL adjusted the revenue-to-cost ratio to 80% (the floor 

limit set by the Board); 

c) To neutralize the total revenue-to-cost ratio to be 100%, RSL adjusted the Residential 

class’ ratio to 92.19%.  

RSL has proposed to adjust the revenue to cost ratios over the period of the 2016 Test Year 

and recommends that these ratios be held constant until the next Cost of Service application is 

filed.  The proposed ratios are displayed in Table 7.13. 

Table 7.13: Chapter 2 Appendix 2-P: Cost Allocation – D) Proposed Revenue-to-Cost 
Ratios 

 

Per the Filing Requirements for Transmission and Distribution Applications dated July 16, 2015, 

RSL has completed OEB Appendix 2-P with the results of the 2016 cost allocation study.  The 

Table A) Allocated cost table, Table B) Calculated class revenues, Table C) Rebalancing 

Revenue- to-Cost, and Table D) Proposed Revenue-to-Cost Ratios are summarized in Tables  

7.9 to 7.12 of this Exhibit. 

Note:   

The Board’s filing requirements associated with the Host Distributor, Standby Rates and New 

customer or Eliminated customer class are not applicable to RSL’s application.  RSL is an 

embedded distributor, has no customers with Standby Rates, has not introduced a new 

customer class and has not eliminated a customer class since the Applicant filed its Cost of 

Service rate application in 2012.  
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