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1. RATE BASE4

1.1 RATE BASE OVERVIEW5

The rate base used for the purpose of calculating the revenue requirement used in this6

Application follows Chapter 2 of the Filing Requirements for Electricity Distribution7

Applications issued by the Ontario Energy Board (“Board”) on July 14, 2016 (the “Filing8

Requirements”). In accordance with the Filing Requirements, E.L.K. has calculated the rate9

base as an average of the net capital balances at the beginning and the end of the 2017 Test Year10

plus a working capital allowance, which is 7.5% of the sum of the cost of power and controllable11

expenses. The use of a 7.5% rate is consistent with the Board`s letter of June 3, 2015 and the12

Filing Requirements as issued by the OEB. At this time, E.L.K. has not completed a lead-lag13

study or equivalent analysis to support a different rate and has submitted this application using14

the default value of 7.5%.15

E.L.K. was not previously directed by the OEB to undertake a lead/lag study.16

E.L.K. converted to Modified International Financial Reporting Standards (MIFRS) on17

January 1, 2015 and has prepared this application under MIFRS.18

E.L.K. has reported PP &E under historical acquisition costs for regulatory purposes in19

accordance with Article 315 in the Accounting Procedures Handbook. E.L.K. adopted a change20

in capitalization and useful lives policies as described in Exhibit 4 as part of E.L.K.’s 2012 Cost21

of Service Application (EB-2011-0099).22

Net capital assets include in service assets that are associated with activities that enable the23

conveyance of electricity for distribution purposes minus accumulated depreciation and24
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contributed capital from third parties. For purposes of this Exhibit, distribution assets refer to1

those assets that are most directly related to the distribution system, such as poles, overhead and2

underground lines, and transformers. General plant refers to assets that support the operation of3

the distribution system such, as computer hardware and software, vehicles, buildings, equipment.4

Capital assets include property, plant and equipment (“PP&E”) and intangible assets; these are5

referred to as “capital” or “fixed” assets throughout this evidence. The rate base calculation6

excludes any non-distribution assets. E.L.K. has not applied for, nor received, any Incremental7

Capital Module (“ICM”) adjustments. Controllable expenses include operations and8

maintenance, billing and collecting, and administration expenses.9

This exhibit will compare historical data with the 2016 Bridge Year and 2017 Test Year10

E.L.K. has calculated its 2017 Test Year rate base to be $ 12,000,666. This rate base is also used11

to determine the proposed Revenue Requirement found at Exhibit 6. Table 2-1 illustrates12

E.L.K.’s Rate Base Calculations for the Test Year.13
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Table 2-1: 2017 Test Year Rate Base1

2

E.L.K. has provided its rate base calculations for the years 2012 Board Approved, 2012 Actual,3

2013 Actual, 2014 Actual, 2015 Actual, 2016 Bridge Year and 2017 Test Year in Table 2-24

below:5

6
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Table 2-2 - Summary of Rate Base1

2

The Rate Base for the 2017 Test Year has been forecasted to decrease $555,865 (5.0%) over the3

2016 Bridge Year. Furthermore, the Rate Base for the 2017 Test Year has been forecasted to4

remain relatively neutral over the last Board Approved Rate Base. The reasons for the variance5

between the 2017 Test Year and 2012 last Board Approved is mainly attributed to:6

 The decrease in the working capital allowance rate has reduced the Rate Base.7

The decrease is mainly attributed to the decrease in the working capital rate of8

7.5% from 12% as approved during E.L.K.’s 2012 COS.9

 Annual changes in cost of power and increases in OM & A expenses. E.L.K. has10

forecast an increase in Power Supply Expenses and eligible distribution expenses11

since the last Board Approved Rate.12

 The average net capital asset in service has also increased. The main drivers13

behind this is the decrease in useful lives which results in a decrease in14

depreciation expense as well as the increased investment back into the distribution15

system.16
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E.L.K. has provided a summary of its calculations of the cost of power and controllable expenses1

used in the calculations for determining working capital for the years 2012 Board Approved,2

2012 Actual, 2013 Actual, 2014 Actual, 2015 Actual, 2016 Bridge Year and 2017 Test Year in3

Table 2-3 below. Further details of E.L.K.’s calculation of its cost of power calculations are4

provided in Table 2-21 and Table 2-22.5

Table 2-3 - Summary of Working Capital Calculation6

7

1.2 VARIANCE ANALYSIS OF RATE BASE8

The following Table 2-4 through 2-9 sets out E.L.K.’s rate base and working capital calculations9

for the 2017 Test Year, 2016 Bridge Year, 2015 Actual, 2014 Actual, 2013 Actual, 2012 Board10

Approved and Actual, and the following variances:11

 2017 Test Year against 2016 Bridge Year;12

 2016 Bridge Year against 2015 Actual;13

 2015 Actual against 2014 Actual;14
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 2014 Actual against 2013 Actual;1

 2013 Actual against 2012 Actual; and2

 2012 Actual against 2012 Board Approved.3

E.L.K.’s materiality threshold is $50,0004

Table 2-4 – 2017 Test Year vs. 2016 Bridge Year5

6

The total projected Rate Base in 2017 of $12,000,666 is $555,865 or 5.0% lower than 2016.7

The main reason for the difference is the working capital allowance saw a decrease in rate from8

12.0% to 7.5%. The average net capital assets in service (including capital contributions) are9

approximately $700,000 higher than the amortization expense. This results in approximately10

$700,000 increase in rate base. Further, in 2017, the utilities investment in its distribution11

system is required in order to keep the system running in a safe and reliable manner. These12

projects are discussed further in E.L.K.’s distribution plan found in Appendix 2A. E.L.K. is also13

planning significant monies toward the addition of a new fleet vehicle, that being a radial boom14

derrick.15
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Table 2-5 – 2016 Bridge Year vs. 2015 Actual1

2

The total projected Rate Base in 2016 of $12,556,531 is $247,337 or 2.0% higher than 2015.3

The main reason for the minor variance is the average net capital assets in service (including4

capital contributions) are approximately $700,000 higher than the amortization expense. This5

results in approximately $700,000 increase in rate base. The rest of the increase can be attributed6

to regular maintenance of the distribution system.7

Table 2-6 – 2015 Actual vs. 2014 Actual8

9

The total projected Rate Base in 2015 of $12,309,194 is $122,694 or 1.0% higher than 2014.10

The main reason for the difference is the working capital allowance saw a small decrease due to11

the decrease in OM & A costs which is fully described in Appendix 4. The average net capital12

assets in service (including capital contributions) are approximately $300,000 higher than the13

amortization expense. This results in approximately $300,000 increase in rate base.14

Particulars 2015 Actual 2014 Actual Variance %

Net Capital Assets in Service:

Opening Balance 8,089,087 8,059,927 29,160 0%

Ending Balance 8,657,686 8,089,087 568,599 7%

Average Balance 8,373,387 8,074,507 298,880 4%

Working Capital Allowance 3,935,807 4,111,993 176,186- -4%

Total Rate Base 12,309,194 12,186,500 122,694 1%
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Table 2-7 – 2014 Actual vs. 2013 Actual1

2

The total projected Rate Base in 2014 of $12,186,500 is $900,067 or 7.0% higher than 2013.3

The main reason for the difference is the working capital allowance saw an increase due to the4

increase in OM & A costs which is fully described in Appendix 4. The average net capital assets5

in service (including capital contributions) are approximately $360,000 lower than the6

amortization expense. This results in approximately $360,000 lower in rate base.7

Table 2-8 – 2013 Actual vs. 2012 Actual8

9

The total projected Rate Base in 2013 of $11,286,433 is $1,289,335 or 11.0% higher than 2012.10

The main reason for the difference is the average net capital assets in service (including capital11

contributions) are approximately $1,000,000 higher than the amortization expense. This results12

in approximately $1,000,000 higher in rate base.13

Particulars 2014 Actual 2013 Actual Variance %

Net Capital Assets in Service:

Opening Balance 8,059,927 8,812,349 752,422- -9%

Ending Balance 8,089,087 8,059,927 29,160 0%

Average Balance 8,074,507 8,436,138 361,631- -4%

Working Capital Allowance 4,111,993 2,850,295 1,261,698 31%

Total Rate Base 12,186,500 11,286,433 900,067 7%

Particulars 2013 Actual 2012 Actual Variance %

Net Capital Assets in Service:

Opening Balance 8,812,349 7,655,503 1,156,846 13%

Ending Balance 8,059,927 7,136,501 923,426 11%

Average Balance 8,436,138 7,396,002 1,040,136 12%

Working Capital Allowance 2,850,295 2,601,096 249,199 9%

Total Rate Base 11,286,433 9,997,098 1,289,335 11%



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 10 of 77

Filed: November 1, 2016

Table 2-9 – 2012 Actual vs. 2012 Board Approved1

2

The total projected Rate Base in 2012 of $9,997,098 is $2,547,990 or 25.0% lower than 20123

Board Approved.4

The main reason for the difference is power supply expense was significantly lower than5

projected. This was impacted by the overall weather conditions in 2012. Further OM & A was6

lower than projected. The actual average balance of net capital assets is lower based on7

significant contributions and grants.8

1.3 FIXED ASSET CONTINUITY SCHEDULES, NO WORK IN PROGRESS9

Table 2-10 through Table 2-15 are Board Appendix 2-BA and provide the Fixed Asset10

Continuity Schedules, for each of 2015 Actual, 2014 Actual, 2013 Actual, 2012 Actual, 201611

Bridge Year, and 2017 Test Year. E.L.K. does not have work in progress currently.12

These schedules present a continuity schedule of its investment in capital assets, the associated13

accumulated amortization and the net book value for each Capital USoA account.14

Particulars 2012 Actual

2012 Board

Approved Variance %

Net Capital Assets in Service:

Opening Balance 7,655,503 9,211,176 1,555,673- -20%

Ending Balance 7,136,501 9,225,970 2,089,469- -29%

Average Balance 7,396,002 9,218,573 1,822,571- -25%

Working Capital Allowance 2,601,096 3,326,515 725,419- -28%

Total Rate Base 9,997,098 12,545,088 2,547,990- -25%
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Table 2-10 - Fixed Asset Continuity Schedule as at December 31, 2012, CGAAP1

2
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Table 2-11 - Fixed Asset Continuity Schedule as at December 31, 2013, MIFRS1

2
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Table 2-12 - Fixed Asset Continuity Schedule as at December 31, 2014, MIFRS1

2
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Table 2-13 - Fixed Asset Continuity Schedule as at December 31, 2015, MIFRS1

2
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Table 2-14 - Fixed Asset Continuity Schedule as at December 31, 2016, MIFRS1

2
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Table 2-15 - Fixed Asset Continuity Schedule as at December 31, 2017, MIFRS1

2
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2. GROSS ASSETS – PROPERTY PLANT AND EQUIPMENT AND1

ACCUMULATED DEPRECIATION2

2.1 BREAKDOWN BY FUNCTION3

Table 2-16 below categorizes E.L.K.’s assets into three categories; distribution plant, general4

plant, contributions and grants. In accordance with the Uniform System of Accounts (“USoA”),5

E.L.K. has included gross assets as follows:6

 Distribution plant asset accounts include USoA 1805 to 1860 - this account7

includes assets such as substation equipment, poles, wires, transformers and8

meters;9

 General plant asset accounts include USoA 1905 to 1990 and USoA 1611 - this10

account includes assets such as buildings, computer software and hardware,11

transportation equipment, and tools;12

 Contributions and grants includes USoA account 1995 – this account includes all13

contributions in aid of capital that E.L.K. has received or forecasted to be received14

as per the Distribution System Code (“DSC”); and15

Table 2-16 – Gross Asset Breakdown by Function16

17

Description

2012 Board

Approved 2012 2013 2014 2015 2016 Bridge 2017 Test

Reporting Basis CGAAP MIFRS MIFRS MIFRS MIFRS MIFRS

Distribution Plant 25,255,740 23,305,357 25,551,614 26,419,300 27,531,172 28,862,172 29,684,175

General Plant 4,031,398 3,979,189 2,382,102 2,499,394 2,539,049 2,438,394 2,929,894

Contributions and Grants 4,519,671- 4,316,948- 5,492,391- 6,095,513- 6,342,546- 6,589,579- 6,836,612-

Total 24,767,466$ 22,967,598$ 22,441,325$ 22,823,181$ 23,727,675$ 24,710,987$ 25,777,457$
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2.2 DETAILED BREAKDOWN BY MAJOR PLANT ACCOUNT1

Table 2-17 below provides a detailed breakdown by major plant account for each functionalized2

plant item. Each plant item is accompanied by a description in accordance with the Board’s3

USoA, including the 2017 Test Year. E.L.K. has also included a breakdown of accumulated4

amortization in the same format in Table 2-18.5

Table 2-17 - Gross Assets - Detailed Breakdown by Major Plant Function6

7

8
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Table 2-18 – Accumulated Amortization - Detailed Breakdown by Major Plant Function1

2

3

4

5

6

7
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2.3 VARIANCE ANALYSIS ON GROSS ASSETS1

Table 2-19 below provides the same level of detail as Table 2-21, however, for the purposes of2

the variance analysis assets are categorized as Distribution Assets and General Plant and3

explanations on variances over E.L.K.’s materiality threshold are explained following the table.4

Table 2-19 – Variance on Gross Assets5

6

7

8

9

10
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2012 Board Approved (CGAAP) compared to 2012 Actual (CGAAP)1

Distribution Assets Variance: -$1,747,6752

2012 Actual Distribution Assets were lower than the 2012 Board Approved amounts by3

$1,747,675. The items primarily related to this variance include:4

 Acct 1860 Smart Meters was included in the 2012 Board Approved for modelling5

purposes, but did actually not get approved or went into effect until 2013.6

General Assets Variance: -$52,1947

2012 Actual General Assets were lower than the 2012 Board Approved amount by $52,194.8

This item is primarily related to the deferral of E.L.K.’s e-care/web based software module to9

2013/2014 of approximately $20,000.10

2013 Actual compared to 2012 Actual11

Distribution Assets Variance: $1,070,82912

2013 Actual Distribution Assets were higher than the 2012 actual amounts by $1,070,829. The13

items primarily related to this variance include accounts 1845 and 1850 which is the result of an14

extremely large one-off distribution plant relocation project for the Town of Lakeshore in which15

E.L.K. relocated all of its overhead assets to underground in the downtown core in order for the16

town to improve the streetscape and landscaping of the overall area.17

18

19
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General Assets Variance: -$1,597,1021

2013 Actual General Assets were lower than the 2012 actual by $1,597,102. This item is2

primarily related to the Acct 1930 Transportation Equipment which was included in the 20123

Actual, but did actually convert to MIFRS accounting for capital assets until 2013.4

2014 Actual compared to 2013 Actual5

Distribution Assets Variance: $264,5646

2014 Actual Distribution Assets were higher than the 2013 actual amounts by $264,564. The7

items primarily related to this variance include:8

Two primary reasons, one being that in 2013 during E.L.K.’s transition to IFRS for fixed assets9

and depreciation, resulted in significant disposals as supported in E.L.K. Fixed Asset Continuity10

Schedule, Table 2-11. This decrease was offset by a lesser amount of depreciation taken due to11

the increase of useful lives as determined using the Kinetrics report and reviewed and detailed12

out with KPMG. A secondary offset to the decrease is the result of development projects that13

occurred in 2014 as well as E.L.K. offer to connect true-ups completed that reduced account14

1995 and ultimately increased distribution assets.15

General Assets Variance: $117,29216

2014 Actual General Assets were higher than the 2013 actual by $117,292. This item is17

primarily related to the addition of a new F450 Cab and Chassis, approximately $70,000 as well18

as the addition of a new pole trailer, approximately $20,000.19

2015 Actual compared to 2014 Actual20

Distribution Assets Variance: $864,83921
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2015 Actual Distribution Assets were higher than the 2014 actual amounts by $864,839. The1

items primarily related to this variance include:2

Accounts 1840 and 1850, Underground Conduit and Line transformers, overhead and3

underground respectively are accounts that change and fluctuate through a factor that is driven4

by demand. As can be seen in Table 2-14, there was a significant amount of new development in5

E.L.K. territory as well as E.L.K. significant underground Asset Renewal project, Viscount6

Estates Underground Rejuvenation that improved E.L.K.’s infrastructure. These account for7

approximately $500,000 of the variance. Further, the result of an accounting entry required in8

2015 to re-class some smart meter regulatory accounts in capital accounts during the IFRS9

transitional year totalled approximately $366,000.10

General Assets Variance: $39,65511

The general asset variance of the 2015 Actual General Assets versus the 2014 actual were below12

materiality and therefore no explanation is provided.13

2016 Bridge compared to 2015 Actual14

Distribution Assets Variance: $1,083,96715

2016 Bridge Distribution Assets are higher than the 2015 actual amounts by $1,083,967. The16

items primarily related to this variance include:17

Accounts 1840 through 1850 which is a factor that is driven by demand. As can be seen in18

Table 2-24, there were a significant amount of new development in E.L.K. territory specifically19

the Bernath Gardens, Cottam Woods Phase 3 and ROATC Ph. 5 residential developments. As20

well, E.L.K. has continued to aggressively pursue its own underground Asset Renewal project21

for Viscount Estates.22
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General Assets Variance: -$100,6551

2016 Bridge General Assets are lower than the 2015 actual by $100,655. This item is primarily2

related to the sale of the Essex Service Centre in 2016 (250,000) which is offset by accounts3

1915 and 1920 upgrades which includes new office flooring as well as a new SQL server and4

upgrade (approximately $100,000)5

2017 Test compared to 2016 Bridge6

Distribution Assets Variance: $574,9707

2017 Test Distribution Assets are higher than the 2016 Bridge amounts by $574,970. The items8

primarily related to this variance include:9

E.L.K.’s estimation of future development that is a factor driven by demand, as well as the10

further rejuvenation of underground assets within E.L.K.’s service territory.11

General Assets Variance: $491,50012

2017 Test General Assets are higher than the 2016 Bridge by $491,500. This item is primarily13

related to the replacement of the radial boom derrick in 2017 $445,000.14

15

16

17
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2.4 SUMMARY OF INCREMENTAL CAPITAL MODULE ADJUSTMENT1

E.L.K. confirms that it has not applied for nor received any ICM adjustments as part of a2

previous IRM application.3

2.5 RECONCILIATION OF CONTINUITY STATEMENTS TO CALCULATED4

DEPRECIATION EXPENSES5

E.L.K. confirms that the depreciation expenses in the fixed asset continuity statements reconcile6

to the calculated depreciation expenses under Exhibit 4 – Operating Costs and are presented by7

account. As such there are no reconciling items between the fixed asset continuity statements in8

this Exhibit and the calculated depreciation expense in Exhibit 4.9

3. ALLOWANCE FOR WORKING CAPITAL10

3.1 OVERVIEW11

The Filing Requirements permit applicants to take one of two approaches for the calculation of12

the allowance for working capital; the 7.5% Allowance Approach or the filing of a lead/lag13

study. Using the 7.5% Allowance Approach, the working capital allowance is calculated to be14

7.5% of the sum of Cost of Power (“COP”) and controllable expenses (Operations, Maintenance,15

Billing and Collecting, Community Relations, Administration and General). E.L.K. did not16

conduct a lead lag study and is using the 7.5% Allowance Approach in accordance with the17

Filing Requirements.18

The working capital allowance for the 2017 Test Year is based upon 7.5% of the COP and19

controllable expenses. In calculating the working capital allowance for 2012 to 2015 actual and20

for the 2016 Bridge Year, E.L.K. used the Board’s historical 12% Allowance Approach.21
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Table 2-20 provides a summary of E.L.K.’s COP and controllable expenses used to calculate1

working capital allowance for 2012 Board Approved, 2012 Actual, 2013 Actual, 2014 Actual,2

2015 Actual, 2016 Bridge Year and the 2017 Test Year.3

Table 2-20 - Summary of Working Capital Allowance4

5

3.2 COST OF POWER CALCULATIONS6

E.L.K. has calculated cost of power for the 2017 Test Year based on the results of the load7

forecast which is discussed in detail in Exhibit 3. The electricity prices used in the calculation8

were the published prices in the OEB’s Regulated Price Plan Report – May 1, 2016 to April 30,9

2017, issued April 14, 2016. On October 19, 2016, the OEB released the Regulated Price Plan10

Price Report - November 1, 2016 to October 31, 2017. E.L.K. reviewed the impact on the11

revenue requirement using the updated report and determined the revenue requirement would12

increase by less than $300. Since the impact was minimal and E.L.K. was also in the last stages13

of preparing the application for filing the changes to cost of power were not made in the14

application.15
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The cost of power calculations for the 2017 Test Year and a cost of power summary are provided1

in the following Table 2-21 and Table 2-22.2
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Table 2-21: 2017 Test Year Cost of Power Forecast Calculation1

2

2017 Load Foreacst kWh kW 2015 %RPP

Residential 92,079,767 86%

General Service < 50 kW 29,137,274 81%

General Service 50 to 4,999 kW 60,741,788 188,540 6%

Street Lighting 2,380,054 6,476 0%

Sentinel Lighting 5,962 14 0%

Unmetered Scattered Load 264,832 0%

Embedded Distributor 45,143,217 96,786 0%

TOTAL 229,752,894 291,816

Electricity - Commodity RPP

Class per Load Forecast RPP

Residential 78,917,760 1.0675 84,242,582 $0.11141 $9,385,466

General Service < 50 kW 23,516,547 1.0675 25,103,280 $0.11141 $2,796,756

General Service 50 to 4,999 kW 3,724,653 1.0675 3,975,967 $0.11141 $442,962

Street Lighting 0 1.0675 0 $0.11141 $0

Sentinel Lighting 0 1.0675 0 $0.11141 $0

Unmetered Scattered Load 0 1.0675 0 $0.11141 $0

Embedded Distributor 0 1.0675 0 $0.11141 $0

TOTAL 106,158,960 113,321,829 $12,625,185

Electricity - Commodity Non-RPP

Class per Load Forecast

Residential 13,162,007 1.0675 14,050,088 $0.10772 $1,513,476

General Service < 50 kW 5,620,727 1.0675 5,999,974 $0.10772 $646,317

General Service 50 to 4,999 kW 57,017,135 1.0675 60,864,256 $0.10772 $6,556,298

Street Lighting 2,380,054 1.0675 2,540,643 $0.10772 $273,678

Sentinel Lighting 5,962 1.0675 6,364 $0.10772 $686

Unmetered Scattered Load 264,832 1.0675 282,701 $0.10772 $30,453

Embedded Distributor 1.0675 0 $0.10772 $0

TOTAL 78,450,717 83,744,027 $9,020,907

Transmission - Network Volume

Class per Load Forecast Metric

Residential kWh 98,292,671 $0.0066 $648,128

General Service < 50 kW kWh 31,103,255 $0.0058 $181,163

General Service 50 to 4,999 kW kW 188,540 $2.4392 $459,884

Street Lighting kW 6,476 $1.8397 $11,913

Sentinel Lighting kW 14 $1.8489 $26

Unmetered Scattered Load kWh 282,701 $0.0058 $1,647

Embedded Distributor kW 96,786 $2.4123 $233,473

TOTAL $1,536,234

2017

Forecasted

2017 Loss

Factor 2017

2017

2017

Forecasted

2017 Loss

Factor 2017



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 29 of 77

Filed: November 1, 2016

1

Transmission - Connection Volume

Class per Load Forecast Metric

Residential kWh 98,292,671 $0.0051 $502,329

General Service < 50 kW kWh 31,103,255 $0.0045 $140,031

General Service 50 to 4,999 kW kW 188,540 $1.8386 $346,646

Street Lighting kW 6,476 $1.4223 $9,211

Sentinel Lighting kW 14 $1.4521 $20

Unmetered Scattered Load kWh 282,701 $0.0045 $1,273

Embedded Distributor kW 96,786 $1.8386 $177,949

TOTAL $1,177,459

Wholesale Market Service

Class per Load Forecast

Residential 98,292,671 $0.0036 $353,854

General Service < 50 kW 31,103,255 $0.0036 $111,972

General Service 50 to 4,999 kW 64,840,222 $0.0036 $233,425

Street Lighting 2,540,643 $0.0036 $9,146

Sentinel Lighting 6,364 $0.0036 $23

Unmetered Scattered Load 282,701 $0.0036 $1,018

Embedded Distributor 0 $0.0036 $0

TOTAL 197,065,857 $709,437

Rural Rate Assistance

Class per Load Forecast

Residential 98,292,671 $0.0013 $127,780

General Service < 50 kW 31,103,255 $0.0013 $40,434

General Service 50 to 4,999 kW 64,840,222 $0.0013 $84,292

Street Lighting 2,540,643 $0.0013 $3,303

Sentinel Lighting 6,364 $0.0013 $8

Unmetered Scattered Load 282,701 $0.0013 $368

Embedded Distributor 0 $0.0013 $0

TOTAL 197,065,857 $256,186

Ontario Electricity Support Program Charge

Class per Load Forecast

Residential 98,292,671 $0.0011 $108,122

General Service < 50 kW 31,103,255 $0.0011 $34,214

General Service 50 to 4,999 kW 64,840,222 $0.0011 $71,324

Street Lighting 2,540,643 $0.0011 $2,795

Sentinel Lighting 6,364 $0.0011 $7

Unmetered Scattered Load 282,701 $0.0011 $311

Embedded Distributor 0 $0.0011 $0

TOTAL 197,065,857 $216,772

2017

2017

2017

2017



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 30 of 77

Filed: November 1, 2016

Table 2-22: 2017 Test Year Cost of Power Summary1

2

4. TREATMENT OF STRANDED ASSETS RELATED TO SMART METER3

DEPLOYMENT4

E.L.K. has previously disposed of its stranded meter costs in its last cost of service application5

EB-2011-0099. For the purposes of settlement, the parties accepted the stranded meter net book6

value for the year ended December 31, 2011 of $264,606 as presented in Settlement Table 12:7

Stranded Meter Customer Class, below. The parties accepted the proposal for recovery of the8

amount through a rate rider of $1.47 per metered residential customer per month, and a rate rider9

of $5.99 per metered General Service <50 kW customer per month through the allocation10

methodology presented below. E.L.K. recovered costs for a one year period, commencing11

May 1, 2013.12

2017

4705-Power Purchased Incl GA $21,646,092

4708-Charges-WMS $926,210

4714-Charges-NW $1,536,234

4716-Charges-CN $1,177,459

4730-Rural Rate Assistance $256,186

4751-Smart Meter Entity Charge $110,345

TOTAL 25,652,525
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5. CAPITAL EXPENDITURES1

5.1 PLANNING2

The Board’s RRFE is designed to support the cost-effective planning and operation of the3

distribution network and that of LDC distribution systems. The RRFE takes an integrated4

approach to planning in order to facilitate priorities and pacing of capital expenditures. In5

accordance with the filing requirements, E.L.K. is filing its consolidated DSP as a stand-alone6

document which includes all elements of the DSP as Appendix 2A of this Exhibit.7

E.L.K. has organized the information contained in the DSP using the headings indicated in8

Chapter Five of the Board’s Filing Requirements for Electricity Distribution and Transmission9

Applications, Consolidated Distribution System Plan Filing Requirements dated March 28, 2013.10

The DSP incorporates matters pertaining to asset management, regional planning, and renewable11

energy generation.12

The intention underlying DS Planning at E.L.K. encourages a process of “continuous13

improvement.” The following steps that have been adapted through the planning process:14

 Establish the objectives and processes necessary to deliver results in accordance15

with the expected outcomes. Start, on a small scale, to test possible effects and16

financial feasibility. Develop a DS Plan, prioritizing budgets, resources, and17

timelines.18

 Implement the Plan and collect data for analysis. Develop projects’ design and19

execution, preparing status reports, and implementing planned activities.20

 Study the actual results and compare against the expected results to ascertain any21

differences. Evaluate any deviations in implementation from the Plan, and22
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evaluate the appropriateness and completeness of the Plan to enable the execution.1

This Plan elaborates on E.L.K.’s Performance Outcomes.2

 Recommend improvements and adjustments to the initial plan; determine the3

course of corrections and modifications to the plan.4

In this DS Plan, E.L.K. also describes the areas where it has been determined that the asset5

management process, systems and data need to be improved. E.L.K.’s DS network provides an6

essential service to the community and needs to be reliable and sustainable. The electricity7

distribution infrastructure assets are capital-intensive and have a long life. E.L.K. will continue8

to monitor and optimize the network performance, further refine effective investment strategies9

and refocus activities, as needed, to meet established targets.10

To facilitate better planning, prioritization and pacing of capital expenditures, E.L.K. is using an11

integrated approach to planning. This means E.L.K.’s capital expenditure plan consolidates all12

categories of system investments, including investments to renew and expand the distribution13

system. The DSP will be amended, as required, with information about investments that will be14

identified during the regional planning process, and will include investments to accommodate the15

connection of renewable generation or to implement a smart grid.16

This is the first effort of E.L.K. to use an integrated framework approach. E.L.K. first developed17

a long term Distribution Asset Management Plan (DAMP) in 2012. The current plan, however,18

consolidates information that includes data about renewable generation (REG), smart grid and19

other components compliant with the requirements of Chapter 5.20

21

22

23
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Planning Horizon1

This DSP encompasses projections and forecasts for the 2016 - 2021 timeframe. It is intended2

that the DSP will be reviewed on a periodic basis, and amended with new information as it3

becomes available.4

The planning horizon extends to a five (5) year period, (in terms of rate setting 2016 is a bridge5

year, 2017 is a test year, and 2018 - 2021 represent forecasted years, based on Chapter 56

requirements for Consolidated Distribution System Planning. Under the renewed regulatory7

framework, a planning horizon of five (5) years is required to support integrated planning and8

better alignment of E.L.K.’s planning cycles with rate-setting cycles. A longer-term approach9

enhances the predictability necessary to facilitate planning and decision-making by customers10

and distributors. This also facilitates the cost-effective and efficient implementation of the DSP11

and meeting of OEB expectations in the areas of performance outcomes. The asset assessments12

are also based on a five (5) year planning period. It is very likely that new developments, not13

currently identified here, will arise at any given time, and will be amended into the plan.14

In order to support integrated planning and better align the distributor planning cycles with rate-15

setting cycles, the approach to longer-term planning (a minimum of five years) has incorporated16

the following elements into the plan.17

Longer-Term Planning
Element

Approach

Enhance the predictability
necessary to facilitate planning
– including regional planning –
and decision-making by
customers and distributors

 Heighten the emphasis on regionally-planned
infrastructure

 Complete system renewal and expansion – refresh
assets in totality, as per assets’ lifecycle using a
longer-term bottom-up approach

 Assess the available capacity for renewable energy
generation efforts and community growth

Facilitate the cost-effective and
efficient implementation of

 Initiate study and assessment for enhancement of
customer communication and implementation of
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Longer-Term Planning
Element

Approach

distributor DS Plans and,
thereby, the achievement of
customer service and cost
performance outcomes

Outage Management System

 Improve customer communication

Manage consumer rate impacts  Develop detailed implementation plans

 Enhance Conservation Demand Management (CDM)
Program and REG to help manage rate impacts

 Consider system impacts of CDM results

 Assess capital investment scenarios in terms of risk
mitigation and longer-term smoothing of customer rate
impacts

1
Regional Planning2

Regional planning is conducted through the Integrated Regional Resource Planning (IRRP)3

process, where local stakeholders collaborate in the development of integrated solutions for4

maintaining a reliable supply of electricity to Ontario communities.5

The objective of the IRRP process is to develop long-term electricity plans that thoughtfully6

integrate all relevant resource options, such as conservation and demand management,7

distributed generation, large-scale generation, transmission and distribution.8

As per Hydro One’s regional planning initiative the province is divided into three planning9

groups:10

Group 1, Group 2 & Group 3 – Active Plans11

A Regional Infrastructure Plan and an Integrated Regional Resource Plan have been completed12

for E.L.K.’s service territory.13
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Chapter 5 implements the Board’s policy direction on ‘an integrated approach to distribution1

network planning’. Regional planning is conducted through the Integrated Regional Resource2

Planning (IRRP) process, whereby local stakeholders collaborate in the development of3

integrated solutions for maintaining a reliable supply of electricity to Ontario communities. The4

regional planning process begins with a needs assessment performed by the transmitter, which5

determines whether a regional plan is required or not. If a regional plan is required, the IESO6

then conducts a scoping assessment to determine whether a more comprehensive Integrated7

Regional Resource Plan is required (led by the IESO), or a more transmission - and distribution -8

focused Regional Infrastructure Plan is required (led by the transmitter).9

The objective of the IRRP process is to develop long-term electricity plans that thoughtfully10

integrate all relevant resource options, such as conservation and demand management,11

distributed generation, large-scale generation, transmission and distribution.12

E.L.K. is part of the Windsor-Essex Region planning zone in Southern Ontario. The LDCs13

providing service to customers in the Windsor-Essex region include:14

 E.L.K. Energy Inc.15

 Entegrus Powerlines Inc.16

 Enwin Utilities.17

 Essex Powerlines Corporation.18

 Hydro One Networks Inc.19

20
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A Regional Infrastructure Plan and an Integrated Regional Resource Plan have been completed1

for E.L.K.’s service territory. E.L.K. is included in “Group 1”, which is the first group in the2

regional planning prioritization.3

Information from the municipal development department is also used to project the amount of4

customer-driven activity (such as community upgrades or new commercial construction). These5

projects fit into the Annual Capital Budget directly, and are used to allocate the customer driven6

portion of the 5-year capital budget.7

Infrastructure planning on a regional basis is required to ensure that regional issues and8

requirements are effectively integrated into E.L.K.’s planning processes, which will, in turn, help9

promote the cost-effective development of electricity infrastructure in the Province. The effective10

use of regional infrastructure planning and the inclusion of regional considerations in E.L.K.’s11

DS Plan is the key to ensure coordinated development and implementation of smart grid12

provincial strategy. It is important that the necessary investments are made in distribution and13

transmission systems that will best serve the interests and the future of the region.14

E.L.K.’s intention is to follow the Board’s directions and work to address regional planning15

issues as they arise. E.L.K. will assess and amend actions where appropriate. E.L.K. makes16

decisions based upon the most cost-effective solutions, and is considering conservation as one of17

the options to defer the need for infrastructure investments.18

5.2 REQUIRED INFORMATION19

E.L.K. has provided a copy of the Distribution System Plan (DSP) as Appendix 2A to this20

Exhibit.21

E.L.K. has completed Appendix 2-AB Capital Expenditure Summary presenting four historical22

years, the 2016 Bridge Year and five planned years of capital expenditures. This is the first year23

for which E.L.K. has filed a DSP, and as such E.L.K. has entered the planned total capital budget24
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in the “Plan” column for each historical year and for the bridge year including the OEB approved1

amount for the last rebasing year. The variance in the 2012 actual compared to the 2012 OEB2

approved amount is primarily the result of a development called Jakana which did not occur until3

2013 that was planned for 2012 in the amount of $161,193. Further, there was approximately4

$15,000 less spent on the Viscount Estates work in 2012 and some of the building improvement5

and tools were deferred into the following years. E.L.K. has made its best efforts to categorize6

historical projects into the DSP categories (System Access, System Renewal, System Service,7

and General Plant).8

Appendix 2-AB Capital Expenditure Summary is presented in Table 2-23 below9

Table 2-2310

11

12

13
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Capital spending by category is designed to meet both defined customer preferences and1

distribution system requirements.2

During the five-year period, E.L.K. is strategically planning to make leveled investments in3

distribution infrastructure required for system sustainment, and in the short–term, intends to4

concentrate on investing in general assets that support service reliability and customer5

preferences. Therefore, the main investment drivers are in the areas of end of useful life of the6

assets, business operational efficiently, reliability and customer preferences. Capital spending by7

category is designed to meet both defined customer preferences and distribution system8

requirements.9

 System Access investments are planned on historical actual levels required to10

meet regulatory obligations for connections, upgrades and plant relocation driven11

by customers and third parties. E.L.K. expects that its system will continue to be12

able to accommodate the vast majority of requests for new load connections and13

for service upgrades.14

 System Renewal investments are based on the requirements of asset replacement15

programs, mainly driven by pole replacement. Plans for replacements are based16

on consideration of age and condition of assets. The proactive replacement of17

system components prior to failure will reduce costs associated with outage18

response and reactive replacement. Adjustments to the programs will be19

completed with gathering more detailed asset condition information and records.20

The annual investments are leveled to ensure consistency throughout the planning21

process.22

 System Service spending is focused on system reliability improvement projects,23

which are based on outage considerations, system impact, smart grid upgrade24

scenarios and customer preferences. E.L.K. has not experienced any major issues25
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with connection of existing microFIT or small FIT projects to its system, and does1

not expect any issues within the current five-year plan, based on the anticipated2

volume of new projects.3

 General Plant category is focused on ensuring that adequate tools, such as OMS,4

are in place to support the day-to-day operations, and to improve customer5

communications in contingency scenarios of unplanned outages. E.L.K. has6

incorporated the customer preferences obtained through targeted customer7

research and customer engagement process.8

5.3 DRIVERS BY INVESTMENT CATEGORY9

System Access10

The primary driver of this activity is customer service requests and mandated obligations under11

the Distribution System Code (DSC). This allows E.L.K. to satisfy its asset management12

objective of providing for the needs of customers, as well as meeting regulatory requirements.13

This program is justified because of customer service requests that are relatively consistent14

year over year, in terms of both the number of requests, and the investments required to15

complete the connections.16

System Renewal17

This capital expenditure includes all “like for like” replacement costs related to renewal of major18

assets (poles, reclosers, switches, etc.) because of failure, serious damage or end of useful life.19

Major drivers in this category are risk of failure, substandard performance and functional20

obsolescence.21
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System Services1

These projects will improve system reliability, automation and/or contingency performance.2

Examples of projects in this category are smart grid development, installation of electronic3

reclosers and outage management systems. E.L.K. does not have any planned investment in4

system service for the DSP planning period.5

General Plant6

The vehicle replacements in this category are driven by E.L.K.’s evolving requirements for7

capital to support day-to- day business and operations activities. The timing of project-related8

expenditures has been determined based on adjustments related to asset condition and to end of9

useful life of the asset. Other investments in this category relate to IT enhancements to meet10

customer preferences.11

For more detail, please refer to E.L.K.’s DSP in Appendix 2A of this Exhibit.12

5.4 SUMMARY OF CAPITAL PROJECTS13

Table 2-24 (Chapter 2 Appendix 2-AA) below presents a summary of all gross capital14

expenditures by project for the historical period 2012-2015, the 2016 Bridge Year and 2017 Test15

Year.16
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Table 2-241

2
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1

Capital Expenditure variances for the 4 historical years 2012-2015, Bridge Year 2016 and Test2

Year 2017 above are:3

2012 Board Approved and 2012 Actual. Decrease of $402,489 is primarily the result of4

$400,000 Notre Dame Streetlight project that was projected in 2012 which did not occur in 20125

but rather in 2013 as shown in the table above.6

2012 and 2013. Increase of $694,272 is primarily the result of an extremely large one-off7

distribution plant relocation project for the Town of Lakeshore in which E.L.K. relocated all of8

its overhead assets to underground in the downtown core in order for the town to improve the9

streetscape and landscaping of the overall area.10

2013 and 2014. The decrease of $492,708 is primarily the result of Notre Dame Street Project11

which was an anomaly type project in 2012 that E.L.K. relocated all of the overhead in the12

downtown core of Belle River to underground that did not occur in 2013. As well, there was the13

replacement of an Underground truck of approximately $70,000.14
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2014 and 2015. The increase in 2015 of $341,842 is primarily the result of an accounting entry1

required in 2015 to reclass some smart meter regulatory accounts in capital accounts during the2

IFRS transitional year.3

2015 and 2016 and 2017. The minor increase of $151,480 and decrease in 2017 of $165,997 is4

primarily driven by demand with respect to new developments. The economy and developments5

have started to increase in E.L.K.’s service territory in 2016 as shown in Appendix 2AA with the6

significant number of projects. Further contributing to the increase is the increase in7

connections. 2017 access projects are unknown and are a factor driven by demand. Overall the8

net effect over these three years is $14,517, resulting in a consistent and achievable spending9

pattern.10

5.5 PROJECTS WITH A LIFE CYCLE GREATER THAN ONE YEAR11

E.L.K.’s accounting policy is to include projects in Fixed Assets when they are completed and12

put into service. Capital projects which are not yet completed are included in WIP. Capital13

projects with a life cycle greater than one year will be carried over from one year to the next in14

WIP. Once completed expenditures are removed from WIP and capitalized to fixed assets at15

which point they begin depreciating.16

5.6 TREATMENT OF COST OF FUNDS17

Borrowing costs on qualifying assets are capitalized as part of the cost of the asset based upon18

the weighted average cost of debt incurred on the Corporation’s borrowings. Qualifying assets19

are considered to be those that take in excess of nine months to construct.20
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5.7 COMPONENTS OF OTHER CAPITAL EXPENDITURES – NON1

DISTRIBUTION2

E.L.K. does not have other capital expenditures, such as non-distribution activities, for which it3

needs to provide components.4

5.8 EFFICIENCIES REALIZED DUE TO DEPLOYMENT OF SMART METERS5

AND RELATED TECHNOLOGIES6

E.L.K. has made use of both E.L.K. Operational Data Storage (Metersense) as well as the Sensus7

Meter website to allow E.L.K. to investigate meter issues as well as work and analyze the8

MDM/R reports on a daily basis. These two tools also allow E.L.K.’s customer service9

representatives to check customer’s power on demand. This has resolved some customer10

inquiries immediately instead of requiring a field visit to verify power conditions.11

5.9 CONSERVATION INITIATIVES12

Although E.L.K. has had consistent growth in its customer base or service territory, it has not13

experienced a tremendous material growth, thus, E.L.K. has not had the need to consider14

incremental conservation initiatives to defer or otherwise avoid future infrastructure projects.15

This will likely remain true over the life of this Application. E.L.K. is not applying for funding16

through distribution rates to pursue any custom type energy efficiency programs.17

18
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6. CAPITALIZATION POLICY1

6.1 CAPITALIZATION POLICY OVERVIEW2

Items of property, plant and equipment (“PP&E”) used in rate-regulated activities and acquired3

prior to January 1, 2014 are measured at deemed cost established on the transition date, less4

accumulated depreciation. All other items of PP&E are measured at cost, or, where the item is5

contributed by customers, its fair value, less accumulated depreciation.6

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost7

of self-constructed assets includes contracted services, materials and transportation costs, direct8

labour, overhead costs, borrowing costs and any other costs directly attributable to bringing the9

asset to a working condition for its intended use.10

IFRS requires that borrowing costs related to the construction of the qualifying assets be11

capitalized. The corporation has applied IAS 23 to all qualifying assets that were in progress or12

commenced since January 1, 2014. No qualifying assets were identified and therefore no13

borrowing costs were capitalized for the year ended December 31, 2014.14

When parts of an item of PP&E have different useful lives, they are accounted for as separate15

items (major components) of PP&E.16

When items of PP&E are retired or otherwise disposed of, a gain or loss on disposal is17

determined by comparing the proceeds from disposal, if any, with the carrying amount of the18

item and is included in profit or loss.19

Major spare parts and standby equipment are recognized as items of PP&E.20

The cost of replacing a part of an item of PP&E is recognized in the net book value of the item if21

it is probable that the future economic benefits embodied within the part will flow to the22
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Corporation and its cost can be measured reliably. In this event, the replaced part of PP&E is1

written off, and the related gain or loss is included in profit or loss. The costs of the day-to-day2

servicing of PP&E are recognized in profit or loss as incurred.3

The need to estimate the decommissioning costs at the end of the useful lives of certain assets is4

reviewed periodically. The Corporation has concluded it does not have any legal or constructive5

obligation to remove PP&E.6

The estimated useful lives are as follows:7

Years

Buildings 50

Distribution and metering equipment 10 - 60

Other assets 5 - 15

8
Impairment9

Financial assets measured at amortized cost10

A financial asset is assessed at each reporting date to determine whether there is any11

objective evidence that it is impaired. A financial asset is considered to be impaired if12

objective evidence indicates that one or more events have had a negative effect on the13

estimated future cash flows of that asset.14

An impairment loss is calculated as the difference between an asset’s carrying amount15

and the present value of the estimated future cash flows discounted at the original16

effective interest rate. Interest on the impaired assets continues to be recognized through17

the unwinding of the discount. Losses are recognized in profit or loss. An impairment18

loss is reversed through profit or loss if the reversal can be related objectively to an event19

occurring after the impairment loss was recognized.20



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 51 of 77

Filed: November 1, 2016

Non-financial assets1

The carrying amounts of the Corporation’s non-financial assets, other than materials and2

supplies and deferred tax assets are reviewed at each reporting date to determine whether3

there is any indication of impairment. If any such indication exists, then the asset’s4

recoverable amount is estimated.5

For the purpose of impairment testing, assets are grouped together into the smallest group6

of assets that generates cash inflows from continuing use that are largely independent of7

the cash inflows of other assets or groups of assets (the “cash-generating unit” or8

“CGU”). The recoverable amount of an asset or CGU is the greater of its value in use and9

its fair value less costs to sell. In assessing value in use, the estimated future cash flows10

are discounted to their present value using a pre-tax discount rate that reflects current11

market assessments of the time value of money and the risks specific to the asset.12

An impairment loss is recognized if the carrying amount of an asset or its CGU exceeds13

its estimated recoverable amount. Impairment losses are recognized in profit or loss.14

For other assets, an impairment loss is reversed only to the extent that the asset’s carrying15

amount does not exceed the carrying amount that would have been determined, net of16

depreciation or amortization, if no impairment loss had been recognized.17

Capitalization by Component18

When parts or components of an item of property, plant and equipment have different19

useful lives, they are accounted for as individual items (major components) of property,20

plant and equipment. Component costs must be significant in relation to the total cost of21

the item and depreciated separately over the component’s useful life. Components are22

those which: a) are significant in relation to the total cost of the item and b) have different23

depreciation methods or useful life.24
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Components with similar useful lives and depreciation methods are grouped in1

determining the depreciation charge. Parts of the item that are not individually significant2

(remainder of the items) are combined and categorized as a single component best suited3

for the sum of the parts.4

Depreciation5

Depreciation is calculated to write off the cost of items of PP&E using the straight-line6

method over their estimated useful lives, and is generally recognized in profit or loss.7

Depreciation methods, useful lives, and residual values are reviewed at each reporting8

date and adjusted prospectively if appropriate. Land is not depreciated. Construction-in-9

progress assets are not depreciated until the project is complete and the asset is available10

for use.11

E.L.K. has used the Typical Useful Life provided in the Kinetrics Report as its basis for12

assigning the estimated service life to assets. Depreciation of an asset begins in the year13

when it is available for use, i.e. when it is in the location and condition necessary for it to14

be capable of operating in the manner intended. For rate setting purposes, in the first year15

of service, depreciation is calculated using the ½ year rule. Depreciation of an asset16

ceases when the asset is retired from active use, sold or is fully depreciated.17

Overhead Policy18

E.L.K.’s overhead policy has been reviewed by its external auditors and has been deemed19

IFRS compliant.20

E.L.K. does not capitalize general administrative costs related to Administration, HR or21

Finance.22
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Payroll burden consists of the following benefits paid to employees: health benefits,1

prescription drugs, dental vision, long-term disability, bereavement time, OMERS,2

Workplace Safety and Insurance Board, Employment insurance, CPP, EHT and E.L.K.3

employees’ protection equipment (safety shoes/ clothing/expendable tools). IAS 164

specifically allows for benefits as defined in IAS 19 to be included as a directly5

attributable cost. The payroll allocation is allocated to capital based upon labour dollars6

charged to capital. Benefits are accumulated in the general ledger for all employees and7

allocated based upon where the employees charge their time (capital8

jobs/maintenance).9

For additional details please refer to Appendix 4A and 4D.10

7. CAPITALIZATION OF OVERHEAD11

7.1 OVERVIEW12

E.L.K., along with its consultant KPMG, performed an analysis of all costs that were being13

capitalized under CGAAP in order to determine whether these costs were eligible for14

capitalization under IFRS. As discussed above in the “Capitalization Policy Overview” section, it15

was determined that no changes were required to the capitalization of overhead as a result of the16

transition to IFRS and that the policy as explained above is compliant with IFRS requirements.17

18

19

20

21
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7.2 BURDEN RATES1

2
3

Standard: IAS 16 – Property, Plant and Equipment4
5

Topic: Capitalization - Overheads6
7

Objective:8

To document the accounting policy for the capitalization of overheads.9

Background:10

Core Principle11

The cost of an item of property, plant and equipment (PP&E) is recognized as an asset12
if and only if:13

a) It is probable that future economic benefits will flow to the company; and14

b) The cost of the item can be measured reliably.15

16

The cost of an item of PP&E includes any costs that are directly attributable to bringing17
the asset to the location and condition necessary for it to be capable of operating in the18
manner intended by management.19

Certain costs are explicitly prohibited from inclusion as costs of an item of PP&E:20

a) Costs of opening a new facility;21

b) Costs of introducing a new product or service (including advertising and22
promotion);23

c) Costs of conducting business in a new location or with a new class of24
customer (including costs of staff training)25

d) Administration and other general overhead costs; and,26

e) Day-to-day servicing costs.27

28
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IAS 16 does not indicate what constitutes an item of PP&E. Judgment is required when1

applying the core principle.2

Directly attributable3

The term “directly attributable” is not defined in IAS 16. The specific facts and4

circumstances surrounding the cost and the ability to demonstrate that the cost is5

directly attributable to an item of PP&E is critical to establishing whether the cost should6

be capitalized. The cost must be attributed to a specific item of PP&E at the time it is7

incurred. The incurrence of that cost should aid directly in the construction effort making8

the asset more capable of being used than if the cost had not been incurred.9

General and administrative overhead10

IFRS does not provide a definition of general and administrative overhead (G&A). The11

specific facts and circumstances surrounding the nature of the costs and the activity12

associated with it must be considered to determine if it is directly attributable to an item13

of PP&E.14

G&A costs typically benefit the organization as a whole or areas of the organization15

more broadly rather than contributing directly to bringing a physical asset to the location16

and condition necessary for it to be capable of operating in the manner intended by17

management. The more the nature of a particular cost strays from being directly18

attributable to an item of PP&E, then the more likely it is that the cost will be determined19

to be in the nature of G&A.20

21

22
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Day-to-day servicing costs1

Day-to-day servicing costs are defined as costs of labour and consumables and may2

include the cost of small parts. The purpose of these expenditures is often described as3

for the “repairs and maintenance” of the item of PP&E.4

Whether to capitalize repairs and maintenance (R&M) is dependent on the interpretation5

of paragraph IAS 16.12.6

Interpretations:7

1. Interpret wording in paragraph 12 to mean “that under no circumstances do R&M8

get capitalized”. Example – Capitalizing the cost of a repair to the value of the9

vehicle, this is not permitted under IFRS10

2. Interpret wording in paragraph 12 to mean that R&M costs do not get capitalized11

to the cost of the item of PP&E that has been repaired but the repair cost12

becomes part of the operating cost of an item of PP&E that is used to construct13

another item of PP&E. The operating costs are then capitalized to the14

constructed item of PP&E. This is permitted under IFRS since the cost is directly15

attributable to bringing a physical asset to the location and condition necessary16

for it to be capable of operating in the manner intended by management.17

Feasibility studies and pre-construction activities18

Normally, feasibility studies are not capitalized under IFRS as these costs do not always19

result in asset construction, and therefore may not meet the criteria of providing a future20

economic benefit. Additionally, the associated costs must be directly attributable to an21

item of PP&E. Pre-construction activities (such as design work) prior to a decision to go22

ahead with a capital project do not qualify for capitalization.23
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1

Considerations:2

Canadian GAAP allowed for capitalization of general and administrative overhead,3

training costs, etc. while IFRS does not.4

The Ontario Energy Board (OEB) requires electricity distributors to be in full compliance5

with IFRS requirements as applicable to non-regulated enterprises and only where the6

Board authorizes specific alternative treatment for regulatory purposes is alternative7

treatment acceptable.8

E.L.K. performed a complete review of its costs included in overheads.9

The analysis that follows is based upon the overheads that have historically been10

included for capitalization.11

Payroll burden12

Payroll burden consists of the following benefits paid to employees: health benefits,13

prescription drugs, dental vision, long-term disability, bereavement time, OMERS,14

Workplace Safety and Insurance Board, Employment insurance, CPP, EHT and E.L.K.15

employees’ protection equipment (safety shoes/ clothing/expendable tools). IAS 1616

specifically allows for benefits as defined in IAS 19 to be included as a directly17

attributable cost. The payroll allocation is allocated to capital based upon labour dollars18

charged to capital. Benefits are accumulated in the general ledger for all employees and19

allocated based upon where the employees charge their time (capital20

jobs/maintenance).21

Truck burden22

Truck burden consists of fuel, vehicle maintenance, repairs and license renewals.23

Trucks and company vehicles are used on the job site and are directly related to the24

construction of an asset as they are required to construct the asset. Truck expenses are25

allocated to capital based upon the timesheets recorded for the truck.26
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Fuel, amortization related to the truck, truck insurance and license renewals can be1

capitalized because they are costs required to keep the trucks in running order and are2

directly attributable to constructing the asset and bringing it to its intended use.3

Amortization is not currently included in the truck allocation under CGAAP.4

E.L.K. is taking the position that repairs and maintenance costs are operating costs of5

the trucks and therefore can be capitalized since they are directly attributable costs6

meeting IFRS criteria.7

Stores costs8

Currently, a stores overhead is not applied to inventory used on capital jobs.9

Under IFRS, general and administrative expenses are not capitalized. General and10

administrative expenses tend to benefit the organization as a whole rather than a single11

job (or item of PPE).12

Typically, maintaining stores are more efficient than having parts delivered direct to the13

job site as they are needed. This fact indicates that stores costs are more in the nature14

of general and administrative overhead and are not capitalized.15

16

17

18

19

20

21



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 59 of 77

Filed: November 1, 2016

Engineering costs1

Currently, an engineering burden is not applied to capital jobs, since all E.L.K.2

employees complete timesheets and charge time spent on capital jobs directly to the3

job.4

Conclusion:5

E.L.K. will capitalize all costs, including the above overheads, when the cost is directly6

attributable to bringing the item of PP&E to the location and condition necessary for it to7

be capable of operating in the manner intended by management.8

Any general and administrative costs that have not been discussed above will not be9

capitalized.10

The following changes were made to the capitalization policy as a result of the transition11

to IFRS:12

Payroll burden:13

No changes were identified for this burden.14

15

Truck burden:16

Amortization of the vehicles should form part of the truck burden. Since the17

amortization is not significant, the portion allocated to capital would also be insignificant,18

no change to the burden will be made.19

Engineering burden:20

No changes were identified for this burden.21

22

Stores burden:23

No changes were identified for this burden.24

25



E.L.K. Energy Inc.
EB-2016-0066

Exhibit 2
Page 60 of 77

Filed: November 1, 2016

7.3 COSTS OF ELIGIBLE INVESTMENTS FOR THE CONNECTION OF1

QUALIFYING GENERATION FACILITIES2

E.L.K. has incurred costs for the connection of qualifying generation facilities of $176,493. As3

outlined Exhibit 9, this amount was recorded in account 1531- Renewable Generation4

Connection Capital Deferral Account and has been addressed by using the direct benefit and5

provincial benefit method outlined in Appendices 2-FA through 2-FC. These appendices form6

the mechanism to calculate the applied-for capital costs and the shares of total costs to be7

recovered from all Ontario ratepayers (i.e. the provincial benefit amount) and the E.L.K.’s8

customers (i.e. the direct benefit amount). The appendices also provide a revenue requirement9

calculation for the asset costs to be recovered annually in accordance with O.Reg. 330/09 –10

Provincial Rate Protection. The direct benefit amount of 30,003 has been added to the 201711

opening balance of account 1835 - Overhead Conductors and Devices in order recover this12

amount by including it in the rate base.13

14

7.4 NEW POLICY OPTIONS FOR THE FUNDING OF CAPITAL15

On September 18, 2014, the Board released Report of the Board New Policy Options for the16

Funding of Capital Investments: The Advanced Capital Module and in it the Board has17

established the following mechanism to assist distributors in aligning capital expenditure timing18

and prioritization with rate predictability and smoothing:19

The review and approval of business cases for incremental capital requests that are20

subject to the criteria of materiality, need and prudence are advanced to coincide with the21

distributor’s cost of service application. To distinguish this from the Incremental Capital22

Module (“ICM”), this new mechanism will be named the Advanced Capital Module (or23

“ACM”).24
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Advancing the reviews of eligible discrete capital projects, included as part of a1

distributor’s Distribution System Plan and scheduled to go into service during the IR2

term, is expected to facilitate enhanced pacing and smoothing of rate impacts, as the3

distributor, the Board and other stakeholders will be examining the capital projects over4

the five-year horizon of the DSP.5

E.L.K. does not have any discrete capital projects within the five-year horizon that it believes6

would require this new policy option. The capital investment required by E.L.K. from 20157

through 2020 is relatively flat and E.L.K. believes it can be managed through the rates proposed8

within this application.9

7.5 ADDITION OF ICM ASSETS TO RATE BASE10

E.L.K. has not applied for approval of ICM Assets and therefore has no such assets added to its11

rate base.12

Service Quality and Reliability Performance13

E.L.K. records and reports annually the following Service Reliability Indices:14

 SAIDI = Total Customer-Hours of Interruptions/Total Customers Served15

 SAIFI = Total Customer Interruptions/Total Customers Served16

 CAIDI = Total Customer-Hours of Interruptions/Total Customer Interruptions17

These indices provide E.L.K. with annual measures of its service performance that are used for18

internal benchmarking purposes when making comparisons with other distribution companies19

(e.g. to better understand the rankings that will support the OEB’s Incentive Rate Making20
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Mechanism and Performance Based Regulation). They are reported below in accordance with1

Section 7.3.2 of the OEB’s Electricity Distribution Rate Handbook.2

E.L.K. follows the Board’s Reporting and Record Keeping Requirements Guideline to report its3

service quality indicators annually. In accordance with the Filing Requirements, Table 2-25 is4

provided below and is consistent with Board Appendix 2-G, Service Quality Indicators. The5

table provides the performance measurements for the last five (5) historical years – 2011 through6

2015.7

E.L.K.’s performance results over the 2011 to 2015 period meet or exceed the Board’s approved8

standards. E.L.K.’s performance is within the range of acceptable performance over the previous9

five years and no corrective action is required.10
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Table 2-25 – Service Quality and Reliability Performance1

2

3
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Appendix 2A - Distribution System Plan1

2
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Appendix 2B - Renewable Energy Generation Investments Plan1
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