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COST ALLOCATION OVERVIEW 1 

Introduction and Background 2 

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

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

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

User Instructions (the “Instructions”) for the Model.  WHESC prepared a cost allocation information filing 6 

consistent with WHESC’s understanding of the Directions, the Guidelines, the Model and the Instructions.  7 

WHESC submitted this filing to the OEB on February 27, 2007. 8 

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

among a distributor’s rate classifications.  It was felt that this would give an indication of cross-10 

subsidization from one class to another and this information would be useful as a tool in future rate 11 

applications.  12 

In WHESC's 2009 Cost of Service Application (EB-2008-0247), the results of the original cost allocation 13 

study filed on February 27, 2007 were updated in two ways, incorporating an increase in PILs cost, and 14 

adjusting for the loss of two customers from its Large Use class.  The result of this updated study was 15 

used as a basis for WHESC to propose reallocations of distribution costs across customer classes to 16 

address the issue of cross-subsidization.  The reallocations were based on the objective of moving the 17 

revenue to cost ratios over a two year period to be within the Board's acceptable range as outlined in the 18 

“Report on Application of Cost Allocation for Electricity Distributors” (the Cost Allocation Report”) issued 19 

by the OEB on November 28, 2007.   20 

On September 2, 2010, the Board began a proceeding, EB-2010-0219, with the mandate to review and 21 

revise the existing Cost Allocation policy as needed.  On March 31, 2011, the Report of the Board was 22 

released in relation to EB-2010-0219 (“the March Report”).  In the letter accompanying the report, the 23 

Board indicated that a Working Group would be formed to revise the original Cost Allocation Model to 24 

address the revisions highlighted in the March Report.  On August 5, 2011, the Board released the new 25 

Cost Allocation model and instructed 2012 Cost of Service filers to use the revised model in their 26 

applications.  On June 28, 2012, the Board released a revised Cost Allocation model to be used by 2013 27 

Cost of Service filers in their applications.  The revised version was essentially the same as the previous 28 

version but was updated to address the impact on revenue requirement from the adjustment resulting 29 

from the amortization of Account 1575 (IFRS-CGAAP Transitional PP&E Amounts). 30 
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In the March Report, the Board stated that “default weighting factors should now be utilized only in 1 

exceptional circumstances”.  Distributors are therefore now expected to develop their own weighting 2 

factors. 3 

In WHESC’s 2013 EDR COS Application (EB-2012-0173), the 2013 cost allocation model was used and 4 

updated to reflect 2013 test year costs, customer numbers and demand values.  The 2013 demand 5 

values were based on the weather normalized load forecast used to design rates.  WHESC developed 6 

weighting factors based on discussions with staff experienced in the subject area.  7 

In this application, WHESC has used the 2017 cost allocation model released by the OEB on July 21, 8 

2016.  The model reflects 2017 test year costs, customer numbers and demand values.  The 2017 9 

demand values were based on the weather normalized load forecast used to design rates.  WHESC 10 

reviewed the various weighting factors used in the 2013 study and has made changes as outlined below. 11 

WEIGHTING FACTORS 12 

Weighting Factor for Services (Account 1855) 13 

For WHESC, the Residential and General Service < 50 kW classes are the only two classes that have 14 

services assets in account 1855 which results in the factors below: 15 

Table 7-1 Weighting Factors for Services 16 

Rate Class Factor 
Residential 1 
General Service < 50 kW 1 
General Service > 50 kW 0 
Street Lights 0 
Sentinel Lights 0 
Unmetered Scattered Load 0 

 17 

Weighting Factor for Billing and Collection (Accounts 5315 – 5340, except 5335) 18 

The billing and collection weighting factors are consistent with the billing and collection weighting factors 19 

used in the 2013 cost allocation study. 20 
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Table 7-2 Weighting Factors for Billing and Collection 1 

Rate Class Factor 
Residential 1 
General Service < 50 kW 1 
General Service > 50 kW 5 
Street Lights 10 
Sentinel Lights 1 
Unmetered Scattered Load 1 

 2 

Installation Cost per Meter (Sheet I7.1) 3 

The installation cost for meters reflects the average cost of installation for all meters in the rate class.  4 

Balances in Account 1860 between classes has been rolled forward from the 2012 Smart Meter Rate 5 

Application with additions by class estimated from 2012 to 2017. 6 

Table 7-3 Installation Cost per Meter 7 

Rate Class Installation Cost per Meter 
Residential $117.18 
General Service < 50 kW $311.04 
General Service > 50 kW $371.72 

 8 

Weighting Factor for Meter Reading (Sheet I7.2) 9 

Account 5310 Meter Reading costs for the most part are comprised of labor and vehicle costs ($21,489) 10 

related to approximately 125 non-interval meters in the GS>50 class which are read manually on a 11 

monthly basis for both kW and kWh.  In addition, phone line charges ($5,712) relating to interval accounts 12 

in the GS>50 class are also included.  The balance of charges is related to meter monitoring at the TS 13 

Station ($7,344) and is distributed between all three user classifications.  14 

Table 7-4 Weighting Factors for Meter Reading 15 

Rate Class Meter Reading Factors 
Residential 1 
General Service < 50 kW 4 
General Service > 50 kW 885 
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SUMMARY OF RESULTS AND PROPOSED CHANGES 1 

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

the proposed 2017 revenue requirement outlined in this application.  Consistent with the Guidelines, 3 

WHESC’s assets were broken out into primary and secondary distribution functions using breakout 4 

percentages consistent with the original cost allocation informational filing.  The breakout of assets, 5 

capital 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 WHESC, its 7 

engineering records, and its customer and financial information systems.  An Excel version of the updated 8 

cost allocation study has been included with the filed application material.  In addition, Appendix 7-A 9 

outlines Input Sheets I-6 & I-8 and Output Sheets O-1 & O-2 (first page only). 10 

Capital contributions, depreciation and accumulated depreciation by USoA are consistent with the 11 

information provided in the 2017 continuity statement shown in Exhibit 2.  The rate class customer data 12 

used in the updated cost allocation study is consistent with the 2017 customer forecast outlined in Exhibit 13 

3.  14 

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

been scaled to match the 2017 load forecast.  In a letter dated June 12, 2015, the OEB stated that it 16 

expected distributors to be mindful of material changes to load profiles and to propose updates in their 17 

respective cost of service applications when warranted.  WHESC is not aware of any reason for the load 18 

profiles to have materially changed between the classes.  As a result, WHESC has not updated its load 19 

profiles at this time.  However, WHESC confirms that it intends to put plans in place to update its load 20 

profiles the next time a cost allocation model is filed. 21 

The following Table 7-5 outlines the scaling factors used by rate class:  22 

Table 7-5 Load Profiling Scaling Factors 23 

Rate Class 

2004 Weather Normal 
Values used  

Information Filing  
(kWh) 

2017 Weather 
Normal Values  

(kWh) Scaling Factor 
Residential 167,248,797 161,051,510 96.3% 
General Service < 50 kW 52,453,242 54,658,680 104.2% 
General Service > 50 kW 153,816,809 128,665,764 83.6% 
Street Lights 4,909,294 1,282,067 26.1% 
Sentinel Lights 1,038,737 753,964 72.6% 
Unmetered Scattered Load 1,242,958 944,313 76.0% 
Total 380,709,837 347,356,298 91.2% 
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The allocated cost by rate class for the 2013 Cost of Service filing and 2017 updated study are provided 1 

in the following Table 7-6.  2 

Table 7-6: Allocated Cost   3 

(Consistent with RRWF, Tab 11 Cost Allocation, Allocated Costs) 4 

 5 

Rate Class 

2013 Board 
Approved 

Cost 
Allocation 

Study % 

Cost Allocated 
in the 2017 

Study % 
Residential $5,998,831 64.6% $7,207,012 67.8% 
General Service < 50 kW $1,118,010 12.0% $1,328,102 12.5% 
General Service > 50 kW $1,806,382 19.4% $1,949,754 18.3% 
Street Lights $187,006 2.0% $62,193 0.6% 
Sentinel Lights $39,282 0.4% $53,961 0.5% 
Unmetered Scattered Load $38,984 0.4% $35,313 0.3% 
Large Use $101,544 1.1%   0.0% 
Total $9,290,040 100.0% $10,636,334 100.0% 

 6 

The results of a cost allocation study are typically presented in the form of revenue to cost ratios.  The 7 

ratio is shown by rate classification and is the percentage of distribution revenue collected by rate 8 

classification compared to the costs allocated to the classification.  The percentage identifies the rate 9 

classifications that are being subsidized and those that are over-contributing.  A percentage of less than 10 

100% means the rate classification is under-contributing and is being subsidized by other classes of 11 

customers.  A percentage of greater than 100% indicates the rate classification is over-contributing and is 12 

subsidizing other classes of customers. 13 

In the March Board Report, the Board established what it considered to be the appropriate ranges of 14 

revenue to cost ratios which are summarized in Table 7-7 below.  In addition, Table 7-7 provides 15 

WHESC’s revenue to cost ratios from the 2013 application, the updated 2017 cost allocation study and 16 

the proposed 2018 and 2019 ratios.  17 
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Table 7-7 Revenue to Cost Ratios –  1 

(Consistent with RRWF, Tab 11 Cost Allocation, Proposed & Rebalancing  2 

Revenue to Cost Ratios) 3 

Rate Class 

2013 
Board 

Approved 

2017 Updated 
Cost 

Allocation 
Study 

2017 
Proposed 

Ratios 

2018 & 
2019 

Proposed 
Ratios 

Board  
Targets 

Min to Max 
Residential 106.5% 104.8% 104.8% 104.8% 85.0% 115.0% 
General Service < 50 kW 96.1% 95.8% 95.8% 95.8% 80.0% 120.0% 
General Service > 50 kW 80.0% 76.8% 84.7% 84.7% 80.0% 120.0% 
Street Lights 89.3% 367.7% 120.0% 120.0% 80.0% 120.0% 
Sentinel Lights 106.5% 67.7% 84.7% 84.7% 80.0% 120.0% 
Unmetered Scattered 
Load 106.5% 146.7% 120.0% 120.0% 80.0% 120.0% 

 4 

The 2017 cost allocation study indicates the revenue to cost ratios for Street Lighting and Unmetered 5 

Scattered Load are outside the Board’s range.  For 2017, it is proposed these ratios be brought within the 6 

Board’s range and General Service > 50 kW and Sentinel Lights be adjusted upward to a common ratio in 7 

order to maintain revenue neutrality. 8 

The following Table 7-8 provides information on calculated class revenue.  The resulting 2017 proposed 9 

base revenue will be the amount used in Exhibit 8 to design the proposed distribution charges in this 10 

application. 11 

Table 7-8  Calculated Class Revenue –  12 

(Consistent with RRWF, Tab 11 Cost Allocation, Calculated Class Revenues) 13 

Rate Class 

2017 Base 
Revenue at 

Existing 
Rates 

2017 Proposed 
Base Revenue 

Allocated at 
Existing Rates 

Proportion 

2017 
Proposed 

Base 
Revenue 

Miscellaneous 
Revenue 

Residential $6,428,017 $7,178,370 $7,178,370 $371,305 
General Service < 50 kW $1,085,244 $1,211,926 $1,211,926 $60,516 
General Service > 50 kW $1,269,875 $1,418,110 $1,572,415 $79,089 
Street Lights $193,395 $215,971 $61,897 $12,734 
Sentinel Lights $29,141 $32,543 $41,723 $3,983 
Unmetered Scattered 
Load $44,204 $49,365 $39,952 $2,423 

Total $9,049,877 $10,106,284 $10,106,284 $530,050 
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Embedded Distributor Class 1 

WHESC does not have an Embedded Distributor customer. 2 

Unmetered Loads 3 

WHESC communicates with unmetered load customers, including street lighting customers, to assist 4 

them in understanding the regulatory context in which distributors operate and how it affects unmetered 5 

load customers.  This communication takes place on an on-going basis and is not driven by the rate 6 

application process, but regular business practice.  WHESC has undertaken a review of its Unmetered 7 

Scattered Load class and a nominal number of connections remain in the class.  Through a project to 8 

retrofit the street lights throughout Welland, WHESC worked closely with the City of Welland on all 9 

aspects of the project including the connection count and rate implications.   10 

microFIT Class 11 

WHESC is not proposing to include microFIT as a separate class in the cost allocation model in 2017.  It 12 

is WHESC’s understanding that the cost allocation model will produce a calculation of unit costs which 13 

the Board will use to update the uniform microFIT rate at a future date. 14 

The current OEB approved service charge for this customer class is $5.40 per month.  However, WHESC 15 

believes that its variable costs related to this class exceed the current Board approved amount.  The 16 

monthly charge from WHESC’s service provider to supply the hourly generation data for the IESO 17 

monthly invoice input is currently $10.00 per month.  As a result, WHESC is requesting approval in this 18 

application to charge the microfit service classification a monthly service charge of $11.25 per month.  19 

The composition is based on the following variable costs: 20 

Monthly Service Provider Costs     $10.00 21 

Standard Supply Service –Administration Charge $  0.25 22 

Postage/Cheque & Banking    $  1.00 23 

Total Monthly Service Charge    $11.25 24 

New Customer Class 25 

WHESC is not proposing to include a new customer class. 26 

Eliminated Customer Class 27 

Welland Hydro is proposing to eliminate the Large Use class since there are no longer any customers in 28 

that class.29 
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• Input Sheets I-6 & I-8 2 

• Output Sheets O-1 & O-2 (first page only). 3 
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Customer Unit Cost per month - Minimum Sptem
with PLCC Adjustment

Exist¡ng Approved Fixed Charge

$9.49

$17.17

$18.76

$14.03

$21.91

$29.23

$50.77

$69.59

s281.42

$0.02

$0.97

$1.99

.62

$2.32

$8.66

$2.69

$4.,16

$8.49

$11.93

9

Unmetered
Scattered Load

I

Sentinel

7

Street Light

3

GS >50 to 4999
KUY

2

GS <50

1

Residential
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