
k\Ll

EXHIBIT 7 - COST ALLOCATION



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

Exh¡blt 7
Page I of 9

Filed: Novembe¡ 1,2416

PageExhibit

7 - Cost Allocation

Contents

Cost Allocation Overview

Weighting Factors

Summary of Results and Proposed Changes

Appendix 7-A:2017 Updated Cost Allocation

Study

. lnput Sheets lS & l-8

. Output Sheets O-1 & O-2

2

3

4

9

J

I
2



E.L.K. Energy lnc.
EB-201 6-0066

Exh¡bit 7
Page 2 of 9

Filed: November 1,2016

I COST ALLOCATION OVERVIEW

2 lntroduction and Background

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

4 Distributors (the "Directions"). On November 15,2006, the Board issued the CostAllocation lnformation

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

6 User lnstructions (the "lnstructions") for the Model. E.L.K. prepared a cost allocation information filing

7 consistent with E.L.K.'s understanding of the Directions, the Guidelines, the Model and the lnstructions.
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One of the main objectives of the filing was to provide information on any apparent cross-subsidization

among a distributor's rate classifications. lt was felt that this would give an indication of cross-

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

applications.

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

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

released in relation to EB-2010-0219 ("the March Report"). ln the letter accompanying report, the Board

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

the revision highlighted in the March Report. On August 5, 2011, the Board released the new Cost

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

ln the March Report, the Board stated that "default weighting factors should now be utilized only in

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

factors.

ln E.L.K.'s 2012 EDR COS Application (EB-2011-0099), lhe2O12 cost allocation modelwas used and

updated to reflect 2012 test year costs, customer numbers and demand values. The 2012 demand values

were based on the weather normalized load forecast used to design rates. E.L.K. developed weighting

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

ln this application, E.L.K. has used lhe 2017 cost allocation model released by the OEB on July 21 ,2016.

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

values were based on the weather normalized load forecast used to design rates. E.L.K. reviewed the

various weighting factors used in the 2012 study and believes the factors are still valid.
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I WEIGHTING FACTORS

z Services (Account 1855)

Billing and Co¡lection (Accounts 5315 - 5340, except 5335)

Meter Capital (Sheet 17.1)

Meter Reading (Sheet 17.2)

5

6

7

8
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Table 7-1: Service Weighting Factors
Rate Class Factor
Residential 1.0

General Service < 50 kW 1.9

General Service 50 to 4,999 kW 1.9
Street Lighting 0.7
Sentinel Lighting 0.8
Unmetered Scattered Load 0.7

Table 7-2: Billing Weighting Factors
Rate Class Factor
Residential 1.0
GeneralService < 50 kW 1.0
General Service 50 to 4,999 kW 18.0
Street Lighting 15.3
Sentinel Lighting 1.0

Unmetered Scattered Load 1.0

Table 7-3: Meter Gapital lnstallation Costs
Meter Type lnstallation Cost per Meter
Smart Meter - Residential $77.13
Smart Meter - General Service < 50 kW $1s0.77
Demand with lT and lnterval Capability - Secondary $2,1 00
Demand with lT and lnterval Capability - Primary $10,000

Table 7-4: Meter Reading Weighting Factor
Meter Type Factor
Smart Meter 1

GS - Vehicle with other services 3

lnterval Meter 49

l0
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SUMMARY OF RESULTS AND PROPOSED CHANGES

The data used in the updated cost allocation study is consistent with E.L.K.'s cost data that supports the

proposed 2017 revenue requirement outlined in this application. Consistentwith the Guidelines, E.L.K's

assets were broken out into primary and secondary distribution functions using breakout percentages

cons¡stent with the original cost allocation informational filing. The breakout of assets, capital

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

transformer and secondary categories were developed from the best data available to E.L.K., its

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

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

outlines lnput Sheets l-6 & l-8 and Output Sheets O-1 & O-2 (fìrst page only).

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

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

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

3.

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

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

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

respective cost of service applications when warranted. E.L.K. is not aware of any reason for the load

profìles to have material changed between the classes. As a result, E.L.K. has not updated its load

profìles at this time. However, E.L.K. confirms that it intends to put plans ¡n place to update its load

profìles the next time a cost allocation model is filed.

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

ïable 7-5 Load Profilinq Scalinq Factors
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Rate Class

2004 Weather Normal Values
used lnformation Filing

(kwh)

2017 Weather
Normal Values

tkwh)
Scaling
Factor

Residential 75.584.844 92,O79,767 121.8%

General Service < 50 kW 45,080,345 29,402j06 6s.2%
General Service > 50 kW 69.650.366 60.476.956 86.8%
Street Liqhts 2.268.132 2.380.054 104.9o/o

Sentinel Liohts 160,889 5,962 3.7%
Unmetered Scattered
Load 283,513 264,832 93.4%

Total 193,028,087 184,609,677 95.6%
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The allocated cost by rate class for the 2012 Cost of Service filing updated for New CGAAP deprecation

in 2014 and 2017 updated study are provided in the following Table 7-6.

Table 7-6: Allocated Cost -
lGonsistent with RRWF. Tab 11 Cost Allocation. Allocated Costs )

Rate Class

2012 Board
Approwd Cost

Allocation
Study with New

CGAAP
Depreciation %

Cost Allocated
in the 2017

Study o//o

Residential $2,496,518 67 0% $2,900,631 643%
General Service < 50 kW $531,271 14.3o/o $709,946 15.7%
General Service > 50 kW $421,996 11 3o/o $741,970 16.4%
Street Lights $143,317 3.8% $88,694 2.Oo/o

Sentinel Lights $470 0.0% $625 0.0%
Unmetered Scattered Load $3,839 O.1Yo $5,464 0.1%
Embedded Distributor $127,674 3.4% $65,764 1.5%

Total $3,725,085 100.0% $4,5'r3,0e3 100 0%

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

ratio is shown by rate classifìcation 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.

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

revenue to cost ratios which are summarized in Table 7-7 below. ln addition, fadeT-7 provides E.L.K.'s

revenue to cost ratios from the 2013 application, the updated 2017 cost allocation study and the proposed

2018 and 2019 ratios.
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Table 7-7 Revenue to Cost Ratios -

Revenue to Cost Ratios)

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

Distributors are outside the Board's range. For 2017,il is proposed the Street Lights ratios be brought

within the Board's range and the Embedded Distributor be set a 100% to be consistent with approach

applied to this class ¡n lhe 2012 cost of service application. The General Service < 50 kW, General

Service > 50 kW, Sentinel Lights and Unmetered Scattered Load classes are adjusted upward to a

common ratio in order to maintain revenue neutrality

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

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

application.

Table 7-8 Calculated Glass Revenue -
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Rate Class

2O12 Boa¡d
Approwd Cost

Allocation
Study with New

CGAAP
Depreciation

2017 Updated

Cost Allocation
Study

2017 Proposed
Ratios

2018 & 2019
Proposed Ratios

Board
Targets

Min to Max
Residential 98.0% 103 8% 103 8% 103.8% 85 0% 115.0%

General Service < 50 kW 95.0% 757% 91 2% 91 .2% 80.0% 120.0%
General Service > 50 kW 120 0% 90.5% 91.2% 91.2% 80 0% 120.0o/o

Street Lights 95.0% 161 .5o/o 120.0% 120.0% 80 0% 120.0%
Sentinel Lights 95.0% 75.2% 91 2% 91.2% 80 0% 120.0%

Unmetered Scattered Load 95.0% 728% 9',t zYo 91.2% 80.0% 120.0%
Embedded Distributor 100 0% 219.6% 100 0% 100.0% 85.0% 115.O%

Rate Class

2017 Base
Rerenue at

Existing Rates

2017 Proposed
Base Rerenue
Allocated at

Existing Rates
Proportion

2017 Proposed
Base Rerenue

Miscellaneous
Rerenue

Residential s2,232,303 $2,652,608 $2,652,608 $359, 1 82

General Service < 50 kW $382,867 $454,954 $564,424 $82,757

General Service > 50 kW $487,590 $579,395 $584,316 $92,059

Street Lights $113,741 $135,156 $98,326 $8, 1 07

Sentinel Lights $345 $41 0 $51 o $5e

Unmetered Scattered Load $2,888 $3,431 $4,435 $546

Embedded Distributor $115,410 $1 37,140 $58,476 $7,288

Total $3,335,144 $3,963,096 $3,963,096 $549,998
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I Embedded Distributor Class

2 E.L.K. has an Embedded Distributor customerwhich is HONI

3 ln connection with preparing its rate application, E.L.K. has consulted with HONI and advised HONI on

4 E.L.K.'s proposal to only charge the costs that are directly assignable to HONI. On July 8,2016, E.L.K.

5 had a conference call with HONI to outline the proposal and HONI was in general agreement with the

6 direct allocation approach. The following outlines the costs that are directly allocated to the Embedded

7 Distributor class in the cost allocation model

Table 7-9 Embedded Distributor Direct Allocation

Description $
Meter Readinq $15,974
Billinq $15,203
Meter Depreciation $4,600

Meter Costs $1 15,000
Accumulated Depreciation ($48,300)

Net Book Value $66,700

8

The cost allocation model assigns a portion of return on debt, return on equity, administration costs and

general plant assets to the Embedded Distributor based on information provided in the above table. ln

total the cost allocation model allocates $65,764 to the Embedded Distributor class.

12 Unmetered Loads

9

l0

1l
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t4

l5

t6

t7

E.L.K. communicates with unmetered 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. E.L.K. is currently looking into ways to further communicate effectively with our

customer base including investigating new software as they become available as well as social media.

l8 microFlT Class

l9

20

2t

E.L.K. is not proposing to include microFlT as a separate class in the cost allocation model in 2017. lt is

E L.K.'s understanding that the cost allocation model will produce a calculation of unit costs which the

Board will use to update the uniform microFlT rate at a future date.
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I New Customer Glass

2 E.L.K. is not proposing to include a new customer class.

3 Eliminated Customer Class

4 E.L.K. is not proposing to eliminate a rate class
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a lnput Sheets l-6 & l-8

Output Sheets O-1 & O-2 (fìrst page only).
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Summarv
Customer Unit Cost per month - Avoided Cost

Customer Unit Cost per month - Directly Related

Customer Unit Cost per month - M¡n¡mum System
with PLCC Adjustment

Ex¡st¡ng Approved Fixed Charge

Dl¡n.&l ltex" llorksheet -
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$1 5.09

$l 3.33
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13.55
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$187.07
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ç7.44

$3.1 3

$2.1 I
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$9.32

$6.41 $1,849.67
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Output sheet showing minímum and maximum level for
Monthly Fixed Charge
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