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4.1 OVERVIEW1

4.1.1 OVERVIEW2

The operating costs found in this exhibit represent expenditures that are required to maintain3

and operate CHEI’s distribution system assets at the targeted levels of performance, to meet4

customer expectations, ensure public and employee safety and provide quality service. These5

operating costs are necessary to comply with the Distribution System Code, environmental6

requirements, and government direction. OM&A expenses consist of, but are not limited to; the7

required expenditures necessary to maintain and operate CHEI’s distribution system assets; the8

costs associated with metering, billing, collecting from its customers; the costs associated with9

ensuring the safety of all stakeholders; and costs to maintain distribution service quality and10

reliability.11

12

While preparing its 2017 Bridge and 2018 Test budgets, CHEI took into consideration the bill13

impacts associated with these OM&A costs. For every iteration of the budget, the Bill Impacts14

were analyzed and the OM&A budget modified to minimize bill impacts to the customers as15

much as possible. The final 2018 proposed budget was presented to the board of directors for16

review and approval on February 8, 2017.17

18

CHEI’s 2018 Test Year operating costs are projected to be $721,971, which represents an19

increase of $165,692 from its 2014 Cost of Service or 29.8%. Details are presented in Table 120

below. Table 2 shows historical and budgeted OM&A costs by major function.21
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Table 1 - Total OM&A, Depreciation and Income Taxes1

2014 Board
Approved

2018 Diff

Operations $20,900 $37,769 $16,869
Maintenance $40,300 $56,215 $15,915

Billing and Collecting $170,174 $209,970 $39,796
Community Relations $4,000 $7,875 $3,875

Administrative and General $320,905 $410,142 $89,237
Total $556,279 $721,971 $165,692

%Change (year over year) 29.79%

2

Table 2 - Total OM&A, Depreciation and Income Taxes3

Board
Approved

2014 2015 2016 2017 2018

Operations $20,900 $28,851 $39,764 $34,209 $35,830 $37,769
Maintenance $40,300 $44,655 $26,251 $46,223 $50,645 $56,215

Billing and Collecting $170,174 $166,891 $210,565 $177,779 $198,023 $209,970
Community Relations $4,000 $6,982 $8,363 $7,863 $7,500 $7,875

Administrative and General $320,905 $321,703 $328,131 $334,952 $359,618 $410,142
Total $556,279 $569,081 $613,072 $601,025 $651,616 $721,971

%Change (year over year) 2.3% 7.7% 0.0% 6.3% 10.8%

4

Most OM&A variances from the 2014 Board Approved to the 2018 Test Year can be attributed5

to an increase in administrative costs (approx. 89k). Increases in operation and maintenance6

costs (approx. $17K and $16K respectively), include activities such as repairs, inspection, testing,7

cleaning, and verification activities, are considered minimal. Billing and Collecting shows an8

increase of $40K. The major contributor to the increase in Billing and Collecting costs is the9

forecasted increase in bad debt, incremental costs from Ottawa River Power for billing services10

and an increase in overall billing costs attributable to an increase in residential customers.11

Regulatory Costs also include provisions for a costlier proceeding if required. 1 Specifics12

1 MFR - Brief explanation of test year OM&A levels, cost drivers, significant changes, trends, inflation rate assumed, business
environment changes
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regarding year over year variances are presented in Section 4.2.2 of this Exhibit and a1

comparison to an inflationary increase is presented at Section 4.3.2.2

Inflation Rate and Assumptions3

The CPI rate is a measure that can fluctuate significantly from quarter to quarter. Using the most4

recent rate does not always reflect the historical trends nor predicted trends, therefore, CHEI5

typically uses the flat rate of 2% of inflation for budgeting purposes. The Bank of Canada aims6

to keep inflation at the 2 per cent midpoint of an inflation-control target range of 1 to 3 per7

cent and recently reported CPI median of 2%. Therefore, the utility deems it appropriate to use8

2% as an inflation rate.9

Other Assumptions10

CHE does not have any unionized employees (ref: Section 4.4). All non-union salaries are11

adjusted on a yearly basis to reflect the inflation factor (ref: Section 4.2.3). The utility does not12

have a Collective Agreement, does not have any affiliates and is not a virtual utility 2(ref: Section13

4.4). The utility does not expect any significant changes in its business environment (ref: Business14

Plan) other than an increase in residential customers (ref: Exhibit 3). The utility does not expect15

to hire any additional employees in the 2018-2022 (ref: Business Plan).16

CHEI notes that it does not, nor has it ever, capitalized overhead. Therefore, there are no effects17

on the Test Year’s OM&A.  Appendix2-D Overhead Expenses is not applicable in CHEI’s case.3 418

OEB Appendix 2-JA below shows a summary of CHEI Operations, Maintenance and19

Administrative (“OM&A”) costs as required by the OEB’s filing guidelines.20

21

2 MFR - Identification of all shared services among affiliates and parent company; identification of the extent to which the applicant
is a "virtual utility".
3 MFR - Identification of change in OM&A in test year in relation to change in capitalized overhead.
4 MFR - OM&A variance analysis for test year with respect to bridge and historical years; Appendix 2-D
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Table 3 – OEB Appendix 2-JA – Summary of Recoverable OM&A Expenses51

Last Rebasing
Year (2014

Board-
Approved)

Last Rebasing
Year (2014

Actuals)

2015
Actuals

2016
Actuals

2017
Bridge Year

2018 Test
Year

Reporting Basis
Operations $20,900 $28,851 $39,764 $34,209 $35,830 $37,769
Maintenance $40,300 $44,655 $26,251 $46,223 $50,645 $56,215
Subtotal $61,200 $73,506 $66,014 $80,432 $86,475 $93,984
%Change (year over year) -10.2% 21.8% 7.5% 8.7%
%Change (Test Year vs
Last Rebasing Year - Actual)

27.9%

Billing and Collecting $170,174 $166,891 $210,565 $177,779 $198,023 $209,970
Community Relations $4,000 $6,982 $8,363 $7,863 $7,500 $7,875
Administrative and General $320,905 $321,703 $328,131 $334,952 $359,618 $410,142
Subtotal $495,079 $495,575 $547,058 $520,594 $565,141 $627,987
%Change (year over year) 10.4% -4.8% 6.1% 11.1%
%Change (Test Year vs
Last Rebasing Year - Actual)

26.7%

Total $556,279 $569,081 $613,072 $601,025 $651,616 $721,971
%Change (year over year) 7.7% -2.0% 6.3% 10.8%

Last Rebasing
Year (2014

Board-
Approved)

Last Rebasing
Year (2014

Actuals)

2015
Actuals

2016
Actuals

2017
Bridge Year

2018 Test
Year

Operations $20,900 $28,851 $39,764 $34,209 $35,830 $37,769
Maintenance $40,300 $44,655 $26,251 $46,223 $50,645 $56,215
Billing and Collecting $170,174 $166,891 $210,565 $177,779 $198,023 $209,970
Community Relations $4,000 $6,982 $8,363 $7,863 $7,500 $7,875
Administrative and General $320,905 $321,703 $328,131 $334,952 $359,618 $410,142
Total $556,279 $569,081 $613,072 $601,025 $651,616 $721,971
%Change (year over year) 7.7% -2.0% 6.3% 10.8%

2

5 MFR - Summary of recoverable OM&A expenses; Appendix 2-JA
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Board
Approved 2014 Variance 2015 Variance 2016 Variance 2017 Variance 2018 Variance

Operations $20,900 $28,851 -$7,951 $39,764 $10,913 $34,209 -$5,555 $35,830 $1,621 $37,769 $1,939
Maintenance $40,300 $44,655 -$4,355 $26,251 -$18,404 $46,223 $19,972 $50,645 $4,422 $56,215 $5,570
Billing and Collecting $170,174 $166,891 $3,283 $210,565 $43,674 $177,779 -$32,786 $198,023 $20,244 $209,970 $11,947
Community Relations $4,000 $6,982 -$2,982 $8,363 $1,381 $7,863 -$500 $7,500 -$363 $7,875 $375
Administrative and General $320,905 $321,703 -$798 $328,131 $6,427 $334,952 $6,821 $359,618 $24,666 $410,142 $50,524
Total OM&A Expenses $556,279 $569,081 -$12,802 $613,072 $43,991 $601,025 -$12,047 $651,616 $50,591 $721,971 $70,355
Adjustments for Total non-
recoverable items (from
Appendices 2-JA and 2-JB)

Total Recoverable OM&A
Expenses $556,279 $569,081 -$12,802 $613,072 $43,991 $601,025 -$12,047 $651,616 $50,591 $721,971 $70,355

Variance from previous year $43,991 -$12,047 $50,591 $70,355
Percent change (year over
year) 8% -2% 8% 11%

Percent Change:
Test year vs. Most Current
Actual

20.12%

1
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4.2 SUMMARY & COST DRIVER TABLES1

4.2.1 SUMMARY OF COST DRIVERS2

In accordance with the OEB’s minimum filing requirements, OEB Appendix 2-JB, OM&A Cost3

Drivers, presented below outlines the key drivers of OM&A costs over the period of 2014 to4

2018. An overview of the reasons behind the costs drivers is presented following the table, and5

detailed explanations are presented in Section 4.2.2-Year over Year Variance Analysis.6

7

Table 4 – OEB Appendix 2-JB – Recoverable OM&A Cost Driver Table68

OM&A 2014 2015 2016 2017 2018
Opening Balance $630,975.00 $569,081.00 $613,072.00 $612,883.00 $651,616.00
5315-Customer Billing $44,203 -$33,024 $14,829 $11,732
5605-Executive Salaries and
Expenses
5610-Management Salaries and
Expenses

$11,904

5655-Regulatory Expenses $38,300

Total of Variances < $5000 $12,115 -$12,116 $20,977 $23,904 $20,323

Closing Balance $569,081 $613,072 $601,025 $651,616 $721,971

9

5315-Customer Billing10

2015 - an increase of $44,203.11

 A one-time severance pay after terminating an employee (45K)12

2017 - an increase of $14,829.13

 Increase in Bad Debt and Collection Charges (7K)14
 Increase in salaries for 2 CSR/Billing Clerks (7k)15

2018 - an increase of $11,732.16

 Increase CIS costs from Ottawa River Power (4K)17

6 MFR - Recoverable OM&A cost drivers; Appendix 2-JB
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 Increase in salaries for 2 CSR/Billing Clerks (7k)1

5610-Management Salaries and Expenses2

The increase of $11,9043

 due to a one-time pay out of accumulated vacation. (Note that the utility’s Board of4
Director is considering CHEI’s proposal to discontinue the practice of vacation pay-out5
and allow the employee to carry over unused vacation time to the following year. If6
accepted, the new practice would help level administrative costs).7

5655-Regulatory Expenses8

The increase of $38,323 in Regulatory Expenses9

 due to costs related to developing the Distribution System Plan, legal review of the10
application and assistance in the upcoming settlement conference and provision for oral11
hearing and two interveners. Note that all regulatory costs have been amortized over a12
period of 5 years. Details of the proposed Regulatory Costs are presented in Section13
4.6.3 of this Exhibit.14
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4.2.2 YEAR OVER YEAR VARIANCE ANALYSIS1

The following section provides explanations of the year over year cost variances and drivers.2

CHEI does not have any increase above the threshold of $50,000. However, the utility chose to3

highlight and explain variances that it considers significant enough to warrant justification. For4

each significant change within its control, CHEI has described the reasons and decision that was5

made to manage the cost increase/decrease and the alternatives.76

Tables 5-9 below show the year over year variances of OM&A expenses for 2014 Board7

Approved to the 2018 Test Year. A variance analysis of expenses over 10k follow the tables.8

Table 5 - 2014 Actual vs. 2014 Board Approved9

Board
Approved

2014 Variance

Operations $20,900 $28,851 $7,951
Maintenance $40,300 $44,655 $4,355

Billing and Collecting $170,174 $166,891 -$3,283
Community Relations $4,000 $6,982 $2,982

Administrative and General $320,905 $321,703 $798
Total OM&A Expenses $556,279 $569,081 $12,802

10

The total OM&A costs in 2014 were $12,802 greater than the 2014 Board Approved amount.11

The breakdown of each category shows small variances well under the materiality threshold in12

the 2014 Board Approved vs. 2014 Actual.13

14

15

7 For each significant change within the applicant's control describe business decision that was made to manage the cost
increase/decrease and the alternatives
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Table 6 - 2015 Actual vs. 2014 Actual1

2014 2015 Variance
Operations $28,851 $39,764 $10,913

Maintenance $44,655 $26,251 -$18,404
Billing and Collecting $166,891 $210,565 $43,674
Community Relations $6,982 $8,363 $1,381

Administrative and General $321,703 $328,131 $6,427
Total OM&A Expenses $569,081 $613,072 $43,991

2

The total OM&A expenses in 2015 were $43,991 greater than the 2014 Actual amount. The3

increase in operations of $10,913 was caused by an increase in locates (Account 5075) due to4

several new subdivisions that were built in the service area. Locates are considered outside of5

the utility’s control and, more importantly, are necessary for the customer’s safety in that6

underground services, including powerlines, could be buried on a customer’s property and7

accidentally hitting one can cause property damage or injury.8

The increase in billing and collecting of $43,674 was mainly due to a severance pay after an9

employee was terminated. Although this decision considered to be under the control of the10

utility, the decision was made for the best of the former employee, utility and ultimately the11

customer. Section 4.4 of this Exhibit provides more explanation as to why it’s important as a12

small utility such as CHEI to have the right personnel in place to best advantage customer.13

All other major functions show minimal variance well under the materiality threshold in 201514

Actual vs. 2014 Actual.15

16
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Table 7 - 2015 Actual vs. 2016 Actual1

2015 2016 Variance
Operations $39,764 $34,209 -$5,555

Maintenance $26,251 $46,223 $19,972
Billing and Collecting $210,565 $177,779 -$32,786
Community Relations $8,363 $7,863 -$500

Administrative and General $328,131 $334,952 $6,821
Total OM&A Expenses $613,072 $601,025 -$12,047

The total OM&A expenses in 2016 were -$12,047 lesser than 2015 Actual.2

The increase in maintenance of $19,972 is attributable to costs related to 5150-Maintenance of3

Underground Conductors and Devices and 5155-Maintenance of Underground Services. In the4

past, the utility has had little to not reliability issues with its underground services. However,5

there were several failures in 2016 that needed to be remedied and thus caused the increase in6

costs of $19,972. Costs related to maintenance generally fall outside of the utility’s control as7

they related to reliability and continuity of service.8

9

The decrease in billing and collecting of $32,786 (net of yearly increases) is mainly due to the10

normalizing of costs after having paid a one-time severance payout to an employee that was11

terminated.12

13

All other major functions show minimal variance well under the materiality threshold in 201614

Actual vs. 2015 Actual.15

Table 8 - 2016 Actual vs. 2017 Bridge Year16

2016 2017 Variance
Operations $34,209 $35,830 $1,621

Maintenance $46,223 $50,645 $4,422
Billing and Collecting $177,779 $198,023 $20,244
Community Relations $7,863 $7,500 -$363

Administrative and General $334,952 $359,618 $24,666
Total OM&A Expenses $601,025 $651,616 $50,591

17

The total OM&A expenses in 2017 are $50,591 is greater than 2016 Actual.18
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The increase in billing and collecting of $20,244 is due an increase in salaries ($9k) and due to1

metered postage costs which has gone from $0.60 per letter in 2014 to $0.82 in 2017 per letter2

with a projected increase of 1.8% in 2018 or $0.83 per letter (6K).3

4

The second reason is mainly due to collection costs and bad debt. With the new legislation in5

place where a utility cannot disconnect residential customers prior to April 30, 2017, CHEI has6

forecasted an increase in the number of customers who will be sent to the Collection agency7

due to customers not paying their bills during the winter months.  CHEI considers this cost to be8

outside of its control. That said, the utility will continue to work with the customers to ensure9

payment where possible. (5K)10

11

The increase in administrative and general of $24,666 is due to an increase in outside services –12

more specifically costs related to its external accountants/auditors. These costs are related to the13

need for additional help from CHEIs auditors in dealing with an OEB audit on the utility’s14

deferral and variance accounts. The cost of the audit was 10k in 2016 and 13K in 2017.15

16

The costs related to operation and maintenance and community relations remain stable and well17

below the materiality threshold.18

Table 9 - 2017 Bridge vs. 2018 Test Year19

2017 2018 Variance
Operations $35,830 $37,769 $1,939

Maintenance $50,645 $56,215 $5,570
Billing and Collecting $198,023 $209,970 $11,947
Community Relations $7,500 $7,875 $375

Administrative and General $359,618 $410,142 $50,524
Total OM&A Expenses $651,616 $721,971 $70,355

The total OM&A expenses in 2018 are projected to be $70,355 greater than 2017 Actual.20

The increase in Billing and Collecting of $11,947 is mostly due to an increase in billing costs21

related to providing billing services to new customers and an overall increase in postage as well.22

23
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The increase in administrative and general costs of $50,524 is for the most part due to new1

regulatory requirement (i.e; Distribution System Plan) and provisions for a more costly2

proceeding (i.e; oral hearing, cost of community meeting, two interveners instead of one),3

should it be required. (details are discussed in Section 4.6.3).4

5

The costs related to operation and maintenance and community relations remain stable and well6

below the materiality threshold.7
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Cost per Customer1

OEB Appendix 2-L Employee Costs at Table 10 below shows an OM&A cost per customer of2

$208 in 2018 in comparison to 172 in 2014 Board Approved.3

4

As shown in Table 10 below, the OM&A costs per customer in the Test Year has increased since5

the 2014 Board Approved costs.6

Table 10 – OEB Appendix 2-L Recoverable OM&A Cost per Customer and per FTE87

2014 Board
Approved

2014 2015 2016 2017 2018

OM&A Costs
O&M $61,200.00 $73,505.84 $66,014.49 $80,431.59 $86,475.00 $93,984.00
Admin Expenses $320,905.00 $321,703.08 $328,130.52 $334,951.92 $359,618.00 $380,142.00

Total Recoverable OM&A
from Appendix 2-JB 5

$382,105.00 $395,208.92 $394,145.01 $415,383.51 $446,093.00 $474,126.00

Number of Customers 2,4 2227 1985 2078 2137 2217 2281*
Number of FTEs 3,4 3 3 3 3 3 3
Customers/FTEs 742.33 661.67 692.67 712.33 739.04 760.37
OM&A cost per customer

O&M per customer 27 37 32 38 39 41
Admin per customer 144 162 158 157 162 167
Total OM&A per customer 172 199 190 194 201 208

OM&A cost per FTE
O&M per FTE 20,400 24,502 22,005 26,811 28,825 31,328
Admin per FTE 106,968 107,234 109,377 111,651 119,873 126,714
Total OM&A per FTE 127,368 131,736 131,382 138,461 148,698 158,042

‘*Customers do not include connections8

9

8 MFR - Recoverable OM&A Cost per customer and per FTE; Appendix 2-L
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Table 11 below shows CHEI’s PEG ranking for 2014 and 2015 and projected costs for 2016 to1
2018. Table 12 shows CHEI’s most recent published results (2015). As can be seen for the table,2
CHEI has the second lowest cost per customer amongst utilities with less than 10,000 customers.3
Compared to all other utilities, CHEI has the 13th lowest cost in the province and the 6th best4
efficiency ranking in the province. With the projected increase in customers in 2018, the utility’s5
total cost per customer decreases by $15/customers in 2018 resulting in an even more efficient6
ranking.7

Table 11 - Cost per Customer (as per 2015 PEG Report)98

2014 2015 2016 2017 2018

PEG Cost Control
Total Cost per Customer 530 533 524 525 515
Total Cost per km of line 31927 30,485 31,087 32,342 32,600

Efficiency 2 2 1 1 1

9

Table 12 – Cost per customer for LDCs with <10000 Customers (as per 2015 PEG Report)10

Utility Name Year Efficienc
y

Ranking

Efficienc
y %

Cost
/Cust

Costs Cust

Hydro Hawkesbury Inc. 2015 1 -61.17% 261 1,436,164 5,510
Cooperative Hydro Embrun Inc. 2015 1 -27.26% 533 1,097,457 2,059

Rideau St. Lawrence Distribution Inc. 2015 3 -6.71% 548 3,208,656 5,860
Hearst Power Distribution Company Limited 2015 2 -20.96% 579 1,564,645 2,703

Renfrew Hydro Inc. 2015 4 12.24% 584 2,494,345 4,270
Northern Ontario Wires Inc. 2015 1 -32.12% 608 3,690,659 6,075

Kenora Hydro Electric Corporation Ltd. 2015 3 -8.70% 618 3,438,978 5,569
Tillsonburg Hydro Inc. 2015 3 7.81% 648 4,574,042 7,059

Centre Wellington Hydro Ltd. 2015 3 -1.29% 654 4,416,294 6,757
Espanola Distribution Corporation 2015 2 -21.68% 658 2,165,145 3,289

Fort Frances Power Corporation 2015 3 5.69% 660 2,461,019 3,729
Midland Power Utility Corporation 2015 4 15.86% 681 4,830,423 7,096
Niagara-On-The-Lake Hydro Inc. 2015 3 -3.37% 706 6,362,425 9,008

Chapleau Public Utilities Corporation 2015 4 24.02% 735 902,761 1,229
Wellington North Power Inc. 2015 4 14.58% 791 2,945,979 3,725

Sioux Lookout Hydro Inc. 2015 3 1.63% 818 2,275,167 2,780
West Coast Huron Energy Inc. 2015 5 35.88% 820 3,126,308 3,812

Atikokan Hydro Inc. 2015 3 5.49% 936 1,546,519 1,653
11

9 MFR - Recoverable OM&A Cost per customer and per FTE; Appendix 2-L
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4.2.3 ACTUAL VS INFLATION1

Utilities are under constant pressure to relate their spending to cost inflation, therefore, in the2

preparation of the Test Year budget, CHEI has calculated the year over year inflationary increase3

in OM&A costs at a rate of 2% and compared to its 2018 operating costs.4

As can been seen in Table 13 below, if the utility had applied an inflationary increase only, the5

2018 resulting costs would be 107k less.6

Table 13 - Inflation vs. 2018 Test Year7

As field
Board

Approved
2014 2015 2016 2017 2018

Operations $20,900 $28,851 $39,764 $34,209 $35,830 $37,769
Maintenance $40,300 $44,655 $26,251 $46,223 $50,645 $56,215

Billing and Collecting $170,174 $166,891 $210,565 $177,779 $198,023 $209,970
Community Relations $4,000 $6,982 $8,363 $7,863 $7,500 $7,875

Administrative and General $320,905 $321,703 $328,131 $334,952 $359,618 $410,142
Total $556,279 $569,081 $613,072 $601,025 $651,616 $721,971

%Change (year over year) 2.3% 7.7% -2.0% 6.3% 10.8%

8

2% increase per year
Board

Approved
2014 2015 2016 2017 2018 Diff

Operations $20,900 $21,318 $21,744 $22,179 $22,623 $23,075 -$14,694
Maintenance $40,300 $41,106 $41,928 $42,767 $43,622 $44,494 -$11,721

Billing and Collecting $170,174 $173,577 $177,049 $180,590 $184,202 $187,886 -$22,084
Community Relations $4,000 $4,080 $4,162 $4,245 $4,330 $4,416 -$3,459

Administrative and General $320,905 $327,323 $333,870 $340,547 $347,358 $354,305 -$55,837
Total $556,279 $567,405 $578,753 $590,328 $602,134 $614,177 -$107,794

%Change (year over year) 2.3% 7.7% 0.0% 6.3% 10.8%

9

When budgeting, CHEI generally tries to use the inflation rate of 2% per USoA account, however,10

CHEI believes that its budget is also affected by other factors such as growth for example.11

Much like inflation, growth also has financial implications for the utility’s operating budget. From12

the CHEI’s perspective, growth is influenced by three factors:13

(1) increases in customer base; and14

(2) new utility-owned assets; and15
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(3) the increase in services.1

These three factors are linked to one another in very fundamental ways. For example, as the2

utility’s client base expands, the utility may need to equally increase its customer and billing3

services thereby increasing costs. Similarly, when the utility builds new assets to serve new4

customers, such as a transformer station or new poles, it incurs incremental costs to maintain5

and operate these new assets.6

The main point to note is that the use of the inflation factor does not account for all expenditure7

pressures or revenue challenges and opportunities potentially facing the utility in 2018 and8

beyond.9

Costs above and beyond the inflationary increase are justified in the following section.10

Increase in Operations Costs11

The increase of $14,694 in Operation Costs is attributable to an increase in locates. This cost is12

directly related to the utility’s increase in new services as multiple subdivisions have been built13

recently. This trend will continue going forward as Embrun is becoming a more and more14

attractive bedroom community for people that work in Ottawa and prefer to live in rural areas.15

Increase in Maintenance Costs16

The increase of $11,721 in Maintenance Costs is attributable to an increase in issues related to17

its underground system which fall outside of the utility’s control as they related to reliability and18

continuity of service.19

Increase in Billing and Collecting Costs20

As explained in Section 4.2.2, the increase of $22,084 in Billing and Collecting Costs is due to a21

forecasted increase in bad debt, incremental costs from Ottawa River Power for billing services22

and an increase in overall billing costs attributable to an increase in residential customers).23

Increase in Community Relations Costs24

The increase of $3,459 in Community Relations Costs is attributable to an increase in advertising25
and customer engagement (i.e., prizes for customer satisfaction survey)26
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Increase in Administrative and General Costs1

Of the $55,837 increase in Administrative Costs, $9,000 ($45,000/5) is a provisions for an oral2

hearing if a full settlement is not reached. $4,000 ($20,000/5) is a provision for two interveners3

although in the past, CHEI has only had one intervener. The utility is hopeful that costs will be4

kept to a minimum and that the provisions for a worst-case scenario can be removed from 20185

OM&A costs. If it should only get one intervener, the utility will remove $5,000 from the6

proposed 2018 costs. $5,000 of the increase is related to the Distributions System Plan.(The cost7

of 25,000 is amortized over 5 years).8

9
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4.3 PROGRAM DELIVERY COSTS WITH VARIANCE ANALYSIS1

4.3.1 PROGRAM DESCRIPTIONS2

Appendix 2-JC below shows the year over year variances of OM&A programs for 2014 Board3

Approved to 2018.  The utility selected and adopted these programs based on a review of4

OM&A Programs that were introduced in recent Cost of Service applications which categorize5

the USoA account/functions based on the RRFE categories, Customer Focus, Operational6

Effectiveness, Public Responsiveness.7

CHEI feels it important to note that the utility prefers to use the traditional USoA accounting for8

purposes of planning and budgeting. That said, in order to comply with the OEB requirement,9

the utility fully plans on tracking and reporting on a “programs” basis going forward, in addition10

to continuing to use the USoA accounting methodology for its internal use.11

Table 15 below shows year over year variance using the RRFE categorization.  No variance12

analysis of expenses exceeding the materiality threshold was identified.13

Table 14 - OEB Appendix 2-JC – OM&A Programs Table1014

Test
Year

Versus
2014
Actual

Test
Year

Versus
Most

Current
Actuals

Programs 2014 2015 2016 2017 2018 Variance
($)

Variance
($)

Customer Focus
Customer Service,
Mailing Costs,
Billing  and  Collections

$213,226 $255,933 $218,476 $234,817 $249,104 $35,878 $30,628

Bad Debts $5,473 $5,001 $4,960 $10,000 $10,000 $4,527 $5,040
Service Locates $15,891 $25,525 $19,442 $20,400 $21,420 $5,529 $1,978
Sub-Total $234,589 $286,459 $242,877 $265,217 $280,524 $45,935 $37,647

Operational Effectiveness

10 MFR - Completed Appendix 2-JC OM&A Programs Table - completed by program or major functions; include variance analysis
limited to variances that are outliers, between test year and last OEB approved and most recent actuals, including an explanation for
each significant change whether the change was within or outside the applicant's control and explanation of why
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Administrative Effectiveness $208,691 $214,736 $219,075 $236,409 $244,771 $36,080 $13,839
Regulation Consultant-Services $37,868 $42,412 $45,071 $47,325 $49,691 $11,823 $4,620
Distribution Operating & Maintenance $48,100 $29,358 $50,315 $55,195 $61,115 $13,016 $10,800
Sub-Total $294,658 $286,506 $314,461 $338,929 $355,577 $60,919 $29,258

Public and Regulatory Responsiveness
Regulatory & Compliance $35,942 $36,194 $39,812 $43,500 $81,800 $45,858 $41,988
Electrical safety Authority $1,892 $1,913 $1,875 $1,970 $2,070 $178 $195
Sub-Total $37,834 $38,107 $41,687 $45,470 $83,870 $46,036 $42,183

Miscellaneous
Donation Leap $2,000 $2,000 $2,000 $2,000 $2,000 $0 $0

Sub-Total $2,000 $2,000 $2,000 $2,000 $2,000 $0 $0

TOTAL OM&A $569,081 $613,072 $601,025 $651,616 $721,971 $152,890 $109,088

1

Program Overview2

CHEI aims to meet or exceed the system maintenance and inspection requirements of the3

Ontario Energy Board’s (OEB’s) Distribution System Code (DSC) in order to minimize4

subsequent repair and/or replacement costs. Section 4.4.1, of the DSC states:5

“A distributor shall maintain its distribution system in accordance with good utility6

practice and performance standards to ensure reliability and quality of electricity service,7

on both a short-term and long-term basis.”8

The following OM&A maintenance programs are consistent with good utility practices.9

Customer Focus10

 Customer Service, Mailing Costs, Billing and Collections11

 Bad Debts Collection12

 Service Locates13

Operational Effectiveness14

 Distribution & Transformer Stations-operating and maintenance15
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 Bad Debt Collection1

 Service Locates2

Public and Regulatory Responsiveness3

 Administrative Effectiveness4

 Outside Services5

 LEAP donations6

Each program is discussed further below.7
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Customer Focus1

Customer Service, Mailing Costs, Billing and Collections (5315, 5330, 5410,5620)2

CHEI’s Billing and Customer Service department are responsible for Billing and3

Collections activities that include:4

(1) correctly computing and billing customers using approved rates, rate riders, rate5

adders, loss factors and other regulated rates and charges,6

(2) testing and promoting Customer Information System enhancements to support7

regulatory changes,8

(3) processing bill payments in a timely manner to satisfy cash flow requirements,9

and10

(4) managing delinquent accounts appropriately so that all customers pay for the11

services provided to them.12

The Billing department is also responsible for handling day to day customer inquiries13

regarding their accounts and fielding numerous other questions as they relate to14

Government and Regulatory policy, conservation and demand management, pricing and15

consumption inquiries. In addition to these functions, customer service representatives16

are also responsible for the processing of payments dropped off at the office, customer17

move ins and outs, activations of the Equal Payment program, and numerous other18

administrative tasks. This department fields approximately 1 400 calls per year.19

As the number of electricity end users in the service area increases and changes occurs20

within Ontario’s electricity market, CHEI’s call and correspondence volumes will continue21

to increase.22

The Billing group is responsible for all billing activities supporting approximately 2,28123

customers in CHEI’s service areas. This includes the provision of monthly billing that24

results in CHEI issuing over 20,000 invoices annually in addition to approximately 50025

final bills for customers moving within or outside of CHEI’s service territory annually. The26

Billing Department is responsible for managing Electronic Business Transactions (“EBTs”)27
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and retailer settlement functions for just over 100 retailer accounts; account adjustments;1

processing of meter changes (e.g. re-verification); and another various account related2

field service orders, and mailing services. In 2016 CHEI produced approximately 25,4053

bills, monthly and final bills, with a billing accuracy rate of 99.74%.4

CHEI offers customers several billing and payment options including an equal payment5

plan, pre-authorized withdrawal, drop box, payment over the counter and credit card6

payments. In addition, customers can view their usage and manage their consumption7

using an online application.8

Bad Debts Collection (5335)9

Collection activity is not exclusive to overdue accounts; it also includes the adoption and10

continued application of a prudent Credit Policy and the Customer Service Amendments11

consistent with the OEB’s Distribution System Code.12

CHEI utilizes an early collections process to minimize the number of accounts that near13

the disconnection stage. Active accounts are collected through phone calls and hand14

delivered letters. Overdue final accounts are assigned to a Collection Agency 60 days15

after the due date.16

Service Locates (5075)17

A significant portion of CHEI’s distribution system is buried. Whenever CHEI’s customers18

are preparing to excavate they contact Ontario One Call to request that a Locate be19

performed. Ontario One Call relays the customer’s request to Sproule Powerline (the20

contractor for CHEI).  A customer service employee fulfills the request within the21

mandated 5 business day window; this data is valid for 30 calendar days. The employee22

provides the data directly to the requesting customer so that the customer can safely23

commence their planned excavation. This is a reactive activity and in a typical year24

Sproule Powerline responded to 362 requests. CHEI locates have increased significantly25

with the new build in the area.26
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Operational Effectiveness1

Operations and Maintenance (5035, 5065, 2110, 5012, 5114, 5120, 5125, 5330,2

5135, 5150, 5155, 5160, 5165)3

Operations and maintenance expenses include all costs relating to the operation and4

maintenance of the CHEI distribution system that are necessary to keep the distribution5

system in a state of good repair.6

Maintenance work helps to identify those areas that require capital investments. CHEI is7

then able to adjust capital spending priorities to address these matters.  This process is8

described in more detail in CHEI’s Distributions System Plan. CHEI’s maintenance strategy9

is an important part of its overall strategy of minimizing the life cycle costs of assets by10

minimizing reactive and emergency-type work, through an effective maintenance of the11

distribution system.12

CHEI is very conscious of providing attention to its aging infrastructure. In its Distribution13

System Plan, it has presented graphical representations of the ages of is major system14

components and an overall representation of the average age of its system in historical15

and projected years. Using this information, it then forecasts the level of future capital16

investments to maintain a reasonable average life expectancy.17

Operations and Maintenance expenses include all costs relating to the operation and18

maintenance of the CHEI distribution system. The work typically involves inspection,19

testing, cleaning, and verification activities. This includes both direct labor costs and non-20

capital material spending to support both scheduled and reactive maintenance events.21

The utility does not charge nor has it ever allocated any burdens to its costs.22

CHEI does not have a linesmen or operation staff. Therefore, the utility outsources it all23

its Operations and Maintenance to Sproule Powerline Construction Ltd (“SPL”).24

SPL has worked with CHEI and other local utilities in the Ottawa Region for over 20 years.25

With 35 years of experience in the industry, the company uses trained personnel and26
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advanced equipment to provide cost effective and reliable service.  Its range of services1

include;2

(1) Underground and overhead utility installations3

(2) Streetlight installation and maintenance4

(3) Substation construction and maintenance5

(4) Thermographic inspections6

(5) Trimming and removal of branches/trees7

(6) Utility locates8

(7) Insulator corn blasting9

(8) Excavation and site work10

SPL’s specific tasks as it pertains to CHEI include: Distribution & Transformer Station;11

Tree trimming; Overhead Lines, conductor, devices & services; Underground Lines,12

conductors, devices & services; Poles Towers and Fixtures. Metering is done by a local13

metering contractor.14

With respect to Metering, SPL performs, on behalf of the utility, the following services;15

installation, testing, and commissioning of new metering and for the ongoing operations16

of existing metering, both simple and complex metering installations. Testing of complex17

metering installations ensures the accuracy of the installation (e.g. to verify that the18

appropriate meter multipliers are applied through the billing process). Metering19

proactively investigates potential diversion and/or theft of power that may give rise to20

unsafe conditions or risk other customers being inappropriately held financially21

responsible for costs.22

Maintenance work on both Overhead and Underground Lines, conductor, devices &23

services involve regular inspection to identify concerns requiring immediate attention24

should those concerns exist. Most of the work SPL performs planned work and25

categorized as priority scheduled work or normally scheduled work.26
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Except for pole replacements, transformer replacements, and wire replacements, the bulk1

of the work described above is charged to maintenance. It is expected that the2

maintenance budget will be fully utilized with the normal volume of maintenance work.3

A portion of all hydro poles are tested by a pole testing contractor having expertise in4

using non-invasive testing methods, and if deemed necessary, invasive pole testing5

methods i.e. sample boring. The current rate of pole testing will see every pole testing in6

approximately 4 years. The contractor provides CHEI with the results as a report stating7

the pole condition and a relative rating of when the pole should be replaced or the8

remaining life expectancy of the pole. The performance system report suggests that the9

replacement of the poles to be replaced should be accelerated to minimize the risk of an10

incident due to a defective pole.11

Administrative Effectiveness (5012, 5085, 5605, 5610, 5615, 5635, 5640, 5670)12

This program includes all administrative costs incurred annually to run the utility on a13

day to day basis.14

This program includes the cost of general advertising that is not directly related to15

another department.  It also includes the cost of industry association dues and16

memberships.  CHEI is a member of the EDA association which keeps the utilities up-to-17

date on what is happening within the electrical industry, provides leadership and18

guidance on matters before the OEB Board and the Ministry of Energy.19

Miscellaneous General Expenses20

Outside Services (5630)21

Because the utility relies heavily on external services for accounting purposes, a separate22

program is warranted to keep track of these specific costs.23

This program includes general accounting and audit costs. This program covers24

preparation of statutory, management and financial reporting; accounts payable and25

general accounting; treasury functions, including borrowing and cash management;26
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financial risk management; accounting systems and internal control processes;1

preparation of consolidated budgets and forecasts; and tax compliance. The executive2

team is responsible for the decision making for all financial and non-financial aspects of3

the utility.4

5
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Public and regulatory responsiveness1

Regulatory & compliance (5655 – Regulatory Expenses)2

Regulatory and compliance includes all aspects of the preparation of cost of service and3

IRM rate applications, including consultants and wages and benefits for staff time spent4

in this area. Also included are the cost related to the RRR reporting, OEB annual5

assessments, cost awards, and fees.   This program also covers professional costs6

associated with Regulatory Affairs. CHEI has hired a third-party service to assist with the7

preparation of rate applications, input to the regulatory bodies and when necessary8

assist with regulatory filings. This function is also responsible for monitoring all9

applicable legislation.10

This also includes costs to contributing and achieving the new Renewed Regulatory11

Framework performance outcomes of Customer Focus, Operational Effectiveness, and12

Public Policy Responsiveness13

Electrical safety authority fees (5680)14

Electrical safety authority fees are 3rd party fees which are passed on to the Utility. This15

program includes the fees paid for permits, inspection and test and approvals performed16

by the Electrical Safety Authority.  CHEI has no control over these costs.17

Leap (6205)18

Low-Income Assistance Program (LEAP) is included under Deductions Donation Expense19

(USoA #6205).  This amount is based on the Board’s determination that the greater of20

0.12% of a distributor’s Board-approved distribution revenue requirement or $2,00021

should be included in the utility’s costs.22

23
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4.4 WORKFORCE PLANNING AND EMPLOYEE COMPENSATION1

CHEI operates with 3 full-time employees, a General Manager and two customer service2

representatives.  As shown in the table below, the utility’s workforce composition has not3

changed since the last Cost of Service and does not intend to change in the next rate period4

(2018-2022) 1112135

Table 15 - Headcount (number of months worked per year)6

Employees months worked per year 2014 BA 2014 2015 2016 2017 2018
General Manager 12 12 12 12 12 12

Billing Clerk / CSR 12 12 12 12 12 12
Billing Clerk /CSR 6 12 12 12

Billing Clerk /CSR (terminated) 12 12 6

Total Headcount 3 3 3 3 3 3

7

Compensation – Non-Union8

All employees of the utility are non-union employees; compensation levels are reviewed by the9

general manager and the Board of Directors. The increase in total compensation paid to10

employees is attributable to the cost of living increase and a provision for benefit coverage.11

Pension and Benefits12

CHEI and its employees do not participate in OMERS retirement plan. Instead, a percentage of13

the staff’s annual salary is invested in a pension plan. CHEI invests 6% annually of the General14

Manager’s salary and 5% annually of the CSRs annually which are deposited into a Deferred15

Profit Share Plan with a company by the name of Industrial Alliance.16

11 Description of previous and proposed workforce plans, including compensation strategy
12 MFR - Details of employee benefit programs including pensions for last OEB approved, historical, bridge and test; must agree with
tax section
13 MFR - Discussion of the outcomes of previous plans and how those outcomes have impacted their proposed plans including an
explanation of the reasons for all material changes to headcount and compensation. Explanation for all years includes:
- year over year variances
- basis for performance pay, eligible employee groups, goals, measures, and review process for pay-for-performance plans,
- relevant studies (e.g. compensation benchmarking)



Cooperative Hydro Embrun Inc. 2018 Cost of Service Inc
EB-2017-0035 Exhibit 4   Operating Costs

May 1, 2017

PAGE 33 OF 69

Table 16 below shows employee compensation from 2014 to 2018. In accordance with Board1

policy which states that: “Where there are three, or fewer, full-time equivalents (FTEs) in any2

category, CHEI may aggregate this category with the category to which it is most closely related.3

This higher level of aggregation may be continued, if required, to ensure that no category4

contains three, or fewer, FTEs”, The Applicant has aggregated information relating to its 3 full5

time employees in the FTE class. The number of employees is based on the compensation of6

the number of full-time equivalent (FTE) positions throughout each of the fiscal years.7

A detailed summary of benefit program costs is presented in Table 17. Total benefits have8

increased 4.13% between 2014 Actual and 2018 Test Year from statutory rate increases and9

wage increases.10

11
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Table 16 - OEB Appendix 2-K – Employee Compensation141

2014 2015 2016 2017 2018

Number of Employees (FTEs including Part-Time)1

Management (including executive) 1 1 1 1 1
Non-Management (union and non-union) 2 2 2 2 2
Total 3 3 3 3 3
Total Salary and Wages including overtime and incentive pay
Total (combined) $188,050 $213,055 $233,874 $215,007 $225,000
Total $188,050 $213,055 $233,874 $215,007 $225,000
Total Benefits (Current + Accrued) -
Total (combined) $30,053.21 $30,752.94 $26,894.33 $30,136.00 $31,650.00
Total $30,053.21 $30,752.94 $26,894.33 $30,136.00 $31,650.00
Total Compensation (Salary, Wages, & Benefits)
Total (combined) $218,104 $243,808 $260,768 $245,143 $256,650
Total $218,104 $243,808 $260,768 $245,143 $256,650

2

Table 17 - Benefit Expenses3

2014 2015 2016 2017 2018
Benefit Actual Actual Actual Bridge Test

Statutory
CPP $7 620 $8 005 $9 205 $8 728 $9 444
EI $3 814 $4 138 $4 742 $4 080 $4 280

WSIB $2 275 $2 472 $2 521 $2 312 $2 540
Total

Statutory
$13 709 $14 615 $16 468 $15 120 $16 264

Company
DPSP $12 872 $11 879 $10 252 $11 133 $11 650
Health $17 180 $18 873 $16 641 $17 140 $17 655
Total

Company
$30 052 $30 752 $26 893 $28 273 $29 305

Total Benefit
Costs

$43 761 $45 367 $43 361 $43 393 $45 569

3.67% -4.42% 0.07% 5.01%

4

14 MFR - Employee Compensation - completed Appendix 2-K
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Because CHEI does not participate in the OMERS retirement plan, Appendix 2-KA OPEBs (Other1

Post-Employment Benefits) Costs15 and an Actuarial Report16 are not applicable.2

Staffing and Compensation Strategy3

Finding qualified staff in smaller rural areas can be challenging, therefore, similar to other4

smaller utilities CHEI prefers to invest time and energy in training its existing employees rather5

than hiring skilled workers. CHEI’s view is that risks associated with hiring are mitigated because6

the employer already knows the employee and has experience with the employee's work ethic,7

ability to work with others and problem-solving skills. The learning curve is also cut down8

because its existing employees understand the utility and energy sector.9

In doing so CHEI must also balance reliance on third party contractors, and use its workforce to10

its best advantage for the customer and community. The utility evaluates on a yearly basis its11

agreements with its consultants and contractors to ensure that they are the best option possible12

for the utility.13

CHEI does not use specific benchmarking studies to determine salary ranges. That said, CHEI14

and its shareholder are well aware of the salary ranges in neighbouring utilities and use the15

neighbouring salaries as a guideline. CHEI is also aware of recently published surveys and16

publications such as the Sunshine List and attests that its salaries and increases over the past 417

years are well below those published in the Sunshine list. (The utility did an in-depth analysis of18

comparable industry related entities on the sunshine list and found that its average yearly19

increase was 5% less than the one of those organizations.)20

Periodically, the utility’s Board of Director along with management input will readjust employee21

salary to be in line with it neighbouring cohorts, however, as a rule, the utility tries to apply and22

the inflation factor of 2% to salaries and wages. It is also important to note that as existing staff23

15 MFR - Completed Appendix 2-KA - accounting method for pension and OPEBs
16 MFR - Most recent actuarial report on employee benefits, pension and OPEBs
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gain training and expertise, management may choose to increase salaries according to new1

qualifications.2

The salaries and wage amounts include all salaries and wages paid, inclusive of overtime,3

vacations, float holidays, sick leave, bereavement leave, union meetings and other miscellaneous4

paid leave. The benefit amounts include the employer’s portion of statutory benefits (CPP and5

EI), employer contributions to EHT, WSIB, OMERS and CHEI’s costs for providing extended health6

care, dental, long-term disability, life insurance and the Employee Assistance Program.7

Employee Staffing Levels:8

As shown in Table 14, management and staffing levels have not changed since CHEI’s last Cost9

of Service Application. The only change in staffing levels has been during transition periods for10

retirement replacements or succession planning purposes. CHEI has also hired part time11

students in prior years during the summer holiday season. There are no anticipated staffing12

increases for the 2017 Test Year.13

Table 18 - Details Compensation Accounts14

2014 BA 2014 2015 2016 2017 2018
5605-Executive Salaries and Expenses $28,000 $32,437 $27,662 $29,694 $33,600 $35,100

5610-Management Salaries and Expenses $84,000 $81,331 $93,235 $93,980 $100,289 $102,000
5615-General Administrative Salaries and Expenses $67,405 $66,184 $64,691 $65,744 $69,000 $72,000

$179,405 $179,952 $185,588 $189,418 $202,889 $209,100
15
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The only costs included in account 5605 are Board of Director costs. Budgets for the 2017 Bridge1
Year and 2018 Test Year include provision for the training of a possible future board of director.2
(succession planning)3

Account 5610 include salaries, district meeting and seminars. Account 5615 include pension plan4
for all 3 employees. DPSP, EDA membership, annual meeting, travel costs, bank charges, mobile5
phone bills, internet bill, benefits, WSIB, employer portion of group benefits.6

7
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4.5 SHARED SERVICES & CORPORATE COST ALLOCATION1

CHEI does not have any affiliates and as such is not subject to shared services or corporate cost2

allocation17 18 Appendix 2-N is not applicable in CHEI’s case. Therefore, the Appendix was not3

populated 19 20 214

17 MFR - Identification of all shared services among affiliates and parent company; identification of the extent to which the applicant
is a "virtual utility"
18 MFR - Allocation methodology for corporate and shared services, list of costs and allocators, including any third party review
19 MFR - Completed Appendix 2-N for service provided or received for historical, bridge and test; including reconciliation with
revenue included in Other Revenue
20 MFR - Shared Service and Corporate Cost Variance analysis - test year vs last OEB approved and most recent actual
21 MFR - Identification of any Board of Director costs for affiliates included in LDC costs
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4.6 PURCHASES OF NON- AFFILATE SERVICES, ONE TIME COST, REGULATORY COSTS1

4.6.1 NON-AFFILIATE SERVICES2

CHEI’s purchases equipment, materials, and services in a cost-effective manner with full3

consideration given to price as well as product quality, the ability to deliver on time, reliability,4

compliance with engineering specifications and quality of service. Vendors are screened to5

ensure knowledge, reputation, and the capability to meet CHEI’s needs. The procurement of6

goods and/or services for CHEI is carried out with highest of ethical standards and consideration7

to the public nature of the expenditures.8

Purchase Authorization: The General Manager, with the input of board members, approves all9

purchases of goods and/or services.10

Tendering: When goods or services are tendered, a Tender/Request for Proposal/Request for11

Quote will be issued to a minimum of three vendors, if availability permits. Once again, the12

General Manager, along with the input of the board members, shall authorize the acceptance of13

all external costs and contracts.14

Although tendering processes provide essential information to potential suppliers and ensure a15

fair chance for businesses, the tendering process is not always possible in small towns where16

there is a limited supply of skilled services that can provide support to utilities. The utility does17

not have a written procurement policy22 per se, however as described above, the General18

Manager, with the input of board members, approves all purchases of goods and/or services.19

Hydro One, Tandem Energy Services Inc. SFIEO, Ottawa River Power, and Sproule Powerline20

Const. Ltd have consistent yearly transactions, some in excess of the materiality threshold of21

$50,000.  These specific suppliers offer services that are not commonly found in the service area22

or general surrounding area or offer efficiencies due to their intimate knowledge of CHEI’s23

22 Purchased Non-Affiliated Services - file a copy of procurement policy (signing authority, tendering process, non-affiliate service
purchase compliance)
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distribution system, (i.e., Sproule Powerline Construction Ltd). 23 CHEI’s 2015 Vendor list is1

presented at the next page.2

Table 19 - Supplier List3

2014

Name Description of Activity Tendering
Process(Cost
Approach/Contract)

Total

Tandem Energy Services Regulatory Contract $ 30 000.00
Sproule Powerline Line Contractor Contract

HONI Power bill Cost Approach $3,045,885.00
Papetrie Germain Rent/Office Supplies Cost Approach $19,143.00

BDO Accountant Cost Approach $17,471.00
Quasar Auditor Cost Approach $2,104.00

EDA Membership Cost Approach $5,600.00
Mearie Insurance Cost Approach $3,400.00

Bell / Bell Mobility Telephone - Cellular Cost Approach $8,533.00
Neopost Postage Cost Approach $22,995.00

Ottawa River Power Corporation Billing Contract $39,267.00
Harris MDMR Reading Contract $4,200.00

Util-Assist Sync Operator Contract $13,884.00
Unifirst Carpet Service Contract $1,293.00

Great West Benefit Contract $18,000.00
F.Lalonde Office Cleaning Contract $4,800.00

Pana-Electric Electrician Cost Approach $1,485.00
Cooperative Hydro Embrun Electricity bill Cost Approach $3,904.00

Rogers Internet Cost Approach $1,184.00
C. Blanchard Delivry Disconnect Letter Cost Approach $2,623.00

WSIB Work Compensation Cost Approach $2,276.00
ONCALL Answering Service Contract $2,561.00

Township of Russell Municipal TAX Cost Approach $1,157.00
ON1CALL Locate Services Cost Approach $892.00

Receveur général Payroll Deduction Cost Approach $11,435.00

4

5

23 For material transactions that are not in compliance with procurement policy, or that were undertaken pursuant to exceptions
contemplated within the policy, an explanation as to why as well as a summary of the nature and cost of the product, and a
description of the specific methodology used for selecting the vendor
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1

2015

Name Description of Activity Tendering Process
/Cost Approach

Total

Tandem Energy Services Regulatory Contract $30,000.00
Sproule Powerline Line Contractor Contract $213,695.00

Hydro One Power bill Cost Approach $4,719,017.00
Papetrie Germain Rent/Office Supplies Cost Approach $17,885.00

BDO Accountant Cost Approach $33,344.00
Quasar Auditor Cost Approach $2,118.38

EDA Membership Cost Approach $5,800.00
Mearie Insurance Cost Approach $4,798.00

Bell / Bell Mobility Telephone - Cellular Cost Approach $2,431.00
Neopost Postage Cost Approach $24,028.00

Ottawa River Power Corporation Billing Contract $48,628.00
Harris MDMR Reading Contract $6,411.00

Util-Assist Sync Operator Contract $10,876.00
Unifirst Carpet Service Contract $1,299.00

Great West Benefit Contract $18,873.00
F.Lalonde Office Cleaning Contract $3,540.00

Pana-Electric Electrician Cost Approach $1,805.00
Cooperative Hydro Embrun Electricity bill Cost Approach $5,023.00

Rogers Internet Cost Approach $1,284.00
C. Blanchard Delivry Disconnect Letter Cost Approach $2,550.00

WSIB Work Compensation Cost Approach $2,982.00
ONCALL Answering Service Contract $2,103.00

Township of Russell Municipal TAX Cost Approach $1,148.00
ON1CALL Locate Services Cost Approach $445.00

Receveur général Payroll Deduction Cost Approach $12,144.00

2

3
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1

2016

Name Description of Activity Tendering Process
/Cost Approach

Total

Tandem Energy Services Regulatory Contract $30,000.00
Sproule Powerline Line Contractor Contract $433,829.34

Hydro One Power bill Cost Approach $3,764,009.43
Papetrie Germain Office Rent Cost Approach $14,252.75

BDO Accountant Cost Approach $30,647.00
Quasar Auditor Cost Approach $2,113.19

EDA Membership Cost Approach $5,900.00
Mearie Insurance Cost Approach $4,729.16

Bell / Bell Mobility Telephone - Cellular Cost Approach $7,985.91
Neopost Postage Cost Approach $19,499.13

Ottawa River Power Corporation Billing Contract $42,787.94
Harris MDMR Reading Contract $6,310.11

Util-Assist Sync Operator Contract $8,167.44
Unifirst Carpet Service Contract $699.40

Great West Benefit Contract $16,641.73
F.Lalonde Office Cleaning Contract $3,980.00

Pana-Electric Electrician Cost Approach $1,400.00
Cooperative Hydro Embrun Electricity bill Cost Approach $3,746.70

Rogers Internet Cost Approach $1,419.50
C. Blanchard Delivry Disconnect Letter Cost Approach $2,880.00

WSIB Work Compensation Cost Approach $2,521.42
ONCALL Answering Service Contract $2,111.66

Township of Russell Municipal TAX Cost Approach $1,146.48
ON1CALL Locate Services Cost Approach $236.63

Receveur général Payroll Deduction Cost Approach $13,947.33
The ITM Group Webpresentment Contract $2,406.80

2
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4.6.2 ONE TIME COSTS1

There are three noteworthy one-time costs that warrant an explanation. The first is the costs2

associated with this cost of service application which, in compliance with policy and3

requirements, are being amortized over a period of 5 years. Regulatory Costs, which are4

explained in detail in the next section, include costs related to the Distribution System Plan and5

provisions for an oral hearing. These costs apply to the 2018 Test Year. The second one-time6

cost related to a severance pay of $45,000 to a former employee back in 2015, and lastly, the7

utility incurred accounting costs from its auditors (BDO) related to an OEB audit of its deferral8

and variance accounts. The cost of the OEB audit are also explained in the next section (ref:9

Section 4.6.3)2410

With the exception of Regulatory Costs, all other costs presented in the OM&A are considered11

regular year over year expenses.12

4.6.3 REGULATORY COSTS13

CHEIs Regulatory Costs include two major components. The first being costs related to the filing14

of the herein application and second, the yearly contract with Tandem Energy Services for15

assistance in regulatory services.16

The costs related to Cost of Service application include costs of having an Engineering firm17

develop the Distribution System Plan, legal review, external accounting fees related to18

populating the PILs model and reviewing balances in the deferral and variance accounts. The19

regulatory costs proposed in this application also include provisions for legal fees related to an20

Oral Hearing if the parties are unable to reach a full settlement and includes a provision for up21

to two interveners. The utility proposes to remove these costs if the application is dealt with via22

written hearing or parties reach a full settlement and if only one intervener gets involved in the23

application. All regulatory costs listed below are tracked in account 5655 – Regulatory24

24 Identification of one-time costs in historical, bridge, test; explanation of cost recovery in test (or future years)
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Expenses. Costs directly associated with the Cost of Service application are amortized over a1

period of 5 years (2018-2022).2
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Table 20 - Regulatory Costs specific to the 2018 Cost of Service1

2018
3rd party Engineering Firm (DSP) $25,000.00

Auditors (PILs + DVAs + IRs) $10,000.00
Production & Submission (Print) $1,000.00

Public Notice (OEB) $1,000.00
Legal Assistance (Review, IRs, Settlement, DRO) $32,000.00

Legal - Oral hearing, Reply Submission $45,000.00
Intervenor costs (x2) $50,000.00

Total Cost of Service Filing costs $164,000.00
Amortized over 5 years $32,800

Account 5655 also include OEB Assessment Costs which have increased by 41% over 2014 Board2

Approved.3

CHEI has renewed its fixed yearly contract agreement with Tandem Energy Services Inc. (“TESI”)4

to assist the utility with its regulatory needs.  The fixed fee includes regulatory services such as:5

preparing various documentation and submissions required to meet the regulatory6

requirements of the utility; Provide advice so that the utility operates in continuous compliance7

with OEB regulations; preparation and defense of rate applications; assist in creating a work8

environment that facilitates the utility’s understanding the regulatory requirements.9

Costs associated with the Accounting firms are reported in account 5630-Outside Services while10

Table 21 below shows CHEI’s regulatory costs for the 3 historical years, bridge and test year.  A11

detailed breakdown of regulatory costs for the 2018 Cost of Service application is presented in12

table 28. 2513

25 Regulatory costs - breakdown of actual and forecast, supporting information related to CoS application, proposed recovery (i.e.
amortized?).
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Table 21 – OEB Appendix 2-M Regulatory Costs261

Regulatory Cost Category USoA Account Ongoing or
One-time

Cost?

Last Rebasing
Year Board
Approved

2014 2015 2016 2017 2018

1 OEB Annual Assessment 5655 On-Going $6,500 $5,142 $5,394 $9,012 $9,700 $9,200
2 OEB Section 30 Costs (Applicant-

originated)
3 OEB Section 30 Costs (OEB-

initiated)
4 Expert Witness costs for

regulatory matters
5 Legal costs for regulatory

matters
6 Consultants' costs for regulatory

matters
5655 On-Going $30,000 $30,000 $30,000 $30,000 $33,000 $33,000

7 Operating expenses associated
with staff resources allocated to
regulatory matters

8 Operating expenses associated
with other resources allocated to
regulatory matters

9 Other regulatory agency fees or
assessments

5655 On-Going $800 $800 $800 $800 $800

10 Any other costs for regulatory
matters (Cost of Service)

5655/5630 One-Time $9,700 $32,800

Any other costs for regulatory
matters (OEB Audit)

One-Time $6,000

11 Intervenor costs
12 Sub-total - Ongoing Costs $46,200 $35,942 $36,194 $39,812 $43,500 $43,000
13 Sub-total - One-time Costs $38,800
14 Total $46,200 $35,942 $36,194 $39,812 $43,500 $81,800

2

26 MFR - Completed Appendix 2-M
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4.7 LEAP, CHARTIABLE & POLITICAL DONATIONS1

CHEI has included $2,000 for the Low-Income Assistance Program (LEAP) under Deductions2

Donation Expense-LEAP (USoA #6205).  This amount is based on the Board’s determination that3

the greater amount of 0.12% of a distributor’s Board-approved distribution revenue requirement4

or $2,000 should be included in the utility’s costs.5

CHEI has partnered with CHEI has partnered with United Way- Centraide / Prescott Russell to6

assist in a program intended to provide emergency relief to eligible low-income customers who7

may be having trouble paying current arrears to be our lead agency.8

The United Way of Prescott-Russell will pre-screen customers to see if they meet the household9

low-income guidelines, and other eligibility criteria, including if the customer is in threat of10

disconnection for non-payment.11

CHEI has a policy in place where donations are made primarily to charities or local groups that12

service residents in its service areas. CHEI confirms that no charitable donations have been13

included in OM&A expenses for 2018 other than the $2,000 for LEAP funding. 27282914

In compliance with OEB policy, CHEI:15

1. Collects money from ratepayers for LEAP EFA in the amount approved by the OEB as part16

of the recoverable OM&A expenses;17

2. Transfers program funds to United Way- Centraide;18

3. Allows United Way- Centraide to determine funding allocations within their service19

territory by geography;20

4. Receives a monthly report from the United Way- Centraide agency showing the21

disbursements and balance of the LEAP funds remaining.22

27 MFR - LEAP - the greater of 0.12% of forecasted service revenue requirement or $2,000 should be included in OM&A and
recovered from all rate classes
28 MFR - Detailed information for all contributions that are claimed for recovery
29 MFR - Charitable Donations - the applicant must confirm that no political contributions have been included for recovery
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5. Leaves the assessment of eligibility of CHEI customers and records to United Way-1

Centraide2

6. Confirms customer and account information used in determining program eligibility,3

including information on payment history and arrears owing; and4

Reports to the OEB in accordance with OEB reporting requirements through filings 2.1.16 which5

are presented in the table below.6

Table 22 – 2014-2016 Leap funding as per 2.1.16 RRR7

8

Year
Leap fund
received

Distributor

Agency
administration
and program

delivery

Grants to
distributor
customers

Total
grants

disbursed

Total
funds

disbursed
Customer

Avg.
grant
per

accepted
applicant

Overall
Avg.

2014 $2,000 $260.87 $2,054.35 $2,054.35 2054.35 5 410.87 410.87

2015 $2,000 $260.87 $2,043.81 $2,043.81 $2,043.81 7 340.64 340.64

2016 $2,000 260.87 1,739.13 1,739.13 2,000.00 4 434.78 434.78
9
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4.8 DEPRECIATION, AMORTIZATION AND DEPLETION1

4.8.1 FILING REQUIRMENTS APPLICABLE TO CHEI2

The following section confirms that applicable depreciation requirements for CHEI.3

1)  For the transition year (2014), the applicant may file two appendices, one under Revised4

CGAAP and one under MIFRS, depending on the materiality of impacts.  See the specific5

instructions under each appendix below for further details.6

The above requirement is not applicable in CHEI’s case7

2) For applicants that are reflecting accounting policy changes for the first time in a rebasing8

application, the applicant must file two appendices in the year that the applicant implemented9

changes to its capitalization and depreciation policies (2012 or 2013), one before and one after the10

policy changes.11

The above requirement is not applicable in CHEI’s case12

3) Applicants should provide CGGAP and Revised CGAAP schedules (i.e. as indicated in the first13

two columns of the above table) to support balances in Account 1576 if the account has yet to be14

disposed of.15

The above requirement is not applicable in CHEI’s case16

Appendix 2-BA - Fixed Asset Schedule17

Applicants are to provide Appendix 2-BA in accordance with the years and corresponding18

accounting standards noted in the above table to provide a year over year continuity in fixed19

assets.20

(Appendix 2-BA - Fixed Asset Schedule has been completed and filed starting with 2014 Revised21

CGAAP)22

For the transition year (2014), the applicant should file two appendices, one under Revised CGAAP23

and one under MIFRS if the change between Revised CGAAP and MIFRS is material.  If the change24
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from the accounting standards is not material, the applicant may choose only to provide one1

appendix under MIFRS.  However, the applicant must also indicate the fixed asset net book value2

balance under Revised CGAAP, the total dollar value of the change and explain why it is not3

material.4

CHEI confirms that there were no changes from the accounting standards from 2014 Revised5

CGAAP to 2015. Both schedules are identical (same dollar value) since the only change related to6

the conversion was the adoption of new useful lives which was adopted on January 1, 2013.7

Regulatory Gross Assets of Property, Plant, and Equipment8

For an applicant that adopted IFRS on January 1, 2015, for financial reporting purposes, the9

applicant must establish the continuity of historical cost by using the December 31, 2013, gross10

regulatory assets of property, plant, and equipment as the opening January 1, 2014, regulatory11

gross assets.  The applicant must provide schedules (including Appendix 2-BA, Fixed Asset12

Continuity Schedule) which must identify the following details to substantiate the continuity of13

historical cost for regulatory purposes:14

 December 31, 2013, regulatory gross assets of property, plant, and equipment, by asset15

class; and16

 January 1, 2014, regulatory gross assets of property, plant, and equipment, by asset17

class.18

Completed and Filed starting with 2014 Revised CGAAP (Since the utility filed its last Cost of19

Service in 2014, the utility used 2014 as an opening balance instead of 2013)20

Accumulated Depreciation21

For an applicant that adopted IFRS on January 1, 2015, for financial reporting purposes, the22

applicant must establish the continuity of historical cost by using the December 31, 2013,23

regulatory accumulated depreciation as the opening January 1, 2014, regulatory accumulated24

depreciation.  The applicant must provide schedules (including Appendix 2-BA, Fixed Asset25

Continuity Schedule) which must identify the following details to substantiate the continuity of26

historical cost for regulatory purposes:27
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 December 31, 2013, regulatory accumulated depreciation, by asset class; and1

 January 1, 2014, regulatory accumulated depreciation, by asset2

Completed and Filed starting with 2014 Revised CGAAP (Since the utility filed its last Cost of3

Service in 2014, the utility used 2014 as an opening balance instead of 2013)4

Appendix 2-Cx - Depreciation and Amortization5

Applicants are to provide Appendix 2-Cx in accordance with the years and corresponding6

accounting standards listed in the above table.7

The above requirement is not applicable in CHEI’s case8

If an applicant is reflecting changes to its depreciation policies for the first time in a rebasing9

application, the applicant should complete Appendix 2-CA to 2-CG (changes made in 2012) or10

Appendix 2-CA to 2-CF (changes made in 2013).   In this set of appendices, the applicant will need11

to indicate the year it made the accounting policy changes.  The applicant must provide data12

starting from the year it made changes to its capitalization and depreciation policies.13

The above requirement is not applicable in CHEI’s case14

*Depreciation accounting policy changes were mandated by the Board by January 1, 2013. In15

general, no further changes to an applicant's depreciation policy (i.e.  assets' service lives) are16

expected after the Board mandated changes by January 1, 2013.  The set of Appendix 2-CA to 2-17

CG assumes this to be the case.  If the applicant has made any changes to its depreciation policy18

after the Board mandated changes, applicants must identify the change, explain the nature of the19

change, the reason for the change, quantify the impact of the change, and quantify the20

depreciation expense before and after the change21

The above requirement is not applicable in CHEI’s case22

 If an applicant changed depreciation policies and reflected these changes in a prior23

rebasing application, the applicant should complete Appendix 2-CH. The applicant24

must provide data starting from the earlier of 1) all historical years back to its last25
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rebasing; or 2) at least three years of historical actuals, in addition to Bridge Year and1

Test Year forecasts.2

Completed and Filed starting with 2014 Revised CGAAP (Since the utility filed its last Cost of3

Service in 2014, the utility used 2014 as an opening balance instead of 2013)4

Appendix 2-E - Account 1575, IFRS-CGAAP Transitional PP&E Amounts (2-EA), Account5

1576, Accounting Changes Under CGAAP (2-EB, 2-EC)6

1) For an applicant that has a balance in Account 1576 to dispose of:7

If an applicant changed capitalization and depreciation policies effective January 1, 2012, the8

applicant must complete Appendix 2-EB.9

The above requirement is not applicable in CHEI’s case10

If an applicant changed capitalization and depreciation policies effective January 1, 2013, the11

applicant must complete Appendix 2-EC.12

The above requirement is not applicable in CHEI’s case13

2) For an applicant that has a balance in Account 1575 to dispose of:14

The applicant must complete 2-EA15

The above requirement is not applicable in CHEI’s case16

If the applicant did not make any further PP&E accounting policy changes beyond the17

capitalization and depreciation policy changes as mandated by the Board by January 1, 2013 (i.e.18

no further changes made upon transition to IFRS), the applicant must indicate this and does not19

need to complete Appendix 2-EA20

CHEI confirms that it has not made any further PP&E accounting policy changes beyond the21

capitalization and depreciation policy changes as mandated by the Board by January 1, 2013 (i.e.22

no further changes made upon transition to MIFRS). As such, CHEI does not need to complete23

Appendix 2-EA.24
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Appendix 2-Y - Summary of Impacts to Revenue Requirement from Transition to MIFRS1

An applicant must provide a summary of the dollar impacts of MIFRS to each component of the2

revenue requirement (e.g. rate base, operating costs, etc.), including the overall impact on the3

proposed revenue requirement.  Accordingly, the applicant must identify financial differences and4

resulting revenue requirement impacts arising from the adoption of MIFRS as compared to CGAAP.5

If the applicant is reflecting the changes in capitalization and depreciation policies for the first time6

in a rebasing application, then a comparison between MIFRS and CGAAP before the change in7

accounting policies should be completed.  If the applicant changed capitalization and depreciation8

policies and reflected these changes in a prior rebasing application, then a comparison between9

MIFRS and CGAAP after the change in accounting policies should be completed10

CHEI confirms that it changed depreciation rates in its prior rebasing application. As such a11

comparison between MIFRS and 2014 Revised CGAAP has been completed in Appendix 2-Y.12

4.8.2 DEPRECIATION RATES AND METHODOLOGY13

In accordance with the July 17, 2012, letter from the Board on Regulatory accounting policy14

direction regarding changes to depreciation expense and capitalization policies and as such,15

CHEI has adopted the Kinetrics proposed useful lives and componentization on January 1,2013.16
30The revised methodology was included in CHEI’s 2014 Cost of Service rate application EB-17

2013-0000.18

Continuity Statements of the historical and forecasted depreciation expenses are presented on19

the next page and are filed in Excel format along with this application.3120

30 MFR - Explanation of any deviations from the practice of depreciating significant parts or components of PP&E separately
31 MFR - Depreciation, Amortization and Depletion details by asset group for historical, bridge and test years. Include asset amount
and rate of depreciation/amortization.  Must agree to accumulated depreciation in Appendix 2-BA under rate base
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4.8.3 DEPRECIATION EXPENSE ASSOCIATED WITH RETIREMENT OBLIGATION1

CHEI does not have any asset retirement obligations (AROs) or any associated depreciation or2

accretion expenses related to an asset retirement obligation.323

4.8.4 ADOPTION OF THE HALF YEAR RULE4

CHEI confirms that it has applied the half-year rule for the purposes of computing the net book5

value of Property, Plant and Equipment and General Plant to include in rate base.33 Under the6

half-year rule acquisitions and investments made during the year are amortized assuming they7

entered service at the mid-point of the year.8

4.8.5 DEPRECIATION AND CAPITALIZATION POLICY9

CHEI’s Depreciation rates and Capitalization Policy are presented below and also presented in10
Exhibit 2. 34 35 3611

Capitalization Policy12

CHEI’s capitalization policy has not changed since its last Cost of Service in 2014 other than it13
now records capital assets at cost in accordance with MIFRS accounting principles as well as14
guidelines set out by the Ontario Energy Board, where applicable.15

All expenditures by the Corporation are classified as either capital or operating expenditures.16
The intention of these classifications is to allocate costs across accounting periods in a manner17
that appropriately matches those costs with the related current and future economic benefits.18
The amount to be capitalized is the cost to acquire or construct a capital asset, including any19

32 MFR - Identification of any Asset Retirement Obligations and associated depreciation, accretion expense
33 MFR – Identification of historical depreciation practice and proposal for test year. Variances from half- year rule.
34 MFR - Copy of depreciation/amortization policy, or equivalent written description; summary of changes to
depreciation/amortization policy since last CoS
35 MFR - Explanation of any deviations from the practice of depreciating significant parts or components of PP&E separately
36 MFR - For any depreciation expense policy or asset service lives changes since its last rebasing application:
- identification of the changes and detailed explanation for the causes of the changes, including any changes subsequent to those
made by January 1, 2013
-use of Kinectrics study or another study to justify changes in useful life
- list detailing all asset service lives tied to USoA, detail differences in TUL from Kinectrics and explain differences outside of
minimum and maximum TUL range from Kinectrics; Appendix 2-BB
-File applicable depreciation appendices as provided in Chapter 2 MIFRS Appendices (Appendix 2-CA to 2-CK)
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ancillary costs incurred to place a capital asset into its intended state of operation. CHEI does1
not currently capitalize interest on funds used for construction.2

CHEI’s adherence to the capitalization policy can be described as follows;3

 Assets that are intended to be used on an on-going basis and are expected to provide4

future economic benefit (generally considered to be greater than one year) will be5

capitalized.6

 General Plant items with an estimated useful life greater than one year and valued at7

greater than $500 will be capitalized.8

 Expenditures that create a physical betterment or improvement of the asset (i.e. there is9

a significant increase in the physical output or service capacity, or the useful life of the10

capital asset is extended) will be capitalized.11

 With respect to vehicles, please note that CHEI does not own any vehicles.12

 Maintenance services are contracted out.13

Indirect overhead costs, such as general and administration costs that are not directly14
attributable to an asset, are not, nor have they ever been capitalized.15

Table 23 - Depreciation Rates16

Account Description Pre
2013

2013
and

beyond

1611 Computer Software (Formally known as Account
1925)

5 5

1820 Distribution Station Equipment <50 kV 30 55
1830 Poles, Towers & Fixtures 25 40
1835 Overhead Conductors & Devices 25 60
1845 Underground Conductors & Devices 25 35
1850 Line Transformers 25 40
1855 Services (Overhead & Underground) 25 40
1860 Meters 25 25
1860 Meters (Smart Meters) 25 15
1915 Office Furniture & Equipment (10 years) 10 10
1920 Computer Equipment - Hardware 5 5
1935 Stores Equipment 10 10
1940 Tools, Shop & Garage Equipment 10 10
1945 Measurement & Testing Equipment 10 10
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1995 Contributions & Grants 25 40

1

4.9 TAXES & PAYMENTS IN LIEU OF TAXES (PILS)2

4.9.1 OVERVIEW OF PILS3

CHEI is required to make payments in lieu of income taxes (“taxes”) based on its taxable income.4

CHEI files Federal/Provincial tax returns annually.5

There have been no special circumstances that would require specific tax planning measures to6

minimize taxes payable. There are no outstanding audits, reassessments or disputes relating the7

tax returns filed by CHEI.8

There are no non-utility activities included in CHEI’s financial results. Therefore the entire9

amount of PILs payable is considered in the proposed allowance to be included in the revenue10

requirement.11

CHEI has used the OEB PILs Tax Work Form model to calculate the amount of taxes for inclusion12

in its 2015 rates. PILs have been calculated under MIFRS accounting policies. The PILS model13

was completed by CHEI’s external auditor BDO to ensure that the current and proposed tax14

rates have been applied, that the amount of PILS calculated appears reasonable and that the15

integrity checks established in the Boards Minimum Filing Requirements have been adhered to.16

CHEI’s taxes for the 2018 Test Year. Under the new accounting policies, CHEI’s PILs amount to17

$4,630.18

The income tax sheet from the Revenue Requirement Work form is presented on the next page,19

and the PILs model is being filed in conjunction with this application.37 Actual Most recent20

federal and provincial tax returns are presented in Attachment 1 of this Exhibit. 38 .21

37 MFR - Completed version of the PILs model (PDF and Excel); derivation of adjustments for historical, bridge, test years
38 MFR - Most recent federal and provincial tax returns
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There are no other taxes than the PILs presented in this Exhibit.391

2

39 MFR - Explanation of how taxes other than income taxes or PILS (e.g. property taxes) are derived
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Table 24 - Tax Provision for the Test Year1

Particulars Application

Determination of Taxable Income

Utility net income before taxes $165,233

Adjustments required to arrive at taxable utility income ($138,995)

Taxable income $26,239

Calculation of Utility income Taxes

Income taxes $3,936
Capital taxes $ -

$3,936
Total taxes

Gross-up of Income Taxes $695

Grossed-up Income Taxes $4,630

PILs / tax Allowance (Grossed-up Income taxes + Capital
taxes)

$4,630

Other tax Credits $ -

Tax Rates

Federal tax (%) 10.50%
Provincial tax (%) 4.50%
Total tax rate (%) 15.00%

2

The utility’s latest tax return is presented at the Attachment 1 of this Exhibit.3

CHEI is not claiming Apprenticeship Training Tax Credits because the utility outsources all its4

capital work to a third-party service.5
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CHEI confirms that it has use of the stand-alone principle when determining PILs amounts. Its1

auditors BDO confirm the following information;2

 it has exercised sound tax planning and that for rate setting purposes, it maximized tax3

credits and take the maximum deductions allowed if it made sense for the utility to do4

so.5

 It has excluded from PILs calculations both when they were created, and when they were6

collected, regardless of the actual tax treatment accorded those amounts.7

 A copy of the most recent Federal and Provincial tax is presented in Attachment 2 of this8

Exhibit. 409

 Detailed calculations of Income Tax or PILs are presented in the OEB PILs model filed10

along with this application.11

 There were no adjustments (e.g., Tax credits41, CCA adjustments) for the Historical, Bridge12

and Test Years and as such, no supporting schedules and calculations and explanations13

for “other additions” and “other deductions” were required. 4214

40 MFR - Financial Statements included with tax returns if different from those filed with application
41 MFR - Calculation of Tax Credits; redact where required (filing of unredacted versions is not required)
42 MFR - Supporting schedules and calculations identifying reconciling items
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4.10 NON- RECOVERABLE AND DISALLOWED EXPENSES431

CHEI confirms that expenses that are deemed non-recoverable in the revenue requirement (e.g.2

certain charitable donations) or disallowed for regulatory purposes have been excluded from the3

regulatory tax calculation.4

43 MFR - Exclude from regulatory tax calculation any non-recoverable or disallowed expenses
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4.11 PILS INTERGRITY CHECK 441

CHEI and its external auditors confirm to the best of their knowledge that the following integrity2

checks have been completed in its application. In completing the PILs model, Collins Barrow3

attests that:4

 the depreciation and amortization added back in the application’s PILs model agree5

with the numbers disclosed in the rate base section of the application;6

 the capital additions and deductions in the UCC/ CCA Schedule 8 agree with the rate7

base section for historical, bridge and test years;8

 Schedule 8 of the most recent federal T2 tax return filed with the application has a9

closing December 31st historic year UCC that agrees with the opening bridge year UCC10

at January 1st;11

 The CCA deductions in the application’s PILs tax model for historical, bridge and test12

years agree with the numbers in the UCC schedules for the same years filed in the13

application;14

 Loss carry-forwards, if any, from the tax returns (Schedule 4) agree with those disclosed15

in the application;16

 CCA is maximized even if there are tax loss carry-forwards; and17

 A statement is included in the application as to when the losses, if any, will be fully18

utilized.19

44 MFR - Completion of Integrity checks listed on p.41; statement confirming completion
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4.12 CONSERVATION AND DEMAND MANAGEMENT1

4.12.1 CONSERVATION AND DEMAND MANAGEMENT OVERVIEW2

Conservation and Demand Management (“CDM”) programs for electricity distributors were first3

approved by the OEB in 2004, and have expanded since becoming a more important part of the4

energy policy in Ontario.  The Board developed and issued the CDM Code for E l e c t r i c i t y5

Distributors (the “CDM Code”) on September 16, 2010, to support the CDM framework. The6

CDM Code sets out the obligations along with requirements, with which electricity7

distributors must comply in relation to the CDM targets set out in their licenses for January 1,8

2011, to December 31, 2014, CDM target period. The CDM Code was created in response to a9

Directive dated March 31, 2010, by the Minister of Energy and Infrastructure pursuant to10

sections 27.1 and 27.2 of the Ontario Energy Board Act, 1998. Section 12 of the Directive11

states that lost revenues that result from CDM programs should not act as a disincentive to a12

distributor. The Board issued detailed guidelines on the lost revenue adjustment13

mechanism (“LRAM”) related to CDM programs implemented under the CDM code. CHEI14

calculated the LRAM Variance Account balance (“LRAMVA”) in compliance with the15

requirements set out in the following guidelines issued by the Board:16

Guideline for Electricity Distributor Conservation and Demand Management (EB-2012-0003 –17

the “2012 CDM Guidelines”), dated April 26, 2012, describes the mechanism to capture the18

difference between the results of actual verified impacts of authorized CDM activities19

undertaken by the distributor between 2011 and 2014 and the level of activities embedded20

into rates through the distributor’s load forecast. This guideline also describes the establishment21

of the LRAM Variance Account and the method to record the related lost revenues.22

The Conservation and Demand Management Requirement Guidelines for Electricity Distributors23

(EB-2014-0278 – the “2015 CDM Guidelines”), issued by the OEB on December 19, 2014, are24

applicable to CDM programs beginning January 1, 2015. These guidelines require distributors to25

continue to rely on the LRAMVA to track and dispose of lost revenues that result from26

approved CDM programs between 2015 and 2020.27

The Report of the OEB: Updated Policy for the Lost Revenue Adjustment Mechanism Calculation:28
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Lost Revenues and Peak Demand Savings from Conservation and Demand Management1

Programs (EB-2016-0182 – the “LRAMVA Report”), issued on May 19, 2016, outlines the2

OEB’s policy with respect to the treatment of peak demand savings for the LRAM Variance3

Account calculation for demand billed customers.4

CHEI began delivering CDM programs in 2011 to meet the mandated targets. The emphasis has5

been on Independent Electricity System Operator (IESO) Contracted Province-Wide Programs to6

residential and general service customers. CHEI has not sought approval for Board-approved7

CDM programs. CHEI has filed its CDM Strategy with the OEB in accordance with the CDM Code8

for Electricity Distributors in the fall of 2010.9

The IESO provides funding for CHEI’s CDM programs. CHEI’s funding portfolio for 2011 to 201410

was approximate $242,000 and $525,743 for the 2015-2020 period. Funding and expenditures11

for the delivery of IESO Contracted Province-Wide Programs are kept separate and tracked in12

Non-Distribution Revenue Accounts in accordance with the guidance in Chapter 5, Accounting13

Treatment of the CDM Code. Therefore, CDM activities are not included in the calculation14

revenue requirement or revenue offsets.15

CHEI’s intent is to meet demand and energy reduction requirements by delivering IESO-16

Contracted Province-Wide programs. CHEI will not be applying for any OM&A costs related to17

the administration and delivery of CDM programs to be recovered through the revenue18

requirement.19

20
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4.12.2 LRAM VARIANCE ACCOUNT (LRAMVA)451

On March 31, 2010, the Minister of Energy and Infrastructure issued a directive (the "Directive")2

to the Board regarding electricity CDM targets to be met by licensed electricity distributors. The3

Directive required that the Board amend the licenses of distributors to add, as a condition of the4

license, the requirement for distributors to achieve reductions in electricity demand through the5

delivery of CDM programs over a four-year period beginning January 1, 2011. Section 12 of the6

Directive required that the Board have regard to the objective that lost revenues that result from7

CDM Programs should not act as a disincentive to a distributor. On April 26, 2012, the Board8

issued Guidelines for Electricity Distributor Conservation and Demand Management ("CDM9

Guidelines"). In keeping with the Directive, the Board adopted a mechanism to capture the10

difference between the results of actual, verified impacts of authorized CDM activities11

undertaken by distributors between 2011 and 2014 and the level of activities embedded into12

rates through the distributor's load forecast in an LRAM variance account.13

Distributors must continue to track the variances between the OEB approved CDM adjustment14

to their load forecasts and the actual CDM results in the LRAMVA for the 2015 - 2020 period.15

Table 25 below shows the total LRAMVA recovery sought by the utility.16

17

45 MFR - LRAMVA - disposition of balance. Distributors must provide new LRAMVA Workform in a working Excel file and provide the
following:
- statement indicating use of most recent input assumptions when calculating lost revenue
- statement indicating reliance on most recent CDM evaluation report from IESO; copy of report
- Tables for each rate class showing lost revenue by year; list of programs applicable to rate class. Within each separate rate class
table, a list of all the CDM programs/initiatives applicable to that rate class and the energy savings (kWh) and peak demand (kW)
savings assigned to those programs/initiatives.. For peak demand (kW) savings, the monthly multiplier amount used to convert the
peak demand (kW) savings value included in the IESO’s final results report into an annual value for each program
- lost revenue calculations - energy savings by class and OEB-approved variable charge
- statement that indicates if carrying charges are requested



Cooperative Hydro Embrun Inc. 2018 Cost of Service Inc
EB-2017-0035 Exhibit 4   Operating Costs

May 1, 2017

PAGE 65 OF 69

Table 25 - Summary of Requested LRAM Amounts1

2

Description Residential General
Service

< 50 kW

General
Service

50 - 4999
kW

Sentinel
Lights

Street
Lighting

Unmetered
Loads

Total

2011 Forecast $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
2011 Actuals $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Amount Cleared
2012 Forecast $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
2012 Actuals $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Amount Cleared ($3,855.00)
2013 Forecast ($328.96) ($109.45) ($19.09) $0.00 ($2.28) ($0.32) ($460.11)
2013 Actuals $739.23 $2,733.23 $0.00 $0.00 $0.00 $0.00 $3,472.46

Amount Cleared
2014 Forecast ($344.92) ($102.66) ($69.27) $0.00 ($8.04) ($1.15) ($526.05)
2014 Actuals $1,921.86 $3,539.96 $0.00 $0.00 $0.00 $0.00 $5,461.83

Amount Cleared
2015 Forecast $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
2015 Actuals $3,420.31 $3,168.22 $42.69 $0.00 $0.00 $0.00 $6,631.22

Amount Cleared
Carrying Charges $60.62 $167.90 ($1.71) $0.00 ($0.23) ($0.03) $226.56

Total LRAMVA
Balance

$5,468.14 $9,397.20 ($47.39) $0.00 ($10.55) ($1.50) $10,950.91

3

CHEI has used the most recent input assumptions when calculating lost revenue and has relied4

on the most recent final evaluation report from the Independent Electricity System Operator5

(IESO) in support of its LRAM calculation for its contracted province-wide CDM programs ("IESO6

Programs") for 2013-2015. Lost revenues are based on Board approved variable charges and7

carrying charges through to April 30, 2015, up until 2014 are requested. (CHEI changed its rate8

year to January 1 in its 2014 Cost of Service)9

CHEI is not currently requesting recovery of lost revenue resulting from Board-approved10

programs. The IESO-Contracted Province-Wide CDM Programs Final 2015 Results are provided11

in Attachment 2 to this Exhibit.12

None of the estimated CDM load reductions were factored into the load forecast underpinning13

CHEI's 2013, 2014, and 2015 rates. CHEI has calculated any carrying charges for the applicable14

periods using the quarterly rates prescribed by the Board.15
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For further details, please refer to the enclosed Excel OEB LRAM Work form and IESO 2015 Final1

Report.2

3

4

APPENDICES5

6

Appendix A IESO Report

Appendix B PDF of Income Tax

Appendix C PILs

7
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Appendix A – 2015 Final IESO report1

2
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Appendix B – Most Recent federal and provincial tax returns1

2



BDO CANADA LLP
991 Chemin Limoges RD
Embrun ON  K0A 1W0
Tél.: (613) 443-5201
Téléc. : (613) 443-2538

18 mars 2017

PERSONNEL ET CONFIDENTIEL

Benoit Lamarche
Manager
Cooperative Hydro Embrun inc.
821 Notre-Dame
Suite 200
Embrun ON  K0A 1W1

Monsieur Lamarche,

Instructions relatives à la production des déclarations de revenus des sociétés

T2 - DÉCLARATION DE REVENUS DES SOCIÉTÉS (FÉDÉRAL)

Les déclarations de revenus fédérales des sociétés seront transmises à l’ARC par voie 
électronique.  Afin de nous autoriser à transmettre par voie électronique la déclaration de 
revenus de votre société, vous devez nous retourner un exemplaire signé du formulaire 
T183CORP, Déclaration de renseignements des sociétés pour la transmission 
électronique. Veuillez prendre note que la déclaration de revenus de votre société ne 
sera transmise par voie électronique que lorsque nous aurons reçu une copie signée dudit 
formulaire.

Signature

@ Le formulaire T183CORP, Déclaration de renseignements des sociétés pour 
la transmission électronique,  doit être rempli et signé. 

Envoi

* Veuillez nous retourner une copie signée du formulaire T183CORP dans 
l’enveloppe-réponse ci-jointe, le plus tôt possible afin que la déclaration de 
revenus de la société puisse être produite dans les délais prescrits. La copie du 
formulaire T183 peut également nous être retournée par télécopieur, à l’attention 
de Nathalie Laplante, au numéro (613) 443-2538.



Cooperative Hydro Embrun Inc. 2018 Cost of Service Inc
EB-2017-0035 Exhibit 4   Operating Costs

May 1, 2017

PAGE 69 OF 69

Appendix C – PDF of PILs Model1

2


