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COST ALLOCATION

Overview

The Board’s requirements for Exhibit 7 - Cost Allocation are contained in section 2.7 of
the Filing Requirements. OPUCN's filing follows the Board’s Review of Electricity
Distribution Cost Allocation Policy (EB-2010-0219) (the “Cost Allocation Review”) dated
March 31, 2011, the Board’s letter dated June 12, 2015 with regard to the treatment of
Street Lighting connections, and the 2021 Cost Allocation Model version 1.0 (“CA
Model”).

For purposes of this Application, OPUCN has prepared a cost allocation model for test
year 2021 using the Board’'s CA Model and complied with the internal documentation
contained in the that model. The Board’'s CA Model has been used to determine the
proportion of OPUCN's total revenue requirement that is recoverable from each rate
class. The revenue-to-cost ratios for each class have been determined using the total

revenues over costs in the test year.

In preparation for this Application, OPUCN engaged Bruce Bacon at Borden Ladner
Gervais LLP to undertake a review of OPUCN'’s 2021 CA Model.

LOAD AND CUSTOMER INFORMATION

The OPUCN 2021 CA Model has been prepared using the following load and load profile

information:
Load Profiles

In a letter dated June 12, 2015, the OEB requested distributors to be mindful of material
changes to load profiles and propose updates, as appropriate, in cost of service rate
applications. OPUCN proposes to use the same method as was used in the 2014 Cost of
Service application to determine the demand data for the 2021 cost allocation model. This
method involves applying a scaling factor to the 2004 weather normalized volumes
supporting the 2004 load profiles to determine an estimate of the 2021 weather
normalized load profiles. Then the same method applied by Hydro One to the 2004 load
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profiles to determine the demand data for the original cost allocation study, is applied to
the 2021 load profiles to determine the 2021 demand data. OPUCN has provided an
Excel spreadsheet named “2021_CA_Load_Profile_Model_Data” to show how the 2021

demand data is determined.

In order to be prepared for the next cost of service application, OPUCN will put in place
a process to prepare a load profile for each actual year after 2016. This will provide more

than one year of data to review the load profiles for the next cost of service application.

Annual Loads (kW and kWh, as appropriate) and customer counts: The 2021 load
forecast and customer counts by class provided in Exhibit 3 were also used for the 2021
CA Model.

Hourly load profile: The hourly load profiles prepared by Hydro One for the 2004 CAIF
were used for all classes. The hourly load profiles provided by Hydro One were

considered appropriate for use in the 2021 CA Model.
Costs and Revenues

In preparing the 2021 CA Model, OPUCN has provided financial information for the

forecast year at the level of detail embedded within the Board’s 1.0 CA Model.
Customer Classes

OPUCN proposes the continuation of the following rate classes in this Application. No

new or discontinuation of rate classes is being requested.

¢ Residential

e General Service < 50 KW

e General Service 50 to 999 KW

e General Service 1,000 to 4,999 KW
e Large Use

e Unmetered Scattered Load

e Sentinel Lighting

e Street Lighting
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Demand Allocators

The demand allocators for the 2021 CA models were derived using the same
methodology Hydro One used for the 2004 CAIF, but updated for the forecast 2021 hourly
load profiles resulting from the preceding step.

Weighting Factors

Weighting Factors for Services Account 1855

OPUCN does not separately identify service costs into USA account 1855 — these costs
are allocated to other USA accounts as appropriate, primarily USA accounts 1835
(Overhead Conductors and Devices) and 1845 (Underground Conductors and Devices).
As there are no costs in USA account 1855 to allocate, OPUCN has used a weighting

factor of 1.0 for each customer class in its Cost Allocation model.

Weighting Factors for Billing and Collecting

OPUCN splits billing & collection costs between amounts readily calculable by class (e.g.
mailing costs) and those not readily calculable by class. Costs not readily calculable by
class are allocated using actual collection activity as measured by collection charges
billed and by estimated incremental bill preparation costs by class. A weighting factor was
determined by assigning the Residential customer class a factor of one, as required, and
determining the relative weights of the rest of the classes. This base case reflects monthly
billing, based primarily on automated meter reads. It also reflects that most customer
service and collection calls for these customers are often settled in a single call, without

escalation.

The weighting factor for customer classes GS<50 kW and Street Lighting have been set
to 1.5 and 3.5, respectively, to reflect the additional effort in maintaining, reviewing and

auditing data for these customers with associated parameters for billing.

The weighting factors for customer classes GS 50kW to 999 kW, GS 1,000 kW to 4,999
kW, and Large Use, have been setto 7.0, 7.0 and 15.0, respectively, to reflect that billing
is significantly more complex due to validating, editing and adjustment of interval data,

incorporation of manual reads, and review of global adjustment amounts. From a
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customer service and collection perspective, these accounts often require escalation to a

supervisor, increased follow up, and occasionally face-to-face meetings.

The resulting weighting factors are shown in the following Table 7-1.

TABLE 7-1: WEIGHTING FACTORS

GS 50 to |GS 1,000 to
999 kW (11 | 4,999 kW | Large Use Street Sentinel
Residential | GS<50 kW & 14) (12) (I13) Lighting USL Lights
1.0 1.5 7.0 7.0 15.0 3.5 1.0 0.1

These weighting factors and supporting rationale were reviewed with OPUCN Customer

Service and Engineering supervisors during the preparation of the 2021 cost allocation

study.

Weighting Factors for Meter Capital and Reading

The Meter Capital and Reading weighting factors have been updated to incorporate the

costs per meter type. Table 7-2 below shows the Meter Capital and Reading weighting

factors per meter type.

TABLE 7-2: METER CAPITAL AND READING WEIGHTING FACTORS PER METER TYPE

Installation Cost
Meter Type per Meter
Smart Meter (no IT, secondary, Single Phase 200 Amp urban) $ 250
Network Meter $ 450
Demand (without IT, 3-phase) $ 750
Smart Meter (3-phase, no demand, no IT) $ 850
Demand (with IT, interval capability, secondary) $ 1,000
Smart Meter (with IT, 3-phase) $ 1,700
FIT meter (with IT) $ 1,750
Generation meter $ 6,500
Smart Meter (primary) $ 8,000
Demand with IT (primary) $ 12,000
Demand with IT (whole sale metering point) $ 15,000
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Meter Type Weight
Smart Meter 1.00
Network Meter 1.25
Smart Meter (no IT) 2.00
Smart Meter with Demand 3.00
Smart Meter (3-phase, secondary) 5.00
Generation Meter 6.00
Smart Meter (primary) 7.00
Interval Meter 8.00

CLASS REVENUE REQUIREMENTS AND REVENUE TO COST RATIOS

The results of a cost allocation study are typically presented in the form of revenue-to-
cost ratios. This is shown by rate classification and is the ratio of distribution revenue
collected by rate classification compared to the costs allocated to the classification. A
ratio lower than the Board'’s floor for that rate class indicates the rate classification is
under-contributing and is being subsidized by other classes of customers. A ratio greater
than the Board’s ceiling indicates the rate classification is over-contributing and is

subsidizing other classes of customers.

In its Cost Allocation Review, the Board established appropriate ranges of revenue-to-
cost ratios as summarized in Table 7-3 below. The Streetlight class is shown with the
targets as established in the OEB’s June 12, 2015 letter. In addition, the table below
provides: OPUCN'’s revenue-to-cost ratios from its last Cost of Service Application (EB-
2014-0101); and the proposed 2021 ratios.

Tables 7-1, 7-2, and 7-3 provide information on calculated class revenues, and are
consistent with the Revenue Requirement Work Form (“RRWF”), Tab 11 Cost Allocation,
Allocated Costs. The resulting 2021 proposed base revenue amounts are used in Exhibit

8 to design the proposed distribution charges in this Application.

Table 7-3 shows that all classes, other than the Street Lighting and Sentinel Light classes,
fall within the OEB target range. The Street Lighting and Sentinel Light rate classes are
higher than OEB targets. It is proposed that all rate classes be brought into the target

range.

As required in the Chapter 2 Filing Requirements, copies of input sheets I-6, I-8, output
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120 O-1 and O-2 are included as Appendix 7-1. In addition, a live excel version of the 2021

121 CA model has been filed with this Application.

122 Unmetered Loads (Including Street Lighting)

123  OPUCN acknowledges the OEB’s change in cost allocation policy for the Street Lighting
124 rate class, and confirms that the “street lighting adjustment factor” has been appropriately
125  calculated by the OEB cost allocation model, and reflected in other aspects of its 2021
126  cost allocation study. OPUCN has communicated changes to, and impacts of, the OEB’s
127 policy with respect to cost allocation for Street Lights to its municipal customer. OPUCN'’s
128 unmetered scattered load customers are included as general service customers. As such,
129 rates for these customers are adjusted annually are unaffected by changes in cost

130 allocation.
131 Host Distributor

132 OPUCN is not a host distributor to any distributor within its service territory.

133 TABLE 7-3: REVENUE REQUIREMENT WORKFORM — TAB 11 - ALLOCATED CosTSs — 2021
2019 Board 2021 Proposed
Approved Cost Cost Allocation
Rate Class Allocation Study % Study %
Residential S 17,508,798 65.27% S 19,194,323 67.00%
GS <50 kW S 2,833,131 10.56% S 3,112,011 10.86%
GS 50 to 999 kW S 4,391,044 16.37% S 4,932,042 17.21%
GS 1,000 to 4,999 kW S 561,412 209% S 566,937 1.98%
Large Use S 255,893 095% S 272,554 0.95%
Street Lighting S 1,199,029 4.47% S 492,347 1.72%
Sentinel Lights S 2,017 0.01% S 1,998 0.01%
USL S 75,309 0.28% S 77,850 0.27%
134 Total S 26,826,633 100.00% S 28,650,063 100.00%

135
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136 TABLE 7-4: REVENUE REQUIREMENT WORKFORM — TAB 11 — CALCULATED CLASS
137 REVENUES — 2021
2021 Proposed
Base Revenue
Allocated at
Rate 2021 Base Revenue Existing Rates 2021 Proposed
Class at Existing Rates Proportion Base Revenue Misc. Revenue

Residential $ 17,565,350 S 18,484,060 S 19,194,323  $ 930,934

GS <50 kW S 3,292,459 S 3,467,480 S 3,112,011 S 123,475

GS 50 to 999 kW S 4611,711 S 4,857,738 S 4,932,042 S 157,083

GS 1,000to 4,999 kW $ 579,233  $ 609,926 S 566,937 S 23,482

Large Use S 268982 S 283,311 $ 272,554 S 9,544

Street Lighting $ 829,334  $ 872,253 S 492,347 S 52,238

Sentinel Lights S 2,341 S 2,463 S 1,998 S 125

usL S 69,181 S 72,831 S 77,850 S 3,099
138 Total $ 27,218,590 S 28,650,063 S 28,650,063 S 1,299,981
139 TABLE 7-5: REVENUE REQUIREMENT WORKFORM — TAB 11 — REBALANCING REVENUE-TO-
140 CosT (R/C) RATIOS — 2021

2019 Board
Approved 2021 Cost Policy
Cost Allocation Allocation 2021 Proposed Range
Rate Class Study Study Ratios (%)

Residential 96.57% 96.38% 97.80% 85-115

GS <50 kW 119.63% 111.71% 111.71% 80- 120

GS 50 to 999 kW 108.29% 98.17% 98.17% 80- 120

GS 1,000 to 4,999 kW 101.81% 107.12% 107.12% 80- 120

Large Use 105.36% 103.44% 103.44% 85-115

Street Lighting 71.59% 175.82% 120.00% 80- 120

Sentinel Lights 110.37% 122.51% 120.00% 80- 120
141 usL 95.57% 93.01% 97.80% 80- 120
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