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2.7 EXHIBIT 7: COST ALLOCATION OVERVIEW 1 

Cost Allocation Study Requirements 2 

In this application, Espanola Regional Hydro Distribution Corp. (ERHDC) has used the 2021 3 

Version 1 of the cost allocation model released by the OEB. The model has been loaded with 2021 4 

test year costs, customer numbers and demand values for ERHDC. The 2021 demand values were 5 

based on the 2021 weather normalized load forecast used to design rates. The various weighting 6 

factors used in the 2021 study have been updated and explained below.7 

Weighting Factors 8 

ERHDC has developed weighting factors as outlined below based on discussions with staff 9 

experienced in the subject area (Tables 7-1 to 7-4).  Labour, materials and outside costs required 10 

to perform the specific tasks below were estimated to determine each rate class factor.  ERHDC 11 

assigned a weighting factor of 1 to the Residential rate class and further calculated the associated 12 

weighting factors for the remaining rate classes.  13 

Services (Account 1855)  14 

Table 7 - 1: Service Weighting Factors 15 

16 

Rate Class Factor

Residential 1.0

General Service < 50 kW 0.6

General Service > 50 kW 0.7

Sentinel Lighting 0.1

Street Lights 0.1

Unmetered Scattered Load 0.1
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Billing and Collection (Accounts 5315 – 5340, except 5335) 1 

Table 7 - 2: Billing Weighting Factors 2 

3 

Meter Capital (Sheet I7.1) 4 

5 

Table 7 - 3: Meter Capital Installation Costs 6 

7 

Meter Reading (Sheet I7.2) 8 

Table 7 - 4: Meter Reading Weighting Factor 9 

10 
11 

Summary of Results and Proposed Changes 12 

The data used in the updated cost allocation study is consistent with ERHDC’s cost data that 13 

supports the proposed 2021 revenue requirement outlined in this application. ERHDC’s assets 14 

were broken out into primary and secondary distribution functions using breakout percentages 15 

used in ERHDC’s 2012 cost of service rate application (EB‐2012‐0162). The breakout of assets, 16 

Rate Class Factor

Residential 1.0

General Service < 50 kW 1.5

General Service ≥ 50 kW 4.0

Sentinel Lighting 0.1

Street Lights 1.0

Unmetered Scattered Load 1.0

Meter Type

Installation 

Cost per 

Meter

Smart Meter - Residential $329

Smart Meter - General Service < 50 kW $896

Smart Meter - General Service > 50 kW $814

Meter Type Factor

Smart Meter - Residential 1.0

Smart Meter - General Service < 50 kW 1.0

Smart Meter - General Service > 50 kW 1.0
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capital contributions, depreciation, accumulated depreciation, customer data and load data by 1 

primary, line transformer and secondary categories were developed from the best data available to 2 

ERHDC, its engineering records, and its customer and financial information systems.  An Excel 3 

version of the updated cost allocation study has been included with the filed application material. 4 

In addition, Appendix 7-A outlines Input Sheets I-6 & I-8 and Output Sheets O-1 & O-2 (first page 5 

only). 6 

Capital contributions, depreciation and accumulated depreciation by USoA are consistent with the 7 

information provided in the 2021 continuity statement shown in Exhibit 2. The rate class customer 8 

data used in the updated cost allocation study is consistent with the 2021 customer forecast outlined 9 

in Exhibit 3.  10 

The load profiles for each rate class are the same as those used in the 2012 study but have been 11 

scaled to match the 2021 load forecast. In a letter, dated June 12, 2015, the OEB stated that it 12 

expected distributors to be mindful of material changes to load profiles and to propose updates in 13 

their respective cost of service applications when warranted. ERHDC is not aware of any reason 14 

for the load profiles to have material changed between the classes. As a result, ERHDC has not 15 

updated its load profiles at this time but intends to put plans in place to update its load profiles the 16 

next time a cost allocation model is filed. 17 

ERHDC proposes to use the same method as was used in the 2012 Cost of Service application for 18 

ERHDC to determine the demand data for the 2021 cost allocation model. This method involves 19 

applying a scaling factor to the 2012 demand data in the 2012 cost allocation model to determine 20 

the 2021 demand data for cost allocation. The scaling factor represents by class the percentage of 21 

2021 weather normalized volumes compared to the 2012 weather normalized volumes. The scaling 22 

factors used to estimate the 2021 demand data for the 2021 cost allocation model are shown below 23 

in Table 7-5. 24 
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Table 7 - 5: Load Profiling Scaling Factors 1 

2 
3 

The allocated cost by rate class for the 2012 Cost of Service filing and the 2021 updated study are 4 

provided in the following Table 7-6.  5 

Table 7 - 6: Allocated Cost – 6 

(Consistent with RRWF, Tab 11 Cost Allocation, Allocated Costs) 7 

8 
9 

Embedded Distributor Class 10 

ERHDC is not host to one or more distributors and therefore this section is not applicable.  11 
12 

Rate Class

2012 Weather 

Normal Values

(kWh)

2021 Weather 

Normal Values 

(kWh)

Scaling Factor

Residential 32,680,721 32,639,692 99.9%

General Service < 50 kW 11,265,899 10,191,190 90.5%

General Service ≥ 50 kW 17,442,771 15,482,365 88.8%

Sentinel Lighting 24,161 24,258 100.4%

Street Lights 623,165 224,919 36.1%

Unmetered Scattered Load 218,280 115,182 52.8%

Total 62,254,997 58,677,606 94.3%

Rate Class

2012 Board 

Approved Cost 

Allocation 

Study

%

2021 Cost 

Allocation 

Study

%

Residential $1,151,305 64.7% $1,644,390 72.4%

General Service < 50 kW $320,982 18.0% $371,655 16.4%

General Service ≥ 50 kW $186,181 10.5% $219,021 9.6%

Sentinel Lighting $2,492 0.1% $4,131 0.2%

Street Lights $110,488 6.2% $26,813 1.2%

Unmetered Scattered Load $7,256 0.4% $6,409 0.3%

Total $1,778,704 100.0% $2,272,419 100.0%
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Unmetered Loads 1 

ERHDC communicates with unmetered load customers, including Street Lighting customers, to 2 

inform them of changes in rates.   3 

ERHDC has communicated with Street Light Customers on the proposed changes in methodology 4 

used to allocate costs to street lighting customers. ERHDC has updated the number of devices to 5 

number of connections which has resulted in a change in the allocation of costs to the Street 6 

Lighting class. The number of devices previously used was 1062 and the number of connections 7 

now used is 799. This has resulted in a street lighting adjustment factor of 51.4081 within the cost 8 

allocation model. ERHDC has issued a letter to these customers outlining the change with an 9 

update bill impacts comparison to show them the change in their bill.  10 

microFIT Class 11 

ERHDC is not proposing to include microFIT as a separate class in the cost allocation model in 12 

2021. ERHDC understands that the cost allocation model will produce a calculation of unit costs 13 

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

New Customer Class 15 

ERHDC is not proposing to include a new customer class. 16 

Eliminated Customer Class 17 

ERHDC is not proposing to eliminate a rate class.  18 

Class Revenue Requirements 19 

The following Table 7-7 provides information on calculated class revenue. The resulting 2021 20 

proposed base revenue will be the amount used in Exhibit 8 to design the proposed distribution 21 

charges in this application. 22 
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Table 7 - 7: Calculated Class Revenue – 1 

(Consistent with RRWF, Tab 11 Cost Allocation, Calculated Class Revenues) 2 

3 
4 
5 

Revenue-to-Cost Ratios 6 

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

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

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

the rate classifications that are being subsidized and those that are over-contributing. A percentage 10 

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

other classes of customers.  A percentage of greater than 100% indicates the rate classification is 12 

over-contributing and is subsidizing other classes of customers. 13 

The Board has established what it considered to be the appropriate ranges of revenue to cost ratios 14 

which are summarized in Table 7-8 below. In addition, Table 7-8 provides ERHDC’s revenue to 15 

cost ratios from the 2012 application, the updated 2021 cost allocation study and the proposed 16 

2012 to 2025 ratios.  17 

18 

19 

Rate Class

2021 Base 

Revenue at 

Existing Rates

2021 Proposed 

Base Revenue 

Allocated at 

Existing Rates 

Proportion

Proposed 

Base Revenue

Residential $1,046,199 $1,336,405 $1,380,869

General Service < 50 kW $322,632 $412,127 $412,129

General Service ≥ 50 kW $217,041 $268,380 $245,332

Sentinel Lighting $1,798 $2,305 $3,389

Street Lights $35,633 $45,530 $23,029

Unmetered Scattered Load $4,898 $6,257 $6,257

Total $1,628,202 $2,071,003 $2,071,003
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Table 7 - 8: Revenue to Cost Ratios –  1 

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

Revenue to Cost Ratios) 3 

4 
5 

The 2021 cost allocation study indicates the revenue to cost ratios for the General Service > 50 6 

kW, Sentinel Lighting and Street Lighting rate classes are outside the OEB’s range. The General 7 

Service > 50 kW and Streetlighting classes had revenue adjusted downward and allocated to the 8 

Residential and Sentinel Light classes.  9 

10 

Rate Class

2012 Board 

Approved Ratios

2021 Cost 

Allocation 

Study

2021 Proposed 

Ratios

Residential 95% 89.9% 92.6%

General Service < 50 kW 115.9% 119.6% 119.6%

General Service ≥ 50 kW 120% 130.5% 120.0%

Sentinel Lighting 80% 66.3% 92.6%

Street Lights 70% 203.9% 120.0%

Unmetered Scattered Load 115% 106.9% 106.9%
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APPENDIX 7-A 
Input Sheets I-6 & I-8 

Output Sheets O-1 & O-2 (first page only).  
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