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EBEB-2009-03321

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O.2
1998, c. 15, (Schedule B);3

AND IN THE MATTER OF an application by Horizon Utilities4
Corporation for an order approving the recovery of certain5
amounts related to an unforeseen loss of revenue to be effective6
January 1, 2010.7

8

HORIZON UTILITIES CORPORATION (“HORIZON UTILITIES”)9
CONFIDENTIAL RESPONSES TO BOARD STAFF INTERROGATORIES1010

DELIVERED DECEMBER 2, 20091111

1212

1. Ref: Application Summary, p. 21313

1414
It is stated that:1515

“Specifically, the Applicant seeks recovery of $926,075, being the actual distribution1616
revenue deficiency forgone by the Applicant for the period May 2008 to June 2009 and the1717
anticipated distribution revenue deficiency of $1,924,411 for the period July 2009 to April1818
30, 2010, for a total of $2,850,486, through a Z-factor Adjustment.”1919

Please provide a breakdown of the anticipated revenue deficiency of $1,924,411 for the2020

period July 2009 to April 30, 2010 into forecast and actual components. Please specify which2121

months are based on actuals and which on forecasts and the basis of any forecast used.2222

Response:2323

Please note that the filed page 2 of the Application Summary contains a typographical error.2424

The period in question should read “… July 2009 to April 30, 2011” and not “July 2009 to April2525

30, 2010.” This is only a typographical error and does not affect any of the numbers2626

presented in the Application.2727

The revenue deficiency of $1,924,411 is calculated solely based on forecasted consumption.2828

No actuals are reflected in any of the months between July 2009 and April 11, 2011 inclusive.2929
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2. Ref: Application Summary, pp. 2-3 [NOTE THAT ONLY HORIZON UTILITIES’1
RESPONSE TO PART (a) IS BEING FILED IN CONFIDENCE]2

It is stated that:3

“The Applicant has proposed to recover the Z-Factor Adjustment through a Variable Rate4
Rider as the distribution revenue deficiency is related to the decline in the Subject5
Customer’s load and therefore variable distribution revenue. However, the Applicant has6
also, in Schedule B to this Application, provided the calculations to support a Fixed Rate7
Rider which the Applicant suggests better reflects the recovery of the distribution revenue8
deficiency required to continue to meet the fixed capital investment and ongoing operating9
costs of providing distribution service to the Subject Customer. The Applicant submits that1010
the Fixed Rate Rider is the appropriate method to recover the distribution revenue1111
deficiency and seeks the OEB’s consideration and direction on the recovery1212
methodology.”1313

a) Please provide the fixed capital investment and ongoing operating costs of providing1414

distribution service to the Subject Customer.1515

Response to Part (a):1616

2020
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3. Ref: Manager’s Summary, p.51

It is stated that:2

“For the fourteen month period from May 2008 to June 2009, Horizon Utilities’3
distribution revenue, from its Large User class, has decreased by a total of $1,823,474,4
of which $926,075, or 51% is due entirely to the Subject Customer’s shutdown.”5

Table 1 on this page provides the subject customer’s monthly kW history for the period from6

January 2006 to June 2009.7

Please provide similar monthly customer demand (kW) data for each of Horizon’s large users,8

including the subject customer, for the period from January 2006 through October 2009.9

Please also include yearly totals and explanations for any anomalies. It is not necessary that1010

the identity of each customer be provided in responding to this interrogatory.1111

Response:1212

1414
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4. Ref: Application Summary, pp. 5-61

It is stated that:2

“The Applicant’s approved distribution revenue is required, among other purposes, to3
finance its investment in capital, operations, and maintenance expenditures in support of4
the safe and reliable supply of electricity. The Applicant has realized an actual distribution5
revenue deficiency for the 2008 rate year in the amount of $744,824, and $181,251 for the6
first two months of the 2009 rate year, for a total of $926,075. The Applicant anticipates an7
additional distribution revenue deficiency for the balance of the 2009 rate year in the8
amount of $868,179 for a total 2009 rate year distribution revenue deficiency of9
$1,049,430. The Applicant submits that the loss of distribution revenue for the rate years1010
2008 and 2009, in the amount of $1,794,254, is significant to its regulated operations and1111
cash flow.1212

a) Please state whether the distribution revenue deficiency numbers referenced above relate1313

only to revenue losses related to the large customer, or are total utility distribution revenueue1414

deficiencies. If these numbers are not total utility revenue deficiencies, please state whether1515

or not Horizon is anticipating a total utility deficiency and if so the amount and the key1616

reasons for it.1717

b) Please provide an updated version of Table 1 “Revenue Deficiency Summary” as provided1818

by Horizon in its EB-2007-0697 Application as Exhibit A, Tab 2, Schedule 4, Page 1 of 1.1919

Please include columns for 2008 Board Approved, 2008 Actual, and Horizon’s current 20092020

Forecast. Please also state whether Horizon used a 2010 Forecast to determine that it was2121

necessary to defer the capital projects and, if so, please provide the forecast numbers for2222

2010 used in this table.2323

Response:2424

a) The distribution revenue deficiency numbers only relate to the revenue losses related to2525

the Subject Customer.2626

As indicated in the response to Board Staff interrogatory 4(b) Horizon Utilities anticipates a2727

total utility revenue deficiency of approximately $3.5 million in 2009. A reduction in the Large2828

User class load is the main reason for the utility revenue deficiency.2929
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b) Table 1 “Revenue Deficiency Summary” is provided herein and includes the 2008 Board1

Approved, 2008 Adjusted, 2009 Forecast and 2008 Actuals as requested.2

A 2010 forecast has not been provided as such forecast was not used to determine the3

necessity to defer 2009 OM&A and capital expenditures.4

In addition to the 2008 Actual information, Horizon Utilities has also provided a 2008 Adjusted5

amount to provide, to the extent possible, a meaningful comparison to the 2008 Board6

Approved amount. Such adjustments provide for adjustments to the treatment of amounts7

outside of the scope of the Board Approved amounts, such as:8

– recoveries of LRAM/ SSM and certain regulatory accounts in 2008 and 20099

relating to years other than 2008 and 2009;1010

– recognition of Smart Meter revenue in accordance Canadian Generally1111

Accepted Accounting Principles, which relates to a separate recovery1212

mechanism through Board approved variance accounts; and1313

– usage of deemed vs. actual amounts in 2008 and 2009 'Actual' columns, as1414

certain of such amounts are based on Board policy for deemed debt and equity.1515

Horizon Utilities submits that there is a misalignment between actual results presented on a1616

fiscal year basis and Approved results based on the respective rate year. As such, actual1717

amounts are not directly comparable to Approved amounts.1818
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Updated Version of Table 11

2

REDACTED version based onon OEB Decision onon confidentiality

dated January 18, 2010

CONFIDENTIAL – NOT TO BE PLACED ON THE PUBLIC RECORD



CONFIDENTIAL – NOT TO BE PLACED ON THE PUBLIC RECORD
EBEB-2009-0332

Horizon Utilities Corporation
Confidential Responses to Board Staff Interrogatories

Delivered: December 2, 2009
Page 9 ofof 2222

5. Ref: Application Summary, p. 61

It is stated that with respect to the loss of distribution revenue related to the large customer2

that:3

This has made it necessary for the Applicant to review its expenditures in order to4
determine which projects may be deferred without incurring any risk to system reliability or5
customer safety. Furthermore, the deferral of any project from 2009 to 2010 is only a6
short term deferral – any project being deferred is still necessary and must be completed7
in 2010, a year in which the Applicant anticipates a further loss of distribution revenue of8
$1,056,232. In addition, the impact of the distribution revenue deficiency now requires the9
Applicant to consider a plan to accelerate the filing of its next cost of service application to1010
August 2010 for implementation May 1, 2011. The Applicant submits that, despite such1111
deferral, it will not achieve its maximum allowable return on equity, and that such deferrals1212
are necessary as prudent measures in relation to available regulated cash flows. “1313

a) Please identify which projects have been deferred to 2010 or beyond and please provide1414

an explanation as to why they were chosen for deferral. Please include the dollar amount1515

of each project.1616

b) Please state how Horizon determined that it was necessary to defer these capital projects1717

in order to maintain prudent levels of regulated cash flows.1818

c)c) Please provide the following:1919

i)i) an explanation as to what Horizon would view as a prudent level of regulated cash2020

flow for each of 2009 and 2010 and why.2121

ii) the level of cash flow for each of these years had the projects not been postponed2222

and with their postponement.2323

iii) In this context, please state how their postponement would bring the cash flows to2424

acceptable levels.2525

iv) the assumed financing mix that was used in assessing the impacts of deferring2626

these projects (approved or actual capital structure, 100% debt, 100% equity, or2727

some other mix).2828

d) Please state in which years Horizon anticipates not achieving its maximum allowable2929

return on equity and provide the currently forecast levels for the relevant years. Please3030

state whether the loss of the large customer revenue is the only factor that is leading to3131
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this underachievement, or, if there are other factors, please state what they are.1

Response:2

5a) The following projects were deferred from fiscal 2009 to fiscal 2010 or beyond:3

Description $ Amount OM&A or Capital
ERP Implementation –
Planning and Scheduling
and Field Devices
-Productivity Improvement

$295,000 OM&A – Business
Process Mapping,
Definition, Training and
development

Human Resources – New
Hires and Filling of Vacant
Positions

- Skilled Trades/
Apprentices

- Finance/HR

$515,000 OM&A

Asset Management
Planning

$50,000 OM&A

GIS Technology Strategy $60,000 OM&A
Repairs and Maintenance -
Facilities

$230,000 OM&A

Communications $100,000 OM&A
Supply Chain Productivity
Initiatives

$100,000 OM&A

Various operating expense
reductions

$80,000 OM&A

$1,430,000 TOTAL OM&A
Depreciation expense $60,000 Impact of Capital

Reductions
$1,490,000 TOTAL OPERATING

Computer
hardware/software
upgrades

$173,000 Capital

Facilities upgrades $185,000 Capital
Other miscellaneous
capital

$318,000 Capital

$676,000 TOTAL CAPITAL

Smart Meter – Commercial
Customers – Deferred
pending approval of Smart
Meter Adder

$2,900,000 Other Capital

4
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Please note that the capital expenditure deferrals of $0.7MM are expected to be offset by1

$2MM in higher distribution system capital expenditures for 2009.2

With respect to the Commercial Smart Meter capital expenditures, these expenditures are a3

component of the Smart Meter variance accounts and are outside the scope of the revenue4

sufficiency/deficiency.5

As previously noted, despite these mitigation efforts, Horizon Utilities will not achieve its6

regulated rate of return on regulated rate base.7

Projects were selected for deferral based on whether or not such would result in any8

significant business or operational risk to Horizon (e.g. reliability of the distribution system,9

impact on customers) in the very short-term.1010

5b) Please refer to Horizon Utilities’ response to VECC Question #9.1111

5 c) i) The “prudent” level of regulated cash flow is that which supports prudently incurred1212

electricity distribution expenditures, within the context of Board rate making policies, while1313

also recovering the full approved regulated cost of capital. Such level of cash flow provides1414

for the financing and operation of the regulated electricity distribution business on a1515

sustainable basis.1616

Specifically, for 2009 and 2010, Horizon Utilities would view the prudent level of regulated1717

cash flow to be that arising from its Board-approved 2008 cost of service electricity1818

distribution rate application (“2008 EDR”) as adjusted through the third generation incentive1919

rate mechanism (“3GIRM”). Such cash flow is effectively the amount of total Revenue2020

Requirement expected from such rate making policy based on assumptions underlying the2121

determination of customer rates and other regulated charges, including consumption2222

forecasts.2323

The Revenue Requirement arising from the Board - approved 2008 EDR application was2424

$93.4MM on a rate year basis.2525

On this basis, after considering actual and estimated 3GIRM adjustments and assuming a2626
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modest level of customer growth at 0.5%, the prudent level of regulated cash flow/ Revenue1

Requirement is approximately $94.1MM and $94.9MM for the 2009 and 2010, respectively.2

5 c) ii) Given that cash flows are affected by a variety of factors, including working capital3

timing differences, a more direct approach to evaluating cash flow levels, with or without4

postponement of projects, is to consider the difference between the prudent level of regulated5

cash flow/ Revenue Requirement, based on that submitted in response to question 5 c) i),6

above, and that which is forecast for the 2009 and 2010 fiscal years. Such difference7

represents a cash flow impairment relative to the amount afforded by Board rate-making8

policy.9

Such analysis requires converting rate year cash flow into fiscal year cash flow. On a fiscal1010

year basis, Horizon Utilities submits that the prudent level of cash flow corresponding to the1111

amount submitted in response to question 5 c) i) is $93.9MM and $94.6MM.1212

No Postponement1313

The cash flow impairment, relative to the prudent level submitted above, is represented by the1414

total amount of forecast forgone Revenue Requirement which, in aggregate, is $5.2MM and1515

$3.6MM for 2009 and 2010, respectively. Such aggregate balance comprises:1616

" forecast forgone Distribution Revenue Requirement of $3.8MM and $1.8MM for 20091717

and 2010, respectively; and1818

" forgone other regulated charges of $1.4MM and $1.8MM for 2009 and 2010,1919

respectively.2020

With Postponement2121

Horizon Utilities forecasts 2009 net operating and capital expenditure postponements of2222

$1.5MM and $1.6MM, respectively. Assuming a financing mix based on the approved capital2323

structure, these 2009 postponements mitigate the 2009 forecast cash flow impairment by2424

$2.1MM.2525

5 c) iii) Such postponement does not bring cash flows to “acceptable” levels; it merely2626
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mitigates cash flow impairments to the extent practicable, with due regard for managing1

operational risks related to the regulated electricity distribution operations.2

Horizon Utilities submits that “acceptable” levels of cash flow mirror its definition of “prudent”3

level of regulated cash flow in response to 5 c) i). Horizon Utilities submits that an4

“acceptable level” of cash flow provides for prudent capital and operating programs and its full5

approved cost of capital which, in turn, supports the creditworthiness and operation of its6

regulated operations on a sustainable basis.7

5 c) iv) Horizon Utilities has assumed the Board-approved capital structure as a basis for its8

financing mix in assessing the impacts of postponements noted in 5 c) iii).9

5 d) Horizon Utilities does not anticipate achieving its maximum allowable return on equity1010

(“MARE”) in either of 2009 or 2010. Horizon Utilities will file a cost of service application in1111

2010, and anticipates that the Board’s 2011 Rate Order will allow for the achievement of the1212

MARE from the effective date of that rate order.1313

The levels of return on equity for the regulated electricity distribution operations, adjusted to1414

reflect the approved capital structure, are forecast to be 6.29% and 6.11% for 2009 and 2010,1515

respectively. Such levels are forecast to be 6.86% and 6.59% on an unadjusted basis for1616

2009 and 2010, respectively.1717

The loss of the large customer revenue is not the only factor leading to this1818

underachievement. Other contributors to this underachievement include:1919

" the broader decline in commercial customer load and resulting impact on distribution2020

revenue; and2121

" the shortfall in other regulated charges, relative to the level approved in Horizon2222

Utilities’ 2008 EDR application, as set out in Horizon Utilities’ response to Board Staff2323

Interrogatory #5(c)(ii), above2424

.2525
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6. Ref: Manager’s Summary, pp. 7-81

Table 3 provides the calculation of the subject customer’s actual and anticipated distribution2

revenue deficiency.3

Please revise this table to include updated customer demand data for July through October4

2009. Please also update the anticipated 2009 distribution revenue deficiency.5

Response:6

With these revisions reflected, the 2009 rate year distribution revenue deficiency equates to1212

$830,564 as compared to $1,043.430 as originally filed. For the 2009 calendar year, the1313

revenue deficiency, with these revisions, equates to $1,056,928 as compared to $1,172,4851414

as originally filed.1515
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Revised Table 31
Calculation of Subject Customer’s Actual and Anticipated Distribution Revenue2

Deficiency3
4
5

6
7
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8. Ref: Manager’s Summary, p. 12 [NOTE THAT ONLY HORIZON UTILITIES’1

RESPONSE TO PART (b) IS BEING FILED IN CONFIDENCE]2

It is stated that:3

“Horizon Utilities reviewed several methodologies in order to determine an appropriate4
mechanism to allocate the $2,850,486 in a just and reasonable manner. As the5
indefinite shutdown of the Customer is out of the control of any single customer or6
customer class, Horizon Utilities believes that it is appropriate to allocate the decline in7
distribution revenue from this single event to all customer classes.”8

b) Please provide the bill impacts that would have resulted had the decline been allocated9

only to the large user class.1010

Response:1111

b)b) In its Application, Horizon Utilities presents two methods for recovery for the lost revenue -1212

a fixed rate rider or a variable rate rider. Table 1 below illustrates the impact based on the1313

variable rate rider approach. Table 2 below illustrates the impact based on the fixed rate rider1414

approach. Both tables reflect the scenario in which the decline is allocated to the Large User1515

class.1616
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Table 1 - Recovery from Large User Class - Variable Rate Rider1

2

3

Horizon Utilities’ response to Board staff Interrogatory #6 shows a revised forecast for the4

period November 2009 until April 2011. Please see below for an updated Table 1 Recovery5

from Large User Class – Variable Rate Rider which reflects this new forecast.6
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Updated Table 1 – Recovery from Large User Class - Variable Rate Rider1
2

3
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Table 2 - (Alternative) Recovery from Large User Class- Fixed Rate Rider1

2

An Updated Table 2 - (Alternative) Recovery from Large User Class – Fixed Rate Rider3

appears below which reflects the revised forecast for the period November 2009 until April4

2011.5
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Updated Table 2 – (Alternative) Recovery from Large User Class – Fixed Rate Rider1

2
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10. Ref: Manager’s Summary, p.15 [NOTE THAT ONLY HORIZON UTILITIES’1

RESPONSES TO PARTS (b) AND PART (d) ARE BEING FILED IN CONFIDENCE]2

ItIt is stated that:3

“The OEB has approved a level of revenue requirement for Horizon Utilities in order that4
Horizon Utilities may finance its investment in capital, operations and maintenance5
expenditures in support of the safe and reliable supply of electricity. The indefinite shutdown6
of the Subject Customer has resulted in Horizon Utilities not realizing its approved distribution7
revenue requirement to date, and it does not expect to do so through the 2010 rate year.”8

b) Please complete the table below and provide explanations for any deviations from the9
Board’s Yearbook of Electricity Distributors (issued September 10, 2009):1010

Response to Part (b)1111

1212

Please note the reduction in Large User revenues when the projected 2010 distribution1313

revenue is compared to the 2008 Board Approved values.1414
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In the recent past, the Subject Customer has accounted for up to 55% of the Large User class1

load. In 2008 the Subject Customer accounted for approximately 50% of the Large User class2

load. In 2009, through October, the Subject Customer has accounted for 26%.3

Horizon Utilities notes that there are reductions of approximately 14% and 16% in kWh billed4

and kWh billed per customer, respectively, in the GS > 50kW class. However, those5

reductions have not contributed to significant reductions in revenue. By contrast, loss of load6

related to Large Users has had significant impacts on Horizon Utilities’ distribution revenues.7

d) Please complete the table below:8

9

1010

1212

::ODMA\PCDOCS\TOR01\4237641\11313
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