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COST OF CAPITAL AND CAPITAL STRUCTURE 1 

OVERVIEW 2 

THI is almost exclusively equity financed. However, for ratemaking purposes, THI 3 

followed the Report of the Board on Cost of Capital for Ontario’s Regulated Utilities 4 

dated December 11, 2009, to determine its capital structure and relied on the Board’s 5 

March 2, 2012 Cost of Capital Parameter Updates Letter for the cost of capital 6 

parameters. THI will update the cost of capital parameters when new parameters are 7 

made available prior to the Board’s decision on THI’s 2013 distribution rates. 8 

 9 

Overall, THI is requesting a deemed interest expense of $243,082 and a deemed return 10 

on equity of $347,368 for a total regulated return on capital of $590,450 for the 2013TY.  11 

 12 

The derivation of the 2013TY regulated return on capital is illustrated in the table below. 13 

 14 

Table 5.1: Calculation of the Cost of Capital by Components (E5/T1/S1/Att1) 15 

 Deemed Portion Effective Rate Amount 

Rate Base (E5/T1/S1/Att1 & 2)   $9,522,161 
    
Short-Term Debt 4.00% 2.08% $7,922 
Long-Term Debt 56.00% 4.41%  $235,159 
Total Interest Expense 60.00%  $243,082 
    
Total Return on Equity 40.00% 9.12% $347,368 
    
Regulated Return on Capital 
Before MIFRS Adjustment 
MIFRS Adjustment 
Regulated Return on Capital 

100.00% 6.20% $590,450 
 

($13,316) 
$577,129 

CAPITAL STRUCTURE 16 

THI’s capital structure is approximately 11% debt and 89% equity in 2013 and this 17 

represents a change from the 2009 EDR where THI was exclusively equity financed. In 18 

November 2010 THI obtained a loan to finance its smart meter program. That loan is 19 
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further discussed below. THI is not planning on taking more debt in the 2013 Test Year 1 

or thereafter.  2 

 3 

For the purpose of setting distribution rates for the 2013TY, THI adheres to Board policy 4 

where it has been determined that a split of 60% debt and, 40% equity is appropriate for 5 

all electricity distributors. THI’s approach for the 2013 EDR is consistent with the Board’s 6 

Decision in the 2009 EDR.  7 

 8 

Copies of the Board’s Appendices 2-OA and 2-OB provide further details on THI’s cost 9 

of capital since the last 2009 EDR and are provided in E5/T1/S1/Att2 and E5/T1/S1/Att3, 10 

respectively. 11 

  12 

RETURN ON EQUITY 13 

Common Equity 14 

As noted previously, THI adheres to the Board’s Cost of Capital policy. For rate making 15 

purposes, THI proposes to recover an amount of $347,368 for the Return on Equity 16 

through distribution rates in the 2013TY.  This amount is computed based on the Board’s 17 

default rate of return on equity of 9.12% which will be updated when a new rate is made 18 

available by the Board prior to the 2013 EDR decision.   19 

Preference Shares 20 

THI does not propose to include any preference share component in its capital structure 21 

for the 2013TY.  THI notes that the Board’s approved policy on capital structure does not 22 

require that a preference share component be included in the capital structure 23 
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D3   Deemed Capital Structure and Return On Capital
Enter deemed portions of debt and equity capitalization

Current Application 2009 Approved

 Deemed

Portion 

 Effective

Rate ¹ 

 Return

Amount 

 Deemed

Portion 

 Effective

Rate 

 Return

Amount 

Short-Term Debt 4.00% 2.08% 4.00% 1.33%

Long-Term Debt 56.00% 4.41% 52.67% 7.62%

Total Equity 40.00% 9.12% 43.33% 8.01%

Regulated Rate of Return 100.00% 6.20% 100.00% 7.54%

Rate Base ² 9,522,071 8,686,283

Regulated Return on Capital 577,129 654,719

IFRS Adjustment (214,754) (13,316)

Deemed Interest Expense 243,079 353,241

Deemed Return on Equity 347,365 301,478

¹ Long-Term Debt rate from sheet D2; Short-Term Debt and Equity rates from sheet Y1

² Amount for Current Application from sheet D1

Printed: 9/27/2012 11:32 PM 1 of 1
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Attachment 2

Date: 28-Sep-12

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 52.67% $4,399,674 7.62% $335,255
2   Short-term Debt 4.00% (1) $334,131 1.33% $4,444
3 Total Debt 56.7% $4,733,805 7.18% $339,699

Equity
4   Common Equity 43.33% $3,619,477 8.01% $289,920
5   Preferred Shares $ - $ -
6 Total Equity 43.3% $3,619,477 8.01% $289,920

7 Total 100.0% $8,353,282 7.54% $629,619

(1)

Appendix 2-OA
Capital Structure and Cost of Capital

Line 
No. Capitalization Ratio

Application

This table must be completed for the required years of all historical years, the bridge year and the test year.

4.0% unless an applicant has proposed or been approved for a different amount.
2009

Notes

Page 1 of 5
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Attachment 2

Date: 28-Sep-12

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $4,814,765 7.62% $366,885
2   Short-term Debt 4.00% (1) $343,912 1.33% $4,574
3 Total Debt 60.0% $5,158,677 7.20% $371,459

Equity
4   Common Equity 40.00% $3,439,118 8.01% $275,473
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $3,439,118 8.01% $275,473

7 Total 100.0% $8,597,795 7.52% $646,932

(1)

Appendix 2-OA
Capital Structure and Cost of Capital

This table must be completed for the required years of all historical years, the bridge year and the test year.

Line 
No. Capitalization Ratio

Application

Notes
4.0% unless an applicant has proposed or been approved for a different amount.

2010

Page 2 of 5
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Date: 28-Sep-12

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $4,928,885 7.62% $375,581
2   Short-term Debt 4.00% (1) $352,063 1.33% $4,682
3 Total Debt 60.0% $5,280,948 7.20% $380,263

Equity
4   Common Equity 40.00% $3,520,632 8.01% $282,003
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $3,520,632 8.01% $282,003

7 Total 100.0% $8,801,580 7.52% $662,266

(1)

Application

Notes
4.0% unless an applicant has proposed or been approved for a different amount.

2011

Appendix 2-OA
Capital Structure and Cost of Capital

This table must be completed for the required years of all historical years, the bridge year and the test year.

Line 
No. Capitalization Ratio

Page 3 of 5
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Schedule: 1

Attachment 2

Date: 28-Sep-12

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $4,984,029 7.62% $379,783
2   Short-term Debt 4.00% (1) $356,002 1.33% $4,735
3 Total Debt 60.0% $5,340,031 7.20% $384,518

Equity
4   Common Equity 40.00% $3,560,020 8.01% $285,158
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $3,560,020 8.01% $285,158

7 Total 100.0% $8,900,051 7.52% $669,675

(1)
2012

Appendix 2-OA
Capital Structure and Cost of Capital

4.0% unless an applicant has proposed or been approved for a different amount.

This table must be completed for the required years of all historical years, the bridge year and the test year.

Line 
No. Capitalization Ratio

Application

Notes

Page 4 of 5
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Tab: 1

Schedule: 1

Attachment 2

Date: 28-Sep-12

Particulars Cost Rate Return

(%) ($) (%) ($)
Debt

1   Long-term Debt 56.00% $5,332,410 4.41% $235,159
2   Short-term Debt 4.00% (1) $380,886 2.08% $7,922
3 Total Debt 60.0% $5,713,297 4.25% $243,082

Equity
4   Common Equity 40.00% $3,808,864 9.12% $347,368
5   Preferred Shares $ - $ -
6 Total Equity 40.0% $3,808,864 9.12% $347,368

7 Total 100.0% $9,522,161 6.20% $590,450

(1)
Notes

4.0% unless an applicant has proposed or been approved for a different amount.

Appendix 2-OA
Capital Structure and Cost of Capital

This table must be completed for the required years of all historical years, the bridge year and the test year.

Line 
No. Capitalization Ratio

Application

2013

Page 5 of 5
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Schedule: 1

Attachment: 3

Date: 28-Sep-12

Year 2010

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term     
(years)

Principal      
($)

Rate (%) 
(Note 2)

Interest ($)     
(Note 1)

1 2010 - Loan for Smart Meter Deployment TD Canada Trust Fixed Rate 30-Nov-10 10 1,270,000$     4.53% 4,728.58$        term loan debt compounded monthly
2 -$                 
3 -$                 
4 -$                 
5 -$                 

Total 1,270,000$     0.00372 4,728.58$        

Notes

1 If financing is in place only part of the year, calculate the pro-rated interest and input in the cell.
2 Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities, issued December 11, 2009
3 Add more lines above row 12 if necessary.

Year 2011

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term     
(years)

Principal      
($)

Rate (%) 
(Note 2)

Interest ($)     
(Note 1)

1 2011 - Loan for Smart Meter Deployment TD Canada Trust Fixed Rate 30-Nov-10 10 1,261,549$     4.53% 50,750.02$      term loan debt compounded monthly
2 -$                 
3 -$                 
4 -$                 
5 -$                 

Total 1,261,549$     0.04023 50,750.02$      

Notes

1 If financing is in place only part of the year, calculate the pro-rated interest and input in the cell.
2 Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities, issued December 11, 2009
3 Add more lines above row 12 if necessary.

Appendix 2-OB
Debt Instruments

This table must be completed for the required years of all historical years, the bridge year and the test year.

Page 1 of 2
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Date: 28-Sep-12

Appendix 2-OB
Debt Instruments

This table must be completed for the required years of all historical years, the bridge year and the test year.

Year 2012

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term     
(years)

Principal      
($)

Rate (%) 
(Note 2)

Interest ($)     
(Note 1)

1 2012 - loan for smart meter deployment TD Canada Trust Fixed Rate 30-Nov-10 10 1,027,141$     4.53% 44,182.40$      term loan debt compounded monthly
2 -$                 
3 -$                 
4 -$                 
5 -$                 

Total 1,027,141$     0.04301 44,182.40$      

Notes

1 If financing is in place only part of the year, calculate the pro-rated interest and input in the cell.
2 Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities, issued December 11, 2009
3 Add more lines above row 12 if necessary.

Year 2013

Row Description Lender Affiliated or Third-
Party Debt?

Fixed or 
Variable-Rate?

Start Date Term     
(years)

Principal      
($)

Rate (%) 
(Note 2)

Interest ($)     
(Note 1)

1 2013 - loan for smart meter deployment TD Canada Trust Fixed Rate 30-Nov-10 10 913,167$        4.53% 38,903.21$      term loan debt compounded monthly
2 -$                 
3 -$                 
4 -$                 
5 -$                 

Total 913,167$        0.0426 38,903.21$      

Notes

1 If financing is in place only part of the year, calculate the pro-rated interest and input in the cell.
2 Input actual or deemed long-term debt rate in accordance with the guidelines in The Report of the Board on the Cost of Capital for Ontario's Regulated Utilities, issued December 11, 2009
3 Add more lines above row 12 if necessary.

Page 2 of 2
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COST OF CAPITAL 1 

COST OF DEBT 2 

As noted previously, THI incurred long-term financing for the smart meter program in 3 

November 2010 (“TD Loan”). The bank loan is payable over ten years, and bears 4 

interest of 4.53%, with the option of a 10% prepayment each year. The loan is secured 5 

by a general security agreement. (E5/T1/S2/Att2) 6 

 7 

THI does not have any third party debt – provided by either an affiliated entity or an-at-8 

arm’s length entity – other than the TD Loan noted above.   9 

Long-Term Debt 10 

For the 2013TY, THI proposes to maintain the approach for determining the Deemed 11 

Long-Term Debt Amount and the Long-term Debt Rate that has been approved in its 12 

2006 and 2009 EDRs. The approach is to apply the Board’s Cost of Capital policy where 13 

the Long-Term Debt Amount reflects the Board’s capitalization policy and to use the 14 

Board’s Deemed Long-Term Debt Rate for the stated amount.  15 

 16 

For the 2013TY, the Long-Term Debt Amount is 56% of the Average Rate Base to which 17 

a default Long-Term Debt Rate of 4.41% is applied. The Long-Term Debt Rate will be 18 

updated to reflect the Board’s new rate when made available prior to the 2013 EDR 19 

decision.  20 

Based on that approach, THI proposes recovering $235k (E5/T1/S1/Att2), for the Long-21 

Term Debt component for the 2013TY. 22 

 23 

THI is of the view that this approach is appropriate and reasonable in the circumstances. 24 

As noted previously, THI has been exclusively equity financed in the past and would still 25 

be if it was not for the specific debt instrument incurred for the smart meter program. THI 26 

does not intend on securing further debt in the future. It therefore appears reasonable 27 

not to depart from the approach approved in the 2006 and 2009 EDRs. 28 
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 1 

Short-Term Debt 2 

For rate making purposes, THI proposes to recover $8k (E5/T1/S1/Att2) through 3 

distribution rates in the 2013TY for the Deemed Short-Term Debt. The Short-Term Debt 4 

Amount is derived by applying the Board’s cost of capital policy which assumes that 5 

short-term debt represents 4% of the capital structure at a rate of 2.08%. The applicable 6 

default rate for the Short-Term Debt will be updated when made available by the Board 7 

prior to the 2013 EDR decision. 8 

Credit Facilities (E5/T1/S2/Att2) 9 

THI has three credit facilities: a Letter of Credit in the amount of $956,406 with a 10 

Schedule A bank that secures its prudential obligations to the Independent Electricity 11 

System Operator; a Line of Credit in the amount of $500,000 also with a Schedule A 12 

bank; and a term loan in which the original amount was $1,270,000 of which the balance 13 

is being paid down monthly. The Line of Credit has not been drawn upon to date 14 

 15 

All credit facilities are secured by a general security agreement over THI’s distribution 16 

assets and subject to restrictive covenants.  THI pays a $50/month administration fee 17 

and an annual stamping charge of 0.75% with respect to the Letter of Credit and the 18 

Line of Credit. The Term loan bears an interest rate of 4.53%.  THI estimates that it will 19 

cost approximately $47k in fees related to these credit facilities.  THI has not included 20 

this amount in the 2013TY as it has reflected deemed interest costs of $235k for long-21 

term debt and $8k for short term debt as noted above.   22 
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August 31, 2012

D2   Long Term Debt
Enter details of debt outstanding in 2013 and projected interest in 2012

DEBT OUTSTANDING IN 2013

Description Amount
Issue Date

(dd-mmm-yyyy)

Term Date
(dd-mmm-yyyy)

Interest

Rate (a)

Other

Costs (b)

Annual

Cost
TD Term Loan 1,270,000 30-Nov-2010 30-Nov-2020 4.53% 57,531

0

0

0

0

0

0

0

0

0

 

DEBT OUTSTANDING IN 2013

Description
Effective

Rate

Days o/s

in 2013

Average

Balance

2013

Cost

2013 Ending 

Balance
Debt o/s

USA #

Int. Expense

USA #
TD Term Loan 4.53% 365 1,270,000 57,531 1,270,000 2525 6035

0

0

0

0

00

0

0

0

0

TOTAL 4.53% 1,270,000 57,531 1,270,000

 

(a) Rate applicable for rate-setting purposes (note: current deemed rate is 4.41%)

(b) If actual interest rate applies, enter annual charges other than interest (e.g. commitment fees, amortization of issuance costs, etc.)

 

2012 PROJECTED INTEREST EXPENSE ON LONG-TERM DEBT:

 USA # Expense $

 6035 44,182

 

 

 

 

 

TOTAL: 44,182

Printed: 9/23/2012 5:55 PM 1 of 1
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CALCULATION OF UTILITY INCOME 1 

THI’s Utility Income for the 2013TY prior to any increase in distribution rates would be 2 

$76k as shown below. 3 

 4 

Table 6.2: Calculation of Utility Income  5 

 2013TY 

Total Net Revenues (E6/T1/S2) $3,073,865 

OM&A Expenses (E4/T2/S1/Att2) $2,715,082 

Depreciation & Amortization (E2/T3/S2) $282,539 

Taxes other than PILs / Income Taxes (E4/T8/S3/Att1) $0 

Total Costs & Expenses $2,997,621 

Utility Income before Income Taxes / PILs $76,244 

PILs / Income Taxes  $0 

Utility Income $76,244 

 6 



  Tillsonburg Hydro Inc.   
Filed:28 September, 2012 

Corrected: 5 October, 2012 
  EB-2012-0168 
  Exhibit 6 
  Tab 1 
  Schedule 2 
  Page 1 of 1 

OVERVIEW OF REVENUE REQUIREMENT 1 

CALCULATION OF REVENUE REQUIREMENTS 2 

Based on the Load Forecast presented at E3/T1/S2/Att1, THI anticipates Distribution 3 

Revenues of $2,944k (E3/T1/S5/Att1) for the 2013TY at currently approved distribution 4 

rates. THI further expects Revenue Offsets of $130k (E3/T3/S4/Att1) for the 2013TY. 5 

THI therefore anticipates Total Net Revenues of $3,074k for the 2013TY before any 6 

change in rates. 7 

 8 

THI proposes a Service Revenue Requirement of $3,575k (E6/T1/S2/Att1) for the 9 

2013TY which translates into a Base Revenue Requirement of $3,444k (E6/T1/S2/Att1) 10 

when Revenue Offsets of $130k (E3/T3/S4/Att1) are taken into account. The derivation 11 

of the Service and Base Revenue Requirements is illustrated in the next table. 12 

 13 

Table 6.1: Calculation of Distribution Revenue Requirement  14 

 
Evidence  Reference 2013 Test Year 

OM&A Expenses E4/T2/S1/Att2 $2,715,082 

3850-Amortization Expense E2/T3/S3/Att2 $336,228 

Total Distribution Expenses   $3,051,310 

Regulated Return On Capital Before 

MIFRS Adjustment 

MIFRS Adjustment 

Regulated Return On Capital 

E5/T1/S1/Att1 

$590,450 

($13,316) 

$577,129 

PILs (with gross-up) E4/T8/S3/Att1 $0 

Service Revenue Requirement $3,574,752 

Less: Revenue Offsets E3/T3/S4/Att1 $130,345 

Base Revenue Requirement $3,444,407 

 15 
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RateMaker 2011   release 1.0    © Elenchus Research Associates

Tillsonburg Hydro Inc. (ED-2003-0026)
2013 EDR Application (EB-2012-0168)   version: 1

August 31, 2012

F1   Distribution Revenue Requirement
Enter adjustments for non-recurring items in 2013

2013*

Projection

Non-recurring

items (Total)

2013*

Normalized
Comment

OM&A Expenses from sheet D1 2,715,082 2,715,082

3850-Amortization Expense from sheet E2 282,539 282,539

Total Distribution Expenses 2,997,621 2,997,621

Regulated Return On Capital from sheet D3 577,129 577,129

PILs (with gross-up) from sheet E4

Service Revenue Requirement 3,574,750 3,574,750

Less: Revenue Offsets from sheet C9 130,345 130,345

Base Revenue Requirement 3,444,405 3,444,405

Printed: 9/27/2012 11:41 PM 1 of 1
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CALCULATION OF REVENUE DEFICIENCY OR 1 

SUFFICIENCY 2 

The following table provides the calculation for the revenue deficiency for THI’s 2013TY.  3 

 4 

Table 6.3: Calculation of 2013 Test Year Revenue Deficiency (E6/T2/S1/Att1) 5 

 2013TY 

Utility Income $76,244 

Utility Rate Base 9,522,071 

Indicated Rate of Return 0.80% 

Requested Rate of Return 6.20% 

Sufficiency / (Deficiency) in Return (5.40%) 

Net Revenue Sufficiency / (Deficiency) ($514,201) 

Provision for PILs/Taxes $0 

MIFRS Adjustment $13,316 

Gross Revenue Sufficiency / (Deficiency) ($500,884) 

Deemed Overall Debt Rate 4.25% 

Deemed Cost of Debt $243,079 

Utility Income less Deemed Cost of Debt ($166,835) 

Return On Deemed Equity (4.38%) 

 6 

The Indicated Rate of Return is derived by dividing the Utility Income by the Utility Rate 7 

Base.  The Statement of Rate Base is shown in Table 6.4 below.  8 

 9 

The Requested Rate of Return is based on the Board’s current default rates and 10 

prescribed capital structure as discussed in E5/T1/S1.  The Deficiency in Return is 11 

obtained by subtracting the Requested Rate of Return from the Indicated Rate of Return. 12 

The Net Revenue Deficiency is derived by multiplying the Deficiency in Return by the 13 

Utility Rate Base.   14 

 15 
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As Table 6.3 displays, THI has a $501k revenue deficiency in the 2013TY and therefore 1 

needs to adjust its distribution rates.  2 

 3 

Table 6.4: Statement of 2013 Test Year Rate Base (E2/T1/S1/Att1) 4 

   
2013TY  

Net Fixed Assets in Service 
 

  

Opening Balance 6,342,449   

Closing Balance 7,520,472   

Average Balance 
 

6,931,460 

  
 

  

Working Capital Allowance 2,590,610 

  
 

  

TOTAL RATE BASE   9,522,071 

 5 
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S7   Variance Analysis: Revenue Sufficiency / Deficiency

Review highlighted variances (no input on this sheet)

2013,

Projection

2012,

Projection  
Var #  Var % 

Utility Income (see below) 76,244 254,634 (178,390) (70.1%)

Utility Rate Base from sheet G6 9,522,071 9,028,760 493,311 5.5%

Indicated Rate of Return 0.80% 2.82% (2.02%) (71.6%)

Requested / Approved Rate of Return from sheet D3 6.20% 6.20% 0.00% 0.0%

Sufficiency / (Deficiency) in Return (5.40%) (3.38%) (2.02%) (59.7%)

Net Revenue Sufficiency / (Deficiency) (514,201) (305,222) (208,979) (68.5%)

Provision for PILs/Taxes * 0 0 0 0.0%

IFRS Adjustment 13,316

Gross Revenue Sufficiency / (Deficiency) (500,884) (305,222) (195,662) (64.1%)

Deemed Overall Debt Rate from sheet D3 4.25% 7.18% (2.92%) (40.7%)Deemed Overall Debt Rate from sheet D3 4.25% 7.18% (2.92%) (40.7%)

Deemed Cost of Debt from sheet D3 243,079 367,168 (124,089) (33.8%)

Utility Income less Deemed Cost of Debt (166,835) (112,535) (54,301) (48.3%)

Return On Deemed Equity (4.38%) (3.12%) (1.26%) (40.6%)

UTILITY INCOME from sheets E1 & E2 (except PILS / Income Taxes)

Total Net Revenues 3,073,865 3,092,473 (18,608) (0.6%)

OM&A Expenses 2,715,082 2,635,271 79,811 3.0%

Depreciation & Amortization 282,539 202,569 79,970 39.5%

Taxes other than PILs / Income Taxes 0 0 0 0.0%

Total Costs & Expenses 2,997,621 2,837,840 159,781 5.6%

Utility Income before Income Taxes / PILs 76,244 254,634 (178,390) (70.1%)

PILs / Income Taxes from sheet E4 0 0 0 0.0%

Utility Income 76,244 254,634 (178,390) (70.1%)

* In 2013: difference between amounts on sheet E4 for 2013 at existing rates vs. 2013 at new revenue requirement;

  in 2012: Net Sufficiency / (Deficiency) multiplied by grossed-up effective tax rate on Utility Income.
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X22   Rate Base Trend

 2009 

Approved 

2009�

Actual

2010�

Actual

2011�

Actual

2012�

Projection

2013�

Projection
Net Capital Assets in Service:

Opening Balance 5,655,006 5,607,674 5,984,742 5,930,755 5,982,518 6,342,449

Ending Balance 6,830,215 5,984,742 5,930,755 5,982,518 6,342,449 7,520,472

Average Balance 6,242,611 5,796,208 5,957,748 5,956,637 6,162,484 6,931,460

Working Capital Allowance (see below) 2,443,672 2,557,074 2,640,046 2,844,943 2,866,276 2,590,610

Total Rate Base 8,686,283 8,353,282 8,597,795 8,801,580 9,028,760 9,522,071

Expenses for Working Capital

Eligible Distribution Expenses:

3500-Distribution Expenses - Operation 714,543 853,629 897,447 744,387 1,053,216 1,093,436

3550-Distribution Expenses - Maintenance 186,092 186,094 170,839 205,657 269,390 275,312

3650-Billing and Collecting 501,622 434,918 484,560 563,328 599,164 596,505

3700-Community Relations 0 0 1,967 5,365 1,000 900

3800-Administrative and General Expenses 459,981 398,456 647,967 709,134 712,501 748,929

3950-Taxes Other Than Income Taxes 0 0 0 0 0 0

Total Eligible Distribution Expenses 1,862,238 1,873,097 2,202,780 2,227,871 2,635,271 2,715,082

3350-Power Supply Expenses 14,428,910 15,174,062 15,397,529 16,738,417 16,473,238 17,212,6903350-Power Supply Expenses 14,428,910 15,174,062 15,397,529 16,738,417 16,473,238 17,212,690

Total Expenses for Working Capital 16,291,148 17,047,159 17,600,309 18,966,288 19,108,508 19,927,772

Working Capital factor 15.0% 15.0% 15.0% 15.0% 15.0% 13.0%

Working Capital Allowance 2,443,672 2,557,074 2,640,046 2,844,943 2,866,276 2,590,610

Printed: 9/28/2012 12:12 AM 1 of 1
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X22   Rate Base Trend

 2009 

Approved 

2009�

Actual

2010�

Actual

2011�

Actual

2012�

Projection

2013�

Projection
Net Capital Assets in Service:

Opening Balance 5,655,006 5,607,674 5,984,742 5,930,755 5,982,518 6,127,695

Ending Balance 6,830,215 5,984,742 5,930,755 5,982,518 6,127,695 7,089,160

Average Balance 6,242,611 5,796,208 5,957,748 5,956,637 6,055,107 6,608,428

Working Capital Allowance (see below) 2,443,672 2,557,074 2,640,046 2,844,943 2,844,944 2,575,200

Total Rate Base 8,686,283 8,353,282 8,597,795 8,801,580 8,900,051 9,183,627

Expenses for Working Capital

Eligible Distribution Expenses:

3500-Distribution Expenses - Operation 714,543 853,629 897,447 744,387 911,002 974,196

3550-Distribution Expenses - Maintenance 186,092 186,094 170,839 205,657 269,390 275,312

3650-Billing and Collecting 501,622 434,918 484,560 563,328 599,164 596,505

3700-Community Relations 1,967 5,365 1,000 900

3800-Administrative and General Expenses 459,981 398,456 647,967 709,134 712,501 748,929

3950-Taxes Other Than Income Taxes

Total Eligible Distribution Expenses 1,862,238 1,873,097 2,202,780 2,227,871 2,493,057 2,595,842

3350-Power Supply Expenses 14,428,910 15,174,062 15,397,529 16,738,417 16,473,238 17,213,3863350-Power Supply Expenses 14,428,910 15,174,062 15,397,529 16,738,417 16,473,238 17,213,386

Total Expenses for Working Capital 16,291,148 17,047,159 17,600,309 18,966,288 18,966,295 19,809,228

Working Capital factor 15.0% 15.0% 15.0% 15.0% 15.0% 13.0%

Working Capital Allowance 2,443,672 2,557,074 2,640,046 2,844,943 2,844,944 2,575,200

Printed: 9/28/2012 12:14 AM 1 of 1
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CAUSES OF REVENUE DEFICIENCY OR SUFFICIENCY 1 

THI’s existing rates are based on the Board-approved rates in 2009 following a cost of 2 

service rate application, and adjustments to its base distribution rates in 2010-2012 3 

under the Board’s Incentive Regulation Mechanism (“IRM”). Price cap adjustments of 4 

0.18%, 0.18% and 0.88% were applied in 2010, 2011 and 2012, respectively, in the IRM 5 

rate applications approved by the Board.  6 

 7 

As noted previously, THI’s Revenue Deficiency for the 2013TY is $501k (E6/T2/S1/Att1). 8 

This deficiency is the result of:  9 

- An increase of nearly 11% in the Net Capital Assets in Service from the 2009 10 

EDR for an amount of approximately $689k (E6/T2/S2/Att1);  11 

- An increase of about 6% in the Working Capital Allowance Amount from the 2009 12 

EDR that adds approximately $147k (E6/T2/S2/Att1) to the Rate Base. The 13 

reduced Working Capital Allowance of 13% partially offsets a significant increase 14 

in the Cost of Power expense that has increased $2,784k or 19% from the 2009 15 

EDR to close to $17,203k(E6/T2/S2/Att1); 16 

- The net change in Rate Base is therefore an increase of about $836k 17 

(E6/T2/S2/Att1) or 10% from the last approved values; 18 

- Operating Costs have increased by approximately 47% or $853k (E6/T2/S2/Att1) 19 

since the last EDR, from $1,862k to $2,715k in 2013; 20 

- 2013TY amortization expense of $282k (E2/T3/S2) is $155k lower than that 21 

approved for the 2009 EDR of $491k (E1/T3/S2/Att1) due to capital additions 22 

over the years offset by the change to MIFRS from CGAAP. 23 

- Total Revenue Offsets in 2013TY of $130k (E3/T3/S4/Att1) is comparable to the 24 

2009 EDR values. 25 
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Rate Base Trend Analysis 
 

 



X22   Rate Base Trend

 2009 

Approved 

2013�

Projection
Net Capital Assets in Service:

Opening Balance 5,655,006 6,342,449

Ending Balance 6,830,215 7,520,472

Average Balance 6,242,611 6,931,460 688,850 11%

Working Capital Allowance (see below) 2,443,672 2,590,610 146,938 6%

Total Rate Base 8,686,283 9,522,071 835,788 10%

Expenses for Working Capital

Eligible Distribution Expenses:

3500-Distribution Expenses - Operation 714,543 1,093,436

3550-Distribution Expenses - Maintenance 186,092 275,312

3650-Billing and Collecting 501,622 596,505

3700-Community Relations 0 900

3800-Administrative and General Expenses 459,981 748,929

3950-Taxes Other Than Income Taxes 0 0

Total Eligible Distribution Expenses 1,862,238 2,715,082 852,844 46%

3350-Power Supply Expenses 14,428,910 17,212,690 2,783,780 19%3350-Power Supply Expenses 14,428,910 17,212,690 2,783,780 19%

Total Expenses for Working Capital 16,291,148 19,927,772

Working Capital factor 15.0% 13.0%

Working Capital Allowance 2,443,672 2,590,610

Printed: 9/27/2012 7:35 PM 1 of 1
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OVERVIEW OF COST ALLOCATION 1 

 2 

THI retained Elenchus Research Associates (“Elenchus”) to complete its cost allocation 3 

study for this application. The report prepared by Elenchus with respect to the cost 4 

allocation study for the 2013TY is at E7/T1/S1/Att1.  OEB Appendix 2-P Cost Allocation 5 

is provided at E7/T1/S1/Att2. 6 

TREATMENT OF PRIMARY AND SECONDARY ASSETS 7 

THI does not, at this time, record distinctly assets and expenses into either Primary or 8 

Secondary distribution system components. THI will have an appropriate tracking 9 

system in place to distinguish between Primary and Secondary distribution system 10 

components prior to its next rebasing application.   11 

 12 

 13 
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1 INTRODUCTION 1 

Tillsonburg Hydro Inc. (“THI”) has prepared its 2013 EDR Application as a cost of 2 

service rate application based on a forward test year. The relevant filing requirements 3 

for this Application are set out in Chapter 2 of the June 28, 2012 update to the 4 

document entitled Ontario Energy Board, Filing Requirements for Electricity 5 

Transmission and Distribution Applications (“Filing Requirements”).  6 

Section 2.10 of the Filing Requirements sets out the expectations of the Board with 7 

respect to Exhibit 7: Cost Allocation. The Filing Requirements state: 8 

A completed cost allocation study using the Board approved methodology must be 9 
filed.  This filing must reflect future loads and costs and be supported by appropriate 10 
explanations and live Excel spreadsheets.  The 2011 update of the model issued by 11 
the Board will be available on the Board’s web site. 12 

THI asked Elenchus Research Associated (Elenchus)1 to assist it by preparing an 13 

appropriate cost allocation study for its 2013 cost of service rate application. In 14 

addressing this issue, Elenchus was guided by the Filing Requirements and the 15 

November 28, 2007 Report of the Board, Application of Cost Allocation for Electricity 16 

Distributors (EB-2007-0667) (“CA Application Report”) which “sets out the Board’s 17 

policies in relation to specific cost allocation matters for electricity distributors”.2 18 

The CA Application Report observes at page 2 that: 19 

The Board is cognizant of factors that currently limit or otherwise affect the ability or 20 
desirability of moving immediately to a cost allocation framework that might, from a 21 
theoretical perspective, be considered the ideal. These influencing factors include 22 
data quality issues and limited modelling experience, and are discussed in greater 23 
detail in section 2.3 of this Report.  24 

The “influencing factors” discussed in section 2.3 of the report are: 25 

 Quality of the data: The Board notes “that accounting and load data can be 26 

improved.” (p. 5)  27 

                                            
1 John Todd, President of Elenchus Research Associates, was the lead consultant for the development 
and implementation of the methodology used by THI and documented in this report. John Todd’s 
curriculum vitae is available at www.elenchus.ca.  
2 Ontario Energy Board, Report of the Board, Application of Cost Allocation for Electricity Distributors (EB-
2007-0667), November 28, 2007, page 1. 
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 Limited modelling experience: The Board observed that “the cost allocation 1 

model is complex, and the data required for the model was not always readily 2 

available for modelling.” (p. 6) 3 

 Status of current rate classes: The Board points out that “Any changes in 4 

customer classification or load data could have a significant impact on future cost 5 

allocation studies” (p. 6). 6 

 Managing the movement of rates closer to allocated costs: The Board notes: 7 

The Board considers it appropriate to avoid premature movement of rates in 8 
circumstances where subsequent applications of the model or changes in 9 
circumstances could lead to a directionally different movement. Rate 10 
instability of this nature is confusing to consumers, frustrates their energy cost 11 
planning and undermines their confidence in the rate making process. (p. 6)  12 

In utilizing the Board’s cost allocation model for THI’s 2013 cost allocation study, 13 

Elenchus has been cognizant of these “influencing factors” as they apply to THI. 14 

1.1 PURPOSE OF THE COST ALLOCATION STUDY 15 

In the context of a cost of service rate application based on a 2013 forward test year, 16 

the primary purpose of the cost allocation study (“CA Study”) is to determine the 17 

proportions of a distributor’s total revenue requirement that are the “responsibility” of 18 

each rate class. 19 

In addition, cost allocation studies provide revenue to cost ratios for each customer 20 

class that can be examined to ensure that they generally fall within the Board-specified 21 

ranges (or move toward those ranges where appropriate to mitigate rate impacts) and 22 

generally are not moving away from 100%.  23 

Conceptually, the desired results can be achieved in either of two ways. 24 

 Prospective Year CA Study: A cost allocation study for the 2013 test year can 25 

be based on an allocation of the 2013 test year costs (i.e., the 2013 forecast 26 

revenue requirement) to the various customer classes using allocators that are 27 

based on the forecast class loads (kW and kWh) by class, customer counts, etc. 28 

By definition, this approach will result in a total revenue to cost ratio at proposed 29 
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rates of 100%. Assuming there is a revenue deficiency for the test year, the total 1 

revenue to cost ratio at current rates will be somewhat below 100%. 2 

 Historic Year CA Study: As an alternative, an historic year cost allocation study 3 

can be prepared that determines the proportion of costs allocated to each class 4 

for the most recent historic year. In the case, the CA Study will rely on actual 5 

costs, weather adjusted loads, customer counts, etc. that are not affected by 6 

forecast errors. Assuming the costs and loads are relatively stable so that the 7 

proportionate cost responsibility of each rate class in the historic year is a 8 

reasonable proxy for the 2013 test year cost responsibility, the resulting 9 

proportionate cost responsibilities can be used to allocate the 2013 revenue 10 

requirement to the various classes. 11 

The THI CA Study uses the first of these methods in order to ensure compliance with 12 

the Board’s direction in the Filing Requirements that the CA Study should ”reflect future 13 

loads and cost”. Relying on a Prospective Year CA Study is also appropriate at this time 14 

since the Ontario economy has suffered over the past three years and, as a result, 15 

many distributors have experienced significant changes in the load profiles of their 16 

customer classes. These changes could have a significant impact on the allocation of 17 

costs to the classes and the resulting revenue to cost ratios. This approach implicitly 18 

assumes that the economic recovery will be slow and, as a result, the relative loads of 19 

customer classes are more likely to reflect 2013 loads than 2011 loads during the next 20 

IRM cycle. 21 

1.2 THI’S 2009 COST ALLOCATION INFORMATION FILING 22 

THI’s 2009 Cost Allocation Informational Filing (“CAIF”) relied on the Board’s 2006 Cost 23 

Allocation Model (“CA Model”) and was prepared in accordance with the September 29, 24 

2006 Board report entitled Cost Allocation: Board Directions on Cost Allocation 25 

Methodology for Electricity Distributors ("the Directions"), the subsequent (November 26 

15, 2006) Cost Allocation Informational Filing Guidelines for Electricity Distributors ("the 27 
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Guidelines"), and the Cost Allocation Review: User Instruction for the Cost Allocation 1 

Model for Electricity Distributors (“the Instructions").  2 

1.3 STRUCTURE OF THE REPORT 3 

The remainder of this report is divided into three additional sections. Section 2 provides 4 

an overview of the THI CA Study, explaining the model run included in the study, as well 5 

as the load and cost information used for the run.  Section 3 explains the methodology 6 

used to develop the 2013 THI model by documenting each step taken in completing the 7 

model. Section 4 summarizes the results of the THI CA Study, showing the class 8 

revenue requirements and revenue to cost ratios generated by the CA model. 9 
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2 OVERVIEW OF THE THI 2013 CA STUDY 1 

2.1 MODEL RUN INCLUDED IN THE THI COST ALLOCATION STUDY  2 

Section 2.10.3 of the updated Filing Requirements specifies that the third table in 3 

Appendix 2-P, “...includes the following information for each class” that should be 4 

provided based on: 5 

 “The previously approved ratios most recently implemented by the distributor; 6 

  “The ratios that would result from the most recent approved distribution rates 7 

and the distributor’s forecast of billing quantities in the test year, prorated 8 

upwards or downwards (as applicable) to match the revenue requirement, 9 

expressed as a ratio with the class revenue requirements derived in the updated 10 

cost allocation model; and 11 

 “The ratios that are proposed for the Test Year, which are the proposed class 12 

revenues, together with the updated cost allocation model” which is the 13 

appropriate 2013 model. 14 

For clarity, the following designations are used. 15 

 THI-2009: The THI 2009 revenue to cost ratios. 16 

 THI-2009 Corrected: The THI 2009 revenue to cost ratios corrected for a change 17 

in the allocation of Primary and Secondary distribution system assets. 18 

 THI-2013: The version 3 CA Model with 2013 loads, costs, and revenues.  19 

2.2 LOAD AND CUSTOMER INFORMATION 20 

The updated Filing Requirements specify that “This filing must reflect future loads and 21 

costs...” and “If updated load profiles are not available, the load profiles of the classes 22 

may be the same as those provided by Hydro One for use in the Informational Filing, 23 

scaled to match the load forecast as it relates to the respective rate classes”, (Section 24 

2.10.1, p. 42) 25 
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The THI 2013 model has been prepared using the following load and load profile 1 

information: 2 

 Annual Loads (kW and kWh, as appropriate) and customer counts: The 3 

2013 load forecast and customer counts by class being used by THI in its 4 

application were also used for the 2013 CA models. THI’s load forecast was 5 

prepared by Elenchus.  6 

 Hourly load profile: The hourly load profiles prepared by Hydro One for the 7 

2006 CAIF were used for all classes. 8 

The hourly load profiles provided by Hydro One for all of the classes for the 2006 model 9 

were considered to be appropriate for use in the 2013 models for the following reasons.  10 

1. Elenchus explored alternatives for updating the hourly load profiles by rate class 11 

comparable to the estimated load profiles that Hydro One prepared for the LDCs for 12 

their 2006 CA Models.  Hydro One advised that they no longer have the capacity to 13 

produce a significant number of LDC-specific hourly load profiles. As far as Elenchus 14 

is aware, no other entity has the necessary information and models to produce 15 

comparable quality hourly load profiles for Ontario LDCs. It therefore was not 16 

practical for distributors to update their hourly load profiles by class except in 17 

exceptional circumstances. 18 

2. There would be little point in investing in updated load profiles without also investing 19 

in updated saturation surveys for the residential class in each service area. These 20 

are expensive and time consuming to undertake as they involve a survey of a 21 

statistically significant sample of customers.  22 

3. With the widespread rollout of smart meters and the collection of smart meter data, 23 

Ontario distributors will have better hourly load profile by class data than the Hydro 24 

One estimates. Unless there is evidence of a significant change in circumstances, 25 

investing in new hourly load profile by class estimates would be a questionable use 26 

of ratepayer funds when superior hourly load profile information will be available in 27 

the next few years at minimal incremental cost. 28 
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4. Both time-of-use commodity pricing and changes to the design of distribution rates 1 

can be expected to alter the hourly load profiles of the affected classes.  2 

5. The 2006 hourly load profiles were based on 2004 actual loads and updated hourly 3 

load profiles would be based on 2011 actual loads for all classes other than the 4 

GS>500 kW.  5 

6. Elenchus relied on actual 2011 hourly load data are available for the GS>500 kW 6 

classes (all customers have interval meters) and the hourly load data does not 7 

require weather adjustment, making it a straightforward task to determine the 8 

updated hourly load shape of these classes in a manner that is consistent with the 9 

Hydro One methodology.  10 

2.3 COST INFORMATION 11 

As noted earlier, Elenchus’ preferred methodology for preparing 2013 cost allocation 12 

models is to use the prospective 2013 test year as the basis for the CA Study, assuming 13 

appropriate expense and asset information is available for the 2013 test year. In the 14 

case of THI, the financial information for the forecast year has been prepared at the 15 

USoA level consistent with the level of detail embedded in the OEB’s cost allocation 16 

model. 3 17 

2.4 TREATMENT OF PRIMARY AND SECONDARY ASSETS 18 

Tillsonburg does not record assets and expenses broken down between Primary and 19 

Secondary distribution system. 20 

In order to better reflect cost causality and allocate assets and expenses to customers 21 

based on their use of Tillsonburg’s distribution system, Elenchus conducted a survey of 22 

                                            
3  Some information (i.e., meter counts and some amortization detail) that is used in the Board’s CA 
Model is not explicitly forecasted for the test year. These values were estimated using scaling factors 
based on prior year ratios. For example, the ratio of meters to customers was assumed to be constant.  
The portion of the total costs accounted for in this manner was too small for any plausible estimation 
errors to have a significant impact on the test year revenue to cost ratios. 
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other similar distributors in Ontario and recorded the split of Primary and Secondary 1 

assets used by other distributors in their cost allocation studies submitted to the OEB for 2 

review.  3 

Elenchus surveyed the following asset accounts: 4 

Table 1: Primary and Secondary Accounts Surveyed 5 

1830 Poles, Towers and Fixtures 

1830-3 Poles, Towers and Fixtures - Subtransmission Bulk Delivery 

1830-4 Poles, Towers and Fixtures - Primary 

1830-5 Poles, Towers and Fixtures - Secondary 

1835 Overhead Conductors and Devices 

1835-3 Overhead Conductors and Devices - Subtransmission Bulk Delivery 

1835-4 Overhead Conductors and Devices - Primary 

1835-5 Overhead Conductors and Devices - Secondary 

1840 Underground Conduit 

1840-3 Underground Conduit - Bulk Delivery 

1840-4 Underground Conduit - Primary 

1840-5 Underground Conduit - Secondary 

1845 Underground Conductors and Devices 

1845-3 Underground Conductors and Devices - Bulk Delivery 

1845-4 Underground Conductors and Devices - Primary 

1845-5 Underground Conductors and Devices - Secondary 

The following distributors were surveyed: 6 

 Brantford - EB-2007-0698 7 

 Burlington - EB-2009-0259 8 

 Erie Thames - EB-2012-0121 9 

 Essex - EB-2009-0143 10 

 Festival - EB-2009-0263 11 

 Grimsby - EB-2011-0273 12 

 Guelph - EB-2011-0123 13 

 Halton Hills - EB-2011-0271 14 
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 Hydro 2000 - EB-2011-0326 1 

 Kingston - EB-2010-0136 2 

 Kitchener Wilmont - EB-2009-0267 3 

 Oakville - EB-2009-0271 4 

 Port Colborne, Gananoque, For Erie - EB-2012-0112 5 

 Waterloo North - EB-2010-0144 6 

 Woodstock - EB-2010-0145 7 

The results of the survey produced the following results for Primary and Secondary. 8 

Bulk delivery had no recorded values: 9 

Table 2: Results of Primary and Secondary Breakdown Survey 10 

Account Average Minimum Maximum 

1830-4 67% 0% 98% 

1830-5 33% 2% 100% 

1835-4 64% 0% 91% 

1835-5 36% 9% 100% 

1840-4 52% 0% 100% 

1840-5 48% 0% 100% 

1845-4 56% 0% 100% 

1845-5 44% 0% 100% 

The average breakdown between Primary and Secondary distribution system assets for 11 

the 15 distributors was used in Tillsonburg’s cost allocation study. 12 
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3 THI COST ALLOCATION STUDY METHODOLOGY 1 

This section documents Elenchus’ methodology for correcting THI’s 2009 CA Study and 2 

details the steps taken to derive THI’s 2013 Cost Allocation Study.  3 

3.1 2009 THI CORRECTED CA MODEL 4 

The only correction applied to THI’s 2009 CA Study has been to apply an average 5 

breakdown between Primary and Secondary distribution system assets. The summary 6 

results from Sheet O 3.3 and O 3.4 of the Cost Allocation Model for the 2009 Approved 7 

and the 2009 Corrected Studies are provided below: 8 

Table 3: Summary Results from Sheet O 3.3 and O 3.4 9 

 2009 CA Approved 2009 CA Corrected 

Description Primary 
Pool 

Secondary 
Pool 

Total Primary 
Pool 

Secondary 
Pool 

Total 

Admin. and General Expense 468,872  468,872  937,744  468,872  468,872  937,744  

Operations & Maintenance  875,853  875,853  1,751,706  875,853  875,853  1,751,706  

Conductors and Poles       

Gross Assets 361  5,260,853  5,261,214  3,163,377  2,097,837  5,261,214  

Acc. Depreciation - 89  - 1,290,458  - 1,290,547  - 775,959  - 514,588  - 1,290,547  

Net Fixed Assets  272  3,970,394  3,970,667  2,387,418  1,583,249  3,970,667  

As expected, the introduction of a greater distinction between Primary and Secondary 10 

distribution assets impacts the allocation of costs to customer classes and their resulting 11 

revenue to cost ratios. As a result and reflecting asset utilization, the smaller customer 12 

classes such as Residential have greater costs allocated to them while the largest 13 

customer class have less cost allocated to them.  14 

The revised revenue to cost ratios under the THI 2009 Corrected are provided below 15 

with a comparison with the ratios resulting from THI 2009 (Approved): 16 
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Table 4: R/C Ratios under 2009 Approved and 2009 Corrected CA Studies 1 

2009 EDR 2009 EDR Range 

 Approved Corrected  

Residential 1.39 1.22 0.85 - 1.15 

GS<50 1.21 0.99 0.80 - 1.20 

GS 50-500 0.61 0.72 0.80 - 1.20 

GS500-1500 0.42 0.67 0.80 - 1.20 

GS>1500 0.10 0.17 0.80 - 1.20 

Streetlight 0.46 0.46 0.70 - 1.20 

Sentinel 1.57 1.38 0.80 - 1.20 

USL 0.80 0.78 0.80 - 1.20 

3.2 2013 THI CA MODEL 2 

3.2.1 HOURLY LOAD PROFILE (HONI FILE) 3 

For the THI CAIF, HONI provided data files with three worksheets that were to be used 4 

as input to the 2009 CAIF: 5 

 Data Summary: actual and weather normalized monthly kWh by class, 6 

disaggregated by weather sensitive and non-weather sensitive load for relevant 7 

classes. 8 

 Hourly Load Shape by Class: GWh by class for each hour in 2004. 9 

 Input to Cost Allocation Model: The 1CP, 4CP, 12CP, 1NCP, 4NCP, 12NCP 10 

allocators are derived from the hourly load profiles. 11 

The THI hourly load shapes derived by Hydro One for the 2006 CAIF were not updated. 12 

However, the demand allocators derived by Hydro One for the 2006 CAIF were revised 13 

to reflect changes in the relative loads for the classes from 2004 to 2013. This was done 14 

by scaling the hourly load profiles of each class on the Hourly Load Shape by Class 15 

worksheet of the HONI file to levels consistent with the 2013 load forecast while 16 

maintaining the hourly load shapes.  17 
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3.2.2 DEMAND ALLOCATORS (HONI FILE) 1 

The demand allocators used in the THI-2013 CA model were derived using the same 2 

methodology as Hydro One used for the 2006 file; however, they were re-determined 3 

using the forecast 2013 hourly load profiles resulting from the preceding step. Using the 4 

2013 hourly load profiles by class, the 12 monthly coincident and non-coincident peaks 5 

for the rate classes were determined on the Hourly Load Shape by Rate Class 6 

worksheet.  The allocators were then derived as follows. 7 

 The 1, 4 and 12 NCP values for each class were calculated by selecting the peak 8 

in the year (1 NCP), summing the four highest monthly peaks (4 NCP) and 9 

summing the 12 monthly peaks for each class (12 NCP), respectively. 10 

 The total 1, 4 and 12 NCP values are the totals of the corresponding class NCP 11 

values. 12 

 The 1, 4 and 12 CP values for each class were derived by identifying the hour in 13 

each month when the coincident peak occurred and then selecting the peak in 14 

the year (1 CP), adding the demands during the four highest coincident peak 15 

hours (4 CP) and summing the demand for each class during the 12 monthly 16 

coincident peak hours (12 CP), respectively. 17 

 The total 1, 4 and 12 CP values are the totals of the corresponding class CP 18 

values, which are the values used to identify the relevant coincident peak hours. 19 

3.2.3 2013 DEMAND DATA (THI-2013 MODEL) 20 

The demand allocators derived in the updated Hydro One file as described in the 21 

preceding section were input at the appropriate cells at sheet I8 Demand Data of the 22 

2013 THI CA Model.  However, the Line Transformer and Secondary 1NCP, 4NCP and 23 

12NCP values (rows 57-58, 63-64, 69-70) for GS 50-500kW, GS 500-1,500 and GS> 24 

1500 kW are not equal to the full class NCP values since not all GS 50-500 kW, GS 25 

500-1500 and GS>1500 kW customers use these facilities. The Line Transformer and 26 
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Secondary 1NCP, 4NCP and 12NCP values were therefore determined from the full 1 

load data NCP values using the ratio of values in the 2006 CA Model. 2 

3.2.4 2013 CUSTOMER DATA (THI-2013 MODEL) 3 

The 30 year weather normalized kWh by rate class which was an input from the Hydro 4 

One file at Sheet I6 Customer Data row 27 in the 2006 CA model was replaced with the 5 

2013 load forecast in the 2013 CA Model at Sheet I6.1 Revenue row 50. 6 

In addition, the demand data (kW and kWh) in rows 25, 26, and 27 of Sheet I6.1 7 

Revenue were replaced with the forecasted values.  Row 27 was scaled by the 8 

percentage change in row 26. 9 

The 2013 Distribution Revenue in row 39 was derived using the forecast demand (kW 10 

and kWh) and customer counts by rate class and the existing 2012 rates. 11 

3.2.5 2013 REVENUE TO COST RATIOS 12 

Since THI is proposing to set rates that recover its full revenue requirement, the total 13 

revenue to cost ratio at proposed rates will be 100% in 2013. The 2013 total revenue to 14 

cost ratio at current rates is less than 100% by the amount of the required rate increase. 15 

The revenue to cost ratios of the classes reflect the costs allocated to the classes based 16 

on the OEB CA Model methodology and the revenues that would be generated at 17 

current rates given the forecast demand (kW and kWh) and customer counts by rate 18 

class for 2013. 19 
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4 SUMMARY OF REVENUE TO COST RATIOS 1 

The class revenue-to-cost ratios as determined in the THI cost allocation models are 2 

shown in Table 5, below. 3 

Table 5: Revenue to Cost Ratios for 2013 THI CA Study 4 

2009 EDR 2013 EDR Board Range 

 Corrected Status Quo  

Residential 1.22 0.87 0.85 - 1.15 

GS<50 0.99 1.05 0.80 - 1.20 

GS 50-500 0.72 0.99 0.80 - 1.20 

GS500-1500 0.67 1.25 0.80 - 1.20 

GS>1500 0.17 2.36 0.80 - 1.20 

Streetlight 0.46 1.68 0.70 - 1.20 

Sentinel 1.38 0.39 0.80 - 1.20 

USL 0.78 2.92 0.80 - 1.20 

THI’s 2013 ratios (at current rates) reflect the impact of changes in throughput by class 5 

as well as changes in costs from 2006 through the 2013 forecast test year. 6 

Table 6 presents the revenue responsibility (i.e., allocation of the total revenue 7 

requirement to the rate classes) in each of the models.  This revenue responsibility is 8 

presented in both dollar and percentage terms.  9 

Table 6: Revenue Responsibility by Rate Class 10 

THI 2009 Corrected THI 2013 

Customer Class  $ % $ % 

Residential 1,347,060 55.97 2,210,132 61.83 

GS<50 kW 462,750 19.23 618,921 17.31 

GS 50-500 kW 231,723 9.63 365,063 10.21 

GS 500-1500 kW 88,182 3.66 170,642 4.77 

GS >1500 kW 181,644 7.55 137,258 3.84 

Street Light 73,419 3.05 47,170 1.32 

Sentinel 2,364 0.10 16,045 0.45 

Unmetered Scattered Load 19,458 0.81 9,524 0.27 

Total 2,406,600 100.00 3,,574,756 100.00 
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5 FIXED CHARGE RATES 1 

The THI cost allocation model produced the following customer unit cost per month 2 

values: 3 

Table 7: 2013 Customer Unit Cost per Month ($) 4 

Customer Class Name  Avoided Costs 
(Minimum Charge) 

 Directly Related   Minimum System 
with PLCC adj.  

Residential 7.17 9.73 18.65  

General Service < 50 kW 20.36 26.75 36.87 

General Service > 50 to 500 kW 53.43 68.88 83.38 

General Service > 500 to 1500 kW 83.84 111.98 167.18 

General Service > 1,500 kW 208.64 262.81 455.13 

Street Lighting 1.10 1.54  6.48  

Sentinel Lighting 2.26 3.14 10.48 

Unmetered Scattered Load 1.96 2.73 7.87 

In accordance with Board policy,4 the following boundary values would apply for the 5 

fixed monthly service charge: 6 

Table 8: 2013 Fixed Charge Boundary Values ($) 7 

Customer Class Cost Allocation Existing Rate Boundary Values 

Low High Minimum Maximum 

Residential 7.17 18.65 9.91 7.17 18.65 

GS<50 kW 20.36 36.87 25.07 20.36 36.87 

GS 50-500 kW 53.43 83.38 129.43 53.43 129.43 

GS 500-1500 kW 83.84 167.18 1,352.34 83.84 1,352.34 

GS >1500 kW 208.64 455.13 1,915.17 208.64 1,915.17 

Street Light 1.10 6.48 1,700.59 1.10 1,700.59 

Sentinel 2.26 10.48 1.01 1.01 10.48 

USL 1.96 7.87 14.75 1.96 14.75 

 8 

                                            
4 Ontario Energy Board, Report of the Board, Application of Cost Allocation for Electricity Distributors (EB-
2007-0667), November 28, 2007, pages 12-13 
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Please complete the following four tables.

A)  Allocated Costs

Classes
Costs Allocated 
from Previous 

Study
%

Costs Allocated 
from Previous 

Study - Corrected
%

Costs Allocated 
in Test Year 

Study           
(Column 7A)

%

Residential 1,181,259$         49.08% 1,347,060$          55.97% 2,210,132$           61.83%
GS < 50 kW 373,931$           15.54% 462,750$             19.23% 618,921$              17.31%
GS  50 - 499 275,279$           11.44% 231,723$             9.63% 365,063$              10.21%
GS > 1500 kW, if applicable 339,313$           14.10% 181,644$             7.55% 137,258$              3.84%
Large User, if applicable 0.00% 0.00% 0.00%
Street Lighting 73,438$             3.05% 73,419$               3.05% 47,170$                1.32%
Sentinel Lighting 2,082$               0.09% 2,364$                 0.10% 16,045$                0.45%
Unmetered Scattered Load (USL) 18,947$             0.79% 19,458$               0.81% 9,524$                  0.27%
GS 500 - 1499 142,351$           5.92% 88,182$               3.66% 170,642$              4.77%

0.00% 0.00% 0.00%
Embedded distributor class 0.00% 0.00% 0.00%
Total 2,406,600$         100.00% 2,406,600$          100.00% 3,574,755$           100.00%

Notes

  

Appendix 2-P
Cost Allocation

1     Customer Classification - If proposed rate classes differ from those in place in the previous Cost Allocation 
study, modify the rate classes to match the current application as closely as possible.

2     Host Distributors -  Provide information on embedded distributor(s) as a separate class, if applicable.   If 
embedded distributor(s) are billed as customers in a General Service class, include the allocated cost and revenue 
of the embedded distributor(s) in the applicable class.  Also complete Appendix 2-Q.

3     Class Revenue Requirements - If using the Board-issued model, in column 7A enter the results from 
Worksheet O-1, Revenue Requirement (row 40 in the 2013 model).  This excludes costs in deferral and variance 
accounts.  Note to Embedded Distributor(s), it also does not include Account 4750 - Low Voltage (LV) Costs. 
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Appendix 2-P
Cost Allocation

B)  Calculated Class Revenues

Column 7B Column 7C Column 7D Column 7E

1,558,754$          1,824,003$          2,024,779$              93,537$                
540,458$             632,427$             633,892$                14,507$                

300,941$             352,152$             351,736$                9,163$                  
271,726$             317,965$             160,017$                4,656$                  

65,862$               77,069$               54,805$                  1,787$                  
4,756$                5,566$                 8,879$                    764$                     

23,352$               27,326$               11,038$                  392$                     
177,671$             207,905$             199,261$                5,538$                  

2,943,520$          3,444,413$          3,444,407$              130,344$              

Notes:

1     Columns 7B to 7D - LF means Load Forecast of Annual Billing Quantities (i.e. customers or connections X 12, (kWh or kW, as 
applicable).  Revenue Quantities should be net of Transfomrer Ownership Allowance.  Exclude revenue from rate adders and rate 

Classes (same as previous table) Load Forecast 
(LF) X current 

L.F. X current 
approved rates X 

LF X proposed 
rates

Miscellaneous 
Revenue

Residential
GS < 50 kW

GS  50 - 499

GS > 1500 kW, if applicable
Large User, if applicable
Street Lighting
Sentinel Lighting
Unmetered Scattered Load (USL)
GS 500 - 1499

Embedded distributor class
Total

3     Columns 7C - The Board cost allocation model calculates "1+d" in worksheet O-1, cell C21. "d" is defined as Revenue Deficiency/ 
Revenue at Current Rates.

4     Columns 7E - If using the Board-issued Cost Allocation model, enter Miscellaneous Revenue as it appears in Worksheet O-1, row 
19.

2     Columns 7C and 7D - Column total in each column should equal the Base Revenue Requirement
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Appendix 2-P
Cost Allocation

C)  Rebalancing Revenue-to-Cost (R/C) Ratios

Previously 
Approved Ratios

Status Quo 
Ratios Proposed Ratios

Most Recent 
Year:
2009

% % % %
138.79                86.76                   95.85                      85 - 115
121.47                104.53                 104.76                    80 - 120

60.63                  98.97                   98.86                      80 - 120
9.97                    235.05                 119.97                    80 - 120

85 - 115
45.81                  167.17                 119.97                    70 - 120

156.94                39.45                   60.10                      80 - 120
80.34                  291.03                 120.01                    80 - 120
42.23                  125.08                 120.02                    80 - 120

Residential
GS < 50 kW
GS  50 - 499

GS > 1500 kW, if applicable
Large User, if applicable
Street Lighting
Sentinel Lighting
Unmetered Scattered Load (USL)

Class Policy Range

(7C + 7E) / (7A) (7D + 7E) / (7A)

GS 500 - 1499

Embedded distributor class

Page 3 of 5
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Appendix 2-P
Cost Allocation

C)  Rebalancing Revenue-to-Cost (R/C) Ratios

Previously 
Approved Ratios -

Corrected
Status Quo 

Ratios Proposed Ratios
Most Recent 

Year:
2009

% % % %
121.96                86.76                   95.85                      85 - 115
98.55                  104.53                 104.76                    80 - 120
71.66                  98.97                   98.86                      80 - 120
16.79                  235.05                 119.97                    80 - 120

85 - 115
45.82                  167.17                 119.97                    70 - 120

138.48                39.45                   60.10                      80 - 120
78.29                  291.03                 120.01                    80 - 120
66.90                  125.08                 120.02                    80 - 120

Notes

1     Previously Approved Revenue-to-Cost Ratios - For most applicants, Most Recent Year would be the third year of the IRM 3 period,  
e.g. if the applicant rebased in 2009 with further adjustments over 2 years, the Most recent year is 2011.  For applicants that have had 
rates adjusted only under IRM 2, the Most Recent Year is 2006, and the applicant should enter the ratios from their Informational Filing.

Large User, if applicable
Street Lighting
Sentinel Lighting
Unmetered Scattered Load (USL)

GS < 50 kW
GS  50 - 499
GS > 1500 kW, if applicable

2     Status Quo Ratios - The Board's updated Cost Allocation Model yields the Status Quo Ratios in Worksheet O-1.  Status Quo 
means "Before Rebalancing".

GS 500 - 1499

Embedded distributor class

Class Policy Range

(7C + 7E) / (7A) (7D + 7E) / (7A)

Residential
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Appendix 2-P
Cost Allocation

D)  Proposed Revenue-to-Cost Ratios

2013 2014 2015
% % % %

95.85                  95.85                   95.85                      85 - 115
104.76                104.76                 104.76                    80 - 120

98.86                  98.86                   98.86                      80 - 120
119.97                119.97                 119.97                    80 - 120

85 - 115
119.97                119.97                 119.97                    70 - 120
60.10                  70 80 80 - 120

120.01                120.01                 120.01                    80 - 120
120.02                120.02                 120.02                    80 - 120

0

Note

Residential

Class Proposed Revenue-to-Cost Ratios
Policy Range

Unmetered Scattered Load (USL)
GS 500 - 1499

GS  50 - 499

GS > 1500 kW, if applicable
Large User, if applicable

Embedded distributor class

1     The applicant should complete Table D if it is applying for approval of a revenue to cost ratio in 2012 that is outside the Board’s 
policy range for any customer class. Table (d) will show the information that the distributor would likely enter in the IRM model) in 2013.  
In 2013 Table (d), enter the planned ratios for the classes that will be ‘Change’ and ‘No Change’ in 2013 (in the current Revenue Cost 
Ratio Adjustment Workform, Worksheet C1.1 ‘Decision – Cost Revenue Adjustment’, column d), and enter TBD for class(es) that will 
be entered as ‘Rebalance’. 

Street Lighting
Sentinel Lighting

GS < 50 kW

Page 5 of 5
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ALLOCATION OF LOW VOLTAGE CHARGES 1 

THI is not an embedded distributor and therefore does not charge a Low Voltage Service 2 

Rate. 3 

 4 
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OVERVIEW OF BASE REVENUE ALLOCATION 1 

For the 2013TY, THI is unable to precisely determine the value of either components of 2 

the distribution system and thus relies on a survey conducted by Elenchus to 3 

approximate the share of each class of assets. 4 

 5 

The Revenue to Cost Ratios are presented at E7/T2/S2/Att2. 6 

 7 

The Table of Allocation Results is provided at E7/T2/S2/Att1. 8 
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RateMaker 2011   release 1.0    © Elenchus Research Associates

Tillsonburg Hydro Inc. (ED-2003-0026)
2013 EDR Application (EB-2012-0168)   version: 1

August 31, 2012

F4   Fixed/Variable Rate Design

Enter the proposed fixed monthly rate for each customer class

Existing Rates (a) Cost Allocation - Minimum Fixed Rate (b) Cost Allocation - Maximun Fixed Rate (b)

Customer Class Name Rate Fixed % Variable % Rate Fixed % Variable % Rate Fixed % Variable %

Residential $9.91 46.10% 53.90% $7.17 25.67% 74.33% $18.65 66.78% 33.22%

General Service < 50 kW $25.07 37.07% 62.93% $20.36 25.67% 74.33% $36.87 46.49% 53.51%

General Service > 50 to 499 kW $129.43 39.22% 60.78% $53.43 13.85% 86.15% $129.43 33.56% 66.44%

General Service > 500 to 1499 kW $1,352.34 82.20% 17.80% $83.84 4.54% 95.46% $1,352.34 73.30% 26.70%

General Service > 1,500 kW $1,915.17 16.92% 83.08% $208.64 3.13% 96.87% $1,915.17 28.72% 71.28%

Unmetered Scattered Load $14.75 46.99% 53.01% $1.96 13.21% 86.79% $14.75 99.42% 0.58%

Sentinel Lighting $1.01 32.36% 67.64% $2.26 38.79% 61.21% $10.48 179.88% -79.88%

Street Lighting $1,700.59 30.98% 69.02% $1.10 0.02% 99.98% $1,700.59 37.24% 62.76%

MicroFIT Generators $5.25 0.00% 0.00% $0.00 -- -- $5.25

(a) per sheet C3

(b) Rates per sheet F2; %s based on # customers/connections (sheet C2) and Base Revenue Requirement allocated to class (sheet F3)

Existing Fixed/Variable Split (c) Rate Application Base Revenue Requirement $

Customer Class Name Rate Fixed % Variable % Fixed Rate Fixed % Variable % Total (d)  Fixed (e)  Variable (f) 

Residential $12.87 46.10% 53.90% $10.00 35.81% 64.19% 2,024,778 725,040 1,299,738Residential $12.87 46.10% 53.90% $10.00 35.81% 64.19% 2,024,778 725,040 1,299,738

General Service < 50 kW $29.40 37.07% 62.93% $25.00 31.52% 68.48% 633,892 199,800 434,092

General Service > 50 to 499 kW $151.28 39.22% 60.78% $130.00 33.71% 66.29% 351,736 118,560 233,176

General Service > 500 to 1499 kW $1,516.67 82.20% 17.80% $1,352.00 73.28% 26.72% 199,261 146,016 53,245

General Service > 1,500 kW $1,127.82 16.92% 83.08% $1,915.00 28.72% 71.28% 160,017 45,960 114,057

Unmetered Scattered Load $6.97 46.99% 53.01% $7.00 47.18% 52.82% 11,038 5,208 5,830

Sentinel Lighting $1.89 32.36% 67.64% $2.00 34.33% 65.67% 8,879 3,048 5,831

Street Lighting $1,415.09 30.98% 69.02% $1,700.00 37.22% 62.78% 54,805 20,400 34,405

MicroFIT Generators 0.00% 0.00% $5.40 0.00% 0.00% 0 0 0

(c) %s per Existing Rates, Rate based on Fixed % of Total Base Revenue allocated to class (4) and # customers/connections (sheet C2)(e) Based on Rate Application Fixed Rate and # customers/connections (sheet C2)

(d) per sheet F3 (f) Total amount (d) less Fixed amount (e)3,444,405 1,264,032 2,180,373

104,248 104,248

3,548,652 1,264,032 2,284,620

Transf. Allowance ($/kW): ($0.60) Gross $ Resulting Variable Existing Base Revenue $

Customer Class Name kW Rate Total $ (g) Variable (h) Rate (i) per Var. Rate (j) Fixed (k) Gross (l)

Residential 0 $0.00 0 1,299,738 $0.0261 kWh $0.0169 725,040 2,024,778

General Service < 50 kW 0 $0.00 0 434,092 $0.0194 kWh $0.0152 199,800 633,892

General Service > 50 to 499 kW 22,460 $0.60 13,476 246,652 $2.1365 kW $1.7010 118,560 365,212

General Service > 500 to 1499 kW 80,883 $0.60 48,530 101,775 $1.1666 kW $0.9187 146,016 247,791

General Service > 1,500 kW 70,403 $0.60 42,242 156,299 $2.2156 kW $3.7991 45,960 202,259

Unmetered Scattered Load 0 $0.00 0 5,830 $0.0137 kWh $0.0290 5,208 11,038

Sentinel Lighting 0 $0.00 0 5,831 $19.3715 kW $10.6876 3,048 8,879

Printed: 9/27/2012 5:48 PM 1 of 2



RateMaker 2011   release 1.0    © Elenchus Research Associates

Tillsonburg Hydro Inc. (ED-2003-0026)
2013 EDR Application (EB-2012-0168)   version: 1

August 31, 2012

F4   Fixed/Variable Rate Design

Enter the proposed fixed monthly rate for each customer class

Street Lighting 0 $0.00 0 34,405 $9.1331 kW $12.0665 20,400 54,805

MicroFIT Generators 0 $0.00 0 0 $0.0000 $0.0000 0 0

(g) kW volume multiplied by Rate 104,248 (k) per (e) above

(h) Variable Base Revenue Requirement (f), plus total Transformer Allowances (g) (l) Gross Variable amount (h), plus Fixed Base Revenue (k)

(i) Gross Variable amount $ (h), divided by test year volume (sheet C2)

Printed: 9/27/2012 5:48 PM 2 of 2
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The next table illustrates the changes in Revenue-to-Cost ratios from the 2009 EDR 

Approved results with the revised methodology. 

Table 1:  R/C Ratios for 2009 Approved and 2009 Corrected (E7/T1/S1/Att2) 

 
2009 EDR 2009 EDR OEB Range 

 Approved Corrected  

Residential 1.39 1.22 0.85 - 1.15 
GS< 50 1.21 0.99 0.80 - 1.20 
GS> 50-500 0.61 0.72 0.80 - 1.20 
GS> 500-1500 0.42 0.67 0.80 - 1.20 
GS>1500 0.10 0.17 0.80 - 1.20 
Street Light 0.46 0.46 0.70 - 1.20 
Sentinel 1.57 1.38 0.80 - 1.20 
USL 0.80 0.78 0.80 - 1.20 

 

Overall, the 2009 EDR corrected results tend to improve Revenue to Cost ratios of all 

classes by bringing them closer to unity. 

Proposed Revenue to Cost Ratios 

For 2013, THI is proposing to bring all classes above the OEB Range within the upper 

limit of the range. This applies to all classes above GS>500 kW and Unmetered 

Scattered Load. The Residential class picks up most of the revenue removed from those 

classes and sees its ratio improve from 0.87 to 0.96.  

 

Classes with ratios reasonably close to unity are not altered and this applies to 

GS<50 kW and GS>50-500 kW.  

 

THI is proposing a three-year phase-in process for the Sentinel class. In 2013, the ratio 

is increased by 21 percentage points, from 0.39 to 0.60 (E7/T1/S1/Att2). The ratio would 

then be improved by 10 percentage points in each of the next two years. The phase-in is 

proposed to limit the bill impact on the few customers of that class.  
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Table 2: 2013 Revenue to Cost Ratios (E7/T1/S1/Att2) 

 
2009 EDR 2013 EDR 2013 EDR 2013 EDR OEB Range 

 Corrected Status Quo Proposed Change from 
Status Quo 

 

Residential 1.22 0.87 0.96 0.09 0.85 - 1.15 
GS< 50 0.99 1.05 1.05 0.00 0.80 - 1.20 
GS> 50-500 0.72 0.99 0.99 0.00 0.80 - 1.20 
GS> 500-1500 0.67 1.26 1.20 -0.06 0.80 - 1.20 
GS> 1500 0.17 2.37 1.20 -1.17 0.80 - 1.20 
Street Light 0.46 1.68 1.20 -0.48 0.70 - 1.20 
Sentinel 1.38 0.39 0.60 0.21 0.80 - 1.20 
USL 0.78 2.93 1.17 -1.22 0.80 - 1.20 

 

 

 




