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WORKING CAPITAL (LEAD-LAG STUDY)

1.0 INTRODUCTION

Working capital is the amount of funds required to finance the day-to-day operations of a
regulated utility and is included as part of rate base for ratemaking purposes. The

determination of working capital relies on a lead-lag study.

In 2009, Hydro One commissioned Navigant to carry out a lead-lag study. In the OEB’s
EB-2009-0096 Decision with Reasons, the OEB accepted the results of the Navigant
lead-lag study. In 2013, Hydro One commissioned Navigant to conduct an updated lead-
lag study which is included in Exhibit D1, Tab 1, Schedule 3, Attachment A (entitled
Working Capital Requirements of Hydro One Networks™ Distribution Business — dated

December 3, 2013).

2.0 SUMMARY

Hydro One Distribution’s net cash working capital requirement for the 2015 test year is
$236.2 million or 7.4% of OM&A ($564.3M) and Cost of Power expenses ($2,626.9M).
Applying the same formula the remaining test years are: 2016 - 7.4%; 2017 - 7.5%; 2018
- 7.5% and 2019 - 7.6%. Table 1 summarizes the net cash working capital requirements
determined by using the lead/lag days from the Navigant study filed in Exhibit D1, Tab 1,
Schedule 3, Attachment 1 to reflect the 2015 and 2019 test year revenues, expenses and

HST amounts (Table 2).
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The methodology used to determine the net working cash required is based on the
Navigant study that was accepted by the OEB and updated as part of this filing, and it
takes the following mfo consideration:

e has considered the most important elements of revenue lags, including the service,
billing and cotlection lags;

e inciudes the most important elements of expense leads such as payroll and benefiss,
operations, maintenance, administration expenses, and taxes, including property
faxes; and

a takes the major cost elements into consideration in calculating the net cash working

capital.
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Distribution Net Cash Working Capital Requirement

(Ali Data in Smillions Except Lead/Lag Days)

Revenue | Expense | Net Lag 2015 2016 2017 2018 2019
Lag Lag (Lead Test Test Test Test Test
(Days) (Days) Days) Year Year Year Year Year
(A (B) () (D) (F) (F) () (H)
Expenses
Cost of Power 32.23 3274 19.51 26209 26234 E 2614.4 2586.2 23825
OMEA 51.23 2741 25.14 5643 610.2 614.0 603.9 600.0
Removal Costs 52.25 16.51 3574 345 57.0 04 63.3 63.8
Envirommental Costs 5225 40.98 127 14.2 22.0 224 22.0 216
Interest on Long-Term Debt 3223 8.93 4332 177.9 188.6 200.4 217.5 238.2
PILS 5225 128.37 {76.12) 55.6 61.6 61.2 63.6 69.4
Total 34932 33627 35738 33383 3377.6
HST (see Table 2) 9414 9371 961.2 960.3 966.7
Total Amounts
Paid/Acerued 3434.7 £519.8 43349 4318.7 4344.4

Woarking Canital Required

(Caleuiations based on above values, for each expense category, caleulated using the following formula: For Test Years 2013 to

2019 (Col {D)*Col (CY365))

Cost of Power 140.4 139.8 139.7 138.2 138.0
OME&A 38.9 41.9 423 41.6 41.3
Removal Costs 5.3 3.6 5.9 6.2 6.4

Environmental Costs 0.4 0.7 0.7 0.7 0.7

Interest on Long-Term Debt 21.1 223 238 25.8 28.3
Income & Capital Tax {11.6) {12.8) {13.0) (13.7 (14.5)
Total 194.6 197.5 199.4 198.8 200.3
HST {see Table 2) 41.7 41.6 41.4 41.0 40.9
Net Working Cash Required 236.2 239.1 240.8 239.8 2411
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Table2

Distribution Summary of HST Cash Working Capital Reguirement

{All Data in $M Except Lead-Lag Days)

H5T Working 2015 2016 2017 2018 2019
Lead Capital Test Test Test Test Test
Time Factor Year Year Year Year Year
(Days)
Revenue {extenal) (7.13) -2.0% (10.3} {10.5) (10.6) {(10.7) {10.8)
OM&EA 42.92 11.8% 32 33 35 3.5 34
Cost of power 45,92 12,6% 45.0 42.9 42.8 423 422
Removal costs 4430 12.1% 0.1 0.1 0.1 0.1 0.1
Environmental costs 44.30 12.1% 0.1 0.1 0.1 0.1 0.1
Capital expenditures 4430 12.1% 5.6 5.0 3.3 3.6 5.8
Total " 41.7 41.8 41.4 41.0 40.9

Refer to page 11 of Attachment 1 for more detai! on the Distribution HST Cash Working

Capital Requirement.
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This report (the “report”} was prepared for Hydro One Networking Inc. ("HONI") by Navigant
Consulting, Ltd, {“Navigant”). The report was prepared solely for the purposes of HONTs rate filing to
before the Ontario Energy Board and may not be used for any other purpose. Use of this report by any
third party outside of HONT's rate filing is prohibited. Use of this report should not, and does not,
absolve the third party from using due diligence in verifying the report’s contents.  Any use which a
third party makes of this report, or any reliance on if, is the responsibility of the third party. Navigant
extentds no warranty to any third party.

This docurment is confidential and propristary in iis entirsty. 1 may be copied and distribuled solely for the purpose of evaluaticn.
€ 2013 Mavigant Consulting, Ltd
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Sumtmary

In preparation for a 2015-2019 distribution rate filing before the Ontario Energy Board ("OER”), Hydro
One Networks, Incorporated ("HONT") retained Navigant Consulting Limited ("Navigant”) to prepare
an update to its prior working capital study. This report provides the resuits of the update and the

working capital requirements of HONI's distribution business.

Listed below are key findings and conclusions from this study:
J (=) J

1. Interms of lead-lag days, the results from this study are generally comparable with HONT's
previous distribution working capital study (EB-2009-00%¢). Where there are differenices, they
have been ideniified, explained, and their impact on working capital requirements quantified;
The approach and methods used in this study are generally consistent with prior HONI studies

v

as well as studies performed by other local distribution companies in Ontarlo; and,
3. Data from calendar year 2012 was used as a basis for this analysis. Results from the lead-lag
study applied to HONYs test years identify the following working capital amounts,

Table 1: Summary of Working Capital Requirements

¥ L
SR Ly %
Yercentageof . o
: A%
OMA o S
Working Capital $736.21 5239.05 24076 §239.75 $241.11

Requirement S{v)

Ovganization of the Report

Section I of this report discusses the lag times associated with HONI's collections of revenues. This
includes a description of the sources revenues and how an overall revenue lag is derived.

Section I presents the tead times assoclated with HONT's expenses. This includes a description of the
types of expenses incurred by FIONT's distribution operations and how expenses are treated for the
purposes of deriving an overall expenses lead.

Section IV presents the working capital requirements of HONI's distribution business including the
working capital requirernent associated with the Harmonized Sales Tax ("HST").

Section V presents a sumrmary comparison of the results fram this study with resulis from EB-2009-009%6
study. Differences between the two have been noted, explained, and their impacts on working capital
quantified. The intent of presenting the discussion in Section V is to demenstrate that the approach used
in this study is an accurate refliection of the current distribution operations of HONIT and that the results
are reasonable when compared with the prior distribution studies.

Canfideniial snd Proprietsty Page 1
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Working capital is the amount of funds that are required to finance the day-to-day operations ¢f a

regulated utility and which are included as part of a rate base for ratemaking purposes. A lead-lag study
is the most accurate basis for determination of working capital and was used by Navigant for this
purpose.

A lead-lag study analyzes the time between the date customers receive service and the date that
customers’ payments are available to HONI (or “lag”) together with the time between which HONI

2

receives goods and services from its vendors and pays for them at o later date (or “lead”)!. “Leads” and
“Lags” are both measured in days and are dollar-weighted where appropriate.? The dollar-weighted net
lag (lag minus lead) days is then divided by 365 (or 366 for leap years) and then multiplied by the annual
test year expenses to determine the amount of working capital required. The resulting amount of
working capital s then included in FIONT's rate base for the purpose of deriving revenue requirements.

Key Concepts

Two key concepts need to be defined as they appear throughout this report:

Mid-Point Methed
When a service is provided to (or by) HONT over a period of time, the service is deemed to have

been provided (o received) evenly over the midpoint of the period, unless specific information
regarding the p ovision {or receipt) of that service indicates otherwise. If both the service end date
(“¥7y and the service start date ("X”) are known, the mid ,Loim‘, of a service period can be
calculated using the formula:

(¥ ~Xj+1)
2

Mid-Point =

When specific start and end dates are unknown, butitis known that a service is evenly distributed
over the mid-point of a period, an alternative formula that is generally used is shown below, The
formula uses the number of davs in ar (A) and the number of pericds ina year (B):

. . A/B
Mid-FPoint = ““:1“‘

A positive Jag (or lend) indicates that payments are received {or paid for) after the provision of a good or service.

The notion of dollar-weighting is pursued further in lhe sub-section titled "Key Concepts”.
Confidential ard Proprictary Page 2
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Statutorv Annroach

In mn;umlmn with the mid-peint method, it is important to note that not all areas of this study
may utilize dates onowhich actual payments were made to (or bv) HONI In some insiances,
particularly for the HST, the due dates for payments are established by statute or by regulation
with significant penalties for late payments. In these instances, th- due date established by statute
has been used in lieu of when payments were actually made.

Expense Lead Components

As used in this study, Expense Leads are defined to consist of two components;

1. Service Lead component (services are assumed to be provided to HONI evenly
around the mid-point of the service period), and

Payment Lead component (the time period from the end of the service period to the
time payment was made and when funds have left HONI's possession).

o

Dollar Weighting
Both leads and lags shoeuld be dollar-weighted where appropriate and where data is available to
accurately reflect the flow of dollars. For example, suppose that a particular transaction has a lead time

of 160 days and has a dollar value of $100. Further, suppose that another transaction has a lead time of 30
days with a dollar value of $1 Millon, A simple un-welghted average of the two transactions would give
us a fead time of 65 days {[100+30}/2). However, when these two transactions are dollar weighted, the
resulting lead time would be closer to 30 davs \Vhl(.h is more representative of how the dollars actually
flow.

Confidentiad and Froprigter Page 3
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Methodology

Performing a lead-lag study requires bwo key undertakings:

Developing an understanding of how the regulated distribution business operates in terms of
products and services sold te customers/purchased from vendors, and the policies and
procedures that govern such transactions; and,
Modeling such operations using data from a relevant period of time and a representative data
set. Itis important to ascertain and factor into the study whether {or not) there are known
changes to existing business policies and procedures going forward. Where such changes are
g 8 ) F BOMIE &
known and material, they should be factored into the study.

To develop an understanding of HONV's operations, interviews with personnel within HONI's Accounts

Payable,

Customer Service, Wholesale Market Operations, Human Resources, Payroll, Treasury, and Tax

Departments were conducted. Key questions that were addressed during the course of the interviews

included:

What is being sold (or purchased)? I a service is being provided to {or by) HONI, over what
time period was this service pm\flded;

2. Who are the buvers {or sellers);

3. What are the terms for pavment? Are the terms for payment driven by industry norms or by
company policy? Is there fexibility in the terms for payment;

4. Areany changes to the terms for pavment expected? Are these terms driven by industry or
mimnal]y? What is the basis for any such changes;

5. Are there any new rules or regulations governing transactions relating to distribution operations
that are expected to materialize over the time frame considered in this report; and,

6. Mow are paviments made {or received)? Paviment types have different payment lead times (i.e,
internet payments have shorter deposit times than chegue deposit times)

Confictertial and Proprictary Page 4
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A distribution utility providing service to its customers generally derives its revenue from bills paid for

service by its customers. A revenue lag represents the number of days from the date service is rendered
by HONI until the date payments are received from customers and funds are available to HONL

Interviews with HONI personnel indicate that its distribution business receives funds from the following
funding streams:

—

Retail Customers;

Rural Rate Assistant Customers;

3. The Ontario Ministry of Finance via the Independent Electricity System Operation ("IESO™);
Other Sources (revenues from municipalities, electricity retailers and revenues for miscellaneous
services such as jobbing and coentracting work performed by HONT); and,

5. Yhe Ontario Clean Energy Benefit ("OCEB”).

S

Je

The lag times associated with the funding streams above were weighted and combined to calculate an
overall revenue lag time as shown below,

Table 2: Summary of Revenue Lag

G
3%

Rural Rate Assistance 3274

“Other Revenue — % 3809 % . e ass
Onlarie Clean Energy

Beaeit L 519
Total 100%  sa0s

Retail Revenue lag consists of the following components®:

1. Service Lag;
2. Billing Lag; and,
3. Collections l.ag.

The lag times for each of the sbove components, when added together, resulis in the Retail Revenue Lag

g F &
for the purpose of calculating the working capital requirements for HONI's distribution business. Table
2 below summarizes the total Retail Revenue Lag.

$There is no additional lag linwe for payment processing as funds are available to HOND immediately after funds are
deposited

Confidential and Proprietary Page b
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Table 3: Summary of Retail Revenue Lag

._5"'1"’158 Lag ol i 16t
LDllOcimnsia" - . 2877 S
Total 52.87

The estimation of each component of the Retail Revenue Lag is described below,

Service Lag

The Service Lag is the time from HONT's provision of electricity to a customer, to the time the customer’s
service period ends, which is typically defined as when the meter is read. Interviews with customer
service staff at HONI indicated that based upon revenue weighting, approximately 96% of customers are
on a moenthly billing schedule, 0.4% of customers are on a bi-monthly billing schedule and 3.6% of
customners are on a quarterly billing schedule. The breakdown of the customer meter reading frequency
shows a shift of more castomers into the monthly billing category versus the prior study due to the
implementation of smart meters, which allow for accurate monthly meter readings, Taking this
information into account and using a mid-point methodology, the Service Lag was estimated to be 16.40
days.

Billing Lag

The Billing Lag is the time period from when the customer’s service period ends, which is typically
defined as when the meter is read, and the time that the customer’s bill is generated and provided to the
customer. interviews with billing staff at HONT and analysis of meter billing data indicated that HONI
customers have an average billing lag of 7.70 days, which is significantly shorter than billing lag in the
prior study due to the implementation of a new customer information system,

Collections Lag

The Collections Lag is the time period from when the customer’s bill is provided to the customer, to the

time period that the customer provides a payment to HONI and when that payment is recorded in

HONY's billing systern, This period of time is measured by analyzing the receivables aging data

contained in receivables reports used by HONI for normal business purposes. Using such data provided
v HONI for the calendar year 2012, a dollar-weighted average collections lag of 28.77 days was

de{e;,mmuj for HONY's distribution operations. This collections lag is shorter than the collections lag in

the prior study due to BONT's increased efficiencies in the collection of receivables outstanding from
nstomers,

Configantial and Froprielary Page 8
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The determination of working capital requires both a measurement of the lag in the collection of

revenues for services provided by HONTI's distribution business, and the lead times associated with
payments for services provided to HONIL Therefore, in conjunction with the calculation of the revenue
lag, expense lead times were calculated for the following items:

Cost of Power;

OMé&A Expenses;

Removal & Fnvironmentai Remediation Costs;
Interest on Long Term Debt;

W

N

Payments in Lieu of Taxes; and,
6. HIST.

Cost of Power

HONI purchases its power supply requirements on a monihly basis from the IE50 and pays for such
supplies on a schedule defined within the IESQ’s billing and settlement proceciures. Taking all this
information on actual payments made by HONI in 2012, a dollar-weighted Cost of Power expense lead
time of 32.74 days was calculated. Table 4 below summarizes the components of the Cost of Power

expense lead calculation.

i
1L
e

jan 12 1027% M6 deso o sm 523
Feblz CUese . anepmz C1600 3050 290
Mard2  sIR95 9I7% 4190 1900 3450 5.16
Aprl2 o SlaTET . 740% e U5/6012 16.00 31.00 229
May 12 S 66a%  GAsam2 1800 3330 21
Jun1z o 514815 Cogam o 7spo1z 1800, . 3300 . 245
Jul 12 T o S 1/ L Caze0 oman 23
Augl2 19068 Coessm o o19pm2 1900 3430 830
Sep 12 eww  omo Cvw me oo
Oct12 81 S sm% o upepmiz Y1850 1900 3480 U a7
Novin Sl sd0%  dasaoi 10 180 30 27
Dec 12 w053 1008% oo 17003 . 1850 1700 0 3250 327
Total $1,005.97 100.00°% 52.74
Confidential and Propriclary Page 7
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OME&EA Expenses

For the purpose of the distribution lead-lag study, OM&A expenses were considered (o consist of

payments made by FIONI to its vendors in the following categories:

1. TPayroll & Benefits;

2. TProperty Taxes;

3. Corporate Procurement Card;

4. Trinity Lease Payments;

5. Payments to Inergi;

6. Consulting & Contract 5taff; and,
7. Miscellaneous OME&A

Expense lead times were calculated individually for each of the items listed above and then dollar-

weighted to derive a composite expense lead time of 27.11 days for OMd&A expenses.

Pagroll & Benefits U SLO9125 609 | _
Property Taxes s % mse 047
Corporate Procurement Card L 810009 6% ' ._ 33.36 o ._ 1.84
Trniig Lewse Pavments M9 W% 25009
Paymentstolnergi v 18209 g% a0 0 am
Consulting and Contract Staff —$2008% 1% 8415 B85
Miscollameous OM&A - .~ 823783 . 18% - 6360 S 833
Total 51,815.86 100% 2711

Payroll & Benefits

The following items were considered to be expenses related to the Payroll & Benefits of HONE

1. Four types of payroll including basic, lraces, management, and board of directors payroll;

2. Three types of payroll withholdings including the Canada Pension Plan, Employment Insurance,
and Income Tax withheldings;

3. Contributions made by Hydro One to the Hydro One Pension Plan;

4. Group Health, Dental, and Life Insurance related administrative fees and claims;

Payments made by Hydro One on account of the Employer Health Tax ("EHT™); and,

6. Payments made by Fydro One to the Worker Safety Improvement Board ("W5IB").

When all Payrol], Withholdings and Benefits were doilar-weighted using actual payment data, the
weighted average expense lead time associated with Payroll & Benefits was determined to be 8.20 days
as shown in Table 6 below.

Confideniial and Froprigtary Page §
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_Penslons_. R EERVINIIRNTEN $l7l12 -

Wolb Lseet o R B3

Cmupiicalth&Dental ASO L S GeT e s a0 T

Croup Health & Dental - Claims B2 R S LB

Payroll ~Basic - D LUSIGES U % IS0

Payroll - Construction -t T - S - I

}7;-1_\-'1}0}1{Malw.gem_on_l L i _. $59,54. L ‘2% y . - : . “(}80

I’nvroll-n l'z'om'd of Directorg_ %040 g% D T

Paroll Winholdings -asc | smao e B Y =
Payroll Withholdings - Construction ‘{35744 S ._ 5% _. o ._.26.]6 _ e 13b
Pasroll Withhoid mﬂs—-M"um-mmont S 3o 3% ) 722 T =
Payroll Withholdings - Board of Dlrcx.toh . $0.19 : . 0% L _'.66.38 SRR R 001 . .
Payroll Withholdings - Sup Pensions #0.59 0% T L.

Total o $1,091.25 160% 267.87 ) $.20

Property Taxes

HONI makes property tax payments to a number of municipalities and taxing authorities in the Province

of Ontario. These payments are made in the current year for the current year and are typica]lv made in

installments, Using actual payment dates and amounts associated with HO\! s distribution business for
calendar vear 2032, a dollar-weighted expense lead (-lag) Hme of -0.47 days was determined.

Corporate Procurement Card

Procurement {or charge) cards are used by the HONT's employees for a variety of company related

reasons including, and not limited to, purchases of materials in the field, incidental expenses, and to
setide charges for travel and accommodation. Based on actual involces from the HONT's charge card
provider and payments made by HONI, a dolar-weighted expense lead time of 1.84 days was

determined.

Trinity Lease Payments

HONLeases its office space in the Bell Trinity Square Buliding from Northam Realty. HONI generally
makes its lease payments on or around the end of the month prior for the current moenth. Taking this
information into account and using actual invoices and payments for 2012, a dollar-weighted expense
lead (-lag) ime of -0.09 days was determined.

Corifidential and Froprietary
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Payments to Inexgi

Inergi (a division of CapGemini) provides a number of services to FIONT including (and not limited to)
customer service operations, fnance, human resources, accountis payable, information technology, IS0
settlement services, and supply management services, HONT generally makes payments (o Inergi on or
arountd the last day of the month for the current month. Based on a review of payments made by HONI to

Irergi in 2012, a dollar-weighted expense lead time 0f 3.72 days was determined.

Consulting and Contract Staff

HONI engages consulting and contract staff to provide assistance in the areas of engineering,
environmental services, receivables management, accounting, and general consulting,

A dollar-weighted expense lead time of 8.85 days was determined based on a review of invoices
renidered and payments made by HONI in 2012,

Miscellaneous OM&A

This category of expense includes items such as product purchases, equipment rentals, and provision of
B i I I

general services to HONT Based on transactions in HONI's accounts payable system under this category,

a dollar-weighted expense lead time of 8.35 davs was derived.

Removal and Environmental Remediation Costs

HONT incurs costs when removing or replacing equipment from existing sites or right of ways, Further,
costs relating to environmental remediation at these sites are also incurred. While costs are required Lo
nse for accounting purposes, there is a cash flow

be reported as a depreciation and amortization expe
impact associated with HONI's expenditures on such removal and environmental remediation costs.
Based upon discussions with HONT staff, estimates for the derivation of removal and environments!
remedhiation costs were determined and summarized in Table 7 below.

onmental Remediation Expenses

PR

.

Removal - s i . ; _.
HONILbour i oo RO - OO - S
HONIMaterials - = a6 1800% 95
Externallabour 8033 000% 000
External Materials - - T T T G0 T 000% 1 000
Total e 100.60% 2 T
Envirenmental Remediation
HONILabowr = " TEa) SO0 T a8
HONIMaterials 6380 90% TR
External Labour o S CLUB0AE L U BAO0% 27,25 '
Extornal Materials B PO o RS-
Total = o o - - 100.00% 4098
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Intterest on Long Terin Debt

HONI makes interest paviments on its long tern debt outstanding out ef current year revenues. Such
payments are generally made twice a year. Taking intc account the various bonds and other long term
debt instruments, a dolar-welighted expense lead time of 8.93 days was determined for the 2012 calendar

year,

Payments in Liew of Taxes (“PILs")

HONI makes payments in leu of taxes in monthly installments to the relevant taxing authorities. Using
paviment amounts that were made in calendar yvear 2012, a dollar-weighted expense lead time of 128.37
days was determined for PIL s.

H5T

Revenues;

Cost of Power;

OM &AL and,

Removals, Environmental Remediation and Capital Costs.

L PO

s

A summary of the expense lead times and working capital amounts assoclated with each of the above
items is provided in Table 8. Note that the statutory appreach described at the cutset was used to

&)
determine the expense lead times associated with HONY's remittances and disbursements of HST {ie,

$42.9

OM&A xpenses - . 4292 0 2% 0 32 U $35 35 835 . 34
Remowls M0 S 81 S0 803 s
Envirenmental Remediation 430 . 12%, o ‘501 ‘H)i . ._ $Ol Tosn1 s
Capral w0 % s #5685 856
Total o ' O $417  $4L8 $414 S0 $40.9

+ Costs within OM&A that attract HST include Corporate Procurement Card, Trinity Lease Payments, Payments to
Inergi, Consulting and Contract Staff and Mizcellaneous OM&A
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Using the results described under the discussion of revenue lags and expense leads, and applying them
to HONI's proposed distribution expenses for the 2015-2019 test years, HONUs working capital

requirements were determined and shown in the tables below.

L2 WE
OMd&eA Expenses L b2 271 2B1a
LS 52252887 612 L
Terest Expense 3225 893 4332
_El‘i‘."il‘t)ﬂ_.l‘ll(!l’lf.ai Remediaion & - '225 ) :' 4098 11.27 .
225 1651 3373

Removals 52.

Total .~

wst |

Total ~ Including HET

Working Capita) as a Percent of
OME&EA incl Cost of Power

Table 9: HONI Distribution Working Capital Requirements (2015)

$564.30.
' $55.60

L ST
Csie

$54.40

$3,49325

$14035

53887

SLU$1L89
82111

Cost of Power _
ONE&EA Expenses
PILS '

Interest Expense

Environmental Remediation | - E Qo 4098 11.27
Removals 16.51 3373
Total '

HST

Total - Including HST -
Working Capital as a Percent of
OM&A inck Cost of Power

500
deeam
$3,562.73

$139.78

B9

$12.81 -

$22.52

- 80.68

5

$41.64
$239.08

7.39%

5197.45
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397 seay
‘_ssz.i4 Solognes
003 w7
s
_Remnv.ﬂb =
._'Tohl Includnw IIST i : L i 0 ‘: $24076
Working Capital as a I’chent of

OM&A incl. Cost of Power 7.46%

Cost of Power . * 17

RS

L
e

e

[RC )
i oitha

wt

2
e

Ui

vironmental Remediation -

o
[#1

a8
fre ol im

B

Table 12: HONI Disiribution Working Capital Requirements (2018)

OMABgews s mn mm o saos
ms o em wmw o sewes
st Bxpense 325 89 2 1% sB®
.Lnumnmenla] Iu.‘medmhon _.: 5225 - 4098 - 112’7 ::: 3% ._ . EEEOREAT ) 6&)
Rewovals o5 s 0% S92 sen
Toial- Inc]udm"[l‘ET U :: - R S $239.75
Working Capital as a Percent of

OM&A incl. Cost of Power 7.52%
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Interest Exjprense

Envirenmental Remediation

Removals
Total
HsT

Total - Including HST
Working Capital as a Percent of
ONi&A incl. Cost of Power

828255

$600.00

86939

$28.27

$o.4d

CE06T

20023

54088

$24111

7.58%
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The purpose of this section is to compare the results from this study to HONT's prior working capital

F 2 g cap
distribution study as per EB-2009-009¢. I addition, this section demonstrates that the results from this
stuedy reflect the current operations of HONI,

Comparison with Prior Distribution Study

Table 14: Working Capital Requiremenis (2010)

Cost of Power 69.99 -

OMEA Expenses .. 6999 .82 w1
PIS 6989 6T 58
Interest Expense 6999 5287 5%
131_1\{3_1'(.)11_1.1_10_1_.1_l_a_l Remediation : _69.99 a8 ':_fl_()_;’o
Removals . 0989 11%
Total R ' .
GST

Total ~ Including GST '

Working Capital as a Percent of
OM&A incl. Cost of Power

B
CBI6S0

5155.50 o7

U 812,80
835,00
$2,817.20

629600 .
.
$30413

11.70%

OMieh Bxpenses @5 wm %BM T%
PILS . ' 5225 12837 7612 L 21% 0
Intevest Expense _ 5225 8.93 4s32 0 13%
En{'j_mnn_m__ntai_ Remediation, . 52.25 . 40.98 1127, __:__.'.3‘.’%;
Removals 52.25 16.51 3373 10%
Total ~ - o L

HST

Total - Including HST - © - ;
Working Capital as a Percent of
ON&A incl. Cost of Power

;
535,60
_$177j36
81416
83446

349325

o segs
36430

538,87

1159

1

LB
. 5236.21

740%
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Cost of Power .
OM&EA Ex

5% 0 $61847
8870

penses 1774

PILS ot AT %8910

Interest Expense e TNTT N 2. S
_hwuonmvﬂhl R(’m(’dlﬂtioﬂ . 1774 s L _$1.3(> _:_:'_:_. B8O e
Removals o 1774 _% R S
Total 0 e el L seees st
HST e . . o - 33068
Total-Including IST .. oo e
Working Capital asa Percenl of

OM&aA incl. Cost of Power -4.30%

Revenue Lag

As shown in Table 16 above, the overall revenue lag in the current study has decreased significantly
versus the prior study. The primary driver of this change is the reduction of the service lag which was
due to a shift of the majority of the custorners moving to monthly meter reading frequendies as a result
of the implementation of smart meters. Another driver for this decrease in revenue lag is a result of
HONT's new Custorner Information System, which greatly reduced the billing lag. Furthermore, HONYs
distribution collections lag also decreased indicating that FIONT is coliecting outstanding balances more
efficienily.

Cost of Power

Cost of Power expense lead days have not changed significantly versus the pr.or study. HONI
distribution still procures power from the 1ESQ on a monthly basis and pays the 1E50 approximately

the

i)

two weeks after the end of the priox cervice period. Since payment schedules ha\’g not changed since
prior study, Cost of Power expense lead days have not changed significantly either.

OM&A Expenses

OM&A expense lead days have increased stightly by approximately 4 days versus the prior study,
Factors driving this increase include longer \pe nse tead times for Payments to Inergi, Consulting and
Contract Staff and Miscellaneous OME&A, After dollar-weighting all OM&A categoeries however, the
impact of these slightly increased expense lead times is minimal on FIONI's overall working capital
requirements.
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Interest Expense

Interest expense lead days have increased sigrificantly versus the prior study. This study has a revised
methodology for caleulating interest expense versus the prior study. Previously, the expense lead
caleulation summed the lead days relating to the two payments in the year for each outstanding debt
instrument, and calculated the weighted lead days for this instrument by weighting the total bond value
This study treats each debt instrument payment as an individual payment and the weighted lead days
for each payment is based upon that individual debt instrument pavment amount. Navigant believes the
change Is an improvement in the methedelogy and is consistent with interest lead time calculations for
other utilities across Ontario.

Pils

PILs expense lead days have increased significantly in this study versus the piior study primarily due to
alarge true-up payment made in 2012 for 2011 Discussions with HONT subject matter experts indicated
that these true-up paviments are expected 1o continue with the same magnitude and scheduling
parameters in the future. Navigant believes the change is an improvement in the methodology and is
consistent with PiLs lead time calculations for other wtilities across Ontario

Removals & Environmental Remediation

Removals & Environmental Remediation expense lead days have decreased by approximately 13 days
and increased by approximately 6 days respectively. This change is primarily driven by diffevent
allocations of Removals & Environmental Remedmt expenses inte HONI Labour/Materials, and
Qutside Labour/Materials. Discusstons with HONI Sl.lD}G(‘.t matter experts confirmed that these updated
allocations are indicative of how Removals & Environimental Remediation expenses are current:y
allecated and how they are supposed to be allocated in the future. After dollar-weighting all OM&A
categories however, the impact of these changes is minim b on HONI s overall working capiial

requirements.

Comparison with the Prior Distribution Working Capital Study Using Constani
Revenue Lag Days
Since the revenue lag davs was one of e most significant changes over the prior study, an analysis
using constant revenue lag days was conducted to show the individual impacts of the differences in
0\'p NS¢ lLaLsS days. Table 16 below shows that when holding revenue lag days constant, working capital
requirement in 2013 is approximately 1% higher than the amount in 2010,
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CostofPower .~ U000 007 007 0% T se1say ey
OivideA I Qoo a1y A9 % BE6T 5991

PILS 000 1186 AUSE U 1% 00

Jnterest Expense 0 000 4894 d394 0 12%

Bryizonmental Remediation £ 1000 5 63 613 2% L%

Removals 000 351 1351 4% §2d6

Total-Inchuding HST . = . . o oo ey

Warking Capital as a Percent of

OM&A incl, Cost of Power 1.02%
Conclitsions

The results of this study indicate a lower working capital requirement compared to HONT's EB-2009-
0096 distiibution lead-lag study. The reasons for the differences lie primarily with the revenue lag days,
where this figure has decreased significantly in the current study due (o the shift ef customers to
monthly billing frequencies, the upgrade of HONI's Customer Information System, and HONI's ability
to collect outstanding balances more efficiently. Table 17 below summarizes the working capital
requitements calculated In this study along with historical working capital amounts.

Table 18: Summary of Historical Working Capital Requirements

ot e
05 740%
e
2017 7.46%
w018 7.52%
20.‘\.9 . ”.7;5.8“0

o
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Comparison with Other Lead-Lag Shudies

Navigant has prepared a table comparing the components of lead-lag studies that have been filed and is public. The results are shown in Table 19 below, Note
thal the prior studies are bagsed on data of an older virtage and are mostly based on the customer weighiing method for revenue lags. This is an cbsolete

methodology and HONIs current study is based upon the revenue weighting method for reverue lags.

Table 19 Comparison with Other Lead-Lag Studies

Fadre (I'I)ne
Netwvorks

Toranto Electric Yes . Yes Yes S -_'Yes_ ’ Yoy _. o ._Yos o :Yus " yes _ Yes " ves
Hydre . o Distribition : o o ) P : '
Hvdro B2 2008 Yos Yes ACH Yes Yes Yes Yas Yes You Yes
(:‘!t:)\\‘il E'. e . . e PP . . . . B - N - - - .
Hortzon's . M20% %2009 - - Bleawic Yes - T Yes . Yes R R - Yes Yes Yos ToYes
Utitities - R L ’ ~Distritiion . R . A O . :

Corp. . : . . .

Lomdon T2 00 Yey Yoy Yes Yes Yo Yes Yes Yes Yes Yes

Fivadro Ing
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