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Calculation of Revenue Requirement 1 

Ex.6/Tab 1/Sch.1 - Determination of Net Utility Income 2 

WNP has included the following information in this Exhibit: 3 

 Determination of Net Utility Income 4 

 Statement of Rate Base 5 

 Actual Utility Return on Rate Base 6 

 Requested & Indicated Rate of Return 7 

 Gross Deficiency or Sufficiency in Revenue 8 

 9 

The information in this Exhibit supports WNP’s request in this Application for an increase in its 10 

Revenue Requirement to support the proposed capital and operating budgets for 2016 to 11 

service debt and to return the allowed Return on Equity. 12 

WNP has determined that the Revenue Deficiency for the 2016 Test Year is $258,891. 13 

The calculations on which this determination is based are set out below. The Revenue 14 

Deficiency calculation does not include recovery of Deferral and Variance Accounts or other 15 

electricity charges. 16 

 17 

The current rates are based on Board approved rates effective May 1, 2015 through an IRM 18 

proceeding (EB-2014-0121). Existing revenues based on existing Board approved rates, which 19 

are used in calculating utility income, are comprised of distribution revenue and exclude pass-20 

through charges such as LV Charges and Transmission Charges. 21 

Details on existing and projected distribution revenue at existing rates are presented in Exhibit 3, 22 

Tab 1 and replicated below. Other revenues are presented in Exhibit 3 / Tab 4 shows 23 

distribution revenues at 2015 Bridge Year and 2016 Test Year volumes. Table 6.1 below shows 24 

distribution revenues resulting from existing rates being applied to 2016 Test Year volumes.   25 
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Table 6.1:  Distribution Revenues at Current Rates – 2016 Volumes 

 1 

Exhibit 6 / Tab 1 / Schedule 2 in the next section provides details and derivation of the revenue 2 

requirement and its particulars.  3 

  4 
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Ex.6/Tab 1/Sch.2 - Proposed Revenue Requirement 1 

WNP’s revenue requirement represents the amount of money that a utility must receive from its 2 

customers to cover its costs, operating expenses, taxes, interest paid on debts owed to 3 

investors and, if applicable, a deemed return (profit). 4 

The proposed Base Revenue Requirement, representing the revenue to be recovered from 5 

base distribution rates, is equal to the total Service Revenue Requirement, less Revenue 6 

Offsets derived from other revenue sources.  Table 6.2 below illustrates WNP’s proposed 2016 7 

Revenue Requirement. 8 

Table 6.2:  Test Year Revenue Requirement 9 

 10 

The Total Fixed Revenue from Table 6.1 subtract the Base Revenue Requirement gives WNP’s 11 

Revenue Deficiency ($2,333,709 - $2,592,599 = $258,890). WNP’s completed Revenue 12 

Requirement Work Form is submitted in this Exhibit as Appendix 6A.  13 

  14 
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Ex.6/Tab 1/Sch.3 - Statement of Rate Base 1 

Table 6.3 below illustrates WNP’s Rate Base in the 2016 Test Year applying the capital 2 

parameters provided by the Board for 2016 rate applications (letter dated October 15, 2015 3 

“Cost of Capital Parameters Updates for 2016 Applications”).  4 

 5 

Table 6.3:  Statement of Rate Base 6 

 7 

 8 

Ex.6/Tab 1/Sch.4 - Actual Utility Return on Rate Base 9 

Table 6.4 below illustrates WNP’s Return on its Rate Base in the 2016 Test Year applying the 10 

capital parameters provided by the Board for 2016 rate applications (letter dated October 15, 11 

2015 “Cost of Capital Parameters Updates for 2016 Applications”).  12 

 13 

Table 6.4:  Return on Rate Base 14 

Return: 

 Deemed Interest Expense $220,153 

Return on Deemed Equity $350,096 

Total $570,249 

 15 
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Ex.6/Tab 1/Sch.5 - Requested and Indicated Rate of Return 1 

The requested rate of return is 5.99% as per the Cost of Capital calculation in Table 6.3. 2 

The Indicated Rate of Return is calculated as 3.27% with distribution at current rates.  Once the 3 

revenue deficiency has been accounted for, the Indicated Rate of Return becomes 5.99% as 4 

expected. Details of the calculation can be found in Table 6.7 – “Calculation of Revenue 5 

Deficiency or Surplus” in Tab 2 of this Exhibit 6 

  7 
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Ex.6/Tab 1/Sch.6 - Utility Income at Proposed Revenue Requirement 1 

Table 6.5 below illustrates WNP’s Income at the Proposed 2016 Test Year Revenue 2 

Requirement 3 

Table 6.5:  Utility Income under proposed Revenue Requirement 4 

Particulars Initial Application    

Operating Revenues: 
 

Distribution Revenue (at Proposed Rates) $2,592,599 

Other Revenue $150,588 

Total Operating Revenues $2,743,188 

 
 

Operating Expenses:  

OM+A Expenses $1,793,368 

Depreciation/Amortization $361,570 

Property taxes $14,000 

Capital taxes $0 

Other expense $4,000 

Total Operating Expenses $2,172,938 

 
 

Deemed Interest Expense $220,153 

 
 

Total Expenses $2,393,091 

 
 

Utility income before income taxes $350,096 

Income taxes (grossed-up) $0 

Utility net income $350,096 

5 
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Ex.6/Tab 1/Sch.7 - Revenue Requirement Trend 1 

Table 6.6 below presents WNP’s Revenue Requirement trend starting from the 2012 Board 2 

Approved through to the 2016 Test Year proposed Revenue Requirement.  3 

Table 6.6:  Trend in Revenue Requirement 4 

 5 

As demonstrated in the above table, the proposed revenue requirement for the 2016 Test Year 6 

is 17% higher than the 2012 Cost of Service approved Revenue Requirement (equating to an 7 

increase of 3.4% per year). The major contributors to the increased revenue requirements are: 8 

a) Increases in the OM&A expenses (as discussed in Exhibit 4); and 9 

b) Regulated Return on Capital which has increased by $105,619 between the 2012 Board 10 

Approved and 2016 Test Year (($570,249 - $464,630 ($191,420 + $273,210)) = $105,619 ~ 11 

an increase of 23%). 12 

Note that since the utility does not calculate PILs on yearly basis, the utility used the Historical, 13 

Bridge and Test year results from the PILs model submitted in conjunction with this application. 14 

   15 
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Revenue Deficiency or Surplus 1 

Ex.6/Tab 2/Sch.1 - Calculation of Revenue Deficiency or Surplus 2 

WNP’s 2016 Requested Rate of Return is 5.99% as presented in Table 6-3 and can be 3 

calculated as the sum of Utility Net Income and Deemed Interest Expense divided by the Rate 4 

Base.  With this rate of return, WNP’s gross revenue deficiency under the current distribution 5 

rates is $258,891.  A detailed calculation presented in Table 6.7 provides the Revenue 6 

Deficiency calculation for the 2016 Test Year at Proposed Rates, which balances the Revenue 7 

Deficiency, Net Income and Total Return on Rate Base using the Applicant’s current approved 8 

distribution rates (2015 distribution rates approved in the WNP’s IRM application EB-2014-9 

0121.) 10 

The Revenue Deficiency sheet presented at the next page is an excerpt from the Revenue 11 

Requirement Work Form. The drivers of the revenue deficiency are detailed in the section 12 

following the table:  13 
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Table 6.7:  Revenue Deficiency (RRWF)1 

 2 
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Ex.6/Tab 2/Sch.2 - Causes of Revenue Deficiency or Surplus 1 

WNP’s existing rates are based on the Board-approved rates in 2012 following a Cost of 2 

Service rate application (EB-2011-0249) and adjustments to its base distribution rates in 2015 3 

Bridge Year under the Board’s third Generation Incentive Regulation Mechanism (EB-2014-4 

0121).   5 

As shown in Table 6.7 – “Revenue Deficiency” in Exhibit 6 / Tab 2 / Schedule 1, the Revenue 6 

Deficiency is determined to be $258,891. The deficiency is due to the increase in the rate base 7 

and OM&A.  8 

The proposed rate base for 2016 Test Year is $2,034,517 higher than the 2012 Board-approved 9 

amount, an increase of 27.2%. Based on a 5.99% overall cost of capital, the increase in the rate 10 

base drives an increase to the revenue requirement. The factors contributing to the change in 11 

the rate base are discussed in detail at Exhibit 2 but for the most part, are primarily due to 12 

investments in the distribution system and from the increase in asset useful lives that resulted in 13 

a decrease in the annual asset depreciation. 14 

The increased expense for Operations, Maintenance and Administration (OM&A) is another 15 

reason for the revenue deficiency. Projected OM&A for the 2016 Test Year is $297,368 higher 16 

than the 2012 Board-approved amount, which represents an increase of 19.82% (equating to an 17 

increase of $59,474 per year or 3.96% per year). The cost drivers underlying this increase are 18 

explained in Exhibit 4.  19 

When comparing the revenue deficiency between the 2012 Board Approved to the 2016 Test 20 

Year, the major contributors include: 21 

 Increase in OM&A of $297,368 from $1,500,00 in 2012 Board Approved to $1,797,368 in the 22 

2016 Test Year.  23 

 An increase in Average Net Fixed Assets of $2,541,239 from $5,862,899 in 2012 Board 24 

Approved to $8,404,138 in the 2016 Test Year.  25 

 A decrease in Working Capital of $506,723 from $1,626,419 in 2012 Board Approved to 26 

$1,119,697 in the 2016 Test Year. This is as a consequence of applying a Working Capital 27 

Allowance default rate of 7.5% for the 2016 Test Year as per Board’s letter “Allowance for 28 

Working Capital for Electricity Distributors Rate Applications (issued June 3, 2015). 29 
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 A decrease of 0.21% for Regulated Rate of Return from 6.20% in 2012 Board Approved to 1 

5.99% in the 2016 Test Year. 2 

 A decrease in Depreciation Expenses of $26,060 from $387,630 in 2012 Board Approved to 3 

$361,570 in the 2016 Test Year.  4 

 5 

Table 6.8 below compares the specifics from the 2012 Board Approved to the 2016 Test Year: 6 

Table 6.8:  Comparison of Revenue Deficiency (RRWF) 7 

 8 

  9 
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Ex.6/Tab 2/Sch.3 - Impact of implementation of MIFRS on Revenue Deficiency or 1 

Surplus 2 

In WNP’s 2012 Cost of Service Rate application (EB-2011-0249), the Applicant received 3 

approval from the Board for the change in accounting policy for an update in the LDC’s useful 4 

lives. In its application, WNP filed its 2012 Test Year Fixed Asset information using mid-life 5 

typical useful lives as derived from the Kinectrics Study commissioned by the Board and 6 

adopted these depreciation rates from January 1st 2012. No further changes have occurred that 7 

would result in a change in revenue deficiency or sufficiency. 8 

WNP adopted IFRS (International Financial Reporting Standards) on January 1st 2015 with a 9 

transition date of January 1st 2014. WNP’s OM&A has not been impacted by the policy which 10 

states that burdens which are longer eligible for capitalization have been removed from rate 11 

base and included as an operating expense because the utility has never capitalized 12 

administrative burdens on capital projects.  13 

  14 
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Appendix 1 

List of Appendices 2 

 3 

Appendix 6A WNP’s Revenue Requirement 

  

  

  

  

 4 

  5 
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Appendix 6A – WNP’s Revenue 1 

Requirement 2 

 3 

  4 
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