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Calculation of Revenue Requirement 

Ex.6/Tab 1/Sch.1 – Overview 

RSL has included the following information in this Exhibit: 

• Statement of Rate Base  

• Actual Utility Return on Rate Base  

• Requested & Indicated Rate of Return  

• Determination of Net Utility Income 

• Gross Deficiency or Sufficiency in Revenue 

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

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

service debt, to pay deemed PILs,  and to return the allowed Return on Equity. 

RSL has determined that the Revenue Deficiency for the 2016 Test Year is $320,746.   

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

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

electricity charges.  
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Ex.6/Tab 1/Sch.2 - Statement of Rate Base 

RSL has calculated its 2016 Test Year Rate Base to be $7,040,705 as shown in Table 6.1 
below.  

Table 6.1: Rate Base 

 

Table 6.2 below illustrates RSL’s required return on Rate Base in the 2016 Test Year, applying 

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

2015 (“Cost of Capital Parameters Updates for 2016 Applications”). 
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Table 6.2: Capital Structure and Cost of Capital 
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Ex.6/Tab 1/Sch.3 - Actual Utility Return on Rate Base 

Table 6.3 below illustrates the computation of RSL’s Actual Return on its Rate Base at existing 

rates and Required Return at proposed rates for the 2016 Test Year by applying the capital 

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

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

Table 6.3:  Return on Rate Base 
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Ex.6/Tab 1/Sch.4 - Indicated and Requested Rate of Return  

RSL’s 2016 Indicated Rate of Return is calculated as 1.75% at current rates as presented in 

Table 6.6 of this Exhibit. 

Once the revenue deficiency has been accounted for, the Indicated Rate of Return becomes 

5.62% as expected.  Details of the calculation can be found in Table 6.6.  
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Ex.6/Tab 1/Sch.5 - Determination of Net Utility Income 

RSL has determined its allowable 2016 Net Income as $258,816.  Table 6.4 provides the 

detailed Net Income calculation for the 2016 Test Year.  

Table 6.4:  Determination of Net Utility Income  

 

 



Rideau St. Lawrence Distribution Inc. 
EB-2015-0100 

Exhibit 6 – Revenue Deficiency or Sufficiency 
Filed: October 21, 2016 

 

PAGE 8 OF 23 
 

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

RSL’s Revenue Requirement consists of the following:  

• Operations, Maintenance and Administrative Expense 

• Depreciation/Amortization Expense 

• Property Taxes 

• PILs  

• Return on Rate Base (Deemed Interest & Return on Equity) 

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

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

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

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

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

Offsets derived from other revenue sources.  RSL’s proposed 2016 Base Revenue Requirement 

is $2,739,240 as shown in Table 6.5 below. 

Table 6.5:  Test Year Revenue Requirement 

 

The completed Revenue Requirement Work Form is submitted in this Exhibit as Attachment 6-1. 
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Revenue Deficiency or Surplus 

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

RSL’s net revenue deficiency under the proposed rates is $320,746.  This deficiency is 

calculated as the difference between the 2016 Test Year Revenue Requirement and the 2016 

revenue at existing rates (please refer to Tab I6.1 Revenue in the 2016 Cost Allocation Model) 

plus the forecasted other operating revenues.  

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

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

following the table. 
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Table 6.6:  Revenue Deficiency (RRWF) 
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Ex.6/Tab 2/Sch.2 - Causes of Revenue Deficiency or Surplus 

Table 6.7 below outlines the contributors to the Revenue Deficiency by Revenue Requirement 

component.  

Table 6.7: Contributors to Revenue Deficiency 

 

There are three main contributors to the revenue deficiency of $320,746 for the 2016 Test Year: 

• The primary contributor is the increase in OM&A from the 2012 Board approved amount 

to the Proposed 2016 amount, which contributes $362,787 to the 2016 Revenue 

deficiency.  The cost drivers underlying this increase are explained in Ex.4/Tab 2/Sch.1 - 

Cost Driver Tables 

 

• The increase in Other Revenue partially offsets the impact of OM&A on the 2016 test 

Year Revenue deficiency by $60,029.  Please refer to Other Revenue in Exhibit 3 for 

details. 

 
• The increase in Depreciation Expenses contributes $52,262 to the 2016 Test Year 

Revenue Deficiency.  For more information please see Depreciation Continuity Schedule 

in Ex.4/Tab 4/Sch.2. 

It is noticeable that the Return on Rate Base decreases the Revenue Deficiency by a small 

amount of $17,756. This is because a decrease of ($440,078) in Working Capital Allowance 

offsets the increase in Fixed Assets as a consequence of applying a Working Capital Allowance 
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default rate of 7.5% for the 2016 Test Year as per the Board’s letter “Allowance for Working 

Capital for Electricity Distributors Rate Applications” (issued June 3, 2015).  The change in Rate 

Base is shown in Table 6.8 below.  

Table 6.8: Change in Rate Base 
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Ex.6/Tab 2/Sch.3 - Impact of implementation of MIFRS on Revenue Deficiency or 

Surplus 

In RSL’s last COS Application completed in 2012, RSL received approval from the Board for the 

change in accounting policy for an update in RSL’s useful lives.  No further changes have 

occurred that would result in a change in revenue deficiency or sufficiency.  

RSL’s OM&A has not been impacted by the policy which states that burdens which are no 

longer eligible for capitalization have been removed from rate base and included as an 

operating expense since the utility has never capitalized administrative burdens on capital 

projects.  
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Appendix  
List of Appendices 

Appendix 6.1 – RSL’s 2016 Revenue Requirement Work Form  
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Appendix 6.1 – RSL’s 2016 Revenue Requirement Work Form  

 

Appendix 6.1 – Revenue Requirement Work Form
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