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ERHDC revenue deficiency is $449,736. This deficiency is calculated as the difference between
the 2021 Test Year Revenue Requirement of $2,272,419 and the Forecast 2021 Test Year Revenue,
based on the 2020 approved rates, at $1,822,683. Table 6-1 on the following page provides the
revenue deficiency calculations. The table also includes the determination of net utility income,
statement of rate base, the utility return on rate base at existing rates and the requested rate of
return on rate base, deficiency or sufficiency in revenue and gross deficiency or sufficiency in
revenue in this application. Further details on these items are provided in the pdf version of the
Revenue Requirement Work Form (“RRWF”) filed as part of this Exhibit 6 at Appendix 6-1. A
live Microsoft Excel version of the RRWF has also been filed with this Application.

ERHDC’s Revenue Requirement consists of the following:

- Administrative & General, Billing & Collecting Expense

- Operation & Maintenance Expense

- Depreciation Expense

- Property Taxes

- PILs

- Deemed Interest & Return on Equity
ERHDC’s revenue requirement is primarily received through electricity distribution rates with
supplemental revenue from Board-approved specific service charges such as late payment charges

and other miscellaneous charges.

The revenue deficiency calculated in Table 6-1 below includes only the delivery-related deficiency
and is net of electricity price differentials captured in the Retail Settlement VVariance Accounts and

costs associated with low voltage charges or DVA balances.
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Table 6- 1: Revenue Deficiency Calculation

Revenue Deficiency/Sufficiency

Initial Application

. . At Current At Proposed
Line Particulars
No Approved Rates Rates
1 Revenue Deficiency from Below $449,736
2  Distribution Revenue $1,621,267 $1,621,267
3 Other Operating Revenue Offsets $201,416 $201,416
- net
4  Total Revenue $1,822,683 $2,272,419
5  Operating Expenses $1,884,820 $1,884,820
6  Deemed Interest Expense $134,095 $134,095
8  Total Cost and Expenses $2,018,915 $2,018,915
9  Utility Income Before Income ($196,232) $253,504
Taxes
10 Tax Adjustments to Accounting ($317,522) ($317,522)
Income per 2013 PILs model
11  Taxable Income ($513,754) ($64,018)
12 Income Tax Rate 0.00% 0.00%
13 $- $-
Income Tax on Taxable Income
14 Income Tax Credits $- $-
15 Utility Net Income ($196,232) $253,504
16  Utility Rate Base $7,599,049 $7,599,049
17  Deemed Equity Portion of Rate $3,039,619 $3,039,619
Base
18 Income/(Equity Portion of Rate -6.46% 8.34%
Base)
19 Target Return - Equity on Rate 8.34% 8.34%
Base
20 Deficiency/Sufficiency in Return -14.80% 0.00%
on Equity
21 Indicated Rate of Return -0.82% 5.10%
22 Requested Rate of Return on 5.10% 5.10%
Rate Base
23 Deficiency/Sufficiency in Rate -5.92% 0.00%
of Return
24  Target Return on Equity $253,504 $253,504
25  Revenue Deficiency/(Sufficiency) $449,736 ($0)
26  Gross Revenue $449,736 @

Deficiency/(Sufficiency)
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Table 6-2 below outlines the contributors to the revenue deficiency by revenue requirement
component. Column A lists ERHDC’s 2012 approved amounts. Column B lists the ERHDC
revenue at existing rates shown in Table 6-1 allocated to revenue requirement component based
on the proportions in Column A. It is ERHDC’s view that Column B estimates the revenue
requirement components for revenue at existing rates based on the components assumed in existing
rates. Column C lists the ERHDC’s proposed components. Finally, Column D represents the

difference between Column C and Column B which provides an estimate of the revenue
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requirement components for the revenue deficiency of $449,736.

Table 6- 2 Revenue Deficiency by Revenue Requirement Component

2021 Revenue at Existing
Service Revenue 2012 Rates Allocated in 2021 Reygnue
Requirement Approved Proportion to 2012 Proposed Deficiency
(A) Approved © (D) =(C) - (B)
(B)
OM&A 1,350,727 1,384,123 1,649,371 265,248
LEAP 2,000 2,049 2,000 ($49)
Property Tax 7,400 7,583 4,060 ($3,523)
Depreciation 146,055 149,666 229,389 79,723
Return on Rate Base 263,208 269,716 387,599 117,883
PlLs 9,316 9,546 0 ($9,546)
Total 1,778,706 1,822,683 2,272,419 449,736
Difference
(D) =(C) - (A)
Rate Base 4,244,736 7,599,049 3,354,313

The majority of the revenue deficiency of $449,736 for the 2021 Test Year relates to increases to
OM&A ($265,000) which are explained in detail in Exhibit 4. In summary, the main contributors

to the increases in OM&A are:




o o1 AW DN

\l

10
11
12
13
14
15

16
17
18
19

20

Espanola Regional Hydro Distribution Corporation (ERHDC)
EB-2020-0020

Exhibit 6

Filed: December 31, 2020

Page 5 of 22

e Increased regulatory rate filing costs $110,000
e Inflationary increases over 9 years $155,000
$265,000

The remaining major revenue deficiency of $198,000 relates mostly to increases in capital related
items such as Depreciation - Exhibit 4 ($80,000) and Return on Rate Base -Exhibit 2 ($118,000).

The main contributors to these costs are:

¢ Increased depreciation as a result of capital expenditures since last Cost of Service (“COS”)
application
e Increased rate base, therefore, increased return as a result of capital expenditures since last
COS application
A portion of the revenue increase related to the increase in capital assets is due to the inclusion in
rate base of the new distribution station which was subject to an ICM. The elimination of the ICM

rate rider will in part offset the revenue requirement increase.

There are also minor differences in property taxes ($-3,000) and PILS (-$10,000).

The increase in rate base from $4,244,736 in the 2012 approved to the proposed Test Year of
$7,599,049 is a result of annual capital expenditures since 2012 and the inclusion of the new
distribution station which was subject to the ICM process in 2014 as described in Exhibit 2.

ERHDC did not change any methodologies in determining its revenue deficiency/sufficiency.
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Appendix 6-A
Revenue Requirement Work Form
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C) Rebalancing Revenue-to-Cost Ratios
Name of Customer Class Previously Approved Status Quo Ratios Proposed Ratios Policy Range
Ratios
Most Recent Year: (TC+ 7E) | (7TA) (7D + 7E) / (7TA)
2012
% % % %
1| Residential 93.33% 89.87% 92.61% 85-115
2|GS<50 114.16% 119.59% 119.59% 80 - 120
3|GS>50 135.39% 130.52% 120.00% 80 -120
4|Sentinnel Light 68.22% 66.35% 80.00% 80 -120
5[ Street Light 68.51% 203.87% 120.00% 80-120
6|USL 114.31% 106.87% 106.87% 80 - 120
7|
8|
9
10
11
12
13
14
15
16
17
18
19
20
(8) Previously Approved Revenue-to-Cost (R/C) Ratios - For most applicants, the most recent year would be the third year (at the latest) of the Price Cap IR period. For example, if the
applicant, rebased in 2012 with further adjustments to move within the range over two years, the Most Recent Year would be 2015. However, the ratios in 2015 would be equal to
those after the adjustment in 2014.
(9) Status Quo Ratios - The OEB-issued cost allocation model provides the Status Quo Ratios on Worksheet O-1. The Status Quo means "Before Rebalancing”.
(10) Ratios shown in red are outside of the allowed range. Applies to both Tables C and D.
(D) Pronnsed Revenue-to-Cost Ratios
Name of Customer Class Proposed Revenue-to-Cost Ratio Policy Range
Test Year Price Cap IR Period
2021 2022 2023
1[Residential 92.61% 92.61% 92.61% 85-115
2|GS<50 119.59% 119.59% 119.59% 80-120
3|GS>50 120.00% 120.00% 120.00% 80 -120
4|Sentinnel Light 80.00% 80.00% 80.00% 80 -120
5|Street Light 120.00% 120.00% 120.00% 80 - 120
6|USL 106.87% 106.87% 106.87% 80-120
7
8|
9
10
11
12
13
14
15
16
17
18
19
20

(11) The applicant should complete Table D if it is applying for approval of a revenue-to-cost ratio in 2021 that is outside of the OEB's policy range for any customer class. Table D will
show that the distributor is likely to enter into the 2022 and 2023 Price Cap IR models, as necessary. For 2022 and 2023, enter the planned revenue-to-cost ratios that will be
“Change" or "No Change" in 2019 (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’.
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Fixed $ 648,738.48 18.58| § 648,813.60
Variable $ 732,649.56 0.0224| § 731,129.10
TOTAL $ 1,381,388.04 - § 1,379,942.70
Revenue
Revenue @ new Final Adjusted Reconciliation @
New FIV Spilit FIV Split Base Rates Adjusted Rates
Fixed 57.57%| $ 795,268.39 | § 2277 | 8§ 795,128.40
Variable 42.43%| § 586,119.65 | § 0.0180 | 8 587.514.45
TOTAL - $ 1,381,388.04 - $ 1,382,642.85
Checks’
Change in Fixed Rate $ 4.19
Difference Between Revenues @ Proposed Rates $1,254.81
and Class Specific Revenue uirement 0.09%
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