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2.6 EXHIBIT 6: REVENUE DEFICIENCY  1 

2.6.1 OVERVIEW 2 

NBHDL has included the following information in this Exhibit, excluding energy costs and energy sales (i.e., 3 

cost of power and other associated costs): 4 

5 

 Determination of Net Utility Income 6 

 Statement of Rate Base 7 

 Actual Utility Return on Rate Base 8 

 Indicated Rate of Return 9 

 Requested Rate of Return 10 

 Gross Deficiency in Revenue 11 

12 

These items are presented in Table 6-5 Revenue Deficiency Calculation.  The information in this Exhibit 13 

supports NBDHL’s request in this Application for an increase in its Revenue Requirement to support the 14 

proposed operating and capital expenditures for 2021, and to service debt, and provide the allowed Return 15 

on Equity.  16 

17 

NBDHL’s revenue deficiency for the 2021 Test Year is $1,770,175. This deficiency is calculated as the 18 

difference between the 2021 Test Year Revenue Requirement of $15,685,587 and the 2021 Revenue at 19 

Existing rates which is based on the 2020 approved rates, at $12,686,946 as shown in Table 6-1 below.  20 

21 

Table 6 - 1: 2021 Revenue at Existing Rates 22 

23 

NBDHL has completed the Revenue Requirement Work Form (“RRWF”) as provided by the Board.  The 24 

RRWF has been filed in live Excel format, and is also included as a PDF version in Appendix 6-A to this 25 

Exhibit.   26 

27 

Class Annual kWh

Annual kW 

For Dx

Annualized 

Customers

Annualized 

Connections

Fixed 

Distribution 

Revenue

Variable 

Distribution 

Revenue

Dist. Rev. 

Including 

Transformer 

Transformer 

Allowance

Dist. Rev. 

Excluding 

Transformer

Residential 201,705,111 256,224 7,479,179$ -$           7,479,179$   -$            7,479,179$   

GS < 50 kW 79,035,853 31,788 794,700$    1,517,488$ 2,312,188$   -$            2,312,188$   

GS >50 to 2999 kW 193,697,533 514,190 3,228 1,019,241$ 1,355,355$ 2,374,596$   91,844$       2,282,752$   

GS >3000 to 4999 kW 14,455,054 27,098 12 80,810$      33,542$      114,352$     16,259$       98,093$       

Street Lighting 2,036,369 5,690 65,088 329,345$    154,509$    483,854$     -$            483,854$     

Sentinel Lighting 117,429 298 4,800 24,480$      5,301$        29,781$       -$            29,781$       

UMSL 39,490 108 597$          502$          1,099$         -$            1,099$         

Total 491,086,840 547,277 291,252 69,996 9,728,352$ 3,066,697$ 12,795,049$ 108,103$     12,686,946$ 
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The Revenue Deficiency Computation does not include: (i) Recovery of Deferral and Variance Accounts; 1 

or (ii) Other electricity charges which include Energy Commodity, Transmission Charges, and Wholesale 2 

Market Service Charges.  These items are considered elsewhere in this Application and are treated either 3 

as recoveries/dispositions of regulatory assets/liabilities or as energy related costs recorded in the OEB’s 4 

prescribed Retail Settlement Variance Accounts. 5 

6 

2.6.2 REVENUE REQUIREMENT 7 

NBDHL’s Revenue Requirement consists of the following: 8 

9 

- Administrative & General, Billing & Collecting Expense 10 

- Operation & Maintenance Expense 11 

- Depreciation Expense 12 

- Property Taxes 13 

- PILs 14 

- Deemed Interest & Return on Equity 15 

16 

NBDHL’s revenue requirement is primarily received through electricity distribution rates with supplemental 17 

revenue from Board-approved specific service charges, late payment charges, and other operating income. 18 

19 

2.6.2.1 Determination of Net Utility Income 20 

NBHDL has determined its allowable 2021 Net Income as $2,542,949. Table 6-2 Provides the detailed 21 

calculation. 22 



North Bay Hydro Distribution Limited 
EB-2020-0043 

 Exhibit 6 
Page 4 of 24 

Filed:  January 5, 2021

Table 6 - 2: Net Utility Income 1 

2 

3 

2.6.2.2 Statement of Rate Base 4 

A summary of NBHDL’s Rate Base for the 2021 Test Year, calculated on NBHDL’s deemed capital structure 5 

in accordance with the OEB Filing Requirements, is summarized in Table 6-3. NBHDL’s 2021 Rate Base 6 

is $76,227,486. 7 

Table 6 - 3: Rate Base 8 

9 

10 

2.6.2.3 Actual Utility Return on Rate Base 11 

Table 6-4 summarizes NBHDL’s 2021 Test Year at Existing Rates and the 2021 Test Year at Proposed 12 

Rates in order to achieve the Required Revenue. 13 

Details Application

Operating Revenues:

Distribution Revenue (Proposed Rates) 14,457,121

Other Revenue 1,228,466

Total 15,685,587

Operating Expenses:

OM&A 8,565,938

Depreciation/Amortization 3,348,110

Property Taxes 96,944

Other 18,823

Total 12,029,815

Deemed Interest Expense 1,112,823

Total Expenses 13,142,638

PILs -

Utility Net Income 2,542,949

Details Application

Net Fixed Assets:

Average Gross Fixed Assets 141,028,782

Average Accumulated Depreciation (70,406,309)

Average Net Fixed Assets: 70,622,473

Allowance for Working Capital 5,605,013

Total Rate Base 76,227,486
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Table 6 - 4: Return on Rate Base 1 

2 

3 

2.6.2.4 Indicated Rate of Return 4 

 NBHDL’s 2021 Indicated Rate of Return is 4.80% as presented in Table 6-5 and is calculated as the sum 5 

of Utility Net Income and Deemed Interest Expense divided by the Utility Rate of Return on Rate Base.  6 

7 

2.6.2.5 Requested Rate of Return  8 

NBHDL has determined its requested Rate of Return on Base to be 4.80% or $2,542,949. Table 6-4 above 9 

summarizes the computation of NBHDL’s 2021 Requested Rate of Return on Rate Base of 4.80%.  10 

11 

As summarized in Table 6-4, in the absence of a change to distribution rates for 2021, as proposed in this 12 

Application, and assuming that the 2020 Approved rates remained unchanged, NBHDL’s Return on Rate 13 

Base would be $1,885,597 or 2.47%.  14 

15 

Description

2021 Existing 

Rates

2021 

Required 

Revenue

Actual Return on Rate Base

Rate Base 76,227,486 76,227,486

Interest Expense 1,112,823 1,112,823

Net Income 772,774 2,542,949

Total Actual Return on Rate Base 1,885,597 3,655,772

Actual Return on Rate Base 2.47% 4.80%

Required Return on Rate Base

Rate Base 76,227,486 76,227,486

Return Rates

Return on Debt 2.43% 2.43%

Return on Equity 8.34% 8.34%

Deemed Interest Expense 1,112,823 1,112,823

Return on Equity 2,542,949 2,542,949

Total Return 3,655,772 3,655,772

Expected Return on Rate Base 4.80% 4.80%
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2.6.2.6 Deficiency or Sufficiency in Revenue  1 

NBHDL has provided a detailed calculation supporting its 2021 Revenue Deficiency in Table 6-5 in this 2 

Exhibit.  3 

4 

2.6.2.7 Gross Deficiency or Sufficiency in Revenue 5 

 As NBHDL is not expecting to be in a position to pay PILs in 2021, it has not “grossed up” its deficiency. 6 

Utilizing the 2020 bridge year forecast, NBHDL expects to be in a loss carry-forward position for 2020. This 7 

loss will be carried into future years to offset taxable income.  NBHDL will provide an update on 2020 actuals 8 

as part of the interrogatory process.  9 
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Table 6 - 5: Revenue Deficiency Calculation 1 

2 

Description

2020 

Bridge

2021 Test     

Existing 

Rates

2021 Test - 

Required 

Revenue

Revenue

    Revenue Deficiency 1,770,175

    Distribution Revenue 12,391,015 12,686,946 12,686,946

    Other Operating Revenue (Net) 588,415 1,228,466 1,228,466

Total Revenue 12,979,430 13,915,412 15,685,587

Costs and Expenses

    Administrative & General, Billing & Collecting 4,470,983 4,923,849 4,923,849

    Operation & Maintenance  2,981,844 3,642,089 3,642,089

    Donations - LEAP 15,560 18,823 18,823

    Depreciation & Amortization  3,120,296 3,348,110 3,348,110

    Property Taxes 93,665 96,944 96,944

    Deemed Interest 1,864,643 1,112,823 1,112,823

Total Costs and Expenses  12,546,992 13,142,638 13,142,638

Utility Income Before Income Taxes  432,438 772,774 2,542,949

Income Taxes:

    Corporate Income Taxes 0 0 0

Total Income Taxes 0 0 0

Utility Net Income  432,438 772,774 2,542,949

Income Tax Expense Calculation:

    Accounting Income 432,438 772,774 2,542,949

    Tax Adjustments to Accounting Income (2,461,781) (2,542,949) (2,542,949)

Taxable Income (2,029,342) (1,770,175) (0)

Income tax expense before credits (537,776) (469,096) (0)

Credits 0 0 0

Income Tax Expense (537,776) (469,097) (0)

Tax Rate Refecting Tax Credits 26.5% 26.5% 26.5%

Actual Return on Rate Base:

    Rate Base 75,773,859 76,227,486 76,227,486

    Interest Expense 1,864,643 1,112,823 1,112,823

    Net Income 432,438 772,774 2,542,949

Total Actual Return on Rate Base 2,297,081 1,885,597 3,655,772

Actual Return on Rate Base 3.03% 2.47% 4.80%

Required Return on Rate Base:

    Rate Base 75,773,859 76,227,486 76,227,486

Return Rates:

    Return on Debt (Weighted) 4.10% 2.43% 2.43%

    Return on Equity 9.30% 8.34% 8.34%

    Deemed Interest Expense 1,864,643 1,112,823 1,112,823

    Return On Equity 2,818,788 2,542,949 2,542,949

Total Return 4,683,431 3,655,772 3,655,772

Expected Return on Rate Base 6.18% 4.80% 4.80%

Revenue Deficiency After Tax 2,386,349 1,770,175 0

Revenue Deficiency Before Tax 3,246,734 1,770,175 0

Revenue Deficiency Determination
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2.6.3 COST DRIVERS OF REVENUE DEFICIENCY 1 
2 

Table 6-6 below summarizes the contributors to the revenue deficiency by revenue requirement component.  3 

Column A lists the 2015 Board Approved amounts.  Column B shows the 2021 revenue at existing rates 4 

shown in Table 6-1 allocated to revenue requirement component based on the proportions in Column A. It 5 

is NBDHL’s view that Column B estimates the revenue requirement components for revenue at existing 6 

rates based on the components assumed in existing rates. Column C lists NBDHL’s proposed 2021 7 

components. Finally, Column D represents the difference between Column C and Column B which provides 8 

an estimate of the revenue requirement components for the revenue deficiency of $1,770,175 9 

Table 6 - 6: Revenue Deficiency by Revenue Requirement Component 10 

11 

12 

The revenue deficiency of $1,770,175 for the 2021 Test Year is principally a result of increases in the 13 

following components: (i) increased OM&A; (ii) increased depreciation; and (iii) higher return on deemed 14 

equity; partially offset by lower deemed interest expense and no taxes.  These factors are further explained 15 

below: 16 

17 

 The cost increases in OM&A from 2015 to 2021 is $2,136,209 which includes $1,665,977 of 18 

OM&A in the revenue deficiency. The details associated with the $2,136,209 are provided in 19 

Exhibit 4. Please refer to Exhibit 4, Table 4-12 - OM&A Cost Variances – 2021 Test Year 20 

Comparisons. 21 

 Depreciation has increased as a result of the increase in net fixed assets in service.  The 2015 22 

Board Approved average net fixed assets was $53,415,660 compared to $70,622,472 in the 2021 23 

Test Year (Exhibit 2, Table 2-1).  Details with respect to the increases in the net fixed assets is 24 

provided in evidence in Exhibit 2.  25 

26 

Service Revenue 

Requirement

2015 

Approved

(A)

2021 Revenue at Existing 

Rates Allocated in 

Proportion to 2015 Approved

(B)

2021 

Proposed

(C)

Revenue 

Deficiency 

(D) = (C) - (B) 

OM&A $6,429,729 $6,899,961 $8,565,938 $1,665,977

Depreciation $2,489,076 $2,671,113 $3,348,110 $676,998

Property Tax $69,876 $74,987 $96,944 $21,957

PILs $202,184 $216,971 ($0) ($216,971)

Other Expenses $16,700 $17,921 $18,823 $901

Deemed Interest Expense $1,497,051 $1,606,537 $1,112,823 ($493,714)

Return on Deemed Equity $2,262,460 $2,427,923 $2,542,949 $115,026

Total $12,967,077 $13,915,412 $15,685,587 $1,770,175
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 PILs has been reduced to zero as a result of higher net negative tax adjustments, primarily driven 1 

by the use of accelerated CCA, as well as a loss carry available to offset test year taxable income. 2 

Details can be found in the PILs Work Form in Exhibit 4 (Appendix 4-D). 3 

4 

 A higher return on deemed equity results from increase in total Rate Base of $15,408,668 (Exhibit 5 

2, Table 2-1). The increase in net fixed assets was $17,206,812, and was partially offset by a 6 

reduction in the working capital allowance of $1,798,143.   The Working Capital Allowance has 7 

decreased as result of a reduction in the working capital allowance percentage from 10.31% in 8 

2015 to 7.5% in 2021 based on the Board Approved working capital allowance.  9 

10 

2.6.3.1 Change in Methodology 11 

NBHDL has not made any changes to methodologies to deficiency / sufficiency and on the individual cost 12 

drivers contributing to it. 13 
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APPENDIX 6-A: REVENUE REQUIREMENT WORK FORM 1 

2 
3 
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