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NOVA SCOTIA UTILITY AND REVIEW BOARD

IN THE MATTER OF THE PUBLIC UTILITIES ACT

-andIN l~HE MATTER OF AN APPLICATION of the TOWN OF HANTSPORT, on behalf of
its WATER UTILITY, for Approval of Amendments to its Schedule of Rates and
Charges for Water and Water Services and its Schedule of Rules and Regulations

BEFORE:

Murray E. Doehler, CA., P.Eng., Member

APPEARING:

TOWN OF HANTSPORT
Gerry Isenor, P.Eng.
G.A. Isenor Consulting Limited

Blaine Rooney, CA
Blaine S. Rooney Consulting Limited
BrianT. Smith, MPA
Interim CAO
April Ernest
Accountant
Martin Kehoe
Water Treatment Plant Operator
HEARING DATE:

March 5, 2015

UNDERTAKINGS:

March 10, 2015

DECISION DATE:

May 7, 2015

DECISION:

Schedule of Rates and Charges approved, as amended.
Schedule of Rules and Regulations approved, as
amended.
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-2 SUMMARY

[ 1J

The Town of Hantsport ("Town") applied to the Nova Scotia Utility and

Review Board ("Board") on behalf of the Hantsport Water Utility ("Utility" or "Applicant")
for amendments to its Schedule of Rates and Charges for Water and Water Services
and its Schedule of Rules and Regulations pursuant to the Public Utilities Act ("Act'),
R.S.N.S. 1989, c. 380. The existing Schedule of Rates for Water and Water Services
and Schedule of Rules and Regulations have been in effect since April 1, 2013 and July
1, 2012, respectively.
[2]

A Rate Study to support the Application, dated October 14, 2014 was

prepared by G.A. Isenor Consulting Limited in association with Blaine S. Rooney
Consultants Limited ("Rate Study"), and was submitted to the Board on November 14,
2014.

A revised Rate Study (the "Revised Rate Study") was filed as a part of the

Information Request ("IR") responses. The Revised Rate Study includes corrections to
the annual depreciation expense, amendments to the capital additions and funding
sources in 2014/15, as well as amendments to the allocation of utility plant in service to
public fire protection and the calculation of the Utility's projected required return on rate
base.

The Applicant's presentation during the public hearing was based upon the

Revised Rate Study.
[3]

The Application proposes rate increases for the fiscal years 2015/16,

2016/17 and 2017/18 ("Test Years"). For 5/8" meter residential customers, based upon
an average quarterly consumption of 43 cubic metres, the proposed increases in each
of the Test Years are 9.5%, 9.1% and 8.2%, respectively.

For all other metered

customers, based upon the average quarterly consumption of each meter size, the
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-3 proposed rate increases are between 7.3% to 10.4% in 2015/16, 7.4% to 9.8% in
2016/17, and 4.1% to 9.4% in 2017/18. Although the Utility currently has no unmetered
customers, an unmetered rate is proposed in case such a rate may be required. The
unmetered rate is based upon quarterly consumption of 68 cubic metres, with proposed
increases of 10.3%, 9.6% and 9.1% respectively, in each of the Test Years.
[4]

The Application also proposes amendments to the annual public fire

protection charge to be paid to the Utility by the Town, the Municipality of the County of
Kings (the "Municipality", the "County") and Glooscap First Nation ("Giooscap") for the
provision of fire protection service.

The proposed amendments to the total annual

public fire protection charges in each of the Test Years are a decrease of 31.4%,
followed by increases of 32.7% and 16.4%, respectively.

The total charge is

apportioned among the three entities based upon the number of hydrants owned and
operated in each location.
[5]

The Town recently applied to the Board for an order of dissolution, with

the public hearing commencing on March 23, 2015. While this is a separate matter for
the Board's review, a copy of some of the sections of the Infrastructure Report,
prepared by OPUS International Consultants Limited ("OPUS Report"), which was a
part of that proceeding, was tiled in response to the IRs.
[6]

The public hearing was held at the Hantsport Fire Hall on March 5, 2015,

after due public notice. Gerry Isenor, P.Eng., of G.A. Isenor Consulting Limited and
Blaine Rooney, CA, of Blaine S. Rooney Consulting Limited, represented the Utility.
The Utility was also represented by members of the Town's staff: BrianT. Smith, MPA,
Interim CAO; April Ernest, Accountant; and Martin Kehoe, Water Treatment Plant
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-4 Operator. No letters of comment were received and no members of the public spoke
during the hearing.
[7]

The rate increases are approved, as amended.

The Rules and

Regulations are approved, as amended and requested by the Utility.

II

INTRODUCTION

[8]

The Utility's system consists of the Davison Lake source of supply, located

approximately 12 km southwest of the Town. The source water flows by gravity through
the Utility's transmission main to its water treatment plant which uses a micro filtration
treatment process. After treatment, the water flows to a 1,000,000 gallon capacity steel
reservoir, prior to distribution to the Utility's customers.

The system has had no

significant changes and no new service areas since the Utility's last rate application in
2012.

[9]

The Utility noted in past rate applications that it has had issues with fire

flows and system reliability which continue to be of concern. The Rate Study includes
capital and operating costs associated with improvements to the Utility's distribution
network which should address these concerns. The Utility referenced the OPUS Report
in identifying the proposed projects for distribution mains in the Test Years.
[1 0]

As was discussed in relation to the 2012 rate application, and continues in

the current Application, the Utility's treatment process provides water that meets the
Guidelines for Canadian Drinking Water Quality ("GCDWQ"), with the exception of
trihalomethanes ("THMs") and haloacetic acids ("HAA''). In a separate application, the
Utility requested Board approval of the capital expenditure in the amount of $1 ,135,362
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-5to address deficiencies in the water treatment plant and distribution system.

These

proposed upgrades will bring the Utility in compliance with the GCDWQ. The Board
approved the request in a letter dated February 5, 2015, with the cost and funding
included in the Rate Study.
[11]

The Applicant currently serves 602 customers, located in the Town and

the Municipality, all of which are metered. It is projected that the number of customers
will remain constant in the Test Years. Based upon the terms of a separate agreement
between Glooscap and the Town (the "Agreement"), which was filed in response to the
IRs, the Utility provides water to Glooscap.

The rate charged to Glooscap for the

provision of water service is calculated at 16.22% of the Utility's operating expenditures.
The percentage, which has remained unchanged since the Utility's last rate application
in 2012, is based upon the total length of distribution mains located in the Glooscap
Reserve divided by the Utility's total length of distribution main. The Applicant advised
that the Agreement is currently under review by the parties and it is anticipated that a
new agreement will be reached after this consultation.
[12]

The Application was presented to the Board based upon the need to

adjust the rates as a result of increased operating costs and to fund the projected
capital program.

Ill

REVENUE REQUIREMENTS
(A)

Operating Expenditures

[13]

For the year ended March 31, 2014, the Utility had an excess of revenues

over expenditures of $55,990 and an accumulated operating deficit of $106,105. The
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-6Revised Rate Study estimates that the accumulated deficit will be $96,555 in 2014/15,
and projects that it will increase to $44 7,216 in 2017/18 without a rate increase.
[14]

The Board compared the Utility's projections for 2013/14 in the 2012

application with the actual results. In particular it was noted that the water treatment
expense was projected to be $215,427 when it actually was $176,000.

Mr. Isenor

explained that the Utility made treatment process refinements which have resulted in
productivity improvements. Ms. Ernest confirmed that the bank interest expense has
decreased from the projected amount of $10,000 to $2,500 due to the need to borrow
less as the deficit has decreased. Mr. Isenor further compared the accumulated deficit
of $254,000, estimated for 2011/12, to the actual 2013/14 accumulated deficit of
$106,000, noting that it's a "welcomed change."
[15]

The Rate Study includes the Utility's actual operating results for the

2013/14 fiscal year.

Although the total amounts are the same, some individual

operating expense line items differ between the Rate Study and the Utility's financial
statements for the year ended March 31, 2014.

The response to an IR provided a

reconciliation of the line items and noted that the differences are due to the allocation of
expenses for financial statement presentation.
[16]

The projected operating expenses for the Test Years are based upon the

Utility's budget for 2014/15 plus an annual increase of 3% for inflation. The Applicant
stated that its budgeting process consists of the preparation of a draft budget by
operations staff, which is reviewed with the CAO prior to presentation to Council for
review and recommendation.
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The Applicant explained the allocation of costs between the Town and the

Utility, as contained in the administration and general operating expense line item. It
was noted that a recent review of the salaries supported an allocation of 41% of
administrative salaries and benefits to the Utility and 25% of public works time to the
Utility. The Applicant further noted that rents for the use of the public works facility and
fixed equipment costs are allocated at 38% to the Utility, based upon the number of
service calls per year. Equipment operating costs are allocated at 30% to the Utility to
reflect that water main maintenance involves less fuel and maintenance costs than
those associated with snow removal.
[18]

Mr. Kehoe commented that the Utility currently has an active leak

detection program for its mains. In response to Undertaking U-3, the Applicant noted
that its non-revenue water is approximately 25% of total production, net of flows to
maintain chlorine residual and hydrant flushing.
(19]

The projected depreciation expense in each of the Test Years is based

upon planned infrastructure additions included in the Utility's capital budget.

The

Revised Rate Study amended the capital works for 2014/15, which impacted the annual
depreciation expense calculated in the Test Years. The depreciation rates used in the
Revised Rate Study for the proposed capital additions are as set out in the Board's
Water Utility Accounting and Reporting Handbook ("Accounting Handbool<').

(20]

The Utility filed a projected operating fund balance sheet in response to

the IRs which indicates that, based upon the application of rates calculated in the
Revised Rate Study, the Utility's accumulated operating deficit will decrease to
approximately $33,000 at the end of the test years.
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[21]

Given that the Utility has been operating with an accumulated deficit for a

number of years it is encouraging that its financial position has improved in comparison
to the 2012 projections.

The Utility should continue to explore ways to improve the

efficiency of its operations, including reducing the amount of non-revenue water, in
order to aid in further reducing the operating deficit. This will become more important in
the Test Years with the proposed treatment plant upgrades and potential operating
expense increases.
[22]

The Board reminds the Utility that its financial statements should be

prepared in accordance with the Accounting Handbook. For the purpose of the current
Application, the Utility provided a reconciliation between the financial statement
operating expense line items and those presented in the Rate Study, which the Board
accepts. However, the Board expects that future financial statements will be prepared
in the proposed format, to be used in Rate Study preparation.
[23]

The Board finds the 3% annual increase in operating expense items over

the Test Years to be reasonable. The Board further accepts the allocations of costs
between the Town and the Utility, which were recently reviewed; although the allocation
of administrative salaries and benefits is at the high end for utilities of similar size. The
Board reminds the Utility to review these allocations on a timely basis to ensure
accuracy.
[24]

The Board also accepts the annual depreciation expense based upon the

Utility's projected capital budget as contained in the Revised Rate Study.
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Capital Budget and Funding

[25]

The Revised Rate Study includes the Utility's capital budgets in each of

2014/15, and the Test Years.

In 2014/15, the capital projects, totalling $1,113,700,

include the revised costs for the water treatment plant upgrade, the water rate study and
vehicles and equipment.

The funding is from external funding sources ($1 ,088, 700)

with the remaining $25,000 from long term debt. The Board approved the upgrades to
the treatment plant and funding in a letter dated February 5, 2015.
[26]

The capital budgets in each of the three Test Years total $500,000,

$750,000 and $170,000, respectively.

In the first Test Year, 2015/16, the projects

include PRV Chamber Rehabilitation ($200,000) and distribution mains ($300,000). In
each of 2016/17 and 2017/18, the total budget relates to distribution mains.

The

distribution main projects included in the Rate Study were as outlined in the Opus
Report.
[27]

The proposed funding for the capital budgets over the Test Years is as

follows:
External Funding Sources
Depreciation Fund
Long Term Debt

2015/16

2016/17

2017/18

$250,000
$ 35,000

$375,000
$ 70,000
$305,000
$75Q,QOO

$ 85,000
$85,000
$
0
$170,QQQ

~215,000

$50Q,QQQ

[28]

The Applicant noted that the proposed external funding source is based

on an anticipated Federal/Provincial infrastructure funding program which has not been
secured at this time. The terms of the long term debt are 20 years with an interest rate
of 5%.
[29]

The Rate Study indicates that the Utility had no cash balance in its

depreciation fund at the beginning of the 2014/15 fiscal year. The Applicant explained
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- 10that it has not had a separate depreciation fund, but has rather flowed the funds
generated from the depreciation expense to the capital fund, the majority of which are
used to repay long term debt. The Rate Study proposed to phase out this practice and
establish a depreciation fund during the Test Years.
[30]

The Revised Rate Study projects that, with the proposed funding from

depreciation, as set out above, and the proposed transfer to non-operating revenue, as
discussed below, the depreciation fund balance will be $48,775 at the end of the Test
Years. The Applicant described the balance as low for the Utility's size, but noted that
with the proposed phase out of the depreciation fund transfer for principle debt
payments, the majority of the Utility's annual depreciation will be used to fund the capital
improvements identified in the OPUS Report.

Findings

[31 J

The Utility's largest capital expenditure in each of the Test Years is in

relation to distribution watermain replacements which was included in the OPUS Report
as noted above. The condition of the Utility's watermains has been discussed in prior
hearings and upgrades are necessary for improved fire flow and system reliability.
[32]

A utility's depreciation fund should be maintained to ensure the availability

of funding for necessary infrastructure replacement. The Utility's past practice of using
depreciation for other purposes, albeit to smooth rate increases, was not viable. The
Board is encouraged with the Utility's steps to properly fund the account and begin the
process to maintain a healthy depreciation fund balance.
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The Board accepts the proposed funding of the Utility's share of the

capital projects through long term debt and depreciation.

The Utility's total funding

contains external funding which has yet to be confirmed, and the Board encourages the
Utility to actively pursue these sources to ensure that the necessary infrastructure
upgrades can be made.
[34]

The Board finds the proposed capital budgets for each of the three Test

Years of the Rate Study to be reasonable. However, the Utility is reminded that the
inclusion of the proposed capital projects in the Rate Study does not constitute Board
approval of these projects. Separate Board approval is required for projects in excess
of $250,000 as set out ins. 35 of the Act.

(C)

Non-Operating/Other Expenditures and Revenues

[35]

Other operating revenue of $81,000 is projected in each of the Test Years,

consisting of Sundry ($5,000) and Glooscap Water Bulk Sales ($76,000). The Rate
Study also includes projections of non-operating revenues and expenditures for the Test
Years.
[36]

The non-operating revenue in the amount of $43,333 in 2015/16 and

$30,000 in 2016/17 relates to the proposed transfer from depreciation. No transfer is
proposed in the final Test Year, 2017/18, as Mr. Isenor explained that this practice has
been depleting the depreciation fund. The Board noted that the Utility made the same
argument during the 2012 rate application, but the transfer remains as a part of the
current Application. Mr. Isenor noted that the Utility does need to increase and maintain
a balance in the fund, while Mr. Rooney added there has been a change in staff that is
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- 12 aware of the funding need. This Application reflects the Utility's approach to increasing
the balance in the depreciation fund.
[37]

The non-operating expenses include both current debt payments, as well

as the projected debt payments associated with funding the capital budget in the Test
Years.

Also included as non-operating expenses in the Test Years are doubtful

accounts, in the annual amount of $500 and bank interest, in the annual amount of
$4,000.
(38]

The Application includes earnings, as non-operating expenses, of $20,000

in 2016/17 and $40,000 in 2017/18, which the Applicant explained is proposed to retire
a portion of the operating deficit in the Test Years. The Board noted that in the future,
this item should be indicated as 'Excess (Deficiency) of Revenues Over Expenditures'
rather than as an expense line item, to which the Applicant agreed.
(39]

The calculations of the required rate of return in the Revised Rate Study,

which excludes the transfer from depreciation, consistent with the 2012 application, are
2.25%, 3.49% and 4.10%, respectively in each of the Test Years.

The Board

questioned the classification of the Glooscap revenue as other revenue, noting that if it
was calculated as a bulk water sale, it would not appear in the calculation of return on
rate base, which impacts both the calculated public fire protection charge and the
customer rates. Mr. Isenor noted that there are ongoing negotiations with respect to the
Agreement with Glooscap and its classification as a wholesale or retail customer. He
explained, based upon his preliminary analysis, the Utility customers are not subsidizing
the charge to Glooscap for water service.
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The Utility filed as an Undertaking (U-2) amendments to the Revised Rate

Study which: calculated the return on rate base without the deduction of the Glooscap
revenue; used the revised return on rate base to calculate to the public fire protection
charge; and calculated the revenue required from metered sales as the total revenue
required less the revised fire protection charge calculated and less the revenue from
Glooscap.

The revised required return on rate base calculated in the Undertaking

response is 5.27%, 6.18% and 6.77%, respectively in each of the Test Years.

Findings

[41]

The

Board

accepts

the

non-operating

revenue

of

transfer from

depreciation, as proposed in the Revised Rate Study. The transfer is to be phased out
in the final Test Year which will aid building up the Utility's depreciation fund.
[42]

The Board finds the Utility's non-operating expenses, as presented in the

Application, are reasonable and accepts them as presented. As part of accepting the
non-operating expenses, the Board has approved the requested "Earnings" in the final
two Test Years.

However, this approval is conditional on the understanding that the

amounts are not actually paid out of the Utility, but are retained to reduce the
accumulated deficit.
[43]

The treatment of the Glooscap revenue, which was discussed as a part of

the 2012 application, continues to be an issue.
Agreement is currently being renegotiated.

The Board understands that the

It appears from the information provided

that the rate currently charged does not result in cross-subsidization by the Utility's
customers. Therefore for the purpose of the current Application, the Board accepts the
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However, the Board does not accept the

treatment of this revenue as "other'' for the purpose of the return on rate base
calculation for the determination of the public fire protection charge, which has the
impact of reducing the charge.
The response to the Undertaking (U-2) results in a return on rate base

[44]

which exceeds the interest charges on the debt. While the Board generally does not
accept the return exceeding the debt interest, given the unusual situation of having an
external Agreement with Glooscap, the Board will accept the calculations only for the
current Application. The Board further accepts the methodology used to calculate the
revenue requirements allocated to the fire protection charge, and customer charges, as
contained in the response to Undertaking U-2.

(D)

Allocations of Revenue Requirement

1.
[45]

Public Fire Protection
The methodology used in the Revised Rate Study for the determination of

the public fire protection charge is consistent with that used in the previous rate
application and with the Board's Accounting Handbook.
[46]

The fire protection charge calculated in the Revised Rate Study is

projected to decrease from the current amount of $145,106 to $113,465 in 2015/16.
The Applicant explained that this is due to a number of factors including: a lower than
anticipated return on rate base, as some planned capital projects did not occur; the
Application does not include earnings in 2015/16; and bank interest has been reduced.
The public fire protection charge is proposed to increase in the Revised Rate Study to
$149,021 in 2016/17 and to $174,529 in 2017/18.
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[47]

significant decrease in the public fire protection charge, followed by two increases,
when expenses are increasing. In relation to the discussion of return on rate base, the
Board noted that the amendments requested in the response to Undertaking U-2, as set
out above, would have the impact of increasing the public fire protection charge. The
response to Undertaking U-2 calculated the public fire protection charge as $140,274,
$178,416 and $204,413, respectively in each of the Test Years.
[48]

The total fire protection charge is allocated to each of the Town, County

and Glooscap, based upon the number of hydrants in each entity, currently 58, eight
and ten, respectively.

Findings

[49)

The Board accepts the Utility's determination of the fire protection charge,

as presented in the response to Undertaking U-2. The response continues to indicate a
decrease in the current public fire protection charge in the first Test Year, due to the
factors noted above.

However, a decrease of 3% in the first test year at a time of

proposed increases in customer charges is more balanced than the originally proposed
33% and 22% decrease in the first two test years.

2.

Utility Customers

[50]

The remaining revenue requirement in the Revised Rate Study, after the

allocation to the fire protection charge, is to be recovered from the customers of the
Utility.

The calculation filed in response to Undertaking U-2, takes the Glooscap

revenue out of the calculation of the return on rate base in the determination of fire
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- 16protection charges, and applies the Glooscap revenue as a direct reduction to
determine the remaining revenue requirement from customers.
[51]

The remaining revenue requirement is allocated to base charge, customer

charge, delivery and production, using the methodology as set out in the Accounting
Handbook, with the exception of the allocation of the transmission and distribution

expense which is allocated at 50/50 to base/delivery, consistent with the previous
application. The Accounting Handbook suggests an allocation of 100% to delivery. Mr.
Rooney explained that it is proposed to maintain the 50/50 allocation mainly for rate
stability. The Applicant further noted that this methodology has been used in a number
of smaller Utilities in the Province.
[52]

The Utility currently has 602 metered service connections, of which 580

are residential 5/8" meter size customers, which is projected to remain throughout the
Test Years.

Mr. Rooney noted that the Utility has recently lost some commercial

customers, which has resulted in a significant reduction in total water consumption since
the last rate application. He further added, unlike that which has been experienced in
other utilities, the residential consumption has remained stable, and it is projected to
remain as such during the Test Years.

Findings

[53]

The Board accepts the determination of the revenue requirements from

metered rate customers, as set out in the response to Undertaking U-2.

The

calculations in the Undertaking response have the effect of increasing the fire protection
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revenue requirements, and decreasing the revenue requirement from customer rates,
from those proposed in the Revised Rate Study.
[54]

The Board accepts the methodology used by the Utility in the calculation

of base and consumption rates for each of the Test Years, which is consistent with the
previous application, and has been approved by the Board with respect to other small
utilities in order to provide greater revenue stability.

(E)

Schedule of Rates and Charges
In addition to the rates for water supply to its customers and the fire

[55]

protection charge to the Town, the Application proposes one other change to its
Schedule of Rates and Charges, with respect to the "Charge for Non-Negotiable
Cheques."

The Utility explained that the charge has been updated to include the

administrative fee plus "any charges levied by the bank."

Findings
The Board has reviewed the proposed amendments included in the

[56]

Schedule of Rates and Charges, and finds them to be reasonable.

(F)

Schedule of Rules and Regulations

[57]

Mr. Rooney noted that two charges are proposed in the Schedule of Rules

and Regulations. The Applicant outlined this changes:
1.
2.

Add title "Liability for Payment of Water Bill" to Rule No.2.
New Rule No.6- "Billing"- This rule has been added to add clarity on the calculation of
bills for entering or terminating accounts between normal billing periods.
[Exhibit H-3, IR-35]
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- 18In addition, the Applicant noted that Regulation 38 'Extensions', omitted in error
the clause dealing with Board approval, which was corrected in the Revised Rate
Study.

Findings

[58]

The requested amendments to the Schedule of Rules and Regulations are

consistent with most other water utilities in the Province, which have had recent rate
applications. Accordingly, the Board approves the Schedule of Rules and Regulations,
as filed in the Revised Rate Study, effective July 1, 2015.

IV

CONCLUSION

[59]

In response to Undertaking U-2, the Utility changed the classification of

the Glooscap revenue to consider it as operating revenue in the calculation of the return
on rate base, which the Board accepts. Accordingly, the Board approves the Schedule
of Rates and Charges for Water and Water Services, effective July 1, 2015, April 1,
2016, and April 1, 2017, as filed in the response to the Undertaking. The approved
public fire protection charge in 2015/16 is prorated with three months at the current rate,
and nine months at the newly approved rate.
[60]

The Board approves the Schedule of Rules and Regulations, as set out in

the Revised Rate Study, effective July 1, 2015.
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[61]

An Order will issue accordingly.
DATED at Halifax, Nova Scotia, this

th day of May, 2015.
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Murray E. Doehler
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