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Tuesday, May 5, 2009

--- Upon commencing at 9:30 a.m.

MS. LEA:  Good morning.  Welcome to the second day of the stakeholder conference in the transition to IFRS financial reporting requirements.

As you know, I'm Jennifer Lea.  I'm moderating the conference.  People who are participating remotely can send questions via e-mail or comments via e-mail.  We have several -- five presenters listed for today, and the presentations of each of those presenters are on the Board's website.  So if you are participating remotely or even in the room, you can access the presentations on the Board's website.  Thank you very much to the presenters for sending those in.

Our first presenter this morning will be Brian D'Amboise for the Electricity Distributors Association, but before we begin, I believe that John Jackson of KPMG is going to address the question that Board Member Ken Quesnelle asked yesterday, and, also, I think there was a gentleman who came up and wanted to raise a preliminary question.

Perhaps you could identify yourself for the record.  Hang on.  I haven't turned you on yet.  There we go.  Try that.

MR. STEVENS:  Thank you, Jennifer.

MS. LEA:  There you go.  Now the mics are on.

MR. STEVENS:  My name is David Stevens.  I'm a lawyer with Enbridge Gas Distribution.

What we're curious about, we heard your description of the process of argument and the Board's policy report in terms of what's anticipated, that there will be argument and -- submissions and reply submissions from participants, and then a board policy report, which will essentially be the final word, as I understand it, on matters being discussed in this consultative, but for the transformation of the policy report into codes and other regulatory instruments.

With that in mind, I just wanted to enquire as to whether there is any opportunity for parties to -- for the Board's report to be issued in something of a draft form, so the parties can make comments on the Board's report, something as I understand -- which is similar to what I understand the process is in the low-income proceeding.

It has certainly been Enbridge's hope that it would be able to know exactly where the Board is going on this, or plans to go on this, and then be able to provide comments in that context for anything that hasn't been addressed up to that point, or any issues that bear a little more emphasis at that point.

MS. LEA:  Thank you for your question.  I don't have an answer for you.  I haven't received instructions specifically from the Board with respect to the issuance of any kind of draft report.

As I'm sure you know, stakeholders and Board Staff have been working for months on preparing for this conference, and the Staff proposals kind of represent a group effort, to a certain degree, and we thought that they provided, at the very minimum, something for people to comment on, to fight against, if you like, in the same way that a draft report from Staff or the Board might.

Certainly we invite parties to make any and all submissions they want to during the submission phase.

I can make enquiries of the Board with respect to a draft report, but it is not my understanding that that is part of the plan at this time.  However, what I will do is convey that question to them and let you know if there is any change.

In the meantime, you should rely on the schedule of argument that we gave out yesterday as being your opportunity to make the submissions that you care to make.

Do the Board Members have anything they wish to add to that?

MR. QUESNELLE:  No, other than to support your approach to it, Jennifer.

We were anticipating - and I share with you the thoughts to date on this - that the amount of information being brought in and the opportunities to discuss the matters would likely and most probably lead to a situation where the Board had all of the views before it to issue a final report.

Often when the Board makes a decision to issue a draft report, it is lacking that element, that it has all of the views before it.

So it would be, at this stage -- and the way we are progressing, the final decision on that would obviously depend on what the product of this consultation, including the submissions, obviously, turns out to look like.

But the probability of having all of the views before the Board is high.  So I would suggest that that should be your guide on that, but obviously if the Board at that point feels that it cannot make -- issue a final policy, then it would issue it as a draft, but that is not the likelihood at this point from what we have seen of the process.

MR. STEVENS:  Thanks very much for that.  Is it fair to expect, then, that if the Board felt the need for its report to go beyond the Board Staff proposals or go beyond the scope of the lists of issues that are set out now, that any further -- any discussion on sort of those additional matters would be issued in a manner that would allow parties to have further comments?

MR. QUESNELLE:  It would be going too far to speculate on that.  I think we would have to see the nature of the argument and presentation you put forward on that within your submissions.  Certainly feel free to answer all of the issues as they're laid out, and you are free to submit whatever you choose.

So to make that submission, the Board will obviously consider it, but that is not the expectation.  We had hoped that this process, as full as it's been, that everyone has had the opportunity to, you know, participate in the scope, as well.

So -- but take that as a guide.

MS. LEA:  Thank you very much.

MR. STEVENS:  Thank you.

MS. LEA:  Just as a very practical note, we need to get this done.  Any more rounds of submissions, and so on, does delay the time in which we get this done.

Thank you very much for those comments.  Any other preliminary matters?  Golly, I'm starting to feel like a Board Member, oh, preliminary matters.  Pardon me for that little aside.
HYDRO ONE NETWORKS INC. PRESENTATION (continued)

Questions by Mr. Quesnelle (continued)


MS. LEA:  Could I ask John Jackson now to speak to the issue that Board Member Quesnelle raised yesterday with respect to the ability to rely on existing rate base, I think was the issue, because of the bump-up that occurred for tax purposes in previous years?

MR. JACKSON:  I think I am on.

As we mentioned yesterday, the IFRS transition rules could result in certain entities deciding to avail themselves of a fair value election upon transition, though I think the question is -- and maybe if I don't have this right, you can clarify it, but I think the question is whether or not a valuation technique or methodology used in the past would impact what would be allowable or acceptable on the transition rules to IFRS.

There could be valuations done in the past for a couple of reasons I can think of.  One would be for tax purposes.  Another could be for a business combination, and I suppose you could do valuations for insurance purposes.  So you could have done valuations in the past.

It is my view that whatever you have done in the past should not taint your ability to use a discounted cash flow approach, if that is the approach that you believe can be supported upon transition to IFRS.  Now, there could be secondary issues with respect to some of the old valuations that you did, but I don't think it should have any impact on the IFRS transition itself.

MR. QUESNELLE:  Thank you.

MS. LEA:  Mr. Jackson, what do you mean by "secondary impacts"?

MR. JACKSON:  Well, there could -- if you are using a different valuation technique today, I suppose that it could cause people to look at the valuation techniques used in the past and challenge those, for whatever purposes they were used.  But, again, I wouldn't expect that it would have an accounting impact itself.

MS. LEA:  Okay, thank you.  I think now we can turn to Brian D'Amboise for the Electricity Distributors Association, and I invite Brian to make his presentation, please.
ELECTRICITY DISTRIBUTORS ASSOCIATION PRESENTATION

Presentation by Mr. D'Amboise:


MR. D'AMBOISE:  Thank you, Jennifer.  Good morning everyone, my name is Brian D'Amboise.  I'm the chief financial officer of Brantford Power, and I am also the chair of the Finance and Corporate Issues Council at the EDA, and I am making the presentation today on behalf of EDA.

Before proceeding with my presentation, I would like to take a moment to commend the OEB and OEB Staff for the time and effort they have taken in preparing for this stakeholders' conference.  We believe that the investment the OEB has made in hosting the various consultation meetings and issuing various reports, with the assistance of KPMG, on this topic has been very helpful in educating all of the stakeholders on the fundamental issues, and I think it was very helpful in bringing the matter to where it is today.  So I just wanted to commend them on taking that process.

LDCs have always embraced the principles of fairness, minimizing intergenerational inequity and minimizing rate volatility in formulating their policies.  LDCs understand that fairness to customers is one of the key factors that must be considered when dealing with significant change to utilities, such as those that are impacting as a result of IFRS.

The EDA also believes that aligning the system of regulatory accounting with that of financial accounting to the extent feasible will, over time, result in a simplified reporting regime where differences are minimized, which is pretty much what is currently the case with regulatory accounting as it compares to Canadian GAAP.

We believe strongly that this will ultimately result in cost savings for both the OEB and the LDCs, and will ultimately reduce confusion between ratepayers, industry stakeholders and the shareholders of the LDCs.

As a result, that outcome, we believe, is totally consistent with the fairness to customer objective that I alluded to previously.

With this in mind, the EDA generally supports the principles put forward by the Board Staff.  I will not repeat them here, but I urge the Board to utilize those principles when determining the final IFRS policies.

In addition, the EDA generally concurs with the other proposal put forward by Board staff.  However, we are suggesting four changes which we believe will improve the proposals as they are currently out there.  So in the interests of time, the remainder of my presentation will focus on those four particular areas.

The first issue is relating to the accounting for PILs.  The Staff proposal suggests that LDCs will continue the current practice of estimating taxes and including in the revenue requirement for rate-setting purposes on the taxes-payable basis.

We generally agree with this proposal, but would like to suggest a minor modification that would provide what we believe is necessary transitional measures to deal with PILs impacts during the period of IFRS transition until the first rebasing of rates that occurs after the introduction of IFRS.

In our view, the adoption of IFRS could potentially impact the PILs paid by utilities to the government.  However, the impacts will vary from utility to utility.  Although we understand at this stage that the Canada Revenue Agency and the Ministry of Finance are reviewing the impacts of IFRS on the calculation of taxable income, we are not aware of any guidance or pronouncements which have been made in this regard.

For example, adopting capitalization policies in accordance with IFRS -- as we've discussed at length yesterday -- may decrease the amount of capitalized and increase the amount expensed on a yearly basis.  This will, in turn, reduce the amount of PILs payable by LDCs compared to the amount currently recovered in rates, assuming that the recognition as OM&A will get tax deduction treatment as opposed to the capital cost allowance treatment that would have been done, had it been capitalized.

In our view, this type of impact was never contemplated when the initial PILs revenue requirements were established in existing distribution rates.  And as such, impacts is ultimately outside the direct control of the LDCs and never considered a part of the original revenue requirement, we believe a true-up of those impacts, whether positive or negative, is desirable.

The reason for that approach, we believe, is that is consistent with the current practice of account 1592 whereby any PILs impacts resulting from statutory changes to income tax law is captured for subsequent disposition.

From our perspective, a non-discretionary change in taxable income directly resulting from the accounting changes, to the extent that actually takes place, is really no different than an impact to a change in statutory taxation laws.

In our view, this true-up mechanism would only be required for a brief period commencing with the fiscal year in which IFRS is introduced, until the next rebasing of rates, in which case the ultimate tax implications of IFRS will have been recognized in the base rates.

At the time of rebasing, we would assume we would dispose of any amounts that have been accumulated to that point in time.

Of course for those utilities who haven't rebased in advance of the planned introduction of IFRS and can incorporate those in submissions on a proactive basis, clearly the need for true-ups thereafter may not be necessary, although there would still be a risk that until we get full rulings from the tax authorities as to whether unintended impacts might still be out there.

As a result, the EDA therefore recommends that any impacts to PILs expense -– again, directly related to the change in accounting policies resulting from IFRS -- should be able to be deferred and disposed of at a future point in time.

The second area we wanted to discuss is related to the administrative costs and their recovery with respect to the transition to IFRS.

The Staff proposal suggests that LDCs may record the incremental administrative costs incurred after January of 2009 for consideration at the next cost of service application.

In our view, as long as the costs incurred are for the purposes of accounting transition and will be subject to some prudency review at a future point, we don't believe an arbitrary cut-off of January 1st, 2009 is appropriate.

In fact, a number of LDCs began incurring expenses prior to 2009 in proactively making the necessary plans and activities towards achieving the goal, and we all know the OEB initiated their consultation during 2008.  And in fact, the EDA, in a separate communication, had requested the Board consider creating a deferral account during 2008 prior to the close of fiscal year to deal with this matter.

It is our view that because of the work done by a number of LDCs in advance, who made presentations at the initial OEB consultation process, that that information gathered was very helpful to the process, and for those utilities not to be able to recover those costs because of timing seemed to us to be an unfortunate outcome of the Staff proposal.

The third area we wanted to touch on is the issue of establishing a threshold test similar to what was used at the time of market transition, in order to encourage LDCs to minimize their implementation costs.

We believe that the use of a threshold could be useful, but only if it contained the following features.  It is our view that the threshold must be set at a level consistent with the actual typical IFRS implementation costs of the LDCs.  Costs or a threshold set at some arbitrarily determined amount, in our judgment, would not be fair treatment of this legitimate non-discretionary transitional activity.

Costs by LDCs that were incurred before this threshold, we believe, should be allowed for recovery at the next rebasing without the application of any discount factors, as was the case in the transition costs.

Costs in excess of this threshold should be eligible for recovery and be submitted for possible prudency review.  I think this element is important, despite a threshold, because some LDCs may have incurred specific costs that were unique to their specific circumstances that were not necessarily in place for other utilities who fell within the targeted threshold, for example, if a utility needed to totally change their financial systems because their existing legacy system was unable to cope with the IFRS requirements.

Finally, I would like to address a question which was not totally addressed during the consultation process, and the question was posed:

"Should any proposed increase in revenue requirement that may arise from changes in accounting for rate base and operating costs prompted by the adoption or modified IFRS be recovered from ratepayers, and if yes, on what basis?"

After the modified IFRS is adopted for regulatory accounting, the recovery of increases in revenue requirement, if any -- there could be decreases -- is only a matter of timing issue.  For example, adopting capitalization policies in accordance with IFRS may decrease the amount capitalized and increase the amount expensed on an annual basis.

This will result in an increased revenue requirement but will reduce the capital costs that otherwise would have been recovered in rates.

The EDA therefore recommends that according to the principle of maintaining fairness and minimizing intergenerational equity, the increased revenue requirement should be recovered from ratepayers on the same basis as other costs, and we believe this can be accomplished in the following ways.

Prior to a scheduled rebasing, transitional differences could be recorded in a deferral account for future disposition. At the next rebasing, outstanding items are to be disposed of and permanent impacts are to be reflected in revenue requirement, with appropriate implementation of rate mitigation plans to deal with the legitimate concerns of ratepayers.

In our judgment, that approach is really no different than has historically been the case.  In fact, if I can use an example from my own utility, Brantford Power revised its capitalization policy in 2006, which was fully recognized in the 2008 basing application.

In that situation, we took a more aggressive approach to capitalization and ended up capitalizing more costs than was previously the case in our 2008 rate application.  That was fully reviewed, with a net impact being that our customers received a lower revenue requirement, as a result, because of our capitalization decision.  That benefit accrued to the ratepayers at that point in time.

We see -- although the direction may be different this time, we see the fundamental issue as sound and does not warrant any different treatment as we move forward on the IFRS implementation.

At this point -- that was the end of my remarks, but I would be happy to answer any questions that the Board or others may have.

MS. LEA:  Did the Board Members have any questions at this time?  Questions from the floor?  All right, Colin.  Others?  Jay.  Others?  Bill Harper.  All right, let's begin with Colin McLorg, Toronto Hydro, please.
Questions by Mr. McLorg:


MR. McLORG:  Thank you, Jennifer, and thank you, Brian.  My question is very short.  Would the transition cost threshold be expressed on a per customer basis or on another basis you think best?

MR. D'AMBOISE:  Sorry, at the EDA, we did not specifically come up with a measure.  I think our issue was that the importance was that whatever measurement was used, it had to be reasonably representative of what the actual experience was in the industry.  So whether it was communicated on a per customer or, you know, a notion based on, you know, percentage of rate base or some other benchmark, we didn't really address specifically how that be done, other than it be reasonably representative of the actual occurrence.

MR. McLORG:  Thank you.

MS. LEA:  Thank you.  Jay Shepherd for the School Energy Coalition.
Questions by Mr. Shepherd:


MR. SHEPHERD:  Good morning.

I have three questions.  Start with the -- you are proposing a flow-through, basically, during IRM of all of the revenue requirement impacts, both -- and you referred to increases, but I assume you mean increases and decreases in revenue?

MR. D'AMBOISE:  That's correct.

MR. SHEPHERD:  Both ways?

MR. D'AMBOISE:  That's correct.

MR. SHEPHERD:  Your proposal for PILs is basically the same; that is, if there is a PILs impact associated with the IFRS change, the IFRS change flows through and the PILs impact flows through, as well?

MR. D'AMBOISE:  That's correct.  I guess my only difference is that I was -- or the EDA was thinking that the PILs impact would be, say, an amendment to the deferred PILs account as opposed to be related to, say, a deferred IFRS account, because it was clearly related to the PILs area.  But the impact would be exactly the same.

MR. SHEPHERD:  From the EDA's point of view, it wouldn't matter.  You could have one account for all of the IFRS impacts and you would be fine with that?

MR. D'AMBOISE:  That's right.

MR. SHEPHERD:  All right.  You are only -- in that context, you are only talking about mandatory changes, right, things that you have to do for IFRS?

So if IFRS gives you choices and you make a choice that results in an increase in revenue requirement, are you proposing that that flow through, as well?

MR. D'AMBOISE:  Again, I think it depends on -- you know, if the choice is the generally accepted choice of the industry to do and it was done for legitimate business purposes unrelated to taking advantage of its potential recovery, then I think that to the extent there is some discretion in those choices, those should be considered.

But we didn't drill down to that level of:  What impacts are there going to be and which ones?  Certainly the obvious one is -- again, the difference between capitalization and expense is an obvious one, but I don't think we would want to limit it to strictly those that are mandatory, because many utilities may in fact take different approaches to how they have adopted IFRS.

MR. SHEPHERD:  If an LDC were in a position to defer the implementation of something until the next rebasing, would you think -- would EDA think that it is appropriate to wait until then, as opposed to doing it during IRM and having a deferral account?

MR. D'AMBOISE:  I am not sure I understand what you mean --

MR. SHEPHERD:  So if you have one of these choices we're talking about and you can do it in 2011, or you can say, We're going to rebase in 2012, we will make the choice then.

MR. D'AMBOISE:  I think our premise is to the extent you have to adopt new accounting policies, I think -- although you can consider a change in accounting policies at some future point in time, our notion is that we would make all of the changes in accounting policies that we expect to be the end-state policies as part of the transition.

So that those impacts would be captured at this point in time.

MR. SHEPHERD:  And you are not suggesting in this that there be a Z factor limit of some sort?  You're saying this should be a flow-through outside of Z factors?

MR. D'AMBOISE:  On the PILs issue, for sure, because in our judgment, again, this is back to -- if we use the analogy again of the statutory changes, even if it is a very immaterial statutory change, technically the rules right now would dictate the deviation to be captured.

MR. SHEPHERD:  Understood, but I am not asking about the PILs alone.  I am asking about all of the IFRS changes.

MR. D'AMBOISE:  Right.

MR. SHEPHERD:  You're saying no Z factor threshold.  IFRS changes should simply flow through?

MR. D'AMBOISE:  Well, I think the principle is that.  Obviously for, you know, very insignificant items, it wouldn't be worth the effort to do that.  So I think a cost benefit approach has to be considered, but from a primary principle standpoint, until we've had the opportunity to determine the true impact, I think our position would be to stay with a full flow-through notion.

MR. SHEPHERD:  Okay.  Then the second area is the threshold test you are proposing for the costs.

If I understand what you are saying, it is that under the threshold, there is new prudency review?

MR. D'AMBOISE:  That's correct.

MR. SHEPHERD:  It's automatic you get it?

MR. D'AMBOISE:  That's correct.

MR. SHEPHERD:  Then the last question is with respect to the January 1st, 2009 cut-off date.  You are saying that is unfair, in essence.  I guess this question is really for Board Staff.  What is the rationale for the January 1st, 2009 cut-off date?  Is this simply a question of retroactivity, or is it -- you're not saying that costs prior to 2009 are somehow illegitimate.  It is just that it is too late?

MS. LEA:  There were two factors we thought about.  One was the retroactivity matter.  The second was we weren't clear about how material costs would be before January 1, 2009.  To a certain extent, the choice at that date is arbitrary, but those were the factors that we thought about when choosing a date out of the number of dates we could have chosen, and that's why we're inviting debate on the date specifically.

MR. SHEPHERD:  Is there a technically feasible method of allowing recovery of costs prior to 2009?

MS. LEA:  That's a very good question.  I think that there are legal considerations, because there is always the question about the ability to charge costs back for a time period that has already past.

Just having had a brief look at this myself, because the costs would be collected in a forward year, I am not sure it is legally barred by the usual cases that we look at when considering retroactivity.

So I am not sure it is absolutely prohibited.  At the same time, it is kind of dicey.  It's one of those judgment things.

But fairness is another consideration.  What Brian said earlier, utilities did -- some utilities did incur costs in 2008, partly at the urging of the Board, and some utilities did seek a deferral account in 2008, as well.

So those fairness considerations cannot be ignored.  These are the types of things that we're inviting parties to address when we come to balance what this beginning date should be.

If you have any assistance to give us in terms of the ability of the Board to make that cost start earlier, we would be pleased to hear it, as well as the fairness to shareholders, ratepayers, utilities, of what that date should be.

MR. SHEPHERD:  It does seem like the cut-off date penalizes those who were proactive in trying to do the right thing, which seemed counterintuitive.  The reason I ask the question is to ask Brian a question, which is:  Would the EDA be -- consider appropriate some sort of rule that says everybody can recover X amount by number of customers, or whatever, for transition costs, whatever your actual costs are?  Here's your formula for what you can recover.  It doesn't matter when you spent it.

MR. D'AMBOISE:  I think I am not sure I can speak for the EDA on that behalf, because we haven't obviously checked with our members.  My concern would be is, going back to those unique circumstances, some utilities may have had to make some material investments in systems to comply, and to have, you know, an automatic number apply may be punitive in their case because they could probably demonstrate evidence that those costs were prudently incurred.

But in terms of setting a threshold, as I indicated, if there is -– if there is such a thing as an average cost that every utility needed, per customer or otherwise, you know, as long as it resulted in substantial recovery of those costs, I think from an ease of process, you know, that might work.  But I certainly wouldn't want to speak on behalf of the EDA on that until we had a chance to talk to our members.

MR. SHEPHERD:  Thanks.

MS. LEA:  Thank you.  Bill Harper for the Vulnerable Energy Consumers Coalition?
Questions by Mr. Harper:


MR. HARPER:  Thank you, Jennifer.

Actually, Jay asked a number of the points I was trying -- I was thinking of following up on, so excuse me if I bounce around a little bit and sound a little bit inarticulate.  I'm trying to avoid the issues he talked about, because I was interested as well in terms of your recommendations about recovery of changes in revenue requirement due to IFRS introduction during the IRM period.

I think, Brian, one thing you mentioned was your own example of changing your capitalization policy and then coming in for rebasing.  And I understand you saying that the Board accepted that capitalization change on a going-forward basis.

I was curious whether -- because I wasn't involved in that particular case -- whether or not the Board approved any retroactive recovery of costs or refund of costs for the prior two years.  I guess it would have been '06, '07, prior to the recent --

MR. D'AMBOISE:  Right.  We -- they did not, and I think for two reasons.  One, we didn't ask for it.  And I think the difference was, comparing to this circumstance, in that case that was a voluntary approach by the utility to make a change, where in this case, this is non-discretionary.

MR. HARPER:  Okay.  The second question I had was the -- just trying to understand a little bit more about how this would work, because the -- I assume what you were doing in looking at your revenue requirement would be to look at what would be the change in costs in each year as a result of introducing IFRS during that IRM period?

MR. D'AMBOISE:  That's correct.

MR. HARPER:  And I guess what I was struggling with in that was the problem was the rates in those years aren't based on costs.  You don't have a revenue requirement each year that's based on costs where the Board has said:  Here's the allowable costs based on -– it might have been CGAAP.  You know, they haven't established a revenue requirement based on CGAPP in each year.  Basically, your rates in each year are established based on your base year revenue requirement and escalated up.

So I was struggling.  This is something I have been having conversations with other people about, in terms of if we are going to do this -– and I would like your comment on it -- is the best way to look at the implication for costs in that year, because the costs -– the Board hasn't anything to do with that?  Or would the best way to look at -- what would have been the implication on the revenue requirement base year, you know, that approved rates if I actually adjusted my base year rates and had them set on an IFRS basis, as opposed to, you know, the CGAAP basis, if I want to put it that way?

Because that is the only thing you have that is actually -– you know, that's setting your rates and your revenue requirement.

MR. D'AMBOISE:  Right.  I think from an EDA standpoint, because many of the members have not gone far enough in their IFRS projects to really have a nuts and bolts notion as to what the ultimate impact is going to be, so you know, we approached that issue at a principled level.

So I don't know whether, you know, when we get into this process, whether, you know, it is possible to get into an actual comparison of the actual revenue requirement impact to, you know, to the last penny, or whether there is a proxy approach that can substantially deal with that.

For example, we know that we have to do 2010 and 2011 -- sorry, 2010 on a comparable basis with CGAAP and IFRS.

You know, perhaps there is a way of taking that base line comparison and using the results of that comparison as a measure to basically accomplish, you know, the fundamental impact of the change, you know, in a deferral account that way.

Again, at EDA we haven't got to that level of detail.  We were focussing at the principle level that, you know, that ought to be provided to the utilities.  The actual mechanics and how that would be done, we were not in a position to really advocate at this stage.

MR. HARPER:  I agree with you, because that's what I was struggling with too in terms of trying to take the principle and translate it into how does it work, and in fact, because your costs in any one year won't -- let's say depreciation -- wouldn't have been approved by the Board.  You may have a -– you may have done a lot more capital spending that hadn't been anticipated or a lot less, or your depreciation may be a lot higher or lower.  And if you change your depreciation charge, some of that will be, you know, some of that will have been totally at your own discretion in terms of your –-

MR. D'AMBOISE:  Well, that's why I think it may be good to use, you know, the 2010 because both sets will be audited and they will represent a good snapshot at the same point in time as to what the fundamental impact of IFRS was.

And perhaps that may be, you know, a reasonable compromise to avoid the need to worry about, you know, people using discretion and coming up with the impacts.

MR. HARPER:  Okay, thank you.

MS. LEA:  Thank you very much.  Other questions from the floor at this time?  Yes, Alison Drago.  Who are you with, Alison, today?

MS. DUFF:  Consumers Council of Canada.  And I did get married 15 years ago, so it is Duff.

[Laughter]

MS. LEA:  But of course I worked with you –-

MS. DUFF:  We worked together a long time ago, Jennifer, but --

MS. LEA:  I know you from the years when we were both, you know –-

MS. DUFF:  Yeah.

MS. LEA:  -- single and –-

MS. DUFF:  We will talk about that later.

[Laughter]

MS. DUFF:  And I am blushing now.  I just -- actually the question is for Jennifer.
Questions by Ms. Duff:


MS. DUFF:  When you are talking about transition costs and requests for deferral accounts, you said the Board had received a number in calendar 2008 --


MS. LEA:  Yes.

MS. DUFF:  -- from a number of utilities?  What did the Board decide to do with that?  I'm not familiar.  And also -– that's part one of the question, and part two would be:  If they did decide to stick with the January 1st, 2009 date, how would that be -- how would those accounts be established procedurally?

MS. LEA:  As I understand it -- and I would ask Bill to help me, because I joined this project late -- my understanding is several utilities, and I know Toronto Hydro was one and I don't know who the others were, requested the establishment of a deferral account.  They made that request during calendar year 2008, to capture costs related to transition to implementation of IFRS.

I do not know what the Board's response was in each of those cases.  I know for the responses that I saw, the response was:  Wait until it is decided in this consultation, because I think that the thought was that the Board's general policy would be decided here.

As a consequence, I believe that was what the Board's answer was, so we do have some utilities who made the request in 2008 and they have now waited, as instructed, to 2009.  So there is a real fairness question there with respect to that.

Now, your second question is how would they be established procedurally.  I think that what we would do is request that the Board establish those accounts.  I don't think it has to be done in a rates case.  I think they have been established outside of rates cases in the past.  We will probably ask the Board to do that.  But I hadn't turned my mind to the actual procedural method.  Really, we are trying to get the principles and policies done here.  And asking the Board to address the issues of fairness, retroactivity, those sort of matters in this proceeding, and then we will deal with the procedure.

But I can think about that and let you know.

MR. COWAN:  I would add one little phrase, and that is that in terms of those who did request, there were, as far as I know, only two such requests.  One was from the EDA and the other was Toronto Hydro.  Unless I am mistaken, I don't believe there were any other -– any other requests that we received.

MS. LEA:  We did, however, the Board did issue a decision for one utility, and I cannot recall which one it was at this present time, which did allow into base rates some costs for IFRS because those were estimated.  A prudent -– you know, there was a test given to them.  Those proposed costs were reviewed and they were put into base rates, as opposed to a deferral account.

MS. DUFF:  No, I appreciate that the procedural questions haven't all been thought through and answered, but what concerns me is just the number of scenarios that exist with a range of utilities and different IRMs and --

MS. LEA:  Hmm-hmm.  Yes.

MS. DUFF:  Okay, thank you.

MS. LEA:  It is a complicated matter.

Other questions from the floor?  Bill, you had a question?
Questions by Mr. Cowan:


MR. COWAN:  I have two, if I might.  On two of the particular examples that you gave, it is just to understand it a little more thoroughly.  One is the accounting for PILs, wherein, Brian, you described the suggestion of a true-up.  And I wonder if you would agree with me that -- and I heard you use the phrase "true-up" and then the phrase "deferral account for recovery".  And I just wondered if I could try to see if I've got it, what you had in mind, correctly.

My impression of what is permitted under the IRM methodology with regard to changes in the tax legislation is that those are provided for as specific adjustments in the formula applied to rates.

I am not aware that there is actually a literal true-up or the creation of a deferral account for that, or rather, I understood that the extent to which it went was to provide for such an adjustment in the determination of the rate.

Do you have a different impression?

MR. D'AMBOISE:  Well, I think my recollection falling out of the 2006 EDR process was the deferral account 1592 was established to capture statutory changes.  I suspect if the knowledge of the statutory change is done in sufficient time that the rates can be adjusted as part of the annual rate adjustments to capture that change, then the need for the deferral account is made redundant by virtue of the actual change in the rates.

But if you were to have a statutory change that occurred subsequent or not consistent with the rate-making time table, I believe that account is there for that purpose.

MR. COWAN:  That's good.  Thank you.

The other notion here is that -- is it your view that in accounting for PILs, as far as you are aware, there are no other bases for true-up or capturing of a deferral amount at this time associated with PILs?

In other words, the Board has not indicated a means for adjusting with other dimensions of PILs?

MR. D'AMBOISE:  No.  From our standpoint, because we are accepting the tax payable notion and that the tax payable proxy that's built into the rates we assume to continue, our issue is solely related to the fact that if your actual taxable income deviated because of IFRS -- for example, again, we talked yesterday about the contributed capital.

If you had to take that into income, your actual taxable income could be higher, even though the transactions were the same, and if you had to pay additional PILs as a result of taking contributed capital to income, then there should be a way to deal with that, to bring us back to the original intent of the PILs proxy.

MR. COWAN:  You could of course, on that particular matter, show it as an adjustment on your tax return --

MR. D'AMBOISE:  That's correct.

MR. COWAN:  -- through the accounting income reconciliation?

MR. D'AMBOISE:  The concern we have is that if -- because taxable income typically starts -- or the reconciliation, with accounting income, and although there are areas where reconciliations are allowed, we weren't -- because we haven't heard any pronouncements by CRA or the Ministry of Finance, is if they were to indicate a policy statement that, you know, any accounting income or net income that starts, that only the traditional reconciling items are allowed on a schedule 1, then we could be hit.  If they allow us to convert IFRS accounting potentially back to what it would have been under a pure taxable income basis, then we may not need any adjustments.  We could deal with it that way.

MR. COWAN:  So the bottom line of that is, to the extent that the change for IFRS caused certain items to appear in the reconciliation that was before Revenue Canada that never had been visible to them before, that it could cause a change to the tax treatment, and it is that that you are seeking for some means of relief?

MR. D'AMBOISE:  Right.  It could be up or down, depending on the impact of the adjustments.

MR. COWAN:  All right.  That was my first question.

The second was with regard to the threshold test.  I just wanted to see how it related literally, up close a little bit, to the actual items in the issues list.  Item 7.3 is the one that talks about a threshold.

MS. LEA:  8.3.

MR. COWAN:  Should rate increase thresholds be set?  7.3.

MS. LEA:  Yes.  8.3 is the one that suggests that a threshold test for implementation costs be established similar to that used for transition costs.

MR. COWAN:  Then you in fact with helping me with the question, because my question is:  Which one is it that Brian was intent on addressing?  Is it the one in 8 or the one in 7?

MR. D'AMBOISE:  The one dealing with the transition costs.

MR. COWAN:  The one with the costs.  All right, fine.  Thank you very much.

MS. LEA:  Thank you.  Other questions from the floor?  I should indicate that I received an e-mail from Hydro Ottawa indicating that they also requested a deferral account for IFRS, but in the 2009 rate application.  I don't know what date that was filed, but I have recommended that the fact be included in your written submissions.

I have a couple of questions, and these -- I am not sure if you have information that can help us.

With respect to issues 8.1 and 8.2, which is the deferral account and its timing, do you have any sense of the materiality or how much cost was spent before January 1, 2009 for certain of your members?  Do you have a sense of the materiality?

MR. D'AMBOISE:  I think there is probably a different range.  We don't have complete data in that regard, but obviously those utilities who needed system changes presumably were spending a greater amount.  Other utilities who perhaps were not quick off the mark probably don't have a lot.  The concern we have is, because it is a multi-year project, the fact that maybe the 2009 portion by itself may not be material, that on a cumulative basis, by the time we go live, the overall project costs could be material.

MS. LEA:  I understand.

With respect to issue 8.3 and the threshold test, one of your suggestions was that we could establish it on the basis of a typical cost.

Have you any sense of what that might be, or, if it is too early to tell, how we might go about determining this to set up the test so that people come in with their costs?  I am trying to think of what comes first, you see, in that scenario.

MR. D'AMBOISE:  There is no question there is a chicken-and-the-egg notion there, because obviously our objective is to have the majority of the costs recovered that are, for lack of a better term, normal.  We didn't give a lot of thought as to how that would occur, because, again, those utilities who are very far along the road might have a good sense as to what their total costs would be.

I know in Brantford's case, we are not far enough along that we have a total sense yet as to what the total costs might be.

So, in a sense, if you have a deferral account, it would seem to me at some point there is probably some information, filing information, that could be done that would give the OEB a sense as to what the, quote/unquote, "normal" range might be that might assist in establishing that.

MS. LEA:  Thank you.  Any further questions from the floor?  Did the Board Members have questions at this time?

MR. QUESNELLE:  No.

MS. NOWINA:  No.

MS. LEA:  Thank you very much, Brian D'Amboise, for your presentation.

I would ask the representatives from Union Gas to come forward, please.  In the meantime, I want to make a little bit of adjustment over here.
UNION GAS PRESENTATION


MS. LEA:  Thank you.  We are back again.  With us are representatives from Union Gas.  I wonder, for the reporter, please, if you could give your name and spell it and indicate your position with the company?

MS. ELLIOTT:  Yes, good morning.  My name is Pat Elliott, E-L-L-I-O-T-T, and I am the controller at Union Gas.

MR. TUCKWELL:  And I am Chris Tuckwell, assistant controller at Union Gas.  Tuckwell is T-U-C-K-W-E-L-L.

MS. LEA:  Thank you.  Please begin your presentation.  Thanks.
Presentation by Ms. Elliott:


MS. ELLIOTT:  At Union Gas we have been working, probably since 2007, on our understanding of IFRS and what that conversion means for us with the project work starting early 2008.

So by now, we have completed some -- the diagnostic work, the design, the planning, and we are into solution development and implementation.  What I am going to present to you are really our current positions.  They reflect the views we have today, based on the examination that we have done internally, discussion with our external advisors, but they don't -- they haven't been reviewed by our external auditors or approved by our external auditors at this point.  And depending on kind of the cost of the solution development, they still could be subject to change.

I have also just limited the topics in the presentation to some of the key areas and haven't covered all of the positions of Board Staff, particularly those where they have a small impact on Union.

So at the present time, what we are designing for and the solutions we are developing are the ability to actually maintain three sets of records.  One, obviously, the compliance with IFRS for external reporting in Canada; the second one, to be able to report to the OEB for rate-setting purposes, whatever that ultimately ends up being; and the third, the US GAAP statements for presentation and consolidation with our parent.

It is expected at this point that the US GAAP statement, because they're in compliance with FAS 71, affects the -- or includes the effects of rate regulation.  Those sets of statements will largely incorporate the data that we require for OEB filing.

So we hope to be able to use the US GAAP statements for OEB filing and will limit what we are doing to two sets.

As far as the principles go, Union Gas' position is consistent with the Board Staff position paper, the view that IFRS should be adopted for ratemaking purposes.

We believe that the consistent approach, similar to today, where Canadian GAAP and regulatory accounting are aligned should be the way we are in the future, that IFRS and regulatory accounting should be aligned, should be as consistent as possible.  Clearly, one set of financial statements would provide the greatest clarity and understanding and reduce the complexity.

Although we do recognize that the conversion to IFRS will likely result in rate impacts and these impacts will have to be managed, so there will be utility-specific exceptions, whether those are short-term exceptions, deferral account solutions, or in some cases there may actually be permanent modifications to the standards.

In those cases, because the current Canadian GAAP is no longer available, that will require the regulator to maintain some accounting standards for rate regulation.

And one of these that I will talk about a little later is the group method for accounting for property, plant and equipment.

So the key accounting changes that we have identified are -- and you will see this list is certainly consistent with the Boards Staff's position paper -- these are the areas where I will address Union's impacts and some of our proposals.

First off, just briefly, on regulatory assets and liabilities, we have all heard that the current IFRS doesn't provide guidance with respect to accounting for rate-regulated entities, similar to that which is currently provided by Canadian and US GAAP.

What we are working towards is trying to defend using the IFRS framework to recognize assets and liabilities and the IFRS standards.

Now, clearly our auditors have not reviewed and approved that, and we are all waiting for the IASB to come out with their ruling on regulatory assets and liabilities.  For ratemaking, we do support the position that we would continue to use the deferral and variance accounts, regardless of whether these assets and liabilities can or can't be recognized on the financial statements.

Just as a matter of note, when we talk about assets and liabilities, we talk about more than just those items where we have an accounting order from the regulator.  One example of this is the regulatory asset associated with the recovery of future income tax liabilities.  So we are recording on our financials a liability for future income taxes.

We have also recorded a regulatory asset for the recovery, even though there is no specific accounting order.  Past practice would indicate that we expect the recovery of that in future rates.

So we group that into our definition of regulatory assets and liabilities.

One area where Union may be somewhat different than others in the room is we are currently recovering in our rates pension costs on an accrual basis and not a cash basis.  So our current statements, pension accounting is in accordance with GAAP, and that is how our rates are set.

One of the impacts of IFRS will be that we will need to write off our unamortized actuarial losses, past service costs, that will reduce our IFRS expenses going further -- going into the future.  Sorry.

So we will need a mechanism for ratemaking in order to continue to maintain the recovery that we are currently -- that is currently in rates today.  One of the possible mechanisms is a deferral mechanism to set up a regulatory asset for ratemaking purposes, to continue to recover those costs that are being recovered today in rates.

What this will do is leave the shareholder -- leave the ratepayer unimpacted and leave the shareholder unimpacted by the conversion to IFRS.

Gas inventory, this is an area where our current position is slightly different.  Well, it is different than the Board Staff's position paper.  For IFRS, inventory is required to be recorded at the lower of cost or net realizable value.  Currently our accounting is to record inventory at the Board-approved weighted average cost of gas that's built into rates.

At this point in time, we are proposing that we would adopt IFRS for ratemaking purposes; move to inventory at cost.  We believe net realizable value, because of the mechanism, is and will be equal to cost.

What this will do is change the deferral accounts that we are currently using from purchase variance accounts, basically, to sales variance accounts.

So the balance sheet won't be different in total, shouldn't be different in total.  The impact on rates should be small, if there is one.  But inventory will be valued at cost in compliance with IFRS.

This is all subject to being able to actually put this into a process that we can transact.

The next areas are all property, plant and equipment related.  You have heard, in previous presentations, in terms of the opening balance, it is our position that we are proposing to use rate base as deemed cost on transition.  That will be either using it through the IS 1 exemption that is currently being reviewed by the Accounting Standards Board, or by supporting rate base equals fair value with our auditors.

We also, consistent with Hydro One's presentation yesterday, we are also getting good reaction from our auditors in terms of being able to do this.  So we expect our opening balance to equal rate base, and we are not expecting to have a change for ratemaking.

The area we have talked a lot about over the last day is the change in capitalization.  Under IFRS, we expect that our costs that we're currently capitalizing will be reduced and the expenses will be increased.  These are costs that are currently recovered in rates, amortized or depreciated over the life of the asset, so for ratemaking purposes, in order to manage that impact, we will likely be looking for a mechanism -- again, similar to a regulatory asset -- to continue to recover these costs.

And it's a question of over what period of time that recovery will take place.  Today it is over the life of the asset.  We could move, in theory, to a one-year recovery or something in between.  And t will depend on the total impacts that we are looking at.

In this area, when I read the Board Staff's position paper in terms of depreciation and gains and losses, I am not sure that this is a consistent -– this is consistent with that view.

For accounting, we will be going to individual asset depreciation at the component level in compliance with IFRS, and we will be recording gains and losses on the income statement in compliance with IFRS.

But for rate making, we are actually proposing to continue to use the group method, to continue to recognize gains and losses through accumulated depreciation.  I think it may be just a matter of the words in the Board Staff's position paper referring to depreciation expense versus accumulated depreciation.

Gains and losses really do sit on the balance sheet and are recovered in future depreciation under group method.  So I think there is consistency, but different words are being used.

Asset retirement costs is another area where we may have some differences from the Board's position paper.  For accounting purposes, we will be recording legal obligations.  Currently, in rates we are recovering asset removal costs, referred to as negative salvage in our rates.  Those encompass both legal removal costs and non-legal removal costs.

So the non-legal costs will no longer be expensed for IFRS and no longer be recorded.  So this, we expect, will actually change the book value of plant, reducing the expenses and increasing the net book value of plant for the accounting records.

Again, for rate making, we are proposing to continue to use the group method, recognize asset removal costs in rates, and track the amount through accumulated depreciation.

So tied up with depreciation gains and losses and asset removal costs is the continuation of the current group method of accounting.

Those are the major accounting areas where we see impacts and differences from the Board Staff's position paper.  Impacts on rates, obviously we have talked about kind of the effect of all of the accounting changes, and I will talk, in a bit, about how we propose to proceed to deal with those impacts at a high level.

We have also got costs to convert, including system costs.  Currently, that project is estimated to cost us about $5 million from the period of time we started in 2008 through to completion in 2010.

We will and do expect to have ongoing administration costs to maintain those records to be able to sort of report financial reporting separate from regulatory reporting, but we haven't determined what those costs are at this time.

We do believe these costs, both the costs to convert and the administrative costs, should be recoverable from customers through rates.

The next few slides are really -- relate to our proposal for filing the impact, our proposal for rebasing and the reporting requirements.

So what we are looking at, at this point, is, in 2010, or after 2010 is complete, we will have a set of actual financial statements according to current Canadian GAAP.  We will have an IFRS comparable set of statements.  What we are proposing would be to file, in 2011, the implications of those changes and what those differences mean, and a proposal for modifying IFRS for rate making.

Clearly the best alternative would be adopting a full set of IFRS-compatible statements, but to the extent there are rate impacts, we will need to deal with what those are and how we propose to treat them.

It is our intent to do that using the 2010 actual information.  It just avoids the complexity of dealing with a forecast at the same time we are dealing with accounting changes.

Because that's being done in 2011, it's a question of timing.  Getting that information out will mean that it is not available for 2011 reporting.  So 2011 will likely be available on current Canadian GAAP when we file it in 2012.  It's possible we can identify and modify that when we report it after the fact.

One of the issues we have is being able to report 2011 in compliance with current GAAP which reflects the current regulatory treatment.  So we have to be able to be in a position to assure our auditors that we can still recover those costs that are sitting on the balance sheet for future recovery.

So there is a bit of a transition issue here, in terms of being able to make that statement in 2011 for the 2011 results, while we are in front of the regulator getting a decision on the impact of IFRS.

Once we get that decision, hopefully in 2011, from that point forward we will report to the regulator under a modified IFRS.  We won't at that time have current Canadian GAAP available anymore.  We will have incorporated the modifications into our reporting system, and that's the information that will be available from 2012 and on.

Recognizing that, what we expect to file when we rebase at the end of our incentive regulation framework is entirely based on modified IFRS.  Recognizing that the historic year will be 2011, we may have both to be able to bridge through to the new, but then we would report 2012 and 2013 based on the Board's decision on what the modifications are to IFRS.

So just in summary, what we would be reporting on an ongoing basis, obviously 2010 and current Canadian GAAP, 2011 will likely be current Canadian GAAP, and then from that point forward our proposal would be to report modified GAAP.

MS. LEA:  Sorry, I didn't understand that last remark.

MS. ELLIOTT:  We would be reporting, sorry, modified IFRS from 2012 forward.

That's the end of my prepared presentation.

MS. LEA:  Thank you.  Do the Board Members have any questions at this time?

We welcome Board Member Paul Somerville, who is at the back of the room, so don't let me forget about you and make sure I ask you whether you have questions.

Okay, then questions from the floor?  I see John Browne and Colin Fraser.  Just one moment.  Others?  Let's begin with John Browne.
Questions by Mr. Browne:

MR. BROWNE:  In your presentations, you proposed a number of cases where what you would be doing for regulatory purposes would differ from IFRS, or at least your regulatory accounting policies would differ from IFRS.

I was wondering if you have any estimate at this time of the additional administrative costs of maintaining those differences?  I am not looking at it from a dollar number, but an order of magnitude, let's say, in relation to total operating costs.

MS. ELLIOTT:  I don't really have a sense of what that cost would be on an incremental basis.

MR. BROWNE:  Okay.

MS. ELLIOTT:  We have to maintain the deferral accounts that we are currently maintaining, and, in some respects, we will be adding to that in terms of deferral reporting.

MR. BROWNE:  I was just wondering, does that significantly -- do you think that would significantly increase your operating costs?

MS. ELLIOTT:  I think we expect there will be some additional staff required to keep that, but --

MR. BROWNE:  Difficult to get the order of magnitude at this time, is it?

MS. ELLIOTT:  Yes, yes.

MR. BROWNE:  Fair enough.  Thanks.

MS. LEA:  Thank you.  Colin Fraser, please, from Hydro One.  Hit the mic button.

MR. BROWNE:  Pat, I note that you are proposing to modify IFRS for depreciation purposes, but not for overhead capitalization.  I wondered if you could provide a little bit of the rationale as to why you would be doing that for depreciation, maybe in terms of -- not so much the rationale for doing it, but I guess provide an opinion on the complexity of doing depreciation on two bases, and why you are not proposing to do the same thing for overheads?

MS. ELLIOTT:  I think at this stage, we are currently maintaining group method depreciation in our asset ledgers.

So incrementally, maintaining that sort of wasn't really a consideration.  What we looked at doing is breaking that set of records down so that we could do individual asset accounting for IFRS.  And we haven't gone through kind of the full solution development in terms of what that means to maintain the systems to do that and whether the alternative that I understand Hydro One is proposing would be to capture all of those variances and maintain them in different accounts on the balance sheet.  To be quite honest, we haven't looked at that approach to determine -- what we were looking at was maintaining existing practices and procedures and systems, and then simply adding kind of the individual item depreciation, trying to keep the core record as consistent as possible, but just add on the individual asset accounting.

MR. FRASER:  Can you provide a perspective, then, on the overhead capitalization, in terms of --

MR. PENNY:  Can you speak up?  We can't hear back here.

MR. FRASER:  Sorry.  Can you provide a perspective on the overhead capitalization issue and why the maintenance between depreciation records is different in terms of complexity?

MS. ELLIOTT:  Yes.  I think from an overhead capitalization perspective, what we are planning to do is maintain our record for the gross asset value that's the same between IFRS and regulatory accounting.

The difference from today's record would be we would set aside the overhead capitalization, not tie it to the plant asset itself, but keep it on the balance sheet, if you will, as an asset, more clearly a regulatory asset for regulatory accounting purposes, with the hope that the overhead capitalization difference could be phased out.

Really, our initial thinking was the depreciation would become a permanent difference.  So we were really setting up to -- one to be a temporary solution and one to be a more permanent solution.

MS. LEA:  Thank you, Colin.  Are there further questions?  Thank you.  Other questions from the floor?  Jay Shepherd for the School Energy Coalition?
Questions by Mr. Shepherd:


MR. SHEPHERD:  I just have one question.  With respect to the depreciation, you are going to continue group depreciation for US GAAP purposes anyway; is that right?

MS. ELLIOTT:  Only to the extent that it continues to be maintained for regulatory accounting purposes, as long as US GAAP is continuing to report under FAS 71, where we can use -- where we apply the effects of rate regulations.

To the extent that the regulator here changes the approach, we have to make those changes through the US GAAP statements as well.

MR. SHEPHERD:  So you are not required under US GAAP to use grouping?  That's voluntary?

MS. ELLIOTT:  It is our regulatory accounting treatment.

MR. SHEPHERD:  Okay, thanks.

MS. LEA:  Thank you.

Other questions?  Yes, James Cochrane?
Questions by Mr. Cochrane:


MR. COCHRANE:  Yes.  Could you clarify your use of the year 2011 for the actuals, both in terms of your RRR requirements and for rebasing, that you would use Canadian GAAP when that standard would not be in effect?

MS. ELLIOTT:  Yes.  The issue with 2011 is one of being in transition.  Because we don't have the Board's ruling on what modified IFRS would look like, until we are well into -- hopefully at the end of 2011, our statements will be prepared, assuming that we continue to get recovery of the things that are on the balance sheet.  The location of them and how they are classified, we'll get as a result of the Board's decision, but we will be well into and through 2011 before we get the decision on what modified IFRS looks like.

So we won't be able to report it, other than at a high level through an impact statement.

MR. COCHRANE:  Okay.

MS. LEA:  Other questions?  I have several questions.  Not perhaps too surprising.  Pardon me if they're rather simplistic, but then coming from the perspective of someone who until a few months ago was totally ignorant of this subject, perhaps I ask questions that are profound.  Who knows?  I can only hope so.
Questions by Ms. Lea:


MS. LEA:  I would like to ask you to begin with about your inventory valuation approach.  And as I understand it, the main change that you are proposing to make is instead of making this a purchase gas variance account, it will be a sales gas variance account; have I understood you correctly?

MS. ELLIOTT:  That's right.

MS. LEA:  All right.  So this also implies -- does this also imply a change to the QRAM methodology, then, that you would be proposing to use?

MS. ELLIOTT:  I don't think so.  We haven't really gone that far into the approach, but I don't think it will be necessary to change the QRAM approach.  We will still be capturing actual cost of gas.

Today we capture them at the point of purchase in the deferral account.  What we're really saying is we will capture them in inventory and then at the point of sale.

So they will all still be the same costs, just different locations.  And the ratemaking shouldn't change.

MS. LEA:  So the change from purchase to sales, then, is not going to create a timing difference that you anticipate will have an impact on rates?

MS. ELLIOTT:  It shouldn't have an impact, because today we do inventory revaluation adjustment every time we do a sales rate change, so that gas which is in inventory is adjusted anyway.

It is adjusted based on, again, our WACOG price rather than our actual cost.

MS. LEA:  Thank you.  With respect to Issue 3.3, which is capitalization, I appreciate the questions from Colin Fraser that clarified the question of a temporary adjustment and a permanent adjustment.  I think that is an interesting distinction.

Are you, at this time, able to estimate for us what that change in capitalization policy will mean in terms of a revenue requirement impact?

MS. ELLIOTT:  We are not.  We are currently working through the details of what's currently being capitalized and whether it qualifies or doesn't qualify under IFRS.  So we don't have the final list at this stage.

MS. LEA:  One of the reasons I thought you might be able to help us a bit with that is because you said that you will be seeking a mechanism to deal with the rate impact, and I wondered if that implied that it is your belief at this time that mitigation will need to be triggered, that the impact will be significant enough to require mitigation.

MS. ELLIOTT:  I think, to the extent that we are currently recovering it, it will be our proposal that we recover them in the future.

So as we sum up all of the various impacts, these accounting changes, we don't know at this stage what that dollar value is, but it was really more to get a point -- get across the point that those items that are currently on the balance sheet for future recovery will continue to be recovered in the future, and it's not clear what that mechanism will be and what that impact will be.

Ideally, if we could get all of these changes to net out, there won't be a problem.  I don't expect that's going to be the case.

MS. LEA:  Thank you.  Dealing then with a number of matters you raise with respect to Issue 3.4, so let's begin with gains and losses, it was your impression that probably there wasn't a difference between the Board Staff proposal and yours, except that perhaps you frankly are being a little bit more clear about how these losses, gains and losses are to be treated.

I think what the Board Staff proposal is that they be separately identified for review by the Board, but they are still being reclassified as depreciation expense.  Is that your understanding?

MS. ELLIOTT:  That's my understanding, after yesterday's clarification.  And they will be, because they will be on the IFRS statements, separately identifiable.

MS. LEA:  All right, and so you don't have a problem with that proposal as it stands, as you understand it?

MS. ELLIOTT:  No.

MS. LEA:  Okay.  With respect to asset retirement obligations, are you able to help us as to how you see or what differences you see between the Staff proposal and your proposal for the treatment of these items?

MS. ELLIOTT:  I think the Staff proposal deals with the IFRS obligations, the legal obligations for asset retirement costs.

My read of the proposal is the sense -- gives me the sense that they're not being recovered in rates currently, and they won't be recovered in rates in the future.

From Union's perspective, we are recovering asset removal costs in rates.  Those costs are a combination of legal obligations and non-legal obligations.

So if we were to continue to recover those in rates, we would be creating a difference between IFRS and regulatory accounting for that -- for those asset retirement obligations that are not legal.

And I take the Board's position paper to really deal with the establishment of the asset for the legal obligation.

MS. LEA:  Mm-hmm.  One moment, please.

Thank you.  We will think about that, certainly.  I do have several questions with respect to your proposals for  -- particularly for rate filings, please, so I wonder if we could look at those.

Here it appears, to me, that your proposal is quite different than what appears on page 11 of the Staff proposal, and just to help those folks who are participating remotely, it is under the general issue 9, "Filing Guidelines For Rate Applications".

On page 11, reading number 2, I am going to read it into the record:
"For gas distributors making applications for rebasing for rates for years subsequent to 2010, and with an earning sharing mechanism in place..."

We propose:
"For years prior to 2010, distributors will file the results under the current regulatory framework."

In other words, Canadian GAAP.  And your proposal is consistent with that?

MS. ELLIOTT:  Yes.

MS. LEA:  Thank you.  And:
"For the rebasing test year, distributors will file forecasts under both the current regulatory framework and on the basis of modified IFRS."

As far as your plans exist now, is your rebasing test year 2013?

MS. ELLIOTT:  It is, yes.

MS. LEA:  So you are not proposing to file under the current regulatory framework, but on modified IFRS as that may exist?

MS. ELLIOTT:  That's correct.

MS. LEA:  Thank you.  "Distributors shall" -- I am now reading again from the Staff proposal:
"Distributors shall continue to present all required IRM application filing materials using the current regulatory framework, while the current IRM is in place."

What is your view about that sentence?

MS. ELLIOTT:  We're actually proposing to make the change in 2012 to modified IFRS, but that would be after addressing what that impact is.

So we would be filing our 2012 information on modified IFRS, rather than using the current framework.

MS. LEA:  All right, I understand your proposal.

Then the last sentence in the Board Staff proposal is:
"In addition, for the rebasing test year, distributors will specifically identify financial differences and any resulting revenue requirement impacts that arise from the adoption of IFRS requirements."

As I understand it, you propose to do that for 2010 and create the contrast in that year?

MS. ELLIOTT:  That's right, on actuals for 2010 as opposed to involving or including forecast differences in this analysis.

MS. LEA:  Okay.  Thank you.

Do I understand correctly that whatever the result of this consultation and the Board's resulting policy, and changes to regulatory instruments that may flow from it, that you propose, in 2011, to make a Union-specific application to the Board for modifications to rate making resulting from IFRS transitions?

MS. ELLIOTT:  Yes.  I think that some of the modifications will need to be utility-specific.

We will have a set of statements that adopt IFRS in their entirety to determine what that does to the revenue requirement.  To the extent that is a revenue requirement number that is significantly different from current Canadian GAAP, we will be looking at modifications, where necessary, to manage that.

MS. LEA:  Okay.  But your current plan is not to rebase in that year, but to merely bring forward the changes that may be driven from IFRS, if it is your view that they are significant enough to warrant the Board's attention?

MS. ELLIOTT:  Which would be pretty much, I guess, Z factor treatment under our current incentive regulation mechanism for 2012.

MS. LEA:  All right.  Now, what I didn't understand about your proposal, as well, was you have an earning sharing mechanism in place, and that earning sharing mechanism is based on the rate setting that was accomplished under our present regulatory regime, Canadian GAAP as modified for regulatory purposes.

How is the Board to evaluate the results under that earning sharing mechanism in your rebasing year if you do not provide the results under Canadian GAAP for that year, as well?

MS. ELLIOTT:  We are actually providing that information in 2010.  So our earnings sharing in 2010 will be available under current GAAP, will be available under full IFRS GAAP, and whatever our modifications proposed to be.

It would then be our intention to get sort of the approval for the modifications and roll them into 2012 rates and earnings sharing -- and/or earning sharing.

MS. LEA:  Can I put it this way, then, very crudely:  You would have a reset in 2011, and the earning sharing mechanism would be reset to an IFRS basis?

MS. ELLIOTT:  Yes.

MS. LEA:  Thank you.  Other questions from the floor?  Do the Board Members have questions at this time?

MR. QUESNELLE:  I have one.

MS. LEA:  Please.
Questions by Mr. Quesnelle:


MR. QUESNELLE:  Yes.  I have one, Ms. Lea.

With regard to the dismantling removal costs of the cost of an asset - and I am just going back to KPMG's presentation yesterday.  I think it was Ms. Davis that spoke on those costs and the costs of an asset in IFRS and spoke to the -- that under IFRS, that one of the differences that they have seen is that the obligation can be both legal and constructive, whereas under Canadian GAAP, you are largely dealing with legal.

Now, I am just wondering how that -- your view of it seems to be that going to IFRS and the Board's proposal is the Board specifically dealing with just legal, and, whether or not you disagree with KPMG's read of it, that there is also the inclusion of a constructive obligation, which would include such things as your own processes, which would certainly seem to me that your past practice would speak to your own process.

MS. ELLIOTT:  We have had some internal discussion.  We certainly agree with KPMG's interpretation that IFRS requires the establishment of an asset where you've got a constructive obligation.

The question is:  What is a constructive obligation, and does our past practice set us up for requiring a constructive obligation?  Does the recovery through rates of non-legal obligations establish a constructive obligation?

Right now, we are looking at that as being, no, we don't have a constructive obligation.  What we may have is an obligation back to the ratepayers, because we have collected something, but it doesn't create an obligation to remove an asset.  But, as I said earlier, we haven't got everything approved and signed off by our auditors.


So today we are saying legal obligations are the only things that we're going to set up under IFRS.  Constructive obligations are an outstanding issue, but our current position is, no, we don't have any.

MR. QUESNELLE:  That's based on your current understanding of the constructive obligation?

MS. ELLIOTT:  Yes.

MR. QUESNELLE:  Because another element to this, and I would ask you to comment on that, is even third party expectations can set up a constructive obligation, so to the extent that -- your facilities and the removal of them, there may be expectations by third parties to have that removal included?

MS. ELLIOTT:  Yes, yes.

MR. QUESNELLE:  So that is kind of an evolving notion?

MS. ELLIOTT:  It is something we are currently looking at, yes.

MR. QUESNELLE:  Okay, thank you.

MS. LEA:  Thank you.  Any further questions from the Board Members?  Thank you very much for your presentation.

MR. COWAN:  Jennifer, I do have a number of questions I was hoping to ask.

MS. LEA:  I'm sorry.  That's why I asked for questions.  All right, please go ahead.
Questions by Mr. Cowan:

MR. COWAN:  The Board Members, they may indeed I'm not - in fact, one of them is actually supplementary to Ken's question, so I will start with that.

MR. PENNY:  Can you please speak up, please?  I can't hear you.

MS. LEA:  Is your mic on?

MR. COWAN:  Sorry.  The mic is on, and I will approach it a little more aggressively here.

With regard to asset retirement obligation, it is one of the elements that we did describe, and you, in your remarks, characterized that perhaps the Staff proposal had excluded constructive obligations as something that were not likely to be acceptable, in terms of the Board's treatment.

I wondered if you could help me understand exactly whether there was wording in there that had triggered that, or how that impression came to be?

MS. ELLIOTT:  I don't think I was suggesting that the Board Staff wasn't considering constructive.

I think, in my mind, the non-legal removal costs that we're currently recovering don't constitute a constructive obligation.

So I am dealing with that which is not a legal obligation, and interpreting it as not a constructive obligation, either.

So it is probably the way I am thinking, I suppose.

MR. COWAN:  I understand, I understand.

So then further to that, your use of the negative salvage value, how do you anticipate that being treated under IFRS?  I wasn't quite clear on that.

MS. ELLIOTT:  Our current approach is our negative salvage is really two pieces on our financial statement.

The legal obligation is recorded as asset removal costs, and the non-legal obligation, that which we collect from ratepayers that isn't a legal obligation to remove, is recorded as a regulatory liability.

So for – and then it comes down to a question of, for IFRS:  Is that regulatory liability still staying where it is on the balance sheet?  We have no certainty that that will stay there.

But for ratemaking purposes, as long as we continue to recover those costs, they will continue to be regulatory liabilities for ratemaking.

MR. COWAN:  Okay.  I understand what you are proposing.

Then with regard to inventory -- and this is supplementary to Jennifer's question -- where you observed that the purchase gas variance account would perhaps become a purchase -- a sales gas variance account, is the rationale or is the accounting context of that one which would suggest that IFRS has a more receptive or fully developed treatment that would sustain the recognition of a revenue-related variance as a legitimate balance sheet item as opposed to the treatment under inventory, which has become more explicit and perhaps more prohibitive?

Is that the manner in which you are suggesting that this might be acceptable from an IFRS perspective?

MS. ELLIOTT:  Again, I don't think it started out that way.  From an IFRS perspective, cost is what inventory can be valued at, the lower of cost or net realizable value.

Today our inventory is not cost.  It is weighted average cost, but it is a proxy for our pricing.

The actual cost is recorded on the balance sheet through the deferral -- the combination of the deferral accounts and inventory.  So what we looked at initially was if the deferral accounts couldn't be recognized for IFRS purposes, that we would move those costs that are still in inventory into inventory.  And that's certainly a legitimate accounting approach.

And then all we are dealing with is the variance on the sales side.

And again, the determination as to whether that variance is or is not on the balance sheet for IFRS purposes is still outstanding, but the variance would be in existence for regulatory purposes.

MR. COWAN:  It seems to me there is an argument that deferred revenue has more credence than deferring a cost.

MS. ELLIOTT:  It certainly is a different transaction behind it.  So, yes, it might have a better -- it might -- we might be more successful at leaving it on the statements, if it is deferred based on the revenue transaction rather than the purchase transaction.

MR. COWAN:  If that occurs and there is no material effect on the numbers -- which I can certainly understand why there would not be -- it means that it would eliminate one potential area of difference between IFRS and what the regulator might otherwise require?

MS. ELLIOTT:  Yes.

MR. COWAN:  All right.

One of the areas -- one of my favourites, as people are starting to understand -- is group depreciation.

And here you have used a phrase similar to what we heard from Hydro One yesterday, with regard to use of componentization as the framework on which you would build the treatment of what I think -– and I am looking for confirmation -- are like assets.

In other words, if you have pipe and valves of which you have thousands and thousands of units, are you proposing that -- for your accounting purposes, to treat those as a component, in the sense of a class of items that, together, are the same but are discrete?

You are not attaching a serial number to each valve and then amortizing it over its life, but you are using some technique for pooling the thousands of like valves.

Am I correct?

MS. ELLIOTT:  Yes.  To the extent that those valves or the lengths of pipe are all installed in the same year, they would become one record with a quantity on them, and then depreciated over the life of that particular component.

So a pipeline today might have two or three components, each with a different useful life, but all units -- all lengths of pipe will be -- of the same size for that year, will be in one record.

MR. COWAN:  All right.  Thank you.

Then with regard to one of your slides that talks about employee future benefits, I think you identified that there would be a separate asset created or that there would be a need for a write-off of past service costs, the unamortized amount.

Are you anticipating applying for a specific deferral account for that in a future application?  Or how do you see addressing that?

MS. ELLIOTT:  To the extent that those costs are currently recovered in rates today, we don't have deferral accounts for our pension expense.

So as we come out of 2010 with the IFRS numbers, you will see our pension expense go down, because we've written off the unamortized losses.  And so to leave the ratepayer and the shareholder unimpacted by that would require, in fact, a deferral account to set up that receivable.

MR. COWAN:  At this point, do you have a sense of significance, in terms of, this is a big one or not?

MS. ELLIOTT:  I don't know what the number is off the top of my head.  It is a significant number in terms of the adjustment that would be required.

MR. COWAN:  Okay.  Fiona may have a supplementary question to that.  Are you okay with this or is there more that you -– you don't need to --

MS. O'CONNELL:  Well, I guess just the whole concept of the regulatory asset means that you are saying that the future pension costs that would have been recoverable under current GAAP, you are saying now you are recording that as a reg asset.

And my question is, was there a guarantee that that future pension cost would have been recoverable in rates if Canadian GAAP had continued going forward?

MS. ELLIOTT:  There are costs that are currently being recovered in rates.

MS O'CONNELL:  Yes.

MS. ELLIOTT:  So to the extent that there would be no trigger to remove them, they would be recovered in the future.  But that is certainly a question, when we come forward with all of the various impacts, that would have to be addressed, and part of my concern is today we don't have a regulatory asset, so it is a little bit of a difference in accounting.  But the costs are being recovered.

So to leave everybody unimpacted, shareholders and ratepayers, by the transition, would recover -- would require a mechanism to continue to recover those costs.

MS. O'CONNELL:  But certainly wouldn't some of these costs be 30 years out, that kind of time frame, that long out?

MS. ELLIOTT:  These are generally historic gains and losses that are being amortized over the useful life of the employees, which I think is about 10 years right now.  I'm sorry.

MS. LEA:  Oh, oh.

[Laughter]

MS. ELLIOTT:  I have less.  He has more.

MR. COWAN:  The remaining years of service of employees.

MS. LEA:  Okay.  Anything further?

MR. COWAN:  Yes, there is one other.  And that is with regard to the IFRS costs, which you characterized as or described as about $5 million, I wonder -- I have two points of clarification as to the content of that amount.

One is whether or not -- and you do describe that it includes system costs.  I wonder if you can give us an idea of what proportion of the 5 million is system costs.

MS. ELLIOTT:  I'm sorry.  I don't remember.  We filed this evidence in our 2009 rate case.  It is the carrying cost on the system.  I am going to say the total system cost is probably in the $5 million range.

So with a four-year amortization, a good portion, say probably half of that, is system cost.

MR. COWAN:  And system cost that you have included in the 5 million isn't the acquisition costs of the system.  It is amortization, or --

MS. ELLIOTT:  It is not the system cost outright.  It is the capitalization.  It is the cost to -– so depreciation, interest –-


MR. COWAN:  Okay.

MS. ELLIOTT:  -- on the cost of the system application.

MR. COWAN:  So it is, therefore, not the acquisition cost of the system change?

MS. ELLIOTT:  No.

MR. COWAN:  All right.  So then -- and your rough approximation is that it is about half of the 5 million?

MS. ELLIOTT:  I think so.

MR. COWAN:  All right.  In fact, you have answered both halves of my question here, because you have indicated there is a system cost and that the system cost is not included in the 5 million.

So then of the remaining amount in the 5 million, is there some proportion of that that is Staff-related cost and some for third party consultation or -- could you give us a little characterization of the nature of the other half of the cost?

MS. ELLIOTT:  The other half of the costs are incremental internal resources, as well as third party advisors.

MR. COWAN:  Okay.  Thank you very much, Jennifer.  I am done.

MS. LEA:  Do the Board Members have any other questions at this time?

MR. QUESNELLE:  Actually, I do.

MS. LEA:  Thank you.  Please go ahead, Board Member Quesnelle.
Questions by Mr. Quesnelle:


MR. QUESNELLE:  Just back to the depreciation and the notion of the componentization of the -- looking at the pooling versus the grouping.

It seems to me that you have the same type of data as Hydro One - I am not trying to make a comparison, other than you have gone in different directions and I am wondering why - that you have the asset type by vintage, and it appears that that is to the level of granularity that would allow you to do a pooling under IFRS.

I am just wondering, is your desire to carry on with the grouping because you already have it done that way for FAS 71, and it is the kind of the compelling reason to not switch over?

MS. ELLIOTT:  You really -- our design was set up around maintaining the current transaction, so the current information flow, the current accounting, the depreciation studies, the record that we have.

Now, that said, we will end up changing the base asset so that we can get as much alignment between the two methodologies as possible.

But rather than establish a new process for capturing gains and losses and deferring them, and maintaining that as a separate asset record and tracking it, our approach has been to use our existing method, and then add to that the IFRS accounting, which is individual assets, gains and losses are expensed.

MR. QUESNELLE:  So it looks like a lot of the debate here is from the starting point that you choose?

MS. ELLIOTT:  Yes.

MR. QUESNELLE:  Okay, thank you very much.

MS. ELLIOTT:  Thank you.

MS. LEA:  Any further questions from Board Members?  Thank you very much.  Thank you to Union Gas for its presentation.

We will reconvene, please; we will take our morning break now and reconvene at 11:30, which is about 17 minutes from now.  Thank you.

--- Recess taken at 11:13 a.m.


--- Upon resuming at 11:33 a.m.


MS. LEA:  Good morning and welcome back.  Our next presentation will be from Enbridge Gas Distribution Inc., and I would ask be the representatives of the company to introduce themselves for the record, please.
ENBRIDGE GAS DISTRIBUTION INC. PRESENTATION


MR. KISHINCHANDANI:  My name is Narin Kishinchandani, director of finance and control.  I made sure I got the spelling of my name over to the -- on the transcript earlier.  I didn't want to take up too much time spelling that out.

MR. CULBERT:  And Kevin Culbert, manager of regulatory accounting for EGD.

MS. LEA:  Thank you.  Please go ahead.
Presentation by Mr. Kishinchandani:


MR. KISHINCHANDANI:  I would like to thank the Board Staff for providing us with this opportunity to provide our thoughts.

I just wanted to start off by saying that these are comments being made based on our current state of assessment of the IFRS project, where it stands.  Obviously there is a lot of work that still needs to be done.  This is at an interim stage where we stand, in terms of our thoughts and the way we see things.  So our assessments continue, they're ongoing and will evolve as we go through this process.  And I guess that would be no different for some of the other utilities in the room.

We obviously feel that we will get a better perspective on the IFRS impacts as we -– as we have better clarity on some of the uncertainties, one of which obviously is the activities of the IASB, and obviously the outcome of these proceedings in terms of the eventual direction that is indicated.  All of those collectively will have an impact on how we see IFRS evolving for us.

So let's get into the slides here we have.

IFRS, in our view, obviously -- I am sure most in the room would agree that it is indeed a paradigm shift.  It is likely the most significant change in financial reporting in decades.  I am pretty certain this is probably the most significant change in my career, as would it be for most people in the room, I would imagine.

But I wanted to draw out the point that has been brought up in earlier presentations, as well, that this adoption is mandatory for external reporting purposes.  That is one fundamental fact I wanted to put out there.

We recognize that this is not the result of actions of the regulated entities or their customers, but indeed this has been mandated.

The overall objective was to, as the name suggests, it is an international reporting standard, and the objective was to facilitate financial comparisons in today's global economy.

So that being the overall theme.  So what does it actually mean to us?  It really means that the operational dynamics of businesses are not affected.  It is just a manner in which you account for those operational dynamics; that is what stands modified.

So for a given set of business activities, we recognize that the financial outcomes under IFRS will be different from those that we currently have under Canadian GAAP.  Obviously, you know, these are points that have opinion brought out in the earlier presentations, but I just wanted to kind of focus in on them a little more.

So from our perspective, looking at the total spend that would occur in a business, given a set of business activities, that spend would not undergo a change, capital and operating spend both put together, other than of course the transition cost that has been under discussion, but the attribution of those spend -- those spending dollars would essentially be the subject matter of change from IFRS.

And obviously, as all of us recognize, that option will require the incurrence of incremental costs, and I think that is a common theme across all utilities.

Talking of the adoption for regulatory ratemaking, we recognize that that is not mandatory.  However, obviously we recognize the practicality considerations may well lead us pretty well to that direction.

We recognize that the OEB has the jurisdiction to determine and require adoption of the regulatory ratemaking impacts, based on inputs received through this consultation and obviously the submissions that will follow post this proceeding.

The decisions of the OEB, we recognize, will primarily deal with the timing of the recovery of the required costs, and the key piece from the perspective of -- from the perspective of ratepayers, their level of service is not going to change.  We do recognize that, but to the extent  -- IFRS-related changes to ratemaking, there is a shift.  They will potentially -- well, let's say potentially there might be an impact on ratemaking, but we recognize that that will not have any change to the level of service that the utility customers receive.

Further, changes from the IFRS-related activities could influence the market perception of the financial risk profile of utilities post IFRS implementation.  And we'll probably get into this a little more in some of the subsequent slides.

The one key piece we wanted to bring out here was the scope of these proceedings.  We recognize there is a lot of effort gone into this, some very good thought that has come through as part of these proceedings.

We just wanted to throw out the question there, whether the Board Staff proposal considers a broad enough spectrum of the relevant issues, and, again, it is more in the nature of a question.  We're saying based on all of the utility and stakeholder comments that have been received, whether it provides a complete coverage of issues at hand.  And I will get into why I am asking these questions.

Further, we wish to -- wish to point out:  How will the Board address aspects relating to modified financial risk profiles of utilities from IFRS adoption?

So the fact that we recognize that this proceeding has excluded the financial risk profile of entities; we basically wanted to further talk about this, and how will the Board ensure that such broad aspects have been duly factored into its decision making.

Now, where we are basically going with this is we're saying the current process essentially deals with the mechanics of potential adoption of -- from a ratemaking perspective.  So what is IFRS doing to us and what are the mechanics that it is causing us change through the adoption?  We are dealing with that in this proceeding.  But what are the outcomes of those changes?  Have we fully dealt with that?

And that is a piece -– and I am not saying that that could have been dealt with very sufficiently in these proceedings.  All we're saying is probably the information was not available in these -- during this consultative to fully address that.  All we are saying is this needs to be kept -- we need to keep this uppermost as well.  We cannot lose sight of the fact that there are potential financial consequences to utilities as part of IFRS adoption.

The Board Staff proposal obviously has attempted to find an appropriately balanced adoption solution.  We recognize that just by the mere adoption of IFRS for external reporting purposes, there are significant process and system changes that will need to be put in place.

From the perspective of regulatory ratemaking, obviously through this consultative we have looked at three potential scenarios: full convergence, partial convergence or status quo.

We recognize that full conversions will likely curtail ongoing maintenance costs, but again, the ratemaking impacts might not have been very desirable.  Overall, we figured that that was not a realistic option.  That's why we are talking about something different than pure IFRS as it would stand for regulatory -- as it would stand for financial reporting.

Then the other two options, partial convergence and status quo, will -- obviously that will mitigate some of the ratemaking impacts, the adverse or undesirable ratemaking impacts, but obviously there will be some additional ongoing maintenance resulting from that.

So talking of the initial comments in terms of our thoughts on the Board Staff proposal, like I said earlier, it largely deals with the mechanics of the potential approach.  We feel that some of the resolution of the external uncertainties may necessitate a review of these proposals.

We feel that the Board decision needs to be based on a broader view of the financial impacts to utilities, because as I alluded to earlier, those are pretty critical elements.

Moving on to some of the specific Board Staff proposals, in terms of scope, as we indicated earlier, the financial risk profile, obviously that is a piece, I think.  I have spoken to that earlier.

Now you may ask why do we feel that this is an important piece to address.

The key is, if indeed we are going to make certain decisions here and have impacts that are going to extend themselves into what the external world sees, the financial state of the utility, if you will, we are going to be in a situation where our external -- our external balance sheet and our performance, as reported externally, that is going to digress from what the regulatory state of books is.

The financial markets today, the analyst community, who are well versed with Canadian GAAP, might be able to see through an MD&A or through the notes to the financial statements and draw the real economic reality, if you will.

But let's think three, five, ten years down the road.  There will be a new crop of analysts.  There will be a new crop of accountants.  To them, Canadian GAAP would mean nothing.  They would purely focus on:  What is the utility reporting on its external financial statements?  And that, the financial position there, is going to determine a lot of things, in terms of the financial stature of the entity and how exactly it is going to be viewed in the financial markets.

So that is a very key element, to our mind, that needs to be part of this whole decision-making process.

In terms of principles, we feel any standardization requirement should have room for flexibility on a utility level basis, because while in an ideal world obviously a standardized process would work, absolutely it would be easy to monitor, but the reality of the situation is each utility has some nuances, some peculiarities, which need to be recognized and kind of kept -- one needs to keep some kind of ability to recognize and react to those aspects.

We want to ensure that there are no unintended consequences on utilities with differing circumstances in the grand scheme of things.

In terms of section C, where the Board Staff proposal talks about major points of departure, we certainly agree with the continued use of deferral and variance accounts.  Undoubtedly that is one of the pieces of regulatory means of rate making.

In terms of the ARO treatment, we felt we required a little bit of better clarity in the context of negative salvage recovery and depreciation rates, and also things like accretion costs.  That might be better to be brought out in the Board Staff proposal.

We recognize there is the need to enable utilities to recover depreciation costs acceptable under IFRS, where an outdated depreciation study is embedded in base rates.  So this would apply to entities who are potentially in -- either in an IRM or are working off an earlier depreciation study which is not the latest, because under IFRS depreciation would need to be based on what the most recent or the most up-to-date position would be.

Further - I believe this was brought out in some the earlier presentations, as well - we would request for a specific approval of a regulatory future income tax deferral account to enable recognition on a basis consistent with other deferral and variance accounts under IFRS.

Today, under Canadian GAAP, we basically -- starting 2009, we've started recording the future income tax impacts on our balance sheet, but Canadian GAAP provides us with the ability to record that on our balance sheet.

Going forward into the IFRS world, we may lose that ability, and it would be appropriate to have a specific approval to record those items.

In terms of external uncertainties, again, just tying into some of the earlier comments I made, we need to recognize that these outcomes will -- may require reconsideration of the current proposal, depending on how these outcomes pan out.

In terms of impacts, once again, I reiterate that IFRS conversion is a compliance requirement for external reporting purposes, and full cost recovery of these incurred costs for conversion, and on an ongoing basis, also, must occur.

Overall financial impacts of the transition to utilities need to be considered, and I think I have dwelt on that particularly in the past slides.

In terms of filing and reporting requirements, we feel multiple reporting requirements extremely onerous.  We propose providing comparatives between Canadian GAAP and pure IFRS for year 2010 based on actuals.

And we would like to propose that there is consideration for a potential semi-annual RRR reporting for the first couple of years when the utility changes over to IFRS.  We feel that would help, providing a little bit of breathing room for the utilities to be able to adopt to the new world.

In terms of how we view the filing and reporting requirements spanning out in the forthcoming years, we basically have laid out our understanding of the Board Staff proposal, represented by the red check marks, and the blue marks represent what we propose as being the appropriate means of reporting between now and 2013.

Just for the benefit of the audience in the room, the reason we've gone until 2013 is because that is our potential rebasing year.  We are currently in an IR term, which goes on to 2012, and 2013 would be basically the first year after our first IR term.

Those were my prepared presentation -- prepared remarks.  Kevin, did you have anything to add?

MR. CULBERT:  No.  Any questions people might have, we will respond to.

MS. LEA:  Thank you very much.  Do the Board Members have questions at this time?  Yes, Board Member David Balsillie?
Questions by Dr. Balsillie:


DR. BALSILLIE:  Good morning, and thank you very much.

MS. LEA:  Thank you.  That should work now.

DR. BALSILLIE:  Thank you very much for your presentation.  This financial risk profile, I am even newer to this particular ongoing process than Jennifer, but was this something which you brought up during the consultative process, or is this something which seems to appear to be relatively new?

MR. KISHINCHANDANI:  It was discussed not probably in a fuller fashion, but -- yes, it was brought up a couple of times, but not directly requested to be reconsidered as part of the scoping exercise.  But certainly there were discussions on this piece.

DR. BALSILLIE:  So there were discussions, but ultimately it was not included?

MR. CULBERT:  Yes.  Part of the problem this whole circular thing that is going on is until -- and we realize and appreciate the Board's problem with -- in trying to determine a rate-setting methodology, if any change at all, is that we can't -- I am sure the other utilities are in the same circumstance.  We can't determine what the impacts on our financials or other costs within our financials are until we know what the mechanism is that we are dealing with.

So, unfortunately, it is a bit of a circular process.

DR. BALSILLIE:  I understand that.  I guess the question is -- or another question, then:  Is the risk profile to utilities -- or to your particular utility, any greater than to other utilities or to, in fact, all of the industries and other things which are entities which are required now to switch to IFRS?

Is there something unique about this situation that you are in?

MR. KISHINCHANDANI:  I would submit it would be something that would be -- that would impact all utilities, because what we're dealing with, in this proceeding, is, basically:  What do we do with IFRS?  How do we deal with it?  One of the outcomes of how we tell with it, is going to be an outcome which we really need to anticipate, consider and make sure we are willing to live with those outcomes?  I think that is the piece.

DR. BALSILLIE:  Thank you very much.

MS. LEA:  Questions from the floor?  What, nobody?  Seriously, questions from the floor?  Oh, Jay Shepherd.  Thank you so much.

[Laughter]

MS. LEA:  I have some questions, too.

MR. SHEPHERD:  I didn't want you to feel lonely, Jennifer.

MS. LEA:  Okay.  Please go ahead.
Questions by Mr. Shepherd:

MR. SHEPHERD:  I will make something up.

Narin, the Union Gas has proposed a schedule for filings that is quite similar to yours, it looks like.  You have had a chance to look at theirs?  Is theirs acceptable to you, that schedule that they put forward?
     MS. LEA:  Just one moment.  I have the Union presentation here.
     MR. KISHINCHANDANI:  Right.  Well, it would appear that it is consistent.  The only piece that I can see here that potentially is different is 2012.  I don't see a Canadian GAAP reporting.

So on slide 13, the last row says "2012 reporting" which was filed -- which will be filed in 2013.  They are talking modified IFRS, whereas in our proposal, we are saying that 2012 would be based on current Canadian GAAP.  So to me, that appears to be, on the face of it, the key difference.

MR. SHEPHERD:  So could you live with the proposal that they have put -– they have made?

MR. KISHINCHANDANI:  In terms of going with modified IFRS for 2012?

MR. SHEPHERD:  Yes.

MR. KISHINCHANDANI:  We feel that 2012 would be -– Kevin, again, from a regulatory reporting perspective, how do you see that?

MR. CULBERT:  I think I know where you are coming from, Jay.  We need to report the results under current GAAP because of our IR term.

MR. SHEPHERD:  Yes.  But it is also the bridge year in your rebasing?

MR. CULBERT:  Correct, and the difference I see in Union's proposal is that they're suggesting they would provide historical information, bridge year information under modified -– excuse me.  Under current GAAP and modified IFRS, but in 2013 it would just be modified IFRS and IFRS.

Depending on the differences that we see come out of our incorporation of the Board's decisions here, we may be able to live with that, sure.

MR. SHEPHERD:  And then the thing that flows from this is Union appears to be saying that -– and I am not meaning to pick on them.  I actually agree with most of what they're saying.  Union appears to be saying that this process, which is sort of rushing towards some answers, they're actually going to ask for answers in 2011, rather than now.

MR. CULBERT:  Well, we are not sure they said they are going to.  I believe they said they're looking to provide the information to the Board.

MR. SHEPHERD:  Okay.  I understood that they were making a proposal in 2011 for how modified IFRS will apply to them.

MR. CULBERT:  I would agree with that.  You would have to confirm with Union.  I would agree with that statement, but I am not sure they said necessarily they said what the treatment would be.  They would propose potentially a Z factor treatment or some other element.

MR. SHEPHERD:  My question is:  Is that timing, in terms of getting an answer from the Board as to how IFRS will apply to Enbridge, does that work for you too, 2011?

MR. KISHINCHANDANI:  From a regulatory filing perspective, again, we would need to go back and consider.  Based on how -- our view of things, we felt this particular schedule would be most suitable.

Whether or not a modified schedule, we would need to go back --

MR. SHEPHERD:  I am asking a different question, though.

MR. CULBERT:  I would say depending on timing, Jay, I would say yes.  We possibly could live with it, depending on the timing of the Board's decisions.

MR. SHEPHERD:  Wonderful.  Thank you.

MS. LEA:  I just want to follow up on one question.  When you said "the timing of the Board's decision" which decision are you referring to?

MR. CULBERT:  A decision with respect to which elements of IFRS changes, if any, are going to be impacted through rate changes.

MS. LEA:  The decision from this consultation?  The policy, or something that you would ask for in 2011, should you so choose?

MR. CULBERT:  Probably both, actually.

MS. LEA:  Okay.  So do I understand correctly, then, that you are willing to wait until 2011 to know the Board's views with respect to IFRS, and how it applies to Enbridge?

MR. CULBERT:  No.  I think we would need to know what the Board's intentions are in order for us to interpret those through our results and what they mean to us.

MS. LEA:  And depending on how that works out for you, you might or might not ask for special dispensation, if I can put it that way, in 2011?

MR. KISHINCHANDANI:  It would be a process of evolution based on what comes out of this consultative, where we are at.  Obviously, we would factor that into our planning process and how we move forward, but certainly at every point we would be checking to see what exactly are the impacts, based on the best known information.

MS. LEA:  I just want to be clear.  Are you recommending that the Board wait to make -- give its guidance to Enbridge until 2011, or are you asking the Board to provide guidance now, and then that will be part of your evolutionary thinking as you approach 2011?

MR. KISHINCHANDANI:  What we're saying is we would like to have guidance from the Board.  All we're saying is we don't want it to be cast in stone, because there will be additional information that may require a review of things as we move forward.

MS. LEA:  All right.  I think then that we need to go back to Mr. Shepherd for a moment.

MR. SHEPHERD:  That was really what I was driving at, and I guess -- let me put the hypothetical to you this way:  If the Board says to you in July of this year:  Here's our general thinking; our general thinking is we are going to end up at IFRS, which is what you suggested, but it may take a few years, we may have some transition to do and here's some things that we know already -- regulatory assets, for example -- and here's some things that we're still investigating and we're still trying to understand more clearly, is that the sort of guidance that is useful for you today?  And then later, it can firm up by 2011?

MR. KISHINCHANDANI:  The way I perceive it, based on what we know today, we would to see some guidance.  But as things evolve there should be the opportunity to go back and review things.

MR. SHEPHERD:  Okay.  I think I understand.  Thanks.

MS. LEA:  Thank you.  And that leads into another question that I had.

I am reluctant to enter this, because I think I heard you accept that the question of risk profile for utilities is out of scope for this consultation.

MR. KISHINCHANDANI:  As the Board Staff proposal stands right now, the --

MS. LEA:  Are you proposing to open the issue for this consultation?

MR. KISHINCHANDANI:  I believe for a Board to come up with a policy paper, absent that consideration, we feel that would probably be working with inadequate information.

MS. LEA:  What information should we rely on to look at that issue?

MR. KISHINCHANDANI:  Today, I do accept that based on where we are at today, we probably will not have a full -– and I think I alluded to that in my earlier remarks as well.  It is not that this could have been part of the process in an effective manner, but all we're saying is this is a consideration that will have impacts that need to be considered when that information becomes available at a future point in time.

MS. LEA:  Would it be your view, then, that it is certainly something the Board has to consider in the future, when it has some information with respect to this?

MR. KISHINCHANDANI:  That is a fair statement, yes.

MS. LEA:  Okay.  So as I understand it, then, for the purposes of this conference -- let's narrow it to that and the written submissions that follow -- you are suggesting that we don't have the information to deal with risk profile at this time?

MR. KISHINCHANDANI:  Yes.  That would be fair.

I would say, as part of this decision, as long as there is acknowledgement of the fact that there would be certain financial risk profile-related outcomes that need to be considered, at this point for lack of information, those are not being considered and we move forward based on what we have today.  Yes.

MS. LEA:  I think I understand.  Thank you.

Now, questions from the floor.  Bill Cowan, and I also see Bill Harper.  Let's begin with Bill Cowan, please.


MR. COWAN:  Basically, three --

MS. LEA:  Microphone, please.


MR. COWAN:  One of them –-


MS. LEA:  Turn on your mic, please, Bill.
Questions by Mr. Cowan:


MR. COWAN:  My apologies.  There we are.  Basically three questions.

With regard to the risk profile question, in that IFRS has been adopted in many countries around the world, have you any indication that risk profiles of entities that are listed entities, whether they're utilities or not, have actually been affected by the adoption of IFRS?

MR. KISHINCHANDANI:  In some, the jurisdictions that I have had some kind of insights into, my understanding is their local GAAP has co-existed in some form or shape.

The ability of the local analyst community to be able to relate it back to that local set of IFRS has provided them with some ability to see their economic outcomes in a different light.

In the Canadian environment, our local GAAP is going away, for good.  And I see that as a bit of a differing point.  So to answer your question -- have I seen a financial risk profile impact from other countries -- I don't claim to be fully informed on those, but I do anticipate, based on the Canadian circumstances, I have reason to believe that this needs to be considered in a fuller manner.

MR. COWAN:  Yes, and I guess we heard also yesterday from KPMG that there are two jurisdictions that had the burning platform context of not having local GAAP survive, namely Australia and Israel.  Do you have any particular insight into their circumstances?

MR. KISHINCHANDANI:  No, I would not.

MR. COWAN:  Okay.  All right.  Thank you, that was one question.

Another relates to your reference on slide 12 to filing and reporting requirements, and your last bullet there says:

"Consider semi-annual RRR reporting for one or two years while utilities deal with IFRS changes."

Did you have a sense of which years, in particular, you were thinking of?

MR. CULBERT:  I would suggest in 2011 and '12 are the years we're thinking of, upon real conversion.

Again, it is just a consideration we thought might be appropriate.

MR. COWAN:  Fair enough.

MR. CULBERT:  Given the complexities that everyone is facing.

MR. COWAN:  So this would entail perhaps financial statements at mid year?  Would that be the sort of thing you were visualizing, or --

MR. CULBERT:  Yes.  Whatever is required of the utilities.  I'm not too sure what the electrics have to report, but from the gas utilities, whatever we report on a quarterly basis would just become a semi-annual --

MR. COWAN:  You are actually suggesting lengthening the reporting interval from quarterly to semi-annual, as opposed to shortening it from annual to semi-annual?

MR. CULBERT:  I guess it depends on which way you look at it.

MR. COWAN:  But the reporting annually is massive in relation to that which is required of utilities now quarterly.

So I think it is important that I understand which one it is you are proposing.

MR. CULBERT:  Our proposal would be to lengthen the quarterly to a semi-annual.

MR. COWAN:  In order to simplify the reporting requirements?

MR. CULBERT:  Correct.

MR. COWAN:  Which is opposite to the way I was interpreting it.  I suspect that you may be thinking in terms of the implications for the QRAM process.  Is that...

MR. CULBERT:  I hadn't really considered that, to tell you the truth.  That could be a consideration.

MR. COWAN:  Because I think at this point, from the gas utilities, the only quarterly reporting really is that necessary to support QRAM.

MR. CULBERT:  No.  We have quarterly financials that we report under RRR, expectations of our --

MR. COWAN:  Not the full trial balance, for instance?  It is an extract to support -- my understanding, it is an extract to support QRAM, along with some quantity-related information.

MR. CULBERT:  I think our QRAM applications are something separate from the RRR reporting that we do.

MR. COWAN:  Fair enough.  But the main message here is to lengthen the interval in the interests of giving the utilities a break during the transition period?

MR. CULBERT:  Just to attempt to have us all get to a point where we can deal with the implications of IFRS in our accounting systems and financial reporting, et cetera, just to ease the burden of interval reporting, quite correct.

MR. COWAN:  Thank you.  Then the third area is one that relates to your proposal regarding taxes.  I am going to ask Fiona if she would speak up to this particular point.  Which frame is this on?
Questions by Ms. O'Connell:

MS. O'CONNELL:  Slide 9.  I just have a question about the regulatory asset deferral and variance account you are proposing for future income taxes.

From what I understand now is that your tax proxy is recovered in rates on a cash basis?

MR. KISHINCHANDANI:  That is correct.

MS. O'CONNELL:   So wouldn't you agree that this would be a change to the Board's methodology of recovering tax on a cash basis?

MR. KISHINCHANDANI:  No.  Actually, that's not how I viewed it.

The way I viewed it is the cash basis of tax recovery would continue.  Until 2008, we neither recognized the future income tax liability nor did we record a regulatory asset.

Starting 2009, pursuant to change in Canadian GAAP, we have started recognizing both sides of the equation.  So we would recognize future income tax liability and a regulatory asset relating to that as an offset.

We cannot get away from recognizing the future income tax liability to CRA on our balance sheet for all time to come hereafter, even under IFRS.

But come IFRS, we will lose the ability to record the regulatory asset that today we have, and all I'm saying is, by spelling it out as an approved deferral account, it will be treated no different than any of the other PGVAs or --

MS. O'CONNELL:  Yes, but I guess my question lies is that taxes are recoverable more or less when they're paid.  And if you are setting up a regulatory asset, it means that it is more or less going to be recovered in future rates, but there is no guarantee that that is going to occur.

MR. KISHINCHANDANI:  Well, again, I take your point, but all I would say is once an entity goes past the crossover point for tax recovery, the current taxes would then be higher than the actual taxes that would be calculated based on an income statement.

So you would -- once you go past the crossover point, the recovery does happen, and that account will get drawn down, in time to come, with no further different action on the part of the OEB.

MR. COWAN:  Just as a supplement to this, I wonder, are you suggesting that the deferral account that would be created by virtue of this difference, that that would in fact be amortized to rates, or would you leave it alone on the balance sheet?

MR. KISHINCHANDANI:  We would leave it alone on the balance sheet.  It would just be an automatic draw-down based on how we set rates on a cash basis of taxes.

MS. LEA: Questions from the floor?  Bill Harper.
Questions by Mr. Harper:

MR. HARPER:  Actually, I just want to stay with slide 9, because the question I wanted to ask about had to do with the third bullet there, which was the need to enable utilities to recover depreciation costs, except under IFRS or in updated depreciation studies embedded in base rates and -- this is very similar to the question I was asking the representative from the EDA, was:  When you are under an IRM mechanism, and for a particular year you have established IFRS-related depreciation rates based on, say, a new depreciation study at that point in time, how would you, in your mind, propose determining the amount of difference that has to be recovered because of the fact that you have implemented a new depreciation rate?

Like, how would this work on the mechanic basis during an IRM year?

MR. KISHINCHANDANI:  Well, basically what we're saying is, due to the change in depreciation rates, what we will be able to -- or today what we're recovering in rates is going to be significantly different from what IFRS will require us to record as an expense, or potentially significantly different.

So we basically want to ensure that that disparity between the two sets of books on account of depreciation is that does not exist.  To the extent that that gap can be minimized, that would help in coming out with more -- with better financial reporting there.

MR. HARPER:  The problem I have is the same problem I was trying to express when I was talking to the representative from the EDA, is that under an IRM period, you don't have an approved level of depreciation in rates for a particular year.

Like, in the middle of your IRM period, you have incentive-approved rates that have been based on escalations of base rates for a previous year, but you don't necessarily have a level of approved depreciation in a particular year.

So how do you go about working out this difference when there is no approved level of depreciation?

MR. CULBERT:  What we would do is apply, as you pointed out, the approved rates to whatever our balance sheet or rate base, as we refer to it here, and calculate what that impact is, and then apply what we see as being our depreciation rates that we are required to perform under IFRS.

MR. HARPER:  That would apply to whatever depreciation was on the books for that particular year?

MR. CULBERT:  It would apply to the differences of what is on our books for both of those different sets of rates, yes.

MS. LEA:  Other questions from the floor before I turn to the Board Members?  I have one remaining question, again, on slide 9.  
Questions by Ms. Lea:


MS. LEA:  The asset retirement obligations, you have indicated that better clarity would assist with respect to the Board Staff proposal.

What do you propose as the treatment of asset retirement obligations, given the situation here?

MR. KISHINCHANDANI:  Again, here we have -- under IFRS there would be some of the accretion that would come into play, and we feel that that needs to be dealt with.  Although I know the Board Staff proposal probably, from my reading, potentially indicates that ARO can be dealt with, the impacts need to be shown separately and applied for, if I understand it correctly.

So to my mind, it might be worthwhile to clarify, for gas utilities such as Union and ourselves.  Obviously we do have negative salvage recovery in place, and how exactly, from an IFRS perspective, how is IFRS versus rate regulatory rate making going to align on that, because there are two aspects?  One is the negative salvage recovery.  The second piece is the accretion charge that would go through our income statement, and how exactly that would pan out.

So, again, we are significantly different from Union, because in Union's case they have a legal obligation, not a constructive one.  For us, it is more or less the reverse.

For us, we will have a significant ARO recognition as a result of IFRS.  Today we do not recognize any ARO on our balance sheet, because even under Canadian GAAP, there is a requirement for ARO recognition, but only if it is a legal obligation.

Based on our assessment, we recognize it was not a legal obligation.

So there are specific nuances that come into play, and we could certainly shoot out an e-mail later to provide a better view of what we feel should be the appropriate -- in consultation with Union, presumably.

MS. LEA:  I think it might be helpful if you include that in your written submission.

MR. KISHINCHANDANI:  Sure.

MS. LEA:  Given a written submission will go to everyone and people can comment on it, rather than an e-mail to me, which I would then distribute.

Any last comments from the floor before I turn to the Board Members?

Thank you.  Board Member questions?
Questions by Mr. Sommerville:


MR. SOMMERVILLE:  Just briefly on this question that Mr. Harper has raised --

MS. LEA:  Oh, I'm sorry, Mr. Sommerville, if you could --

MR. SOMMERVILLE:  There we go.

MS. LEA:  Thank you.

MR. SOMMERVILLE:  On this question that Mr. Harper raised with respect to the outdated depreciation study and an adjustment in the mid-course of an IRM regime, how would you -- I think his question was:  How do you see that working, sort of?  In that sense, we may be looking at a depreciation methodology that creates one kind of outcome, but there may be other elements of IFRS that have different kinds of outcomes.

How would we go about netting those out in the course of the IRM?  Should we have a plethora of deferral accounts to try to kind of capture all of that?  Or do we hold our noses and wait until rebasing?  Or what is a sensible approach to making these mid-course changes, given the fact, of course, that as you have pointed out in your material, the IFRS doesn't change the operational realities of the utility?

MR. KISHINCHANDANI:  Right.  Our view would be that these differences would need to be tracked and then dealt with separately as part of the -– the ratemaking process.

And as Kevin pointed out, the mechanics of that -- but overall -– sorry.

MR. SOMMERVILLE:  No.  I didn't to cut you short.  But tracked for treatment at rebasing is what you're -- is that what you are suggesting?

MR. KISHINCHANDANI:  For those to be part of a deferral account.

MR. SOMMERVILLE:  Right.

MR. KISHINCHANDANI:  Then get --

MR. SOMMERVILLE:  Until such time of rebasing.


MR. KISHINCHANDANI:  Yes.

MR. SOMMERVILLE:  Okay.  The other question that I had related to this, again, it comes from page 9, and it is the regulatory future income tax deferral account.

You were here when Union made its presentation, and it touched on this subject as well.

Just so that I am clear about it, is the position of Enbridge roughly the same as that of Union on this particular subject?

MR. KISHINCHANDANI:  From my understanding of Union's presentation, that was my sense, that it was consistent.

MR. SOMMERVILLE:  And this is a bit of an outlier, where you require kind of a creation of a new deferral in order to capture this provision.  Is that -- did I understand that correctly?

MS. ELLIOTT:  I don’t think -– I didn't go so far as request a deferral account, but clearly, currently we expect future recovery, so it is recorded as an asset.  I just don't have a formal accounting order tied to that asset, and I think Enbridge's proposal is to close that gap and get a formal accounting order.

MR. SOMMERVILLE:  You referred to a mechanism, but the mechanism could be a deferral account?

Those are my questions.  Thanks.

MS. LEA:  Thank you.  Thank you very much for your presentation, gentlemen.  I appreciate it very much.

We will take our lunch break now and return at 1:30 p.m. and at that time, we will be hearing from Toronto Hydro-Electric System, and then we will close the day by hearing from the School Energy Coalition.

And that should mean that we finish this conference today.  So we will see you all at 1:30 p.m., please.

--- Luncheon recess taken at 12:16 p.m.

--- Upon resuming at 1:30 p.m.


MS. LEA:  Good afternoon.  Welcome back.  We are pleased to have a presentation to be presented by representatives of Toronto Hydro Corporation, and I wonder if they could introduce themselves, spelling their names for the reporter, unless she already has it.


MS. HABIBOVIC:  Aida Habibovic, IFRS project manager.


MS. ARSENAULT-SMITH:  Celine Arsenault-Smith, corporate controller and IFRS project lead.


MR. McLORG:  Colin McLorg, manager of regulatory policy and relations.


MS. LEA:  Thank you.  Please begin.

TORONTO HYDRO-ELECTRIC SYSTEM LTD. PRESENTATION

Presentation by Ms. Arsenault-Smith:


MS. ARSENAULT-SMITH:  Good afternoon, ladies and gentlemen, OEB Board Member -- Staff and OEB Board Members.


The purpose of my presentation will be to present Toronto Hydro's views on the OEB Staff proposals.


This chart outlines my agenda.  For the next 15 minutes, I will touch on Staff proposals and the OEB consultation process, look at balancing stakeholders' interests, next going to some issues as it relates to property, plant and equipment, look at the issues relating to reconciliations, system impacts, and conclude with the recoverability of 2008 IFRS costs, followed by question and answer.


Before I get into the details of my presentation, I would also like to sincerely thank the OEB Board and Board Staff for providing us with a forum for all of the utilities and stakeholders to share their views and processes as it relates to the implementation of IFRS.


I believe, and I am sure others share my viewpoints, that this has been a great opportunity for everyone to share their ideas and to learn from each other, as I know that I've learned from this process since the OEB started this consultation.


It is, in essence, almost a history-setting process, because it doesn't happen every day that we change from Canadian GAAP to IFRS.


Based on some presentations and the -- I believe it is the CAMPUT sessions that were done at the OEB, it is quite ahead of the game compared to other regulators in the province, FERC Ontario, and in Canada, particularly when they had the eastern conferences.  So I know that the OEB is also doing some good learnings, as well.


So let me start with balancing stakeholders' interests.  Toronto Hydro supports the Board's principles that the interests of stakeholders should be balanced in determining how to accommodate IFRS changes.


Secondly, we support the fact that the Board is willing to align to IFRS consistent with sound rate-making principles, and we support accommodation also of individual utility circumstances.


In addition to the other principles in the Staff's proposal, we believe that these principles are sound, practical, and reasonable and, thus, represent a balanced compromise.


Next, for property, plant and equipment, as it has been presented by other utilities and stakeholders, IFRS will have the greatest impact for Toronto Hydro as it relates to property, plant and equipment.


On a first point, though, it would be ideal if the IASB reached a decision on its exposure draft for IFRS 1, as it was discussed yesterday by KPMG, the exposure draft to IFRS 1 would allow for an exemption for rate-regulated entities to use the historic carrying value of property, plant and equipment as the opening value for IFRS, excluding the impracticability criteria; thus, allowing utilities to elect current net book value as its opening balance for IFRS.


However, the timing of this decision is still pending and likely to be mid of 2009.


Therefore, in the event that this exposure draft is not accepted, utilities are faced with the fact of having to make a decision to either choose fair value model as deemed cost, or retrospective restatement or historical costs.


Though I can't speak specifically to a particular utility, it is quite important for the Board to understand that not all utilities will choose the fair value model, whereas some could elect historical costs.


As it relates to depreciation, in our accounting procedures, it has been previously presented not only today, but also yesterday, that utilities will no longer be able to apply group depreciation as we know it to be today.  As such, this will result in derecognition of assets.


Capital contributions will also have an impact due to the fact that these will not be presented as an automatic offset to an asset, as is the case today.


Finally, the impact of capitalization of overhead.  As was also discussed yesterday, the depreciation rates currently in use by most electricity distributors in Ontario are possibly outdated and not company-specific.


Furthermore, componentization will also create issues for Toronto Hydro, as it is still too early for us to assess whether our current asset classes are componentized advertised to a sufficient level.  Toronto Hydro supports the Board's view that utilities could benefit from joint depreciation and componentization studies.


Yes, I agree, that it will enhance consistency and save costs.  However, the Board should be open to the fact that some larger utilities may need to undergo their own depreciation and componentization studies to satisfy most of their auditors' needs, as they may not like the idea of one size fits all for common depreciation studies - as this was I believe raised by KPMG yesterday - and how this study will satisfy the needs for future updates or annual revisions, and, of course, to ensure that utilities' needs are met.


Finally, we were pleased to hear from Jennifer, I believe at the beginning of the session, that utilities can choose to produce their own individual studies.


Finally, such changes and other IFRS/Canadian GAAP differences will result in changes to our system and our processes.  Examples of process changes that will have an impact as a result of IFRS include, but are not limited to, changes in work orders, costing, planning, budgeting and forecasting processes.


As an example of our work order process, not only will we need to educate our accounting staff, but we will need to educate our business operational staff.  When our operational staff need to enter costs on a work order, they will need to understand that costs for a certain asset need to be broken down to its individual components and that a different depreciation rate could also be applied to each of those components.


In regards to reconciliations, reconciliations will be a challenging endeavour faced by all utilities.  The dual reporting requirements and, hence, a dual set of books is mandated by the Ontario Securities Commission in order to comply with our public reporting requirements for 2010.  And, also, we will need to provide Canadian IFRS ledgers to the OEB.


Such amounts can only be captured at the transaction level, particularly as it relates to property, plant and equipment.  And when I say "transaction levels", such examples include componentization, capitalization of interest charges, capital contributions or capitalization of overheads, just to name a few.  Consequently, this will result in more time and effort as it relates to resources and maintenance of books and records.


In regards to our accounting system, decisions need to be made now in order to ensure that our systems are ready to capture the Canadian to IFRS differences.  As was clearly presented by KPMG yesterday, we know that the standards and the interpretations are changing and will continue to change up until the conversion of IFRS.


Additional time and effort will be needed on system testing and design, even given the fact that there remains ongoing uncertainty by the accounting bodies and/or standard setters.


In regards to recoverability of 2008 IFRS costs, THESL does not support a date of January 1st, 2009 as a limit for transmission cost recovery.  Public filers, such as THESL, are required by the Ontario Securities Commission to provide a status on its IFRS conversion in our annual and quarterly filings.  We submitted an account application in October of 2008, and such costs were incurred.  In addition, other utilities, as we have seen presented by the EDA, have also incurred IFRS costs.


Therefore, our recommendation would be to either remove the date or to include a caption that costs incurred prior to January 1st, 2009 would be considered on a case-by-case basis, and the Board, in determining the disposition of the account, will consider the criteria of causation, materiality, and prudence.


That ends the formal part of my presentation.


MS. LEA:  Thank you very much.  Do the Board Members have questions at this time?  Questions from the floor?  Yes, I know it is it the afternoon and we have all had lunch.  All right.


I, of course, will always have a couple of questions.
Questions by Ms. Lea:


MS. LEA:  Are you far along enough yet to give us any indication of your anticipation of what your costs to transition to IFRS will be and your ongoing maintenance costs will be?

MS. ARSENAULT-SMITH:  At this point -- that's a very good question, Jennifer.  At this point in our conversion from Canadian GAAP to IFRS, we are in the design phase and we are still looking at what are going to be some of the impact.

And in regards to the costs, we have put forward what our estimate was when we submit our application in October of 2008, and we hope to be sticking to that amount.

MS. LEA:  What was that amount?

MS. ARSENAULT-SMITH:  I believe from -- it was an estimate from 2008 all the way to 2011, and it was approximately 7 million.

MS. LEA:  About $7 million.  And do you know how much of that cost was incurred in 2008 for you, to get a sense of the materiality of the costs in that year?

MS. ARSENAULT-SMITH:  Correct.  For 2008, we incurred approximately 750,000 in IFRS costs.

MS. LEA:  Would that have been enough to trigger a Z factor for you on an IRM basis, or do you know?

MR. McLORG:  I believe it would be, Jennifer, if my information is correct.

MS. LEA:  Okay, thank you.


Do you have any sense of the pattern of spending?  So if you spent 750,000 in 2008, do you have a sense whether it is going to be mostly in 2009, '10, '11?  Do you have a sense of that yet?

MS. ARSENAULT-SMITH:  No, not at this time.

MS. LEA:  And what about impacts on revenue requirement, other than those costs?  Have you had an opportunity to assess whether changes in capitalization rules will affect Toronto Hydro's revenue requirement?

MS. ARSENAULT-SMITH:  We are still in the process of developing our policies internally, so at this time we have not quantified what the impact is going to be on our regulatory requirements at this time.

MS. LEA:  Do you anticipate that there this will be changes in capitalization, or are you not that far along yet?

MS. ARSENAULT-SMITH:  We expect there will be changes in capitalization, but in terms of being able to quantify, not yet, no.

MS. LEA:  Directionally, any sense?


MS. ARSENAULT-SMITH:  Not at this time, because I believe some of them could probably offset each other, so it is too early at this point.  We have not quantified at all.

MS. LEA:  Questions from the floor?  Do the Board Members have any questions?


All right.  Thank you very much for your presentation.  We appreciate very much your appearance here today.

We will take a moment and ask Jay Shepherd to come up.

[Toronto Hydro panel members withdraw.]
SCHOOL ENERGY COALITION PRESENTATION


MS. LEA:  All right.  Thank you very much, Jay Shepherd for the School Energy Coalition.  I would invite you to make your presentation now, please.

MR. SHEPHERD:  Thanks, Jennifer.

I thought I was going to have another hour to prepare this, so I...

[Laughter]

MS. LEA:  Well, you should have had some questions then, shouldn't you?
Presentation by Mr. Shepherd:


MR. SHEPHERD:  I guess so.  The School Energy Coalition is going to focus at this point on the ratemaking impacts only of IFRS.  There are other issues and in our written submissions we will talk about them, but in this context, I think the useful thing to talk about is ratemaking impacts.

And we start with the overriding principle -- and I this I this is a departure point that is important to focus on very carefully -- and that is that the only party that has the right and the obligation to establish what costs are recoverable from ratepayers and when is the OEB.

It is not -- so we start from the premise, it is not appropriate for you to delegate that responsibility to the IASB.  So if they set rules, you might like the rule, but your starting point isn't:  We have to follow their rule unless we have some other reason.

I am going to come back to the default question in a minute, but that's -- our overriding principle is it is an OEB responsibility and not an IASB responsibility.

You heard yesterday a number of comments about how financial accounting is different from regulatory accounting, and I think there is a consensus here that is the case.

But I think there is some history here that is useful to understand.  We have -- regulatory accounting today is basically Canadian GAAP, with a bunch of massages and adjustments around it to work for regulatory purposes.

And it has evolved over a period of time.  It has evolved in part because Canadian GAAP has some specific provisions that allows for regulatory treatment, and it has evolved in part because Canadian GAAP is silent, and utilities and regulators have figured out ways to make sure that the regulatory rules and the financial accounting rules can work together.  It's been an evolution.

And in fact, for a long time the justification for the patina that was put on financial accounting by regulatory accounting was industry practice.  You were allowed to do things because Canadian GAAP was silent and industry practice allowed you to do them.

More recently that has been less justifiable, but then people have used FAS 71 and said:  Okay, we can do it because it's analogous to FAS 71.

The other thing that has happened over that period of time is that the OEB and regulated entities have developed methods of translating the financial accounting information to regulatory accounting in reliable ways, ways that we understand, ways that we can use as a practical matter on a day-to-day basis.

So regulatory accounting today is financial accounting, Canadian GAAP, with adjustments.

So now we have -- an old friend of mine, Jeff Passmore was fond of saying that some things press the reset button.  And here we have a situation in which we have a new accounting system and the reset button is being pressed.  So Canadian GAAP, which was that foundation we had before, is gone or is going to be gone.  And we have a new set in place, a new set of rules in place that -- but unfortunately that set of rules has not yet evolved all of those accommodations and adjustments that allow it to work with regulatory accounting.

It is still new.

And there are rules under consideration and there is resistance, as we heard yesterday from KPMG, there is some resistance by accountants to accommodate in regulatory aspects.

And frankly, the IASB is not concerned with whether they get pricing right.  They're concerned with whether they get disclosure right.  If regulation works well that way, that's great, but they don't care.

The analogy that was given to me the other day by somebody was this:  We had an old motorcycle.  We have an old motorcycle right now.  It is a road bike.  Those of you who have ridden motorcycles understand a road bike, an off-road bike: completely different.  But you can take a road bike.  You can modify it.  You can make it work off-road.


And that's what we've done over time.  We have that old bike.  We've modified it and it works fine off-road.  It is still a road bike, but it works fine off-road.

Now we are going to buy a new bike.  That new bike hasn't been modified yet.  And if we use it off-road, we are going to hurt ourselves.  So we can't do that.  We have to, instead, step back and say:  Okay, how can we make sure that this works the way the old system did?

There are practical implications to this.  Obviously the most important one is that we can't rely on the financial accounting rules, the new ones, to provide a good foundation for revenue requirement.  We know that in fact they're not being designed for that purpose.

We also have the problem that the techniques we've been using over the last 20, 30, 50 years to translate one to the other, they probably won't work any more, or some of them won't.

And our regulatory accounting rules don't have internal rules for most situations, because they have relied on an external set of rules.  That external set of rules is gone.  Ninety percent of regulatory accounting is those rules.  That's gone, and there is no other external set of rules other than IFRS.


So when Enbridge says, as I understood Enbridge saying today, basically, sooner or later, we are going to have to get there, I think that is right.  Sooner or later we're going to have to get to something close to IFRS.

It's not whether it is right today.  It's the only game in town, and so we don't have a choice there.  But as with the new motorcycle, we shouldn't get there -- this is not about whether we get there.  It is about how we get there, how long it takes, and how careful we are in making sure that once we get it there, we haven't hurt ourselves in the process.

So our view, in simple terms, is for every change from Canadian GAAP to IFRS, the Board must - we think this is a statutory obligation, by the way - assess whether the change should be accepted for rate-making purposes.  It is a conscious act.  We have just and reasonable rates today.  If there is a rate-making impact of a change, the Board has an obligation to assess whether it still allows just and reasonable rates.

What we propose is that the Board will be well served if it institutes a rigorous and repeatable methodology so that the analysis is thorough, the analysis is consistent point to point, and the results are justifiable.


In this respect, by the way, we're not making a different proposal from John Browne yesterday.  We are perhaps putting different pictures on it, but in the end, we're going in exactly the same direction.

Of course, I wanted to do a spreadsheet, but there was no spreadsheet to do.  So I did a decision tree instead.

What I want to do is I want to take you through this proposed decision tree and look at each step in the process, and what -- (a) what the step is, and (b) what information the Board should reasonably have to make these judgment calls.

The first step is you have to identify whether from there is a change.  Now, keep in mind that the OEB is actually only concerned with whether regulatory accounting and IFRS are different.  But, in fact, since regulatory accounting and Canadian GAAP are essentially the same right now, for all intents and purposes, what we're really talking about is:  Is there a change from Canadian GAAP to IFRS?

Now, there may be circumstances in which, in fact, IFRS moves us -- moves -- there is a difference right now and IFRS moves us closer, but that is rare.

In most cases, IFRS is going to increase the difference between regulatory accounting and Canadian GAAP, if there is one, or it will be the same, in which case we don't care.

In order to identify with precision what the change is we're dealing with, we need a clear understanding of the old rule, the old regulatory rule, the new rule, and how the two accounting rules are treated -- or, sorry, how the old accounting rule is treated for regulatory purposes.

I think this process has largely done that, although I got a sense yesterday there was still some confusion as to some of the details.  I think there are some details that still have to be worked out, but, generally speaking, we're probably there and we have identified the major changes.  There will be more, by the way, in the next few years, 18 projects; right?  So we know there is going to be more.

Then the second step is we have to determine the potential rate impact, and the reason for this is, if there's no rate impact, the logical thing to do is go to IFRS now.  John Browne said yesterday, in a discussion, you don't spend 100 to save ten.  If the rate impact is either zero or small or very small - and this does not mean 10 percent of total bill, this is de minimus - then let's not waste our time trying to fix this problem.  It is not a problem.  Go directly to IFRS and that will be the simplest approach.

In some cases, and when we go to some examples, we will see that Board Staff, for example, has identified ways in which, although regulatory accounting won't necessarily adopt IFRS, it can adapt to IFRS and have no rate impact.  We've seen some examples of that in their proposals, and so that would come under this category:  Accept IFRS and adjust for it, if necessary, if there is no rate impact.

To do this, you need a detailed rate impact analysis.  Now, that doesn't mean that you need -- as was commented yesterday, you don't need two decimal points.  What you need is bigger than a bread box.  You need a sense:  Is this something we need to worry about?  And to do that you need information.

We are going to talk about the timing of that information in a minute, but, in general, all I'm suggesting is do your homework first before you make the call.

Once you have -- if you have made a determination that there is a material rate impact, then there are really only three possible situations.

One is Canadian GAAP resulted in just and reasonable rates.  Second is IFRS would result in just and reasonable rates, or the third is neither produces the proper regulatory result.

Let's leave the third aside.  That is even more complicated and probably is an unnecessary discussion, but the first two, it is clear if Canadian GAAP ends up with just and reasonable rates and IFRS doesn't, then the Board doesn't have a choice.  It must continue Canadian GAAP, because its statutory obligation is not produce the easiest accounting system.  Its statutory obligation is just and reasonable rates.


If Canadian GAAP does it, that's the choice.  Conversely, if IFRS does it, that's the choice.  Again, no choice, no discretion.

Now, obviously a lot of these are gray areas, but the concept is still true that you test which way you go by the rate result, just and reasonable rates.

Thankfully, this is the Board's core competency; right?  This is what the Board does for a living is assess whether a particular set of circumstances or a particular approach to a problem is the better way to do just and reasonable rates or another approach is the better way to do just and reasonable rates.

You need to know what your rate impacts are going to be, which at this point in the process you will have already done.  You need to know timing issues.  You need to know intergenerational impacts, and then the Board applies its judgment and experience to get to the right answer.

Our view is you have to choose one or the other.  You have to either choose the status quo or you have to choose IFRS, and you may have -- then depending on which you choose is the correct direction to go for just and reasonable rates, then you have to compensate for it.

If you decide to keep the status quo, then the utilities have a problem, because the utilities now have a divergence between their financial accounting and regulatory accounting.  Some divergences you can deal with, but the Board has to consciously think, Okay, what's the adjustment for the utilities to mitigate the problem for them?

Part of that is just the cost of keeping separate sets of books.  Part of it is things like access to capital and how it will confuse financial reporting.  The Board has dealt with this in the past.  This is not the first time there have been differences between regulatory accounting and financial accounting.

So there is a tool kit in place, obviously, deferral and variance accounts, various ways of allowing for recovery of incremental costs, encouraging utilities to act jointly to reduce costs, things like that.  There is quite a number of choices.

To make this decision effectively, it is important to know the impact on the utilities.  So the utilities have -- a number of utilities have come up today and yesterday and talked about what their impacts are.  I think the Board probably needs more information than that.  It needs more quantum dollars.  It needs more understanding of the nature of the different systems that would be in place.  How is this different from before, that sort of thing.

I will talk about the timing of that in a second, but it is clear that there are utilities already working on this, and you can see that there's already some information percolating to the surface.  There will be more over the next year, and that will allow the Board to make an informed decision about how to -- if it needs to retain the status quo on a particular issue, how it can do that without screwing things up too much for the utilities.

On the other hand, there will be circumstances in which IFRS is the better answer, because it produces -- it better matches costs and benefits, for example, in the simplest terms.

In those situations, in our view, the OEB must adopt IFRS, and then the question is:  How do you mitigate the rate impacts?  And those rate impacts, although sometimes they will be decreases in rates, for the most part there are going to be increases in rates.  We already know that.

And again, there are tools for that.  This is not something the Board has never done before.  The Board has rate impacts that it has to mitigate from time to time; harmonization was an example.

And so the normal tools can be applied to that, but in order to do that, the Board should insist, before it makes a decision to go in that direction and how to mitigate, the Board should insist that it have the same sort of impact data that it has in any other mitigation analysis, that is rate impacts by rate class, by customer category, exceptions, timing differences, et cetera, the same things that you would ask for if you were a Board Member, if you are considering mitigation of a harmonization plan, you should be asking for when are you considering how to deal with a change in IFRS.

That information is not yet on the table in this process.

Now, this leads to the default question, and the default question is -- discussed yesterday.  Mr. Quesnelle raised it, and I think it is sort of permeating the room a little bit.  Let's assume that the question is:  How do you make sure you have just and reasonable rates in the end?  That's what we think the question is in this context.

One way, one approach you can take is you can assume that the default accounting system is IFRS.  That is not assuming it is the end point; assuming it is the default today.

And then you have to justify any difference from IFRS.


That, in our view, cedes the primary responsibility for making the decision as to what constitutes a cost, a current cost to the IASB, and is inappropriate.

The converse is to say:  Assume the status quo is the default.  That is, assume that we already have just and reasonable rates which are based on Canadian GAAP, and if there are changes proposed, are those changes going to take us in the right direction?

Now, keep in mind that IFRS and Canadian GAAP are basically the same 90 percent of the time, 95 percent of the time.  Where they're different, in many cases the impacts will be immaterial.  In many cases the impacts will be manageable.  And in some cases IFRS will produce better rates anyway.

So it is only if none of those things are true that the status quo as a default even matters, and in any case, the default only kicks in if you are not considering the substantive issue.  If you are considering the substantive question -- which way should we go -- it doesn't matter which is the default.  You choose:  This is better or this is better.

It is not:  This is better if this isn't.  It is one or the other.  You choose between the two.

So in theory, at least -- in theory, at least -- you get to the same result whether the default is IFRS or the default is status quo.

In practice, if the Board starts with the premise we already have just and reasonable rates and changes have to be justified, in our view that will produce a more rigorous review.  The Board is then required to look at each aspect of IFRS thoughtfully and carefully in each situation, in each rate case, in each generic proceeding.

And therefore, our proposal is that the status quo be the default.

Now, I am not going to go through the next four slides in any detail.  Jennifer asked the parties to go through the issues on the Board Staff proposal and talk about how we would deal with them, and so what we tried to do here is we have tried to apply the decision tree that we proposed as the correct approach to the particular issues, to determine what the result would be, and therefore whether we agree with the Board Staff proposal.

You will see in a number of cases what we say is:   Insufficient information.  So we get to a certain point in the process and we say:  Ah, no, we don't know enough to make this call.

And what we're saying in effect is the Board doesn't know enough to make this call either, at this point.

So I am not going to comment on these individually, although if anybody wants to ask questions about them, they're welcome to.

We are going to go in more detail in our written submissions about these individual issues.

So then our conclusion is the following.

We have proposed a rigorous approach to dealing with each of these issues.  We think that more information is required to make each of these decisions properly, or most of them.  At various stages in the process, various types of information is missing.

So we believe that the Board should do the following.  And let me preface this by saying we believe the Board's policy report should say:  In the end, we have to get to something close to IFRS.  We don't really have a choice, because as Narin said earlier, 10 years from now, new accountants coming out won't have any idea what Canadian GAAP is and we will have, you know, a legacy system that nobody knows how to program.

So in the end, we have to get to IFRS.

And we think the Board's report should say that.  That's where we're going.  This is about how to get there.

In terms of action items, we believe the Board should establish a process to gather the missing information necessary to make the informed decisions on each of these points.

As we heard, there are a lot of utilities working on this.  There is a lot of information out there.  It hasn't been gathered together yet, but there is a lot of information out there, and the 2010 filings will have more detailed information.  That is the filings -- like for example, Hydro One is going to make a filing in July.  Will we learn a lot from that?  Well, we will certainly learn a great deal about capitalization and what its impact will be in that filing.

There is also existing Board financial and regulatory data that can be mined, we believe, effectively.  In fact, Board Staff has already done some of that, and we think that there is more that can be done.  And there are other regulatories gathering information and analysis, and I know the Board's already sharing some of that and can do more.

And keep in mind that over the next couple of years, the standards are going to be changing.  There are all of these projects in place, and as we heard yesterday, the first IFRS compliance statements in 2011 will have to incorporate all changes up to December 31st, 2011.  That will be the requirement.

That being the case, whatever systems utilities are putting in place today will have to be sufficiently flexible to deal with that.

So this Board is not in a position where it has to rush to a final answer on each individual point.  It has the luxury of being able to establish a direction, maybe establish some initial views on particular issues where the information is particularly good, and allow its position to evolve over the next couple of years, so that when the first time that rate regulation uses IFRS in practice, it's been done with thought and with a good foundation of information.

Finally, this is sort of a process question, one of the things that we're concerned with is that a lot of this might end up being developed, a lot of these rules might end up being developed in individual rate cases.

And we have seen in the past that some things can work that way, but things like this, a generic change that, as somebody said today, it's the biggest change we will see in accounting in our lifetimes.  I think that is true.  That those sort of things should be done on a more general basis, and what we think that the Board should do is establish a review process -- not a review process now to deal with everything -- but a method of dealing with these things generically, so that if a utility is in a position where they say:  We need an answer to this question, the Board, instead of dealing with it in their rate case, can deal with it in a general way so that everybody can have a say, so everybody can talk about how it impacts them.  And if the utility then that raised it in the first place has a particular problem that's different from everybody else's, that can be identified and addressed in their situation.

But in general, these should be dealt with in a way that Toronto Hydro doesn't wake up one day and find out that decisions about IFRS have been made in the Hydro One case, and they weren't there.

And I'm available for questions.

MS. LEA:  Thank you very much.  Do the Board Members have questions at this time?  Board Member Pam Nowina?  
Questions by Ms. Nowina:

MS. NOWINA:  Thanks.  The first question, Jay, is:  Do you see your proposal or your idea as being counter to any of the proposals in the Board Staff's recommendations?

MR. SHEPHERD:  Yes.  We think that some of the Board Staff recommendations are premature, because they don't have sufficient information to make a rigorous decision.

So, for example, capitalization is a case in point.  Board Staff has done a little bit of work on that and has some numbers, but doesn't have sufficient information to say, This is the direction we should go in on this.

So we think they should step back.  They may have the right answer, but we don't know yet.

MS. NOWINA:  So using that as an example, is that something that you think should be heard in the generic proceeding that you were talking about?

MR. SHEPHERD:  Yes, yes.

MS. NOWINA:  Okay.  Then the other thing that you said, that you thought there should be a method of dealing with things generally, it's not a one-time, one process.  So I am trying to envision how that might happen.


Do you envision some kind of standing panel that would review accounting things?

MR. SHEPHERD:  You know, the Board has never done this, as far as I know, although I think it has been discussed from time to time.  I know at one time George Vegh talked about the possibility of having some things reviewed in a different way because they had generic implications.

I think that the concept is correct, but, you are right, it has never been done before.

So I don't have a procedural package that, Here's sort of a rule set that would work.  But I think, conceptually, what we're talking about is if Hydro One comes as they said they are going to, in July with an application that includes IFRS impacts and what they think should be done with them for particular circumstances, that that Board Panel would say, Okay, this goes to a generic proceeding to be dealt with.

Then whatever the generic decision is, then we will apply that in this particular rate case, with any exceptions that apply in this case.

MS. NOWINA:  Now, you have been in enough hearings that you know the devil is often in the details.

MR. SHEPHERD:  Oh, indeed.

MS. NOWINA:  And the details are in the particular case.  You need the examples of the numbers and the materiality, and all of those things.

MR. SHEPHERD:  Well, sure.

MS. NOWINA:  So you envision that the specifics - we will use Hydro One as an example - the specifics for that company would set policy that then would apply generically, or that when you pull it through to this generic proceeding, you bring in evidence from other utilities?

MR. SHEPHERD:  That's right.  What I'm suggesting is that when Hydro One files with respect to their capitalization, for example, which will be a big issue, I'm sure, you will have a data set that relates to Hydro One.

Then other utilities should be invited to file information on the same issues, so that the Board can then make a decision that applies fairly to all, or has sufficient flexibility and breadth that it can be applied to all.

What we have right now is sort of a more ad hoc common law approach, which works for some things, but may not work for this.  That's what I am concerned with.

MS. NOWINA:  Okay, thanks.

MR. SOMMERVILLE:  So we would be, in effect, shoe-horning, to use your example, Hydro One, with respect, in their application, say, this August to put this issue up front.

Parking that issue in a generic proceeding would also require the Board to require the filing of evidence from a variety of other systems and, in fact, would probably have to be an open proceeding so that anybody who wanted to could file evidence, but some people would be compelled to file evidence, if we thought there was a dearth of evidence.  Is that the kind of proceeding that you foresee?

MR. SHEPHERD:  A good example of that might be -- I am not sure whether the details work properly, but a good example might be the deferred PILs proceeding, which is a generic proceeding, but in which certain utilities who asked for it to be dealt with were required to file evidence to be the examples.

MR. SOMMERVILLE:  If you've got five or so who represent a good cross-section, that's a bit of a different situation.  I think you can have sort of joint proceedings that kind of work in that fashion, because you've got some genuine commonality in the objective --

MR. SHEPHERD:  Yes.

MR. SOMMERVILLE:  -- of those applicants.  But where you have one applicant who has maybe a little eccentric example, and then -- I don't mean that --

MS. NOWINA:  Nothing personal.

MR. SOMMERVILLE:  I don't mean that in a pejorative sense.  I don't mean that in a bad way.


[Laughter]

MS. LEA:  Weird, but good.

MR. SOMMERVILLE:  That was Ms. Lea, just for the record.

MS. LEA:  Thank you.

MR. SOMMERVILLE:  But where you have just one, and then you are shoe horning everybody in, that -- I understand where you are coming from.  I am just not sure that that model works particularly well.

MR. SHEPHERD:  Well, you know, as I say, the devil is in the details, but to take the Hydro One example just a step further, they're going to apply for 2010 and 2011.  It might well be possible for the Board Panel to say, Look, the 2011, we are going to sit on that, and we are going to ask some other utilities whether they're ready to give us some information on this issue.

MR. SOMMERVILLE:  There are other moving pieces out there.

MR. SHEPHERD:  Oh, sure.

MR. SOMMERVILLE:  Externalities.  As you mentioned, there are a number of projects under way and other decisions that have to be made by people that we have no influence over whatsoever, sadly --

[Laughter]

MR. SOMMERVILLE:  -- but there are some real issues about timing that people were talking about this morning, Union, for example, talking about getting sort of explicit guidance at a certain point in time, and Enbridge, I think, followed that path, as well.

There is a witching hour, but the witching hour isn't now.  The witching hour isn't August.  The witching hour may well be in time for 2011, where we may have a much clearer picture.  That is not to say that we ought not to do anything in the interim, quite the opposite, but that there is a witching hour, but it is not now and it's not August, and it's not maybe even 2010.  What are your views?

MR. SHEPHERD:  I think that is exactly what we're saying, is that there are things that the Board can do now.  It can set direction.  It can establish processes.  It can establish certain expectations, general expectations.  But I think you are right, you know, spending a lot of time and effort talking about whether rate base can equal fair market value may be a very big waste of time if we don't need to solve that problem six months from now.

MR. SOMMERVILLE:  And that's a big one.

MR. SHEPHERD:  True.

MS. LEA:  Thank you.

I have a couple of questions, and questions from the floor?  Colin Fraser, Colin McLorg, Bill Cowan.  Just a moment.

I have a question that relates to the process that I believe the Board Members were discussing with you.

One of the challenges that we were trying to deal with was that -- well, perhaps I should back up.  As we move forward, in your scenario, to try and assess whether we should choose IFRS or choose the current system, and in making that choice, we need information about a variety of matters, including particularly the effect and the impact it will have on rates - we don't have that analysis now - is it your view that if there is a large effect on rates, a large effect on the rate-making process which suggests that IFRS is a bad way to go, either because the costs don't match in time period or because the rate impact is undue, that we might select not to go with IFRS, rather than say, Well, we will go with it, but we will mitigate?

MR. SHEPHERD:  I think the simple answer is "yes", and the best example is PILs or taxes.

The Board made a decision a long time ago that it wasn't going to use the accounting rule for taxes.  As far as I can see, there is no reasonable likelihood it is going to go in the direction of taking the IFRS rule for taxes.

The reason for that is it's not good rate making.  It may well be good accounting but it is not good rate making.

Similarly -- because one of the things that happens is then the benefits of tax savings never get enjoyed by the ratepayer.  They're always enjoyed by the shareholders.  That's not a balance.

A better example in this context may be something like training costs, especially as companies migrate to new and expensive -- new software systems, for example, there's often a very heavy component of training and business process realignment that happens in that process, some of which may not be capitalizable as it is today.  In fact, maybe a lot of it may not be.

And the Board may say:  You've got a piece of software, a new CIS, for example, that is going to be in place for one years and you're going to have to spend $10 million to teach people how to use it.  We don't think it is good ratemaking to eat the 10 million today.  The ratepayers shouldn't be paying it today.  The ratepayers should be paying it over the 10 years of the system.

And if financial accounting doesn't say that, then the Board may say:  Well, yes, but we match better for pricing purposes than financial accounting does, so we are going to impose that indefinitely.  That is going to be the rule.

MS. LEA:  What do you do in a situation where there is a very different result from the application of an IFRS rule?

Take a very simplified view of capitalization for a moment.  As you heard yesterday, our initial investigation into this suggests that for many utilities, there will be a decrease in overhead capitalization.  For some, there will be an increase, and for some, there is no effect at all.  Some don't know.

Suppose we have the situation where Hydro One may come forward -- I keep picking on you because you said you were coming forward -- and for them it, is a fairly big impact

MR. SHEPHERD:  Oh, yes.

MS. LEA:  But when we then get evidence from other utilities, it is an impact in a different direction or it is a very minor impact or it would be immaterial.  On somebody else it's a big one.  So we got a whole spectrum of the effects on the revenue requirement.

How do we then move forward to use that information to determine what we should choose?  Do we say that there is going to be inconsistency in the Board's approach to the capitalization rules?  Or do we say -- because there are variable impacts, or do we say we are going to pick one rule and mitigate?

MR. SHEPHERD:  I'd disaggregate that particular problem.  And there is other problems like that, but that particular problem, I disaggregate into two issues.

Issue number one is, let's say we weren't going to have IFRS but we still have capitalization processes, policies in utilities that are all over the map.  The Board might well say:  That's probably not right, that there should be a set of principles that people use for their capitalization policies.  That's the consistency issue.

Then the second issue is, now if you had a consistent set of appropriate policies and you moved to IFRS, what's that impact?  They're two different impacts.  One is to get people consistent, and the other is to move to IFRS.

And so the Board might say:  In this situation, we think achieving consistency is a good goal.  It is a proper ratemaking goal, at least consistency of policies.  And we are prepared to mitigate those impacts in both directions to get consistency.

MS. LEA:  So in that situation, then, is it important to get the impact information before you make your decision, if the impact –-

MR. SHEPHERD:  Absolutely.


MR. LEA:  -- information is not going to drive the decision?

MR. SHEPHERD:  No, absolutely, because you need to know what you are mitigating.  You need to know what is a consistency problem and what is an IFRS problem, and you have to deal with them separately.

You mitigate the consistency problem and then you make a separate decision:  Is IFRS a better way to do it?

MS. LEA:  Thank you.  I will have a couple of more questions, but they may be asked by others.

Colin Fraser, you had some questions.


MR. FRASER:  I think, Jennifer, you touched on this --

MS. LEA:  Microphone.  Sorry.


MR. FRASER:  I am not used to this.

Questions by Mr. Fraser:


MR. FRASER:  I think, Jennifer, you just touched on my question.  I was going to ask a similar question in terms of -- I'm hearing Jay sort of arguing on behalf of the status quo effectively, but also saying that we should be moving to IFRS a few years down the road.  And I am not sure how we get there.

But I think also I would be interested in Jay's views.  I think you made the point that 90 percent of existing regulatory guidance is CICA handbook.  So if we are going to retain an element of the status quo, how do we do that and what, you know, what's the infrastructure to keep all of that in place?  In terms of guidance, detailed accounting guidance, does that put the Board in a role where it basically becomes the CICA going forward for regulatory accounting?

MR. SHEPHERD:  Well, so that's why we propose the decision tree, because the first step is:  Is there a difference between IFRS and Canadian GAAP?  If there isn't, then it doesn't matter.

And so IFRS becomes the new standard, so already you are 90 percent the way there.  Right?  Because -- IFRS and Canadian GAAP are probably about 90 percent the same.

MR. FRASER:  I'm not sure I would accept the 90 percent, because again, devil in the detail, if you go caption by caption, maybe.  If you go in terms of the disruption of the differences, I don't think I'd accept 90 percent, but that's professional differences maybe.

MR. SHEPHERD:  Well, you are an accountant and I am not, so I will take whatever number you give me.

The point is there's a number.  And so you are a ways there just by that.

And then there are others; the second stages, there are others that don't have a rate impact, that there are differences in how you treat something but they don't have a rate impact.  Customer contributions is a good example, where Staff has proposed a way of dealing with it that maintains rate neutrality even though you can move to IFRS.  And there's lots of those.

So what we're saying is:  Make sure you get down to the -- to only the items -- so adopt IFRS for everything where it doesn't have a rate impact, and -- or where it has a very small rate impact, and then where it does have a rate impact, then make the assessment:  Which is the better way to go, old or new?

And if it is old, how do we then account for the difference between the two on an ongoing basis?

MR. FRASER:  Just as a follow-up, I have trouble seeing, then, your vision of how we would move to IFRS as an end state.  I can see how you move to IFRS with significant adjustments, but I think that would still result in a lot of the difficulties that utilities have put on the table, and I am not sure.  Would you agree with that?

MR. SHEPHERD:  Well, no, certainly the IFRS as an end state is a modified IFRS, as suggested by Enbridge and Union, and I think as suggested by Board staff too, that there is a point at which you say:  These components of IFRS are simply not acceptable for regulatory purposes.  They're okay for financial accounting, but they're not okay to set prices.

Just as we do with Canadian GAAP, and if we're lucky, also, IFRS will evolve over time, particularly as the US adopts it and they have more regulated entities like we have, and so there is more pressure to accommodate regulatory accounting over time.

In the best of all scenarios, we get to a state like we have now where we use GAAP -- except the new GAAP is IFRS -- and we have a few adjustments, as we do now.  They might be different adjustments.

MS. LEA:  Thank you.  I see Randy.  I will put you on the list.

MR. PUGH:  Being on the list?

MS. LEA:  Yes, okay.

Questions by Ms. Lea:


MS. LEA:  Just given that you have got this decision tree slide up, can I just ask:  I think my question related to, if the answer is both yes and no to the first one, no material impact on rates, that's true for some utilities.  A material impact on rates, that's true for some utilities.


Which side do you go down?

MR. SHEPHERD:  No.  If there is a material impact on rates for any significant number of utilities, then you are in the right-hand column.

MS. LEA:  Okay.

MR. SHEPHERD:  You always have the situation where you have a special case.  Right?  Where everybody has the same impact except Hydro One, say, because we're picking on them today.

And so you manage that by exception, but generally speaking, though, if there is any significant variability across the spectrum, you have to deal with the impacts.

MS. LEA:  Thank you.  Colin McLorg, you had some questions.
Questions by Mr. McLorg:


MR. McLORG:  Thanks, Jennifer.

I had a question for Jay, but I wonder if I could have your indulgence because I was replaying the question that you asked me, and I wonder whether I could clarify my response to the one question that you asked me.

Our materiality limit under 3GIRM, according to the Board's latest report on that, is $1 million.  And I am afraid I answered hastily, because in my view of the project, certainly the project costs themselves, taken together, will certainly be well above the materiality standard.

But if one were to sever the 2008 costs from the rest of the project and consider those alone -- which I would argue against -- that 750 million is clearly below the materiality.  So whether that is a material correction to make, I leave to you, but I just wanted to see if I could clean the record a bit there.

MS. LEA:  Thank you very much.


MR. SOMMERVILLE:  In cleaning the record, you have indicated 750 million.


MR. McLORG:  Oh.  Thousand.


[Laughter]

MR. McLORG:  I am prone to exaggeration, as you know, Mr. Sommerville.

[Laughter]

MR. SOMMERVILLE:  I certainly would admit the materiality.

MS. LEA:  You are not under oath, Mr. McLorg.

MR. McLORG:  Fortunately, thank you.

My question for Jay, I can refer back to the decision tree, as well, so I am glad it is still on the screen.  Really it is this, in a sentence:  Is the character of just and reasonableness actually observable so that you could tell whether one set of rates is just and reasonable and another not?

I think the way people have conventionally thought about it, anything that is approved by the Board is kind of, by definition, just and reasonable after the application of the Board's judgment.

But I think part of what we have seen, at least in one example, which is overhead capitalization, is that practices could vary quite widely, and you could have the IFRS result actually bracketed by the practices that are now in place under CGAAP, which is a loose and rickety old motorcycle, if I want to resort to your analogy.

What that gets to in this slide is that both the old rule and the new rule result in just and reasonable rates.  So I am just wondering whether you can use this attribute of -- I don't know how you say this grammatically properly, but justice and reasonableness of rates.  Can you use that practically to come to any decisions?

MR. SHEPHERD:  Well, you have made the mistake of engaging my pre-law school philosophy training.

MS. LEA:  Oh, no.

MR. McLORG:  I apologize for the record.

[Laughter]

MS. LEA:  You are out.

MR. SHEPHERD:  You are right.  Just and reasonableness is not black and white in any sense of the imagination.  It is not something where you can say, okay, that is just and reasonable, and that is not.  It is not actually like that in the real world.

But the question -- so from an outsider's point of view, if you are not a Board Member, just and reasonable is whatever the Board says.  We might have opinions, but ultimately they make the call.  But if you are a Board Member making the decision, you actually have to make the call.  So whether it is black and white or not doesn't matter.  You still have to decide this works, this doesn't.

So, in these cases, this is not about -- the fact that it is hard to make these distinctions doesn't change the fact that you have to make them.  The Board makes them all the time, and they make them in squishy ways, in ways that are sometimes non- -- that's squishy in a good sense.

[Laughter]

MR. SHEPHERD:  -- in ways that are sometimes intuitive and sometimes not very structured, because that's how judgment works sometimes, but they still have to make them.  So you are right, but I don't think that changes the analysis.

MR. McLORG:  Thank you.

MS. LEA:  Thank you.  Bill Cowan, Board Staff.

MR. COWAN:  Two things, if I might.

MS. LEA:  Turn on the mic, Bill.
Questions by Mr. Cowan:

MR. COWAN:  Excuse me, again.  Two things if I might.  One is just to clarify the focus of where your approach differs from what may have been brought forward.

Just if you would bear with me for a minute to characterize what we believe is on the table, and then see if I can point at what I think the essential difference is.

What I believe is on the table in the proposal is a pathway to deal with uncertainty, which God knows there is uncertainty in this particular context, the pathway to deal with uncertainty that says, Let us take the best position that we can with regard to the accounting alternatives that we have before us, acknowledging we have Canadian GAAP as inclusive of the regulatory accounting affirmed in Canadian GAAP, on the one hand, and IFRS on the other.

Let us say that we have that context, and then we also have the treatment that the rate-setting authority has evolved over a period of time to deal with special cases.  Deferral and variance accounts is an easy example.

So we have those three triangulation points in the air, and we have an opportunity, then, to think about which one works well enough as we try to move to IFRS.

But in the model that we have brought forward, we are acknowledging there is difficulty making impact assessments and saying, Let us provide a vehicle through which the Board can deal with that uncertainty about the impact, on the general view that the differences are not gigantic between the different outcomes.

There are -- there is a significant percentage of the accounting treatments that are the same.  Now, whether it is 90 percent or, as Colin would prefer, to discount that a little, I don't want to get into that.

But that by virtue of the method that we have proposed, what we're saying is, Let us make informed judgments about what is a practical policy outcome.  In the absence of definitive impacts and recognizing that they vary from utility to utility, the same subject matter can be up for some and some it is down.  Then bring forward a mechanism that allows any significant accumulated difference to find a home to be dealt with in the context of mitigation, should there be some impact that needs to be mitigated.  And that, of course, is only presuming that there is that need to mitigate it.

So the methodology that you are suggesting says we can't afford to do that until -- we can't afford to take the position until we get the impact.  I guess the model we have brought forward is saying that, Let us take our best shot at the policy position and provide a conduit through which we can deal with impact, if there is, indeed, impact.

So my question is:  Is that our point of difference?

MR. SHEPHERD:  I wouldn't have characterized it that way, although you may be right.

Take a look at the first of our slides on the screen here, application to issues.  What we've said in 3.1 and 3.2 is we agree with your conclusion, even though you don't have a lot of information on what the impact will be.  You have assumed it is going to be material.

We agree it probably will be.  And while you probably should find out how material, you probably don't have to, because it is certainly bigger than a bread box, and your decision on how to deal with it -- your proposed decision on how to deal with it is based not on the numbers, but on a principle.

You have said -- I think what you have said is rate-making principles produce this particular result, and so this is the way you have to go, regardless of what the dollar figure is.

So we are agreeing with you on that.

On the other hand, on capitalization, what we're saying is you don't have enough information to know whether the -- you even engage a debate, and then, once you engage the debate, if you do, if it does have a significant impact, how you should deal with it.

So our perception is that Board Staff thinks we have to get to an answer now, and I think what you have heard from a lot of people in the room, at least today and maybe to a certain extent yesterday, is, yes, it is true we have to get to a decision as soon as possible, but it is going to be a process over the next couple of years, so let's not try to take all the steps right now.

If there are areas where you have insufficient information to make a reasoned decision, it is better to wait and get the information.  Is that responsive?

MR. COWAN:  Well, it is responsive, although you have heard something different than what I was hearing from the room.  In your statement that people can afford to wait, I have been getting the feeling that the people are actually looking for a resolution as soon as possible in order to allow them to do -- to take the appropriate decisions regarding their business processes and in order to position them to be able to develop an opening balance sheet for regulatory purposes, as well as for IFRS purposes, January 1, 2010.

MR. SHEPHERD:  Well, then so what I think I have heard -- and utilities can jump in and say I'm nuts.

MR. COWAN:  Since it is us hearing as opposed to them speaking.

MR. SHEPHERD:  Exactly.  My understanding was that people were saying, We want to know the general direction.  You can't tell us two years from now, By the way, you're going to need two sets of -- completely two new sets of books and we are going to keep Canadian GAAP.  You can't tell us that two years from now.  Tell us now you're going to go in the direction of IFRS.  We need to know that now.

For some issues like opening balance sheet, we need to know that soon, but there is other things that we know are in a state of flux, and so we heard Enbridge and Union both say:  Tell us as much as you can tell us now -– and correct me if I am wrong, Narin -- tell us as much as you can tell us now, but keep it flexible because things are going to change over the next couple of years.

Is that -- am I characterizing that fairly?

MR. KISHINCHANDANI:  Yes, that is fair.

MR. SHEPHERD:  Okay.

MR. COWAN:  Okay.  Perhaps that completes cycle of discussion.

I do have one other topic area, just to explore a little further.

And that is that on your slide 2 from the back, "Further Board action recommended," you made a statement in your fourth indented bullet under the first bullet that says:

"Other regulators are gathering information and analysis."

I wonder if you could expand on that a little bit for us, as to who you are aware of that has information of the type that you are talking about, and have done analysis on it from a regulatory perspective.

MR. SHEPHERD:  Well, I don't have a list, but I do know that the Board is involved in a CAMPUT committee that is working on this, that you have been exchanging information already --

MR. COWAN:  I have personally been involved with that.

MR. SHEPHERD:  Exactly.  And those other regulators across Canada -- although OEB may well be in the lead, I suspect that is true -- they're not doing nothing at this point.  They're doing something.

So they are gathering some information.  What information they have, I don't know.  You probably know better than I do.

MR. COWAN:  Well, let me fill it in, then, for you.

MR. SHEPHERD:  Okay.

MR. COWAN:  The other regulators, in fact, are in a position of making decisions, or the only one that I actually am aware that is at a point of decision is Alberta.  But they are also suffering from the same difficulty, in terms of acquiring data to inform impact analysis.

So at this point, I simply feel it is overstating the case to suggest in this bullet that there is information in other regulatory jurisdictions in Canada that would suggest that there is analytical information out there now that far exceeds, in some capacity or material way, that which is available in Ontario at this time.

MR. SHEPHERD:  You may well be right.  You know better than I do, certainly.

MR. COWAN:  So that was it for me, Jennifer.

MS. LEA:  Thank you.  Randy Pugh for Ontario Power Generation.

Questions by Mr. Pugh:


MR. PUGH:  Hi, Jennifer.  Thank you.  I think my question was basically covered by a few of the questions beforehand.  I was struggling with the use of the decision tree that was listed.  It made some sense, but I tried to put down that capitalization example and tried to put it through; materiality is material to some, it is not material to others.  Do you do it on an industry-wide basis or utility-specific?

How do you look at the next step?  Are these rates just and reasonable?

Well, you said before that there's capitalization policies all over the map.  The Board has by definition already set just and reasonable rates, so capitalization policies all over the map must produce just and reasonable rates.

So I am stepping through it and I was not finding it a tool that would help me, if I was a Board making a decision.  I wasn't finding that tree helpful, and perhaps that is the only example, but I wasn't finding it as a useful tool.

So I wanted to ask you if, when you are doing your submission, if you could perhaps apply that rule, the decision tree, to that example, and then show us how it would produce a reasonable result, and what information the Board needs in order to get sufficient information to allow it to make a decision.

Can it not make one now?  Does it need more information from some type of process that would help?

That was my only question.  I think it has been covered.


MR. SHEPHERD:  The several pages of -– the four pages of charts were our attempt to apply the decision tree to the individual issues.  But you are right; the issues are not so simple that you can deal with them in a box in a chart.

The particular example you are talking about is clearly a particularly problematic one, and it is not a single issue.  That is capitalization is not one issue.  There is a whole range of issues within capitalization about what things are allowed to be capitalized and what things are not.

And some of them the Board may say:  We want this capitalized, even though IFRS says no, or vice versa.  But you have to do it one by one.

So in our written submissions, we will certainly go into it in more detail.

MS. LEA:  Thank you.  James and April, okay.
Questions by Ms. Lea:


MS. LEA:  I had one question:  Have you had an opportunity to look at the proposals that we have for rate filings in section 9 of the issues list, and if you have, do you believe they would be adequate to get the information the Board needs to make the decisions that you believe it has to make in the future?

MR. SHEPHERD:  This is -- I don't have it in front of me.

MS. LEA:  Yes.  We heard from Union and Enbridge today that they want to make slightly different filings, that is that they want to use -- I think the sum is they want to use modified IFRS earlier, in general.

For electricity distributors, for example, is what we have proposed sufficient?

MR. SHEPHERD:  Yes.  What we're proposing for information gathering is not a set of filing requirements for existing applications or for RRR, but rather a more directive approach in which the Board says:  Here's a piece of information we need to make a decision.  Who has it?  And go out and talk to Toronto Hydro, for example.  Do you have this information yet?  Or Brantford, do you have it yet?

So a more proactive thing as opposed to:  When you file something with us, do it this way.  That's not what we are talking about.

MS. LEA:  Okay.  So it would be your recommendation, then, that the Board not proceed after this policy phase of the consultation, if I can put it that way, that the Board not proceed to amend the regulatory instruments immediately, but the amendment of the regulatory instruments, in your view, would await the further consideration of the evidence and so on that you are thinking we need to bring forward in a separate but generic proceeding?

MR. SHEPHERD:  Well, no.  I think it depends on the regulatory instrument.

So for example, there is still information that you will need in subsequent filings.  You know there are certain filings coming up, and you know that in those filings you will need certain information to start to understand the impact of IFRS.

So amending the regulatory instruments to say:  In the next two years, we need this additional information, so it will help us to understand where we're going with this, that makes sense.

But a permanent amendment to deal with how you set rates in the future, we think that is generally premature.

MS. LEA:  Okay, thank you.  Now, James Cochrane.

MR. COCHRANE:  Yes, thank you.


MS. LEA:  James Cochrane for --
Questions by Mr. Cochrane:


MR. COCHRANE:  I was going to follow up actually on something Colin brought up.  I am taking you back to your decision tree, under the box where you have the material impact on rates.  And I was just wondering if those two branch that follow from there are necessarily mutual lie exclusive, where the old rule could result in just and reasonable rates or a new rule could result in just and reasonable rates.  Even if the rates are different, could they both not be arguably just and reasonable?

MR. SHEPHERD:  I think in theory that is true.

The concept of just and reasonable rates is sufficiently amorphous that you could have a situation where you could have a rate increase from one set of just and reasonable rates to another, particularly if you are looking at the context around it.

So a change to increase cost X may be a reasonable change if you are also doing all of these other things that have countervailing impacts or complementary impacts.

So I think you are right.  I think it is not as simple as:  It is either this or this.  And in those circumstances -- if I can anticipate where you are going with it -- it wouldn't be unreasonable for the Board to say:  This causes a rate increase.  It is still just and reasonable rates and we're still happy with it, and so we are going to choose IFRS, and we are going to choose IFRS not because Canadian GAAP is wrong, but because in the long term, minimizing the differences and minimizing the impact on utilities' financial statements is another goal.

So all other things being equal, that is a goal to seek.


MR. COCHRANE:  Okay.  So you did correctly anticipate where I was going.  So that also, to me, somewhat modifies your opening principle of the status quo necessarily being the default, because now you just pointed out a situation where IFRS could result in materially different rates and be the preferred choice, because it is still results in just and reasonable rates and it is, as you mentioned yourself, the desired end point.

MR. SHEPHERD:  No.  I understand what you are saying, but there is a difference between saying:  Let's choose IFRS because it is the default, and let's choose IFRS because all other things are equal and therefore we get a benefit by choosing it.

That's -- the second is a principled disciplined approach.  The first is -- I mean in some respects it is just intellectually lazy.

And while I wouldn't suggest for a minute that the Board would be intellectually lazy, especially on the record –-

[Laughter]

MR. SHEPHERD:  The fact is that when you are dealing with a lot of issues and you don't have sufficient information, a default pushes you in one direction, and by saying where we are today is the default, it forces you to come to terms fully with the change, even if you end up in the same place.  As I said, in theory, you do end up in the same place no matter which way you go.

MR. COCHRANE:  Okay, thank you.

MS. LEA:  Thank you.  April Barrie, Hydro Ottawa.
Questions by Ms. Barrie:

MS. BARRIE:  I guess at first I wanted to say I personally am fine with Bill and the fact we can't wait until 2011 to find answers, that it is not just net book value.  We need to know capitalization, depreciation, things like that, as soon as possible, as opposed to down the road getting closer to IFRS, because the longer you wait, the more time we have to spend on duplicate systems, not knowing where we should be heading.

So, in that case, we would actually have to create a system that could deal with anything, which is much more expensive than creating a system when you know what your end result is going to be.

So it kind of leaves us hanging, I guess, in the balance of knowing what to do.

So I guess I'm also wondering specifically in terms of the capitalization, depreciation, because I think it is -- I can safely say materiality is going to be all over the place.

So at this point, what is the other information you think the Board needs to collect in order to make a decision on where to go forward?

MR. SHEPHERD:  Well, as I have indicated specifically, the first you need to know is whether it is a material impact on rates.  It may be that there's some of these -- now, I don't think capitalization or depreciation policy are in this category, but it may well be that some of these just don't have a big impact on rates.  So let's not waste our time.  Just go with IFRS; it is easier.

MS. BARRIE:  Right.

MR. SHEPHERD:  But for the ones that do have an impact -- take the depreciation accounting, for example.  All right?

What's a good part of that?  What's the biggest issue?

MR. COWAN:  Fully dressed poles is your favourite.

MR. SHEPHERD:  Well, see, here is a perfect -- since you raised the wood poles, the componentization is likely to have a small rate impact; right?

MS. BARRIE:  Right.

MR. SHEPHERD:  Because it is not about how much you depreciate.  It is about what your system is.  So it has a big impact, on what you do as a utility, how you structure your systems, but it doesn't have a big rate impact.  So it is relatively easy for you to figure that out.  Tell the Board that's true, and the Board can make a decision early on, Yes, if you can afford to go to componentization please do; it will make everything a lot easier.

But, for example, gains and losses may have an impact; right?

MS. BARRIE:  We are doing the assessment I guess all at once, and whether -- if we can't at this point in time tell you the materiality limit, and even if we could but nobody else can, we are just one LDC.  So we can't drive that materiality limit.

So do I sit here and wait until all of the LDCs can get their materiality limit and I can't go forward with our planning?

MR. SHEPHERD:  Well, here's the difficulty is that I understand the concern.  It is a chicken and-egg question, but the alternative is that the utilities ask the Board to make decisions without any data.

MS. BARRIE:  I guess that's what we are doing, I feel, like, with this discussion paper that --

MR. SHEPHERD:  A decision made without any data is not a good decision.

MS. BARRIE:  But I guess I'm saying no financial, because we can still look at the rules and say the rules make sense.  The direction of IFRS is sound, and we can mitigate any rate impact to the customer, which would happen even in your assessment.  There is a material impact -- if that was the conclusion, yes, there is a material impact.  IFRS will create just and reasonable rates, so we will mitigate them.

So can we not come back to the rule then and say this is a reasonable rule.  GAAP is falling to the wayside, so let's move to IFRS, and when we have those materiality limits, then we can go back to what mitigation we need to propose.

MR. SHEPHERD:  The problem with that is -- from an accountant's point of view, I absolutely agree 100 percent that you could say, just from a principled point of view, this is the way we should do this.

From the Board's points of view, the Board doesn't set accounting rules.  It sets rates, and because it sets rates, you are asking it to set the rates without knowing what they're going to be.  It is hard for the Board, I think, anyway -- I think it is hard for the Board to justify setting rates specifically knowing we don't know what the rates are going to be, but we are going to set them, anyway.  That is not consistent with their mandate, in our view.

MS. BARRIE:  But we do know to some extent they're going to be across the board in some of these issues.

MR. SHEPHERD:  We know directionally what some of them are, yes.

We know that some of them will be big and some of them will be small, but capitalization, for example, is one where it is a complex problem, and to decide a complex problem on the back of an envelope is simply not the right way for an economic regulator to act, in our view.

MS. BARRIE:  So then an LDC should continue completely -- set books from the transactional level until...

MR. SHEPHERD:  No.  I think that LDCs should ensure that their new systems have flexibility, which you are going to have to do, anyway, because the IASB has a whole bunch of rules in a state of flux, and you know there is going to be future changes.  So anybody setting a new system in place today would be wise to make sure that it has as much flexibility as possible, because you are in a state of flux.

MS. BARRIE:  Right.

MR. SHEPHERD:  It seems to me that if you do that, then as the Board evolves more specific rules on particular points, that you will be in a position to handle them.

If there are some cases in which you say, Here's one rule -- opening balance, for example, opening PP&E.  Here is one rule that we need to know early, because otherwise our systems are completely different if we do it one way versus the other way.

Then I think it is right to say to the Board, Here's something that will cost us a lot of money if we don't know it right now, but I don't think it is appropriate to say that about everything.

MS. BARRIE:  No, but I am specifically saying that is the case with capitalization.  Whether or not we include our overheads, because we have discussed in many of the other groups is that it is a transactional level basis with -- so if we need to keep very specific two sets books in order to maintain both GAAP and IFRS.

MR. SHEPHERD:  Yes.  But Hydro Ottawa changed their capitalization rules last year or the year before.

MS. BARRIE:  Right.  But it doesn't go to 100 percent IFRS.  No, but we didn't have to -- we just switched our burdens.  We didn't have to, from the ground down, keep it -- it's very different.

MR. SHEPHERD:  The point is you have that system in place now.

MS. BARRIE:  No, we don't.

MR. SHEPHERD:  It is not an IFRS system now.  The one you have now is not IFRS compliant; right?

MS. BARRIE:  Right.

MR. SHEPHERD:  So you already have it.  So you may need a new system to be IFRS compliant, but you still have the old system already.  You already spent the money.

MS. BARRIE:  Yes, but whether or not you maintain both going further or into the future is a different question.

MR. SHEPHERD:  I understand.  It sounds like a tractable problem to me.  That is what I am saying.

MS. LEA:  Thank you.  Other questions from the audience?  Last chance before I turn to the Board Members.

Thank you.  Do the Board Members have questions at this time?

MS. LEA:  Thank you very much, Jay Shepherd, for your presentation.

That concludes the presentations that we have scheduled for this conference.  I would invite the Board Members to make any concluding remarks they may have.  I have a couple of things to say.

MS. NOWINA:  Well, just before we break up, I would like to, on behalf of the Board Members who are present now and have been present over the last couple of days and others who have been listening in and most of us who have been here -- Dr. Balsillie, and Mr. Sommerville and myself and Mr. Quesnelle have all been -- if we haven't been here, have been listening in for the most part.  It has been very helpful.

I look forward to your submissions, but I think the submissions read in the context of everything we have heard over the last couple days will really assist us in going forward in determining what we need to do.  I appreciate the level of cooperation and discussion, which was trying to lead to an answer and not adversarial, and was again very helpful for us.

So thanks very much.  We appreciate all of your efforts to this point and look forward to your submissions.  Don't slow down now.  Make sure the submissions are of the same quality.  Thanks.

MS. LEA:  Thank you.  Yes, the timing for the submissions I will repeat, May 25th - I think that is a Monday - by 4:30 p.m. to the Board secretary for your initial submissions.  Anyone who has made a submission, but wants to reply to something someone else has said, a written submission by June 3rd.


The submissions are your opportunity to tell us what you think in addition to this conference and the meetings we have had.

Thank you to the Board Members very much for your attendance and attention to the matter.  We appreciate it.  And most of all, thank you so much to all of you for this excellent process, for your attendance at the meetings and at the conference.  We really appreciate all of your input, your knowledge, your experience.  It has been a tremendous learning experience for us.

We look forward very much to receiving your submissions.

That concludes the stakeholder conference on the transition to IFRS.  Thank you very much.

--- Whereupon the conference concluded at 3:01 p.m.
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