
 

 
 
October 12, 2012  
 
Ms. Kirsten Walli   
Board Secretary  
Ontario Energy Board  
2300 Yonge Street  
26th Floor, Box 2319  
Toronto, ON M4P 1E4  

  
  

Dear Ms. Walli  
  
  
Re: PowerStream Inc.  (Licence ED-2004-0420)  
       2013 Electricity Distribution Rates Application EB-2012-0161  
  
 

During the Settlement Conference held October 3 to 5, 2012 at the Board’s offices, 

PowerStream agreed to provide additional information regarding the promissory notes 

held by the shareholders and further explanation regarding PowerStream’s calculation of 

the account 1575 IFRS-CGAAP Transitional PP&E Amounts. The responses to these 

requests are attached. These responses have been sent by e-mail to the parties and 

have been filed on RESS. 

  

We trust that this is satisfactory, but if further information is needed, please do not 

hesitate to contact the undersigned.    

   

 
Yours truly,  
  
Original signed by 
 
Tom Barrett 
Manager, Rate Applications 
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Undertaking JT1.4:  Further Clarification re PowerStream’s calculation of Account 1575 
IFRS Transitional PP&E Amount (Issue 8.2) 

 

Preamble: 

The Board has clearly stated, and PowerStream shares the view, that the change in accounting 
standards from CGAAP to IFRS should not cause utilities to experience material out of period 
costs (or over-recovery). 

Background: 

PowerStream has based the calculation of the account 1575 IFRS-CGAAP Transitional PP&E 
Amounts (“PP&E Amount”) on PP&E balances including construction work-in-progress (CWIP).   

The difference between the lower overhead capitalized to PP&E under IFRS and the higher 
overhead capitalized under CGAAP becomes an OM&A cost under IFRS. Current rates are 
based on the full amount of these costs being capitalized under CGAAP and not going to 
OM&A. Under CGAAP these costs are capitalized and recovered in rates through depreciation. 

The amount not capitalized under MIFRS becomes a “material out of period cost” with respect 
to current rates unless it is captured in account 1575. To include only the portion of the amount 
pertaining to PP&E additions that become in-service results in the portion pertaining to CWIP 
becoming a “material out of period cost”. 

PowerStream notes that it is only the difference in overhead capitalized on CWIP at December 
31, 2012 that becomes an issue. CWIP at December 31, 2011 is added to rate base additions in 
2012 and CWIP at December 31, 2012 deducted, under both CGAAP and MIFRS. If 
PowerStream was continuing on CGAAP the amount of CWIP at December 31, 2012 with the 
higher overhead capitalized would be added to rate base in 2013. Clearly CWIP is part of PP&E 
and its addition to rate base is simply an issue of timing. 

PowerStream is confident its calculation of the PP&E, including the overhead that would have 
been capitalized on CWIP, is in compliance with the Board guidance (see below). PowerStream 
has summarized below how the PP&E Amount was determined. 

Discussion of Board Guidance: 

PowerStream notes that the recently released OEB Appendix 2-EA, “IFRS-CGAAP Transitional 
PP&E Amounts”, detailing the calculation of the amount in account 1575, refers to PP&E values 
without reference to rate base or CWIP.  PowerStream has based its calculation of the PP&E 
Amount including CWIP in accordance with the following statements by the Board in the 
Addendum to the Report of the Board (June 13, 2011, EB-2008-0408): 

The Board will approve the proposed PP&E deferral account. The account addresses 
the unique circumstance of a change in accounting standards and provides for the 

EB-2012-0161 
PowerStream Inc. 
Responses to Undertakings 
Page 53 of 55 
Filed: October 12, 2012



 

 

 

continuity of rate base. The account allows utilities to avoid the potential for material out 
of period costs (or over-recovery) that might not be eligible for inclusion in the current 
period determination of rates. The deferral account also facilitates monitoring of the 
extent of potential impact during the IRM period, and provides the opportunity to identify 
any unusual circumstances requiring attention before completion of the IRM period. 
 
The Board therefore authorizes a generic deferral account to capture PP&E differences 
arising only as a result of the accounting policy changes caused by the transition from 
CGAAP to MIFRS. It is for use by utilities to record PP&E differences arising during the 
period since their last rebasing under CGAAP up to their first rebasing under MIFRS, 
including utilities using IRM rate-setting methodology. 
 

The first paragraph clearly states that the intention is to prevent any material out of period costs 
or over recoveries that would not be included in the current determination of rates. The 
additional amount of overhead under MIFRS that is expensed rather than capitalized creates 
OM&A costs resulting solely from the change in accounting. These costs are not factored in 
2011 and 2012 rates. Under MIFRS these costs are not capitalized so these costs will not be 
recovered in future rates based on the MIRFS rate base unless included in the account 1575 
PP&E account. It is the entire amount affecting PP&E, including the burden on CWIP, that goes 
into OM&A under MIFRs and as such the entire amount belongs in account 1575.    

The second paragraph refers to PP&E differences and does not make any exclusion regarding 
CWIP which is clearly part of PP&E and in time becomes part of rate base. The CWIP burden 
amounts are on items that are included in rate base but due to timing are not included in rate 
base at December 31, 2012 but would have been part of rate base in 2013 or later under 
CGAAP. 

As these burden amounts are not in current rates and are not included in the MIFRS rate base 
used to set 2013 rates, these will become out of period costs that the Board refers to in its 
report. Inclusion in account 1575 is necessary to achieve the objective stated by the Board in its 
report. 

 

Summary of Transitional PP&E Amounts: 

Table JT1.4-1 summarizes the differences leading to the credit (owing to customers) balance in 
account 1575 as at December 31, 2012 of $2,387,000.  
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Table JT1.4-1: Summary of Transitional PP&E Amounts ($000) 

    CGAAP  MIFRS  Difference 

Net Book Value Jan 1, 2011   $            639,944    $            639,944    $                       ‐    

Additions   $              91,123    $              78,954    $              12,169  

Depreciation   $            (48,642)   $            (35,593)   $            (13,049) 

Net Book Value Dec 31, 2011   $            682,425    $            683,305    $                  (880) 

Additions   $              92,685    $              79,534    $              13,151  

Depreciation   $            (48,924)   $            (34,266)   $            (14,658) 

Net Book Value Dec 31, 2012   $            726,186    $            728,573    $              (2,387) 

 

The lower additions under MIFRS represents the lower overhead that is allowed to be 
capitalized under IFRS and MIFRS, the lower amount of interest allowed to be capitalized and 
the reduction from the derecognition of assets previously pooled and left in PP&E under 
CGAAP. The lower depreciation under MIFRS represents the on average longer useful lives 
used to depreciate assets compared to the prescribed lives used under CGAAP.   

Table JT1.4-2 shows the differences between PP&E (including CWIP) and the in-service PP&E 
amounts found in Appendix 2-B. 

Table JT1.4-2: In-Service vs. Total PP&E 

In Service vs. Total PP&E  CGAAP  MIFRS  Difference 

NBV PP&E In‐service per 2‐B Dec 31/10   $            613,158    $            613,158    $                       ‐    

Work‐in‐progress (CWIP) Dec 31/10   $              26,786    $              26,786    $                       ‐    

NBV PP&E Total including CWIP Dec 31/10   $            639,944    $            639,944    $                       ‐    

NBV PP&E In‐service per 2‐B Dec 31/11   $            651,911    $            659,803    $              (7,892) 

Work‐in‐progress (CWIP) Dec 31/11   $              30,514    $              23,502    $                7,012  

NBV PP&E Total including CWIP Dec 31/11   $            682,425    $            683,305    $                  (880) 

NBV PP&E In‐service per 2‐B Dec 31/12   $            689,093    $            698,664    $              (9,571) 

Work‐in‐progress (CWIP) Dec 31/12   $              37,093    $              29,909    $                7,184  

NBV PP&E Total including CWIP Dec 31/12   $            726,186    $            728,573    $              (2,387) 

 

Please note that the above numbers reflect the removal of the fair market value increment 
recorded on the assets acquired in the purchase of Aurora Hydro in November 2005. 
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