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No UNDERTAKINGS WERE FILED IN THIS PROCEEDINg.


Wednesday, November 19, 2014
--- On commencing at 10:33 a.m.


MS. FRY:  Good morning.  Please be seated.

This is a hearing concerning an application by Great Lakes Power Transmission for approval of electricity transmission rates for 2015 and 2016.  The Board's file number for this proceeding is EB-2014-0238.

Great Lakes filed a complete application on July 14th, 2014.  A settlement conference was held on October 28, 2014.  A settlement proposal for a complete settlement was filed on November 12th, 2014.

This proposal was agreed to by all parties who participated in the settlement conference.  Board Staff filed a submission on the settlement proposal on November 13th, 2014.

This hearing is limited to the issue raised in the Board Staff submission concerning the IFRS gains and losses of account within deferral account 1508.

My name is Ellen Fry.  I will be presiding in today's hearing.  Along with me is my colleague, Marika Hare.

May I have appearances, for the record.
Appearances:


MR. KEIZER:  Good morning, Madam Chair.  My name is Charles Keizer.  I'm here as counsel for the applicant, Great Lakes Power Transmission LP.  With me is Mr. Duane Fecteau, who is vice-president, operations for Great Lakes Power Transmission.

MS. FRY:  Thank you.

MR. RUBENSTEIN:  Good morning, Ms. Fry, Ms. Hare.  Mark Rubenstein, counsel for the School Energy Coalition.  I've been asked to put in an appearance for Mr. Janigan on behalf of the Vulnerable Energy Consumers Coalition and Dr. Higgin on behalf of Energy Probe.

MS. FRY:  Yes.  So just to be clear, what is the scope of your ability to speak for those other parties, given that you're putting in an appearance for them?

MR. RUBENSTEIN:  We've had -- the parties, as well -- the intervenors, as well as GLPT, had a -- spoken at a discussion yesterday.  They're generally supportive of the submissions that GLPT is going to make, or at least that we've agreed to, so I'm -- to ensure that Mr. Keizer stays on sort of the discussions that we had yesterday.  But any comments that I'll be making, I'll be making on behalf of myself, not on behalf of VECC or Energy Probe.  If there are questions that you're --


MS. FRY:  Okay.  So what I'm hearing is you have some ability to speak on behalf of those parties, but it's limited, and you'll tell us of the limitations.

MR. RUBENSTEIN:  Yes.

MS. FRY:  Okay.

MR. MILLAR:  Good morning, Madam Chair, Ms. Hare.  Michael Millar, counsel for Board Staff.  I'm joined by Richard Battista and Kieran Bishop.

MS. FRY:  Thanks very much.

Are there any preliminary issues?

MR. KEIZER:  We have none.

MS. FRY:  Mr. Rubenstein?  Mr. Millar?

Okay.  So the way I'm proposing to proceed is starting with you, Mr. Keizer, to make submissions on the issue that we're hearing today.  Mr. Rubenstein, you'd go next, and Mr. Millar last, and then after that we'll take a recess while the panel considers its decision, and we'll take things from there depending on how things go.

Okay.  So the floor is yours, Mr. Keizer.
GREAT LAKES POWER TRANSMISSION LP

Presentation of the Settlement Agreement by Mr. Keizer:

MR. KEIZER:  Thank you, Madam Chair.  Good morning.

As you noted, I'm here today to speak on behalf of Great Lakes Power Transmission LP in respect of the settlement reached between the parties.  As you noted, the settlement is dated November 12th, 2014.  It's a settlement on all issues.  And it's a package which it's been agreed that none of the issues are severable.

The parties have worked hard, I think, to -- and I think it would generally be supported, this view by the other parties, that they have worked hard to create a settlement that's fair for both the ratepayer and the applicant, and I think would, if adopted, the Board, lead to just and reasonable rates.

The settlement proposal's for the 2015/2016 test years and arise from GLPT's application of July 14th.  The overview of the settlement is at page 5 and 6 of the proposal, but based on procedural order 4 I'm going to limit my submissions related to the deferral account, referred to as the IFRS gains and losses account, which is sub-account 21508.

So unless you want me to do otherwise, I'll focus only on that issue.

MS. FRY:  That was what the procedural order said.

MR. KEIZER:  I've read it closely, thank you, Madam Chair.

So let me just provide an outline of where we're going to go with respect to these submissions.  I first want to, for you, which would be helpful, is to set a bit of a context, both about aspects related to Great Lakes Power Transmission, and also the history of this account that has appeared in the settlement proposal.  And then I would also like to talk about the mechanics of the account in particular and how that provides for a fair and beneficial result for ratepayers.

So let me first note, it's important to note, I think, here that, although we're here to hear submissions with respect to the matter, all of the parties and Board Staff at the end of the day, I believe, are supportive of the continuation of the account on the basis of the settlement.

Second, I think, is that with respect to GLPT, as Great Lakes Power Transmission, it's a transmitter, which is different than what you may typically see within rates proceedings on the electricity side versus transmitter versus distributor, and I'll elaborate on why that distinction is important.

But in addition, I think it's also important to note that it's not subject to incentive rate-making.  It's not an IRM utility, it's not subject to IRM at this stage, and the application that it made is a two-year cost-of-service application.

In addition, I think it's important to note that as a transmitter Great Lakes Power obviously is by no means the bulk of the transmission system.  It is a small transmitter, $40 million total revenue requirement, compared to a provincial revenue requirement somewhere in the range of 1.5-billion, but because of its smaller size it does carry the characteristics of a transmitter, which is oftentimes large, significant assets that form its systems.

So, for example, large transformer stations and other things that make it part of the bulk system in Ontario and that form part of the $218 million of its rate base.

So because of that it does have significant financial exposure to unplanned retirements during the test years, so if we lose a transformer station it could be a significant expense, which would occur during that test year, and if it's an unplanned event, it's not something that would not otherwise be able to be contemplated or forecasted.

So although there may be assets that are planned as part of its capital program to come out of service, any one unplanned loss of a major asset during the test year could have a significant financial impact on Great Lakes Power.  And in the absence of that, this account would not have the ability to recover that loss.

The third thing, I think, is with respect to the context of this account that I would like to draw your attention to, is that I think it's helpful for you to understand a little bit of -- and I'm not going to go into great detail about this, but just the chronology of how this account came about.  It's not the first time that this has been before the Board, and I think in terms of Great Lakes Power and the approval of this account, and I think it would just be helpful to have that as a context to distinguish it from some of the circumstances that have arisen for distribution utilities, in particular the utility referenced in the Board Staff submissions, being Hydro Ottawa.

So with your indulgence, I provided to Mr. Millar this morning a document that was entitled "chronology of Board approval of the deferral account".  And I provided copies to Mr. Millar, and I believe he may have made that available to you on the dais as well.

MS. FRY:  Yes, we have that.

Should that have an exhibit number?

MR. MILLAR:  Yes, Madam Chair.  We'll call that Exhibit K1.1.
EXHIBIT NO. K1.1:  DOCUMENT ENTITLED "CHRONOLOGY OF BOARD APPROVAL OF THE DEFERRAL ACCOUNT".

MR. KEIZER:  I'm not going to get into the details of this, other than to kind of give you a sense of where Great Lakes Power Transmission has been from a chronology perspective.

So in 2009 there was the Board report on the transition for IFRS reporting standards.  In the -- in late 2010 the Board did approve the account for Hydro One Networks and its implementation, for reasons related to Hydro One.

And then in February of 2011 Great Lakes, for the test years '11 and '12, sought this account and this account was approved for use by Great Lakes Power for the year 2012, because that was the year it was adopting IFRS.

In June of 2011, later in that year, the Board then issued the addendum to the report, which is the aspect that came into play in the Hydro Ottawa case subsequent to that year, where Hydro Ottawa filed in 2011 and then in December of 2011 Hydro Ottawa's request to establish the account was denied.

However, subsequent to that, Great Lakes came back in with a rate application for the years '13 and '14, sought the continuation of this account, and in December of 2012 the Board granted the approval for the continuation of this account on a second time.

So the request made by Great Lakes in its application of this year, July 2014, for the test years '15 and '16 are consistent with the two prior approvals that the Board has given, both before and after the addendum for the reporting IFRS to put in place this account.  So it was consistent with prior approvals and on a go-forward basis.

So given that context, what conclusions could be drawn?  And I think there's a couple.

One is that the addendum itself relates particularly to IRM utilities, and that is its focus within the context of the addendum for reporting.

GLPT is subject to -- is a cost of service -- in a cost of service circumstance.  It's not an IRM utility.

One, it is a transmission entity and so its asset profile is different, I think, than what we would see from a distribution utility, given the relative size of and financial significance of its assets relative to its overall revenue requirement, and the ability, potential, for losing large, significant assets that a transmitter holds.

And the other is that GLPT's approach with respect to this account has been consistent with past approvals with respect to the Board.

So I wanted to provide that as a context for why the account formed an element of the application, and why GLPT made and included it within the context of the application.  But I think that's not the end of the story; I think you also have to see the other part of this, which is the mechanics of the account and how this -- what implications it has for the ratepayer.

So let me take a moment to talk about that at a high level, with respect to the approach that is included in this proposal.

So unlike a situation where you would apply the IFRS approach or addendum, where you would forecast retirements, so the revenue requirement impact of capital retirements or a loss, what this approach does it is effectively doesn't deal with it in the test year and it doesn't have it forecast.  The impact and the revenue requirement impact of the loss is, in effect, deferred until such time as the account is dispersed.  So in other words, if there is a loss that occurs, it gets recorded in the account and the ratepayer doesn't feel the impact of that recovery until such time as the account gets dispersed at a later date.  Whereas under the IFRS methodology, the impact of that loss would get felt in the test year, right away, so the ratepayer does get the benefit of a deferral.

The other element of it is that the ratepayer is also credited back for any depreciation that GLPT would have incurred with respect to that loss.  The depreciation expense gets credited back to the ratepayer from the time of the loss to the time that the account is dealt with on a subsequent application.

As well, there is no risk of over- or under-forecasting the potential loss amount during the course of the test year.  And also there's minimal exposure to the rate effect for the ratepayer, partly for a couple of reasons.

Assuming here that -- a two-year test year, the earliest that Great Lakes Power would be able to come back to seek recovery for anything in the account would be at the end of those two test years.  So because there is a deferral of the revenue requirement impact until such time as the account is dispersed, the ratepayer has at least two years before it would see it in rates.

And as well, Great Lakes has had the history of usually dispersing its accounts on a three-year basis or seeking the recovery of the amounts in those accounts on a three-year basis.

So potentially the ratepayer may actually see the rate impact of this spread out over a five-year basis.  So the overall impact on the ratepayer is lessened by virtue of this approach.

So coupling that, that, one, we have a settlement agreement which everybody has worked very hard to create -- I think it's created a fair package overall -- with the advantage of the fact that this works within the context of Great Lakes as a transmitter from a cost of service perspective, and that it's consistent with previous approvals from the Board, and also the fact that it also provides a benefit for the ratepayer, for the purposes of this settlement proposal, Great Lakes -- as well, I believe, would be echoed by the intervenors -- are supportive of continuation of this account as part of this proposal and the adoption of the settlement proposal overall by the Board.

MS. FRY:  Mr. Rubenstein?
Submissions by Mr. Rubenstein:

MR. RUBENSTEIN:  This part I can say on behalf of my friends.  As the Board can understand, there are gives and takes in the settlement process between the parties between the various issues that come to leading to just and reasonable rates.

Parties are supportive of the settlement agreement.  I think Mr. Keizer provided the -- and explained the uniqueness of a transmitter, specifically of GLPT, and in the context of the past Board approvals why we believe that the approval of this account in the context of this settlement is a reasonable result.

MS. FRY:  Mr. Millar?
Submissions by Mr. Millar:

MR. MILLAR:  Thank you, Madam Chair.  I know that you've read all the prefiled submissions, so I don't intend to go over our comments in any detail.

But just to give you the 30-second overview, I think the bottom line from Staff's submission is that we do support the settlement agreement as filed.

The deferral account that's at issue right now that we're discussing, as Mr. Keizer has already gone through, it already exists.  It's not a new deferral account that they're proposing.  So it's something the Board had considered and approved in the past.

That being said, Board Staff did want to draw the Ottawa Hydro decision to the Panel's attention.  That was an instance, as you've seen, where the Board denied a request for a similar account, though as Mr. Keizer says, there may be some relevant differences there.  And in that case, the Board preferred that a forecast actually go into rates.

So we felt we had to at least bring that to the Panel's attention, but even knowing that, Staff still does support the agreement as filed.

And those are my comments.

MS. FRY:  Thank you, Mr. Millar.
Questions by the Board:

MS. HARE:  I do have a few questions.

First, I'd like to ask:  What amounts have been booked to that account in '12, '13 and '14?

MR. KEIZER:  If you give me a moment, I can clarify with Mr. Fecteau.

MS. HARE:  Thank you.

MR. MILLAR:  Madam Chair, if it assists, at page 2 of the Staff's submission -- I don't know if you have it -- the amounts for 2013 and 2014 are $450,000 and $210,000 respectively.

MS. HARE:  Do you know if anything was booked in '12?

MR. MILLAR:  I don't have that information here.

MR. KEIZER:  Nothing in '12.

MS. HARE:  Okay.  Thank you.

I would like you to explain a little bit more to me why you think deferring a cost for two years-plus is a benefit to ratepayers.  Is it not a matter of "pay now or pay later"?

MR. KEIZER:  I guess it is an element of that.  I mean, it's partly, I guess -- you think about it from a -- often from an applicant's perspective, is that it is a deferral, so it means it's one less aspect that ultimately, although it may be small, gets layered into the provincial revenue requirement and ultimately gets passed on to rates.

So to the extent that you can smooth any of that, I think, is advantageous to the ratepayer.  Not that I think that, given the relative size of GLPT to the provincial revenue requirement, its overall impact is not really reasonably felt within the context of the rate, and I think we would have to acknowledge that fact, but I think there is an element that, from a ratepayer's perspective of having to pay, to the extent you can smooth that cost out over time, that may not necessarily be a bad thing.

I think the other issue that we present is -- and I think it goes to the issue of a forecast.  I mean, there's two elements to any forecast expense.  There's those in which you can actually plan and contemplate for, and there are those which are unplanned, which catch you completely by surprise, and you had no understanding or appearance that it would happen.

So I think to this extent that in this circumstance, you know, the deferral, I think, also removes that issue of inconsistencies or concerns with respect to forecast ability.  That's the other element.

MS. HARE:  How is that difficulty in forecasting any different than any of the other elements that make up the revenue requirement?

MR. KEIZER:  You know, I think that goes to the issue of the nature of the system itself.  You know, in the context of an in-service -- or a capital program that a party may undertake, there certainly would be well aware that I'm going to carry out this nature of this work, and there may be elements of assets that you may take out of service, and therefore that loss is understood, and you may be able to reasonably forecast that.

The element, I think, of the asset, specific aspect (sic) for Great Lakes as a transmitter, given its relative size to some of the values of the assets, if you, for example, are faced with, you know, a significant loss of an asset in an unplanned way, so there's a catastrophic event that you could not have planned -- and for example, I think there was one in 2013 that Great Lakes experienced in one of its transformer stations.  Would not have been able to plan for it, not been able to forecast it, but it is a significant cost relative to its overall revenue requirement.  And so it's that element, I think, as well that forecasting does not necessarily capture.

MS. HARE:  But in your example you just gave me, I fail to understand how that's related to IFRS.  Can you clarify that?

MR. KEIZER:  Well, it's related to IFRS to the extent that the IFRS requires you, upon the occurrence of the loss or the loss of service of that asset, to the extent it comes out of service and no longer has -- has to be written off, requires you to recognize the expense, and recognize the expense in the period in which it's incurred.

So if you incur it in the test year, and your forecast doesn't otherwise contemplate that, then that is an expense that you will have to deal with but have no means by which to actually have contemplated it in rates or to recover it without the advantage of an account.

MS. HARE:  You said one other thing that I didn't quite understand.  You said that a deferral account then provides no risk of over-forecasting the potential loss.

MR. KEIZER:  Right.

MS. HARE:  And whereas that's true, is that not also true of a variance account, because if it's overforecast in the variance account it's adjusted when you come to clear that account in any event; is that not right?

MR. KEIZER:  That is the nature of any account, and the fact that the difference between the deferral and the variance account is, you know, effectively when you're starting to build it up, the other is you're varying around a certain number, and obviously the fact that you're able to capture something in the variance account does take into account the forecasting for error.

MS. HARE:  Thank you.

MS. FRY:  Okay.  Thank you very much, counsel.  So we'll take a break until 11:30, and then we'll reconvene.
--- Recess taken at 10:57 a.m.
--- On resuming at 11:54 a.m.

MS. FRY:  Please be seated.
DECISION:

MS. FRY:  Concerning the issue that is the subject of today's hearing, Great Lakes is correct that the statement of Board policy in the addendum to the report on implementing IFRS in an incentive rate mechanism environment does address IRM situations.


However, the addendum does state that the Board will have regard to the policy rationale for the policy in the addendum when considering similar issues.  The Board considers that the policy and the rationale in the addendum indicate that a variance account is likely preferable to the deferral account.  The Board expects Great Lakes to address this in its next rates application.


The Board recognizes that the settlement proposal in this proceeding is a complete settlement, and does consider that, as a whole, it is in the public interest.


Accordingly, the Board approves the settlement proposal as filed and declares the current rates interim as of January 1, 2015.


And I would also like to establish at this point, since we're all in one room, the timelines for getting a draft rate order through to finalization.


So, Mr. Keizer, when do you think you could have a draft rate order to us?


MR. KEIZER:  Allow me to confer with Mr. Fecteau.


MS. FRY:  Sure.


MR. KEIZER:  I actually don't have my calendar in front of me, but the sense is that we would be able to circulate the draft order to parties by this Friday.


MS. FRY:  How about you file it with the Board by this Friday?  And then we'll have a comment period.


MR. KEIZER:  That's fine.


MR. MILLAR:  Madam Chair, if I could just mention, I think part of the settlement agreement contemplates using the new ROE figures, which have not yet been released by the Board.  That is coming out imminently, as we understand it; it's the November update.  But I don't know if they'll be out by Friday, so I don't know if that would be left open as a placeholder or if it makes more sense to wait a couple more days and file a complete rate order that includes the new ROE figures.


MS. FRY:  So, Mr. Millar, obviously you don't have a crystal ball either, but you're thinking, say, if we say the 26th, which is Wednesday, would that -- you think that would allow --


MR. MILLAR:  My guess is that that --


MS. FRY:  That would be your guess?


MR. MILLAR:  That it will be out before that.


MS. FRY:  Could you live with a few more days, Mr. Keizer?


MR. KEIZER:  We can always live with a few more days.


MS. FRY:  So you'll file a draft rate order by November the 26th.


Mr. Rubenstein, how long do you think intervenors will require to comment?


MR. RUBENSTEIN:  Not very long; a few days.


MS. FRY:  Not very long?  Give me a...


MR. RUBENSTEIN:  The 26th is a...


MS. FRY:  Is a Wednesday.


MR. RUBENSTEIN:  So to the Monday?


MS. FRY:  Monday, December the 1st?  That works for you?


Does that work for you, Mr. Millar?


MR. MILLAR:  Yes.


MS. FRY:  Okay.  And, Mr. Keizer, any reply argument?


MR. KEIZER:  I would imagine we would only be a couple of days following that.  And -- in terms of any reply on the comments made.  So that's the 1st, is the Monday?


MS. FRY:  1st is the Monday.


MR. KEIZER:  So I would assume that we would be able to -- at the latest, the Thursday.


MS. FRY:  Okay.  That's Thursday, December the 4th.


So we have draft rate order filed by November 26th, intervenor and Board Staff comments by December the 1st, reply by Great Lakes December the 4th.


Okay.  No further comment on that?  Okay.  So that completes today's hearing.  Thank you very much, counsel.


MR. KEIZER:  Thank you very much.  

--- Whereupon the hearing concluded at 11:58 a.m.
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