EB-2016-0061

IN THE MATTER OF the Ontario Energy Board
Act, 1998, S.0. 1998, c.15, (Schedule B);

AND IN THE MATTER OF an application by
Canadian Niagara Power Inc. for an order approving
just and reasonable rates and other charges for
electricity distribution to be effective January2D17.

Canadian Niagara Power Inc.
Argument-In-Chief
January 12, 2017

This is the Argument-in-Chief of Canadian Niagarewer Inc. (“CNPI”) in regard to the

following unsettled issues in this proceeding:

1. Is the manner in which CNPI accounted for pensiwh @PEB costs in rates (i.e. cash vs.
accrual) appropriate?

2. Should CNPI be required to use a new variance atdauegard to any changes in the
manner in which CNPI accounts for pension and OP&®s in rates?

3. Is it appropriate to recognize and, if so, howedoognize in revenue requirement or rates
any deferential between CNPI's cost of long terfot @ad current market rates for long
term debt, or any change in the cost of long-teetnt ¢h 20187

4. Is CNPI's proposed 2017 OM&A budget appropriate?

5. What is the appropriate effective date for CNRites?

Each of these issues is addressed below.
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1. Is the manner in which CNPI accounted for pensio and OPEB costs in rates (i.e.

cash vs. accrual) appropriate?

CNPI submits that the Board should reject the v@rors position that CNPI should be required

to switch from the accrual to cash methodologytiier following reasons:

I. This is a generic issue currently under review:

CNPI submits that the issue of whether an LDC sthaakcount for pension and OPEB costs in
rates is a generic issue that is currently undgeveby the OEB in EB-2015-0040. On May 14,
2015, the Board issued a letter to all rate regdl&ectricity distributors and transmitters, gas
distributors, Ontario Power Generation and othderasted parties in which it initiated a
consultation on the regulatory treatment of persiand other post-employment benefit costs

(the "Consultation Letter").

The Consultation Letter included a list of questiceand invited stakeholders to file written
submissions on the issues. In regard to the isfwash vs. accrual regulatory accounting for
pension and OPEB costs, the Board posed a numigerestions, including the following:

Accounting and Recovery in Rates

5. a) Should the OEB establish accounting and recovery methods for both the
electricity and gas sectors?
b) What criteria should be considered to determine the appropriate
approach?
c¢) If one method is adopted, what should it be: cash (pay-as-you-go) basis,
funding contribution basis, accrual (accounting cost) basis or another

method? (please provide details)...
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d) Should the method for recovering costs relating to registered pension
plans be different from that used for unregistered pension plans and OPEB
plans?

6. a) Should the OEB take into account impacts on financial reporting (US
GAAP, ASPE and IFRS), legal, and tax matters? b) If so, what are the
issues that should be considered when deter mining the appropriate
approach?

b) If so, what are the issues that should be consider ed when deter mining the

appropriate approach?

Both CNPI and SEC are participants in that proaege@ind have filed written submissions. By
raising the issue of cash vs. accrual accountirtgisproceeding, the intervenors are requesting
that two different Board panels adjudicate the s@see. As such, it would be redundant and
inappropriate for the Board in this proceeding ¢cide on the issue, especially since the generic
proceeding is well underway and is a fulsome cdasah involving numerous parties on this
complex issue. For this reasons, CNPI requestBtad in this proceeding to abstain from
deciding on this issue.

ii. CNPI's use of the accrual method was approveg khe Board in its last COS rate
application:

The Board approved CNPI's use of the accrual at¢cmumethodology for its pension and

OPEB regulatory costs in CNPI's last cost of sennate application (EB-2012-0112). In the
current application, CNPI has continued to useaberual methodology. The intervenors are
now proposing that CNPI change from an accruakshanethodology, despite the fact that no
direction has come from the Board to suggest tiNRIGhould depart from the Board approved

status quo. As such, CNPI submits that the onusldhoe on the intervenors to justify why
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CNPI should change from the accrual to the casthodelogy, especially in light of the
following:
» as discussed above, the Board is currently consglére issue in EB-2015-0040;
» the intervenors did not oppose CNPI's use of tlteuat methodology in CNPI's last cost
of service rate application; and

* the intervenors have not provided any evidenceippart their position.
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2. Should CNPI be required to use a new variance acunt in regard to any changes in

the manner in which CNPI accounts for pension an@®PEB costs in rates?

CNPI questions the need for a variance accounngivat the Board will be issuing a decision in
the near future in EB-2015-0040. CNPI presumes thatdecision in that proceeding will

address implementation.

Further, while there was some discussion at theheaing about a variance account being used
in regard to cash vs. accrual accounting for penaiod OPEB costs, the intervenors provided
little information on the specifics of what the sace account would record and the mechanics
of the account. As such, in the absence of sudilsle€NPI is unable to comment on this issue.
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3. Is it appropriate to recognize and, if so, howd recognize in revenue requirement or
rates any deferential between CNPI's cost of longetm debt and current market rates for

long term debt, or any change in the cost of longetm debt in 2018?

CNPI submits that it would be inappropriate for tBeard to consider potential changes to
CNPI's cost of long-term debt beyond the 2017 Tesdr since it filed its cost of service rate
application on a single Test Year basis, not onuat@n IR basis. Therefore any potential

reduction in actual cost of capital in future yesinisuld not be reflected in 2017 rates.
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4. Is CNPI's proposed 2017 OM&A budget appropriate?

CNPI submits that its proposed 2017 OM&A budgetppropriate. It has provided detailed
explanations for all of its material OM&A programsst drivers and annual variances since
2013 in accordance with the Board's filing requieats. CNPI has also provided summaries that
highlight:
» the fact that its OM&A programs satisfy the RRFHeahives and provide value to
ratepayers [Tab 5 of CNPI's Hearing Materials (K1 4nd
* that CNPI has undertaken and will continue to utadker numerous programs that
improve its productivity [Tab 7 of CNPI's Hearingakérials (K1.1)].

CNPI has also demonstrated that, although it agpabe relatively unproductive based on
PEG's econometric model, when adjusted to addnessripact of CNPI's atypically high Other
Revenues, CNPI is actually a reasonably productidéy [Tabs 8 and 9 of CNPI's Hearing

Materials (K1.1)].
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5. What is the appropriate effective date for CNPI rates?

CNPI submits that it met all deadlines prescribed ardered by the Board, so the effective date
should be January 1, 2017.

All of which is respectfully submitted. January 12, 2017
Canadian Niagara Power Inc.
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By its Counsel: Andrew Taylor
The Energy Boutique




