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INTRODUCTION 

On February 10, 2020, Alectra Utilities Corporation (Alectra Utilities) filed a Draft Rate 

Order (DRO) arising from the Partial Decision and Order (Partial Decision) issued 

January 30, 2020.   

Ontario Energy Board (OEB) staff has reviewed the DRO filed by Alectra Utilities. OEB 

staff submits that Alectra Utilities’ DRO is consistent with the OEB findings in the Partial 

Decision, with the potential exception of the calculations for depreciation in the 

capitalization deferral accounts for the Horizon Utilities Rate Zone (RZ) and Guelph RZ, 

as discussed below. 

Capitalization Policy: Calculation of Balances 

In the Partial Decision, the OEB found that the Account 1576 approach1 should be used 

to record the changes in capitalization policy. In section 2.1.1 of Alectra Utilities’ Draft 

Rate Order, Alectra Utilities stated: 

“Alectra Utilities has updated its calculation of the impact of the capitalization 

policy change based on the Account 1576 approach. The updated calculation 

also excludes any impact for the Horizon Utilities RZ during the Custom IR term 

(2015-2019), the PowerStream RZ over the rebasing deferral period and the 

Guelph RZ for the 2019 rate year.”2 

Alectra Utilities also provided an updated forecast of the impact of the change over the 

deferred rebasing period as Table 1, reproduced below:

                                                           
1 The term “Account 1576 approach” is explained and discussed in section 4.1 of the Partial Decision. 
2 Alectra Utilities Draft Rate Order, EB-2019-0018, February 10, 2020, page 5 of 14 
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Table 1: Net Impact of Capitalization Policy Change (Account 1576 Approach)3 

 

OEB staff submits that Alectra Utilities has appropriately excluded the impacts on payments in lieu of taxes (PILs) and 

return on capital, consistent with the OEB’s finding that the Account 1576 approach shall be used to calculate the 

balances in the capitalization deferral accounts. However, OEB staff has identified an issue relating to the recording of 

depreciation in the Horizon Utilities and Guelph RZs that warrants further consideration.  

                                                           
3 Alectra Utilities Draft Rate Order, EB-2019-0018, February 10, 2020, page 6 of 14 
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Alectra Utilities’ capitalization impact model was filed in response to OEB staff 

interrogatories4, as supporting evidence for how the elements of capitalization policy 

impacts were derived. The depreciation figures used in the updated calculations from 

2020 to 2029 in Table 1 are identical to those in Alectra Utilities’ capitalization impact 

model. OEB staff has relied on the details filed in the capitalization policy impact model 

to examine the assumptions that Alectra Utilities has incorporated in its calculations 

under the Account 1576 approach. 

As set out in Table 1 above, the Horizon Utilities RZ 2020 depreciation impact of 

$580,000 is based on depreciating the opening gross property, plant, and equipment 

(PP&E) differential (the cumulative difference from 2017 to 2019), as well as the gross 

PP&E impact in 2020, over the estimated remaining useful lives of the assets (40 

years).5 

The cumulative gross PP&E differences from the period of 2017 to 2019 for the Horizon 

Utilities RZ have been carried forward to the opening 2020 balance as the preliminary 

basis for calculating depreciation in 2020 and beyond.  

OEB staff submits that this appears to be inconsistent with the Account 1576 approach, 

given the OEB’s findings that “the method for addressing the capitalization policy 

change for the Horizon RZ would be through the ESM until the end of the Custom IR 

term”.6 

The historical use of the Account 1576 approach assumes there are no opening 

balance differentials, as it is presumed to be in effect the same year that an accounting 

policy change takes place. Effectively, Alectra Utilities’ updated table excludes the 2017 

to 2019 capitalization impacts for the purposes of gross PP&E differentials in the 

Horizon Utilities RZ but includes the 2017 to 2019 capitalization impacts for the 

purposes of calculating depreciation from 2020 to 2026. This gives rise to a 

misalignment between the two elements of the Account 1576 principal balance. Since 

2020 is the first year that differences in capital additions are considered in this account, 

then it may be more appropriate that only depreciation on those capital addition 

differences, and any thereafter until rebasing, that can be included as well. 

                                                           
 
5 Opening 2020 balance of gross PP&E difference of $17,096,641 plus 2020 gross PP&E impacts of 
$6,120,749 totals $23,217,390, divided by 40 years = $580,435 
6 Partial Decision and Order, EB-2019-0018, January 30, 2020, page 46 
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The same issue arises for the depreciation impacts in the Guelph RZ, although the 

impacts in that rate zone are substantially less that of the Horizon Utilities RZ. The 2019 

capitalization policy impacts in the Guelph RZ have been excluded from the gross 

PP&E figures, but included in the basis for calculating depreciation from 2020 to 2028. 

The total impact on the capitalization deferral accounts from the inclusion of opening 

balance differences in the calculation of depreciation is approximately $3.1 million ($3.0 

million in the Horizon Utilities RZ and $0.1 million in the Guelph RZ). 

In the Partial Decision, the OEB stated that it will not amend the approach previously 

determined in the Decision and Order for Alectra Utilities’ 2018 rate application (2018 

Decision), which stated that “Alectra Utilities shall retain the deferral account opened for 

Horizon Utilities RZ, however, the first entries to the account shall begin January 1, 

2020.”7 In OEB staff’s view, to maintain greater consistency with this finding, it may be 

more appropriate that the 2020 gross PP&E impacts be regarded as the initial reference 

point for calculating depreciation from 2020 to 2026 in the Horizon RZ and from 2020 to 

2028 in the Guelph RZ. 

OEB staff has prepared a revised table (Table 2), which excludes the 2017 to 2019 

capitalization impacts in the Horizon RZ and also excludes the 2019 capitalization 

impacts in the Guelph RZ from the depreciation figures. Table 2 is provided below.

                                                           
7 Decision and Order, EB-2017-0024, April 6, 2018, page 81 
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Table 2: Net Impact of Capitalization Policy Change (Account 1576 Approach - Revised) 
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While OEB staff and other parties made submissions in this proceeding on the 

appropriate mechanisms to capture the impacts of the capitalization policy change 

during the deferred rebasing period, the underlying calculations were not addressed in 

detail, as they were largely contingent on several interrelated OEB findings. Specifically, 

the impacts of utilizing the ESM for the Horizon Utilities RZ during the Custom IR term, 

or applying an effective date of January 1, 2020 in the Guelph RZ, on the underlying 

calculations were not addressed by parties in specific detail. While this issue could be 

deferred until the respective disposition dates of these accounts, the OEB could also 

choose to address it in this proceeding for greater certainty to all parties moving 

forward. 

 

 

 

 

 

 

 

 

 

- All of which is respectfully submitted - 


