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ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 

1998, S.O. 1998, c 15, (Schedule B);

AND IN THE MATTER OF an Application by Union 

Gas Limited, pursuant to section 36(1) of the Ontario 

Energy Board Act, 1998, for an order or orders approving

or fixing just and reasonable rates and other charges for

the sale, distribution, transmission and storage of gas as of 

January 1, 2009.

Submissions of the Association of Power Producers of Ontario (APPrO)

1. Union Gas Limited (“Union”) has submitted its application for rates for the year commencing January 1, 2009. This is the second year of a 5 year incentive rate making mechanism (IRM) for rate setting under a price cap index model.

Proposed Z Factor for Conversion to IFRS

2. Union has proposed a Z factor for the forecasted costs it expects to incur in converting from Canadian Generally Accepted Accounting Principles, to International Financial Reporting Standards (IFRS). APPrO concurs that changes to the accounting standards can be a form of Z factor, subject to meeting the necessary eligibility criteria.

3. At Exhibit A, Tab 1, Page 6, Union outlines the criteria that must be met for the event to qualify as a Z factor and further outlines the annual cost to be incurred for the conversion to IFRS in Table A. Specifically, Union rightly points out in criteria #5 that the event must meet a materiality threshold of $1.5 million annually per Z factor event.  In Table A the materiality threshold appears to be just barely met for 2009 and 2010 with the forecasted costs being $1.511million and $1.510 million respectively. The costs for 2008, 2011 and 2012, however, are substantially below this materiality threshold and therefore costs incurred during these years should not be recovered in rates.

4. Union also points out at Exhibit A, Tab 1, Page 9 that it is not seeking the revenue requirement of $0.868 million (Exhibit A, Tab 1, Page 9, Table 2) associated with costs incurred in 2008 related to the IFRS project. The pre-tax cost of $0.968 million incurred in 2008 as outlined in Table 1 does not meet the materiality threshold of $1.5 million. APPrO agrees that these 2008 costs do not meet the materiality threshold and should therefore not be recoverable in rates.
5. As illustrated in Exhibit B5.1, Union does however seek to recover a portion of the depreciation and interest expenses associated with the 2008 IFRS capital costs in 2009 and future years. The second table on page 3 of 7 of this exhibit indicates that $0.148 million of capital investment incurred in 2008 is included in the total depreciation expense of $0.315 million in Exhibit 1, Tab 1, Page 6, Table 1. If this $0.148 million of depreciation expense for 2008 is removed from the total annual cost in line 6 for 2009 in Table 1, then the 2009 IFRS cost is $1.363 million ($1.511 million - $0.148 million).  Removing the associated interest costs on this reduced rate base would further reduce this annual cost for 2009. This resulting total cost is less than the $1.5 million required to meet the materiality threshold for 2009. A similar conclusion would also be reached for 2010 and subsequent years if the 2008 depreciation and interest costs are removed. Therefore the costs associated with the IFRS conversion costs should not be approved for recovery in rates.

6. If the Board does not agree that removal of the 2008 costs from recovery in 2009 is appropriate, then further information should be obtained from Union for those internal costs outlined in Exhibit B5.1 (d). A total of $1.148 million of the $1.5 million threshold is made up of forecasted O&M costs. These appear to be a combination of internal and external costs. If these 2009 O&M costs are marginally less than forecasted, then these resulting 2009 IFRS costs would fail to meet the materiality threshold. More detail should be obtained from Union to substantiate the basis on which these forecasted costs were determined.

7. If the Board agrees with Union that the 2009 costs meet the materiality threshold, only 2009 rates should be adjusted to reflect these IFRS costs and the Board should not give approval to have rates in 2010 or beyond reflect the costs incurred in 2009 unless subsequently approved. 

8. The costs that Union forecasts for 2010 and future years are also based in large part on forecasted O&M costs that were estimated during mid-2008. The changing economic conditions may result in such O&M costs being less than forecast in 2008. If an O&M cost reduction does occur, or if more of the work is completed in 2009, it will result in lower O&M costs for 2010. If 2010 costs are also marginally less than the forecast, then the $1.5 million threshold would not be met and 2010 rates should also not reflect any IFRS costs. 

9. In conclusion, APPrO believes that none of the costs associated with the IFRS costs should be recovered in 2009 or any of the remaining years in the IRM period.

Procedural Comments 

10. APPrO was also a participant in the Enbridge EB-2008-0219 case whereby Enbridge was requesting rates be set for 2009 under their 5 year incentive rate mechanism. In this process the parties held a technical conference and settlement conference process to better understand the company’s application and interrogatory responses and to reach agreement on the issues. APPrO supports this form of process during the remaining period in Union’s 5 year incentive rate mechanism.

APPrO Eligibility for Costs

11. As noted by the Board in Procedural Order No. 1 in this matter, upon requesting intervenor status APPrO indicated its intention to seek a determination at the conclusion of this proceeding that it is eligible for a cost award.

12. APPrO, therefore, requests that the Board find APPrO to be eligible for recovery of all of its prudently incurred costs in this proceeding.
13. APPrO represents electricity generators, including those who own and operate electricity generation facilities that rely either exclusively or in part on natural gas and related services to support their production of electricity in Ontario.

14. Gas-fired generators are major customers of the gas utilities and are directly affected by the availability of appropriate gas services and the rates that are charged for those services.
15. APPrO’s intervention in this proceeding is therefore on behalf of its members in their capacity as major customers of natural gas and related services in Ontario, a role that is not unlike that of other consumer groups who intervene in and are routinely deemed eligible for costs in similar proceedings.
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