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Attachment A

NEWFOUNDLAND AND LABRADCOR

AN ORDER OF THE BOARD OF COM!lMSSlONERS OF PUBLIC UTILITIES

--------

IN THE MATTER OF THE PUBLIC
UTILITIES ACT, 1990

AND

IN THE MATTER OF THE APPLICATION
OF NEWFOUNDLAND LIGHT AND POWER
'CO. LIMITED FOR AN ORDER APPROVING
" CERTAIN POLICIES CONCERNING .
CAPITALIZATION OF GENERAL EXPENSES,

. INCOME TAX ACCOUNTING, PENSION

- FUNDING AND ACCOUNTING AND RELATED
MATTERS

THE APPLICATION

On August 11 1995 Newfoundland nght and Power Co. Limited (the Applicant)
- “_-ﬁled an appl:catlon requestlng an Order of the Board: o
- -(;,) - approvmg for regulatory purposes effectwe January 1, 1995 the- |
: Appllcant's allocatron of deferred taxes to aocount for tu‘mng dlfferenoes |
—ansmg out of differing treatment of General Expenses Caprtahzed (GEC)
' for the purposes of regulatory accountmg and income tax accountlng,
_except for that part of GEC whrch is related to pensnons _
.' lil) fapprovmg for regulatory purposes the Applrcant’s provrslon in 1995 of
: -addrtlonal funding of its defined beneﬁt pens:on plan in the arnount of

© $12,000,000;




(iif)

(iv) .

2
approving fbr regulatory purposés the Applicant's provision in 1996 of

additional funding of its defined benefit pension plan in the amount of

~ $6,000,000;

afppfoving for regulatbiy purposes a change in the basis of me"Applicant‘s .

allocation of costs to GEC which will result in the Applicant's allocation to

GEC éf only those costs which are incremental costs Qf capital projects;
| én‘(; o o : -
'Qréntiﬁg‘ such alté.rnate, additidnél or further relief as after consid-e.rét'i.or.l 5{
. the 'A'bplicént's Sﬁbiﬁis'sion and all relevant matters shall, in the opiniori of

 the Board, appear fit and proper in the circumstances. -

" On September 6, 1995, the Applicant filed an amendment to its gpp!ic-:ation‘. o

0

previously filed on -Augus't 11, 1_995 requesting an Order of the Board:

',r;approwng for regulatory purposes a change in the basis of the Apphcant'

o allocatlon of costs to GEC which wlll result in the Appr cant’s allocatton to

R

o GEC of only those costs wh:ch are mcremental costs of caplta! prOJects

'ébbfoving for regﬁiatoff bu'rpdéés-the' —Appliéaﬁt's'pro'\iisioh in1 995 of |

L ;addmonal fundlng of rts deﬁned beneﬁt pensnon plan nn the amount of

L f_$12 000,600;
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{(iii)  approving for regulatory purposes the Applicént’s provision in 1996 of
additional funding of its defined benefit pension plan in the amount of

$6,000,000; and

(w) granting such alternate, additional or further relief as after consideration of
the Applicant's submi_sSicn-and all relevant matters shall, in the opinion of

the Board, appear fit and proper in the circumstances.

On Septeniccr 7. 1995, the Applicarit s_ubmitted its evidence and the exhibits it
_ infe_nded to entcr through itc witnesses at the public hearing. Notice of the application
and heari_nlg was given' in_the' newspapers circulated throughout the Applicant’s service
territory. This notice advised the public that the Board would conduct Phase ‘1 of fhe
Hcéﬁné on'fhe acplication in its Hearing Room, in St. John's on September 8, 1995.
The Pﬁasc 1 Hearing was called by the'Boarc_i to bring together the Applicant
- ~and the Iritérverpors of re'c__ord at the time. The purpose of the Phase 1 Hearing was to
. -giv‘é ecch party ‘a-q ofpbcrtuﬁit'yrto 'iﬁdit‘:atc the-nature of _thei;_' evidence, to obtain or givc, :
' 'l:no{ice of their intcr"\tion to obtéin infom-\.étion to indicate whether they intcnded .to' call -
expen wrtnesses and to agree on a t:me date and’ place for commencement of Phase 2'
: of the Heanng into the apphcatlon | | |
7 At Phase 1 of the Heanng, Peter Alteen LLB , appeared for the Appllcant

o ‘Gcoﬁrey Young, LL.B., app_eared fo; Newfoundla‘nd_ and Labrac_lor Hydro Corporation

~+ {Hydro); and Sean Hanrahan, LLB was present as Counsel to the Board.
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. It was decided to eommehce Phase 2 of th'e' Hearing in the Hearing Room of the
Board at 9:30 AM. on October 23, 1995.

The application was heard by the Board on October 23, 24 and 25, 1995.

Peter Alteen, LL.B., appeared for the Applicant- |

There were no intervenors present.

The Bo_afd was assisted by Sean Hanrahan, LLB., Legal Counsel, 'Reym()nd- G.
Noseworthy of NKHK, Chartered Accounterits and Keith S Vance of BDO Dunwoody
(_'}hertered Aceoumants, Financial Consultants to the Board.

' E\fidenee' wes given for ihe'Applicar}t by the following officers and management:

AF. Ryan, President and Chief Executive Officer;

- KS. Warr,-‘ Vice -Pfesident_, Finence & Treasury;

-'L.C'. 'He?ndelrson,APlaﬁn_ing Erigineer; :

K.P. Lawrence, Manager of Corpbrate Accounting.

- _The Apphcant also called asa w;tness 7

' ‘Mr Kerth Boocock CA CFE Senlor Partnef Delortte&Touche Chartered '

Accountants

NI, Boooock is “Nat:onal Partner ngatlon Support" of Delo;tte & Touche andis

e ,. his ﬁrm s Chaurman of the Te!eoommumcahon Industry Servnoe Group. Mr. Boocock

_ seWed as Chalrman of the CiCA task force on The Applicatlon of Accountlng Pnncnples‘ '

| -by Regulated Enterprises. -




The Board called as a witness:

K.S.-Vance, FCA, Executive Partner, BDO Dunwoody, Chartered Accountants.
TU DELINE

The Board IS conistituted by way of the E@hgﬂh_hﬁ_es_&ct,_‘l_gaq which under
Sectic'n'js thereof, mandates that |t “ehall have the ge'neral supervision of all public
utilities...” | | |

As to the speciﬁc application before it; the Board is guided primarily by the

‘following provisions of the Act:

“58. The board may prescribe the form of all books, accounts, papers and

~ records to be kept by a public utility and a public utility shall keep its books,
accounts, papers and records and make its returns in the manner and form
prescribed by the board and comply with all directions of the board relating to
those books, accounts, papers records and returns.”

“64. (1) The board may, with the assrsfance of the engineers, accountants

_ valuators, counsel and others that it thinks advisable to employ, inquire intoand . -
determine the extent, condition and value of the whole or a portion of the

. . property and assets of a public utility used and useful in providing or supplying a
'parhcular service to. or for the public, as of a date to be ﬁxed by the board.

%2) . The board may detenmne the value of the property and assets ofa

pubhc utility in accordance wrth the following rules: -

(b} where the property and assets are new property and assets
- .7 - created or acquired on or after January 1, 1950, the value
- shall be determined on the basis of the prudent original cost,
- with depreciation since the date of creation or acquisition;




“(2) (c) where the property and assets are property and assets other
than those referred to in paragraphs (a) and (b) and were
acquired on or after January 1, 1950, the value shall be
determined on the basis of the prudent cost at the time of

the acquisition, with deprecuatlon since the date of
acquisition.

“4) The board may make those rules and regulations to facilitate
inquiries under this section that it may consider convenient, and the rules
and regulations so made are binding on all public utilities.”

' "‘7_8'.'. (1 ~Except as otherwise provided in this Act the board may fix and :
‘determine a separate rate base for each kind of service provided or supplied to
the public by a public utility, and may revise the base. '

“2) Infixing arate base the board may, in addition to the value of the
property and assets as determined under section 64, include...

(h) other fair and reasonable expenses which _

-{(iy  the board thinks appropriate and basac to the pubhc
utility’s operatlon and

{ii) has, with the approval of the board been charged to
capital account,

_but the expenses shall be allowed on!y to the extent not .
) amortlzed in prev:ous years

f‘éo'. - ) - Reasonab!e payments each year to former _em-p'!'oye'es of a public
utility who have retired and are receiving payments of supplemental income from °
the public utility are expenses that the board may allow as reasonable and -

- prudent and properly chargeable to the operatlng account of the pubhc utrl;ty '

(4) . The board may use estimates of the rate base and the revenues -

A '_"'ahd expenses of a public utility.”

. The Board mterprets the foregomg statuto:y prowswns to mean that the Board

has the responsnbmty to ensure that pubhc utilities provude reasonably adequate sennce -




responsive to public need. Operating and capital expendiiﬁres of the public utility must
- be reasonable and prudent for the purpose of providing such sérvices and the means of
recording those expenses and capital expenditures may be prescribed by the Board.
.Expenses relating to reiir_ed former employees, that are reasonable and brudent, are
_properly chargeabie to the Operating accbunts of the public u'tility.
The Boaid will be gmded by the foregoing prov;snons inits consuderatlon of thus

o app!‘cation _
BASIS OF APPLICATION

By Order No. P.U.6 (1991) the Board ordered the.Apricaht to continue to apply
“the -pi'éviously approved basis of éécounting for GEC w'rthoui any reduction to its annua!
allocation. The full cost method of capitalizing general expenseé has been utilized by
the Applicant since 1967. This basis 'é_f af:cou’nting has been reviewed in the past and
t_:urrently involves the-capitalizatién qf such ékpens'és‘ és: Tools and Iﬁsttufnénts,
Operating Supervision and Miséellanebus, I._iné#fﬁeh’S Rubber Goods Tésting,-; Free |
Issué_, Head Office Ac'cé)unting, P_rintin’g an'd_Stz'a_tionery. Corporate EﬁécﬁVeness, -

o Managemént Inforrnétion System Expenses Hufhan Resoixrces Safety' Meéﬁhgs,

o : Tralmng and Educatlonal Costs, Apprentnoe Trammg, Coffee and Lunch Room

_.;Supplles Admlmstratnon Internal Audnt and Buuldlng Operat:ons These a!locat:ons fo
_ caprtal assets have risen from -$0.4 ITH“IOI’I in 1067 to a high of $115 m;lhon in 1992.

- The percentage of GECas a péroé'ntage of Gross Capital Expehditures has risen from -




g | _
6% in 1967, rising sharply to 13% in 1978 and more sharply in 1984 to 22%. In 1994, :
- GEC was 28% of Gross Expenditures. (See Exhibit 1 on the page opposite.) The
Applicant seeks approval of a change in its accounting allocation methodology for GEC" |
r}qm the full cost method to the incremental method. The change _in' accounting
methodology is proposed to be phased in graddally, fo minimize the effects on rates; N -
In 1993, the Applicant im'p!emented an early retirement program in its overall
effort to"control costs and avoid rate increases. This .progr'am'\r'lae_ undertaken to o
reduce the size of its work force in line with the Tow sales growtn and its attempt to AV
a-chieve greater efﬁc'ienoy. A total of 120 employees retired under the terms of the
program. in 1992, the Applicant had total labour costs of permanent, 'temp'orary' and.
‘contract staff, including overtime, of $54 million. Theee costs in the Applicant‘sA1_995 |
_forecast are now $46 million. The Board approved of the program in December 1993,
however, theBoard stated at tnat' tirne that the program costs and beneﬁts would be
. revreWed at the Applicant’s next public hearing. The Applrcant seeks approval of rts
o early retarement program and its related expenses asa prudent and reasonable .
_. program. 7 ‘ |
7 By Order No P.U. 37 (1 984) the Board ordered that past service costs under the
- Acontnbutory funded defined beneﬁt pension plan adopted Apnl 1, 1984 were
B reasonable and prudent expenses properly chargeable to rts operatmg account. By
.,-. Order No. 17 (1 987), the Board approved the use of the management best estrmate .“_ _
approach" - which was in accordance wrth the CICA recommendatrons as the |

- aocodnting’rnethodology for pension (_:osts.' In 1984 the Applloant's past _ser\noe o
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i unfunded liabil'rty was approximately $48 million, which was to'be funded over a 25 year
period. The Apelicant proposes to accelerate the funding in 1995 and 1996. The
Applicant has filed net present value analysis in support of this ecCelerated funding

plan.
ERAL EXPENSE CAPITALIZED

The Applicant, .a distribution utiiify primefily annu'alfy' undertakes a capital
- construct:on program. Dunng a penod of hlgh growth, this program can be a significant
- “ portlon of the Apphcant s operation. In more recent years however sales growth has
| been low, therefore resulting in a smaller capital program. At previous hearings the
E Applicant has betitioned the Board to reduce the allocation of GEC. ,T.he Applieant
P : believes that less general expenses should be allocated to capi{al aseets. Also the

Applicant believes that its capitalizatien'poli'cy results in approximately three and one

- half times more cap;tahzatlon of general expenses than other srm:lar utthtles The

' ;Apphcant seeks a more moderate pohcy through the use of the incremental bas:s of

. ,caprtallzatlon
The Board has 1dent|f ed four i issues w:th respect fo the accountmg for GEC

- -'_‘ansmg from the heanng These issues are

O the theorettcal baSlS upon which GEC should be allocated namely the'

appropnateness of full cost accountmg versus mcremental acoountmg,
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()] the. idenﬁﬁcation of general expenses which are related to the capital

program and therefore should be allocated to capital;
(i)  the allocation percentages to be applied {o capital assets; and

(iv) fifa shange in methodology should be deemed appropriate, over what

period should a transition in policy take place.
A(1) Theoretical basis for allocating G al Expenses \pital ass

: AcCouoting theory has developed ‘tw'ro appropriate bases on which to capitalize
'geoera'l expenses fo capital assets in companies. which canry out self-oonslructiori.
These bases are the full cost method or the incremental method. Both metho'ds have
eoual acceptability in th‘eory, however, the current trend amongst utilities appears fo-

_favour the adoptlon of the mcremental basis:

The full cost basis suggests that general ‘overhead, requ:red to run an enterpnse S

: capab!e of carrylng outa capltal program, would be ellglble for allocation. Any expense
; d:rectly related to carry:ng out a capital program would be caprtai:zed as would

commori costs that benefit both the operation and capital program of the ut_mty., Th_e -

o réte of allocation would be determined on a rational basis related fo the aocounts

'. 'mvotved These common. costs would include expenses that may be affected in any

way by the ssze or extent of the capital program
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The incremental basis is similar to full cost in that all costs directly attributed toa

capital program would be allocated but it also allocates certain common costs as well.

. The difference is that the costs allocated must be expenses that are incremental o the

utility as a result of canrying out a capital program. The following item is an e‘xample‘

that distinguishes the two bases of account. if a utirlity must employ a general

: aé’cbmtant, regardless of whether a capital program was carried out, then the -

incremental basis would not allocate any portion of that staff accountant’s salary or |

- benefits. The full cost method may allocate a portion of the accountant's salary and

benefits, because the accountant spends some time accounting for the capital program.

_Cbnséquenﬂy, ;he incremental basis of accounting capitalizes fewer general expenses

| than does ihe full cost method.

Mr. Boocock conducted a survey of 12 other utilities in Canada and determined |

that five of twelve utilities use the incremental approach, two use a hybrid approach and

ﬁve appear lo usea full cost basis. Ten utilities capitalize general expénses at arate of-

-:iess than 12% of the gross cap:tal expend:ture The Apphcant indicates GEC i is

: approxnmately 28% of their gross capital expend:ture The Apphcant is ihe only utlhty
. which includes | pensnon oosts in the GEC allocatson There is a trend of utulltles
-"swrtch:ng from full cost to the mcremental basis over the last twenty years Mr.

. Boocock recommends that the. utmty follow the incremental approach. Costs Whlch are -

' not :ncremental wouid be eXpensed

Mr Vanoe also provnded evidence before the Board. Mr. Vance prowded the -

. followmg d:rect tesbmony
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. * “The two basic observations that we made in this regard were that firstly, the
Generalr-Expenses Capitalized did not seem to bear any direct relationship to the
ramount of construction activity undertaken and sécondly, the allocation of these
costs 'aiﬁdng‘st the capital asset categoﬁes was such that ihe amount that |

g '_ultimétély ended up being charged to distribution assets was mé'reiy by

differehcé és for a number of other asset categories, thé amounts of GEC’s to be
addéd fo these categories were restricted to speciﬁed percentageé and then the

rémaining balance of General Expenses Capitalized was merely added to

* distribution assets regardless of the relative level of construction activity.”...

. M félt that the amounts being allocated to GEC were somewhat éxcessive and
~ that the manner of allocating these c_;osté to the various departments or assets
'categories'did not seem to have a Ibgicalr rationale. Neither bore any relationship

.~ to the acquisition of capital assets in a given year.”....

. "-"._.fréni _t"hé perceptive of generally accepted accounting ‘principles (GAAP), ifeel - -
 the pr_ﬂposegi changes would result in the Applicant's accounting policies more - -
- closely parallelling genérally- accepted accounting principles than would be the: .

| casé if the Applicant remained on a full-cost allocation to GEC”

“The Board has c‘on_s'idjerédv lﬁe.evideh_ce before it and the final arg'u'ment of the .

._ o Apblicant. It abpeérs that while the full cost method is acceptable and theoretically




sound, the manner in which it has beeri aeplied has resulted in an excessively .high
allecation of general expenses, paﬂieulaﬂy when compared with olher utilities.

| RegUIatoﬁ 'practi'ce has seen a noticeable shift toward the incremental method. The
nsk ofa method that cepitaiizes high emeunts of overhead, would be to disadvantage
~ future generations who would ultimately be asked to bear th'eee coets. AConseqnjently,
the Beard accepts the propoeal'of the Applicant to change its accounting policy w:th
- . res'pect to GEC fo the incremental basis.’ | ' - |

(2) Incremental accounts to be capitalized

- VDVuring the hearing the Board heard evidence with respect to which.at:oouets
were increfrl_ental to the capital progrem. The Applicant had conducted 5 survey of its |
staff involved in the departments that had previously capitalized overhead. These staff
. were asked to consider which of their accounts and staff would be truly incremental to

| the ,capifa! prdgram; i.e. which costs would not be incuﬁed if there were no capital

program ,The Apelicentl subltﬁitted Exhibit KB-6, whic;h details the resuft of_ the survey

a 'end' its conseq'uential e'ffeet of alloc‘alir'ig general overhead on an iherementel basis. .
The Apphcant has presented the accounts presently being transferred through |
general expenses capntallzed to capltai asset accounts in Exhibrt KSW-1. These costs

-'have been rev;ewed by the Apphcant s Corporate Accounting Division in preparation for

__the pubhc heanng R




14

Demand for particular PUB-9 states:

*“Exhibit KB-6 was prepared by the Abplicant"é Cdrporate Accounting Department
andisan analysis on a department by department basis, of costs which would
be incu,_lrred if there were no capital'program. i cosis would be incurred by the

'Applican't eQen if there were no capital expenditures, then those costs do not

vary with the level of capitai expénditures. Put another way, a_nhuali'y occun_*ihg
: @Sis which do not vary with Qapitéi expenditures otht tobe treated as

. operating expenses.”

Dunng the course of the heanng attentlon was drawn to these accounts, the

" manner in whlch mcrementai accounts were sefected and the manner in whlch

incrementa! items were valued.

- The Board is peréuadéd to approve the incrementél basis for accounting for

. 'Geﬁéfal ExpenSe‘s Céhitalizéd It believes thé numbers niuét be based bﬁ s’ound |
:- judgement of what is mcremental from the meoretlcal posmon of absolutely ho
-j constructlon or caplta! program The Board had acoepted m the past the ments of full
rcosts however in light of low sales growth and d:mlnlshed capttal programs, full cost
- appears 1o be: excesswe Th:s does not mean the Board wrshes to minimize’

iv_.‘:; _ _capltahzatlon since fo do so would burden today’s customers wnth the costs associated

- with defivering semoes Iong lnto the future. -
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Evidehoe was provided by Mr. Ken Léwrence. On page 47 of the transcript of
Cctober 25, 1995 Mr. Lawrence indicated how the Applicant c{etennined how much
incremental costs would be for a parrticurlaf_ingremental item.

| Quesﬁoﬁ: | |
"D(_}es that go agains-tjthe basic phiIOSOphy of what incremental represents,
| _7 which is the incremeljtal éﬁecf of not having the capitél_program an& the
, incremenital efféd is to I-osethe full Salars(, bécause:wé’re no longer wofﬁed 7
B about full cost?”

‘The answer of Mr. Lawrence was:

“Technically speaking you are comrect if we bad no construction; however, this -

isn't intended to show a pictijre of if we had ébso!utely no construcﬁbn. this is
_intended to show what would happeh in 1995 if we were fol!bwing thé
- incremental method. ‘You know, the amount of work was the same regardless of
the ai:cohntingr treatment of it, and that teé;hnician would be on and the other

o ?._peopléwodldbeon;‘ﬁ

- -r‘l'-lenc'ev,_t'he édéfd _beliéves éome C-)f the pbiéﬁtiaﬂy inérémental .cds.;ts were not

" - fully picked up by the Applicant in Exhibit KB-6. These omissions occurred through -
B .'cabitalizing bﬁly a pdrtion Qf ah- increm’ental s_‘ta'ff‘ ber;éon's salary, overhead and E

" benefits, yvhich is incénsis’téﬁt with the philosophy of the iribr_eménté! basis; or through' -

. . dismissiné items summarily w_ithbut a full theoretical analysis. The Board has reviewed: _
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the accounts and evidence and considers the following items to be appropriately

included as incremental.

CONSTRUCTION ACTIVITIES. - -

Direct charges to GEC by Time Sheet Employees:

o The Exhibit KB-6, paées 2 end 3 disclose the time sheet 7employees who have

charged time‘ directly to the capital pfegran'u. The 'Applicant assigned an incremental-

value to these staff costs. The incremental theory applied suggests that these staff

'lnembe_rs would not be required if there was no capital construction. 1t was evident

: fr,onj the evidence that the rule \.ﬁres not eppro'priately applied to the staff that do not

| ebend their full job hours at eapita! programs. This is in'error. - If these staff were not
required, Mr. Lawrence explamed the balance of their non-construction work

,. .-assrgnments would be shared amongst other staff Therefore the Board is conwm:ed : E

'the full cost of those staff persons :ncludung beneﬁts shall be capltallzed under the

. -incremental prograrn. 'I_'he ,staff considered to'be mcremental are.

Power Sy'stem 'De\ielepment :
Lt Flve engineenng technlmans

£ Asmstant Propeﬂy negotlator

Surveyor

Avalon Reglon -
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Two enginéering technicians
Eastern Region
.  Two engineeting technicians .
Since only labour charges greater than $1 0,000 v-verer énalysed, the Applicant
increased their ﬁgure by an équal propbrtion for those charging Iess than $10 000. This -

' 1ncrease amounted to $158, 000 Thls proporhon also must be equated to full posmons '

. . inareasonable manner.

Exhibit KB-6, pages 4 - 8 detail the costs associated with incremental general
__expenses related tb‘ capital programs. .Once again, the Bpard is of thé opinion that the
ih’crerhehtal method dictates all of the Salary and benefits and allocated percentage-
6ve(head per staff person requifed for the capital prOQram shouid be capitalized, not a
- .'por'tibn of théir salary. |

Incremental costs are-déel.nedto inch;_l'de:

Distﬁbtxtidn systems and services: |
- = . _Superintendent of Distr_ibuﬁbh 'Stan'dards}_e ‘- $56871

; En'g_inéer'it_lngéchnic-ia_n T Co o f$_50,'479

VSL--J.OhI'-l'S Regioﬁ ) -. B | o | |
' *  Techmcal SUperwsors o - o _' 1$60.,285
V_Eastem Region ' - - |
ER Engmeenng Technlc;aﬁ - : o ‘ . $5-(-)',4‘7A1‘
. Engmeenng Technician S o $5'D,_;47'1

% -

- Tgcth:I and Mair_ltenanoé Supervisor- S '“$'60,287 
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. _ Western Regioo

* Three Engineoﬁng Technicians . $154,413

Poﬁvet System Devolopment | | |

*  Technical Specialist | . $56,284
Tools Equnpment and Ctothmg, Linesmen's Rubber Goods and Free i issue

- : | appears reasonable as proposed but capltallzed Iabour should include any -

'ad]ustments-referred to in this Order as well as any consnder,at:on for free issue or tools -

" ‘and the like fo any contractors engaged to conduct construction activities.
® NON-CONSTRUCTION ACTIVITIES -
. Accounting:

) | _r"!_‘hé Applicant has ar_guéd. oo KB—6 pégo_ 9 ihai_ there woul'd‘ be -no' réﬂooﬁon in -
= é'coooniing Staff if gross cépifal expeﬂdituréé we'ro reduoed m’ iéro ; This is a reduction
. of $35 mllhon in expenditures The Board notes that total curtallment of construction
T would aiso ellmmate the need to come before the Board for a capital budget review and
- '; . shoulc_l_ e!ymlnate_ the need for many new.Bood |ssues other than refinancing. " It seems :
: -uﬁte'alioﬁo to suggest that suoh a d-rr'amaﬁ-cr redociion in expendﬁur_os, 'opprokima-fely
B 70% ‘-:_'lf‘ “other expensos”;'wooid not oliminate .even ono‘staff' méﬁ)béf aod iho

. o _associote_'d‘ benefits and overhead. Therefore’ the Board does not accept the




-Applicant_'s position on this matter and requires that the matter be addressed and'

‘included in GEC's.
" Printing:

. The Applioa'nt has provided a similar 'ar'gumentt"or printing a_s it dtd 'fof | .
o eccounting : .'The Applicant recogriizes that some oapital related work is still performed

' by the Printing D‘epartment if the vast majoritp of printing is customer service related,
- thena nominal.rate of 10% of printing costs seems an appropriate ant:l reasonably

expected amount to be eliminated if no capital program was undertaken The Board

: accepts such a nornmal rate as reasonable
Corporate Effectiveness:

o In Exhnb:t KB-6 the Apphcant prowded its rationale- for not capltahzmg corporate '

. eﬁectweness costs.. The Board accepts this rattonate
-_Manage“ment Information Systern Costs:
The rationate for not capttahzmg any supennsmn computer operattons and

system development and support is provaded on page 10 of Exhlbtt KB-6. The Board _

e 'accepts the rationale for the computers and software expense prov:ded that the portlon '
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of these expenses associated with the staff identified earlier as incremental staff are

included in the benefits and overhead associated with their costs.

Personal lliness, Employee Welfare, Employee Relations, Safety Meetings, Training

and Education, Apprentice Training and Coffee Supplies:

These accounts should be allocated to capltat on the basis of caprtal Iabour‘
ptus all labour transferred through GEC asa percentage of total Iabour costs
- Presumably these COsts vary in relation to staff employed. Hence, the Board deems

: thrs overall aporoach 'to' be reasonable.
" 'Human Resources Planning and Adrt\fnistration and Services:

These oosts comprise: publssh:ng Tle Lines, Human Resodrces Planmng and .
f-_Admmrstratlon Health and Safely  Training Sectrons Emp!oyee Relatrons Accordrng
ik -to Exhrbrt KB-B the Apphcant suggests these costs-are’ unaﬁected by the capltal -:

O _program ' o o

| The Board accepts this loglc wrth respect to Tie lmes and hea!th and safety A

| costs However the Board notes that 50% of the utrhtles who prov:ded GEC detarls in -
; the De!ortte Touche survey, caprtahzed a portron of human resources “The Board _
belreves the staff rnvotved ina mrmmum caprtal program of $35 million would Stlll attract_ =

. "7-overhead costs through human resources. The Board deems it necessa_ly forthe .
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Applicant to review these departments again to determine, if there was nq capital

prbgrarh, to identify which costs would be eliminated.
-Admirxzist-rafion:'

- The Board agreee that admirrisfraiiorr isl not !ik'ely to'incur iucremerital costs
" Internal Audit and Miscellaneous Aoministrative Costs:

o 'The'Boar'd agrees that there would be no incremental costs in these areas that

would be material.

' Bui!drng‘Rehfal, 'Operati:or'r and Repairs, Ground Maintenance, Show Ciearing and

" Warehouse Operation and Repairs: -

In the event of no‘ capltal program all d:rect constructron employees and anr '
L ldentrﬁable number of general employees would be elrmmated Therefore less: ofﬁce
and warehouse space is requured and any surplus spaoe could be elnmmated from
. -space currently Ieased lt does not appear reasonable with $35 mrllron of actmty

kR '_'ellm:nated the Apphcant would still reqmre as much rented spaoe elsewhere A

- 7._.'ratxonal approach should be used to determlne how much rental space could be L

'- elrmlnated for the purpose of thls rncremental cost exercise:




Applicant Pension Plan:

o The rationale provided for $362,000 b_eing charged to capital from pension

_ expenses appears reasonable and is de_emed a'oceptable by the Board.

In summary, the Board accepts the approach provided by the Applicant in -
|dentrfy|ng their lncremental cost wrth some aforementloned ad;ustments The
Appllcant shatl make all |dent|t' ed adjustments and ﬁle the revised schedule srmrlar to '_ |

Exhbrt KB-S together wrth explanatory notes, wnth the Board on or before February 28,

: 1996.-7 The changes |dentrﬁed_ in this section should be comprled from January 1. 1995

and pha'sed in as specified in the later section of this Order on Transition and Phase-In.

ALLOCATION TO CAPITAL ASSETS .

The Appt‘cant has atlocated GEC on the basrs of: 10% to hydro assets 10% to -

‘_dleset assets 20% to substatrons 22% fo transmlssron 5% to general property 5% to -

- _ transportatlon 20% to commumcatlon and 5% to computer and software costs Any

balance in GEC not allocated to the aforementroned acoounts is transferred to B

o Drstnbutlon Assets In penods wrth mlmmum cap:tal programs less is allocated to the _' :

: specrﬁc assets and a dlsproporbonate share is thereby transferred to drstn'butron (See _

' Boocock's dlrect ewdence page 29)

Mr. Boocock reoommended a ﬁat GEC percentage common to all asset classes
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The 'pero’erxtage would vary each'year in accordance with the v_a!ue of the underlying
incremental generalexpenses. Mr Vance stated 'in his direct evidence on GEC, page
3, that the manner of ai!ocating these costs to the various departments or asset
categ'e'riee did not seem to have a logical rationale. Mr. Vance concurred with Mr.
_‘ Boocock'e'proposal toapp!y a,_flat rate to each asset'categbr;r. |
- The Board has considered the -evidence and expert opinior\s en' the allocation 1o

_ the various capital asset classes and approves of the proposed flat rate allocation of .

GEC. -

Due to the significant impact of chéngmg to the incremental method, which could
result m a rate impact of 3.9% according to the evidence of K.S. Warr' bage 9, a phase- -
in period has been recommended by the Applrcant and expert wrtnesses In order to

"_accomphsh the phase-m the Appllcant must keep track of both the full cost allocatlon

: and mcremental allocatron throughout the penod

- The Applicant and its expert wrtness recommenrl a phase—m penod of three |

| _‘ years rncludmg 1995 The Board's expert wrtness belreves a transmon penod of three
S years is on the aggressrver srde and reco_mmended a f_' v_e year time frame_ as more
i surtable . . h _ |

The Board is concerned wrth a rate unpact of 3.9% caused only by a change in

o 'accountmg meihodology As both acoountrng methods are in use by Canadian utilities, B
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and both 'rnethods are theoretically sound, it does not seem appropriate to implernent
the method on a fast track. Therefore, the éoard concludes a five year phase-in.
taeginning at Jan’uary 1, 1995 is appropriate. . _

Dunng the phase-in period, the Applrcant shail mamtaln records of the GEC
usmg both methods in 1995, GEC wrll be the rncremental amount plus an adjustment '
of 80% of the difference between full cost and mcremental amounts. Each year
‘t!‘rereaﬂer,; the adjustment will be reduced 'by 20% until 1999 n_rhen only incremental
costs will be ail‘lor:ated.' The Applicant rnay' c-i'etermine-hojnr:speciﬁc general expense o
costs ntay be adjusted over thrs period; - providing the total impact artives at the phase- -
in schedule described in this 'paragraph, | | 7 |

~ With respect fo altocation to specific 'capital assets, the A‘pplicant’s proposalis -
dee_meo to be appropriate, bringing the benefit of transition to the distribution assets

first.
ING OF THE UNFUNDED PAST SERVICE PENSIO

The Apphcant has proposed to accelerate thelr payments toward their Unfunded_ |
,Pensron P!an at a rate of $12 mrlhon as of December 31 1995 and $6 mr!lzon as of
I December 31 1996 Thrs proposed payment would have an impact on the Apphcant's

' _after tax net i mcome for those years | |
o Mr Lorne Henderson presented- a net present value analysrs of the proposed

edditronal fundrng.- This analysis conctuded .that as long as pensron assets eamed an




average annual retumlof- 8.4%, this ftmding plan would not coet the Applicant any more -
ttlan the present schedule of funding.” The net present value analysis utilized a discount
rate of 3.88%. This discount rate' uses a.- 9.5% before tai eost of eebtand a' 12.25%
" return on common equity. | |
| Mr. Vance agreed with the evidence presented aird expte'ined that the additional
: ,payments serve to eam income as bension'assets. which direetly‘reduces the pensien |
. .expenee in subseeuent yeare, as cbrﬁpared to paying accor_ciing tothe present '
schedule of payments. Thie reduced 'pehsiort expense.would' offset the intereet
expense incurred from the borrowir_tg necessary toﬂ_ﬁhanee the additional funding.

The Board has evetuated the evidence set t)efore it regarding_the proposed
additional funding to the defined beneﬁt pen.si'onA plah. 'The Board notes that Consent
Exhibit No. 1 indicates for each year eommencing‘in 1996 through to 2020, the pension - -
expense is reduced significantly. This faet together with the favourable net present

value anatysns 1nducates the fundlng will not |mpact adversely on any ratepayer group

The Board approves ef eddmonai pensaon fundmg of the deﬁned beneﬁt pensnon '

= plan up to $12 mnlllon as of December 31 1995 and up to $6 mlllion in addrtlonal

"penSIon payments as of December 31 1996. The Appllcant shall file an aﬁidavrt

. _mdlcatlng the amounts actually paid and a rev:sed net present value statement to

T mdlcate the actual amounts dlsbursed These afﬁdavnts shall be filed on February 28

- 1996 and again on February 28 1997 respectNer
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EARLY RETIRE

In 1993, the Appﬁeant underioek an early retirement program in which_ 120 of the -
Applicant's employees retired. The Applicant had filed all information leading up tothe

early retlrement program w;th the Board. The Board approved of the Apphcant

- proceeding wrth the program wnth the results to be rewewed at the Apphcant s next

 public hearing.

The Applicant has filed informationin sup'po'ﬂ. of the reasonabien'ess and - :

_ ' prudence of the program. Consent Exhibit No. 18 indicates contractor cosfs eppear.to | |
be coneistent or below levels in place in the early 1_990'3; with the exception of 1994
- when uhusual e*penses'arose with respect to the Decemb'er sleet storm as well as'with - '

a special brush clearing program. Consent Exhibit No. 17 indicates that both gress'-end |
ﬁet_early retirement savings in salaries and pension costs were abeve those origin’ally _

- forecast and presented to the Board in 1993. This is true for 1993, 1994 and 1995.

.| Consent Exhibit No. 16 provides a pay back analysis on the early—rrretir'ement' 'bregra'm. 3

~ This pay back analysis employeﬂ a net 'pféseet _velue aperoaeh. -."This- anatyeis_ihdicafés :
L _-mat' as of beeemeer 31,1995 the early refiremenf prOgra'm-'alread-y.hed hett'ed-- more
benefits ($259,773) than its ai aseecieted eosts throogh to 2004. Each year that -
: follows will increase the net present va!ue to the Appl’cant If the present trend -
contmues the program should exceed the benef s ongma!ly ﬁled vnth the Board

B anjnountmg to approxlmately $14 million as its net present_value.
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VConsent Exhibit No. 11 indicates that from June 1993 until June 1995 staff
positions have fallen by 126 full time equivalents, after giving affect to incr-easee:in o
temporary positien'sr in “full time position.” Consent Exhibit No. 12 ind'i'_cete's from | |
December 1992 to August 1995 approved positions have decreased by iGO pesitions, |
total regular positions filled by full time or temporary staff have decreased by 145

posmons and total employees mcludlng temporary staff in temporary posmons have

decreased by 1 18 positions.

The Board finds the program has proven to be reasonable and prudent to date 3
The Board requues the Applicant to oontmue to file Exhlblts in the format shown in
Consent No. 12, and Consent Nos 16 - 18 by April 30 of each year indicating the '-

_annuéi progress of the early retirement program.

The Apphcant w:ll be ordered to pay the expenses of the Board ansmg out of the SR

- heanng
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ERED :

The accounting policy to be applied for the purpose of capitalizaiion of general
expenses, will be the incremental basis which will result in the Appiicant’s :
_'a'llocations to capital assets of only those costs which are inc;e'méntal costs of

- capital projects.

Overhead costs will be considered to be incremental cosis-ef capital projectsto ' -~ -

the extent they vary with the level of construction as compared to no capltal

projects ‘whatsoever. Othenmse the overhead cosis are expenses of the penod

in which they are incumred.
* The guideline for capitalization of general expenses are set out on pages16 ~22°

* of this Order. The Applicant will follow these guidelines to the extent practicable.

-~ General Expenses Capitalized will be allocated to hydro assets, diesel asséts,

: ,[sub'st_ations, transmission, general property, transportation, communication,

' -computer and ‘seﬂware assets, and distribution assets, through aflat rate. .

. 'The change in accountlng pohcy for general expenses capltal'zed to the
': 'Incremental basns from the full cost method wull be phased in over the penod

B January 1 4995 to Deoember 31, .1999, In 1995 GEC will be the lncrementa!
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| 5 (con’t) |

* amount plus an adjustment of 80% of the difference between full costand

| mcremehtal amounts. Each year thereafier, the adjustment will be reduced by

- 20% until 1999 when only mcremental costs will be allocated. The Applicant

: may determine which specific general expense costs are ad;usted during the
_period of transition, provudmg the total impact arrives at the phase-in schedule
described above. Wsth respect to allocation to specific capttal assets duringthe -

: _—peri()d of trahsition, the Applicant shan aliocate the reduction in GEC fo

distribution assets first.

-i6-.' R Addmonal pension funding toward the Applicant’'s Unfunded Pensmn Llab'lﬁ is
- ., approved up to a limit of $12 million in 1995 and $6 million in 1996. The

-Apphcant shallfile an affidavit with the Board subsequent to each years fun'ding =
indicating the actual additional amounts contnbuted together with a revised net

| 'present value anelysis reflecting the actual additional contribution. .

7 The Abp!ieent shel_l file annually with the Board a report 'traekihg'the results ef_thé '

. early retirement program.

8. "The'Applicen( shall.pay the expenses of the Board aﬁsihg out of this he'arfng. :
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; Déted at St. John's, Newfoundland this 1ith day offl')e'cember, 1995.

David A. Vardy,
Chairperson.

% e

Leslie E. Galway,
" Vice-Chairperson.

~Wallace S. R_ead
.Commissioner. '

/@r&(_f/s i el Q{

Carol Horwood

 Clerk.
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