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The Alberta Utilities Commission

Calgary, Alberta

Decision 2011-453
AltaLink Management Ltd. Application No. 1606895
2011-2013 General Tariff Application Proceeding ID No. 1021
1 Introduction and procedural motions

1. On December 22, 2010, AltaLink Management Ltd. (AML or AltaLink), in its capacity
as General Partner of AltaLink L.P. (ALP), filed an application (the application) with the
Alberta Utilities Commission (AUC or Commission) for approval of AltaLink’s revenue
requirement and for approval of its deferral and reserve accounts for the period January 1, 2011
to December 31, 2013 (test period) pursuant to Part 3 of the Electric Utilities Act, S.A. 2003,

c. E-5.1, and for approval of orders disposing of the balances of certain deferral and reserve
accounts described in the application. Proceeding ID No. 1021 was assigned to the application.

2. At the time of filing, AltaLink indicated that the application was not complete because
AltaLink was in the process of engaging an independent witness who would prepare and file
expert evidence in January of 2011.

3. Notice of the application (notice) was issued by the Commission on December 24, 2010.
The notice was published in major daily newspapers in Edmonton and Calgary during the first
week of January 2011.

4. In accordance with the deadline set out in the notice, statements of intent to participate
(SIPs) in Proceeding ID No. 1021 were received on or before January 12, 2011 from the
following parties:

the Alberta Direct Connect Consumers Association (ADC)
the Alberta Electric System Operator (AESO)

ATCO Electric Ltd. (AE)

the Consumers’ Coalition of Alberta (CCA)

The City of Calgary (Calgary)

ENMAX Power Corporation (EPC)

FortisAlberta Inc. (FAI)

First Nations

the Industrial Power Consumers Association of Alberta (IPCAA)
TransAlta Corporation (TAC)

TransCanada Keystone Pipeline GP Ltd. (TCKEY)

the Office of the Utilities Consumer Advocate (UCA)

5. Concurrent with the filing of its SIP, the UCA filed a letter noting that AltaLink had
made certain requests regarding its capital structure in the application. Given certain
correspondence issued in the 2011 generic cost of capital (GCOC) proceeding (Application

No. 1606549, Proceeding ID No. 833), the UCA sought clarification as to whether some parts of
the relief requested by AltaLink would be addressed in Proceeding ID No. 1021 or in Proceeding
ID No. 833.
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6. The Commission issued a ruling in respect of the UCA’s clarification request on
February 11, 2011.! In its ruling, the Commission referenced Appendix A to the Commission’s
correspondence of February 11, 2011 from Proceeding ID. No. 833 in which the Commission
advised parties that specific financial issues would be addressed in Proceeding ID No. 1021
while generic issues would be addressed in Proceeding ID. No. 833.

7. On January 25, 2011, an amendment to the application was filed which included expert
evidence prepared on AltaLink’s behalf by Mr. Steven Fetter. In addition, the January 25, 2011
filing included an amendment to the application to include discussion of forecast AltaLink
capital expenditures on power system risk mitigation (PSRM) projects and of other forecast
expenditures on capital replacement and upgrade projects that were omitted from AltaLink’s
original application filing. AltaLink also filed updated general tariff application (GTA) financial
schedules at this time.

8. On March 10, 2011, IPCAA filed two notices of motion. The first motion requested that
the Commission direct AltaLink to provide further and better responses to IPCAA information
requests (IRs) and to suspend the schedule for the GTA pending the release of the Commission’s
ruling. The second motion requested that the Commission establish a separate proceeding or
module to provide for immediate consideration of the competitive procurement process (CPP)
described in the application in respect of engineering, procurement, and construction
management (EPCM) services. IPCAA also indicated in its March 10, 2011 correspondence that,
contemporaneously with its filing of the motions, it had also filed an application under

Section 87 of Public Utilities Act, sections 8(1), 8(2) and 8(5) of the Alberta Utilities
Commission Act, and Section 20 of AUC Rule 001: Rules of Practice (Section 87 application),
which requested that the Commission undertake an immediate investigation into AltaLink’s CPP
and to assume oversight of that process.

9. On March 11, 2011, the ADC also filed a motion requesting a Commission order to
compel AltaLink to provide further and better responses to an ADC IR and to strike certain
evidence provided by AltaLink from the Proceeding ID No. 1021 record.

10.  The Commission issued its ruling in respect of the March 10, 2011 IPCAA motions and
the ADC’s March 11, 2011 motion on March 25, 2011.2 In that ruling, the Commission directed
AltaLink to provide improved responses to certain IRs identified in the IPCAA motion, but
declined the ADC’s requests to strike certain evidence from the record and denied the ADC’s
request to direct AltaLink to augment its response to an ADC IR. In respect of the second of
IPCAA’s motions and IPCAA’s associated Section 87 application, the Commission denied
IPCAA’s request for a separate proceeding or a separate 2011-2013 GTA module to consider
AltaLink’s proposed CPP for EPCM services.

11. Further to a schedule set out in March 15, 2011 Commission correspondence, the
following submissions were filed on March 21, 2011:

e evidence regarding AltaLink’s request for credit metric relief measures and other
related matters prepared on behalf of the UCA by Dr. Lawrence Kryzanowski and
Dr. Gordon S. Roberts (UCA Kryzanowski/Roberts evidence)

Exhibit 32.01.
2 Exhibit 70.02.
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e evidence regarding depreciation related matters prepared on behalf of the UCA by
Mr. Jacob Pous (UCA depreciation evidence)

e evidence on various matters prepared on behalf of the UCA by Mr. Russ Bell and
Mr. Kevin Phillips (UCA general evidence)

e evidence on various matters prepared by Dr. Alan Rosenberg on behalf of the ADC
(ADC Rosenberg evidence)

e evidence on various matters prepared by Mr. Greg Meyer on behalf of the ADC
(ADC Meyer evidence)

e evidence regarding AltaLink’s proposed regulatory treatment of direct assign capital
expenditures prepared by Mr. Raj Retnanandan on behalf of the CCA (CCA general
evidence)

12. In addition, evidence prepared by Mr. Todd Mohr of FT1 Consulting, Inc. (CCA FTI
evidence) was filed on behalf of the CCA on April 6, 2011.

13.  On April 6, 2011, the Commission received a letter from the UCA requesting direction as
to whether it should respond to certain IRs it received from the ADC given that the UCA and the
ADC were ostensibly not adverse in interest. Also on April 6, 2011, AltaLink filed a notice of
motion which requested that all of the ADC’s IRs to the UCA and any responses thereto be
struck from the record of Proceeding ID No. 1021 on the basis that there is no material dispute
between the ADC and the UCA, that the ADC’s IRs were only prepared for the purpose of
confirming and/or expanding the ADC’s evidence, that the ADC information requests amounted
to “sweetheart cross-examination” and on the basis that the ADC IRs were prejudicial to
AltaLink while striking the IRs would not prejudice either the UCA or the ADC. The
Commission issued a ruling which denied the relief requested by AltaLink in its motion and
which directed the UCA to respond to the ADC IRs.?

14.  On April 14, 2011, the Commission received a motion from AltaLink which sought to
have excerpts of evidence filed by the UCA struck from the Proceeding ID No. 1021 record on
the basis that the UCA evidence excerpts pertained to matters that the Commission had
determined would fall within the scope of Proceeding ID No. 833. The Commission denied
AltaLink’s requested relief in a ruling issued on April 25, 2011.*

15.  On April 21, 2011, further to instructions set out in Commission correspondence dated
March 25, 2011, AltaLink filed an update to its 2011-2013 GTA financial schedules to reflect the
2010 actual results, the corrections of errors and omissions identified through the GTA process
to date, and an updated forecast for direct assign capital projects.

16.  On April 27, 2011, AltaLink filed rebuttal evidence, comprised of the following four
separate documents:

e adocument entitled “Rebuttal evidence of AltaLink Management Ltd.” (AML
general rebuttal)

o the rebuttal evidence of Steven M. Fetter (AML Fetter rebuttal) prepared in response
to the UCA Kryzanowski/Roberts evidence and portions of the ADC Rosenberg
evidence

Exhibit 96.01.
4 Exhibit 108.01.
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e adocument entitled “Prepared Rebuttal Testimony of Johannes P. Pfeifenberger”
(AML Pfeifenberger rebuttal), also prepared in response to the UCA
Kryzanowski/Roberts evidence and portions of the ADC Rosenberg evidence

o the rebuttal evidence of Larry Kennedy (AML Kennedy rebuttal) prepared in
response to the depreciation related evidence prepared by Mr. Jacob Pous on behalf of
the UCA

17.  On May 1, 2011, AltaLink filed a subsequent update to its GTA financial schedules for
the purpose of correcting a number of errors identified by AltaLink following additional review
of its evidence. As the May 1, 2011 update represents the last comprehensive update of
AltaLink’s GTA financial schedules, the Commission has used the May 1, 2011 update as the
starting point from which any adjustments to revenue requirement forecasts will be made.

18.  An oral hearing to consider the application was held at the offices of the AUC in Calgary
between May 2, 2011 and May 12, 2011.

19.  On May 9, 2011, prior to close of the oral hearing, counsel for IPCAA advised the
Commission that [IPCAA intended to file an additional motion in respect of AltaLink’s proposed
CPP for EPCM services.” In consideration of the anticipated IPCAA motion, the panel chair
provided verbal instructions setting out a deadline for IPCAA to file its anticipated motion in
writing, and set out a schedule for the filing of subsequent written submissions on the motion
from AltaLink, other interested parties, and IPCAA (in reply).® IPCAA subsequently filed its
motion on May 13, 2011. Submissions on this motion were filed by AE, the ADC, the CCA, and
the UCA on May 18, 2011 and by AltaLink on May 24, 2011. IPCAA filed a reply submission in
respect of its May 13, 2011 motion on May 26, 2011.

20.  Atthe close of the oral hearing on May 12, 2011, responses to some undertakings given
by AltaLink and certain other parties during the oral hearing had not yet been filed. In verbal
instructions issued by the panel chair, parties were advised that once the Commission was
satisfied that all outstanding undertakings had been filed, the Commission would advise parties
as to the date by which written questions on these undertakings should be filed and also set out
final dates for argument and reply.

21.  The Commission issued correspondence setting out a draft outline for argument on
May 13, 2011. After incorporating a suggested amendment for the outline for argument
submitted by counsel for the ADC, a final outline for argument was circulated to parties as part
of Commission correspondence issued on May 27, 2011. In the same correspondence, the
Commission provided a summary of all undertaking responses filed following the close of the
oral hearing, including a list of the exhibit numbers assigned to each. In addition, the letter also
established deadlines for the submission of written questions on undertaking responses filed after
the close of the oral hearing and the corresponding responses, and set deadlines for the filing of
simultaneous written argument and reply. The Commission also advised that it intended to
provide a ruling on IPCAA’s May 13, 2011 motion by way of separate correspondence to be
issued at a later date.

22. In correspondence dated June 2, 2011, the Commission advised parties that, due to the
complexity and nature of the relief requested in IPCAA’s May 13, 2011 motion, the dates for

Transcript, Volume 6, page 943.

®  Transcript, Volume 6, page 960.
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argument and reply set out in the Commission’s May 27, 2011 correspondence would be
suspended until further notice, in order to permit the Commission to assess IPCAA’s motion and
issue a ruling on the IPCAA motion before setting out dates for final argument and reply. The
Commission issued its ruling on July 29, 2011.’

23. In accordance with the schedule set out in Commission correspondence dated July 29,
2011, written argument was filed on or before August 8, 2011 by AltaLink, the ADC, the UCA,
AE, and First Nations.® Written reply argument was filed by AltaLink, the ADC, the UCA, and
the CCA on or before August 22, 2011.

24.  The Commission considers the record for Proceeding ID No. 1021 to have closed on
August 22, 2011.

25. In reaching the determinations set out within this decision, the Commission has
considered all relevant materials comprising the record of this proceeding, including the
evidence, argument, and reply argument provided by each party. Accordingly, references in this
decision to specific parts of the record are intended to assist the reader in understanding the
Commission’s reasoning relating to a particular matter and should not be taken as an indication
that the Commission did not consider all relevant portions of the record with respect to that
matter.

26.  The Commission has not approached the testing of this application in any way that is
different than it has for past tariff applications. Any adjustments to the applied-for revenue
requirement directed by the Commission reflect the Commission’s findings on the sufficiency
and persuasiveness of the evidence filed; either in support of, or in opposition to, any particular
revenue requirement forecast. In the decision, the Commission has provided several tables.
Unless otherwise indicated, all figures shown represent $ millions.

2 Forecast methodology and application preparation

2.1 Revenue requirement increase and test period

27.  AltaLink sought approval for revenue requirements of $374.0 million, $475.7 million,
and $648.2 million for 2011, 2012, and 2013 respectively.’

28.  The ADC opposed the inclusion of a 2013 test year in the GTA in consideration of the
size of the requested amount relative to prior years and suggested that it was “unnecessary and
ill-advised to speculate on the revenue requirement for calendar year 2013.” '

29. The ADC and Dr. Rosenberg submitted that AltaLink’s request for the inclusion of the
2013 test year should be denied because:

" Exhibit 235.01.

In a letter dated August 8, 2011, IPCAA indicated that it would not be filing argument or reply in light of the
Commission’s July 29, 2011 ruling on the motion filed by IPCAA on May 13, 2011.

Application Section 1.1 and Section 3.2. Note that initially filed 2011 amount included $5.9 million for
settlement of self-insurance reserve balances. AltaLink’s revenue request was subsequently updated to
$371.3 million, $477.6 million and $655.2 million for 2011, 2012, and 2013 respectively in the GTA schedule
update filed on May 1, 2011.

10 Exhibit 60.02, page 4.
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e costs beyond 2013 are not relevant to AltaLink’s GTA

e speculation on AltaLink’s 2013 costs is premature and distracts from concerns with
AltaLink’s 2011 and 2012 revenue requirements

e itisnot possible to forecast a key aspect of AltaLink’s 2013 revenue requirement at
this time, and

o there is ample time to investigate AltaLink’s 2013 costs at a more appropriate time

30. In the ADC Rosenberg evidence, Dr. Rosenberg expressed concern about the high rate of
growth in AltaLink’s revenue requirement. Dr. Rosenberg indicated that the size of AltaLink’s
requested revenue requirement increase is significant because it exceeds the rate of growth that
would occur in a competitive environment.* Dr. Rosenberg also submitted that the revenue
requirement increase sought by AltaLink exceeded the rate of increase that would be expected to
arise from the $14.8 billion capital build announced by the AESO in 2009.%

31.  Dr. Rosenberg submitted that the size of AltaLink’s requested revenue requirement also
raises a concern that the magnitude of the increase could prompt large users to seek alternate
electrical service or pursue reduced duplication avoidance rates under the AESO’s tariff. In

Dr. Rosenberg’s view, the pursuit of discounted rates exerts further upward pressure on
transmission prices, perhaps prompting further exits from the system, and these increases could
cause a vicious cycle, sometimes referred to as a “death spiral.” Dr. Rosenberg submitted that the
best way to prevent this outcome is to avoid these increases in the first place.”

32. Dr. Rosenberg submitted that because of the Averch-Johnson effect, rate base regulation
provides regulated utilities with a perverse incentive to use more capital than optimal.*
Conversely, while it might be postulated that the rate base increase requested by AltaLink
represents a catch up from previous under-investment, Dr. Rosenberg submitted that comparing
AltaLink’s historic and forecasted rate base growth against historic and forecast load growth in
Alberta shows that AltaLink’s rate base growth is disproportionate to load growth.™ Further,
while the lumpiness of rate base investments might be suggested as an explanation,

Dr. Rosenberg submitted that when a utility forecasts its rate base to increase by seven or eight
fold over such a short period of time, the Commission should be aware of the possibility of the
Averch-Johnson effect.

33.  Dr. Rosenberg submitted that he was unable to find AltaLink’s justification for including
the 2013 test year in the application. Dr. Rosenberg assumed that the response provided by
AltaLink in CCA.AML-025," alluding to increased efficiency gains, was AltaLink’s rationale
for including the 2013 test year. Dr. Rosenberg submitted that this explanation was not
persuasive because at least $10 million has been reduced from AltaLink’s applied-for forecasts
in previous GTAs. Dr. Rosenberg further submitted that because AltaLink would have sufficient
time to prepare a 2013 application during 2012, the inclusion of 2013 in the GTA test period was
not justified by regulatory lag concerns. Dr. Rosenberg submitted that it is wasteful of both
Commission and intervener time to test Altalink’s 2013 revenue requirement forecast.

1 Exhibit 60.02, page 14.
2 Exhibit 60.02, page 15.
B3 Exhibit 60.02, page 16.
¥ Exhibit 60.02, page 16.
5 Exhibit 60.02, page 17.
16 Exhibit 44.02.
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34. In addition to the inherent concern that utility forecasts are less reliable the further out
they are, Dr. Rosenberg submitted that the evidence provided by AltaLink in ADC.AML-012
indicates that AltaLink has exceeded the approved return on equity in four of the five years
between 2005 and 2009. Dr. Rosenberg also noted that while costs arising from AltaLink’s
EPCM services contract with SNC-ATP are significant, AltaLink’s current contract with
SNC-ATP will expire after April 2012. However, it is currently unknown whether EPCM service
providers to AltaLink after April 2012 will generate costs similar to SNC-ATP’s costs. The costs
of a future EPCM service provider could be higher or lower than SNC-ATP.

35. Finally, Dr. Rosenberg submitted that AltaLink’s proposal to utilize deferral mechanisms
for certain aspects of the application did not eliminate his concern with the inclusion of the 2013
test year in the GTA because several significant components of AltaLink’s revenue requirement
are not trued-up and because, even with a true-up, rate payers are inadequately compensated for
their time value of money. In addition, since customer exits may occur before deferral account
imbalances are trued-up, reliance on deferral accounts could lead to intergenerational inequities.
In any event, Dr. Rosenberg argued that deferral accounts should be used sparingly because they
transfer risk from utilities to rate payers.

36. In rebuttal evidence, AltaLink submitted that no meaningful conclusions should be drawn
from comparisons of total transmission tariff increases estimated by the AESO and AltaLink’s
specific increases because:

e AltaLink’s 2010 to 2013 increases cannot be compared on an “apples to apples” basis
with increases set out in the AESO documents cited by Dr. Rosenberg

o the cited AESO capital expenditures forecasts are shown in 2008 dollars while
AltaLink’s GTA forecasts are shown in current dollars

¢ the timing of forecast capital expenditures set out in the cited AESO documents are
different than the those used for the GTAY

37. In response to Dr. Rosenberg’s stated concerns regarding rate payer impacts, Altal.ink
acknowledged that its forecast capital expenditures will result in significant near-term increases
in transmission service costs for rate payers. However, AltaLink submitted that it had
demonstrated in Section 1.2 of the application that about 95 per cent of its requested increase is
required to meet its mandated obligation as a TFO to deliver legislatively directed critical
transmission infrastructure (CTI) and other projects as directed by the AESO.*

38.  AltaLink noted that Dr. Rosenberg compared winter peak demand to AltaLink’s rate base
growth to illustrate his claim that AltalLink’s proposed increases are not simply a temporary
anomaly to catch up with previous under investment. However, AltaLink submitted that

Dr. Rosenberg’s analysis was not presented over a sufficiently long time period to show a full
transmission investment cycle. AltaLink submitted that a longer term chart it prepared showed
that transmission development cycles are long and lumpy, the need for new capacity drives
significant investment during the high-build phase and that high-build phases are followed by
long periods of minimal investment. Given this, AltaLink submitted that Dr. Rosenberg’s
portrayal of 2011-2013 GTA increases as disproportionate is incorrect.™

7 Exhibit 112.02, page 2.
8 Exhibit 112.02, pages 2 to 3.
19 Exhibit 112.02, pages 3 to 4.
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39. AltaLink submitted that a fundamental premise underlying the Averch-Johnson effect is
that the utility determines what facilities are to be constructed. However, in Alberta, the AESO
and the government make this determination. Given this, AltaLink submitted that the Averch-
Johnson effect described by Dr. Rosenberg has no application whatsoever.?

40.  AltaLink also defended its inclusion of the 2013 test year in its rebuttal evidence.
AltaLink submitted that 86 per cent of the 2013 over 2012 increase relates to direct assign
projects and other costs subject to deferral mechanisms and that the majority of the remaining
14 per cent of the increase that is not subject to deferral mechanisms primarily relate to capital
maintenance and inflationary increases.

41.  AltaLink submitted that because its major capital growth period and other major
regulatory proceedings that will be underway, significant AltaLink and Commission resources
required to deal with a 2013 GTA would be tied up if Dr. Rosenberg’s proposal were to be
accepted.

42. In argument, AltaLink reiterated its view that the majority of its revenue requirement
relates to direct assign projects subject to reconciliations, capital maintenance expenditures and
the effects of inflation. AltaLink submitted that a three-year test period would be supportive of
its credit metrics because it would indicate sustained regulatory support to rating agencies and
would assist it in maintaining its focus on completing its large capital build. AltaLink noted that
that since the Commission will issue its GTA decision in late 2011, its 2011-2013 GTA would
only be prospective for two years.

43. In its argument, the ADC submitted that the inclusion of a third year in a GTA test period
should be considered to be out of the norm. The ADC submitted that, while it is more difficult to
accurately forecast for 2013 than for earlier years and AltaLink customers have been harmed by
AltaLink’s relatively poor forecasting track record. Conversely, the ADC submitted that
AltaLink would not be harmed if the Commission rejected its requested third test year because
there is ample time for AltaLink to include 2013 test year forecasts in its next GTA.

44.  The ADC submitted that while AltaLink advocates the inclusion of a third test year on
the basis of stability, because AltaLink’s forecast 2013 revenue requirement is 37 per cent higher
than its forecast 2012 revenue requirement, this argument is specious. The ADC submitted that
AltaLink will still be in a heavy build cycle irrespective of whether it has to prepare a GTA that
starts with a 2013 or a 2014 test period. As such, AltaLink’s efficiency rationale for a third test
year should be rejected.

45.  The ADC submitted that there is significant potential for conditions in 2013 to be
different than anticipated in AltaLink’s current 2011-2013 GTA because 2013 may be the first
full year that AltaLink does not have SNC-ATP as its exclusive EPCM provider, because
performance based rate making may be in effect by that time, and because AltaLink has
indicated that it is contemplating the potential adoption of a levelized tariff approach, perhaps as
soon as its next GTA.

46. In conclusion, the ADC submitted that, as AltaLink’s rate base is forecast to increase
from less than $1 billion in 2009 to $8 billion by 2016, Albertans deserve more, not less

2 Exhibit 112.02, page 5.
21 Exhibit 112.02, pages 6 to 9.
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regulatory scrutiny. Accordingly, the ADC submitted that the Commission should specifically
instruct AltaLink not to propose a three-year test period for future GTAs unless it can propose a
stable rate plan.

47.  The CCA also opposed the inclusion of the 2013 test year in its argument. The CCA
disagreed with AltaLink’s view that the inclusion of a third test year creates significant
efficiency gains. The CCA noted that the efficiency gains argument was not proposed by
AltaLink in prior GTAs and that while AltaLink has previously had a two-year and eight-month
test period, this reflected a unique situation caused by transitioning AltaLink GTAs to a calendar
year basis. The CCA also noted that AltaLink’s large capital build is not unique amongst TFOs
and the Commission has not directed other TFOs to move to a three-year test period GTASs.

48.  The CCA submitted that AltaLink justifies a third test year largely on the basis that

86 per cent of the 2013 revenue requirement is driven by direct assign capital projects subject to
deferrals. However, because AltaLink has much better information about cost forecasts than is
available to customers and/or the Commission, the CCA submitted that the risks of forecast
variances is more likely to fall on customers rather than AltaLink. On balance, the CCA
submitted that the efficiency benefits of a three-year test period GTA touted by AltaLink do not
outweigh the additional risks to AltaLink customers that would result from a three-year test
period.

49.  Inreply, the ADC summarized AltalLink’s argument in support of a three-year test period
as follows:

AltaLink is too busy to file another application before 2013

risks to rate payers can be addressed through the deferral mechanism

a three-year test period gives confidence to rating agencies

the majority of the 2013 increase related to direct assign projects

there is no difference between AltaLink’s ability to forecast 2012 and 2013
a three-year test period will avoid regulatory lag®

50.  The ADC submitted that the “too busy excuse is a red herring.”* The ADC noted that
Dr. Rosenberg testified that AltaLink can prepare a GTA in a period of two to three months.
Moreover, the ADC submitted that, irrespective of a two-year or three-year test period, AltaLink
would need to file a GTA in the midst of its heavy build cycle in any event.

51.  The ADC noted AltaLink’s contention that deferral accounts will mitigate risks to
customers if the 2013 revenue requirement is set too high. However, the ADC argued that
AltaLink’s requested 2013 revenue requirement is $372 million more than 2010 authorized
revenues. As such, even if only 14 per cent of the increase is not subject to deferral mechanisms,
14 per cent of $372 million is $52 million.

52.  While agreeing that the large majority of the 2012 to 2013 revenue requirement is
attributable to direct assign projects, the ADC noted that many revenue requirement items are
independent of direct assign projects and expressed concern that customer groups may not have
the ability to participate as fully in deferral account reconciliation proceeding as in GTAs.
Further, because so much of the revenue requirement increase relates to extraordinary measures

22
23

ADC argument, pages 3 to 4.
ADC reply argument, page 4.
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rather than traditional rate making parameters, the ADC submitted that the prudent course of
action would be to wait for the regulatory picture to become clearer before addressing the 2013
revenue requirement.

53.  The ADC submitted that AltaLink did not support its claim that a three-year test period
will provide confidence to rating agencies. The ADC argued that although Mr. Fetter made a
brief remark suggesting that rating agencies would see uncertainty in a decision not to approve a
three-year test period, because AltaLink did not divulge private communications with rating
agencies, there is no evidence of this concern from a rating agency source. In any event, the
ADC submitted that if a three-year test period provides additional certainty, this reduced risk
should be reflected in a lower return on equity, a lower equity rate, a lower target FFO/debt rate,
or all three.

54.  The ADC submitted that AltaLink’s claim that there is no difference between its ability to
accurately forecast 2012 and 2013 revenue requirement is problematic because it is axiomatic
that the further out a forecast, the less accurate it will be. In support of this argument, the ADC
noted that while AltaLink forecast a 2011 mid-year rate base of $2.216 million when it filed the
application on December 22, 2010, AltaLink revised this forecast to $2.050 million just four
months later when it filed updates on April 21, 2011. Given that AltaLink is forecasting a 2013
that is twice as large; the ADC argued that AltaLink’s potential to mis-forecast its rate base is
significantly higher.

55.  The ADC concluded that because most utilities outside of Alberta only use a single test
period, AltaLink’s claim that a three-year test period is necessary to avoid regulatory lag is
patently absurd.

56. In its reply, AltaLink submitted that while the magnitude of AltaLink’s build justifies a
three-year test period, existing regulatory mechanisms (including especially the direct assigned
capital deferral account (DACDA), act to substantially eliminate any forecast risk. AltaLink
submitted that any residual forecast risk must be balanced against AltaLink’s mandate to execute
unprecedented transmission growth and the need to assure credit rating agencies of regulatory
support throughout this period.

57.  AltaLink submitted that the positions of the ADC and the CCA ignore AltaLink’s
comprehensive evidence on the benefits and need for a three-year test period. In particular,
AltaLink submitted that each company advancing a GTA addresses a distinct set of facts at a
distinct point in time. AltaLink argued that the Commission should reject the CCA’s submission
that a three-year test period should be rejected because it has not been requested before.

58.  AltaLink submitted that the other major objection of the ADC and the CCA is based on
hypothetical allogations of risk to rate payers. AltaLink submitted that the ADC and the CCA not
only exaggerate these risks, but fail to acknowledge the reduction in risk relating to the credit
metric stability that a three-year test period would provide.

59. Finally, AltaLink submitted that because Dr. Rosenberg has no experience running a
transmission company, the Commission should reject his trivialization of AltaLink’s position
that the effort required in the preparation of a GTA could otherwise be focused on AltaLink’s
capital build.
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Commission findings

60. In considering whether to approve a revenue requirement for 2013, as requested by
AltaLink, the Commission considered whether the Averch-Johnson effect may be operating as
asserted by Dr. Rosenburg. The Commission agrees with AltaLink that the Averch-Johnson
effect requires the transmission utility to be in control of its capital program. In Alberta, the
majority of transmission facilities are directed to be constructed by the AESO through legislation
found in the Electric Utilities Act. Although it may appear to be the case that the Averch-Johnson
effect is operating because AltaLink has forecast its rate base to increase by seven or eight times
over a relatively short period, when the Alberta legislative framework is taken into consideration,
the Commission concludes that the majority of AltaLink’s revenue requirement increase for 2013
is driven by this legislative direction. Consequently, one cannot conclude that the 2013 forecast
is evidence that the Aversch-Johnston effect is at work. This is not to say, however, that the
Averch-Johnson effect may not influence the choices that AltaLink may make in implementing
the expansion to its rate base arising from this legislative direction.

61.  The Commission shares the ADC’s general concern with the magnitude of the proposed
reveneue requirement increase for 2013 and its consequential impact on rate payers. The
Commission has summarized the arguments advanced by AltaLink in its evidence to support
approval for a three-year test period as follows:

e AltaLink’s resources would be better served focussing on its forecast heavy build
cycle rather than preparing for another application before 2013

e any over-forecast risk can, for the majority of the expense, be addressed through the
deferral account reconciliation for direct assign projects

e athree-year test period sends a message of confidence to rating agencies
AltaLink’s ability to forecast 2012 and 2013 expenses is no different, and

e athree-year test period will avoid regulatory lag

62. In this regard, the Commission notes that while direct assign and/or CTI capital projects
are the dominant driver of revenue requirement increases, and these costs will be subject to a
deferral account adjustment, the portion of costs not subject to deferral account treatment is still
significant. For example, AltaLink’s forecast of direct assign projects also directly or indirectly
influences forecast operating and maintenance (O&M) costs, the majority of which are not
subject to deferral account treatment. This risk of over-forecasting these costs is exacerbated by
the fact that all of the forecast direct assign projects may not be completed in the time projected,
particularly given the unprecedented magnitude of the proposed build.

63. Finally, uncertainty exists regarding the level of direct assign project expenditures due to
possible changes to AltaLink’s EPCM supply arrangements that may result after April 2012.

64.  Given the magnitude of the forecast revenue requirement for 2013 and the uncertainty
with respect to this forecast, the Commission considers that AltaLink has not demonstrated that
the value AltaLink and rate payers may obtain from approving the 2013 forecast revenue
requirement outweighs the concerns raised with respect to the risks of approving a revenue
requirement for a third test year at this time.

65.  Additionally, given the absence of any precedent to award a three-year test period to an
Alberta TFO, and the absence of any compelling evidence on the expectation from rating
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agencies that a three-year test period would be granted or necessary, the Commission finds that
approving a three-year test period is not in the public interest under the circumstances.

66.  For all of these reasons, AltaLink’s request for a three-year test period is denied. The
Commission has proceeded to consider the reasonableness of the revenue requirement requested
for the 2011 and 2012 test year forecasts in the balance of this decision.

2.2 USA/MFR implementation and filing requirements

67.  AltaLink provided an overview of how it had incorporated the uniform system of
accounts and minimum filing requirements into its GTA in Section 31.2 of the application.

68. In Section 1.8.1 of the application AltaLink stated it had prepared its GTA forecast based
on the uniform system of accounts/minimum filing requirements (USA/MFR) format. In
preparing this forecast, which was activities-based, AltaLink identified the activities to be
performed during the test years, and forecast all labour and other associated costs using uniform
system of accounts activity codes. AltaLink stated it capitalized costs in accordance with its
capitalization policy which conformed to IFRS requirements.

69.  AltaLink stated that it used its 2010 management update as a baseline for its forecast for
the test years. This 2010 management update was based on partial- year 2010 actual results and
forecasted costs for the remainder of 2010. The 2010 management update and the forecasts for
the test years were presented in the application categorized by uniform system of accounts
activity codes and additionally presented by way of vintage reports.

70. In Appendix 1-E to the application, AltaLink provided a set of schedules which AltaLink
stated bridged the uniform system of accounts and vintage accounts. Further, Appendix 11 to the
application provided an overview of AltaLink’s transition to IFRS and compliance with

AUC Rule 026: Rule Regarding Regulatory Account Procedures Pertaining to the
Implementation of the Internal Financial Reporting Standards (Rule 026).

71.  While not specifically addressing AltaLink’s compliance with the uniform system
account/minimum filing requirements, Dr. Rosenberg made a number of recommendations
regarding requirements for future AltaLink GTAs within the ADC Rosenberg evidence,
including proposals that:

e the AESO should be made a co-applicant, particularly when the application depends
heavily on direct assign projects

e intervener evidence should not be scheduled until after actual results for the calendar
year immediately preceding the first GTA test year have been filed

o all information pertinent to the application should be available, including confidential
or voluminous information that could be kept in a confidential data room at the
company’s headquarters

e the GTA filing should include reconciliations between GTA schedules and audited
financial statements

o all schedules, charts and tables included in the GTA should be made available in
working excel models with formulas and link intact
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e AltaLink should be directed to file a report describing the items AltaLink wishes to be
subject to deferral accounting, within 120 days from the issuance of the Commissions
decision*

72. In argument pertaining to the calculation of income tax expense, the CCA expressed
concern that its assessment of Altalink’s calculation of temporary differences was hindered by
the fact that certain information presented in AltaLink’s excel format financial schedules was
hard coded; and thereby excluded the relevant formula. The CCA submitted that AltaLink should
be directed to provide more detailed supporting information in future GTAs. The CCA
maintained that the provision of the requested additional detail would be consistent with
minimum filing requirements.

73.  The UCA depreciation witness, Mr. Pous, also expressed serious reservations regarding
AltaLink’s compliance with the USA/MFR with respect to depreciation expense. This issue has
been addressed in the Commission’s findings on depreciation in Section 8.2 of this decision.

74.  AltaLink briefly reiterated its compliance with the USA/MFR in argument. No parties,
including the ADC, discussed AltaLink’s compliance with the USA/MFR or other filing
requirements in argument or reply.

Commission findings

75.  Subject to the findings and directions outlined in the Section 8.2 to this decision
regarding depreciation, the Commission finds AltaLink to have complied with the USA/MFR.

76.  The Commission considers the information provided by AltaLink in Appendix 1-E of the
application to be useful and considers that similar information would be helpful in the future.
AltaLink is directed in its next GTA filing to provide a summary by expense item for each
activity code, similar to the information filed in Appendix 1-E.

77.  The Commission discusses the concerns raised by Dr. Rosenberg with respect to the
portions of AltaLink’s application that rely on information controlled by the AESO in
Section 6.1.2 of the application.

78. The Commission has not accepted all of Dr. Rosenberg’s recommendations respecting
filing requirements for future AltaLink GTAs. However, the Commission shares the concern of
both Dr. Rosenberg and the CCA that excel format financial schedules filed with the application
should, to the maximum extent possible, be filed with all formulas and necessary links to
dependent cells intact. The Commission will not make a specific direction in respect of this
matter, but nevertheless advises AltaLink that it may be asked to refile schedules filed in support
of future GTAs if the Commission finds that it has concerns of this nature.

23 IFRS/Rule 026 and other accounting policies

2.3.1 Treatment of indirect costs

79.  AltaLink noted that the designation of forecast expenditures as O&M related or capital
related was dependent upon AltaLink’s capitalization policy. AltaLink submitted that its

% Exhibit 60.02, pages 53 to 58.
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capitalization policy complies with the International Financial Reporting Standards (IFRS) and
AUC Rule 026.»

80. In Appendix 11 to the application, AltaLink summarized its proposed revisions to its
policies governing the capitalization or non-capitalization of costs pursuant to Section 6(2)(b) of
AUC Rule 026 as follows:

AltaLink has amended its capitalization policy to be compliant with IFRS. The revised
policy will result in some indirect costs that were previously capitalised under Canadian
GAAP to be expensed. All capitalized costs will therefore be directly attributable to an
asset. If AltalLink’s auditors do not accept Altalink’s determination that such costs are
directly attributable to capital, AltaLink is requesting the AUC to confirm that AltaLink
will not be harmed as a result.?

81.  The IFRS specify the overhead costs that can be capitalized. In response to these
specifications and to ensure reasonable overhead costs could still be appropriately capitalized,
AltaLink added a directly attributable indirectly captured (DAIC) category to its methodology
for allocating overhead costs to capital projects. AltaLink witnesses, Mr. Frehlich and Mr.
McCabe, explained the methodology in the oral hearing.”” In particular, Mr. McCabe noted that
the methodology had been reviewed and approved by AltaLink’s external auditors.

82.  Inits general evidence,? the UCA noted that in response to an information request,”
AltaLink indicated that the expensing rather than capitalization of certain general and
administrative overhead items has the effect of increasing AltaLink’s revenue requirement by
$1.74 million for 2011 and $1.81 million for 2012.

83.  The UCA provided a summary of the International Accounting Standards Board’s
(IASB) recent consideration of this issue following that body’s issuance of an exposure draft
related to rate regulated activities in July 2009. The UCA noted that the IASB’s consideration of
this issue was not complete. In addition, the UCA submitted that in its decision in respect of the
2010-2011 GTA of EPCOR Distribution & Transmission Inc. (EDTI),* the Commission
approved EDTI’s proposals that would have increased costs allocated to capital overhead by
$0.11 million. Conversely, the UCA submitted that AltaLink’s proposals are material, would
increase costs to customers now, but may ultimately be reversed at a later date when the IASB
has completed its work. In addition, the UCA submitted that ATCO Gas had confirmed that for
its 2011-2012 GTA, it had made no changes to accounting or reporting for regulatory purposes
other than changes to the treatment of training costs.

84. In conclusion, the UCA submitted that the Commission should deny AltaLink’s requested
change in the accounting for indirect costs because:

e the impact is material
o thereis still an ongoing project at the IASB related to rate regulated entities that may
reverse AltaLink’s proposed accounting treatment;
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Application, paragraph 66.

Application, Appendix 11, pages 1-2.

27 Transcript, Volume 6, pages 1038-1040.

% Exhibit 61.08, pages 15-20.

2 Exhibit 48.01, UCA.AML.127(b) attachment.
% Decision 2010-505, paragraphs 256 and 257.
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e the Commission has indicated its preference for minimizing the impact of the
transition to IFRS, and

o other utilities, such as ATCO Gas, have proposed accounting treatments that are not
consistent with IFRS when proper rate making principles warrant

85. In argument, the UCA reiterated the positions it advanced in its evidence and suggested
that AltaLink could investigate the possibility of using US generally accepted accounting
principles (GAAP).

86.  AltaLink argued that it had prepared its forecast in compliance with Rule 026 and IFRS
and referred to the rigorous process undertaken® to ensure only directly attributable costs were
charged to capital. AltaLink stated that the UCA’s position was based upon an Exposure Draft
that was never adopted and that a review of rate regulated activities was not currently on the
IASB agenda. At present it was still the position of IASB that assets and liabilities must be
recognized under IFRS. AltaLink has accounted for everything in accordance with this direction.

87. In reply, the UCA clarified that it considered the quantum of dollars involved to be
material. It did not believe the effect on FFO was material, claiming the effect would be less than
0.07 per cent a year for each of the test years. The UCA also clarified that there was no exposure
draft currently active, but that it had quoted from the IASB web site which stated that the matter
could not be resolved quickly and that the IASB had decided to develop an agenda proposal for
consideration for its 2011 agenda.

88.  AltaLink responded by arguing that Rule 026 clearly states that regulatory reporting
should be as closely aligned as possible to IFRS. AltaLink also pointed out that there would be
additional costs involved in tracking indirect costs in a different manner for regulatory purposes
should the Commission accept the UCA’s arguments. AltaLink stated there was no shifting of
risk to customers, merely a change in the timing of collection of the related operating or capital
dollars. Finally, AltaLink stated that it did consider the adoption of US GAAP but did not
consider this a viable option due to the initial and ongoing costs associated with doing so.

Commission findings
89.  The Commission stated the following in Decision 2009-151:%

As AltaLink has clearly demonstrated that it is required to undertake substantial work to
comply with a mandatory obligation to ensure that its financial reports comply with IFRS
by January 1, 2011. It is apparent to the Commission that AltaLink will incur material
incremental costs that would not be required in the absence of this obligation. The
Commission also notes that AltaLink is subject to additional obligations pertaining to the
Implementation of IFRS as set out in AUC Rule 026 Rules Regarding Regulatory
Account Procedures Pertaining to the Implementation of the International Financial
Reporting Standards (AUC Rule 026) dated May 19, 2009.%

1 Transcript, Volume 6, pages 1038-1040.

%2 Decision 2009-151: AltaLink Management Ltd. and TransAlta Corporation, 2009 and 2010 Transmission
Facility Owner Tariffs, Application No. 1587092, Application No. 1594573, Proceeding ID. 102, October 2,
20009.

¥ Decision 2009-151, page 46.
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90.  AltaLink has an obligation to prepare its financial statements in accordance with IFRS
and AUC Rule 026 and the Commission finds that it has acted in good faith to do so. The
Commission is not persuaded to deny AltaLink’s requested change in the accounting for indirect
costs by the evidence of the UCA, with respect to what action, if any, the IASB may take on this
issue. While the IASB has suggested a course of action through its website, a review of rate
regulated activities is not currently on the IASB agenda. The Commission will not speculate as to
what may be advanced in the future and must make its determination taking into account the
standards currently in effect and its own AUC Rule 026.

91.  With regard to the suggestion that AltaLink could adopt US GAAP, the Commission
notes that this option was only suggested in argument and was not tested in evidence. The
advantages and disadvantages have not been explored, nor has AltaLink agreed that this as a
viable alternative approach due to initial and ongoing costs. In these circumstances, the
Commission will not direct AltaLink to explore adopting membership in US GAAP.

92.  The Commission considers that AltaLink has undertaken a reasonable process to ensure
costs were classified correctly as between capital and expense and that this process has been
reviewed by its auditors.

93. For the above reasons AltaLink’s proposed treatment of indirect costs is approved.

2.3.2 IFRS deferral account

94. In Section 1.6.1 of the application, AltaLink noted that while its GTA had been prepared
in accordance with AUC Rule 026, several unresolved questions still remained which related
primarily to the recognition of rate regulated activities by the IASB. AltaLink submitted that
while its independent auditors were considering the permitted accounting treatment of a number
of rate regulated activities under IFRS, at the time of the application, the auditors were not in a
position to advise AltaLink as to whether the activities in question must or can be recognized as
assets or liabilities under IFRS.

95. In recognition of the uncertainty as to the acceptance of AltaLink’s accounting and
reporting of certain activities in the GTA by the IASB and external auditors, AltaLink requested
that a deferral account be established to capture and account for any differences that may arise
between the accounting for certain regulatory activities reflected in the GTA for revenue
requirement purposes and accounting for those regulatory activities as ultimately permitted under
IFRS and as approved by AltaLink’s external auditors.

96. In argument, the CCA stated that in the past the Commission has accepted deferral
account treatment when changes are beyond the control of a utility, cannot be reasonably
forecast and there exists a potential for a significant change. As such, the CCA did not object to
the deferral account as requested.

97. In reply, AltaLink noted that it needed the deferral account as its external auditors, at the
time when the GTA was submitted, were not in a position to opine on whether rate-regulated
activities could be recognized as assets and liabilities under IFRS. Subsequent to filing the GTA,
however, AltaLink stated it had been successful in resolving many of the issues that were
previously outstanding. As a result, AltaLink submitted that the risk associated with any adverse
rulings with respect to the recognition of transactions and balances arising from rate-regulated
activities was materially lower. As the underlying facts driving the need for a deferral account
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had materially changed subsequent to AltaLink filing its application, AltaLink stated a deferral
account may no longer be necessary.

Commission findings

98. No party has objected to the establishment of an IFRS deferral account. However,
AltaLink has stated that many issues have now been resolved with its auditors. While the
Commission is encouraged with the progress made by AltaLink, because these changes are
relatively new, the Commission recognizes that AltaLink may still find it prudent to establish an
IFRS deferral account for the short term. The Commission therefore approves the creation of an
IFRS deferral account as originally proposed by AltaLink in Appendix 11 to the application for
the test period, if AltaLink so desires. AltaLink is directed to bring forward, in its refiling, the
establishment of an IFRS deferral account if it chooses to do so and to address any continuing
need for this deferral account as part of its next GTA.

233 Percentage of general and administration overhead charged to capital

99.  AltaLink stated that it prepared the application in conformance with the requirements of
IFRS and AUC Rule 026. To ensure only the appropriate amount of indirect overheads were
charged to capital projects AltaLink developed the directly attributable indirectly charged
methodology referenced above.

100. Inargument, the CCA commented on AltaLink’s directly attributable indirectly charged
methodology. The CCA expressed concern respecting the ability of AltaLink management to
allocate, to its advantage, general overhead costs as between expense and capital as part of its
annual review of the allocation percentages. The CCA stated that for the purposes of the revenue
requirement, the percentage of overhead costs applied to capital and operating (i.e. based on the
DAIC approach) should be fixed in accordance with the results of a study done by AltaLink and
employed in its GTA. The CCA submitted that unless a process existed to review the extent to
which these percentages change for 2012 and 2013, AltaLink would be motivated to capitalize a
higher percentage of costs in these latter two test years on an actual basis, than it did for 2011.
The CCA explained this was the case because AltaLink would then have less operating-related
general overhead costs in 2012, which would result in an improved net income. Second, as more
costs were deemed to be capital, the additional capitalized costs would be carried forward in the
next GTA and the capital-related costs of return, income taxes and depreciation will be recovered
from customers over the life of those assets. To avoid any perverse incentive to effectively
“double-dip” by increasing returns in the immediate year and increasing rate base which would
be recovered in future years, the CCA argued that AltaLink should be directed to fix the forecast
percentage of general overhead expense allocated to capital and operating expenses, as approved
by the AUC in this decision, for the duration of the test years. Alternatively, and at a minimum,
AltaLink should be directed to file the results of its annual study on the percentage of general
overheads capitalized for a given actual year, as applicable to direct assign projects, at the time
of the DACDA proceedings for that year. If, for example, there was a significant departure in the
ratio of capital to operating in 2012, the CCA maintained it should then be open for interveners
to make submissions to the Commission and for the Commission to rule on the prudent
allocation of overhead costs for regulatory purposes.

101. The CCA noted that the percentage of capitalized overhead dollars to capital expenditures
represented the capitalized overhead percentage in any given year. If the volume of actual capital
expenditures were to be higher or lower than forecast in the year and if the capitalized overhead
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dollars remain unchanged, the overhead capitalization percentage would change
correspondingly. The CCA stated that minor changes in the overhead capitalized percentages
would not be of concern. However, if a reduction in the volume of capital expenditures in a year
were significant, resulting in a material increase in the overhead capitalizations percentage, the
CCA stated that a question arose as to whether AltaLink was prudent in managing the volume of
capital expenditures and the capitalized overhead dollars. Specifically, the CCA’s concern
related to whether the increase in the overhead capitalization percentage could have been
avoided or mitigated by timely management action. Under such circumstances, the CCA
recommended AltaLink be required to demonstrate the prudence of any increase in the
capitalized overhead percentage in the applicable DACDA proceeding.

102. Inreply, AltaLink noted that its witnesses, Mr. Frehlich and Mr. McCabe, both explained
that AltaLink forecasted the capital activity by job level to develop its capital labour forecast for
the test period. This resulted in a forecast, based on capital activity, of the DAIC capital costs.
AltaLink stated that it did not manipulate costs as between operating and capital, and claimed it
did not have any incentive to do so, as suggested by the CCA. AltaLink maintained the DAIC
approach was fully compliant with the requirements of both AUC Rule 026 and IFRS. The
process worked in a manner that ensured all capital-related costs, whether charged directly or
indirectly, would be recognized as capital, while all operating related costs would be expensed.
As a result, there was no opportunity for AltaLink to “double dip” or to “manage general
overhead costs” as the CCA has suggested. The internal review, which AltaLink stated would be
updated annually, was an IFRS requirement to support continued capitalization of DAIC costs
which would otherwise be required to be classified as operating expenses.

103.  AltaLink refuted the CCA’s claim that there was no process to review the DAIC process.
AltaLink explained there would be an independent review of the process. The review would be
carried out by AltaLink’s independent external auditors. AltaLink stated it performed its review
to support the capitalization of what would otherwise be classified as operating expenses. Given
the level of AltaLink’s property, plant and equipment balances, and the changes therein during
the year, AltaLink explained it was a fundamental element of the external audit to examine the
support for, and the accuracy of, the DAIC related capital costs during the year. If AltaLink were
to manipulate these numbers, the auditor would refuse to issue an audit opinion on AltaLink’s
financial statements.

104. AltaLink stated it prepared its test period forecasts in its application based on information
available at the time. AltaLink acknowledged that actual results would be different than forecast
and stated this was a basic tenet of fixed forward test year regulation.

Commission findings

105. The evidence reveals that AltaLink engaged in a thorough capital activity review that
allowed it to classify capital costs and operating expenses in a very detailed manner. This process
was reviewed and approved by AltaLink’s external auditors. AltaLink’s allocation of costs will
be reviewed and approved on an annual basis by its external auditors as well. In addition, the
majority of charges to capital will be reviewed through the DACDA proceeding.

106. While theoretically a utility may be incented to manage the allocation between capital
costs and operating expenses, the Commission considers that the risk of having the auditor refuse
to provide an opinion on its financial statements would sufficiently deter AltaLink from pursuing
this course of action. As noted by AltaLink, actual results will be different than forecast, but the
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Commission agrees that this is a basic tenet of fixed forward test year regulation. Accordingly,
the Commission denies the CCA’s proposal that AltaLink be directed to fix the forecast
percentage of general overhead expense allocated to capital costs and operating expenses for the
duration of the test years. However, the Commission agrees that AltaLink should be directed to
file the results of any study on the percentage of general overheads capitalized, as applicable to
direct assign projects that the company has relied upon, at the time of the DACDA proceeding
for that year, and AltaLink is directed to do so. The Commission will continue to review
AltaLink’s forecasting history and its allocations as part of future tariff applications and as part
of its prudence review in the annual DACDA proceedings.

2.34 Timing of rollover to IFRS

107. Inthe application, AltaLink stated it had prepared the application in accordance with the
requirements of IFRS and AUC Rule 026.* This required AltaLink to prepare financial
statements in accordance with IFRS commencing January 1, 2011.

108. In argument, the CCA noted that the Accounting Standards Board (AcSB) has allowed
rate regulated entities the option of deferring IFRS implementation by one year, to January 1,
2012. The CCA submitted that it would be prudent and in customers' best interests to defer
implementation to January 1, 2012, for rate making purposes because the increased costs
accruing to customers from the implementation of IFRS reflected bookkeeping or accounting
adjustments, rather than fundamental shifts or changes in operational or similar cost drivers and
that the IFRS related changes reflected in the test year revenue requirements lacked any tangible
benefits.

109. The CCA noted that AltaLink itself had acknowledged there was some uncertainty
around the deliberations of the IASB and their impact upon AUC Rule 026.* The CCA also
noted that other utilities such as AltaGas Utilities Inc. had proposed to defer implementation.®

110. The CCA noted AltaLink had argued that electing to defer the implementation was a
moot point since it had already issued IFRS compliant financial statements and that there would
be a considerable cost to duplicate the accounting, even for one year, under Canadian GAAP and
under IFRS.*” The CCA explained its recommendation to defer implementation of IFRS was not
intended to have AltaLink expend time and dollars making changes to the accounting it has
adopted for external reporting purposes. Even with the full adoption of IFRS for external
financial reporting, AltaLink would still need to maintain two sets of books: one for regulatory
purposes in accordance with AUC Rule 026; and one for financial reporting purposes in
accordance with IFRS.The CCA also maintained that the costs of deferring IFRS implementation
for regulatory purposes should be borne by AltaLink, stating AltaLink had the opportunity to
elect the one-year deferral offered by AcSB, but chose not to do so.

111. Inreply AltaLink noted the Canadian AcSB issued mandatory requirements for publicly
accountable enterprises, such as AltaLink, to issue their financial reports in compliance with
IFRS commencing January 1, 2011. AltaLink noted the Commission itself addressed IFRS
implementation in AUC Decision 2009-151 and found that AltaLink “clearly demonstrated that
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it is required to undertake substantial work to comply with a mandatory obligation to ensure that
its financial reports comply with IFRS by January 1, 2011.” Also, the Commission approved
AltaLink’s forecast IFRS transition in its 2009 and 2010 revenue requirement.® Additionally,
AltaLink noted the Commission determined in Decision 2009-151 that AltaLink was subject to
additional obligations pertaining to the implementation of IFRS as set out in AUC Rule 026,
under which the default date for IFRS adoption was January 1, 2011.

112.  AltaLink stated that the CCA was effectively asking AltaLink to reverse its
implementation of IFRS and AUC Rule 026 for 2011. AltaLink maintained reversing decisions
already made on IFRS was neither prudent nor in the best interests of customers. The option to
defer only arose 18 months after AltaLink began the significant work to move to IFRS
accounting. AltaLink further maintained a January 1, 2011 implementation date was prudent and
in the customers’ best interests because it minimized the number of items that were required to
be tracked and reconciled and, therefore, the costs associated with doing so.

113.  AltaLink noted the CCA referenced a statement in the GTA respecting uncertainty over
the accounting for, and reporting of, specific regulatory activities and whether they would be
accepted by the IASB and AltaLink’s external auditors. The uncertainty AltaLink referred to did
not relate to the recognition of rate-regulated assets and liabilities, which was what the AcSB
implementation deferral was based on. Therefore, AltaLink maintained that the AcSB rationale
for the one-year implementation deferral of IFRS was not actually applicable to AltaLink and as
such a deferral was not necessary in AltaLink's case.

114. Finally, AltaLink pointed out that the CCA was not requesting the maintenance of two
sets of books but rather the creation of a completely separate third set of books, including one
that followed Canadian GAAP. AltaLink stated that to recreate a third set of books based on
different accounting methodologies would involve a tremendous effort. AltaLink maintained it
was also likely that a number of estimates would be involved since it would not be feasible to
make all the necessary changes in the thousands of accounts that would be affected in AltaLink’s
financial systems in sufficient detail to enable this type of reporting.

Commission findings

115. The CCA has suggested that AltaLink be directed to take advantage of the one-year IFRS
implementation deferral offered to rate regulated entities. The Commission does not find that the
CCA has identified any benefits to doing so, particularly in light of the fact that AltaLink had
moved to implementation for January 1, 2011.

116. AltaLink is obligated by the IASB and Rule 026 to adopt IFRS and AltaLink has acted in
good faith to do so. While the one-year deferral may result in the capitalization of a marginal
amount of indirect costs, the Commission does not consider this would be of long term benefit to
consumers. The utility would still recover these costs over time, along with a return and tax
component. On the other hand, the Commission considers the deferral of IFRS and the resultant
creation of an additional set of accounting records would result in significant additional costs
which, in the Commission’s view, would most appropriately be borne by consumers.
Accordingly, the CCA’s proposal to defer implementation of IFRS is denied.

% Decision 2009-151, paragraph 283.
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2.4 Forecasting processes

117.  AltaLink described its forecasting methodology and processes in Section 1.8.3 of the
application. In this section AltaLink indicated that initial forecasts were prepared by each of
AltaLink’s seven functional departments, based on guidelines set out by Altalink’s finance
department. Initial department forecasts were then reviewed by AltaLink’s budgets and forecasts
group, which also updated the departmental forecasts to include corporate costs such as benefits
and inflation. AltaLink noted that to provide consistency and completeness, GTA forecasts were
considered in several iterations between the budget and forecasts group and the line
organization.*

118.  AltaLink’s 2010 management update costs were used as the baseline for its GTA
forecasts and each department forecasted the level of activity anticipated in each test year by
considering the incremental change in activity and associated costs from the 2010 management
update to 2011, from 2011 to 2012, and from 2012 to 2013.* AltaLink also noted that
department level forecasts were prepared in correspondence with uniform system account
activity codes reflecting the uniform system account consensus documents released with Alberta
Energy and Utilities Board (EUB or board) Bulletin 2006-25."* However, as it is the first GTA to
use a uniform system account based forecasting process, AltaLink noted that certain forecasting
processes adopted for its GTA could change for future GTAs.*

119. AltaLink explained that once the activities in the test years were forecasted, the activities
were assessed to determine which activities were capital costs in accordance with AltaLink’s
capitalization policy.®

120. AltaLink noted that, following the completion of departmental forecast reviews,
consolidated forecasts were reviewed by AltaLink’s chief executive officer, chief financial
officer, and chief operating officer. AltaLink explained that this overall review of consolidated
forecasts was focused on eliminating duplication of forecasted activities, and on identifying
discrepancies for follow-up. AltaLink noted that during this senior executive level review,
departments were challenged to identify potential areas to reduce forecasts in consideration of
general industry developments, such as AltaLink’s major capital program, the impact of increase
rate base on operations and maintenance activities, changes to statutory or regulatory
requirements, and changing industry standards, such as the higher AESO reliability standards
and changes to ISO rules.*

121.  AltaLink summarized its forecasting methodologies and processes in argument, and
submitted that its GTA forecasts were adequately tested for reasonableness in a number of ways
including:

o the use of actual 2009 and 2010 management update amounts classified into uniform
system account categories as a backdrop for assessing uniform system account based
2011, 2012, and 2013 forecasts

39
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e comparisons of 2009 full year and 2010 partial year figures to capital and operating
expenses approved for AltaLink’s 2009-2010 GTA

e consistency and range of reasonableness assessments performed by comparing
uniform system account activity code expenditure levels to total operating expenses
for each test year

122.  No interveners commented on AltaLink’s forecasting methodologies and processes in
argument or reply.

Commission findings

123. The Commission is concerned with AltaLink’s use of its 2010 management update
forecasts as the baseline for its requested 2011 to 2013 forecasts. Despite the fact that AltaLink
filed its initial application very late in 2010 and then filed an application update on January 26,
2011, after 2010 had ended, the 2010 actual amounts were noticeably lower than the 2010
management update amounts. For example, AltaLink reported 2010 management update
operating full time equivalent (FTE) levels that were 21.8 FTEs higher than AltaLink’s 2010
actual operating FTE levels.* The Commission considers this to be a significant discrepancy,
especially when the management update larger amount is used as the basis for subsequent
forecasts. In this regard, the Commission is particularly concerned by AltaLink’s failure to
critically assess some of the forecasts in its GTA in light of the rate of forecast FTE growth,
relative to the forecast growth in its physical system. The Commission discusses this concern in
greater detail in Section 3 below.

124.  More fundamentally, the Commission is concerned that AltaLink has continued to follow
an approach which primarily uses the “observed” costs and resources of the year immediately
prior to the applied-for test period or the updated forecast of the previous period, as the starting
point for its subsequent increases in activities and costs. The Commission considers that
AltaLink would be best to develop its forecasts from an assumed zero-base, which seeks to re-
assess the resources and costs required to fulfill its statutory duties on an annual basis, without
assuming that costs are simply incremental to the actual costs of the preceding year.

2.5 Forecast parameters and assumptions

2.5.1 Escalators

125. In Section 1.8.2 of the application, AltaLink summarized a number of escalator forecasts
used in the preparation of its GTA. AltaLink also explained that it provided detailed rationale for
several specific escalator forecasts in other sections of the application.

126. The escalator forecasts not addressed in other parts of the decision are summarized in
Table 1 below as follows:

5 Exhibit 142.01.
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Table 1.  AltaLink inflation/escalator forecasts

2011 2012
Escalator Forecast | Forecast
General inflation 2.1% 2.1%
Capital escalation 4.0% 4.0%
Contracted manpower 4.24% 4.24%

Source: Application Table 1.8.1-1

127.  AltaLink stated that it had based its general inflation forecast for the GTA test period on
the Alberta Government’s economic outlook, as discussed in Section 1.8.4 of the application.

128.  AltaLink discussed its forecast capital project escalation rate in Section 10.2.1 of the
application. AltaLink noted that its forecasted escalation rates for capital projects were based on
an analysis of indices relevant to AltaLink including the Alberta Industrial Construction index
and the Handy Whitman Transmission index and that it had also reviewed average engineering
rate increases reported by the Association of Professional Engineers, Geologists and
Geophysicists of Alberta (APEGGA). AltaLink submitted that the historical indices used to
develop capital escalator forecasts for the application reflected long-term trends within the
Alberta electricity sector.

129. AltaLink noted that a graph comparing the indices used to develop the capital escalator
forecast* showed that the average annual escalation rates for these indices have historically
fallen within the four to six per cent range. In addition, AltaLink noted that while Alberta’s
average CPI over the last 21 years has been two per cent lower than the Alberta Industrial
Construction Index, Canadian banks had forecasted that Alberta CP1 would be close to 2.1 per
cent for both 2010 and 2011.

130. AltaLink noted that certain forecasted contracted manpower costs were based on
AltaLink’s forecast of market rates for specific contractor categories. Where specific information
was not available, AltaLink applied escalators based on labour cost escalators.

131.  AltaLink summarized its evidence regarding general inflation and escalators in argument.
No other parties addressed AltaLink’s general inflation and escalator forecasts in argument or

reply.

Commission findings

132.  Further to the Commission’s findings in Section 2.1 above, the Commission has
determined that the GTA test period will only reflect the 2011 and 2012 calendar years.
Accordingly, the Commission will only consider the reasonableness of AltaLink’s 2011 and
2012 inflation forecasts and non-salary related escalators in this decision.

133. The Commission considers AltaLink’s general inflation escalator of 2.1 per cent per year
to be reasonable because AltaLink’s general inflation forecast reflects the Alberta Government’s
Economic Outlook 2010-2013 forecast factors which have been developed from independent
third party resources.

" Figure 10.2.1-1, application, page 10-4.
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134. The Commission also accepts AltaLink’s evidence that construction and engineering
related costs have historically risen significantly faster than Alberta CPI over the last 20 years
and have escalated in the four to six per cent range. Given that all capital expenditure forecasts
are ultimately subject to true up to actual expenditures, and in the absence of persuasive evidence
to the contrary, the Commission accepts AltaLink’s forecasted capital related escalators of four
per cent per year for each of 2011 and 2012. The Commission considers that although the large
transmission build commencing during the GTA test period is occurring during a period of
comparatively modest economic activity for Alberta, it is reasonable to expect that transmission
construction related cost inputs may be relatively scarce. Accordingly, the Commission finds that
AltaLink’s forecast capital related escalators may be conservative.

135.  AltaLink has proposed that the forecast escalation rate for contracted manpower
resources*” should increase at a rate similar to, though not necessarily identical to, the rate at
which base pay for AltaLink staff is forecast to increase. The Commission considers it
reasonable to assume that general contracted manpower costs will increase at a rate similar to the
escalation of total salary and benefit costs for AltaLink staff. Accordingly, the Commission
considers AltaLink’s assumed escalation rate of 4.24 per cent for both 2011 and 2012 to be
reasonable.

2.5.2 Vacancy rates and other staffing forecast parameters/assumptions

136. AltaLink discussed a number of guidelines and parameters used to develop its forecasts at
Section 1.8.3.3 of the application. In that section, AltaLink noted the following assumptions used
for its labour forecasts:

e current 2010 base salaries were used as the basis for all GTA years

e AltaLink assumed that new staff would have a salary comparable to similar current
positions or similar market positions

e all new FTEs have an assumed start date of July 1 (mid-year)

e staff additions must be justified with a job description and an analysis of the need for
the FTE

o employees taking the place of retirees are considered as replacements rather than new
staff

137. At Section 1.8.5.2 of the application, AltaLink described its proposal to apply a 2.0 per
cent vacancy rate to its labour forecasts. AltaLink derived its calculation as follows:

754 (average number of forecast staff over 2011-2013) at 8% turnover = 60 positions
average time to hire = three months

60 positions x three months = 15 vacant positions

15 vacant positions/754 FTEs = 2.0% vacancy rate

138. Inthe UCA general evidence,® the UCA disagreed with AltaLink’s calculation of a

two per cent vacancy rate. The UCA noted that comparisons of approved AltaLink forecasts and
actual capital FTEs show that AltaLink has had a negative vacancy rate for capital FTEs. The
UCA submitted that capital FTEs should be segregated in AltaLink’s vacancy rate calculation
because O&M and capital FTE vacancies have experienced dramatically different trends. In

" Excluding those for which a more precise estimate has not been provided.

8 Exhibit 61.08, pages 1-5.
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addition, the UCA noted that whereas vacancy provisions for capital FTEs used in direct assign
projects are subject to true-up in DACDA applications, over-forecasts of O&M FTEs are not
trued-up. In light of these observations, the UCA submitted that while it did not take issue with
AltaLink’s use of a two per cent vacancy rate for capital FTEs, AltaLink should use a five per
cent vacancy rate for O&M FTEs, representing the average of the actual O&M vacancy rates
over the 2005 to 2009 period. The UCA submitted that the adoption of this recommendation
would reduce AltaLink’s O&M expense forecast by $902,000 in 2011 and by $1,015,000 in
2012.

139. In rebuttal evidence,® AltaLink submitted that the historical vacancy rate based on five of
the six most recent years provided in the UCA general evidence was misleading. AltaLink
proposed that the vacancy rate calculation should be based on the most recent three years of
vacancy data, as proposed in the application. AltaLink noted that in a recent proceeding, the
UCA sponsored evidence that was accepted by the Commission used a three-year historical
average vacancy rate. AltaLink noted that a calculation of AltaLink operating FTE vacancy rates
over the 2008 2010 period shows an average vacancy rate of 1.6 per cent. Based on this analysis,
AltaLink submitted that its proposed 2.0 per cent vacancy rate is reasonable.

140. In argument, AltaLink reiterated the position advanced in its rebuttal evidence and noted
that during cross-examination of the UCA panel, the UCA vacancy rate witness, Mr. Bell,
advocated using a three-year period in a recent proceeding. AltaLink noted that the three-year
period recommended in that case was adopted by the Commission in Decision 2009-176.%°

141. Inits argument, the UCA reiterated its view that AltaLink should be directed to use a
five per cent vacancy rate for its O&M forecasts. The UCA submitted that AltaLink’s rebuttal
evidence accepted the concept of separately calculating O&M vacancy rates and accepted that
historical average vacancy rates represent a reasonable predictor of vacancy rates for the test
period. Given this, the UCA submitted that AltaLink only takes issue with the UCA calculation.

142.  The UCA responded to AltaLink’s position that the UCA had advocated a three-year
period in the AltaGas Utilities Inc. GTA by noting that the decision on that GTA was issued on
October 29, 2009. However, in the AE proceeding for which a decision was issued on April 13,
2011, the UCA argued for a vacancy rate based on a four-year average.

143. The UCA noted that while AltaLink’s rebuttal based its calculation of a 2.2 per cent
vacancy rate for 2010 on 226 FTEs, in a subsequent undertaking response, 2010 actual FTEs
were revised to 225, thereby increasing the 2010 vacancy rate calculation to 2.6 per cent.

144.  The UCA noted that in discussion with Commission counsel, the UCA discussed the idea
of removing outliers from the assessment of historical vacancy rates. Using this approach, the
UCA calculated an average vacancy rate with the 2006 and 2008 outliers removed of 3.34 per
cent.

145. The CCA submitted that it continues to be appropriate to use the five-year average
observed vacancy rate to predict the average vacancy rate for the test years. In addition, the CCA

* Exhibit 112.02, Section 7.2, pages 45-47.
% Decision 2009-176: AltaGas Utilities Inc., 2008-2009 General Rate Application Phase I, Application
No. 1579247, Proceeding ID. 88, October 29, 2009.
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submitted that after including updates to 2010 actual O&M FTEs, the CCA calculated an average
vacancy rate for the 2006-2010 period of 5.39 per cent.

146. Inreply, AltaLink disagreed with the UCA’s submission that the vacancy rate should be
between 4.5 per cent and five per cent based on a five-year average, and submitted several
comments in support of this view:

e AltaLink’s evidence fully supported its proposed two per cent vacancy rate based on
a calculation considering both historical vacancies and the timing of new hires

e Dboth a three-year 1.8 per cent average historical vacancy rate and a four-year 2.7 per
cent average historical vacancy rate support AltaLink’s calculation that the rate
should be two per cent

e no interveners challenged the eight per cent turnover rate and three-month time to
hire assumptions used in AltaLink’s vacancy rate calculation

o the five-year average proposed by the UCA is unacceptable and contradicts the
Commission’s findings in Decision 2009-176, which accepted a three-year period

¢ while the UCA supports the use of a five-year period, the UCA erroneously tries to
substantiate its recommendation by suggesting that an assessment of three-year and
four-year data suggests a trend

o there is no basis for the UCA to use a five-year period to calculate the vacancy rate
other than to enable the inclusion of an extreme outlier in the fifth year (2006)

o three-year (2008-2010) and four-year (2007-2010) calculations indicate vacancy rates
of 1.8 per cent and 2.7 per cent respectively

147.  AltaLink also offered the following comments in response to recommendations from the
CCA:

e precedent from Decision 2009-176 suggests a three or four-year vacancy rate
calculation is appropriate, but does not support a five-year calculation as suggest by
the CCA

e the CCA erroneously calculates a 6.02 per cent vacancy rate for 2010 in its argument
by mis-stating AltaLink vacancy rates in 2010

148. Inits reply, the UCA submitted that while AltaLink focused on Decision 2009-176 in
respect of AltaGas Utilities Inc. to support a three-year vacancy rate calculation, AltaLink
ignored the more recent proceeding for AE in which the UCA successfully argued for the use of
a longer term average.

Commission findings

149. Intervener submissions in argument and reply focused entirely on the determination of
the vacancy rate and did not address other parameters and assumptions used as inputs to
AltaLink staffing and salary and wage expense forecasts. The Commission has reviewed the
labour related assumptions described in paragraph 81 of the application and considers that they
are reasonable and are approved as filed.

150. AltaLink and the UCA take fundamentally different approaches to the calculation of the
vacancy rate in their respective evidence. In particular, AltaLink uses a derived approach which
relies on assumptions about turnover rates and time to hire to derive its calculation of a two per
cent vacancy rate. Given this approach, AltaLink’s view is that historical vacancy rates for O&M
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related FTEs, determined by comparing historical actual to approved levels, tends to validate the
vacancy rate calculated using its approach.

151. Conversely, the UCA’s approach bypasses AltaLink’s derived approach entirely and
proposes that vacancy rates should be determined entirely by consideration of historical vacancy
rates.

152. In the context of the present GTA, the Commission considers the impact that the vacancy
rate estimate has on O&M related costs to be of primary importance. Furthermore, as the UCA
has presented persuasive evidence that historical vacancy rates measured on an overall basis
have been influenced by a historical propensity for the vacancy rates associated with capital
related staff to be negative while rates for O&M related staff have been positive, the Commission
considers that the determination of AltaLink’s 2011 and 2012 O&M expense forecasts should be
based on an examination of historical O&M related vacancy rates.

153.  The debate between the parties generally related to the question of whether the
assessment of historical AltaLink O&M related vacancy rates should be based on short-term and
more recent historical data, or longer-term historical data. The Commission considers that the
answer to this question depends on whether the historical vacancy rates observed can reasonably
be expected to reflect the vacancy rates during the test period. The Commission has examined
the historic vacancy rates and in so doing, has also given consideration to the general economic
climate in Alberta during those years in order to provide some context to the observed vacancy
rates. The Commission has concluded that a longer term average should be used for the O&M
vacancy rate estimates, but that allowances should be made for anomalous results observed in
specific years.

154. The Commission considers the 13.37 per cent vacancy rate observed in 2006 to be well
outside the range of the vacancy rates observed in 2007 through 2010. As such, the Commission
has excluded 2006 from its calculation because it is clearly anomalous, given that it occurred
during a period of rapid economic growth in Alberta. The 0.46 per cent vacancy rate observed in
2008 represents the low point in the 2006 to 2010 period, however, the Commission has included
it in the calculation as it is reflective of the downturn in the economic growth in Alberta that is
still present. The Commission has therefore determined that the vacancy rate should be 2.62 per
cent, based on the calculations shown in Table 2 as follows:

Table 2.  Vacancy rate calculation
Expense 2007 2008 2009 2010 Average
Actual 185.0 216.0 217.2 225.0 843.2
Approved 196.0 217.0 221.8 2311 865.9
Vacant positions 11.0 1.0 4.6 6.1 22.7
Vacancy rate 5.61% 0.46 2.07% 2.64% 2.62%

Source: Prepared from table at page 11 of UCA argument

155. The Commission directs AltaLink to recalculate its 2011 and 2012 revenue requirement
forecasts to reflect the use of a 2.62 per cent O&M vacancy rate in its refiling.
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3 Staffing forecasts

156. AltaLink described its forecast direct O&M and corporate administration and general
FTE additions in sections 5 and 25 respectively of the application.

157. Inthe ADC Meyer evidence,” Mr. Meyer proposed that in lieu of the FTE forecasts
proposed by AltaLink, FTE levels from AltaLink’s 2010 management update should be used for
2011 and 2012. Mr. Meyer calculated that the adoption of this recommendation would reduce
AltaLink’s 2011 and 2012 revenue requirements by $4.2 million and $7.6 million respectively.

158. Mr. Meyer submitted that while AltaLink’s FTE projections reflect a purported need to
monitor and/or maintain anticipated capital additions, AltaLink’s proposed FTE additions occur
too far in advance of capital projects being placed in service. Referencing a graph in the ADC
Meyer evidence showing the value of AltaLink’s rate base from 2008 to 2016, Mr. Meyer noted
that the vast majority of rate base growth was expected to occur in the 2014 to 2016 time frame.
Based on this, Mr. Meyer submitted that AltaLink could begin to increase its labour force to
reflect the large increase in capital expenditures beginning in 2013.

159. AltaLink addressed the FTE reductions proposed by Mr. Meyer in its rebuttal evidence.*
AltaLink submitted that Mr. Meyer ignored the detailed evidence supporting the need for each
operating FTE forecast and submitted that he based his recommendations on two assertions not
supported by evidence, specifically that:

e justifications for labour force increases throughout the application are based on an
asserted need for two to three years training

o the labour force increase reflecting AltaLink’s large capital program should begin in
2013

160.  AltaLink submitted that the first of Mr. Meyer’s assertions is inconsistent with the fact
that there is only a single reference to two to three years training in over 80 pages of evidence in
sections 5 and 25 of the application. Moreover, AltaLink submitted that the primary instance
where a training period is mentioned in the application relates to control centre operators, for
which an extensive justification is provided in paragraphs 254 through 263 of the application.
AltaLink submitted that other training period references cited in the ADC Meyer evidence
misconstrued AltaLink’s comments about the time it takes for field staff to be fully qualified.

161. AltaLink submitted that contrary to the second of Mr. Meyer’s primary assertions, the
evidence in the application supporting increased FTES is based on the detailed evidence prepared
in sections 5 and 25 of the application rather than Mr. Meyer’s assertion that AltaLink based its
requested FTEs on rate base growth. However, AltaLink noted that while rate base is forecast to
grow by over 200 per cent from 2009 to 2013, AltaLink forecasted that operating FTEs would
grow by 45 per cent, or by less than one fifth of AltaLink’s projected growth in rate base.

162. Inargument, AltaLink submitted that its forecasts incorporating the requested addition of
275.8 FTEs ,comprised of 82 operating and 193.8 capital FTEs, reflected workload increase in
all areas of project development and execution and associated increases in operations activities
impacted by:

1 Exhibit 60.03, pages 6 to 10.
%2 Exhibit 112.02, pages 42 to 45.
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e the growing volume of maintenance repairs caused by equipment wear and aging
e increased obligations arising to address reliability standards

163. The CCA submitted that during the oral hearing, AltaLink acknowledged that its 2011
labour forecasts needed to be reduced to reflect the actual O&M related FTEs as at year-end
2010. Based on information shown in exhibit 142, the CCA submitted that a reduction of

$0.8 million to AltaLink’s 2011 O&M labour costs is required in order to reflect 2010 year-end
FTEs. The CCA submitted that AltaLink should be directed to make this adjustment in its
refiling.

164. The UCA submitted that its evaluation of AltaLink’s future FTE requirements was made
more challenging because of the variance between the 2010 management update operating and
capital FTE levels set out in AltaLink’s initial application and the 2010 actual FTE levels
reported at a later time. The UCA noted that following the restatement, the 2010 actual operating
FTE count declined by 21.8 FTEs from the initially reported 232.6 2010 management update
operating FTEs. With this restatement, the UCA noted that AltaLink’s actual 2010 operating
FTEs were 3 FTEs lower than the approved level of 2010 operating FTES.

165. Noting that AltaLink was able to cope for a period of time without filling the approved
number of operating FTE positions, the UCA submitted that it was likely that several approved
positions for 2011 would not be filled until 2012. Furthermore, with three times the number of
FTE additions requested for 2011 as approved for 2010, the UCA expressed concern that
AltaLink would experience a cumulative bulge in staffing whereby FTEs hired in anticipation of
AltaLink’s large capital program could slide into O&M FTEs when capital programs slow down
or are completed.

166. Given the factors discussed above, the UCA submitted that the combination of
AltaLink’s 2011 starting point and its requested FTE additions for the test period will result in a
cumulative lag. In consideration of this concern, the UCA submitted that AltaLink’s operating
FTE forecasts should be reduced by 15 per cent, in addition to specific FTE disallowances
proposed by the UCA in respect of asset management FTEs discussed in another section of the
UCA’s argument.®

167. In addition to its request for a 15 per cent reduction in AltaLink’s operating FTE forecast,
the UCA noted that for an increasing number of existing staff, the allocation between operating
expense and capital is expected to change during the test period. In this regard, the UCA noted
that AltaLink forecast that the operating/capital ratio will change from 51 per cent/49 per cent in
2008 to 39 per cent/61 per cent in 2013. In view of this trend, the UCA submitted that the
Commission should direct AltaLink to document the allocation as between operating expense
and capital over the test period for each position so that position by position allocation
information is available for AltaLink’s next GTA.

168. The ADC noted that AltaLink proposed to increase direct O&M FTEs by 48 above 2010
actual levels to a forecasted level of 205 FTEs for 2012 and proposed to increase corporate FTES
by 15 above 2010 actual levels to a forecasted level of 83 FTEs for 2012. The ADC submitted
that while AltaLink proposes its large workforce increase on the basis of its large capital spend
between 2011 and 2013, these projects will not be placed in service until 2013 or 2014. The
ADC submitted that AltaLink had not demonstrated the necessity for this large workforce while

% The UCA’s request for asset management FTE disallowances is addressed in Section 6.2.2 of this decision.
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projects are being constructed. Accordingly, the ADC proposed that AltaLink should maintain
2010 FTE levels during the 2011 and 2012 test years.

169. Inreply, AltaLink submitted that its FTE forecast is reasonable and fully supported by
the evidence. As a comparator, AltaLink noted that it is forecasting overall lower operating FTES
than approved for AE in Decision 2011-134,> despite the fact that AltaLink has a larger asset
base and serves more population.

170.  AltaLink submitted that while the CCA recommends that AltaLink be directed to reduce
its 2011 O&M forecast by $0.8 million to reflect O&M FTES at year-end, this concern is not
valid, since AltaLink already revised its 2011 revenue requirement as it relates to this concern.

171. AltaLink submitted that the UCA’s request to reduce operating FTEs by 15 per cent, in
addition to specific FTE reductions suggested by the UCA is arbitrary and ignores AltaLink’s
evidence of the need for the applied-for FTEs.

172.  AltaLink provided a table showing a side-by-side comparison of AE operating FTEs to
AltaLink operating FTEs for the years 2009 through 2013. With respect to its table, AltaLink
noted that its requested increase of 27 operational FTEs would still result in AltaLink having 41
fewer operating FTEs as compared to AE for 2011. Applying the ADC’s proposed reductions
would leave AltaLink 70 FTEs below AE or 30 per cent lower.

173.  AltaLink submitted that determining direct O&M FTESs is more complex than just
considering asset growth, or measures such as the number of substations. In this regard, AltaLink
noted comments made by Mr. Frehlich which indicated that the company’s requirement for
direct O&M labour was approximately one-third driven by growth, one-third related to O&M
requirements for existing facilities, and one third related to additional obligations such as a
growing suite of reliability standards.

174.  AltaLink submitted that the UCA’s recommendation to document the allocation of FTEs
as between operating expense and capital over the test period was made without regard to the
costs AltaLink would incur to implement such a recommendation, or the benefits that would be
achieved with such information. AltaLink submitted that the UCA’s recommendation goes
beyond USA/MFR and should be rejected.

175. The UCA in reply submitted that AltaLink’s argument made no attempt to address the
significant discrepancy between FTE counts described in its 2010 management update forecast,
2010 approved FTEs, and reported 2010 actual FTEs. The UCA suggested that the failure to
address this issue reflected a hope on AltaLink’s part that its delayed hiring in 2010 would not
affect the credibility of its test period staffing forecasts. However, as noted in its argument, the
UCA submitted that the delayed 2010 hiring would cause a ripple effect on AltaLink’s test
period FTE forecasts that would lead to a bulge in AltaLink hiring.

176. In conclusion, the UCA submitted that the bulge created by AltaLink’s actual 2010 FTE
results, combined with uncertainty regarding AltaLink’s test period capital forecast leads to an
overstated FTE forecast for the GTA test period. Accordingly, AltaLink submitted that applying

% Decision 2011-134; ATCO Electric Ltd., 2011-2012 Phase | Distribution Tariff, 2011-2012 Transmission
Facility Owner Tariff, Application No. 1606228, Proceeding ID No. 650, April 13, 2011.
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a 15 per cent reduction in operating FTE additions in each test year would lead to a more
reasonable forecast level.

Commission findings

177. The Commission has addressed the following issues in relation to AltaLink's operating
FTE forecasts:

specific requested FTE additions
the impact of the restatement of 2010 management update labour forecasts to reflect
2010 actuals

e Mr. Meyer’s recommendation for FTE reductions based on his concerns about an
excessive training time allowance

e comparisons between AltaLink and AE O&M FTE levels noted by AltaLink

e the UCA’s request for AltaLink to undertake position by position tracking of the
allocation of AltaLink FTEs as between O&M expense and capital

e the UCA’s request for a general 15 per cent reduction in AltaLink’s FTE forecasts
beyond the specific FTE disallowances discussed in other parts of its argument

178. The Commission addresses each of these matters under separate subheadings below.

Specific requested FTE additions

179.  Asdiscussed in Section 6.2.2 below, the Commission has determined that AltaLink has
not justified a requirement for five net operational FTE additions in conjunction with its asset
health assessment tool (AHAT) program.

180. The Commission considers that AltaLink’s efforts to centralize the network management
function are driven by four principal factors; size and complexity of the telecommunications
network, a desire to provide the grid operator with concise information on grid impacts related to
telecommunications availability, efficiencies in diagnosis of problems by central staff as opposed
to calling out field staff and expected requirements to provide 7 X 24 monitoring of the
telecommunication network to comply with NERC CIP standards. These drivers were described
by Mr. Frehlich under cross-examination by Commission counsel.®

181. AltaLink interprets NERC CIP-008 as requiring a cyber security incident response plan
and centralized management and monitoring activities supported by 7 X 24 monitoring. The
Commission considers that NERC Standard CIP-008 ensures the identification, classification,
response, and reporting of cyber security incidents related to critical cyber assets but the
Commission was not provided any specific evidence by AltaLink to support its interpretation
that 7 X 24 monitoring is required. Other transmission facility owners in Alberta have not
requested 7 X 24 monitoring of their telecommunications networks.

182. Accordingly, the Commission does not consider that it is necessary at this time for
AltaLink to establish 7 X 24 monitoring of its telecommunications networks and the addition of
three network control operators is denied. The Commission considers that AltaLink may
proceed to expand its oversight and monitoring of the telecommunications system through its
proposed allocation of two staff from within the organization. As discussed in Section 6.5 of
this decision, the Commission considers that AltaLink should collaborate with the AESO, other

% Transcript, Volume 7, pages 1186-1188.
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transmission facility owners and utilities in Alberta on the oversight and management of the
provincial telecommunications network in Alberta including the requirement for 7 X 24
monitoring.

183. The Commission directs AltaLink to provide an update on its ongoing efforts to
centralize its management and monitoring activities, efficiencies and benefits gained and its
efforts to collaborate with the AESO and other transmission facility owners on
telecommunications matters at its next GTA.

184.  Although the Commission has identified some specific reductions by position, it is not
the intention of the Commission to approve each position within the AltaLink organization in
determining the revenue requirement attributable to FTE forecasts.

Impact of restatement of 2010 FTEs

185. Inreply argument, AltaLink asserted that the CCA’s request for a reduction of

$0.8 million to reflect differences in FTE’s as between AltaLink’s actual results for 2010 and
AltaLink’s management update for 2010 is not required since it has already made this
adjustment.

186. While the Commission accepts that AltaLink has described the adjustment to its

May 1, 2011 revenue requirement forecasts to reflect this discrepancy, it should be noted that
AltaLink did not provide any comprehensive update subsequent to the filing of its May 1, 2011
revenue requirement update.

187.  As noted above in paragraph 17 of this decision, the Commission has used AltaLink’s
May 1, 2011 update as the basis from which all adjustments have been made in this decision.

Training period allowance in FTE forecasts

188. The Commission finds that the ADC’s recommendation to restrict AltaLink’s operational
FTE levels to the 2010 management update levels is not supported by Mr. Meyer’s general
explanation that AltaLink’s forecast increases arise from an undue training period allowance.

189. The Commission will not direct a further specific reduction on the basis of AltaLink’s
forecast training period.

AltaLink vs. AE operating FTE levels

190. AltaLink’s witness, Mr. Frehlich, testified that AltaLink’s operational FTE levels are
below the level of operational FTEs approved for AE in Decision 2011-134. This testimony was
given in response to examination of AltaLink’s FTE growth set out in an aid to cross supporting
questions posed by Commission counsel.*® The Commission notes that AltaLink did not present
this comparison in its application and brought this comparison forward in reply argument rather
than in its final argument.

191. The Commission considers that the context in which AltaLink presented its comparison
of AE operational FTEs to its own operational FTE levels did not facilitate a reasonable
examination of the validity of this comparison.

% Transcript, Volume 6, pages 1064-1065.
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FTE operations vs. capital allocation tracking

192.  Asnoted in the Commission’s findings in Section 2.4 above, AltaLink’s approach to
resource planning for the current GTA begins by utilizing the O&M resources for a baseline year
as the starting point for its GTA test year forecasts. However, as discussed in Section 2.3.3,
AltaLink’s capitalization policy provides discretion as to the extent to which specific FTEs or
other resources are allocated as between O&M and capital projects in specific years.

193. To the extent that AltaLink’s capitalization policy may produce different results from
year to year, the Commission considers that it is important to understand whether the O&M costs
that AltaLink may use as a baseline for forecasting future period GTA expenses are the product
of anomalous circumstances occurring in the baseline year or whether they reflect stable trends.

194. In light of the above, the Commission considers that the proposal of the UCA for position
by position tracking of O&M and capital allocations may have considerable value to assist the
Commission in its assessment of forecasts that AltaLink may make in future GTAs.

195. However, the Commission also agrees with AltalLink’s observation that the cost of
adjusting AltaLink’s management information systems to support the collection of this
information was not adequately explored during the GTA proceeding. Accordingly, the
Commission directs AltaLink to provide a description of the methodology and accounting system
adjustments required to provide a position by position tracking of FTE allocations, as between
O&M and capital, along with an estimate of the costs to do so at the time of AltaLink’s refiling.

UCA recommendation for 15 per cent reduction in operating FTE forecasts

196. The Commission agrees with Altalink’s view that the UCA did not adequately support
its proposal to apply a 15 per cent across-the-board reduction to AltaLink’s FTE forecasts (after
applying specific reductions to forecasted FTEs based on the UCA’s assessment of AltaLink’s
AHAT initiative).

197. In assessing AltaLink’s O&M related staffing forecasts for 2011 and 2012, the
Commission has reviewed the growth in AltaLink's O&M FTE levels for the period 2005 to
2010 in relation to the growth in AltaLink’s business over time. The Commission notes that
during the oral hearing, AltaLink was provided with a cross-examination aid which examined the
growth of its O&M FTE levels between 2005 and 2010 relative to the growth in AltaLink’s
substations.*

198. While AltaLink argues that substations are not an adequate measure, the Commission
considers in light of the Table 5 adjustments applied, a substation growth measure is
conservative since substations represent a more complex type of asset than other physical
measures of growth such as miles of line. Furthermore, while AltaLink expresses doubts about
substations as a measure of growth, the Commission considers that this measure is superior to the
to the FTEs per rate base measure that AltaLink refers to as a support in its application, despite
this measure having been criticized in past AltaLink decisions.*®

199. Tables illustrating this growth presented in the Commission cross-examination aid are
reproduced below as Table 3 and Table 4 respectively.

*" Exhibit 175.01.
%8 Decision 2009-151, paragraph 734.
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Table 3.  Operating FTE growth analysis

2005 2006 2007 2008 2009 2010
CEO 7 5 5 6 6 7
Human resources 4 3 3 3 2.6 3.6
Corporate development 2 3 2 2 2 3
Operations 109 118 126 148 149.2 171.2
IT & facilities 13 9 11 12 15 24
Finance 24 24 23 23 25 27
Regulatory and client services 9 8 9 13 10 11
External engagement and legal 7 5 6 10 7.6 7.6
Total 175 175 185 216 217.4 254.4
FTE Index 1.00 1.06 1.06 1.23 1.24 1.45
Annualized FTE growth rate 0.00 2.82 7.27 5.57 7.77

Source: Prepared from Exhibit 175.01

Table 4.  Growth of number of substations

2005 2006 2007 2008 2009 2010
Number of substations 258 265 271 275 275 279
Substations index (2005 = 100) 1.00 1.03 1.05 1.07 1.07 1.08
Annualized growth rate (%) 2.71 2.49 2.15 1.61 1.58

Source: Prepared from Exhibit 175.01

200. The analysis presented in Exhibit 175.01 shows that the O&M FTE levels requested by
AltaLink at the time of its GTA filing represented a growth of 45 per cent over operational FTE
levels recorded by AltaLink in 2005. This represented an average annual growth of 7.77 per cent
((254.4/175)*)measured over a five-year period. During the same period, the number of
AltaLink substations has only grown by eight per cent, or by an average of 1.58 per cent
((279/258)*%) per year. AltaLink did not dispute the accuracy of the figures used, or the
calculations derived therefrom. Rather, AltaLink questioned the value of the FTE versus
substation growth analysis presented in Exhibit 175.01 as a means to question its forecast O&M
levels.®

201.  For the purpose of its assessment of AltaLink’s operational FTE levels, the Commission
has taken into account the explanation of Mr. Frehlich that the growth in AltaLink’s operational
FTE levels reflects a combination of increasing reliability requirements, system growth, and the
effect of aging assets. Given Mr. Frehlich’s explanation, the Commission’s analysis of O&M
FTE level growth over time excludes for consideration any FTES where the addition has been
justified on the basis of compliance with AESO Alberta reliability standards initiatives or
additional reliability obligations prescribed by the North American Electric Reliability Council
(NERC). The Commission’s classification of O&M related FTE additions as Alberta reliability
standards or reliability related is outlined in Appendix 5 to this decision.

202. The Commission has also taken into account the effect of changes arising from
AltaLink’s implementation of IFRS that have caused certain costs that have historically been

% Transcript, Volume 6, pages 1063-1065.

34 « AUC Decision 2011-453 (November 18, 2011)



2011-2013 General Tariff Application AltaLink Management Ltd.

capitalized to now be expensed. AltaLink was requested, but indicated that it was unable to
provide, a breakdown of the portion of the incremental operating costs caused by the expensing
of historically capitalized costs that related to labour costs rather than contracted manpower or
general operating expense.® For the purpose of the Commission’s FTE growth analysis in this
section, the Commission has assumed that the expensing of previously capitalized labour
increased AltaLink’s operating FTE forecasts by 10 FTESs relative to prior periods. The
Commission considers this allowance to be conservative.

203. Finally, to avoid double counting, the Commission has excluded from its FTE growth
analaysis any FTE additions where AltaLink has explained in the application that the forecast
FTE addition relates to the conversion of a contractor to a full time FTE. For the same reason,
the Commission has excluded requested operational FTE additions where the Commission has
determined that AltaLink’s justification of the addition did not warrant approval. Appendix 5
identifies each requested FTE where either a contractor conversion or disallowance has caused a
position to be excluded from the Commission’s growth assessment.

204.  The adjustments to AltaLink gross O&M FTE levels adjusted in response to the concerns
identified by AltaLink respecting the Commission’s FTE growth analysis are summarized in
Table 5 below:

Table 5.  Cummulative adjustments to O&M FTE levels for FTE growth analysis

2011 2012
ARS/reliability justified FTE additions 11 19
Specific disallowances of forecasted FTE additions 3 8
Approved contractor conversions
IFRS adjustment 10 10
Total 27 41

Source: Prepared by Commission

205. The Commission has applied the net adjustment of 41 FTESs set out in Table 5 above to
AltaLink’s gross year-end O&M FTE forecast for 2012 of 305.6, leaving adjusted 2012 O&M
FTEs of 264.6.

206. Measured from a baseline of 175 O&M FTEs in 2005, the adjusted calculation of
AltaLink’s O&M FTE request for 2012 represents a growth of 51.2 per cent or an average of

6.0 per cent per year over the seven years from 2005 to 2012, even after considering the
adjustments for reliability, contractor conversions, disallowed FTE addition requests, and the
effect of IFRS related changes set out in Table 5. Table 4 shows that the growth in substations
between 2005 and 2010 averaged 1.58 per cent per year. The Commission considers this to be an
indication that the forecast the rate of growth in operating FTE levels reflected in AltaLink’s
2011 and 2012 revenue requirement forecasts is too high. Accordingly, the Commission has
adjusted AltaLink’s forecast operating FTE levels.

207. The UCA requested that the Commission reduce AltaLink’s FTEs by 15 per cent from
applied-for levels indicated on row 2 of schedules 5-5 and 25-5 of AltaLink’s GTA schedules
after taking into account other FTE reductions suggested by the UCA related to AltaLink’s
AHAT initiative. The UCA’s requested reductions are summarized in Table 6 below:

8 Transcript, Volume 6, page 1029.
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Table 6.  Summary of FTE reductions requested by the UCA

2011 2012
Direct O&M FTEs from row 2 of Schedule 5-5 179.4 209.4
AHAT related reductions 0 3
Direct O&M FTEs after AHAT related reductions 179.4 206.4
Corporate admin & general FTEs from row 2 of Schedule 25-5 71.7 85.5
Total FTEs after AHAT reductions 2571 291.9
Requested 15 per cent reduction 38.6 43.8
Net FTEs after applying UCA requested disallowances 218.5 2481

Source: Prepared by Commission from GTA schedules 5-5 and 25-5 (Exhibit 123.02)

208.  While the 15 per cent reduction requested by the UCA is arguably not unreasonable in
light of the analysis of AltaLink FTE growth against system growth discussed above, the
Commission is not prepared to direct an across-the-board 15 per cent reduction.

209.  The Commission recognizes that some FTE O&M forecasts proposed in the application
are justified in part on the basis of the impact of AltaLink’s large capital expenditure program.
However, as discussed in Section 6.1 below, the Commission has concerns that, for various
reasons, AltaLink will not be able to execute its large capital program as quickly as anticipated.
Additionally, AltaLink was unable to fill all of the forecast FTE additions in 2010.

210. As discussed in Section 6.2.2 below, the Commission has not accepted justifications for
requested direct O&M FTEs related to AltaLink’s AHAT initiative and in respect of requested
network control operators. After taking these reductions into account, the Commission has
determined that AltaLink labour costs should be based upon mid-year FTEs of 246.8 for 2011
and 265 for 2012 before applying the vacancy rate adjustment discussed above in Section 2.5.2.
The Commission’s calculations are summarized in Table 7 below:

Table 7.  Summary of FTE reductions applied by Commission

2011 2012
Direct O&M FTEs from row 2 of Schedule 5-5 179.4 2094
Corporate admin & general FTEs from row 2 of Schedule 25-5 77.7 85.5
Aggregate applied-for mid-year O&M related FTEs 2571 294.9
Cumulative position specific FTE reductions applied-by Commission 3.0 8.0
Remainder after position specific reductions 2541 286.9
Net mid-year FTEs approved by Commission 246.8 265.0

Source: Prepared by Commission from GTA schedules 5-5 and 25-5 (Exhibit 123.02)

211. Asnoted above, AltaLink applied for 257.1 FTEs in 2011 and 294.9 FTEs in 2012 on a
mid-year basis.The final mid-year O&M FTE levels approved by the Commission as set out in
Table 7 above, represents a reduction from applied-for levels of four per cent for 2011 and
10.1 per cent for 2012.
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212.  AltaLink has the discretion as to how the above described adjustments will be applied.
AltaLink is directed to describe how it intends to apply the final approved mid-year FTE levels
as between direct O&M and corporate administration and general labour costs in its refiling.

4 O&M expenses

4.1 Staff compensation matters

213. AltaLink discussed the considerations used to establish its staff compensation levels in
Section 1.8.5 of the application. In that section, AltaLink submitted that while Alberta’s overall
labour market had softened since 2007-2008, AltaLink expected that the more than $14 billion of
transmission system projects identified in the AESO’s 2009 long term transmission system plan
would tighten the labour market for electric utilities.

214.  AltaLink submitted that it had not changed its basic approach to compensation from
previous years, which included:

o the provision of market competitive compensation at market average (mean) levels
the establishment of a performance based culture

e acompensation system that responds to market forces which focuses on customer
needs including reliability, safety, cost, and meeting in-service schedules

215.  In support of its staff compensation proposals, AltaLink filed the following evidence:

e areview of non-unionized employee compensation levels prepared by Mercer
(Canada) Ltd. (Mercer report)®

e an assessment of hourly rates of pay for a select group of unionized jobs prepared by
Align HR Consulting®

216. AltaLink submitted that these documents indicated that while AltaLink provides
compensation at market for union employees, total compensation for non-union employees
(including both executive and non-union employees below executive) was five per cent below
market.®

217. While AltaLink noted that union employees are at the market average, because short-term
incentive program (STIP) target levels are not changing, AltaLink forecast that non-union total
direct compensation would remain below the market average despite its proposed four per cent
per year increase in base pay. AltaLink noted that while total direct compensation for executives
is four per cent above market average, the overall market position of AltaLink total direct
compensation for all classes of employees would remain slightly below market.*

218. In consideration of its market comparison assessments of union and non-union
employees, AltaLink forecast overall base pay increases of 4.24 per cent for each of 2011 and
2012.

81 Application, Appendix 2-D, Report dated September 14, 2010 entitled: “2009 Non-unionized Employee

Compensation Review AltaLink Management Ltd.”
82 |etter to Don Richards dated July 26, 2010 filed as application Appendix 2-E and Appendix 2-F.
8 Application, Appendix 2-D, page 8.
8 Application, paragraph 121.
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219. AltaLink described its forecast increases in base pay in Section 1.8.5.3 of the application.
In setting these increases, AltaLink considered:

e collective bargaining agreements
the need to maintain relative equity between union and non-union employees

o an analysis of projected salary increases for market peers to AltaLink non-union
employees over the 2011-2013 period prepared by Mercer®

¢ the effect both annual structure and normal course progression increases on base pay
levels

o the effect of the tight transmission labour market

220. AltaLink noted that it had reached negotiated settlements with the IBEW and UUWA
unions, as further described in appendices to the application,® and that the Mercer analysis had
projected salary increases of three per cent to 3.5 per cent over the test period. AltaLink’s
forecast based pay increase for each class of employee is summarized in Table 8 below:

Table 8.  Forecasted base pay increases
AltaLink organization level 2011 2012
International Brotherhood of Electrical Workers (IBEW) 4.5% 4.5%
United Utilities Workers Association (UUWA) 4.5% 4.5%
Non-union 4.0% 4.0%
Executive 3.0% 3.0%

Source: Prepared from application tables 1.8.5.3-1, 1.8.5.3-2, 1.8.5.3-3, 1.8.5.3-4

221. AltaLink indicated that it intended to retain both the short-term incentive pay (STIP) and
long-term incentive pay (LTIP) programs, consistent with programs proposed and approved in
prior AltaLink GTAs. AltaLink submitted that its STIP and LTIP programs made up a necessary
part of the competitive total compensation package required to attract and retain senior level
employees. AltaLink noted that it had not made any changes to the design of STIP and LTIP,

including available payout percentages.

222.  AltaLink prior-year and forecast STIP and LTIP payments are summarized in Table 9

below:
Table 9.  Prior year and forecast STIP/LTIP payments
2009 2010 2011 2012
Program ($ millions) | ($ millions) | ($ millions) | ($ millions)
STIP 3.4 55 7.1 8.0
LTIP 0.4 0.7 0.6 0.6

Source: Prepared from application tables 1.8.5.4-1, 1.8.5.5-1

223.  With respect to the STIP program, AltaLink noted that as it proposed to retain its STIP
target payout levels during the 2011-2013 period, the year to year increases shown in Table 9
reflect the effect of increased staffing and base compensation levels. AltaLink further noted that
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Application, Appendix 2-G.

% Application, appendices 2-J, 2-K (IBEW), 2-L and 2-M (UUWA).
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it had designed its STIP target payout levels for 2011-2013 to be consistent with payout levels
approved in Decision 2009-151.

224.  AltaLink noted that it consulted with customer and industry groups on the structure of its
LTIP program and that it reflected Decision 2009-151 findings permitting only 50% of the
projected cost of LTIP in its test period revenue requirement forecast.

225. AltaLink submitted that whereas the Mercer report indicated that total direct executive
compensation is four per cent above the market average, the Mercer report showed that pension
and benefits are seven per cent below market.®” AltaLink submitted that overall executive
compensation, including perquisites plus pension and benefits will be at about market average.
AltaLink indicated that it had forecast executive base pay increases only slightly below forecast
market increases to maintain total compensation 3.25 per cent above market because of the high
volatility of executive pay comparables and because AltaLink’s executive group is small
compared to market comparators and are performing at a high level.

226. AltaLink submitted that its retention risk is amplified by having a defined contribution
(DC) pension plan rather than a defined benefit (DB) pension plan. AltaLink noted that it had
concluded from an analysis conducted for its 2009-2010 GTA that significant lump sum and
incremental annual costs would be required to convert from a DC to a DB pension. However,
AltaLink submitted that because it does not provide a DB pension plan, providing a competitive
total compensation package is critical to attract and retain employees.

Commission findings
227. The Commission notes the following finding from Decision 2009-151:

The Commission agrees with CG that its focus should be on total compensation and not
on the details of the individual components. Total compensation includes consideration of
employee pension and benefits in addition to base pay, STIP, LTIP, and perquisites. The
Commission accepts that incentive plans are a necessary component of total direct
compensation in order to provide employees with a competitive compensation package.
The Commission also considers that a utility must retain some flexibility in its ability to
tailor its total compensation to attract and retain skilled labour so that it can provide safe
and reliable service and meet customers’ needs. Notwithstanding, the Commission also
considers that it has a responsibility to assure itself that the proposed level of total
compensation is prudent and that the components that make up total compensation are
both necessary and reasonable.®

228. AltaLink supported its request with a salary survey provided as Appendix 2-D of the
application.
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Application, paragraph 155.
68

Decision 2009-151, paragraph 96, page 18.
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Table 10. Mercer non-union competitiveness assessment

% Difference from market ave.

# of Total Total

AltaLink Base Cash Direct
AltaLink organization level Matches Salary Comp. Comp.
Executive 7 7% 1% 4%
Senior management 20 4% 2% 0%
Management/functional expert 20 6% 1% -5%
1t Level supervision/specialist 57 0% -3% -8%
Fully qualified professional 29 1% -1% -4%
Development/entry level 22 -4% -4% 6%
Administrative 11 -4% -6% -9%
Weighted average 7% 2% -5%

Source: Application, Appendix 2-D, page 8

229. AltaLink has summarized its proposed non-union salary increases, for non-executive
level employees, at Table 1.8.5.3-3 of the application, forecasting base pay increases of three per
cent and progression increases of one per cent for each of the test years. AltaLink supported its
request with a salary survey at Appendix 2-D of the application. The Commission accepts that
there will be a high demand for employees, particularly given the large construction cycle
AltaLink is entering. Also, these employees are still forecast to be slightly below market average
even with the forecast increases. Given these circumstances, the Commission approves the
forecast wage increases for non-union employees as filed.

230. AltaLink summarized its proposed executive level salary increases at Table 1.8.5.3-4 of
the application, forecasting base pay increases of 2.5 per cent and progression increases of 0.5
per cent for each of the test years. As provided in this evidence filed by AltaLink, the forecast
increase for executive employees would result in these employees being above the market
average. The Commission has not been persuaded that there is a reason for ratepayers to fund
compensation above the market average for executive level employees. The Commission directs
AltaLink in its refiling to reforecast wage increases for executive employees so that these
employees are at the market average.

231.  With respect to STIP and LTIP the Commission notes that AltaLink has retained the
same target payout levels and the same goal and plan design as that approved in

Decision 2009-151. AltaLink has also proposed to continue the 50/50 cost sharing for the LTIP
plan. None of the interveners have expressed concern with the proposed structure of the STIP or
LTIP plans. The Commission finds the STIP and LTIP target payout levels, design and cost
sharing proposals to be reasonable and they are approved as filed.

232.  No parties expressed concerns about the reasonableness of AltaLink pension and benefit
programs. The Commission has reviewed AltaLink’s evidence regarding its pension and benefit
programs and considers them to be reasonable.

4.2 Vegetation management (USA 571.1)

233. AltaLink presented its forecast vegetation management O&M expense in Section 5.2.10
of the application. AltaLink summarized this forecast, broken down as among labour, contracted
manpower, and general operating expense amounts in GTA Table 5.2.10-1, reproduced below:
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Table 11. Direct O&M - vegetation management expense
2010
2009 Mgmt 2011 2012

Expense Actual Update Forecast | Forecast

Labour 0.3 0.2 0.6 0.7

Contracted manpower 6.3 5.2 5.3 55

Other (GOE) 0.1 0.0 0.1 0.1

Total 6.6 5.5 6.0 6.3

Source: Application, Table 5.2.10-1

234. As indicated in Table 11 above, contracted manpower costs make up the bulk of
AltaLink’s actual and forecasted vegetation management expenditures. AltaLink explained that
its expenditures on vegetation management are generally categorized under one of two major
categories: brushing activities and program management. Brushing activities relate to the actual
work done to control vegetation growth on AltaLink rights of way. These rights of way are,
generally located outside of urban areas. The other broad category of expenditures relates to
management of the overall program and right-of-way management through urban areas and
substation/ radio sites. Activities related to this second major category consist of substation and
right-of-way weed control, grass mowing and snow removal, right-of-way cleanup and all
consenting and notification activities required to undertake AltaLink’s overall vegetation
management program.

235. AltaLink indicated that it had based its vegetation management forecast on the same
methodology used in a report prepared for AltaLink’s 2007-2008 GTA by Ecological Solutions
Inc. (ESI). AltaLink also noted that in its decision in respect of AltaLink’s 2007-2008 GTA, the
EUB approved a nine-year re-investment schedule designed to achieve a stable and sustainable
vegetation management program. Consistent with this re-investment approach, AltaLink noted
that to reach a stable program, its vegetation management program activity levels must be greater
than implied by the annual workload volume increase (i.e. the annual vegetation growth rate). In
addition, AltaLink noted that growth in substation sites and transmission lines has also had a
small impact on AltaLink’s forecasted vegetation management workload for the GTA test
period.

236. AltaLink noted that it had committed to implement recommendations outlined in a report
filed in its 2007-2008 GTA. Further to this commitment, AltaLink noted that it filed a report
prepared by ESI entitled “Vegetation Management Program Update Summary” as Appendix 15.2
to the application (ESI report). AltaLink submitted that the ESI report had confirmed that
AltaLink had successfully implemented the recommendations, including some related to
expenditure forecasting, that were discussed in prior GTAs.

237. None of the interveners provided any comment with respect to AltalLink’s vegetative
management plan.

Commission findings

238. The Commission has examined the evidence with respect to this matter and considers
AltaLink’s proposed reinvestment plan in vegetative management to be reasonable. It is
therefore approved as filed for the test years 2011 and 2012.
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4.3 Contracted manpower

239. AltaLink provided discussions of its direct O&M and corporate administration contracted
manpower forecasts in sections 5 and 25 of the application, respectively.

240. AltaLink’s prior -year and 2011 through 2012 direct O&M contracted manpower
forecasts are summarized in Table 12 below:

Table 12. Direct O&M - contracted manpower expenses

2010

2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 561 - Control centre operations 0.5 0.5 0.5 0.6
USA 562 - Station equipment maintenance 1.7 1.8 2.1 2.2
USA 563 - Overhead line expense 1.5 2.5 3.2 3.1
USA 566 - O&M misc transmission 0.9 1.5 4.2 2.6
USA 571.1 - O&M vegetation management 6.3 5.2 5.3 55
USA 575 - O&M IT support 0.1 0.3 0.1 0.1
Total 11.0 11.8 15.4 14.1

Source: Appendix 1-E

241. AltaLink explained that the forecast increase in contracted manpower expense for
uniform system account 561 (control centre operations) primarily related to additional support
from external consultants with specialized operational expertise.*

242. The increase in contracted manpower expense for uniform system account 562 (station
equipment maintenance) related in part to the effect of contractor inflation assumptions, but
primarily related to the retention of an additional contractor crew at a cost of $0.3 million per
year, to perform minimum maintenance on certain types of station equipment.”

243. AltaLink explained that beyond the effect of inflation, the forecast 2011 increase in
contracted manpower expenses for uniform system account 563 (overhead line expense) related
to the increased scope of AltaLink’s gates and fence grounding program and due to increased
activity on infrared scanning of conductors and insulator washing.” However, AltaLink forecast
that contracted manpower costs for uniform system account 563 would decline in 2012 due to
the conversion of a contractor position into a full time FTE.

244.  For uniform system account 566 (O&M miscellaneous transmission), AltaLink forecast a
$2.7 million increase in 2011 contracted manpower costs over its reported 2010 management
update cost the combined effect of inflation, the recovery of $1.6 million of costs associated
preliminary work on the cancelled VVauxhall-Medicine Hat 138-kV thermal upgrades direct
assign project and $1.0 million for various operational related contracted manpower, of which
$0.2 million related to the recovery of costs for other direct assign projects that may be cancelled
in the future and for consulting help for GTA preparation.” AltaLink noted that, net of inflation,
forecasted contracted manpower expenses were forecast to decline from the 2011 level in 2012
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because AltaLink did not include cancelled direct assign project costs for those years and
because certain operational contracted manpower initiatives included in the 2011 forecast were
expected to be completed.”

245.  Contracted manpower expenses for uniform system account 571.1 (O&M vegetation
management) represent the majority of AltaLink’s vegetation management expense forecast.
AltaLink’s vegetation management expense forecast is discussed in Section 4.2 above.

246.  Costs for uniform system account 575 relate to the costs of information technology
support where costs are not assigned to other accounts. AltaLink is forecasting a decline in
contracted manpower costs for uniform system account 575, due primarily to the conversion of
some contracted manpower costs into a full time position.”

247.  AltaLink discussed its forecasts for contracted manpower costs classified as corporate
administrative and general costs in various subsections of Section 25 of the application. The
specific corporate administration and general uniform system accounts that included forecast
contracted manpower costs in 2011 and 2012 are summarized in Table 13 below:

Table 13. Corporate administrative and general - contracted manpower expenses

2010

2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 920 - Administration and general -0.2 0.0 0.0 0.0
USA 923 - Outside services employed 3.2 4.5 4.6 4.0
USA 934 - IT G&A expenses 1.4 1.1 1.0 1.1
USA 935 - General O&M expenses 0.6 0.7 0.9 0.8
Total 5.0 6.3 6.5 5.9

Source: Appendix 1-E and Table 25.2.4-1.

248. Contracted manpower expenses for uniform system account 923 (outside services
employed) relate to professional consulting services not directly attributable to a particular
operating function or to other uniform system accounts. For the GTA test period, AltaLink
identified IFRS implementation and the consideration of legal aspects of new initiatives for
Alberta Reliability Standards. AltaLink noted that because the consulting services reported as
uniform system account 923 costs tend to be for special projects, AltaLink’s operating expenses
in this account can vary significantly on a year-to-year basis.™

249.  AltaLink described its forecasted contracted manpower expenditures for uniform system
account 934 (IT G&A expenses) in Section 25.2.13 of the application. AltaLink indicated that its
forecasted 2011 expenditures were expected to decline by approximately $0.4 million due to the
conversion of certain contractor positions to FTEs, but noted that this decrease would be offset
by a $0.3 million increase arising from additional help desk support to be provided by
contractors. AltaLink submitted that as the volume of help desk calls was forecast to increase

73
74
75

Application, paragraph 388.
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2010 management update amounts for uniform system account 923 in Appendix 1-E and Table 25.2.4-1 are not
100 per cent consistent, presumably due to rounding error. The Commission has used applicable Table 25.2.4-1
amounts for the purposes of Table 13.

6 Application, paragraphs 783 to 785.
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with rising AltaLink staff levels, contracted manpower expense related to uniform system
account 934 was expected to rise by a further $0.1 million per year in 2012.”

250. In Section 25.2.14 of the application, AltaLink explained that contracted manpower costs
for uniform system account 935 were driven by the need to update its business continuity plan to
reflect the relocation of some AltaLink employees to new locations and by the need to update its
graduated threat mitigation plan.”

251. Inargument, AltaLink noted that it had described its forecast contracted manpower
expenses in accordance with uniform system of accounts/minimum filing requirements
throughout sections 5 and 25 of the application. AltaLink submitted that the drivers of its
contracted manpower forecasts are similar to those described in respect of its direct O&M labour
forecasts and included:

e increased insulator washing requirements undertaken to prevent an increasing
frequency of line outages and pole fire incidents

an increasing workload for gate repair

an increased workload to management substation maintenance

its constrained work queue

a one-time charge for the recovery of costs associated with the cancelled Vauxhall
project

e several contracted manpower support requirements for new business obligations

o the effect of overall growth on help desk calls and the need for additional IT support

252. AltaLink explained that because it seeks to avoid over-hiring and the associated potential
for layoffs, its typical approach is to utilize contracted manpower resources initially so that it can
assess whether there is a sustained work requirement. In the event that this analysis determines
that the emergent work requirement is sustainable (typically lasting longer than an

18 to 24-month period), the work will be in-sourced through FTE additions in future periods.

253.  Further to this approach, AltaLink noted that conversions of contracted manpower to
FTEs had been undertaken in a number of areas, including:

e the conversion of one facilities maintenance position in 20107
e the conversion of four information technology roles in late 2010%°
e the conversion of three right-of-way coordination roles in late 2010%

254. Inits argument, the CCA submitted that AltaLink’s approach to forecasting utilizes the
prior year actuals, to which inflation and growth are added to determine the current year’s
forecast. The CCA noted that AltaLink used 2010 management update results for uniform system
account 923 forecasting purposes. However, had AltaLink started with a base 2010 amount of
$3.7 million rather than the $4.5 million 2010 management update amount for this account, the
CCA submitted that AltaLink would have added its forecast increment of $0.1 million to this
adjusted baseline, thereby reducing its forecasts for each year. The CCA submitted that AltaLink
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should be directed to reduce its uniform system account 923 contracted manpower forecasts by
$0.8 million for each test year.

255. Inreply, AltaLink noted that it had clearly described the basis for its forecast in the
application, which included a description of specific initiatives requiring consulting services
anticipated during the GTA test period. AltaLink submitted that the difference between the 2010
management update actual amounts reflected changes in both the requirements and timing of
IFRS, Alberta reliability standards, and other initiatives. As well, AltaLink explained in the
application that because uniform system account 923 costs reflects one-off special projects, these
costs can vary significantly. Finally, AltaLink submitted that the CCA ignored the basis for its
consulting expenses forecast. Based on the above, AltaLink submitted that the CCA’s request to
reduce its uniform system account 923 forecasts by $0.8 million per year on the basis of
differences between AltaLink’s 2010 management update and actual amounts should be rejected.

Commission findings

256. The Commission considers the following issues to be significant in relation to AltaLink’s
contracted manpower costs:

e AltaLink’s proposal to recover costs of cancelled direct assign projects, including
costs related to the Vauxhall-Medicine Hat 138-kV thermal upgrades project
the conversion of contractors to full-time FTEs

e AltaLink’s forecast for uniform system account 923 (outside services employed) costs

257. The Commission addresses each of these matters under separate subheadings below.

Recovery of cancelled direct assign project costs

258. AltaLink’s proposal to recover cancelled direct assign projects through its revenue
requirement allowance for uniform system account 566 contracted manpower costs raises several
issues.

259. If AltaLink has occasion to seek the recovery of cancelled direct assign project costs in
the future, it should make such a request in the context of a DACDA application. As AltaLink is
subject to certain reporting requirements in DACDA proceedings, the Commission considers that
these requirements should also apply in respect of cancelled direct assign projects. The inclusion
of requests to recover the costs for cancelled direct assign projects in DACDA proceedings will
help to ensure that these costs receive scrutiny. In the event that it is determined within the
course of a DACDA proceeding that AltaLink should be compensated for some or all of the costs
incurred in respect of a cancelled direct assign project, these costs would be recovered by
AltaLink as a lump sum charge to the AESO and would not be included in rate base.

260. The Commission is concerned that if AltaLink were to follow a general practice of
seeking recovery for cancelled direct assign project costs within uniform system account 566
contracted manpower costs, this would unnecessarily complicate the Commission’s assessment
of the reasonableness of ongoing contracted manpower costs charged to this account.

261. AltaLink’s proposed treatment of the Vauxhall-Medicine Hat 138-kV thermal upgrades
project costs received little attention during the GTA proceeding. As there is no basis to find that
the $1.6 million amount attributed to 2011 for this project is inaccurate or was imprudently
incurred, the Commission has approved this amount. However, for the reasons discussed above,
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the practice of requesting relief in a GTA for the recovery of costs for direct assigned projects
that have been cancelled should not continue.

262. The Commission directs AltaLink to ensure that any discussion of 2011 uniform system
account 566 contracted manpower costs in AltaLink’s next comprehensive GTA reflects this
one-time approval for these costs.

263. The Commission does not approve AltaLink’s proposal to include some portion of

$0.2 million in 2011 to reflect the recovery of possible cancelled direct assign project costs in the
future. Any request for recovery of cancelled project costs should be made in the context of a
DACDA application, and should only occur in respect of specific actual projects after it has
become clear that a project will not go ahead. AltaLink is directed to reduce its 2011 forecast for
uniform system account 566 contracted manpower costs by $0.2 million.

264. The Commission recognizes that included in this amount are costs related to consulting
help for GTA preparation. AltaLink can seek the recovery of prudent expenditures on GTA
preparation related consulting costs through its hearing cost reserve account.

Contractor conversions to full-time FTEs

265.  AltaLink explained that its forecasts of contracted manpower expense for certain uniform
system accounts reflected the effect of the conversion of certain contracted positions into full-
time FTEs. The Commission accepts AltaLink’s explanation that, in general, it converts
contracted positions to full-time FTEs when it has determined that a work requirement will be
sustained for longer than 18 to 24 months. The Commission’s acceptance of this approach has
been reflected in the Commission’s assessment of FTE level growth described in Section 3
which expressly removes FTE additions related to the conversion of contractors from its analysis
of the reasonableness of AltaLink’s FTE forecasts.

266. Because the Commission expects the savings from converting contracted manpower to
full time FTE’s should be at least equivalent to the cost of the full time FTEs added, AltaLink’s
contracted manpower forecasts for 2011 and 2012 should clearly show that net of inflation and
increases attributed to other causes, contracted manpower expenses are reduced by at least the
average cost of the full-time FTEs added. The Commission has made an assessment against this
criteria. For the purposes of this assessment, the Commission has used the cost per FTE figures
derived from line 25 of Schedule 5-5 of its May 1, 2011 schedule update.®

8 Exhibit 123.03.
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267. The Commission has prepared the following summary of contractor to operating FTE
conversions described in the application:

Table 14. Summary of contracted manpower conversions to FTEs

USA Paragraph 2010 2011 2012
Account | Position Reference FTEs FTEs FTEs
563 Transmission maintenance assistant 301-302 1 1
571.1 Vegetation management contractors 409 3
575 Telecommunications Engineer 445-448
934 IT positions (hired in late 2010, full impact in 2011) 838 4
934 Sharepoint Technologist 842-844
935 Facilities maintenance 856 1

Total 4 7 1

Source: Prepared by Commission

268. The Commission has assessed AltalLink’s contracted manpower forecasts for each of the
uniform system accounts described in Table 14 to determine whether the forecast amounts
reasonably reflect the reduction in contracted manpower costs expected to arise from the
replacement of contractors with full-time FTEs. Based on this assessment, the Commission has
determined that AltaLink’s contracted manpower forecasts for uniform system accounts 563,
571.1, 575, and 935 are consistent with the costs expected after accounting for savings related to
FTE conversions. However, the Commission has determined that AltaLink’s contracted
manpower expense forecasts for uniform system account 934 (IT general & administrative
expense) requires adjustment as described below.

269. The Commission used $1.25 million as the baseline for 2010 actual expenditures rather
than AltaLink’s reported 2010 management update expenditure of $1.1 million® to take into
account AltaLink’s explanation that the contractor conversions may have taken place late in
2010.%* Noting that AltaLink did not provide any explanation as to why its costs in 2011 and
2012 would increase other than the effect of inflation at an assumed rate of 4.24 per cent per
year, the Commission finds that AltaLink’s contracted manpower expense forecasts for these
years, net of expected savings related to the hiring of full-time FTEs, are not justified.

8 Application, Table 25.2.13-1.
8 The $1.25 million baseline represents the average of AltaLink’s reported $1.4 million contracted manpower
expenditure for 2009 and AltaLink’s reported 2010 management update expenditure of $1.1 million.
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270. The Commission has determined that reductions in AltaLink’s contracted manpower
forecast for uniform system account 934 should be applied in the amounts of $0.220 million for
2011 and 0.290 million for 2012. The Commission’s calculations are summarized in Table 15
below:

Table 15. USA 934 contracted manpower reduction

2010 2011 2012
Applied-for amounts 1.10 1.00 1.10
Baseline forecast®s 1.25 0.78 0.81
Difference 0.22 0.29

Source: Prepared by Commission
271. AltaLink is directed to apply these reductions in its refiling.

USA 923 (outside services employed) costs

272. Asdiscussed in Section 2.4 above, the Commission is generally concerned about the
significant discrepancies between 2010 management update amounts as reported in an
application filed almost at the end of that year and actual amounts reported later. In addition, the
Commission considers that to the extent that a shifting forward of 2010 has occurred, AltaLink’s
explanation adds further concern that activities originally forecast for 2011 or 2012 would not
also be shifted to a future time period.

273. Considering the late date in 2010 that the application was filed, the Commission has
assigned limited weight to AltaLink’s explanation that certain activities anticipated to occur in
2010 will occur later.

274.  Given the above, the Commission accepts the CCA’s recommendation that a $0.8 million
reduction should be applied to account for the reduction in the going-in amounts in USA 923.
AltaLink is therefore directed to reduce its uniform system account 923 contracted manpower
costs forecast by $0.8 million in each of 2011 and 2012 in its refiling.

4.4 General operating expenses

4.4.1 Direct O&M general operating expenses

275. AltaLink addressed its direct O&M general operating expenses in various subsections of
Section 5 of the application. AltaLink’s prior-year and 2011 through 2012 direct O&M general
operating expense forecasts are summarized in Table 16 below:

8 2011 estimate derived by multiplying assumed baseline amount of $1.25 million by 1.0424 and subtracting

from this amount 5 x $0.1041 million (assumed per FTE amount from line 25 of Schedule 5-5 of
Exhibit 123.03).
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Table 16. Direct O&M - general operating expenses

2010

2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 560 — Supervision and engineering 0.0 0.1 0.0 0.0
USA 561 - Control centre operations 0.2 0.2 0.3 0.3
USA 562 - Station equipment maintenance 1.9 1.7 2.0 2.2
USA 563 - Overhead line expense 0.7 0.6 1.1 1.2
USA 566 - O&M miscellaneous transmission 0.8 0.8 1.7 1.8
USA 571.1 - Vegetation management 0.1 0.0 0.1 0.1
USA 575 - O&M IT Support 0.6 0.8 1.7 1.8
Total 4.3 4.2 6.9 7.4

Source: Appendix 1-E

276. In Section 5.2.3 of the application, AltaLink explained that general operating expenses
associated with uniform system account 561 related to staff and training expenses and printing
costs associated with new documentation and operating manuals.®

277. AltaLink explained that the level of general operating expenses for uniform system
account 562 (station equipment maintenance) reflected the effect of general inflation and
forecasted increases in vehicle operating and maintenance expenditures,®” fuel costs,® and
forecast costs related to crane overhauls.®

278.  For uniform system account 563 (overhead line expense), AltaLink’s general operating
expense forecasts reflected operating costs not related to labour or contracted manpower incurred
in the operation and maintenance of towers, poles, overhead conductors and other related fixtures
and included miscellaneous staffing costs, costs incurred for land title searches and vehicle
related costs.” AltaLink also noted that a portion of the forecast increase in uniform system
account 563(general operating expense) related to the fact that certain previously capitalized
costs will now be expensed in accordance with IFRS requirements.®

279. Forecast increases in general operating expenses for uniform system account 566

(O&M miscellaneous transmission) related to general inflation, staff expenses arising from FTE
additions, increased maintenance activities, and also reflects the expensing of previously
capitalized PC software licenses in accordance with IFRS requirements.

280. AltaLink forecasted a small amount of general operating expenses for uniform system
account 571.1 (O&M vegetation management) in each GTA test year, primarily related to hotel
and meal expenses for vegetation management crews.” All components of AltaLink’s vegetation
expense forecast, including the general operating expense component, are discussed in

Section 4.2 of this decision.

86
87
88
89
90
91
92
93

Application, paragraph 267.
Application, paragraphs 289 to 291.
Application, paragraph 292.
Application, paragraph 293.
Application, paragraph 311.
Application, paragraph 312.
Application, paragraphs 390 and 391.
Application, paragraph 421.
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281. General operating expense for uniform system account 575 (O&M IT support) is
described in Section 5.2.11 of the application. AltaLink explained that the increase ($0.9 million)
in this expenses between 2010 management update levels and its 2011 forecast related to vendor
support costs related to the MPLS project, material, training and staff expenses related to new
staff additions and government fees associated with telecommunications equipment. In addition,
a portion of the forecast increase related to the expensing of certain costs previously capitalized
consistent with IFRS requirements.*

282. No concerns about AltaLink’s direct O&M general operating expense forecasts were
addressed by other parties in argument or reply.

Commission findings

283. The Commission has reviewed the AltaLink evidence supporting its direct O&M general
operating expense forecasts and finds them to be reasonable. These forecasts are approved as
filed.

4.4.2 Corporate administration general operating expenses

284. AltaLink provided discussions of forecast corporate administration general operating
expenses in various subsections of Section 25 of the application. AltaLink’s prior-year and 2011
through 2012 corporate administration general operating expense forecasts are summarized in
Table 17 below:

Table 17. Corporate administration general operating expenses

2010

2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 921 — Admin. corp. / office supplies & exp. 1.1 1.6 1.8 2.0
USA 924 — Insurance premiums 1.6 1.6 1.7 2.0
USA 925 — Injuries and damages 0.1 7.0 1.2 1.2
USA 928 — Commission expenses 1.4 0.1 2.2 0.4
USA 930.1 — General advertising expenses 0.1 0.1 0.1 0.1
USA 930.2 — Misc. general expense 1.0 2.6 1.8 2.5
USA 931 — Rents (other than head office) 0.1 0.1 0.2 0.2
USA 931.1 - Head office rent 1.2 1.2 1.2 1.2
USA 934 — IT G&A expenses 0.9 0.9 2.1 2.2
USA 935 — General O&M expenses 1.9 2.1 2.6 2.6
Total 9.4 17.3 14.9 14.4

Source: Application tables 25.2.2-1, 25.2.5-1, 25.2.6-1, 25.2.8-1, 25.2.9-1, 25.2.10-1, 25.2.11-1, 25.2.12-1, 25.2.13-1, and
25.2.14-1

285.  The subsections that follow discuss each of the corporate administration and general
uniform system accounts for which issues about AltaLink’s general operating expense forecasts
were raised. The Commission’s findings in respect of general operating expenses forecasts for all
other uniform system accounts in which no issues were raised, is discussed at the end of the
section.

% Application, paragraph 454.
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4.4.2.1

286. Uniform system account 921 includes staff, office and other general administration
expenses not directly chargeable to other accounts. AltaLink explained that, in addition to the
effect of inflation, uniform system account 921 expenditures were expected to rise over the GTA
test period due to the expensing of certain costs previously capitalized, higher short form base
prospectus fees, and higher external printing costs related to general corporate communications.®

USA 921 — Administration corporate / office supplies and expenses

Table 18. Administration corporate / office supplies and expenses

2010
2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 921 — Admin. corp. / office supplies & exp. 1.1 1.6 1.8 2.0

Source: Application, Table 25.2.2-1

287. In argument, the CCA noted that AltaLink’s 2010 actuals for uniform system account 921
expenditures ($1.3 million) are approximately $0.3 million lower than its 2010 management
update amount ($1.6 million). Given that AltaLink’s 2011 and subsequent year forecast are
based on inflation and growth for other reasons from this baseline, the CCA submitted that
AltaLink’s forecast for this account should be reduced by $0.3 million for each year.

288. In reply, AltaLink submitted that the CCA’s requested reduction erroneously presumes
that AltaLink’s 2011 forecast was calculated by simply adding escalation and other costs to prior
year costs. AltaLink submitted that the CCA’s recommendation should be denied because it
ignores that fact that AltaLink’s forecasting method is based on the requirements of each
department. AltaLink noted the filing of the 2010 actuals as an update to the management update
amounts only serves as a reasonableness check to its operating cost forecast and does not provide
a basis for operating cost adjustments as suggested by the CCA.

289. AltaLink noted that where 2010 actual costs have exceeded 2010 management update
amounts, AltaLink has not requested a corresponding increase. Finally, AltaLink submitted that
the $0.3 million variance between the 2010 management update and actual amounts primarily
reflects the changes in the timing of corporate training and staff expenses that would not impact
its 2011 forecast. Based on the foregoing, AltaLink submitted that the CCA’s requested changes
to its uniform system account 921 forecast should be dismissed.

Commission findings

290. Asdiscussed in Section 2.4 above, AltaLink’s forecasting approach relied on 2010
management update forecasts as the baseline for test year forecasts. The Commission considers
AltaLink’s forecast of uniform system account 921 general operating expenses to be an
illustration as to why it is important to start with an accurate baseline given the incremental
forecasting approach that AltaLink adopted for its GTA.

291. The Commission agrees with the CCA’s submission that AltaLink’s forecast reflected the
use of a higher baseline 2010 forecast than was actually realized. In the explanation provided at
Section 1.8.3 of the application, AltaLink, describing its approach to forecasting, specifically
stated that it utilized the 2010 management update for its forecast baseline. As such, the
Commission is not persuaded by AltaLink’s suggestion that its GTA test period forecast was

% Application, paragraphs 779 and 781.
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determined independent of its consideration of the 2010 management update and that the
management update was simply used as a reasonableness check.

292. In light of the above, the Commission accepts the CCA’s submission that AltaLink’s
uniform system account 921 general operating expense forecasts should be reduced by the
amount of the 2010 baseline overstatement. Accordingly, AltaLink is directed to reduce each of
its 2011 and 2012 forecasts by $0.3 million in its refiling.

4.4.2.2

293. AltaLink discussed its forecast for uniform system account 924 (insurance premiums)
expenditures in Section 25.2.5 of the application. AltaLink prior-year amounts and its test period
forecasts are summarized in Table 19 below:

USA 924 — insurance premiums

Table 19. Insurance premiums expense
2010
2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 924 — Insurance premiums 1.6 1.6 1.7 2.0

Source: Application, Table 25.2.5-1

294.  AltaLink explained that, using 2010 management update amounts as a staring point, it
was forecasting premium increases of 8.4 per cent in 2011, and 20.6 per cent in 2012. AltaLink
explained that more than 65 per cent of the premium increases in each test year related to growth
in AltaLink transmission assets. AltaLink noted that the cost of premiums for property and
boiler/machinery coverage are a function of new capital additions and make up the majority of
AltaLink’s forecast spending on commercial insurance. In addition, AltaLink submitted that
other factors such as growth in employees and payroll, additional vehicles, increased revenues
and increased public debt issues also drove increases in its insurance premiums expenses
forecasts. AltaLink noted that, consistent with Decision 2009-151 and typical utility practice, it
was not seeking deferral account treatment for commercial insurance costs.* During the oral
hearing, Mr. Bronnenberg testified that due to the improved stability of insurance premiums, the
historical rationale for deferral account treatment of commercial insurance expense no longer
existed.

295. The CCA submitted that, apart from a small under-forecast in 2009, the analysis
presented in a CCA cross-examination aid demonstrated that AltaLink has consistently over-
forecasted insurance expenses.” In particular, the CCA submitted that over the five-year period
between 2006-2010, AltaLink’s cumulative forecast of insurance premium costs exceeded
AltaLink’s actual costs by $1.4 million or 15 per cent, demonstrating an AltaLink tendency to
over-forecast this cost.

296. The CCA submitted that savings in 2010 arising from a change in brokerage firms
discussed by AltaLink witnesses during the oral hearing does not detract from the CCA’s
concern with AltaLink’s ability to forecast insurance premium costs.

% Application, paragraphs 786 to 797.

% Exhibit 130.01.
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297.  As the majority of AltaLink’s insurance costs relate to property and boiler coverage that
is directly related to capital additions, the CCA submitted that it was notable that an analysis of
the 2006-2010 period variance arising from property and boiler/machinery costs (20.9 per cent
surplus of forecast over actuals) is significantly greater than AltaLink’s overall over-forecast
(15.3 per cent) over the same period. Given that significantly more capital expenditures are
forecast in the current GTA test period, the CCA submitted that it was not unreasonable to
reduce AltaLink’s forecast of commercial insurance premium costs by 15 per cent per year from
AltaLink’s requested levels. The CCA summarized its requested reductions in the following
table in its argument, reproduced below:

Table 20. CCA requested reductions to commercial insurance premium costs

15%
Per AML | Reduction | Revised

2011 0.9 (0.1) 0.8
2012 11 (0.2) 0.9
2013 14 0.2) 12

Source: CCA argument, page 23

298. In reply, AltaLink submitted that the CCA’s request for a 15 per cent decrease in
premiums was arbitrary, inconsistent with forward test year regulation, and ignored evidence
during the proceeding that most of the forecast premium increases in the test period relate to
growth in transmission assets. In addition, AltaLink submitted that because the insurance market
has seen premiums stabilize as the effects of the events of September 11, 2001 and hurricanes
Katrina and Rita have faded, and because AltaLink’s 2009-2010 forecasts have been shown to be
very accurate when insurance broker fees are taken into account, the CCA’s claims about the
accuracy of its forecast should be dismissed.

Commission findings

299. No parties in the current proceeding advocated for the re-institution of a deferral account
for uniform system account 924 costs. As no evidence has been presented to suggest that factors
beyond AltaLink’s control prevent AltaLink from making a reasonable forecast of this cost, the
Commission will not direct that a deferral account be reinstated for 2011 and 2012.

300. Based on a review of AltaLink’s evidence in Section 25.2.5 of the application, it is
unclear whether AltaLink’s forecasts for uniform system account 924 have fully accounted for
all of the costs described in that section. In this regard, the Commission observes that the
indicated totals of uniform system account 924 costs for each year described in Table 25.2.5-1
are identical to the totals for commercial insurance premiums for each year set out in application
Table 25.2.5-2. Given this, the Commission is unable to determine how the AltaLink forecast
and prior-year amounts for small damage claims can be included in AltaLink’s aggregate
numbers for uniform system account 924 in Table 25.2.5-1. These relationships are summarized
in Table 21below:
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Table 21. Summary of USA 924 forecast and components
2010
2009 Mgmt 2011 2012 2013
Actual Update | Forecast | Forecast | Forecast

Table 25.2.5-1 (aggregate USA 924) totals 1.6 1.6 1.7 2.0 2.4

Table 25.2.5-2 (commercial insurance premiums) totals 1.6 1.6 1.7 2.0 2.4

Table 25.2.5-6 (small damage claims) amounts 0.2 0.1 0.2 0.2 0.2

Source: Prepared from application tables 25.2.5-1, 25.2.5-2, and 25.2.5-6

301. AltaLink is directed to provide an explanation for this discrepancy in its refiling.

302. With respect to AltaLink’s forecast costs for commercial insurance premiums, as further
discussed in Section 6.1 below, the Commission has concerns about the whether all of the capital
additions forecast in the application will be achieved, particularly in the years 2011 and 2012.
Furthermore, the Commission considers that the CCA has demonstrated that there is at least
some cause for concern about AltaLink’s prior forecasts of commercial insurance costs.
However, in consideration of AltaLink’s submission that some part of AltaLink’s forecasting
errors may have arisen in part due to general instability in the insurance market in the earlier
years of the period analyzed by the CCA, the Commission considers that a smaller adjustment
than that requested by the CCA is warranted.

303. The Commission finds that the portion of AltaLink’s uniform system account 924 general
operating expense forecast related to commercial insurance premium costs should be reduced by
10 per cent for each of 2011 and 2012. AltaLink is directed to make this adjustment in its
refiling.

4.4.2.3
4.4.2.3.1 Reserve funding requirement

304. AltaLink described the general operating expense component of its forecast expenditures
for uniform system account 925 activities in Section 25.2.6 of the application. AltaLink
requested funding of its reserve for injuries and damages in the amount of $1.2 million per year
for each test year. AltaLink’s 2009 actual and 2010 management update forecast of charges
against the reserve for injuries and damages and its requested funding for the years 2011 to 2012
are summarized in Table 22 below.

USA 925 — injuries and damages

Table 22. Injuries and damages expense
2010
2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 925 — Injuries and damages 0.1 7.0 1.2 1.2
Total 0.1 7.0 1.2 1.2

Source: Application, Table 25.2.6-1

Commission findings
305.

While intervener submissions were filed in respect of AltaLink claim against the

self-insurance reserve (SIR) for Milo storm damage, no parties expressed concerns with the SIR
funding request proposed by AltaLink. As incidents for which funding from the SIR cannot be
predicted with any certainty, a longer period over which funding has been required may be more
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representative of the level of funding needed to be maintained in the SIR. The Commission
accepts AltaLink’s proposal to base its SIR funding request on claims over the 2002-2010
period. Accordingly, the Commission approves SIR funding in the amount of $1.2 million for
each of 2011 and 2012.

4.4.2.3.2 Reconciliation of self-insurance reserve

306. AltaLink indicated in Section 1.6.2 of the application that it sought the Commission’s
approval of its reconciliation and disposition of the SIR. AltaLink provided a continuity schedule
of its reserve for injuries and damages in GTA Schedule 29-2.

307. AltaLink noted that claims against the reserve for injuries and damages reflected the
following:

e $0.1 million in 2009 representing costs incurred for a cross arm burn off and interline
contact near Boyle, Alberta on April 3, 2008

e $7.0 million for 2010 representing costs incurred (net of salvage) for a severe storm
in the Milo, Alberta area on or about April 14, 2010

308. AltaLink described the particulars of these claims in appendices 3-C and 3-D
respectively.

309. AltaLink also noted that its SIR continuity schedule includes a settlement of $0.8 million
in 2009 and $0.6 million in 2010 pertaining to insurance premiums from 2006-2008 which at the
time were subject to deferral account treatment.

310. In both their intervener evidence and argument, the ADC recommended that AltaLink’s
proposed recovery of $5.9 million in respect of Milo storm costs in 2011 be denied. The ADC
claimed that a recovery of $7.0 million had already been recorded in 2010. The ADC stated that
allowing the recovery in 2011 would lead to double recovery of the same expense.®®

311. AltaLink stated the ADC had committed accounting errors which led to incorrect
conclusions. The damage caused by the storm occurred in 2010 and the related repair costs were
incurred in 2010. Accordingly, the accounting for these transactions has to be recorded in 2010,
regardless of when the true-up is made to the account for the cash recovery of the costs.

312.  AltaLink further explained that $7.0 million was paid by AltaLink to repair the storm
damage. Prior to the storm, AltaLink had received about $1.0 million in advanced SIR funding
held in reserve in the SIR account. This left a net receivable of $5.9 million to be collected by
AltaLink to true up the SIR account. It is this net receivable that AltaLink is asking the
Commission to approve in the application. AltaLink maintained line 16 of Schedule 3-1 to
AltaLink’s May 1, 2011 update confirmed that the $7.0 million cost was not reimbursed in 2010.
AltaLink was requesting that the reimbursement should be approved by the Commission and that
the actual settlement of the SIR account would then occur in 2011 when the net amount of

$5.9 million is received by AltaLink. AltaLink stated the ADC’s allegations were without basis
because they failed to recognize that the $7.0 million in question was not reimbursed in 2010
and, therefore, could not be a double recovery.

% ADC Meyer evidence, page 5 and ADC argument pages 8-9.
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Commission findings

313. The Commission has reviewed the evidence, including Schedule 3-1 and finds that the
costs of the Milo storm were incurred in 2010 but not reimbursed through the SIR (self-insurance
reserve). The Commission approves the $5.9 million required to restore the balance in the SIR.
This amount is to be recovered in 2011.

4.4.2.3.3 Documentation of SIR payments

314. In argument, the CCA expressed concern, with respect to SIR claims, that there appeared
to be no formal internal review or sign-off either by AltaLink's insurance department or senior
management verifying:

e the event is one which would have been insurable, but AltaLink could not get
insurance coverage at a reasonable cost or the deductible was too high

e costs were reasonably and prudently incurred, and

e all proposed costs to be recovered through the SIR account are directly related to the
specified event

Consequently, the CCA recommended that the Commission direct AltaLink to formalize its
internal review and sign-off process and file this documentation as part of any future claims for
recovery from the SIR account.

315. Inreply, AltaLink submitted that the CCA’s suggested process was unnecessary by
referring to the Milo incident because:

o the event was one which would have been insurable, but AltaLink could not get
insurance coverage at a reasonable costs or the deductible was too high*

e costs were reasonably and prudently incurred and AltaLink applied the same due
diligence and prudency that its uses to manage all capital expenditures'®

e all proposed costs to be recovered through the SIR account are directly related to the
specified event. A specific account was set up in AltaLink’s internal accounting
system to track all costs relating to the Milo incident™®

Commission findings

316. The Commission has considered the proposal of the CCA but agrees with AltaLink that it
is unnecessary. The Commission considers that Altalink’s insurance and project management
practices can be more appropriately tested through future GTAs. However, the Commission finds
that any future claim for a recovery from the SIR should be supported by sufficient
documentation.

4.4.2.3.4 Application of SIR to assets under construction

317. Inargument, the CCA noted that in Decision 2011-172,' the Commission directed AE to
self insure assets under construction, and further noted:

% SIR Policy, 2011-2013 GTA Appendix 3B; SIR Claim (Milo Area Incident), Appendix 3D; refer to information
on Transmission Line Insurance Coverage. 2011-2013 GTA, Section 25.2.5 paragraph 790 and IR from
January 2009: CG.AML-46b (Transmission line insurance quote from 2007).

Transcript, Volume 4, page 552, line 16 to page 553, line 6.

Transcript, Volume 4, page 552, lines 1 to 10.

100
101
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ATCO Electric Ltd. extend the use of the RID account to include property loss coverage for
Transmission and Distribution lines of any size under construction, excluding loss resulting
from contractor negligence. ATCO Electric Ltd., as a responsible utility operator, may
supplement the RID self-insurance coverage with negligence and property loss coverage as it
sees fit with third party insurance to cover large scale and complex construction projects
involving multiple contractors on T&D lines.'®

318. The CCA recommended that, consistent with the findings in Decision 2011-172,
AltaLink should be directed to identify and quantify, as part of its compliance filing, costs
included by SNC-ATP for carrying the requisite insurance, including all risk and builders' risk
insurance, on assets during construction. As well, AltaLink should provide an assessment on the
findings in Decision 2011-172 pertaining to the use of the SIR for assets under construction.

319. AltaLink did not comment upon this proposal. In reply, the CCA noted that in
cross-examination Mr. Frehlich indicated knowledge of the decision and that an appropriate
response would be forthcoming.**

Commission findings

320. The Commission considers the CCA’s suggestion to be reasonable because it may lead to
reductions in the cost of capital projects if self-insuring assets under construction is found to be
cost effective. Accordingly, AltaLink is directed to:

1. to identify and quantify, as part of its refiling, costs included by SNC-ATP for carrying
the appropriate insurance, including all risk and builders' risk insurance, on assets during
construction and

2. to provide an assessment on the findings in Decision 2011-172, in AltaLink’s next GTA,
respecting what ability AltaLink may have to use a combination of commercial insurance
and self-insurance for assets under construction

4.4.2.4 USA 928 — Commission expenses (hearing costs)

321. AltaLink discussed its forecast for uniform system account 928 (hearing costs) in
Section 25.2.8 of the application. AltaLink’s expenses related to cost orders issued by the
Commission in 2009 and 2010 and AltaLink’s forecast of hearing cost reserve funding over the
2011 to 2013 test period are summarized in Table 23 below:

Table 23. Hearing costs

2010
2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 928 — Commission Expenses (Hearing Costs) 1.4 0.1 2.2 0.4

Source: Application, Table 25.2.8-1

322. AltaLink noted that hearing cost reserve funding requirements may vary significantly
from year to year as a result of variations in the number and scope of regulatory proceedings
anticipated to occur in any given year. Due to costs related to this application and participation in

192 Decision 2011-172: ATCO Electric Ltd., Insurance for Transmission and Distribution Lines, Use of the Reserve
for Injuries and Damages Account, Application No. 1606634, Proceeding ID No. 872, April 27, 2011.

183 Decision 2011-172, page 10, paragraph 46.

104" Transcript, Volume 4, page 549, lines 3-6.
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the GCOC proceeding, AltaLink expected hearing cost reserve funding to peak in 2011, but
conversely requested no hearing cost reserve funding for 2013.

323. At Section 1.6.2 of the application, AltaLink indicated that it was requesting the
reconciliation and disposition of its hearing cost reserve account. AltaLink set out its
reconciliation of 2009 and 2010 expenditures to approved hearing cost reserve funding in
Table 25.2.8-1 of the application. AltaLink also summarized cost orders issued between
January 1, 2009 and December 31, 2010 in Table 25.2.8-2 of the application.

324. In argument, the CCA submitted that rather than having hearing cost reserve funding
concentrated in 2011 and 2012, the cumulative total forecast requirement for the 2011 to 2013
period ($2.6 million) should be recovered equally over each test year, or in the amount of

$0.867 million per year. The CCA submitted that its proposal to allocate equal funding into the
hearing cost reserve over three years would better match costs to each period over which benefits
are obtained.

325. Inreply, AltaLink submitted that the matching principle described by the CCA does not
apply to AltaLink’s test period hearing costs. AltaLink submitted that its funding proposal
reflects the fact that hearings to which hearing cost reserve account expenditures apply are only
anticipated for 2011. As such, AltaLink’s submitted that the CCA’s timing concerns are
inapplicable.

Commission findings

326. The Commission notes that the CCA’s proposal to spread hearing cost reserve funding
requirements over three years reflects AltaLink’s requested test period but does not reflect the
Commission’s determination in Section 2.1 to approve only a two-year test period. Regardless,
the Commission is not convinced that the hearing cost reserve amounts should be recovered
equally over each of the test years. In the Commission’s view, forecast hearing costs reserve for
each test year should reflect a reasonable forecast of the costs in each year.

327. The Commission considers that AltaLink’s hearing cost reserve funding allowance in the
amount of $2.2 million in 2011 and $0.4 million in 2012 reasonably reflected hearing related
costs anticipated at the time of filing. However, as AltaLink’s application did not anticipate the
need to file a tariff covering the period after January 1, 2013, the Commission considers that
AltaLink should be given the opportunity to provide an updated forecast of its hearing cost
reserve funding necessary to take into account the possibility that AltaLink will need to incur
costs related to the preparation of a tariff application in respect of the period after January 1,
2013. AltaLink is directed to provide an update of its hearing cost reserve funding requirements
at the time of its refilng.

328.  With respect to AltaLink’s reconciliation of the hearing cost reserve for 2009 and 2010,
while the summary of 2009 and 2010 cost orders in Table 25.2.8-2 ($1.8 million) exceeds 2009
and 2010 expenses reported in Table 25.2.8-1 ($1.4 million) by $0.4 million AltaLink has
included this excess amount as part of its forecast of hearing cost reserve funding for 2011.'®
Having noted this treatment, AltaLink’s reconciliation is approved as filed.

15 Line item: “Recovery of Prior Year Closing Balance” in 2011 funding breakdown shown in paragraph 811 of
the application.
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4.4.2.5 USA 935 - general O&M expenses

329. AltaLink described its forecasts for uniform system account 935 (general O&M
expenses) in Section 25.2.14 of the application. AltaLink explained that forecast expenses in this
account include costs assignable to customer accounts, sales and administrative expenses used in
the maintenance of property, where the book cost is included in account 390 (structures and
improvements), account 391 (office furniture and equipment), account 391.1 (computer
hardware & voice and data network equipment), account 397 (communication equipment) and
account 398 (miscellaneous equipment). AltaLink noted that general operating expense costs
represent approximately 70 per cent of uniform system account 935 costs and are primarily
driven by operating costs associated with current and/or new office space.'®

330. AltaLink explained that the forecasted increase in 2011 over 2010 general operating
expense costs for uniform system account 935 is attributable to building operating and
maintenance cost associated with acquisition of additional leased space required to accommodate
forecast staff increases for the test period in the Calgary head office location and new leased
space located in the East Edmonton area.'® AltaLink’s prior year expenditures and forecasts are
summarized in Table 24 below:

Table 24. General O&M expenses

2010
2009 Mgmt 2011 2012
Expense Actual Update Forecast | Forecast
USA 935 — General O&M expenses 1.9 2.1 2.6 2.6

Source: Application, Table 25.2.14-1

331. Inargument, the CCA submitted that AltaLink had failed to adequately justify the
forecasted increase in uniform system account 935 expenditures beyond the effects of inflation
and the cost of providing services to the additional space acquired to accommodate growth.
Accordingly, the CCA submitted that AltaLink’s requested increase should be limited to
inflation at about two per cent per year, resulting in forecast reductions of $0.3 million in 2011
and $0.2 million in each of 2012 and 2013.

332. Inreply, AltaLink submitted that the CCA’s submission that it could not find any
evidence to support increases in excess of inflation during the test years did not reflect the fact
that AltaLink had forecast substantial increases in both capital and operating expenses requiring
increased facility space that generates increased costs well beyond inflation on existing space.
AltaLink submitted that the CCA’s requested reductions disregarded contracted increases in the
cost per square foot for current and forecast lease space. AltaLink further submitted that the CCA
disregarded other operating costs within uniform system account 935 pertaining to matters other
than facility space including the hiring of a security compliance coordinator, compliance with
NERC and Alberta reliability standards critical infrastructure protection standards, and updates
to business continuity plans required by the Commission.

Commission findings

333.  The O&M cost forecast in question in this section of the decision pertains specifically to
the general operating expense component of uniform system account 935 expenditures. The

105 Application, paragraphs 853 to 854.
197 Application, paragraph 869.
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Commission finds that while AltaLink points to several additional considerations as
justifications, each of the factors cited by AltaLink is dealt with as a separate line item within
both the application and in this decision. Specifically, AltaLink’s reference to facility lease cost
differences pertains to uniform system account 931 or 931.1 and AltaLink’s references to the
hiring of a security compliance coordinator, compliance with NERC/Alberta reliability standards
critical infrastructure protection standards, and business continuity plans pertains to either
staffing or contracted manpower forecasts for uniform system account 935.

334. Noting the CCA’s observation in argument that AltaLink witness, Mr. Bartel, indicated
during cross-examination by counsel for the CCA that the additional building and operating costs
forecast in uniform system account 935 simply reflected the growth and new space.'® Given this,
and given that the additional factors cited by AltaLink in reply have been dealt with as other
revenue requirement line items, the Commission agrees with the CCA’s view that AltaLink’s
evidence fails to justify the forecast increase in this cost beyond the effect of inflation and costs
related to providing service for a greater amount of leased space.

335. The Commission has reviewed the table provided in the CCA’s argument submission at
page 30 that derives the costs associated with AltaLink’s leased space, including the additional
leased space required by AltaLink. The Commission finds that the CCA’s table accurately
accounted for all of the forecast leased space and reasonably estimated the costs of all of that
space in the absence of evidence that costs will increase beyond the effect of inflation.
Accordingly, the Commission directs AltaLink to reduce its uniform system account 935 forecast
by $0.3 million for 2011 and by $0.2 million for 2012 in its refiling.

4.4.2.6  Other general operating expenses

336.  Uniform system account 930.1 reflects the costs of advertising and related activities not
accounted for elsewhere. AltaLink explained that advertising expenditures were expected to be
for matters such as advising the public of low-level helicopter flights, scheduled outages, local

operating maintenance work, and for promoting general awareness of power line safety.'®

337. AltaLink explained that forecast expenditures for uniform system account 930.2
(miscellaneous general expense) primarily relate to credit facility fees and board of directors
fees. AltaLink estimated that approximately two thirds of uniform system account 930.2
expenditures related to credit facility fees driven by the anticipated future cost of credit. Other
uniform system account 930.2 costs were forecast to remain stable for 2011-2013.*°

338.  Uniform system account 931 (rents other than head office) includes rents for retail offices
and field offices and reflects prevailing market rates for office space at the time of lease
negotiations. Locations reflected in this account include rents to the AESO for AltaLink’s
emergency control centre, a lease for AltaLink’s existing emergency control centre located in
TransAlta facilities that will expire when AltaLink moves into the AESO location, office and
yard space leased from Fortis in Red Deer, office and yard space in Lethbridge, and new space to
be acquired in the east Edmonton/Sherwood Park area.™™

1
1
1
1

o

®  Transcript, Volume 4, page 539.

Application, paragraphs 814 to 817.
Application, paragraphs 818 and 819.
Application, paragraphs 820 to 829.

|
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339. AltaLink explained that forecast expenditures for uniform system account 931.1 (head
office rent) reflects the market rates at the time of commitments for AltaLink Place and the
Golder Building. AltaLink submitted that it was able to achieve lower head office facility rents
by not locating in downtown Calgary. AltaLink explained that the forecast increase in 2013 costs
reflects a change in ownership in one head office building and the negotiation of a new
agreement with the new landlord at a higher price.**?

340. Uniform system account 934 (IT G&A expenses) expenditures relate to IT department
activities not chargeable to a particular operating function and include support for
document/records management systems, back office systems such as e-mail, office furniture
tracking systems, and treasury and account applications use for corporate reporting.*® AltaLink
explained that the majority of the forecast increase in the general operating expense component
of uniform system account 934 reflected the adoption of new IFRS guidelines under which PC
software license costs that were previously capitalized will be now expensed.*

Commission findings

341. The Commission has reviewed AltaLink’s evidence in support of its general operating
forecasts for uniform system accounts 930.1, 930.2, 931, and 934 and considers AltaLink’s
forecasts to be reasonable. AltaLink’s general operating expense forecasts for these accounts are
accordingly approved as filed.

4.5 Right-of-way payments
4.5.1 Annual structure payments

342. AltaLink discussed its forecast of operating expenses classified as uniform system
account 567 — right-of-way payments, in Section 5.2.8 of the application. AltaLink summarized
its 2009 and 2010 expenditures and 2011 through 2013 uniform system account 567(operating
expense) forecasts in Section 5.2.8-1 of the application. AltaLink did not update its GTA test
period forecasts but moderately updated its reported 2010 expenditures in Schedule 5-2 of its
final GTA financial schedules circulated on May 1, 2011 as summarized in Table 25 below:

Table 25. Right-of-way payments (USA 567)

2009 2010 2011 2012
Actual Actual Forecast Forecast
($ millions) | ($ millions) | ($ millions) | ($ millions)
ROW payments 4.6 4.8 5.9 8.6

Source: Exhibit 123.02, Schedule 5-2

343. AltaLink explained that its increase in forecast right-of-way payments expense was due
to the addition of new structures arising from direct assign projects forecast in the application
and higher proposed per structure compensation rates.

344. AltaLink filed evidence prepared by Serecon Valuations Inc. (Serecon) as Appendix 15.1
(Serecon report) to the application. In a cover letter, Serecon indicated that the report was
prepared to assist AltaLink with the establishment of annual compensation rates for five types of

12 Application, paragraph 830 to 835.
13 Application, paragraph 836.
14 Application, paragraphs 848 to 852.
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transmission line structures, taking into account estimates for loss of use and averse effects, and
subsections 25(1)(c) and (d) of the Alberta Surface Rights Act.

345. Based on the Serecon report recommendations, AltaLink proposed to increase structure
payment rates by approximately four per cent per year from 2010 to 2011 and by approximately
the same amount in each of the two remaining years of the 2011 to 2013 test period."® AltaLink
also submitted that the increase in the cost of right-of-way payments was even greater because of
the renewal of expiring five year contracts that were previously set at much lower per structure
rates.

346. Additionally, AltaLink submitted in argument that it had considered the recent

Surface Rights Board (SRB) decision of AltaLink Management Ltd. v. Sproule™® (Sproule
decision) which found $500 per structure to be appropriate compensation for intangible adverse
effects and which found AltaLink’s 2009 per structure payment levels to be 25 per cent below
levels set by the SRB for that year. AltaLink submitted that the SRB’s findings in the Sproule
decision confirmed that the AltaLink per structure compensation rate set out in Table 5.2.8-2 of
the application was fair and reasonable for revenue requirement determination purposes.

347. AltaLink further submitted that its proposed per structure compensation rates reflect
differences between the compensation provided to landowners for oil and gas facilities. For
example, AltaLink noted that, unlike oil and gas facilities, AltaLink compensates landowners for
the cost of controlling weeds around structures.

348. Inits argument, the CCA submitted that AltaLink’s response to AUC.AML-009"
suggests that its per structure rates are escalating by between two per cent to four per cent per
year as compared to 2010 levels. However, the CCA submitted that AltaLink’s response is
misleading since it fails to point out changes in the composition of its structure payment regime,
including:

e the increase of 240-kV single-circuit structures to the same levels 240-kV
double-circuit structures

o the creation of a new category called 240-kV “high capacity” structures to be
compensated at the same rate as 500-kV structures

e the treatment of 138-kV two-pole structures as equivalent to 240-kV two-pole
structures

349. The CCA submitted that the above noted changes in the composition of AltaLink’s
structure payment regime have the effect of significantly increasing annual structure payment
costs. In addition, the CCA submitted that AltaLink had tried to mask increases arising from
these changes by simply claiming that it had applied a four per cent increase in annual structure
payment rates for 2011, 2012, and 2013 on the basis of guidance provide in the Serecon report.

350. The CCA submitted that while AltaLink would have the Commission believe that the
SRB required it to increase annual structure payment rates to reflect intangible adverse effects,

115 Application, paragraph 401.

118 Exhibit 35.01.IPPCAA-1021, IPPCAA-AML-8(a-b); AltaLink Management Ltd. v. Sproule et al, SRB
Decisions 2011/0097, 2011/0098, 2011/099, 2011/0100, 2011/0101, 2011/0102, 2011/0103, 2011/0104,
2011/0105; Transcript, Volume 4, page 613, lines 10 to 18.

17 Exhibit 43.02.
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AltaLink misrepresented the SRB’s consideration of intangible adverse effects in both the
decision concerning AE’s compensation to a landowner in the SRB decision of AE Ltd. v. Fallis
(the Fallis decision)™® and the Sproule decision.

351. The CCA submitted that for its next reconciliation of its annual structure payments
deferral account, AltaLink should be required to provide additional evidence of its efforts to
mitigate annual structure payment rates on behalf of rate payers. Specifically, the CCA submitted
that the Commission should direct AltaLink to:

e provide atable clearly showing year to year escalation of annual structure payment
rates over last six years

e provide summaries of positions taken by AltaLink, including offers made to
landowners in specific years

e provide descriptions of all matters where annual payments made by AltaLink have
been determined by the SRB

e provide any evidence filed by AltaLink in the above noted SRB proceedings

¢ provide all decisions of the SRB, or if SRB decisions are pending at the time of
AltaLink’s deferral account application, the expected date of the SRB’s decision

352. The CCA submitted that an AUC process involving SRB participation, which should
include an information request process and an oral hearing, should be held to deal with the
above.

353. Inreply, AltaLink noted that, as recounted by Mr. Frehlich during cross-examination,
AltaLink’s approach to right-of-way payments attempts to reflect amounts that are fair rather
than reflecting the minimum amount that AltaLink could negotiate with land owners.*® AltaLink
submitted that its approach is consistent with the Commission’s finding in Decision 2009-151
that revenue requirement allowances for annual structure payments should reflect the amount
reasonably expected to accrue through meaningful negotiations between AltaLink and affected
landowners.**

354. AltaLink disagreed with the CCA’s recommendation that it should be directed to prepare
a more robust reconciliation of its annual structure payment deferral account, including
supporting historical information and evidence used in SRB processes. In addition, AltaLink
submitted that the benefits of the CCA’s request that the SRB be involved in an AUC proceeding
were unclear and that the CCA’s request lacked a legal basis. AltaLink noted that pursuant to
sections 23 and 25 of the Surface Rights Act, the SRB has jurisdiction to determine compensation
in instances where it utilizes right-of-entry orders to secure land rights. Therefore, as it is legally
obligated to follow any SRB compensation decision, AltaLink submitted that it will adjust its
annual right-of-way payments to accord with any material SRB compensation decisions.

355.  AltaLink submitted that it is clear that the annual structure payment rates used in its GTA
forecasts incorporate compensation for intangible adverse effects well below the $500 per
structure compensation that the SRB found in the Sproule decision. AltaLink noted that the
Serecon report found that compensation for intangible adverse effects for dryland cultivated
lands (the most common land use) range from $65 to $550, averaging $313 per structure.

1% ATCO Electric Ltd. v. Fallis,SRB Decision 2009/0128;
19 Transcript, Volume 4, pages 615-616, cited at paragraph 140 of AltaLink reply.
20 Decision 2009-151, paragraph 244, referenced at paragraph 140 of AltaLink reply.
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356. In conclusion, AltaLink submitted that it presented clear and uncontested evidence that
its proposed annual structure payment compensation rates are fair, reflect impacts to landowners,
and are set at rates below those recently awarded by the SRB in the Sproule decision. As such,
AltaLink submitted that the Commission has sufficient evidence to approve its annual structure
payment rates as submitted.

Commission findings

357.  The Commission’s assessment of AltaLink’s proposed annual structure payment regime
and the resulting costs encompasses the following primary issues:

o the impact of Section 46(2) of the Transmission Regulation on the Commission’s
discretion to make adjustments to AltaLink annual structure payment proposals

e whether AltaLink’s requested increases in annual structure payments have been
presented in an incomplete or otherwise misleading manner

e the reasonableness of AltaLink’s general approach towards setting annual structure
payment rates

¢ the interpretation and effect of SRB decisions
AltaLink’s proposed annual structure payment rates for the test period, and the
consequential impact on AltaLink’s general operating expense forecast for uniform
system account 567

e the CCA’s proposals for additional information to be filed by AltaLink with future
applications for reconciliation of its annual structure payment deferral accounts

358. The Commission discusses each of these issues under separate subheading below.

Section 46(2) of the Transmission Regulation
359.  Section 46(2) of the Transmission Regulation provides as follows:

(2) The Commission must consider that payments that are included in a TFO’s
tariff made by a TFO to an owner or occupant of land pursuant to any agreement
between the TFO and the owner or occupant that

(a) grants the TFO the right of entry in respect of the surface of the land, or

(b) provides for compensation resulting from or related to the use of the land
for the purposes of locating transmission facilities on it,

are prudent unless an interested person satisfies the Commission that the
payments are unreasonable.
AR 86/2007 s46;255/2007

360. Section 46(2) requires the Commission to consider payments to landowners or occupants
to be prudent unless proven otherwise by an interested party.

361. Interveners have expressed concerns on behalf of rate payers regarding the annual
structure payment levels paid by AltaLink in the current proceeding as well as in AltaLink’s
2007-2008"* and 2009-2010** GTA proceedings. Since the CCA, as an interested party, has

21 Decision 2007-012, pages 44 to 48.
122 Decision 2009-151, pages 39-43.
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expressed these concerns, the Commission considers that Section 46(2) does not preclude it from
reviewing the reasonableness of Altalink’s proposed structure payment regime or the
compensation rates that AltaLink proposes to pay for specific classes of structures.

AltaLink presentation of annual structure payment requests in the application

362. The Commission does not find AltaLink’s presentation of its right-of-way payments
forecast to be intentionally misleading. The Commission understands that AltaLink is proposing
both general increases in annual structure payment rates and increases in costs arising from the
reclassification of certain types of facilities into a different annual structure payment rate class.

363. However, the Commission considers that an understanding of the compensation provided
to landowners through easement payments contributes to the Commission’s ability to assess the
reasonableness of annual structure payment rates. As such, to the extent that AltaLink is
proposing increases in annual structure payment rates, the Commission considers that the
absence of any discussion of easement payments in the application to be a deficiency of the
application.

364. Inview of this concern, the Commission directs AltaLink to expressly advise the
Commission of any changes to easement payments offered to landowners when presenting any
proposals for revisions to annual structure payment rates in its next GTA.

AltaLink approach to annual structure payment rate structure and levels

365. The Commission’s task in this proceeding is to determine reasonable amounts to be
included in AltaLink’s revenue requirements for 2011 and 2012 for right-of-way payments. The
Commission does not address or determine actual landowner compensation as this function
would be outside its jurisdiction.

366. Nevertheless, the right-of-way payment discussion and debate in this proceeding has
continued to focus around the appropriate compensation to be paid by AltaLink to landowners
for having electric transmission structures placed on their land. This is understandable given the
strong linkage between right-of-way payment revenue requirement amounts and the actual
compensation to be paid to landowners. Indeed, in its own analysis of this issue the Commission
may also from time to time make reference to compensation. Such references should not be taken
to infer any finding by this Commission as to the appropriate compensation levels to be paid by
AltaLink to any particular landowner. Nevertheless, when determining a reasonable annual
amount to be included in AltaLink’s revenue requirement, the Commission is mindful that the
totality of the amount must be sufficient to allow meaningful negotiations to proceed between
AltaLink and landowners impacted by the placement of transmission structures.

367.  Only land owners who are offered compensation for structures located on their land at an
amount that they are convinced is less than what they could achieve from a decision before the
SRB are incented to initiate proceedings before that body.

368. When assessing compensation payments, such as annual structure payments, the SRB
may consider rates negotiated by other landowners to establish a “pattern of dealings” which
may, in turn, incent other landowners to seek to increase their annual structure payment rates by
requesting a review by the SRB. This cycle can contribute towards upward pressure on
compensation rates. Given this potential, the Commission considers it necessary that utilities be
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aware that a failure to recognize and respond to this pressure could, at some point, expose it to
the risk that its offers to land owners may be found to be imprudent.

369. While AltaLink submitted that it must assess the probability and cost of SRB proceedings
against the cost of general increases to its offered annual structure payment rates, the
Commission must also consider the extent to which higher rates offered by one utility may be an
impetus for landowners to challenge lower rates offered by other utilities. The Commission
considers that this concern was manifest in the Fallis decision, in which landowners impacted by
AE transmission facilities sought to have their compensation increased largely on the basis that
the higher rates offered by AltaLink had established a pattern of dealings.

370. The Commission shares some of the concern of the CCA that the outcome of the Sproule
decision was partially influenced by the fact that AltaLink included compensation for intangible
adverse effects in the offer presented. Given that a SRB proceeding had been initiated, it is not
clear how AltaLink’s proposal to offer intangible adverse effect compensation in that case
benefitted rate payers.

371. Inthe Sproule decision, the SRB accepted the lower range compensation proposal
presented to it by AltaLink, which happened to include an allowance for intangible adverse
effect compensation. Although the SRB’s decision in the Sproule decision occurred at a later
time, the Commission finds the outcome in that case to be at odds with the SRB’s determination
in the Fallis decision, in which the SRB did not consider higher AltaLink annual structure
payment rates as the basis for increasing annual structure payment rates offered by AE.

372. In light of the forgoing, the Commission is not convinced that the Sproule decision
represents a precedent that would require AltaLink to make a general allowance for intangible
adverse effects at levels approaching the amounts accepted in the Sproule decision in order to
avoid the costs associated with SRB proceedings. As noted by the SRB in Fallis, the SRB’s role
is to determine a rate of compensation specific to the circumstances of the case before it and not
to set rates for a wide range of situations.

AltaLink right-of-way forecast

373. Notwithstanding, the Commission finds that the CCA has not raised a sufficient doubt as
to the reasonableness of the structure payment rates proposed by AltaLink, which were based on
the Seracon study. Having considered all of the above, the Commission is satisfied that the
annual structure payment rates proposed by AltaLink in the application are reasonable for the
purposes of determining its forecast of right-of-way payment expense for 2011 and 2012.

374. In consideration of the findings of the Commission in Section 6.1 which directs AltaLink
to reforecast its direct assign program in its refiling, the Commission directs AltaLink to provide
a revised right-of-way payment forecast to correspond with this revised direct assign forecast.

Changes to annual structure payments deferral account process

375.  Consistent with findings in the last two AltaLink GTAs, the Commission remains of the
view that the cost of annual structure payments is subject to sufficient uncertainty, and is
sufficiently beyond AltaLink’s ability to control to warrant the continuation of deferral account
treatment for this expense.
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376.  As discussed above, the Commission agrees with the views of the CCA that,
notwithstanding the continued existence of a deferral account, AltaLink has a duty to ensure that
all annual structure payment costs incurred have been incurred prudently. As such, AltaLink’s
annual structure payment costs may be subject to disallowance if it can be established that
AltaLink did not act prudently in either negotiations or in representations before the SRB.

377. The Commission does not consider that the CCA has demonstrated a sufficient basis for
concern regarding AltaLink’s actions with respect to annual structure payment costs to require
AltaLink to provide the additional filings sought by the CCA for future AltaLink annual structure
payment deferral account reconciliation applications. This finding does not preclude any party
from seeking additional information through discovery, should it choose to intervene in future
annual structure payment deferral account reconciliation proceedings.

4.5.2 Easements

378. AltaLink did not discuss easement payments in the application. However, AltaLink
provided substantial information on easement payments in response to certain information
requests and subsequent questions posed in the GTA proceeding.

379. Inits response to IPCAA.AML-020, AltaLink provided additional information on several
types of easement payments outlined in AltaLink brochures circulated to landowners who could
be impacted by AltaLink transmission projects. The principal easement payments discussed in an
AltaLink brochure filed during the GTA proceeding are summarized in Table 26 below:

Table 26. Summary of AltaLink easement programs

Program Amount offered

Early access and routing consent payment | $10,000

Per title entry fee payment $250-$5000

Minimum general disturbance payment $1500

Land damages payment $5000 (estimated per km)
Easement Fair market value per acre
Signing fee $50

Source: Prepared from Exhibit 182.01

380. AltaLink’s easement programs were the subject of questioning by Commission counsel
during the oral hearing.'?

381. Inargument, AltaLink submitted that its practice of offering a $10,000 early access and
consent payment is beneficial because it helps to avoid time consuming and expensive objections
to permit and license application and/or SRB proceedings. AltaLink explained that the early
access facilitated by these payments provides a number of benefits to rate payers, including:

o the facilitation of geotech surveying, environmental field surveys, traditional land use
surveys, and historical resource surveys

o benefits related to reduced scheduling concerns, reduced hearing costs, and reduced
overall project costs

¢ the avoidance of approximately $35,000 to $50,000 in extra costs per land owner if
landowners do not intervene in the permit and licence hearing process

2 Transcript, Volume 7, pages 1151 to 1179.
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e the avoidance of of approximately $25,000 to $30,000 per landowner associated with
SRB hearings

382. In addition to the above, AltaLink submitted that, due to the added possibility of earlier
in-service dates thereby avoiding cost escalation, AltaLink’s early access payments have the
potential to achieve additional benefits in the range of $10 million per project. AltaLink noted
that it filed AltaLink undertaking 44,"** which showed how the benefits associated with its
various easement programs were calculated.

383. No interveners addressed easement costs in argument or reply.

Commission findings

384.  While forecast easement costs were not specifically provided in the application, evidence
filed during the hearing indicates that Altalink’s expected expenditures on various types of
easement payments will be significant. For example, in AltaLink’s response to
IPCAA.AML-020(g),"” it estimates that the total cost of easements for two projects (Heartland
and the Western Alberta Transmission Line) will be $65 million.

385. AltaLink’s proposed early access and routing consent payment program appears to be
substantially similar, both in its intent and its structure, to the “early access and resolution
agreement” (EARA) payments proposed in AE’s 2011-2012 transmission facility owner tariff
application in Commission Decision 2011-134.'%

386. As with the Commission’s disposition of the AE EARA proposal in Decision 2011-134,
the Commission finds that insufficient information was provided during this GTA proceeding to
determine whether AltaLink’s early access and routing consent payments will be effective in
reducing the time and expense of obtaining right-of-way agreements with landowners. As such,
while the Commission has not removed amounts related to AltaLink’s early access payments or
other easement costs from AltaLink’s direct assign projects forecast, the Commission considers
that AltaLink bears the obligation to demonstrate the prudence of its easement payments when
the prudence of completed direct assign project expenditures are reviewed in future DACDA
applications.

387. The Commission directs AltaLink to provide a complete schedule showing the amounts
of each type of easement program paid with respect to specific projects in its next and all future
DACDA applications.

4.6 Taxes other than income taxes

388.  AltaLink discussed its forecast for taxes other than income taxes in Section 5.4 of the
application. AltaLink engaged municipal property tax assessment consulting firm AEC
International to prepare its 2011-2013 property tax forecast. This report was filed as

Appendix 10 to the application. AltaLink’s forecast taxes other than income taxes expenditures
of $22.5 million and $27.1 million in each of 2011and 2012. Table 27 below summarizes the
details of AltaLink’s forecasts and prior year results.

124 Exhibit 214.01.

125 Exhibit 47.01.

126 Decision 2011-134; ATCO Electric Ltd., 2011-2012 Phase | Distribution Tariff, 2011-2012 Transmission
Facility Owner Tariff, Application No. 1606228, Proceeding ID No. 650, April 13, 2011.
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Table 27. AltaLink property and business tax actuals and forecast

2010
2008 2009 2009 Mgmt 2011 2012
Actual Forecast Actual Update Forecast Forecast

Transmission lines 8.2 8.5 7.0 8.3 9.4 9.8
Substations 7.0 7.6 7.8 8.0 11.2 15.0
Tele-control 0.6 0.6 0.6 0.6 0.7 1.1
Buildings/Structures 0.2 0.2 0.2 0.2 0.2 0.2
Land 0.7 0.7 0.7 0.8 0.8 0.8
Subtotal 16.7 17.6 16.3 17.9 22.3 26.9
Business tax 0.1 0.1 0.2 0.2 0.2 0.2
Total 16.8 17.7 16.5 18.1 22.5 271

Source: GTA, Table 5.4.1-1

389. Inargument, AltaLink noted that no contrary evidence or questions were filed by
interveners and that it sought the continuation of a deferral account to reconcile any differences.
As such, AltaLink submitted that its forecast of taxes other than income taxes should be
approved as filed.

Commission findings

390. AltaLink’s requested revenue requirement allowance for taxes other than income taxes
rises significantly from amounts approved in AltaLink’s prior GTA.

391. While AltaLink indicated in argument that it seeks the continuation of a deferral account
to reconcile any differences, the Commission considers the manner in which this request was
disclosed during the proceeding to be of concern. In this regard, the footnote to AltaLink’s
argument referencing AltaLink’s request for a continuation of deferral account treatment is to a
cover letter to AltaLink’s April 21, 2011 update to its GTA financial schedules rather than to the
application.”” In that document, AltaLink’s discussion of taxes other than income taxes is
comprised exclusively of the following paragraph:

AltaLink did not update taxes other than income taxes forecast. The cumulative impact of
the update to direct assign capital forecast on taxes other than income taxes over the three
year test period was not significant. Any differences will be reconciled in the deferral
account process. [emphasis added]

392. AltaLink does not discuss its request for deferral account treatment in any respect in the
discussion of taxes other than income taxes in Section 5.4 of the application, in Appendix 10, in
Section 31.12 or in Section 1.6 of the application, which describes deferral and reserve accounts
requested in the application. Given the absence of any references to a request for deferral account
treatment of AltaLink’s taxes other than income taxes forecast within the application, the
Commission considers that AltaLink did not specifically disclose its request for deferral account
treatment of taxes other than income taxes expense until April 21, 2011.

393. As AltaLink has provided limited detail as to the nature of the deferral account treatment
during this proceeding, the Commission directs AltaLink to confirm, at the time of its refiling
application, that the deferral account treatment proposed for taxes other than income taxes will
be identical to the treatment of AltaLink’s 2009 taxes other than income taxes deferral account

121 Exhibit 106.01.
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within the proceeding leading to Decision 2011-122."* If this cannot be confirmed, AltaLink is
directed to provide a full description of any differences at the time of its refiling. AltaLink is
further directed to clearly indicate in its next GTA whether it requests continuation of a deferral
account for taxes other than income taxes and if so, to provide a complete description and
rationale for deferral account treatment of this cost.

394. Asillustrated in Table 28 below, AltaLink’s results over the period 2007 to 2010
suggests a tendency to over-forecast this cost.

Table 28. AltaLink taxes other than income taxes - forecast vs. actual analysis

2007 2008 2009 2010
GTA forecast ($ millions) 17.5 204 17.7 19.0
Actual ($ millions) 15.3 16.8 16.5 18.1
Difference ($ millions) 2.2 3.6 1.2 0.9
Over-forecast as % of actual 14.38 2143 1.27 4.97

Source: Prepared from various sources

395.  Given this history, the Commission approves the continued application of a deferral

129

account and the forecast as filed for the 2011-2012 test years.

5 Revenue offsets

396. AltaLink discussed its revenue offset forecasts in Section 8 of the application. AltaLink
explained that the revenue offsets applied against the revenue requirement related to either fixed
contracts or variable labour contracts for services provided to affiliates.

397. AltaLink noted that while the revenue offset forecast provided in financial Schedule 8.1
includes $0.2 million in each of 2011 and 2012 for revenues associated with third-party capital
work as required by Decision 2009-151, AltaLink could not support the forecast for this revenue
stream because third-party capital work is triggered by external parties at time of need. AltaLink
also noted that consistent with Decision 2010-292™ (in respect of AltaLink’s 2009-2010 GTA
refiling), its contracted manpower forecast did not reflect anticipated increases in third party
capital revenues.

128 Decision 2011-122: AltaLink Management Ltd., Reconciliation of 2009 Deferral Accounts, Application No.
1606677, Proceeding ID No. 897, April 1, 2011.

129" 2007 and 2008 forecast amount from Decision 2007-012, page 42. 2007 actual amount from Decision
2009-151, paragraph 656, 2008 actual from GTA table 5.4.1-1. 2009 and 2010 GTA forecast amounts from
paragraph 255 of Decision 2009-151.

130 Decision 2010-292: AltaLink Management Ltd., Refiling Pursuant to Decision 2009-151 and Decision
2009-216, Application No. 1605764, Proceeding ID. 439, June 23, 2010.
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398. A breakdown of AltaLink’s test period revenue offset forecast and prior -year amounts is
shown in Table 29" below:

Table 29. Revenue offsets

2008 2009 2010 2011 2012
Actual Actual Update Forecast | Forecast

Affiliates & Inter-Affiliates 04 0.4 04 0.3 0.3
FortisAlberta services/agreements
- Telecommunication System
Services
- Joint pole use
- Miscellaneous services (amounts
less than $100,000) 3.8 3.8 3.8 3.8 3.8
TransAlta services/agreements
- First nation transmission services
- Telecommunication services
- General business services

- system control services

- meter data services

- maintenance and technical

services 0.9 0.9 0.9 0.9 1.0
Lease and other revenue
- land leases
- tower leases
- Other:

- unique land and inventory sales

- ROW billings 1.5 2.2 1.9 1.3 1.3
Total third party (before 2008 capital) 6.2 6.9 6.7 6.0 6.1
Third party capital revenue in 2008 2.2
Total non-affiliate revenues 8.3 6.9 6.7 6.0 6.1
Total revenue offsets 8.7 7.3 7.1 6.3 6.4

Source: Prepared from GTA, Schedule 8-1 and application tables 8.1.1-1, 8.1.1-2, 8.1.2-1, and 8.1.3-1

399. Inargument, AltaLink submitted that its evidence demonstrated that its forecasts of
revenues from FortisAlberta and TransAlta arise from fixed price contracts created as result of
the disaggregation of the transmission and generation business and are not subject to increases.

400. In its argument, the CCA submitted that while AltaLink’s miscellaneous revenues only
seek to reflect the cost recovery of operating expenses, AltaLink does not build in a margin or
return allowance in revenues related to third party capital projects. The CCA submitted that
AltaLink should be directed to reflect an allowance for fair return in the revenue offset forecast
provided in its refiling.

401. Noting that AltaLink generated revenue of $2.2 million from capital work performed for
TransAlta in 2008, the CCA submitted that any non-forecasted revenues from capital work
would go straight to AltaLink’s bottom line. However, given that it may not be possible to
forecast third-party capital work, particularly in light of the potential for emergency repairs, the
CCA submitted that AltaLink should be directed to set up a deferral account for third party
capital revenues, to be trued up at the time of AltaLink’s next GTA.

BL Note: certain figures in Table 29 do not add due to rounding.
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402. The CCA expressed concern that because AltaLink’s contract for services provided to
TransAlta is based on a pro rating reflective of the comparative sizes of TransAlta’s and
AltaLink’s rate bases, AltalLink’s forecast of revenues from TransAlta goes down due to the fact
that AltaLink’s rate base is growing faster than TransAlta’s rate base. For rate making purposes,
the CCA submitted that AltaLink’s forecast of revenues from TransAlta should be determined by
basing it on the average of the services revenues from TransAlta earned between 2008 and 2010
and by escalating this amount by 2.1 per cent per year to reflect inflation.

403. The CCA submitted that because the AltaLink line training facility is projected to be in
service in 2011, it is unreasonable for AltaLink to forecast that it will not generate third party
revenues until after 2013. Accordingly, the CCA submitted that AltaLink should be directed to
include all revenues from use of the line-training facility as part of the revenue offset deferral
account recommended elsewhere in its argument.

404. In its argument, the First Nations submitted that because AltaLink does not provide
regulatory services to TransAlta, the portion of AltaLink’s estimate of TransAlta services
revenues related to the provision of First Nations services should be disallowed. The First
Nations also submitted that because AltaLink has no permit to operate on reserves, it is unclear
that AltaLink performs maintenance on TransAlta facilities on reserves.

405. In reply, AltaLink submitted that the capital related revenues it earned in 2008 third party
capital work created no windfall because AltaLink invoices the TFOs and DFOs to which it
provides capital related services for the exact amount of the costs incurred. Given that there is a
100 per cent offset between AltaLink costs incurred and revenues received, AltaLink submitted
that the CCA’s request to build a return allowance into its revenue offset forecast should be
dismissed.

406. Inresponse to the CCA’s request that for a deferral account for third party capital work,
AltaLink submitted that there is not only no ability to forecast this cost, but no need to do so,
since all costs incurred are directly charged to the third party.

407. AltaLink noted the divergence in views between the CCA and the First Nations (whereby
the CCA requests increasing the revenue forecast while the First Nations advocate a complete
disallowance) with respect to revenues from the provision of services to TransAlta. AltaLink
submitted that the contradictory nature of the positions supported its views that its forecast
should be approved as filed. In any event, since any increase in AltaLink’s revenues from
TransAlta will give rise to an offsetting amount of TransAlta costs under TransAlta’s tariff,
AltaLink submitted that there is no value or need for AltaLink to negotiate with TransAlta for an
increase in these revenues.

408. AltaLink submitted that because no line training facility is currently in place and only
preliminary or speculative discussions have take place with a single potential third party user of
the facility, AltaLink’s $0 forecast for the facility is reasonable and there is no need to grant the
CCA’s request for a deferral account for training facility revenues.
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Commission findings

409. AltaLink and the comments of interveners in respect of AltaLink’s revenue offsets
forecast referred to the following:

the treatment of revenues generated from capital related services to third parties
the need for a revenue offset deferral account

revenues from non-capital services to TransAlta

the need to forecast revenues for third party use of AltaLink’s line training facility

410. The Commission addresses each of these matters under separate subheadings below.

Capital related revenues

411. The Commission has considered Altalink’s explanation that it receives revenues exactly
equal to costs incurred for capital related work for third parties. The Commission considers that
to the extent that AltaLink’s ultimate end-use customers are shielded from all the costs of
providing capital project related service to third parties, there is no need for either a forecast of
capital related revenues or for an associated deferral account.

412. Having made this finding, however, the Commission is concerned that any costs charged
to third parties for capital work are completely accounted for in any forecasts of costs AltaLink
generates for its own internal requirements when preparing future GTA forecasts. To this end,
the Commission directs AltaLink to provide, for each uniform system account where costs have
been charged to third parties, a complete reconciliation of these charges at the time of its next
GTA. The purpose of the reconciliation is to ensure that any actual amounts reported by
AltaLink and used as a baseline for forward test period forecasts do not inadvertently build in an
allowance for amounts for which AltaLink received offsetting revenues.

TransAlta services revenues

413. AltaLink’s contract for services provided to TransAlta is based on a pro-rating formula
that reflects the comparative sizes of TransAlta’s and AltaLink’s rate bases. The Commission has
considered the CCA’s concern that the revenue offset allowance for AltaLink’s GTA will decline
because AltaLink’s rate base is growing faster than TransAlta’s rate base. However, the
Commission accepts AltaLink’s evidence that because revenues earned by AltaLink become a
cost to TransAlta, there is no need to direct a change in the formula so long as the forecast
revenue offset in AltaLink’s GTA is directly mirrored in TransAlta’s GTA for the same test
years.

414.  For this reason, the Commission accepts AltaLink’s forecast as filed.

Revenue from line training facility

415. The Commission notes that AltaLink first proposed a capital expenditure on a line
training facility as part of its 2007-2008 GTA. In Decision 2007-012,*** a forecast expenditure of
$4.0 million, which was to occur during 2007, was denied by the Commission’s predecessor on
the basis that AltaLink failed to provide an acceptable business case and due to concern that the

32 Decision 2007-012: AltaLink Management Ltd. / TransAlta Utilities Corporation, 2007/2008 TFO Tariff
Application, Application No. 1456797, AltaLink Management Ltd., Settlement of Self Insurance Reserve
Account for the Period May 1, 2004 to December 31, 2005, Application No. 1468229, February 16, 2007.
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facility then proposed could lead to the proliferation of duplicate facilities at other utilities. In
conjunction with these findings, the Commission’s predecessor directed AltaLink to investigate
an industry-wide solution to its training requirements that would build upon partnerships with
Alberta educational institutions.®

416. AltaLink proposed a reduced expenditure of $2.2 million in its 2009-2010 GTA and
indicated that it was committed to pursuing partnership opportunities with other TFOs and with
the Northern Alberta Institute of Technology (NAIT). In Decision 2009-151, the Commission
approved AltaLink’s forecast expenditure, but directed AltaLink to include a forecast of
revenues from third party use for the current GTA.

417. Despite its approval of the line-training facility capital expenditure in Decision 2009-151,
AltaLink reported no line training facility capital expenditures in 2008 or 2009, reported
expenditures of $0.1 million in 2010 based on management update figures, and forecast no
capital expenditures in any of 2011 through 2013 in Table 15.5-1 of the application.”* Apart
from this reference in Table 10.5-1, AltaLink did not discuss training facility capital
expenditures elsewhere in the application. AltaLink briefly discussed its plans for a line training
facility with counsel for the CCA during the oral hearing, and suggested that construction of the
line training facility would occur in 2011, but did not reconcile this statement with the
expenditure forecast outlined in Table 15.5-1.**

418. With the Commission’s decision to approve a two-year test period and in consideration of
the fact that AltaLink has not completed the facility contemplated in the 2009-2010 GTA
business case, the Commission finds it unlikely that AltaLink would be able to generate training
facility revenues during the approved test period. For the same reason, the Commission considers
that a deferral account is unnecessary.

419. However, in light of the comparatively long history of AltaLink’s proposal to build a
line-training facility and the Commission’s prior approval thereof, the Commission is surprised
by the minimal progress on this project and the limited forecast for progress during the test years.

420.  Accordingly, AltaLink is directed to provide a full update on the status of the line-
training facility, including a full reconciliation of expenditures to date and any subsequent
anticipated expenditure at the time of its refiling. In the event that it is determined after review of
AltaLink’s reconciliation that AltaLink has not made sufficient progress on this project, the
Commission may not authorize further expenditures on this project pending the approval of a
new business case to be filed with AltaLink’s next GTA.

6 Capital costs
6.1 Direct assign projects
6.1.1 Forecast capital expenditure

421. AltaLink discussed its direct assign project capital expenditure forecast in Section 10.2 of
the application. At the time of its initial December 22, 2010 filing, AltaLink forecast gross

3" Decision 2007-012, page 73.
134 Application, page 10-54.
135 Transcript, Volume 3, pages 471 to 474.
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capital expenditures totaling $4.009 billion through 2011 to 2013 towards projects with an
estimated total cost of $7.290 billion.** In an update to its GTA financial schedules filed
April 21, 2011, AltaLink revised its 2011-2013 direct assign project gross capital expenditure
forecast to $4.186 billion**’ to reflect updated forecasts for proposal to provide service (PPS)
estimates for twelve projects.’®® In its May 1, 2011 update, AltaLink further revised its
2011-2013 period direct assign project gross capital expenditure estimate to $4.214 billion.**

422. Insupport of its direct assign project capital expenditure forecasts, AltaLink filed a letter
from the AESO dated December 13, 2010 as Appendix 14 to the application. In the letter, the
AESO indicated that it had scrutinized a list of projects prepared by AltaLink in November 2010.
The letter also indicated that the AESO considered the projects described in the November 2010
list were necessary to address identified Alberta transmission system requirements into 2015 and
that the cost estimates presented in the list were deemed by the AESO to be reasonable at the
time of the letter. The AESO noted the list of projects was subject to change and that cost
projects set out in the November 2010 list may be subject to change as projects move through
their life cycle and revisions to project scope definitions provide for more accurate project cost
estimates. The AESO noted that the magnitude of changes to the project list was unknown at the
time of its letter.

423. Inthe ADC Rosenberg evidence, Dr. Rosenberg indicated that he believed AltaLink’s
direct assign project capital expenditure forecast was suspect. Dr. Rosenberg noted that while
AltaLink had forecast 2009 direct assign capital expenditure of $434 million in its 2009-2010
GTA, which AltaLink subsequently lowered to $348 million in an update, historical data filed in
the present proceeding showed that the actual amount was $305 million. Similarly,

Dr. Rosenberg submitted that while AltaLink forecast direct assign capital expenditures for 2010
of $628 million, which was subsequently updated to $700 million, in the current GTA,
AltaLink’s management update estimate indicated that AltaLink would only spend $444.5
million in 2010.

424. Even if the 2011 direct assign capital expenditure forecast is accepted, as many of
AltaLink’s projects face considerable timing uncertainty and might not proceed as quickly as
forecast, Dr. Rosenberg submitted that a 20 per cent allowance for slippage should be applied to
2012 expenditures when assessing the need for revenue enhancements.

425. In rebuttal evidence, AltaLink submitted that Dr. Rosenberg’s did not consider the causes
of historical differences or the implications of this recommendation for other parts of the
application. AltaLink noted that because capital expenditures result in capital additions, it is
wrong to arbitrarily delay capital expenditures without delaying capital additions. Because CWIP
levels drive credit metric challenges, AltaLink submitted that applying an arbitrary 20 per cent
slippage in capital expenditures would not result in a 20 per cent reduction in CWIP levels.
Furthermore, AltaLink submitted that, because net (i.e. after customer contribution) rather than
gross capital expenditures increase CWIP levels, Dr. Rosenberg is wrong not to apply a
corresponding 20 per cent reduction in contributions in his request.

1
1
1
1

w

¢ Application, Table 10.2.1-1.

Exhibit 106.03, Schedules 3-2.2011iii), 3-2.2012(iii), and 3-2.2013(jii).
Exhibit 106.01, page 3.

Exhibit 123.02, schedules 3-2.2014(iii), 3-2.2012(iii), and 3-2.2013iii).

w W w
© ®
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426. AltaLink submitted that Dr. Rosenberg’s challenge to its test period forecasts on the basis
of his review of 2009-2010 GTA forecasts is incorrect because he failed to reflect the effects that
two major projects (the West Windeau wind generation interconnection project and the 500-kV
Edmonton to Calgary project) have on the majority of the forecast to actual variance.

427. In contrast, AltaLink submitted that there should be much greater confidence in
AltaLink’s 2011-2013 direct assign capital expenditure forecast than has been the case in the past
because:

e over 75 per cent of the test period capital expenditures reflect either need approved or
CTI projects

e over 65 per cent of the capital expenditures are based on PPS stage forecasts subject
to a +20/-10 per cent accuracy range

e about 50 per cent of test period capital expenditure is based on three major projects
which will have permit and license approved within 2011

428. Given the above, AltaLink submitted that its 2011-2013 direct assign project capital
expenditure forecast was reasonable and should be the basis for Commission decision making on
the need for credit metric relief.

429. Inargument, in addition to reiterating the above, AltaLink commented on a number of

observations about its direct assign capital forecast raised during the oral hearing. In particular,
AltaLink submitted that the concerns raised by Dr. Rosenberg, based on comparisons between
AESOQ projections and its capital build, are without merit because:

e Dr. Rosenberg used a 2008 AESO fact sheet used for comparisons, while AltaLink’s
2011 to 2013 revenue requirement increases are based on 2011 revenue requirement
levels

e AltaLink’s revenue requirement forecast increase is driven by $4 billion of forecast
capital expenditures, which is only a subset of the $14.5 billion capital build of all
TFOs set out in the AESO’s 2009 long term transmission system plan

e the AESO’s forecast of capital expenditures is in 2008 dollars, while AltaLink’s
forecast is based on current dollars

e the timing of forecast capital expenditures reflected in the AESO’s fact sheet differs
from the capital expenditures reflected in the application

430. Inany event, AltaLink noted that all direct assign projects are governed by a deferral
account which reconciles forecasts to actuals on an annual basis and also facilitates the testing of
prudence for all projects.

431. Inits argument, the ADC submitted that while it argued for the application of a

20 per cent slippage to AltaLink’s 2012 direct assign forecast, AltaLink experienced historical
slippages of 12 per cent for 2009 and 37 per cent for 2010. The ADC also noted that while
AltaLink indicated in its last GTA that its 2011 direct assign capital expenditures would be
$1.02 billion, AltaLink initial 2011-2013 filing forecast this at $840 million and further reduced
this to $716.3million in its April 21, 2011 update. This is 30 per cent lower than forecast in its
2009-2010 GTA. The ADC noted that a November 2008 Standard and Poor’s report cited by
Mr. Pfeifenberger noted the susceptibility of high voltage transmission lines to construction
delays. The ADC submitted that it agreed with this assessment.
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432. Inreply, AltaLink submitted that the ADC’s reference to high voltage lines being
susceptible to construction delays represented another arbitrary recommendation that ignored the
substantial support AltaLink provided for its direct assign projects in the application. AltaLink
also expressed concern that both the ADC and the CCA ignored the fact that AltaLink’s forecast
expenditures are subject to true up in the DACDA process.

433. Inreply, the ADC noted that AltaLink observes that its $4 billion forecast is only a subset
of the $14.5 billion forecast transmission build in the AESO fact sheet. However, if anything, the
fact that AltaLink projects are only a subset of the AESO total suggests that AltaLink’s forecast
increases should be even lower. The ADC submitted that the only conclusion that can be drawn
is that the transmission build is far outstripping the increase contemplated when the AESO
formulated its expansion plan.

Commission findings

434. The Commission is concerned about an apparent discrepancy between the AESO and
AltaLink as to the degree of flexibility available to AltaLink to achieve the in-service dates for
direct assign projects set out the application. In an extract from the AESO GTA proceeding that
was discussed in the AltaLink GTA proceeding, the AESO recognized that direct assign project
expenditures set out in the AESO’s long term plan are uncertain and subject to change over
time.'*°

435. Conversely, AltaLink maintains that it has little or no flexibility with respect to available
in-service dates. Consequently, the update to AltaLink’s forecast that was provided at the request
of the Commission, did not reflect any changes to its anticipated in-service dates but for several
projects, increased the amount of the forecast cost.

436. As the issue of exactly how much, if any, flexibility for in-service dates on direct
assigned projects is available impacts the costs of these projects and in turn, the capital forecast
of the utility, the Commission considers that it is important that evidence on this issue can be
tested.

437. In consideration of the above, the Commission finds that AltaLink should provide an
updated forecast of its 2011 and 2012 direct assigned capital expenditures in the refiling
application. AltaLink is further directed to review its in-service dates for the projects included in
the updated forecast with the AESO and to reflect agreed upon in-service dates.

438. Further to the findings below in Section 6.1.2 below, the Commission may, pursuant to
Section 19 of the Alberta Utilities Commission Act, request that the AESO directly participate in
the refiling proceeding for the purposes of testing the reasonableness of the in-service dates used
in the updated forecast. In such event, the Commission may request the AESO to respond to
information requests related to AltaLink’s direct assign project forecasts.

439. Given that the Commission considers the DACDA process to be an effective mechanism
for correcting errors in forecast capital additions for direct assigned projects and given the
direction to AltaLink to provide a revised forecast of its direct assign project in-service dates in
its refiling, the Commission will not approve the 20 per cent forecast reduction suggested by
Dr. Rosenberg.

140 Exhibit 177.01
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6.1.2 AESO participation

440. Inthe ADC Rosenberg evidence, Dr. Rosenberg submitted that the AESO should be
made co-applicant in any future proceedings examining AltaLink applications for rate relief,
particularly for applications that are heavily dependent on direct assign projects.

441. Dr. Rosenberg explained that as a consequence of Alberta’s restructuring away from
vertically integrated utilities, interveners have become frustrated in their attempts to “get the
whole picture” in order to understand significant cost increases. In this regard, Dr. Rosenberg
submitted that AltaLink did not respond to certain questions posed during the GTA proceeding
on the basis that the subject matter of the questions was within the purview of the AESO, even
though the provision of the requested information could shed light on the reasonableness of
projected costs.

442. Dr. Rosenberg expressed particular concern that, while the AESO has responsibility for
determining the required in-service date for both CTI and non-CTI direct assign projects, it was
not possible to ascertain more information about in-service dates beyond what is publicly posted
on the AESO’s website. Conversely, if the AESO had been a co-applicant, it would have had to
directly respond to information requests regarding the need and timing of projects or about the
reasonableness of costs incurred or projected to be incurred by AltaLink.

443. In argument, AltaLink submitted that the AESO has responsibility for the scope and
development of major direct assigned transmission projects and that it is in continuous
interaction with AESO staff. AltaLink submitted that it prepares a PPS for the AESO which must
meet AESO requirements, including requirements respecting cost estimates. AltaLink also noted
that under AESO rules, it is required to provide regular monthly reporting and updating of PPS
documents, including cost forecasts.

444. No other interested parties commented on this matter in argument or reply.

Commission findings

445. The Commission agrees with the concern expressed by Dr. Rosenberg that the absence of
the AESO in this proceeding created difficulty for the Commission when assessing the
reasonableness of certain AltaLink forecasts.

446. As discussed above, the Commission has expressed some concern related to differing
evidence on the matter of in-service dates and whether there is any flexibility with respect to
meeting these dates. Further, AltaLink’s operating expense forecasts included significant
increases for operating FTEs, contracted manpower costs and general operating expense, in part,
on the basis that these increases were required to comply with revised Alberta reliability
standards established by the AESO. The Commission does not dispute AltaLink’s responsibility
to comply with Alberta reliability standards and no specific disallowances have been made to
AltaLink’s forecast where AltaLink asserted in its evidence that it must comply with the AESO’s
Alberta reliability standards. However, AltaLink’s estimates regarding the specific resources and
corresponding costs identified by AltaLink as being necessary to achieve this compliance, could
not be adequately tested without the presence of the AESO.

447. The Commission may request the AESO to provide evidence or otherwise participate in
future AltaLink tariff proceedings to address issues of this nature. However, in this event, the
appearance of the AESO will not be as a co-applicant, as suggested by Dr. Rosenberg.
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6.1.3 Proposed changes to DACDA processes

448. In its general evidence, the CCA proposed that several changes be made to the DACDA
process currently followed for AltaLink direct assign projects.

449.  Given the size of AltaLink’s capital program, the CCA expressed concern about the need
to enhance processes related to the prudence testing of AltaLink direct assign capital projects. In
addition, the CCA noted that, because many of AltaLink’s direct assign projects are multi-year
projects, and because the PPS estimates used as the basis for AltaLink’s direct assign capital
expenditure forecasts and are not subject to any prudence review by the Commission, there is
potential for erroneous direct assign capital expenditure forecasts to create significant
mismatches between forecast and actual revenue requirements.

450. In light of its concerns, the CCA proposed that the revenue requirement related to direct
assign projects should be determined through a separate rider to be set for each of 2011, 2012,
and 2013, with annual rider update proceedings to take place at the beginning of the third quarter
of each year.

451. The CCA explained that the primary purpose of the annual rider proceeding would be to
update AltaLink’s direct assign project expenditure forecast for the next year to reflect more up
to date information. However, in conjunction with this update, the CCA submitted that the
Commission should rule on several matters related to the assessment of the prudence of direct
assign projects. The CCA submitted that the Commission’s rulings on such matters could be
used as the basis for the AUC project cost control rule contemplated in Decision 2009-151.

452. The CCA submitted that its proposal would promote regulatory efficiency because:

e its recommended approach facilitates review and approval of prudent expenditures
before they are incurred

e aforward looking review should tend to minimize the amount of regulatory scrutiny
required in annual DACDA proceedings

e having periodic updates for direct assign project capital expenditure forecasts
minimizes the potential for mismatches between forecast and actual revenue
requirement

453. Inits rebuttal evidence,** AltaLink submitted that there is no evidence to support the

CCA’s claim that a material mismatch between its forecast and actual revenue requirement is
caused by direct assign project discrepancies as between forecast and actual results. AltaLink
submitted that, while the CCA’s proposal is complex and inconsistent with forward test year

regulation, existing regulatory processes (i.e. combination of GTA and DACDA) reasonably

addresses any revenue requirement differences that may occur.

454,  AltaLink submitted that there is no evidence suggesting that a large mismatch between
forecast and actual direct assign capital expenditures will occur because:

o the aggregate DACDA adjustment (approximately $11.0 million) over the 2004 to
2009 period represents less than one per cent of approved (cumulative) revenue
requirements over that time period

Y1 Exhibit 112.02, pages 16 and 17.
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o the aggregate variance of PPS forecasts to actual final project costs between 2004 and
2009 has averaged approximately 1.5 per cent

455.  In argument, the CCA reiterated its view that the current DACDA process would be
enhanced through ongoing testing of costs on a forecast basis, rather than relying entirely on an
after-the-fact review.

456. In its argument, AltaLink noted that the CCA’s witness, Mr. Retnanandan, had conceded
that there has not been a disallowance of costs incurred by AltaLink in respect of any project
considered in a DACDA proceeding. AltaLink submitted that existing regulatory processes
reasonably address any revenue requirement difference that may occur, and noted comments by
Mr. Frehlich that any incremental difference could be addressed through a preliminary true-up.
As such, AltaLink submitted that the CCA’s assertions regarding the potential for a material
mismatch between forecast and actual revenue requirement is not supported by the record of the
proceeding.

Commission findings

457.  The general evidence of the CCA proposed changes to the DACDA processes currently
followed in respect of AltaLink direct assign process both to improve the accuracy of AltaLink's
GTA revenue requirement forecasts and to facilitate enhancements to the assessment of the
prudence of direct assign assign projects.

458. The Commission understands that the CCA’s evidence regarding the need for suggested
changes to the GTA and DACDA processes is linked to the CCA’s concerns about the ability of
the Commission to conduct reasonable prudence assessments. However, the Commission
considers these concerns to be separate matters. Accordingly, the Commission considers the
CCA’s concerns about the adequacy of existing prudence assessment processes for direct assign
projects in Section 6.7 of this decision.

459.  With respect to the CCA’s specific proposal to establish a rider and an associated
regulatory process separate from the GTA to update and more closely scrutinize AltaLink direct
assign forecasts, the Commission finds that the process changes recommended by the CCA are
not warranted at this time because the current DACDA true-up process effectively works to
mitigate any theoretical harm to rate payers that might arise if the AltaLink direct assign capital
expenditutes forecast is ultimately found to be in error.

460. As well, the Commission has approved only a two-year test period covering 2011 and
2012 and has directed AltaLink to prepare an updated direct assign capital expenditure forecast
for these years in its refiling. As 2011 will be complete by the time the refiling is submitted, any
uncertainty regarding AltaLink’s refiled 2012 direct assign capital expenditure forecast does not
warrant the additional processes contemplated by the CCA.

6.1.4 First Nations request to suspend construction of transmission projects

461. In argument, the First Nations submitted that the AUC should suspend construction of all
projects granted under critical infrastructure legislation until such time as the Government of
Alberta consults with First Nation leaders.
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Commission findings

462. The issue presented by First Nations is outside the scope of this tariff application and will
not be considered by the Commission.

6.2 Capital replacements and upgrades

6.2.1

463. AltaLink discussed its forecast capital replacement and upgrade (CRU) expenditures in
Section 10.3 of the application.

Capital replacement and upgrade projects forecast

464. AltaLink submitted that the Commission should approve its CRU forecast because its
proposed CRU expenditures are required to:

continue to provide safe and reliable transmission service

reduce the probability of damage to equipment and property

minimize frequency and duration of outages due to equipment failure

address safety and environmental concerns outlined by legislation and regulation
ensure public and worker safety

maintain and extend asset functionality

465. AltaLink’s forecasted 2011to 2012 capital replacement and upgrade expenditures
forecasts and prior year amounts are summarized in Table 30 below:

Table 30. Capital replacement and upgrade capital expenditures, 2008 - 2012

2008 2009 2010 2010 2011 2012
Actual Actual Mgmt Up Actual Forecast | Forecast

Transmission Urgent Repairs 3.9 3.3 4.8 11.7 3.9 4.0
Transmission Planned Maintenance 17.4 19.3 21.9 25.1 284 315
Substation Planned Maintenance 19.0 254 33.0 31.6 46.1 47.2
SCADA/EMS 1.2 1.2 1.0 0.9 3.0 1.9
Meter Replacements 0.7 1.0 1.5 1.5 1.5 15
Mobile Substation - 1.5 1.5 2.3 -
Langdon SVC 6.9 18.1 3.6 2.2 6.5 -
Power System Risk Mitigation - 8.2
Transmission Line Moves 4.8 8.6 53 5.6 10.3 7.0
Vehicles 1.9 2.2 2.5 2.6 3.2 4.2
Total Capital Maintenance 55.7 79.1 75.0 82.6 105.2 105.5

Source: Exhibit 123.03, Schedule 31.2-B and Exhibit 6

466. AltaLink filed 28 business cases for each of its CRU programs and projects as appendices

to the application.'”

467. Inthe ADC Rosenberg evidence, Dr. Rosenberg noted that AltaLink’s CRU capital
expenditure forecasts for 2011 and 2012 are approximately 27 per cent higher than the 2010
expenditure amounts reported in the AltaLink’s 2010 management update figures. Dr. Rosenberg

142 Application, paragraph 591.
43 Application appendices 13.A.01 through 13.A28.
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submitted that this increased expenditure should be questioned along with the significant
increases AltaLink is requesting approval for its IT capital and direct assign projects.

468. In its rebuttal evidence, AltaLink submitted that Dr. Rosenberg’s proposal for an arbitrary
20 per cent slippage allowance in AltalLink’s forecast should be rejected because it would be
wrong to adjust capital expenditures forecast without making corresponding adjustments to
actual capital additions. Moreover, as it is CWIP levels that drive AltaLink’s credit metric
challenges, AltaLink submitted that applying an arbitrary reduction to AltaLink’s capital
expenditure forecast would not address this underlying concern.**

469. In argument, AltaLink submitted that its CRU projects cover a wide range of
transmission facilities including lines, substations, telecommunication and relays and that its
projects were undertaken to ensure that these assets continue to function and operate in an
efficient and reliable manner. AltaLink submitted that its forecasts reflected a rigorous process,
which included comprehensive business cases.

470. AltaLink noted that it based its CRU program on asset condition assessments and the risk
assessment process provided from physical inspections, field tests, performance history,
condition monitoring, industry experience and historical maintenance activities. AltaLink
submitted that no reasonable contrary evidence was provided by interveners, and noted in
particular that Dr. Rosenberg’s claim that CRUs are discretionary spending is not credible, in
light of his admission under cross-examination that he failed to read the CRU business cases
prior to giving his evidence.'*

471. No interveners commented on either AltaLink’s overall CRU forecast or on specific CRU
projects in argument or reply.

Commission findings

472. The Commission notes that while Dr. Rosenberg briefly noted the 27 per cent increase in
2011 and 2012 for forecast capital replacement and upgrade expenditures relative to 2010
management update amounts, the ADC proposal to allow for a 20 per cent slippage in AltaLink
capital expenditure forecast is primarily justified on the basis of an examination of AltaLink’s
track record for forecasting direct assign projects, rather than other types of capital expenditure
forecasts such as AltaLink’s CRU expenditures.

473. The Commission has reviewed AltaLink’s recent CRU forecasting track record in
relation to forecast expenditures for ongoing CRU programs approved in recent prior AltaLink
GTAs, as summarized in Table 31 below:

144 Note: AltaLink’s rebuttal evidence at pages 11 to 12 responds to recommendations in the ADC Rosenberg to

apply a 20 per cent reduction to AltaLink’s overall capital expenditures forecast. AltaLink’s rebuttal evidence
does not specifically address the reasonableness of its capital replacement and upgrade expenditure forecast.
Y5 Transcript, Volume 7, pages 1442 to 1443.
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Table 31. AltaLink ongoing CRU programs , 2008- 2010
2008 2008 2009 2009 2010 2010
Actual Approved Actual Approved Actual Approved
Transmission Urgent Repairs 3.9 2.5 3.3 2.9 11.7 3.1
Transmission Planned Maintenance 17.4 16.1 19.3 18.2 251 20.5
Substation Planned Maintenance 19 19.6 254 28.5 31.6 30.9
System Control Centre Upgrades 1.2 0.8 1.2 1.3 0.9 0.8
Meter Replacements 0.7 1.8 1.0 1.2 1.5 1.2
Tools & Instruments 1.4 1.9 1.8 1.8 15 1.7
Total 43.6 42.7 52.0 53.9 72.3 58.2

Source: Prepared from application, Table 10.3.1-2; Exhibit 123.03, Schedule 31.2-B; Decision 2010-409, Appendix 3,
schedules 6.3 and 6.4

474. The Commission notes that Table 31above shows that actual CRU expenditure levels
exceeded approved forecast levels in each year save for 2009. Moreover, as the amount by which
the approved 2009 forecast of capital expenditures on ongoing CRU projects is only
approximately $1.9 million above actual expenditures, the Commission considers that, on
balance, AltaLink has established a reasonable track record for ongoing CRU programs that
lends credibility to its 2011 to 2012 forecasts.

475.  The Commission notes that the final outline for argument filed by the Commission
provided a section for parties to comment on the need for specific CRU projects or expenditure
programs for which AltaLink provided business cases in the application. However, no interested
parties expressed concerns about specific CRU expenditure programs or projects in argument or

reply.

476. The Commission has reviewed all of the business cases filed by AltaLink in support of
both its ongoing CRU programs and non-recurring projects and for the most part did not find
evidence that the expenditures proposed would be imprudent. Accordingly, there is no evidence
that they should not be included in AltaLink’s CRU expenditure forecasts for 2011 and 2012.
However, the Commission has determined that AltaLink’s 2011 and 2012 capital expenditure
forecasts, on certain projects to which AltaLink’s AHAT was applied, are excessive.
Accordingly, as discussed in Section 6.2.2 below, the Commission has determined that
AltaLink’s forecast expenditures on three programs, namely: (1) lines — rebuild older wood pole
lines; (2) substation major equipment; and (3) 25-kV bus should be reduced to an aggregate
amount of $16 million in respect of 2011 and $16.6 million in respect of 2012 in AltaLink’s
refiling. These amounts reflect AltaLink’s baseline 2010 management update amount escalated
by four per cent per year for each of the test years. AltaLink is further directed to fully describe
its proposed allocation of this reduction as among these three projects in its refiling.

477. The Commission’s finding that some, but not all, of AltaLink’s CRU business cases
support and can be used as the basis of AltaLink’s aggregate CRU expenditure forecast for GTA
purposes does not supplant AltaLink’s need to file either a facilities application or a Letter of
Enquiry application for the approval to construct and operate some CRU facilities. The filing
requirements are outlined in the Hydro and Electric Energy Act and AUC Rule 007: Applications
for Power Plants, substations, Transmission Lines, and Industrial System Designations.
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6.2.2 Asset health assessment tool (AHAT)

478. In Section 10.3 of the application, AltaLink provided a description of an asset risk
management framework or AHAT that it developed for its 2009-2010 GTA to assist its decision
making for capital replacement and upgrade expenditures. AltaLink explained that its asset risk
management framework attempted to address the complex task of quantitatively measuring the
condition of the diverse and large number of assets it operates, and to support decision making
on asset replacements and/or upgrades by considering the probability and consequences of asset
failures.

479. AltaLink noted that the Commission had commended its work in advancing its asset
management process in Decision 2009-151."° AltaLink also noted that the Commission’s
findings in that decision included directions for AltaLink to estimate the cost of extending its
asset assessment framework to all of its asset classes and to provide a time frame for doing so
within its 2009-2010 GTA refiling. AltaLink submitted that it had complied with these directions
in its 2009-2010 GTA refiling application.

480. AltaLink explained that while it had described its plans for the application of the AHAT
to circuit breakers, lines, and transformers in the 2009-2010 GTA refiling, the AHAT
assessments for these asset classes would be limited in nature due to the need to use existing
resources and information technologies. However, AltaLink indicated that it expected to
incorporate a more detailed analysis of AHAT implementation in its next GTA.

481. In a major subsection of Section 10.3 of the application, AltaLink provided updated risk
management framework assessments for circuit breakers, transmission lines, transformers, and
circuit breakers. AltaLink assessed the consequence of failure and the probability of failure
against a rating framework that set out to establish a weighted risk assessment score using
criteria and weightings specific to each asset class devised by AltaLink.

482. AltaLink forecast that both incremental capital expenditures and incremental operating
costs would be required to further evolve its AHAT process during the 2011 to 2013 period.
AltaLink explained that the forecast capital expenditure related to IT development costs was
included as part of its IT software — non-SAP capital expenditure forecasts, and would require
various expenditures on third party software and various project management and other labour
resources. AltaLink also filed a business case in support of the Asset Management Information
System expenditures as Appendix 13-C04 of the application. AltaLink’s forecasted AHAT
related IT capital expenditure in 2011 and 2012 is summarized in Table 32 below:

Table 32. AHAT related IT capital expenditures

2011 2012
Asset Health Assessment Tools 0.2 1.3
Asset Mgmt Information System 0.5 1.1
Total 0.7 24

Source: Application, Table 10.4.3-1

483. In Section 5.2.7 of the application, AltaLink’s description of forecasted 2011 to 2013
FTE additions for uniform system account 566 includesd a total of seven additional FTEs by

8 Decision 2009-151, paragraph 345.
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2013, in support of AHAT advancement. AltaLink explained that the forecast FTE additions
were required for:

o risk assessment implementation, evolution, analysis and reporting

o the establishment and optimization of long-term asset replacement and maintenance
strategies and programs

¢ reliability and performance analysis and reporting
asset lifecycle cost, performance and risk analysis

e GTA support, including business case development*’

484. AltaLink summarized its AHAT initiatives in argument, and highlighted the comment of
Mr. Bartel that AHAT facilitated the optimized allocation of capital investments in relation to the
risk of the assets,**® and the comment of Mr. Frehlich that the implementation of AHAT would
assist AltaLink in avoiding degradation in it performance indicators.'*

485. In its argument, the UCA submitted that is concerned with finding a reasonable balance
between developing analytical tools to assess equipment failure and the cost of implementing
and maintaining such systems. The UCA noted that the Commission left the question of this
balance open to the current GTA.

486. The UCA noted that at the time of AltaLink’s 2009-2010 GTA refiling application,
AltaLink had only committed to provide risk assessment frameworks for circuit breakers,
transmission lines and transformers, but had surpassed these commitments in the current GTA by
including risk assessments for 25kV buses as well. While the UCA submitted that it supported
AltaLink’s efforts to provide these risk assessments, the UCA expressed concern that
incremental costs in the form of seven operating FTE additions, five capital FTEs, and other
costs associated with its proposed AHAT related IT projects could offset the anticipated benefits.
The UCA also noted that while AltaLink’s business case for its Asset Management Information
Program project indicates that AltaLink anticipates substantial benefits, AltaLink did not identify
staff reductions or operating savings in its test period forecasts.

487. The UCA noted that Mr. Bartel indicated that AltaLink had been “begging, borrowing,
and stealing from existing operating staff”**° to complete AHAT assessments on a manual basis,
and submitted that AltaLink had failed to reconcile these positions with FTE positions approved
in Decision 2009-151 with the 15 FTE added during 2010 or with the job descriptions for

7.8 FTEs AltaLink added between January 1, 2011 and March 31, 2011.

488. In closing, the UCA submitted that AltaLink:

e had failed to addressed concerns it raised during AltaLink’s 2009-2010 GTA about
the transparency and cost of its approach to asset management

¢ did not address concerns addressed by the Commission in earlier proceeding
did not justify the additional expenses it sought to recover and

147
148
149
1

Application, paragraph 322.

Transcript, Volume 6, page 1088.
Transcript, Volume 6, page 1089.
Transcript, Volume 6, pages 1090 to 1091.

o
o
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e did not provide a link between the plans, process and approvals arising from the
2009-2010 proceeding with the “grand enterprise system” it applied for in the current
GTA

489. Given these concerns, the UCA submitted that the Commission should only approve one
additional clerk FTE in 2011, one additional analyst FTE for 2012, and one additional analyst
FTE for 2013. The UCA submitted that the balance of AltaLink’s requirements could be filled
from existing resources.

490. Inreply, AltaLink submitted that the UCA’s opposition to the seven FTE additions is
based on an incorrect assessment that (1) AltaLink did not demonstrate tangible gains, and (2)
AltaLink has already added the FTEs required for AHAT. AltaLink submitted that the evidence
provide by Mr. Frehlich and Mr. Bartel that AHAT assists with the optimization of life-cycle
cost, performance, and risk was not challenged during the proceeding. AltaLink submitted that
while the application provided full support for its request for seven operating FTEs, the UCA’s
assessment that not all of the requested FTEs are needed was flawed because the UCA
erroneously tied the FTEs to the AMI capital business case.

491. AltaLink submitted that the case for the operations FTEs was fully documented in the
application, and also submitted that the UCA’s claim that the seven FTEs had already been
added was also incorrect because these positions were not filled through prior regulatory
proceedings. Given the increasing scope and complexity of asset management and its critical
role, AltaLink submitted that the UCA’s challenges to the seven requested FTE additions should
be dismissed.

Commission findings

492. The Commission considers that the assessment of AltaLink’s AHAT initiative involves
the following matters:

e the interpretation of Commission directives related to AHAT, and AltaLink’s
compliance therewith

e the Commission’s assessment of AltaLink’s updated risk assessment framework
analysis for circuit breakers, transmission lines, transformers and 25 kV buses
the reasonableness of AHAT related FTE additions proposed by AltaLink

o the reasonableness of AHAT related IT capital expenditures

493. The Commission addresses each of these matters under separate sub-headings below.

Status of compliance with Commission directions related to AHAT
494. In Decision 2010-292, the Commission found:
91. The Commission finds that AltalLink has not complied with the Commission’s

directive to provide an estimate of the cost of extending its asset health assessment
framework to all of its major capital maintenance programs. [...]"*

1 Decision 2010-292, paragraph 91.
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495.  Having made this finding, the Commission continued as follows:

92. Although AltaLink has not provided an estimate of the cost of extending its asset
health framework to all of its CRU programs, the Commission is persuaded that this
deficiency is not sufficient to require AltaLink to provide further follow-up in the context
of its forthcoming Second Refiling.

93. Rather than providing the requested estimate of the cost of extending its asset health
assessment framework to all of its asset classes, AltaLink instead provided a forecast of
the incremental labour and IT cost of refining its asset health assessment framework to
lines, transformers, circuit breakers, and 24 kV busses. AltaLink’s forecast cost for these
activities is a matter for consideration in AltaLink’s next GTA. Accordingly, the
Commission has not assessed the reasonableness of AltaLink’s forecast at this time.

94. With respect to the third of the four main elements of Directives 30 and 31 set out
above, AltaLink indicates that it does not intend to apply its asset health assessment
framework beyond four primary asset classes of lines; transformers; circuit breakers; and
25 kV buses because the applying the assessment framework beyond these classes
“...becomes costly as many of these assets are not set up and tracked individually in
AltaLink’s systems and thus the associated data required to analyze [are (sic “or”’)] not
available.”[31]

95. he Commission makes no finding at this time regarding AltaLink’s indication that its
asset health assessment framework should not be extended beyond the four primary asset
classes it has identified. AltaLink’s proposal to only target its asset health assessment
framework to asset classes representing approximately 70 percent of the value of its
existing assets is clearly at odds with the Commission’s direction to provide a proposal
that will indicate a time frame by which most or all of AltaLink business cases for CRU
programs are be supported by a quantifiable asset health assessment framework.
However, the Commission will not require this deficiency to be remedied in AltaLink’s
Second Refiling. While the Commission makes no further direction to AltaLink to
address or explain its intention to limit the advancement of its asset health assessment
framework to asset classes representing approximately 70 percent of its rate base in its
next GTA, parties remain free to either support or oppose such a limitation in a future
AltaLink GTA.

96. With respect to the fourth element from Directives 30 and 31 set out above, AltaLink
has indicated that it is only proposing to further refine its asset health assessment
framework rather than extend its application to other additional asset classes by the time
of its next GTA. Without limitation to any subsequent decision that the Commission may
make with respect to a possible future extension of the asset health assessment
framework to new asset classes, the Commission finds Altalink’s proposed progress
targets for the period to be covered by AltaLink’s next GTA to be acceptable for the
purposes of Directives 30 and 31.

97. In summary, although certain deficiencies in AltaLink’s compliance with Directives
30 and 31 have been noted above, AltaLink does not have any outstanding obligations
with respect to these directives.
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496. The above referenced passages support a finding that, contrary to AltaLink’s statement in
the application that it complied with directions 30 and 31 from Decision 2009-151 in its
2009-2010 GTA refiling application, the Commission did not find this to be so.**

497.  While the Commission did not require correction of this deficiency in AltaLink’s second
refiling to Decision 2009-151, the Commission directed AltaLink to provide an estimate of the
cost of extending its asset health framework to all of its CRU programs in its next tariff
application. This application is the first opportunity that the Commission has had to review what
these estimated expansion costs may be if the Commission were to approve such an expansion in
scope.

498. The Commission agrees with the UCA’s observation that the AHAT related requests
made by AltaLink in its tariff application represents a significant extension of the plans for
AHAT relative to AltaLink’s representations in the past.

Risk assessment framework updates

499. The Commission has reviewed the asset health assessment frameworks prepared by
AltaLink and presented in the application for a number of asset classes. The Commission finds
these frameworks to be complete and comprehensive.

500. While the frameworks are sound, there has been limited scrutiny of the inputs that are
used. As this is just a tool, it is necessary for AltaLink to exercise its judgement regarding the
appropriate selection of inputs, without having considered the soundness of the results that come
from the inputs. The Commission is concerned that AltaLink has not presented sufficient
evidence to demonstrate that it has exercised this type of judgement or performed a necessary
level of sensitivity analysis of the results.

501. When the Commission reviews the specific programs to which AltaLink has applied
AHAT ™ the expenditures appear to have increased dramatically. The tool appears to be driving
a step-change in costs for these programs, without any justification or scrutiny beyond the
mathematical results calculated by the tool. The change in capital expenditures levels for
programs to which the AHAT has been applied is summarized in Table 33 below:

152 Application paragraph 612.
153 Exhibit 43.02, response to AUC.AML-021(a).
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Table 33. Capital expenditures on CRU programs based on AHAT assessments

2010
2008 2009 Mgmt 2011 2012 2013
CRU program Actual Actual Update Forecast | Forecast | Forecast
Lines — rebuild older wood pole lines 7.097 2.850 6.638 17.814 20.484 23.676
Substation major equipment 2.877 3.342 6.167 12.842 13.747 14.479
25 kV bus 0.312 1.752 2.523 1.871 3.779 3.941
Total 10.286 7.944 15.328 32.527 38.010 42.096

Source: Various appendix GTA Appendix 13 business cases™*

502. The AHAT is intended to be a tool to assist AltaLink in making asset replacement
decisions. However, it is a new tool and the outputs from this tool are untested. As it was
AltaLink’s evidence that AHAT was not intended to extend the service life of the assets to which
it is applied, and given that AltaLink’s reliability measures have been improving, combined with
the absence of strong evidence of major system failure, the Commission is unable to accept the
outcome generated from this tool for these CRU programs.

503. Moreover, the Commission has not been persuaded by the evidence that the significant
increase in expenditures forecast for these CRU programs is required in the 2011to 2012 test
period, particularly given concerns regarding the impact of AltaLink’s large direct assign capital
program on credit metrics.

504. AltaLink is encouraged to continue to apply the AHAT framework, however, the
Commission directs AltaLink to review its inputs and to make any necessary adjustments to the
input parameters to the model, and to undertake a qualitative assessment and analysis to support
the outputs from the AHAT model. Any such changes to the AHAT system should be outlined in
AltaLink’s next GTA.

AHAT related operating FTE additions

505. The Commission notes that AltaLink and the UCA disagree over the number operating
FTE additions that should be approved in support of AHAT initiatives. The view of these parties
with respect to specific proposed additions is summarized in Table 34 below:

Table 34. Summary of AltaLink and UCA positions on requested AHAT operating FTE additions

2011 2012 Total
AML UCA AML UCA AML UCA
Technical data and doc clerical 1 1 1 0 2 1
Lifecycle engineering clerk 0 0 1 0 1 0
Lifecycle analyst 0 0 1 1 1 1
Business regulatory analyst 0 0 1 0 1 0
Total 1 1 4 1 5 2

Source: GTA Table 5.2.7-5 and UCA argument

506. While the UCA would permit AltaLink to include one AHAT related FTE additions in
each of 2011 and 2012, the comments provided by Mr. Bartel indicate that the operational FTE
additions requested in relation to AHAT related initiatives would replace staff time that AltaLink

154 GTA Appendix 13.A.05 (rebuild older wood pole lines), tables 2-1 and 2-2; Appendix 13.A.12 (substation
major equipment), tables 2-1 and 2-2; Appendix 13.A.13 (25kV bus), tables 2-1 and 2-2.
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staff responsible for asset health assessment related activities have had to beg borrow and steal**
from other departments.

507. Mr. Bartel stated that prior to using the AHAT program, staff responsible for asset health
assessment related activities were located in other departments. Accordingly, the Commission
finds that the proposal to add FTEs to the AHAT program is essentially a re-assignment of
acitivities performed by FTEs from other departments. In the absence of evidence that asset
health assessment related activities have significantly expanded, there is no justification for these
requested FTEs. Accordingly, the request for additional FTEs for AHAT is denied.

AHAT related IT capital projects

508. AltaLink has forecast expenditures of $1.5 million for 2011 and 2012 for further
development of its AHAT and $1.6 million for 2011 and 2012 for development of an asset
management information system. The Commission understands that these expenditures are
intended to expand the AHAT program to additional asset types. Given the Commission’s
reservations about the AHAT system, as it is currently configured, the Commission does not
approve this forecast expenditure during the GTA test period.

6.2.3 Power system risk mitigation projects

509. As part of an amendment to the application filed on January 25, 2011, AltaLink filed
Appendix 13-D containing business cases for power system risk mitigation (PSRM) capital
projects. In a covering letter accompanying the January 25, 2011 amendment,**® AltaLink noted
that since the initial filing of the application on December 22, 2010, it had come to its attention
that its forecast for CRU projects had inadvertently failed to include a forecast of PSRM projects
for the 2011 to 2013 test period.

510. Also in the cover letter, AltaLink noted that in December 2009 the AESO made an
application for, among other things, a review and variance (R&V) of the Commission’s
determination within Decision 2009-151 that needs identification documents (NIDs) would be
required for projects identified as PSRM projects and for the fibre optic ground wire project
which were included within AltaLink’s 2009-2010 GTA. AltaLink further noted that in Decision
2010-147%" in respect of the aforementioned AESO R&YV application, the Commission granted
the application for an R&V, but had not yet determined a process to address the R&V by that
time.

%5 Transcript, Volume 6, page 1090.

1 Exhibit 28.01.

57" Decision 2010-147: Alberta Electric System Operator and TransAlta Corporation, Decision on Preliminary
Question on Two Applications to Review Section 2009-151, Application No. 1605680, April 6, 2010.
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511. AltaLink’s proposed PSRM project expenditures for 2011 and 2012 are summarized in
Table 35 below:

Table 35. Power system risk mitigation projects

2011 2012
Project Forecast Forecast
Calgary South Telecom 0.0 3.843
Sarcee — Springbank Telecom 0.0 0.781
Secondary Station Service 0.0 0.961
Short Circuit Breaker Replacements 0.0 0.937
Transformer Fuse Replacements 0.0 0.961
Dual DC Distribution 0.0 0.764
Total Capital Expenditures 0.0 8.247

Source: Exhibit 28.03, Appendix 13-D

512. Inargument, AltaLink submitted that the PSRM projects within its CRU forecasts are
necessary to meet reliability requirements mandated by the AESO and to manage its system.
AltaLink noted that because they do not increase throughput capacity, the PSRM projects did not
require that the AESO file a need application. However, AltaLink submitted that because the
reliability risks addressed by its proposed PSRM projects have a significant consequence to rate
payers, its forecast expenditures on PSRM projects should be considered as a prudent
requirement for sustaining the reliability of AltaLink’s existing system and should be approved
as filed.

513. The UCA submitted that in light of processes occurring in respect of PSRM projects to
date, including the granting of a Review and Variance in Decision 2010-147, it did not object to
the inclusion of the PSRM projects in the current GTA notwithstanding the indication in
Decision 2010-147 that a separate process would be held. However, contrary to comments
provided by Mr. Frehlich during the hearing which suggested that there are few differences
between PSRM projects and other CRU projects,**® the UCA submitted that there is value in
continuing to separately identify PSRM projects, either as a subset of CRU or as a completely
separate category of expenditures.

514. The UCA submitted that the PSRM business cases submitted in AltaLink’s GTA are
substantially similar to those provided in AltaLink’s 2009-2010 GTA, with the exception that
expenditures in the more recently filed business cases have been escalated to reflect the
expenditures occurring in 2012 and 2013 rather than in 2009 and 2010. However, the UCA
submitted that while the consequences of failure sections of the current GTA’s PSRM business
cases are generally unchanged from those submitted in the 2009-2010 GTA, AltaLink had not
added discussion to the GTA PSRM business cases to reflect probability of failure measures
developed in support of its proposed AHAT. The UCA acknowledged that uncertainty arising
from the Commission’s findings in respect of PSRM projects in Decision 2009-151 may, in part,
explain AltaLink’s failure to make expenditures on any of the PSRM projects proposed in the
2009-2010 GTA to date. However, the UCA submitted that AltaLink’s inaction on PSRM
projects, in light of the consequence of failure descriptions provided in both the current and the
immediately prior GTAs calls into question the urgency of these projects and the severity of
AltaLink’s claims of risks to the system if the projects do not proceed.

58 Transcript, Volume 7, page 1182.
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515. In light of the absence of probability of failure analysis in the business cases for
expenditures on short circuit breakers and transformer fuse replacements, the UCA submitted
that it could not support the approval of these proposed capital expenditures during the current
GTA test period. The UCA submitted that AltaLink should be directed to provide a probability
of failure assessment for these projects in its next GTA. Similarly, the UCA submitted that the
business cases for the Calgary South and Sarcee-Springbank telecommunications projects did not
demonstrate the need for the forecasted capital expenditures in the GTA test period. The UCA
submitted that if AltaLink undertakes a review of its telecommunication assets, including a
surplus capacity assessment, at the direction of the Commission, these projects could be
considered in AltaLink’s next GTA.

516. The UCA submitted that the Commission should deny AltaLink’s capital expenditures on
the Calgary south, Sarcee-Springbank telecommunications, short circuit breaker and transformer
fuse replacements PSRM projects for the GTA test period.

517. Inreply, AltaLink submitted that it is not sensible to break out PSRM projects from
regular CRU business cases because, like the regular CRU projects, PSRM projects are
concerned with the maintenance of existing assets and sustaining system reliability. AltaLink
noted that it provides comprehensive business cases for all of its proposed CRU programs.

518. Contrary to the UCA’s view that the short circuit breaker and transformer fuse
replacement business cases do not support the requested capital expenditure because they lack a
probability of failure assessment, submitted that its business cases had demonstrated the
unacceptable occurrence of loss of communication, loss of station service, and/or equipment
damage at several locations with existing equipment.

519. AltaLink submitted that the delay in the advancement of PSRM projects, brought forward
in AltaLink’s prior GTA reflected extenuating circumstances arising from Decision 2009-151. In
consideration of the delay that has occurred already, AltaLink submitted that it would be
imprudent to further delay these projects.

Commission findings

520. In December 2009, the AESO brought an application requesting that the Commission
review and vary (R&V) its determination within Decision 2009-151 that needs identification
documents (NIDs) would be required for projects identified as PSRM projects and for OPGW.
The Commission granted the application for an R&V, but had not yet determined a process to
address the R&V in Decision 2010-147.

521.  With the inclusion of PSRM projects within AltaLink’s current GTA process, the
Commission does not consider there to be a need for any additional process to address this issue.

522. The UCA has commented that the lack of expenditures on PSRM projects since the 2009-
2010 GTA, when viewed in the context of the consequences of failure analysis in the current
PSRM business case, calls into question the urgency of these projects and AltaLink’s claims
regarding risks to the system if the projects do not proceed. Notwithstanding, the UCA did
acknowledge that uncertainty arising from the Commission’s findings in respect of PSRM
projects in Decision 2009-151 may have contributed to AltaLink’s failure to proceed with any of
the PSRM projects proposed in the 2009-2010 GTA.
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523. The Commission considers that effective risk management requires assessment of
inherently uncertain events and circumstances, typically addressing the probability of the event
occurring and the consequences if the event actually occurs. While relatively unambiguous
frameworks can be developed to assess the impact or consequences of events, the assessment of
probabilities is often less clear.

524. This is the first GTA in which AltaLink has proposed a probability of failure analysis.
Further, parties did not oppose or comment specifically on the proposed categories or the
probability of failure analysis. The Commission recognizes that the assessment of probabilities is
non-trivial and considers that the probability of failure analysis proposed by AltaLink provides a
useful framework and expects that this framework and analysis will be refined over time.

525. The Commission considers that although the assessment of consequences has not been
updated since the 2009-2010 GTA for PSRM projects, this does not demonstrate that
consequences are invalid or will not be similar to what was previously described by AltaLink.
The Commission considers that AltaLink also provided information which demonstrates that the
events, associated risks and consequences are credible.

526. In particular AltaLink provided the following examples:

e asingle failure of the telecommunications network that has occurred twice in the last
five years resulting in loss of communications to the southern part of the province
with one event involving 47 substations and the other event affecting 25 substations

e atelecommunications failure resulted in the loss of communications to the TransAlta
Utilities hydro system including the automatic generator control function for the
Alberta interconnected electric system

e aloss of station service at any one of the eight identified critical sites results in circuit
breakers and system protection becoming inoperable with station service failures
experienced in the past 6 years at all the sites proposed and

e continued use of transformer fuses results in equipment damage and fires due to
single-phasing events'*®

527. The Commission considers that AltaLink has reasonably demonstrated that the associated
risks addressed by the PSRM projects, including identification of consequences such as loss of
system visibility, equipment failures, safety concerns and relay mis-operation, and finds that
these risks are credible and should be mitigated.

528.  Accordingly, the PSRM projects set out in Appendix 13 D (D01: Calgary South, D02:
Sarcee to Springbank, D03: Secondary Station Service, D04: Short Circuit Breaker, D05:
Transformer Fuse Replacement and D06: Dual DC Distribution) proposed by AltaLink are
approved as filed.

529. The Commission considers the debate between AltaLink and the UCA as to whether
PSRM projects should be included as part of CRU expenditures or set out as a separate category
within AltaLink GTAs, to be a minor issue. In GTA Schedule 31.2-B, AltaLink’s forecast
expenditures on PSRM projects are included as a line item of AltaLink’s CRU forecast. While
the Commission generally agrees with AltaLink that PSRM projects are largely similar to CRU
projects, insofar as neither CRU nor PSRM projects are concerned with expansions of

159 AltaLink reply, paragraph 192.
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transmission system capacity, the Commission considers that it would be of assistance if
AltaLink would highlight PSRM projects in future AltaLink GTAs. The Commission leaves it up
to AltaLink to decide whether it wants to do this as part of its CRU forecast or as a separate
section within its application.

6.3 Information technology capital costs

530. AltaLink discussed its forecast information technology (IT) capital expenditures in
Section 10.4 of the application. AltaLink’s forecast IT capital expenditures are comprised of
projects in the major categories of:

e IT hardware
e |T software (SAP)
e [T software (non-SAP)

531. AltaLink’s prior year and 2011 to 2012 forecast capital expenditures for each of these
categories is summarized in Table 36 as follows:

Table 36. Information technology capital expenditures summary

2010
2008 2009 Mgmt 2011 2012
Actual Actual Update Forecast | Forecast
IT Hardware 1.7 4.5 7.6 16.2 26.7
IT Software — SAP 7.2 5.2 50 5.1 43
IT Software — Non SAP 2.2 2.9 58 6.8 8.1
Total 11.1 12.6 18.4 28.1 39.0

Source: Application, Table 10.4-1

532. The specific projects making up AltaLink’s forecast IT hardware expenditures are
summarized along with prior year expenditures in Table 37 below. As indicated, increased
expenditures on the MPLS project and significant new expenditures on the Alberta Cyber
Security Standards project are major drivers of the IT hardware forecast.

Table 37. IT hardware projects

2010

2008 2009 Mgmt 2011 2012
Major hardware projects Actual Actual Update Forecast | Forecast
Backup & Storage 0.7 0.6 0.7 1.0 1.4
Network 0.1 1.2 0.6 2.3 2.7
Servers 04 04 0.7 1.8 1.8
Telecom 0.0 0.1 0.5 01 0.1
Hardware / Software 0.5 0.9 1.3 2.9 2.7
MPLS Project 0.0 1.3 3.9 5.6 8.1
Alberta Cyber Security Standards 0.0 0.0 0.0 2.5 9.9
TOTAL Hardware 1.7 4.5 1.7 16.2 26.7

Source: Application Table 10.4-1

533. AltaLink proposed various expenditures on SAP software projects. AltaLink noted that
forecast expenditures are expected to decline somewhat due to the winding down of work on
IFRS and uniform system account/minimum filing requirements projects. AltaLink’s SAP IT
software projects are detailed in Table 38 below:
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Table 38. IT software (SAP) projects
2010
2008 2009 Mgmt 2011 2012
Actual Actual Update Forecast | Forecast

SAP Enhancement Projects 0.6 0.6 1.5 2.2 2.3
Mobile Computing 0.1 0.1 0.0 0.3 0.3
Portals SAP 0.0 0.2 0.1 04 0.6
Reporting 0.3 0.3 0.1 0.9 0.5
Workflow 0.1 0.2 0.1 04 04
Subtotal 1.1 1.4 1.8 4.2 4.0
Strategic Procurement 0.3 0.9 0.3
IFRS 1.0 1.8
USA - MFR 6.1 2.7 1.1
Total SAP Software 7.2 5.2 5.0 5.1 4.3

Source: Application Table 10.4.2-1

534.

AltaLink forecast significantly increased expenditures on non-SAP IT software projects.
As noted in Table 39 below, significant new expenditures during the 2011 to 2012 period relate

to the development of an asset management information system and other asset health
assessment software in support of AltaLink’s AHAT initiative.

Table 39. IT software (non-SAP) projects
2010

2008 2009 Mgmt 2011 2012
Business Solutions Actual Actual Update Forecast | Forecast
Electrical Systems 0.5 0.4 1.1 1.3 1.2
Presentation 0.3 0.3 0.7 1.6 1.4
Business Projects 0.9 1.5 1.2 1.1 1.0
Land 05 0.7 1.2 0.9 1.0
Enterprise Data Buss 0.4 0.4
Subtotal 2.2 29 4.2 5.4 5.0
Drafting Conversion to AutoCAD 1.6 0.6 0.7
Asset Health Assessment Tools 0.2 1.3
Asset Mgmt Information System 0.5 1.1
Total Software Non-SAP 2.2 29 5.8 6.8 8.1

Source: Application, Table 10.4.3-1

535. Inargument, AltaLink noted that no interveners filed contrary evidence about its
forecasts and submitted that its IT capital costs should be approved as filed.

Commission findings

536. AltaLink's forecasts for IT-related capital expenditures over the 2011 to 2012 period are
dramatically higher than amounts spent in 2009 and 2010. However, as outlined in Table 40
below, AltaLink’s actual capital expenditures in 2009 and 2010 (aggregate of $31.0 million)
exceeded the IT capital expenditure forecasts for AltaLink’s 2009-2010 GTA by an aggregate
amount of $2.9 million.
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Table 40. Analysis of 2009-2010 approved forecast vs. actual expenditures

2010
2009 2009 2009 2010 Mgmt 2010
Approved | Actual | Variance | Approved | Update | Variance
IT Hardware 5.1 45 (0.6) 6.4 7.6 1.2
IT Software — SAP 5.1 5.2 0.1 2.9 5.0 2.1
IT Software — Non SAP 4.1 2.9 (1.2) 4.5 5.8 1.3
Total 14.3 12.6 (1.7) 13.8 18.4 4.6

Source: Application Table 10.4-1; Decision 2010-409, Appendix 3, Schedules 6.4 and 6.5

537. The dramatic escalation of AltaLink’s IT capital expenditures is further illustrated by
comparing this expenditure to AltaLink’s actual capital expenditures on IT hardware, and IT
software in 2006 of $3.5 million.*®

538. As discussed at some length in Section 3 of this decision, the Commission is concerned
by the fact that AltaLink’s staff complement appears to have risen at a greater rate than may be
justified by the size of its system, the aging of assets, or the increasing complexity of its
business. While a number of IT capital expenditures over time and in the current GTA have been
justified to some extent on the basis of assisting AltaLink staff in performing their duties, there
appears to be little evidence demonstrating that the significant increase in IT expenditure levels
has resulted in labour productivity savings.

539. During AltaLink’s 2009-2010 GTA, the UCA requested that the Commission direct
AltaLink to conduct an IT cost benchmarking study comparing AltaLink to industry peers and to
provide a global IT strategy reflecting that assessment at its next (i.e. the current) GTA. In
Decision 2009-151, the Commission rejected this request because it found that the business
requirements of individual utilities were likely to be unique.

540. However, based on the substantially increased expenditures in AltaLink’s current GTA
and limited evidence of any productivity gains resulting from this investment, the Commission
considers that additional information is required to support any proposed IT projects in future
GTA:s.

541. While the Commission remains of the view that unique requirements of utilities limits the
value of comparative benchmarking studies, the Commission considers that it is necessary that
the aggregate value of AltaLink’s IT expenditures should come under greater scrutiny for
AltaLink’s next GTA. To this end, the Commission considers that the business cases supporting
IT capital expenditures in AltaLink’s next GTA should, where applicable, provide a reasonable
discussion of the anticipated labour or other productivity savings anticipated to be generated
from the expenditure. In the event that AltaLink does not clearly demonstrate that its overall
forecast of IT related capital expenditures will generate productivity savings commensurate with
the expenditure, AltaLink would be at risk of disallowance.

542. Further to the Commission’s findings in Section 6.2.2, the Commission directs AltaLink
to remove its forecast IT expenditures attributable to AHAT and the asset management
information system in its refiling.

10" Decision 2009-151, Table 11, page 62.
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6.4 Facility capital costs

543. In Section 10.5 of the application, AltaLink discussed its proposed capital expenditures
on facility projects totaling $8.5 million in 2011 and $6.0 million in 2012. AltaLink’s forecast
and prior year facility capital expenditures are summarized in Table 41 below:

Table 41. Facility capital costs

2010
2008 2009 Mgmt 2011 2012
Description Actual Actual Update Forecast | Forecast
Acheson Location 1.7 0.7 0.0 0.6 0.2
FTSB Service Centre 0.4 0.0 0.0 0.7 1.4
Langdon Warehouse Facility 0.0 0.0 0.0 0.0 2.3
Calgary and South Facilities 5.7 43 4.3 7.2 2.0
Substation Security 0.3 0.0 0.0 0.0 0.0
Line Training Facility 0.0 0.0 0.1 0.0 0.0
Total Facility Expenditure 8.1 5.0 44 8.5 6.0

Source: Application, Table 10.5-1

544. AltaLink explained that forecast capital expenditures totaling $2.0 million over the 2011
to 2013 period at its Acheson facilities were being undertaken to maintain existing infrastructure
and to optimize the use of existing space. AltaLink’s forecast reflects proposed expenditures on

the completion of a heated storage building and enhancements to warehouse buildings.*

545.  AltaLink forecast capital expenditures totaling $2.5 million over the 2011 to 2013 period
at its Foothills technical services centre and building (Foothills building) for a new roof in 2011
and expenditures in 2012 to provide additional bay space for vehicle service and storage.
AltaLink noted that its 2013 forecast included costs associated with a potential relocation of the
Foothills building service centre operations from Calgary to a site contiguous to AltaLink’s
Langdon substation and warehouse.'*?

546. AltaLink forecast capital expenditures totaling $2.3 million in 2012 to expand its
Langdon material yard for the purpose of increasing its capacity to store materials in southern
Alberta and to relieve congestion at Acheson.'® AltaLink provided a business case in support of
its Langdon Yard project as Appendix 13-D01 of the application.

547. AltaLink forecast capital expenditures totaling $10.8 million over the 2011 to 2013
period at its Calgary and south facilities. Specific expenditures in this total included maintenance
upgrades totaling $4.0 million, including the replacement of AltaLink’s corporate data centre
UPS and the replacement of office furniture at a forecast total cost of $3.9 million over the 2011
to 2013 period.'®

548. Inargument, AltaLink submitted that its forecast facility capital expenditures were not
the subject of material debate or concern during the course of the GTA proceeding and submitted
that its proposed facility capital expenditures are prudently required and should be approved as
filed. No interveners commented on AltaLink’s proposed facility capital expenditures in
argument or reply.

161
162
163
164

Application, paragraph 656.
Application, paragraphs 658 and 659.
Application, paragraph 660.
Application, paragraph 662.
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Commission findings

549. While AltaLink proposed capital expenditures totaling $17.9 million over the 2011 to
2013 period, AltaLink’s GTA only provided a detailed business case in respect of the Langdon
yard project.

550. It has been the practice that regulated utilities provide a business case for any capital
project for which the forecast capital expenditure exceeds $500,000.%

551.  As such, the Commission was particularly struck by the absence of a business case in
respect of a proposed expenditure of $3.0 million over the 2011 to 2012 period for the
replacement of office furniture, which is briefly (and exclusively) discussed in the application in
a single sentence of AltaLink’s description of forecast Calgary and South facility capital
expenditures.'®

552. In the absence of any business case for this expenditure or any adequate explanation, the
Commission considers that AltaLink has not met the onus to justify this expenditure, particularly
in a time when its credit metrics may be under pressure. The Commission hereby directs
AltaLink to reduce its forecast facilities capital expenditures by $2.6 million in respect of 2011
and by $0.4 million in respect of 2012 in its refiling.

6.5 Telecommunication services profit sharing proposal

553. In Section 10.7 of its application AltaLink indicated that it has commenced the permitting
and construction of certain bulk transmission facilities across its service region which will
incorporate optical ground wire (OPGW) as a replacement for overhead shield wire (OHSW).
The replacement of OHSW with OPGW wiill provide lightning protection as well as high speed
fiber optic telecommunication capabilities.

554.  AltaLink submitted that the deployment of both OPGW and multi-protocol layered
switching (MPLS) technologies may produce surplus telecommunications capability that in the
near-term will be in excess of AltaLink’s immediate telecommunication system needs including
telecommunication, teleprotection, supervisory control and data acquisition (SCADA), data and
voice services. AltaLink submits that the near-term availability of surplus capacity is a natural
result of the scale-ability of MPLS and OPGW equipment required by AltaLink and that the
surplus telecommunication capacity will be utilized in the future as the power system needs
expand.

555.  AltaLink submitted that until required by transmission operations, such surplus dark fibre
capacity could be made available to provide contracted telecommunication services to third
parties including the provision of cellular services or enhancements to contracts or services
provided to existing clients of telecommunications related services. AltaLink requested that the
Commission approve a ten year cumulative profit sharing arrangement on a basis that would
allocate 70 per cent to AltaLink and 30 per cent to ratepayers of any profits AltaLink can achieve
providing any excess telecommunication capacity, capability or services to third party clients.

556. Inits general evidence, the UCA accepted that there will be surplus telecommunication
capacity on the AltaLink telecommunications system and encouraged AltaLink to expand the

185" Decision 2006-054, page 68.
166 Application, page 10-56.
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delivery of telecommunication services and to pursue such opportunities. The UCA claims that it
is an obligation for transmission facility owners under the Electric Utilities Act to construct and
operate the approved infrastructure in an economic manner recognizing opportunities to reduce
the cost of providing transmission service while maintaining acceptable safety and reliability
standards. The UCA requested that the Commission reject the telecommunications profit sharing
proposal and reaffirm obligations of AltaLink to operate transmission facilities in an efficient
and economic manner to reduce costs for customers under its obligations pursuant to the Electric
Utilities Act.

557.  The UCA also suggested that different regulatory treatments should be applied to each of
the six opportunities identified by AltaLink. Specifically, the UCA suggested that a surplus
capacity adjustment could be applied to: (1) surplus capacity on the MPLS network, (2) surplus
OPGW capacity (3) other surplus fibre capacity and (4) use of existing microwave network and a
revenue offset treatment may be applied to enhancements to contracts with existing clients and
attachments for cellular services.

558. The UCA estimated that a surplus capacity adjustment would result in the removal from
rate base of 50 per cent of the $3.3 million in capitalized costs for OPGW facilities. The UCA
noted that more precise information would be required from AltaLink to implement the surplus
capacity adjustment, including the existing equipment capacities of the fibre optic, microwave
and MPLS systems to determine the current surplus capacity for each system and the expected
future use which may vary by system.

559. The UCA indicated that it supports the use of revenue offsets as the most efficient
approach for returning benefits to customers related to opportunities with enhancements to
contracts with existing clients and attachments for cellular services. The UCA submitted that
there are several existing situations in Alberta, where telecommunications assets are attached to
regulated electric assets and revenues collected from phone or cable service providers are treated
as an offset to the regulated costs of the electric facilities. The UCA expected AltaLink to
evaluate such opportunities and recover a level of revenue sufficient to offset the cost associated
with providing the service thereby providing a net benefit to customers. The UCA recommended
that the Commission could revisit this issue and require a forecast of all increased revenue
offsets in future rate proceedings.

560. Inits rebuttal evidence, AltaLink claimed that the requirement in the Electric Utilities Act
respecting economic operation is related to the duties of a transmission facility to deliver upon
the regulated obligations of a transmission facility owner for the regulated business. AltaLink
submits that there is no requirement for a transmission facility owner to pursue market based
opportunities to provide market-based services to non-transmission customers.

561. AltaLink claimed that ratepayers have no ownership of the transmission system or the
transmission facility owner assets entitling them to incremental revenues from such surplus
capacity. AltaLink claimed that the Stores Block decision'’ confirms that ratepayers are not
entitled to incremental revenue generation from regulated assets.

562. AltaLink opposed the surplus capacity adjustment mechanism suggested by the UCA and
described the UCA proposal as a penalty arrangement whereby an amount is removed from
AltaLink’s revenue requirement in order to motivate AltaLink to try to achieve profits through

167 ATCO Gas & Pipelines Ltd. v. Alberta (Energy and Utilities Board) 2006 SCC 4(Stores Block).
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the use of the temporary surplus telecommunications capacity. AltaLink submitted that the UCA
surplus capacity calculations contained in AUC-UCA-13 are without foundation and there is no
basis to assume any incremental revenue could be achieved from any of the OPGW assets.
AltaLink submitted that the UCA’s proposal was punitive, inconsistent with the fair return
standard and should be dismissed.

563. Inargument, the UCA noted that AltaLink has used 48 and 36 OPGW strand facilities on
some routes as opposed to the minimum size of 24 strands and this indicates that significant long
term surplus capacity may exist on the AltaLink fibre optic network and that the UCA surplus
capacity estimates are likely understated.

564. The UCA disgreed with AltaLink’s view that the transmission facility owner has no
obligation to seek non-transmission service providers such as potential telecommunications users
to obtain revenues. The UCA submitted that this is a departure from the historical utility practice
in Alberta. The UCA noted that the provision of service by one utility to other utilities or non-
utilities is the historical norm and investor-owned utilities have cooperated with entities in the
same industry and those in other industries to construct facilities and provide services in an
economic manner to reduce costs for the end-use customer.

565. The UCA submitted that the Stores Block decision cited by AltaLink dealt with the issue
of whether customers are entitled to the proceeds from the sale of property which was being
removed from rate base, but these circumstances do not apply to the AltaLink
telecommunications proposal. The UCA submitted that customers will continue to bear all of the
costs of having these regulated assets in rate base, which are not presently required for service,
and will only receive the benefit of 30 per cent of the profits of marketing these assets to third
party users.

566. The UCA submitted that AltaLink should be directed to reflect 100 per cent of the
revenues associated with any contracting with third parties for the use of any telecommunication
related services as a revenue offset. This includes such services as the use of any surplus capacity
on the MLPS network, the use of surplus OPGW or other fiber capacity owned by AltaLink, the
use of AltaLink infrastructure for cellular services, the use of the existing microwave network, or
any enhancement to contracts or services provided to existing clients of such telecommunication
services.

567. In argument, the CCA commended AltaLink for bringing forward the telecommunication
services profit sharing proposal but expressed disappointment that AltaLink did not consult with
customers prior to filing its proposal. The CCA also submitted that, since AltaLink is not
entering into a contract with a third party to provide this service, the only costs which should be
included are incremental costs not included in the approved revenue requirement which directly
result from the introduction of the telecommunication services profit sharing proposal.

568. In argument, the CCA suggested that the fixed facility costs related to
telecommunications sharing are included in rate base and borne by customers. Therefore,
customers should benefit from a higher proportion of the share of profits. The CCA submitted
that the customer share of profits or losses in this undertaking should be 70 per cent. The CCA
also suggested that AltaLink could be directed to outsource this initiative and the results of a
tendering process would provide the Commission with the ultimate test of whether AltaLink's
proposal makes sense.

100 « AUC Decision 2011-453 (November 18, 2011)



2011-2013 General Tariff Application AltaLink Management Ltd.

569. Inreply, the UCA requested that the Commission clarify the treatment respecting the
benefits from the use by third parties of surplus telecommunications assets. The UCA also
suggested that the AltaLink telecommunications profit sharing proposal should be rejected and
Altaltink should be directed to quantify the surplus capacity on its MPLS network and fibre optic
facilities, including OPGW, at the time of its next GTA. The UCA submitted that until a clear
understanding of surplus capacity is established and the treatment of benefits is determined, one
hundred percent of the revenues associated with the contracting with third parties for the use of
any telecommunication related asset should be treated as a revenue offset.

570. Inreply, the CCA submitted that AltaLink should be incented in some fashion to pursue
opportunities such as the sale of the excess telecommmuncations capacity. The CCA also cited
the Commission’s approval of an incentive plan to reduce line losses in Decision 2009-226 as
an example of where a utility has been incented to actively pursue line loss reductions as part of
its obligation to manage line losses.

571. Inreply, AltaLink rejected the CCA recommendation of a 70/30 customer/shareholder
profit split. AltaLink submitted that the Stores Block decision indicates that ratepayers are not
entitled to incremental revenue generation from regulated assets.

572. AltaLink submitted that if the proposal is accepted, AltaLink would be taking all of the
financial, business and contractual risks and ratepayers would be taking no risks and there would
be no additional costs for ratepayers. AltaLink also submitted that the CCA profit sharing
proposal appears to be based on the CCA’s misunderstanding of the charging of a two times base
salary rate for those employees utilized by AltaLink to pursue the telecommunications proposal.
AltaLink indicated that it has not included or forecast any incremental resources within its
current GTA revenue requirement to pursue the telecommunications proposal. If the Commission
approves the proposal as filed, AltaLink would need to acquire resources such as additional
employees and contractors to pursue the proposal and the cost of any additional employees
would be charged to the proposal at two times base salary in order to capture the total cost for
these employees. AltaLink submits that it will incur all the incremental costs associated with any
incremental employees AltaLink acquires to pursue the proposal.

573. AltaLink indicated that it had considered the potential for a non-regulated AltaLink entity
to purchase all of AltaLink’s regulated telecommunication facilities at fair market value and
enter into a long term telecommunications services contract with AltaLink. AltaLink indicated
that this approach was rejected due to the complexity and risk of the transaction. AltaLink also
indicated that it is not practical to forecast the amount of surplus telecommunications capacity by
year, and by path, to allow AltaLink to enter into a binding request for proposals on all assets and
forecasted surplus capacity.

574. AltaLink indicated that it did not consider other regulatory treatment for the use of
surplus assets, such as plant held for future use (PHFFU) because AltaLink’s
telecommunications infrastructure is required to provide transmission services and it was
AltaLink’s position that these assets have been approved by the Commission.

575.  AltaLink submitted that the surplus capacity adjustment suggested by the UCA is
unproven and untested and that telecommunications profit sharing proposals are common among

1% Decision 2009-226: ENMAX Power Corporation, 2007-2016 Formula Based Ratemaking: Line Loss Proposal,
Application No. 1550487, Proceeding I1D. 12, November 24, 2009.
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AltaLink’s industry peers and exists in other jurisdictions, including at levels of a 90 per cent
utility to 10 per cent ratepayer profit split.

Commission findings

576. AltaLink first highlighted a proposal to replace overheard shield wire (OHSW) with the
installation of OPGW in its AltaLink’s 2009-2010 GTA. In that proceeding, AltaLink included a
major program to install OPGW as part of a separate capital maintenance project. It was
AltaLink’s evidence that the OPGW system was needed to improve the capacity and reliability
of its telecommunication system. AltaLink described the program in its application as follows:

...AltaLink is proposing to install OPGW in place of traditional overhead shield wires
along the north-south corridor in conjunction with construction of the Edmonton-Calgary
500KV line, 1205L. The OPGW would be used to carry SCADA, teleprotection, voice,
data, metering and additional services as the power system grows. ..

577. The Commission considered that it would assess the prudence of the proposed installation
of OPGW at the time it assessed the prudence of the yet to be constructed Edmonton-Calgary
500-kV line.

578. AltaLink’s telecom sharing proposal has provided additional information on the extent of
AltaLink’s practice of installing OPGW and the availability of surplus capacity. In its response
to UCA.AML107,"° AltaLink advised that it has approximately 165 km of OPGW installed on
its system, the current total incremental capital cost for OPGW is approximately $20,000 per km,
thereby totaling some $3.3 million of investment on OPGW thus far. Typical installations
include 24 pair OPGW cable and that the first installations were in June of 2002.

579. Despite this ongoing practice, AltaLink has, to date, filed very little evidence with the
Commission to demonstrate that the deployment of OPGW, along with MPLS, is the preferred or
most cost-effective technology for its telecommunications needs. There is also no accounting of
what surplus capacity may exist.

580. AltaLink has stated in paragraph 699 of its application:

To date, AltaLink has had neither the time nor the resources to undertake a detailed
analysis of the size of the potential surplus capacity, the potential size of the market that
may be interested or AltaLink’s ability to capture revenue from this potential opportunity.
Further investigation, resources, time and analysis would be required to answer these
opportunity related questions. Assuming that such further additional investigation is
undertaken and demonstrates there is merit in pursuing such an opportunity,
implementation would require AltaLink to enter into contracts with interested clients for
the provision of any surplus telecommunication capacity forecast to be available. For
these reasons, AltaLink has not made a forecast of the size of the potential opportunity.

581. The Commission recognizes that the deployment of new technologies such as OPGW and
MPLS, as an adjunct to or replacement of the AltaLink microwave network will provide a
significant amount of additional telecommunications capacity and that a certain portion of this
capacity will be excess to AltaLink’s short term requirements. However, in the absence of an

169 AltaLink Management Ltd., 2009-2010 GTA, Appendix S-1, page S-1 289.
170" Exhibit 48.01.
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analysis to support a finding that the deployment of OPGW, along with MPLS, is the preferred
or most cost-effective technology for AltaLink’s telecommunications needs, the Commission
cannot conclude that the installation of OPGW is prudent or necessary.

582. The Commission may find that the near-term availability of surplus capacity is a natural
result of the scalability of MPLS and OPGW equipment installed by AltaLink and that the
surplus telecommunications capacity may be utilized in the future as the power system needs
expand. However, this determination cannot be made until it has been determined that the choice
of OPGW, in conjunction with MPLS, is the least cost alternative for the provision of AltaLink’s
telecommunications needs. In this regard, the Commission notes the comments of the UCA that
AltaLink has used 48 and 36 OPGW strand facilities on some routes as opposed to the minimum
size of 24 strands and this indicates that significant amount of long term surplus capacity may
exist on certain portions of the AltaLink fibre optic network.

583. The UCA submitted that a transmission facility owner is obligated under the

Electric Utilities Act to construct and operate the approved infrastructure in an economic manner
recognizing opportunities to reduce the cost of providing transmission service to customers while
maintaining acceptable safety and reliability standards. The definition of a transmission facility
contained in the Electric Utilities Act specifically includes telecommunications facilities:

(bbb) “transmission facility” means an arrangement of conductors and transformation
equipment that transmits electricity from the high voltage terminal of the generation
transformer to the low voltage terminal of the step down transformer operating phase to
phase at a nominal high voltage level of more than 25 000 volts to a nominal low voltage
level of 25 000 volts or less, and includes

(iv) operational, telecommunication and control devices,

584. The Commission considers that AltaLink, as a transmission facility owner, has certain
obligations and responsibilities under the Electric Utilities Act respecting the design, operations,
oversight and safe and efficent operations of telecommunications facilities. The Commission also
considers that the AESO, operating as the independent system operator, has a responsibility to
prepare long term plans for the transmission system and associated telecommunications facilities.

585. The Commisison considers that the duties of a transmission facility owner under
Section 39(1) of the Electric Utilities Act, may change over time and services that may not
ordinarily be considered to be within the domain of transmission services may be included as a
role of a transmission facility owner if:

o there are clear synergies with services that the transmission facility owner must
provide and the investment in capital and/or increased operating costs are
economically justified by the benefits and

e the provision of the non-traditional service is reasonably within the technical
capability of the transmission facility owner to provide the service economically and
in a least cost manner

586. Inthis case, the Commission considers that there may be synergies with the services that
AltaLink must provide as a transmission facility owner and that these services are within the
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technical capability of AltaLink. However, there may also be lower cost alternatives to the
provision of telecommunications services available to AltaLink. In the absence of a complete
business case for the provision of these services, utilizing OPGW in conjunction with MPLS, the
Commission is unable to make that determination, at this time.

587. If it can be demonstrated that utilizing OPGW in conjunction with MPLS is the most
economical alternative for providing AltaLink’s telecommunications services, then rate payers
have an interest in the disposition of any surplus capacity that may result from the installation of
OPGW. In this regard, the Commission considers that other utilities and entities under the
jurisdiction of the Commission including, other transmission facility owners, the AESO, and
distribution facility owners might benefit from access to the unused capacity. Again, the
Commission considers that it is incumbent on the AESO to prepare long term plans for the
transmission system and associated telecommunications facilities, which may provide for a
coordinated and lower cost use of these facilities.

588. The Commission directs AltaLink to provide a cost benefit study in support of tis
decision to install OPGW, in conjunction with MPLS, demonstrating that this is the least cost
alternative for the provision of its telecommunications needs, relative to other alternatives at the
time of its next GTA.

589. The Commission considers that Altalink’s efforts at this time should be focused on
collaborating with the AESO, other transmission facility owners and utilities in Alberta related to
long term requirements, joint use, design, operations, oversight and management of the
telecommunications system, in order to reduce the costs of its telecommunications infrastructure,
as opposed to pursuing opportunities to provide contracted telecommunication services to third
parties.

590. The Commission further finds that AltaLink’s proposed telecommunication profit sharing
proposal to be premature. Before any proposal for the disposition of any excess capacity in
AltaLink’s telecommunications infrastructure can be considered, the Commission requires
AltaLink to provide a detailed analysis that identifies the size of the potential surplus capacity,
the value of this capacity and the basis on which this value is derived.

591. AltaLink proposed in this application to hire three network communication operators to
centrally manage AltalLink’s network systems, which include the corporate, telecommunications
and operational networks. The Commission considers that AltaLink should investigate how this
capability may be shared by other transmission facility owners and discussion of the proposed
additions of network communication operators is described in Section 3 respecting direct O&M
FTE additions.

6.6 EPCM matters
6.6.1 SNC-ATP contract and transitional pricing

592. AltaLink and SNC-ATP have agreed to extend the current AUC approved 2009-2010
pricing framework for the remaining 16 months of the 10-year contract. The 2.0 labor rate
multiplier for base and overtime hours will continue, providing an inherent inflationary
adjustment to labor rates for those resources utilized by SNC-ATP to provide EPC services. At
the expiration of the SNC-ATP contract (April 30, 2012), SNC-ATP will continue with the terms
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and conditions of the existing contract for projects which are underway through to project
completion with inflation driven costs to be escalated at the Alberta consumer price index.

593. AltaLink submitted that there was no material debate or concern during the proceeding
regarding the SNC-ATP contract pricing until April 30, 2012 and that it should be approved as
filed.

Commission findings

594. The Commission considers that the proposed escalation of the contract at inflation is
reasonable and the transitional pricing for the SNC-ATP contract is approved as filed.

6.6.2 EPCM provider competitive procurement process

595. The EPCM services are required by AltaLink to meet its obligations as transmission
facility owner. AltaLink indicated that it had initiated a competitive procurement process to
acquire EPC services in the market to address the following business objectives:

o effectively addressing the Commission’s previous directions and guidance as it relates
to the provision of EPC services after the expiration of the term of the SNC-ATP
Contract

e providing for the execution and delivery of direct assign projects assigned to AltaLink
prior to April 30, 2012, in a seamless, cost effective, and timely manner to ratepayers

e providing for the execution and delivery of direct assign projects, assigned to
AltaLink after April 30, 2012, in a seamless, cost effective, and timely manner to
ratepayers
maximizing regulatory efficiency

e ensuring AltaLink’s current and future competitiveness in providing transmission
services

596. AltaLink submitted that the competitive procurement process and timing will be fair,
open and transparent to the proponents and indicated that the competitive procurement process
will follow the steps and timelines listed in Table 10.6.4-1 of the application:

Table 42.  AltaLink competitive procurement process

Develop and complete request for qualifications (RFQ) Q12011
Seek expressions of interest through RFQ Q12011
Select qualified proponents for request for proposal (RFP) Q2 2011
Develop and complete RFP design Q3 2011
Seek responses to RFP from qualified proponents Q3 2011
Evaluate responses on RFP Q4 2011
Select successful proponent(s) on RFP Q4 2011
Sign detailed contract Q12012
Initiate start-up for new supplier(s) Q2 2012
Provide initial projects to new supplier(s) Q2 2012

Source: GTA Table 10.6.4-1

597. The request for qualifications (RFQ) stage is intended to allow AltaLink to ensure that
any potential proponents are fully qualified, understand if there will be enough qualified
proponents to continue with the request for proposals (RFP) and also allow interested parties to
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know if they are qualified to proceed so they can pursue other business opportunities, if they are
not be qualified.

598. The RFP stage will define AltaLink’s requirements for the future potential business
arrangement and the terms of the RFP process, including rights and obligations, AltaLink’s right
to reject any proponent, the timing of responses, the content of responses, and whether responses
will be accepted. The RFP will also include the selection criteria, pricing structure and payment
terms, risk allocation terms, general contract terms, specific contract terms, performance delivery
expectations and any other RFP process terms AltaLink considers appropriate. The RFP process
will also include a short listing of successful proponents.

599. AltaLink submitted that the proposed timeline allows up to three months for the RFP
creation and response and three months for the selection process, which it claims is sufficient
time to complete the competitive procurement process by the end of the 2011 to early 2012
timeframe and to provide successful proponents with three to six months to prepare for
delivering the first project starting Q2 2012.

600. AltaLink submitted that it would take the following steps to provide the necessary level
of transparency and confidence to potential proponents, as well as the Commission and
ratepayers:

e The RFQ document will be provided to the AUC and posted on AltaLink’s website.

e At the time the RFP document is provided to pre-qualified proponents, the RFP document
will be provided to the AUC and posted on AltaLink’s website.

e Anindependent firm, experienced in competitive procurement processes and EPC
arrangements, will be engaged by AltaLink to monitor the competitive procurement
process for fairness and business appropriate practices. The firm retained will produce a
Fairness Report upon completion of the process which AltaLink will provide to the AUC
after the selection process has been completed. The Fairness Report will review and
comment upon the following:

o the fairness of criteria utilized in the RFQ and RFP to ensure no bias towards any
particular proponent

o the fairness of the execution of the RFQ and RFP processes and

o the fairness of the evaluation of responses to the RFQ and RFP

e AltaLink will advise the Commisssion who AltaLink has selected as the successful
proponent(s), once contracts have been signed.**

601. AltaLink proposed to develop the detailed RFP during 2011 and planned to have the final
RFP ready for the market in Q3 2011. AltaLink identified the following principles that would be
incorporated into the RFP to provide fairness, transparency, and openness in the design of the
RFP process:

e AltaLink will seek potential proponents across North America
o SNC-ATP will be included as a potential proponent
o AltaLink will select one to two successful proponent(s)

"1 Application, paragraph 683.
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o the contract term will be for five years, with an automatic provision for an additional
five years unless either party wishes to terminate

e pricing will be determined through the procurement process and will include a pricing
adjustment mechanism for each year of the five-year term

e contracted proponent(s) will receive direct assign projects that are assigned by the
AESO to AltaLink after April 30, 2012, excluding small direct assign projects
currently executed by AltaLink and

e AltaLink will provide general forecasts of future work. However, AltaLink will not
commit any level of work volumes. AltaLink will seek volume adjusted pricing based
on actual volumes as they materialize'™

602. AltaLink submitted that it must ensure that it is able to effectively deliver to its customers
the transmission projects that are in the process of being executed by SNC-ATP prior to

April 30, 2012, in a cost effective, safe, reliable and timely manner. The submission of an
AltaLink Proposal to Provide Service (PPS) to the AESO is, in AltaLink’s view, the optimum
project milestone to use as the trigger point for the transitioning of EPC services to a new EPC
service provider for the following reasons:

e The PPS is AltaLink’s proposal to the AESO to meet the requirements defined for the
particular project by the AESO and the customer.

e The PPS contains a level of routing, engineering, scheduling and estimating for a
project that achieves a +20/-10% cost estimate which is an industry comparable to a
project sanctioning stage.

e SNC-ATP has completed a detailed project proposal to AltaLink at the PPS stage that
defines the engineering required to deliver on the project.

e SNC-ATP will have, in normal project execution, entered into commercial
transactions with suppliers for long lead material in order to deliver on requested
project schedules.

e SNC-ATP will have, in normal project execution, developed commercial bid
packages for material and construction services and will have already entered the
market or will be preparing to enter the market with bids in order to deliver on
requested project schedules.

e The PPS submission is AltaLink’s project estimate used as the basis for variance
explanations required to be provided to the Commission as part of the deferral
account project approvals.

e The PPS submission is the point in time that AltaLink sanctions the project internally,
when financial approvals are made, and upon which employee incentives are
measured.

e Upon the AESO’s acceptance of AltaLink’s PPS, the project moves rapidly into full
project execution with a commensurate increase in engineering, design, drafting, and
third party contracting to deliver on customer requested project schedules.

603. AltaLink requested that the Commission confirm that it is reasonable for AltaLink to
continue to outsource these services related to direct assign projects, other than small direct
assign projects.

172 ppplication paragraph 684.
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604. AltaLink did not request the following from the Commission:

e approval of any RFQ or RFP document or the competitive procurement process, itself or
approval of the selection of the successful proponent(s) or any contractual terms within
the contract that enable the provision of EPC services to AltaLink

605. Inthe CCA FTI evidence, Mr. Mohr submitted that AltaLink’s transition plan for direct
assign project work is inadequate to allow for a seamless, timely and cost-effective transition.
Mr. Mohr claimed that AltaLink has selected an inappropriate trigger point for determining
which direct assigned projects in execute would transition to new EPCM service providers.
AltaLink’s decision to use the submission of a proposal to provide service to the AESO as the
threshold for transferring a project will enable SNC-ATP to retain benefits of projects totaling
more than $5 billion after its contract expiration and this has removed these projects from
AltaLink’s competitive procurement process and thus from any new EPCM service provider.

606. Mr. Mohr also claimed that AltaLink’s proposed competitive procurement process is
flawed and does not provide assurance to the Commission, stakeholders and potential new
EPCM firms that the selection will be fair, open and transparent. Altalink’s administration of its
competitive procurement process, including the proposed role/responsibilities of its proposed
fairness advisor, allows for insufficient disclosure of prospective contractor tender documents, an
insufficient schedule for transition, and forecloses opportunity for the Commission and
stakeholders to provide input and course correction.

607. Mr. Mohr recommended that AltaLink consider and pursue different project delivery
alternatives. These options could include AltaLink contracting with SNC-ATP to complete its
engineering and design work while transferring the outstanding procurement, construction, and
construction oversight services for a project to AltaLink, AltaLink performing the EPCM
services using in-house resources, transfer of SNC-ATP resources to AltaLink or outsourcing of
engineering and procurement services with construction oversight remaining with AltaLink.

608. In rebuttal, AltaLink maintained that its decision to utilize the PPS was the optimal
transition point and that its transition plan, is a prudent, risk balanced transition plan that will
enable potential EPC service providers to competitively bid to provide EPCM services on
approximately $1.5 billion to $2 billion of direct assign projects and also enable AltaLink to
continue to deliver cost effective, safe, reliable and timely transmission services through the
transition to a potentially new EPC service provider. The forecast $1.5 billion to $2 billion
service agreement is a substantial opportunity for potential transmission EPCM service providers
and it expected that this opportunity will attract transmission EPCM proponents from across
North America and potentially beyond.

609. AltaLink submitted that its CPP is open, transparent and fair and the CPP is AltaLink’s
business obligation and it accepts the business and prudency risk associated with the business
decisions it makes with respect to the CPP and its ultimate selection of the successful
proponent(s). AltaLink indicated that the Commission has confirmed their mandate is not to
direct oversight of AltaLink’s CPP per their decision on IPCAA’s motion. AltaLink indicated
that it will also be selecting an independent fairness advisor that is experienced in performing
independent reviews of procurement processes, ensuring the process is fair, open and
transparent. The independent fairness advisor will be engaged at key milestones in the process to
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provide its independent opinion to AltaLink and produce a report at these key milestones that
AltaLink will make available to the Commission and post on AltaLink’s website.

610. AltaLink submitted that Mr. Mohr’s recommendations regarding project delivery
alternatives are unsupported by any degree of implementation plan and there is no evidence to
support that this would enhance AltaLink’s current delivery model. It would be necessary to
acquire a large number of specifically skilled employees for AltaLink to perform the
engineering, procurement, construction and construction management services, in whole or in
part. SNC-ATP does not perform construction for AltaLink and has no construction resources
because all construction for direct assign projects is competitively tendered into the market by
SNC-ATP. AltaLink has established its delivery model utilizing a multi-year EPCM services
agreement over several years and this is reflected in its organization, processes, resources, and
systems. Mr. Mohr’s recommendations are risky to implement, will incur material costs to
implement, and will extend project execution timelines.

611. Inargument, the CCA submitted that AltaLink’s transition plan for direct assign project
work is inadequate to allow for a seamless, timely and cost-effective transition and that AltaLink
has selected an inappropriate trigger point for determining which direct assign projects would
transition to new EPCM service providers.

612. The CCA claimed that AltaLink’s proposed competitive procurement process is flawed
and does not provide assurance to the Commission, stakeholders or potential new EPCM firms
that the selection will be fair, open and transparent. The CCA questioned the reasonableness of
the RFQ and RFP documents including timing, packaging of work associated with future
development of direct assign projects, qualification thresholds, bidding requirements and
evaluation criteria. The CCA submitted that AltaLink’s administration of its competitive
procurement, including the proposed role and responsibilities of the independent fairness
advisor, is unreasonable as it does not allow for adequate disclosure of contractor tender
documents, does not provide an appropriate schedule for transition and does not provide
opportunities for the Commission and stakeholders to provide input and potential course
correction.

613. Inargument, AltaLink submitted that the CPP is transparent, open and meets the
requirements of the Commission and its predecessors for transition. The Commission has
previously determined that AltaLink, as a TFO, has a mandate to design and implement its CPP
process and AltaLink must be allowed to carry out its mandate in the manner it deems
appropriate, subject to compliance with applicable laws and regulations and Commission
oversight, including the power to disallow the recovery of costs incurred by AltaLink that are
deemed to be unjust or unreasonable. In AltaLink’s view, the position of IPCAA and the CCA
appears to be that the Commission should not permit SNC-ATP to undertake EPCM work,
irrespective of price. Excluding SNC-ATP from the process would undermine the fair and open
process directed by the Commission and would not serve ratepayers as the exclusion of SNC-
ATP from the CPP would remove a major and qualified transmission EPCM service provider
with demonstrated capability and experience from the process.

614. In reply, the CCA submitted that the true competitiveness of the CPP cannot be based
only on the final result. The fairness advisor must confirm that based on criteria and standards
used in the industry, the process for tendering, short listing and selection of an EPCM provider is
competitive and that the ranking of bids is fair, just and reasonable to ensure the transparency of
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the CPP. The EPCM issues have been deferred to another process that the Commission will
define and manage with regard to insuring fairness to both customers and the utility and allowing
litigation of all appropriate issues.

Commission findings

615. Inits decision of July 29, 2011 respecting the IPCAA motion, the Commission confirmed
that AltaLink has the responsibility and consequently, the risk, of running the operations of its
business. In this regard, it is responsible to put in place the necessary resources to ensure that it
meets its statutory obligations to ensure the safe, reliable and economic delivery of electricity to
Albertans. In the event that AltaLink is unable to discharge its statutory burden of demonstrating
that the CPP process, transition provisions and associated expense is not just and reasonable,
AltaLink is at risk of having those costs disallowed.

616. The Commission also indicated in its ruling on the IPCAA motion that it will only be
able to assess the sufficiency of AltaLink’s CPP and the overall effectiveness of AltaLink’s
transition plan after the transition has occurred. During the transition period, there may be costs
incurred by AltaLink solely attributable to the transition and AltaLink bears the burden of
demonstrating that its costs are prudent and that the safety and reliability of the system has not
been compromised. Accordingly, to the extent that a future Commission assessment determines
that AltaLink failed to plan or execute its transition in a timely fashion, or that timing and
disruption concerns arose which prevented AltaLink from effectively tendering projects to
anyone other than the incumbent SNC-ATP, such failures could impact the Commission findings
regarding the prudency of costs incurred during the transition period.

617. The Commission notes the comments of the CCA that the true competitiveness of the
CPP cannot be based only on the final result and that the fairness advisor must confirm that
based on criteria and standards used in the industry, that the process for tendering, short listing
and selection of an EPCM provider is competitive and that the ranking of bids is fair, just and
reasonable to ensure the transparency of the CPP. The Commmission considers that AltaLink
must demonstrate that the competitive procurement process and timing will be fair, open and
transparent to the proponents and that the resulting costs are prudent. Accordingly, the
Commisssion considers that the prudence of the CPP including the deliberations of the fairness
advisor, the form of RFQ and RFP, the transition provisions and costs and the costs resulting
from the CPP will be assessed in AltaLink’s next GTA.

6.7 Capital project reporting and prudence review processes

618. Inits CCA general evidence, the CCA expressed a number of concerns with the process
for testing the prudence of direct assign capital expenditures. The CCA noted that in

Decision 2009-151, the Commission found that nothing in the ISO Rules impacts the
Commission responsibility to determine the prudence of TFO costs or the Commission’s
authority to establish its own reporting requirements. The CCA also noted that in the same
decision, the Commission indicated that it was not persuaded that existing internal and external
project reporting and control processes for direct assign projects were sufficient.

619. The CCA submitted that the current practice for DACDA proceedings is essentially a
review of project construction costs after the costs have been incurred, where variances are
typically measured against PPS cost estimates. However, in the CCA’s view, a better prudence
review process would incorporate a before the fact review of project capital budgets and would
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devise a mechanism for evaluating project performance against the capital budget or other
project performance metrics.

620. In conjunction with its proposal to establish an annual tariff rider process to update the
revenue requirement associated with direct assign projects, the CCA suggested in its general
evidence, that the Commission could examine and rule on several matters related to the prudence
of direct assign capital project costs. In particular, the CCA suggested that such an examination
could:

establish of criteria for evaluating cost estimates for major projects
establish criteria for evaluating prudent project management practices for major
projects

e provide a venue for evaluating capital budgets for specific projects and/or for
evaluating project performance against the criteria described above

621. The CCA also noted the government has established the Transmission Facilities Cost
Monitoring Committee (TFCMC) pursuant to Section 7 of the Government Organization Act
RSA 2000 cG-10. The CCA further noted that Ministerial Order 64/2010 dated July 31, 2010
established the mandate of the TFCMC to:

e review records relating to the cost, scope, schedule and variances of Alberta
transmission facility projects forecast to cost in excess of $100 million

e prepare reports that summarize the records reviewed and the status of transmission
facility projects
provide at least two reports each year to TFCMC member organizations

e provide at least one report per year to the Ministers of Energy and Service Alberta
not delay or slow the development of transmission facility projects

622. Inview of its mandate, the CCA submitted that non-confidential information provided to
the TFCMC should be shared with the Commission. The CCA submitted that such sharing would
allow the Commission to take TFCMC recommendations into account in the Commission’s
consideration of direct assign project prudence.

623. Inthe CCA FTI evidence,'”® Mr. Mohr provided several views regarding the adequacy of
AltaLink’s direct assign project cost control and cost reporting processes. In particular, Mr. Mohr
submitted that AltaLink’s stated inability to provide financial information related to direct assign
projects is inconsistent with industry norms, and expressed concerns about the impact of
inadequate financial reporting systems on the ability to take corrective actions as direct assign
projects are being executed.

624. In consideration of these concerns, Mr. Mohr made a number of recommendations
regarding the need for:

improvements in project cost reporting design and dissemination
expanded exploitation of SAP software capabilities

the establishment of improved project execution performance metrics
improved project control system and progress reports

13 Exhbit 87.01, pages 4 through 11.
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e the adoption of an “earned value measurement system”

625. Inits rebuttal evidence, AltaLink submitted that current industry processes are reasonable
for testing the prudency of direct assign expenditures. AltaLink noted that it had explained its
view in prior GTA proceedings that current industry processes provide reasonable regulatory
oversight on direct assign project reporting, controls, oversight and prudency review. AltaLink
submitted that these processes culminate in the DACDA proceedings, which provides a full
regulatory process which culminates with a Commission decision on prudency.

626. AltaLink noted that it was made clear in Decision 2008-108'" that changes in direct
assign project cost control or reporting processes would be advanced through the development of
a Commission Rule rather than through a GTA process. Furthermore, AltaLink noted that in
Decision 2009-151, the Commission recognized the value of involving all TFOs and other key
stakeholders in the development of such a rule.

627. AltaLink submitted that the response to AUC.CCA-002 indicates that the CCA
contemplates a new direct assign rule under which prudence assessments are conducted through
all stages of the project execution including facilities design, project planning, cost estimating,
procurement, project management, change control, and risk management. AltaLink submitted the
Commission’s rule should not be so prescriptive that it amounts to telling TFO management how
to execute the business of building new transmission facilities.

628. AltaLink submitted that the Commission should take into account the following
considerations as it deliberates on a future rule development or generic process:

e ISO Rule 9.1 already provides substantial agency or regulatory level oversight to
direct assign projects

e because TFOs expend material resources to comply with 1ISO Rule 9.1 requirements,
duplication should be avoided

e current DACDA processes already provide substantial regulatory prudency review of
DA projects.

e a Commission rule must balance the Commission’s need for regulatory oversight and
confirmation of prudency with the needs of TFOs to manage their project execution
obligations

e broad stakeholder consultations should be held before any new processes for DA
projects are developed

¢ relevant practices in other jurisdictions should be considered

e other unintended consequences should be carefully considered

629. AltaLink noted that the TFCMC was created by the Government Organization Act and
pursuant to a mandate set out in Section 25.1 of the Transmission Regulation and reports to the
Ministers of Energy and Service Alberta rather than to the Commission. AltaLink submitted that
there is no reference in the TFCMC’s powers and mandate which suggests that the TFCMC has a
role within the Commission’s mandate to assess the prudency of costs.

% Decision 2008-108: AltaLink Management Ltd., Updated Transmission Facility Owner Terms and Conditions
of Service, Application No. 1527900, November 4, 2008.
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630. In argument, the CCA responded to the principles proposed by AltaLink for the
Commission’s consideration of a future rule or generic process on direct assign project cost
control matters, and provided a straw man of matters to be considered.

631. Inits argument, AltaLink submitted that the CCA ignores the extensive processes
currently in place to test the prudency of capital expenditures. AltaLink submitted that neither
the CCA nor any other intervener provided credible evidence that the existing processes are not
working or not sufficient, and submitted that existing industry processes provide reasonable
regulatory oversight for testing the prudency of direct assign expenditures.

632. Inreply, AltaLink submitted that the suggestions of Mr. Mohr regarding the need to
adopt certain processes and reporting requirements are related to internal project management
processes and not to regulatory oversight and prudence assessment. AltaLink submitted that
Mr. Mohr’s recommendations are unnecessary and cumbersome.

633.  AltaLink submitted that straw man proposals for an AUC rule submitted by the UCA
represented entirely new evidence that is beyond the scope of the GTA. AltaLink submitted that
because the CCA’s witness acknowledged that an AUC rule should involve all TFOs, it was
inappropriate for the CCA to use a single TFO’s GTA to attempt to persuade the Commission to
make decisions or take actions on a complex and interconnected industry-wide process that the
Commission has stated will be pursued through the Commission’s own rule process.

634. AltaLink submitted that, because direct assign project prudence assessment and related
processes is a complex, integrated, and multi-party issue, the CCA’s recommendation that the
Commission develop a draft set of rules first and then submit them for stakeholder comment
should be rejected. AltaLink submitted that it would be be inappropriate for the Commission to
draft a set of rules before any consultation or engagement with the stakeholders involved has
occurred.

Commission findings

635. The Commission re-affirms its intention to develop an AUC rule relating to direct assign
project cost control and cost reporting matters and confirms its intention to conduct broad
consultations as it develops this rule.

636. Despite its intention to examine these matters within an AUC rule making process, the
Commission does not agree with AltaLink’s view that the CCA should not have raised its
concerns with direct assign project cost control or reporting within the context of the current
GTA.

637. In respect of the evidence of Mr. Mohr regarding the adequacy of existing project
reporting and/or cost control processes, the Commission confirms that this evidence is within the
scope of the proposed AUC rule. The Commission has not assessed the merits of Mr. Mohr’s
concerns and suggestions. The CCA can, if it so chooses, bring its proposals forward in the
Commmission’s process to establish the proposed rule.

638.  With respect to the concerns raised by AltaLink about the role of the TFCMC, the
Commission agrees with AltaLink’s observation that the TFCMC does not have authority to
assess the prudence of direct assign projects. However, the Commission has an interest in
examining whether the prudence assessments conducted by the Commission may be improved or
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simplified by accessing reports that may have been prepared for or by the TFCMC. The
Commission is also interested in better understanding whether and, if so, how TFCMC oversight
of some direct assign projects should be taken into account by the Commission in discharging its
direct assign prudence assessment duties.

7 Rate base matters

7.1 2010 year-end closing balances

639. Inthe ADC Rosenberg evidence, Dr. Rosenberg claimed that AltaLink had overstated its
2010 closing rate base by $70 million. Dr. Rosenberg noted that the Commission used a mid-
year convention for determining rate base and claimed that in its filing (Schedule 31.2-A)
AltaLink represented that its 2010 mid-year rate base was $1,301.5 million, based on its
management update.

640. However, Dr. Rosenberg noted that according to AltaLink’s Financial Report and the
Management’s Discussion and Analysis for the year ended December 31, 2010, the company
estimated its 2010 mid-year rate base as $1,266.5 million, or $35 million less than is shown on
the GTA Schedules. However, assuming that the 2009 year-end rate base is correct, which it
appeared to be, Dr. Rosenberg claim that a $35 million difference in the mid-year rate base
translated into a $70 million difference in the year-end rate base figure.

Commission findings

641. The Commission notes that AltaLink submitted revised schedules at the commencement
of the hearing. The schedule in question was updated at that time and the matter was not raised in
argument by any party.

642. As such the Commission considers the matter resolved and no further action necessary.

7.2 Return to stores procedures

643. At Appendix 9 of the application, AltaLink filed a report prepared by Larry Kennedy of
Gannett Fleming which contained a review of the company’s practices with respect to this
matter.

644. Mr. Kennedy stated that the review was undertaken pursuant to a directive from EUB
Decision 2005-019'" wherein AltaLink was directed to assess the accuracy of the proxy method
as originally proposed by AltaLink in its 2004-2007 GTA, whereby returns of material are
valued at one half the current value of material (one-half proxy) for non-major salvaged material.
Major salvaged material is returned to stores at net book value. Mr. Kennedy stated the
discussion of the issue in the proceeding leading to Decision 2005-019 focused on two main
issues as follows:

o Does the use of the one-half proxy have any impact on the average service life
estimates as determined by Gannett Fleming in its depreciation study?

o Does the use of the one-half proxy properly provide a proxy for the value of the assets
being returned to stores?

> Decision 2005-019: AltaLink Management Ltd. and TransAlta Utilities Corporation, 2004-2007 General Tariff
Application, Application No. 1336421, March 12, 2005.
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645. Mr. Kennedy stated that based upon a review of the returned to stores transactions
covering a five year period from 2005 through 2009, Gannett Fleming found that the one-half
proxy was seldom used, and in the circumstances where it was used, the use of the one-half
proxy produced results that would have no influence on the average service life and net salvage
estimates. Furthermore, given the limited usage of the one-half proxy and the limited amount of
assets to which it was applied, Gannett Fleming found that the costs of more extensive asset
tracking were not justified. Mr. Kennedy further stated that the magnitude of transactions to
which the one half proxy is applied was minor and the detailed tracking of all of the material
would require a significant effort from within AltaLink.

646. No changes were recommended as a result of the study.

Commission findings

647. The Commission has reviewed the evidence of Mr. Kennedy and considers his
conclusions to be reasonable. No party provided any comment upon this issue. The Commission
considers its direction complied with.

7.3 Working capital allowance

648. AltaLink provided its working capital requirements and related schedules at Section 11 of
the application. AltaLink noted its previous lead-lag study was undertaken in 2005 and,
recognizing that a more up-to date study was needed to better reflect AltaLink’s cash working
capital requirements, AltaLink completed a new lead-lag study in 2010. The results of this study
were presented in Appendix 7 to the application and, according to AltaLink, demonstrated an
overall increase was required to AltaLink’s cash working capital due to shifts in AltaLink’s
payment and expense lags.

649. Inintervener evidence, prepared on behalf of the ADC, Mr. Meyer proposed that only the
rate base totals associated with material and supplies, unamortized computer system costs, and
unamortized financing fees be included in rate base for the purpose of calculating AltaLink’s
cost of service. Mr. Meyer proposed to disallow the rate base totals for operating expense,
income tax expense, goods and services tax, depreciation expense, debt interest and both
common equity components. Mr. Meyer explained the rate base balances he proposed to
disallow either represented non-cash items or returns on profit, or would be included in a cash
working capital (CWC) analysis that could yield a zero rate base balance.

650. Inintervener evidence, also prepared on behalf of the ADC, Dr. Rosenberg performed a
balance sheet analysis of working capital utilizing the balance sheets from the fourth quarter of
2009 and the four quarters of 2010. Dr. Rosenberg claimed his analysis showed a negative cash
working capital requirement. While Dr. Rosenberg did not propose a negative allowance be used
he did suggest that his analysis provided support to the evidence of Mr. Meyer which
recommended a reduced working capital allowance.

651. Inargument, the ADC continued to advance its position, stating it recommended the
elimination of the components of working capital for operating expense, goods and services tax,
income tax expense, and debt expense because AltaLink had not provided sufficient information
to verify the lags it had included in its CWC study. The ADC maintained depreciation was a
non-cash item and did not represent a cash expense to AltaLink. As such it should be eliminated.
Similarly, AltaLink’s income tax expense was also a non-cash item and should not be included in
AltaLink’s working capital requirement. Finally, the ADC noted AltaLink proposed to include
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working capital requirements for common equity. The ADC maintained the components of
common equity (retained earnings and dividends) were not an operating expense of the company.
Rather, these monies represented profit to AltaLink. AltaLink was essentially proposing a return
on a return. The ADC stated investors did not require additional monies for the elapsed time or a
carrying charge on their investment.

652. The ADC repeated its arguments in reply.

653. In rebuttal evidence AltaLink disputed the balance sheet approach utilized by

Dr. Rosenberg, stating the lead-lag study was a far more accurate representation of a company's
working capital requirements as it analyzed the actual dynamic movement of cash and was based
on actual transactions and cash flow. Conversely, the balance sheet method was based on
balances taken at a single point in time (at the end of a period) which did not reflect or capture
the day to day working capital requirements.

654. AltaLink disputed the claims of Mr. Meyer as well, claiming the information in this
application, including the lead lag study overview, provided a detailed analysis of each
component of the lead lag study, and was consistent with what was provided in the GTA leading
to Decision 2007-012. AltaLink stated it has utilized this same methodology, approved by the
Commission and its predecessor, for every lead lag study it has conducted since AltaLink’s
inception.

655. AltaLink in particular disputed the claims of Mr. Meyer that depreciation should be
excluded because it was a non-cash expense and common equity should be excluded because it

was a “return on a return.” AltaLink noted that these two items were specifically dealt with by
the EUB in decisions E91095'"° and U97065."" *"®

656. AltaLink continued to support its position in argument. AltaLink maintained its approach
to working capital, including its use of lead lag studies to derive cash working capital
requirements aligned with its industry peers and, as Mr. Meyer confirmed, methodologies
approved by the Commission and its predecessors.'”

Commission findings

657. The Commission has considered the positions of the parties and considers that AltaLink
has conformed with the established standards and practices of this Commission with respect to
the preparation of its working capital evidence.

658. AltaLink’s request for working capital is approved as filed, subject to adjustments
necessary as a result of directions elsewhere in this decision.

176 Decision E91095: Alberta Power Limited, Phase | GRA, File No. 910083 2050 0005 2, December 13, 1991.
" Decision U97065, Volume 1 and Volume 2: 1996 Electric Tariff Applications, October 31, 1997.

178 AltaLink rebuttal, pages 50-51, contains quotes from decisions.

9 Exhibit 112.02, page 48, paragraph 196; Transcript, Volume 8, page 1477, lines 25 to page 1478, line 2.
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8 Depreciation

8.1 Linkage to credit metric issue

659. Inargument, AltaLink stated that depreciation was interconnected with credit metrics and
could not be looked at in isolation. Depreciation has a cash flow impact which affects funds from
operations (FFO). If revenue requirement is denied on the basis of rejecting constant dollar net
salvage (CDNS), AltaLink maintained its credit metrics would be impacted. Further, in its reply
submission, AltaLink stated that the evidence in this proceeding was clear and uncontroverted
that depreciation is interrelated to credit metrics and cannot be looked at in isolation.'® AltaLink
maintained there was no credible evidence on the record of this proceeding which required its
depreciation policy, including the application of CDNS and uniform system account or
refinements to minimum filing requirements, to be addressed at this time. Mr. Jacob Pous, the
UCA’s witness for depreciation issues, stated that whether or not CDNS is adopted was “not a
killer one way or another”® and represented a “pure timing difference at this point in time.”"®
Given the unprecedented credit metric pressures, financing requirements and deliverability
obligations that AltaLink is facing in this test period, AltaLink submitted there was no reason not
to approve CDNS at this time and no risk or harm in doing so.

660. The UCA, in reply, noted AltaLink’s comments that depreciation could not be looked at
in isolation and considered the implication that depreciation expense could not be adjusted
because of its potential effect on credit metrics to be unrealistic and inappropriate.

Commission findings

661. Typically, depreciation is one of the largest items in revenue requirement. In this
particular filing it comprises the second largest item in AltaLink’s requested revenue
requirement. As such, it is to be expected that any significant reduction in depreciation would
have an impact upon AltaLink’s credit metrics.

662. Mr. Frehlich testified that an $8 million reduction in depreciation would mean a

0.3 per cent reduction in the FFO to debt ratio.*® The actual reduction to depreciation
recommended by Mr. Pous for 2011 is $10.5 million. Using Mr. Frehlich’s calculations,

Mr. Pous’ recommendation would actually result in a 0.4 per cent reduction in the FFO/debt
ratio.

663. While mindful of the effect that adjustments to depreciation could have on credit metrics
the Commission also considers that each issue must be examined on its own merits. The
Commission will therefore consider the evidence submitted with respect to depreciation in this
hearing and will determine what adjustments, if any, are necessary based on its review of that
evidence. Should the Commission consider any adjustments to depreciation to have a material
impact upon credit metrics this matter will be dealt with in the subsequent section dealing with
credit metrics.
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8.2 USA/MFR compliance

664.  Mr. Pous submitted in his evidence that AltaLink was not compliant with the uniform
system of accounts and minimum filing requirements. In particular he claimed that the records of
retirements and additions provided by the utility contained characters as well as numbers. While
allowing that such a format may comply with Gannett Fleming’s software, Mr. Pous stated that
he had never reviewed a utility whose actual books and records contained characters rather than
numerical values for its retirements.

665. Net salvage was determined using the CDNS approach. Mr. Pous claimed the values
relied upon for specific calculations in determining CDNS percentages, as reflected in

Appendix 8-B on page 190, were not provided at the time of the filing. AltaLink ultimately did
provide the index relating to its rebasing of values to 2009 in response to an information request,
but even there, Mr. Pous stated, AltaLink failed to identify the specific values relied upon so that
he would be able to duplicate the values contained in AltaLink’s filing.

666. With respect to life and salvage parameters, Mr. Pous noted AltaLink had stated
“survivor curve estimates were based on judgment, which considered a number of factors. The
primary factors were the statistical analysis of data; current policies and outlook as determined
through conversations with management personnel over a number of years; and survivor curve
estimates from previous studies of this company and other electric transmission companies.”**
Mr. Pous submitted that AltaLink’s basis was of such a generalized nature that it was
meaningless for purposes of identifying, establishing, or supporting any life or salvage value.

667. Mr. Pous also noted that only one life or curve combination was shown for each asset
account. While the placement-experience band combinations (not the life-curve combinations)
may be the only database combinations analyzed, Mr. Pous stated it was highly unlikely that the
singular proposed life-curve combination for each account was the only life-curve combination
analyzed. Mr. Pous stated he had performed similar analyses and was of the opinion that no
individual was capable of assuming the best average service life and lowa survivor curve
combination on the first attempt without testing the validity of such life-curve combination
against other life-curve combination estimates. In Mr. Pous’ view, simply providing the
placement-experience band combinations relied upon did not comply with the very specific
portion of the minimum filing requirements which require that the various life and net salvage
parameters examined and the reasons for acceptance or rejection concerning the decided
parameters for life and net salvage parameters, be presented.

668. In response to an undertaking,'® Mr. Pous supplied information from a depreciation study
filed by Atmos Pipeline — Texas that he stated was an example of the information he would
expect.

669. AltaLink’s depreciation witness, Mr. Kennedy, in his rebuttal evidence, stated the data
files supplied did in fact provide the exact information as directed in the minimum filing
requirements.*®® The files provided to the UCA were in the same format and contained the same
information as those supplied in previous proceedings in Alberta. Mr. Kennedy claimed the UCA

184 Appendix 8-A, page 11-19.
185 Transcript, Volume 9, page 1859.
186 AltaLink depreciation rebuttal, page 6.
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has not asked for clarification of how to use these files in past proceedings, nor has the UCA
ever suggested that the files as presented, caused any material concern.*®’

670. Mr. Kennedy was critical of Mr. Pous’ position respecting the degree of information that
Mr. Pous thought was necessary to support salvage parameters. Mr. Kennedy noted that Mr.
Pous had suggested items such as costs of removal related to emergency situations, overtime
labour, contract versus internal labour, location,size, age and technology of each item retired
should be reviewed. Mr. Kennedy disagreed that such detail was necessary, noting AltaLink
currently had a wide diversity of equipment type, technology and size within its system, widely
located throughout the province. Historically, AltaLink has retired plant of varying sizes,
technology and type, from locations throughout the province. Mr. Kennedy suggested future
retirements would be of similar type and from similar locations as the historic retirements.
Additionally, future retirements will be caused by planned and unplanned replacement as well as
emergency replacement. Mr. Kennedy stated there was simply no need for the detailed type of
analysis proposed by Mr. Pous. It is not required for conformance to the minimum filing
requirements, and is not required for the development of an estimate of the historic costs of
retirement.

671. Mr. Kennedy acknowledged that at the time of writing Decision 2003-061,"* the EUB
was of the view that this extensive data was required for all reviews of net salvage. However, in
depreciation studies submitted to the Commission in the period since Decision 2003-061,
regulated utilities in Alberta have found it impossible to provide this level of data. Additionally,
in the many depreciation studies reviewed by the Commission (and its predecessor) since
Decision 2003-061, the Commission has never ruled that the net salvage studies did not
incorporate sufficient review of historic data. Had the Commission determined that this level of
additional retirement data, which is considerably beyond the level as required in the minimum
filing requirements, was required for the completion of net salvage studies, the Commission
would have included this requirement in the minimum filing requirements issued four years after
Decision 2003-061. There is no requirement for this level of historic data after the
implementation of the minimum filing requirements. Additionally, neither Mr. Pous nor the
UCA could provide any example of a depreciation study filed over the past five years in any
Canadian jurisdiction that would meet the requirements as set out by Mr. Pous as comprising the
appropriate data review for a salvage study.'®

672. Mr. Kennedy claimed that the information the Commisison appears to want as a result of
Decision 2011-134 was not required anywhere else in North America and noted that the
information Mr. Pous now considered necessary to submit would require a significant level of
modification to the Gannett Fleming software, resulting in a 50 per cent increase in billings, and
would require the permanent retention of significantly more information. Mr. Kennedy also
noted that this additional information was not available at the time of filing, nor was it currently
available.”® Moreover, this proposed requirement did not include the additional requests for
increased amounts of information such as the causes of retirement information requested by

187
188

AltaLink depreciation rebuttal, page 6.

Decision 2003-061: AltaLink Management Ltd. and TransAlta Utilities Corporation, Transmission Tariff for
May 1, 2002 — April 30, 2004, TransAlta Utilities Corporation, Transmission Tariff for January 1, 2002 —
April 30, 2002, Application Nos. 1279345, 1279347, and 1287507, August 3, 2003.

1% AML-UCA-052a.

19 AltaLink depreciation rebuttal, page 13.
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Mr. Pous. Mr. Kennedy claimed that responding to this request would require a project taking
5,000 hours, if the information was available.™

673. Mr. Kennedy noted that an ATCO Gas general rate application (GRA) was currently
underway before the AUC (Application No. 1606822). He stated that ATCO Gas was not
subjected to the minimum filing requirements and filed significantly less amounts of depreciation
related information than AltaLink has filed in its 2011-2013 GTA. While some additional
information was filed in response to information requests, Mr. Kennedy stated a significant
amount of the information that Mr. Pous claimed he required had not been filed in the ATCO
Gas proceeding and Mr. Pous had not stated he was unable to conduct a review and analysis in
that proceeding. In Mr. Kennedy’s view, the depreciation analysis in the ATCO Gas case was
likely more complex than the analysis prepared in this AltaLink proceeding and the level of
information provided in the ATCO Gas proceeding was typical of the level of detail provided by
utilities in support of depreciation studies throughout North America.

674. Inargument, AltaLink also stated that Gannett Fleming provided more depreciation
information in AltaLink’s 2011-13 GTA than in any other proceeding in which it previously
gave evidence," and well beyond what was required in the AE’s 2011-2012 GTA, the first
Commission matter to address uniform system of accounts and minimum filing requirements.**
AltaLink suggested that its GTA was not the forum to address refinements to the uniform system
of accounts and minimum filing requirements because such changes would affect a number of
stakeholders. AltaLink suggested the formation of a project committee to review and clarify the
information needed in support of depreciation studies and also recommended a cost benefit
analysis to ensure that the benefit flowing from the collection and production of any additional
data justified the costs involved in gathering and producing such additional data and information.

Commission findings

675. The Commission notes that the minimum filing requirements with respect to electric
transmission utilities states the following:

As part of the minimum filing requirements, irrespective of whether the utility is filing a
new depreciation study or a technical update, the utility is required to file:

» historical additions and retirements (not required for technical updates);

» current-year plant balances by account/sub-account and vintage, if required to do the
depreciation calculation; and

 all calculations showing the development of the depreciation rate, depreciation
reserve adjustment, and resulting depreciation expense requested by the utility.

If a depreciation study is being filed, the utility is also required to provide:

» the basis for the life and net salvage;

» specific rationale for the selection of each account/sub-account life and net salvage
including copies of all field notes, discussions with management, letters, emails, and
related correspondence (if not available, a summary sheet is acceptable) as it relates
to the depreciation witness; and

191 AltaLink depreciation rebuttal, page 22.
192" Transcript, Volume 7, page 1284, lines 13-14.
193 Transcript, Volume 7, page 1284, lines 11-13.
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» various life and net salvage patterns examined and reasons for acceptance or rejection
concerning the finally decided parameters for life and net salvage'*

676. With respect to this filing Mr. Pous claimed that AltaLink had not complied with the
minimum filing requirements. In particular Mr. Pous claimed: (1) that the records of retirements
and additions contained characters; (2) the calculations supporting the derivation of the CDNS
salvage rates were not supplied; (3) all the life and curve combinations considered were not
provided; and (4) the descriptions for choices of depreciation and salvage parameters were
insufficient.

677. The Commission agrees. The calculations supporting the CDNS salvage rates were not
provided and the descriptions for salvage and service life parameters were insufficient. As
observed below, no narrative or explanation was provided for account 350.10, while the narrative
for account 354 was only one paragraph. The Commission expects that some detail with respect
to the type and mix of assets in the account, explanations of the factors considered in choosing
life and salvage parameters (including life curve combinations considered), changes in
technology and standards and the effect the capital build would have on the account should have
been disclosed.

678. AltaLink has claimed that Gannett Fleming provided more depreciation information in
AltaLink’s GTA than in any other proceeding in which it previously gave evidence. The
Commission disagrees and finds that the level of detail provided in this depreciation study was
similar to that provided by AltaLink in previous filings.

679. Regarding Decision 2011-134, AE was also found to be non-compliant with the
minimum filing requirements.** AltaLink has suggested the formation of a project committee to
review and clarify the information needed in support of depreciation studies. The Commission
considers this suggestion to have merit. There is clearly a lack of consensus and understanding
among the parties as to what is required and expected in depreciation studies.

680. When making its findings in Decision 2011-134, the Commission did not have the benefit
of Mr. Kennedy’s evidence regarding the cost and the availability of providing further
information. Equally, however, the Commission did not have the benefit of Mr. Pous’
undertaking respecting the information other utilities are capable of providing. The Commission
found the response to this undertaking, a depreciation study performed by Atmos Pipeline —
Texas, to be instructive.

681. The Commission considers there to be a lack of consensus and understanding regarding
the requirements of uniform system of accounts and the minimum filing requirements with
respect to depreciation. This may have to be dealt with in a more generic process.The
Commission will issue further instructions with respect to establishing a process to review and
clarify minimum filing requirements in due course.

8.3 Constant dollar net salvage (CDNS) methodology**®

682. Inthe application, AltaLink stated the net salvage percentages used in the report were
developed using the constant dollar net salvage (CDNS) approach, which had been used in

19 Minimum Filing Requirements, May 4, 2006, page 15.
% Decision 2011-134, paragraphs 22-26.
19 Appendix 8-A (the Gannett Fleming depreciation study), page I-5.
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Alberta for a number of years until 2002. AltaLink claimed the CDNS method provided an
enhanced alignment with the IFRS and would allow AltaLink to minimize the amount of
differences in accounting and regulatory treatments. Further, AltaLink maintained the CDNS
method provided an enhanced ability to forecast the future rates of labour based inflation, which
are a significant component of the future net salvage requirements.

683. AltaLink explained that in developing the inflation estimate to be applied to the current
cost of removal estimate, the CDNS method required the application of a forward looking
estimate of the rate of inflation for labour costs connected with the retirement of facilities.
AltaLink maintained the rate of inflation for labour costs was the primary driver of the future
costs of retirements, and the current cost estimate has had all the impacts of inflation removed.

684. In comparison, when using the traditional method, because the current cost estimate was
inclusive of historic rates of inflation, no further adjustment is made. AltaLink explained under
the traditional method, a rate of inflation is used based on the historic rates of inflation that
would have occurred between the time of the original installation of an asset and the time at
which it was removed. AltaLink maintained the use of the historic rates of inflation that were not
indicative of future rates of inflation produced an unrealistic forecast of future costs of
removal."’

685. Mr. Pous was critical of the CDNS method, stating that it was not commonly used.

Mr. Pous noted that even Gannett Fleming admitted it has not filed any other depreciation studies
over the past five-year period in which the CDNS method has been proposed.**® While
acknowledging that CDNS had previously been used by TransAlta, Mr. Pous noted that AltaLink
was directed in Decision 2003-061 to revert back to the use of the traditional method for the
determination of salvage costs. Mr. Pous stated that to his knowledge, no other Canadian utility
was proposing to use the CDNS method. Mr. Pous maintained that there was no credible linkage
that rose to the level of AltaLink’s claim that a significant event has occurred due to IFRS that
could reinvigorate the appropriateness of relying on a CDNS approach for net salvage. In

Mr. Pous’ view there was no significant event that should result in the reversal of the EUB’s
directive in Decision 2003-061.

686. Mr. Pous noted that in Decision 2003-061,the EUB stated that it “considers that factors
such as causes of retirements, trends in the data, the type of material being retired in an account,
reasons for aggregation of accounts, economies of scale, and productivity gains are significant in
the preparation of salvage studies and warrant considerable review in each depreciation study.”**
Mr. Pous stated these are precisely the considerations that Gannett Fleming and AltaLink chose
to ignore in their CDNS presentation.

687. Mr. Pous also claimed that AltaLink had failed to perform a cause of retirement study and
that it did not rely on trends in data, noting that for many accounts, AltaLink only relied on five
years of data, a period often too short to establish meaningful or stable trends.?® Mr. Pous also
questioned AltaLink’s assertion that costs of removal were mostly labour related, noting that
AltaLink would not provide any records that would identify the relationship of labor costs as
compared to material costs reflected in the cost of removal, nor any other underlying aspect of its
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historical cost of removal. Mr. Pous claimed that the likelihood of more equipment cost being
employed in cost of removal activities associated with towers and poles increases for a
transmission utility as compared to a distribution utility. Finally, Mr. Pous also claimed that in
developing the CDNS values, AltaLink did not provide the basis and support for the starting
values that correspond to the traditional approach. Mr. Pous stated AltaLink only provided the
salvage percents, without any further identification or support.®

688. In argument, the CCA supported Mr. Pous’ assessment that a change to the CDNS
method was not warranted. The CCA noted the asset retirement obligations (ARO) associated
with legal obligations arising from retirement of assets were required under Canadian GAAP,
just as under IFRS. The only difference is, under IFRS, the discount rate used in the
determination of the ARO liability must be a risk adjusted rate reflecting the specific risks of the
subject asset; whereas under Canadian GAAP, it is the risk adjusted rate for the corporation. The
CCA claimed the switch to an asset specific risk adjusted discount rate under IFRS for
determination of ARO was, in itself, not a valid reason to change the method of determining the
net salvage percent from traditional to the CDNS method because the ARO liability may be
higher or lower under IFRS, as compared with Canadian GAAP.

689. The CCA questioned AltaLink’s view that ARO and the reserve for cost of removal
require alignment, noting the ARO calculation is prescribed under the relevant accounting
standards; whereas the reserve for cost of removal is based on regulatory principles and practice.
The differences between the results produced by accounting standards and regulatory practice
have existed and are known to exist for various reasons. Changing the method of net salvage
determination will not eliminate the reality that the two sets of records need to be reconciled. The
CCA maintained regulatory practice did not need to produce results that may, or may not be,
better aligned with accounting standards.

690. The CCA noted that the CDNS method involves a number of assumptions with respect to
the components involved in the calculation of the CDNS salvage rate, including future inflation,
inflation assumptions used in the restatement of historical asset costs and the average age of
retirement of different components. In the CCA’s submission, even small errors in the estimation
of these components may potentially and materially distort the CDNS estimates, particularly
given transmission assets are long lived. As well, AltaLink’s CDNS analysis did not appear to
consider, from a future retirements perspective, causes of retirements, trends in the data, the type
of material being retired in an account, reasons for aggregation of accounts, economies of scale
or productivity gains. In contrast, the CCA noted that the traditional method uses the past as the
guide to the future.

691. Finally, the CCA noted that AltaLink had indicated there was time synchronization issues
involved with the traditional method of calculating net salvage percent. The CCA submitted that
any approximations reflected in the traditional method have not proven to be unreasonable over
many years of depreciation accounting. On the other hand, the CDNS method involved its own
approximations which have yet to be proven. Unless AltaLink was able to demonstrate with a
fair degree of accuracy that the CDNS method produces more accurate results as compared with
the traditional method, there was no reason to change. Accordingly, the CCA submitted that it
would be prudent and reasonable for the Commission to continue prescribing use of the
traditional method.

201 Appendix 8-B, page 190, column (d).
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692. In his rebuttal evidence, Mr. Kennedy, supported the CDNS approach. Mr. Kennedy
disputed Mr. Pous’ claim that CDNS was uncommon. While acknowledging that use of the term,
constant dollar net salvage, to describe the process of inflation adjusting salvage values was not
widely used, Mr. Kennedy maintained that future net salvage costs which are inflation adjusted
are common. He also claimed similarly functioning inflation adjusted net salvage estimates are
commonly used in a number of regulatory applications. It is common to develop an estimated
requirement of net salvage in which a current day cost estimate is inflated to the end of the
estimated life of plant. Mr. Kennedy maintained this was particularly common in the
circumstance of electricity generation plants. While the name has not been ascribed as CDNS,
the inflation adjusted calculations are virtually identical to the CDNS method previously
employed in Alberta. As such Mr. Kennedy argued it was incorrect to state that inflation adjusted
salvage percentages were not common.

693. Mr. Kennedy noted that the National Energy Board, in Decision RH-2-2008 directed
pipeline companies to develop a current cost estimate for the eventual costs of removal of the
pipeline facilities. RH-2-2008 directed the Group 1 Company’s to inflate the current costs using
a two per cent inflation rate to the estimated terminal life of the pipeline facilities. While
RH-2-2008 did not name the calculations as CDNS, Mr. Kennedy maintained the calculation
related to the inflation adjustment of the current cost estimate was very similar to the inflation
based calculations used in the current AltaLink application.

694. Mr. Kennedy maintained that inflation based net salvage calculations, such as CDNS,
were commonly used in accounting practice, noting that for a number of years both Canadian
and US GAAP have required entities to report ARO in certain circumstances. AltaLink has
historically recorded ARO related to future costs of retirement under the provisions of Canadian
GAAP. Mr. Kennedy also stated the upcoming implementation of the IFRS also required the
calculation of a financial statement disclosure as described in International Accounting Standard
(IAS) 37. Mr. Kennedy noted that in response to information request UCA-AML-043, Gannett
Fleming discussed the manner in which the inflation based net salvage calculation as presented
for AltaLink was similar to the calculations required in IAS 37.

695. Mr.Kennedy also disputed Mr. Pous’ suggestion that an important consideration is to
determine the relationship of labour versus material costs reflected in cost of removal.

Mr. Kennedy stated that this assertion of Mr. Pous was not relevant as a general principle. To the
extent that the historic retirement transactions have included any mix of labour and material
costs, the historic retirements have represented a wide diversity of assets being removed, in a
variety of circumstances (i.e. emergency replacement versus planned capital maintenance, etc.).
Given the diversity of historic retirement activity over the period for which historic net salvage
data was analyzed, Mr. Kennedy maintained it was reasonable that the future retirements would,
on average, have a similar mix of costs. Additionally, the net salvage percentages will be
reviewed and adjusted in future depreciation studies. As increased amounts of information
become available in future depreciation studies, adjustments can and will be made.

696. Inargument, AltaLink claimed that CDNS was not materially different than traditional
depreciation accounting approaches. The main difference being the inflation factor used for
forecasting future salvage costs, with the CDNS approach using an inflation factor based on a
forecast, whereas the traditional approach used the embedded historical inflation rate based on
historical salvage costs incurred. AltaLink maintained there was no evidence of a downside to
ratepayers if the Commission permitted AltaLink to use CDNS.
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697. AltaLink stated CDNS was an inflation-adjusted approach with mechanics that were
widely used in other jurisdictions.?® There were also benefits to CDNS. In a large build cycle
CDNS provided a more accurate forecast. AltaLink stated from a company perspective, inflation
adjusted forecasts were preferable to historical forecasts for large build cycles because the use of
a forecast-based inflation factor was more indicative of future salvage costs.*®

698. AltaLink also claimed the approach of using a forecast-based inflation factor was
consistent with calculations required for financial statement purposes under IFRS and both
Canadian and U.S. GAAP for asset retirement obligations.? Further, CDNS, like IFRS in the US
and Canadian GAAP, was a methodology to develop future net salvage costs which are inflation-
adjusted and yields a similar result to traditional accounting methods. Additionally, AltaLink
maintained the CDNS method provided an enhanced ability to forecast the future rates of labour-
based inflation, a significant component of future net salvage requirements.

699. AltaLink noted that Mr. Pous had recommended the Commission apply Decision 2003-
061 in its assessment of AltaLink’s use of the CDNS method. In contrast, AltaLink supported
Mr. Kennedy’s evidence that a fresh review of CDNS was required because, among other
reasons, Canadian GAAP has been converged to comply with IFRS for reporting purposes and
CDNS is necessary because it more closely aligns to ARO calculations required for IFRS.%*
Moreover, as Mr. McCabe indicated, there was not one specific accounting rule which mandates
how to undertake depreciation.® AltaLink pointed out the Commission was neither bound by
one type of accounting standard nor by its own precedent, particularly since, in respect of
depreciation, a great deal has changed since Decision 2003-061.

Commission findings

700. AltaLink has proposed the use of the CDNS method for the calculation of net salvage. Its
primary reasons for proposing this change appear to be its belief that CDNS is more closely
aligned to the requirements of IFRS and that it provides an enhanced ability to forecast future
rates of inflation, particularly labour inflation. AltaLink maintains that salvage costs are
primarily labour related.

701.  With respect to AltaLink’s claim that CDNS provides an enhanced alignment to IFRS,
the Commission issued IR AUC-UCA-16 requesting an example of the differences. While the
Commission, like the CCA, acknowledges that CDNS uses a forward estimate of inflation, the
Commission also considers that there are differences between IFRS and CDNS which will
require reconciliation. The Commission does not consider the perceived similarity between the
two to be a sufficient reason to adopt CDNS. The Commission also agrees with the submission
of the CCA that the traditional method produces approximations for inflation which have not
proven to be unreasonable over time.

702. AltaLink claimed that salvage is primarily labour related and CDNS provides an
enhanced ability to forecast such inflation, while Mr. Pous has claimed that salvage may not be
primarily labour related. In the Commission’s view, neither party has adduced any substantive
evidence to support their positions.
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703. The Commission also recognizes that none of AltaLink’s peers currently use CDNS, nor
has Gannett Fleming proposed CDNS in any other recent proceeding.

704.  Finally, the Commission considers that AltaLink has not provided any substantiation for
the base salvage values.”” The Commission finds this to be a failure of AltaLink to comply with
minimum filing requirements.

705. For all of the above reasons, the Commission finds that AltaLink has not met the onus to
demonstrate the advantages of its proposed change to CDNS. AltaLink is directed to use the
traditional method in calculating salvage values in its refiling.

8.4 Salvage costs

706. AltaLink proposed salvage rates based upon the use of the CDNS methodology. In the
previous section, the Commission rejected the use of the CDNS method and will not repeat those
arguments here. Similarly, AltaLink’s justification for the use of CDNS has been commented
upon in the section dealing with minimum filing requirements.

707. Furthermore, salvage experience based upon the traditional approach was illustrated at
Part V of the depreciation study. The Commission considers this to be the most reliable and
substantive evidence placed on the record with respect to salvage rates for the individual asset
accounts and the Commission has placed significant weight on this evidence in its following
analysis of individual asset class salvage rates. Updated information with respect to accounts
354, 355 and 356 was provided in IR response UCA-AML-52. The Commission has relied upon
this data for these accounts.

708. The following is an analysis of the asset accounts in contention.

8.4.1 Account 352 — structures and improvements

709. The current salvage rate for this account is -5 per cent. AltaLink has proposed a revision
to -8 per cent, based solely upon the use of the CDNS methodology. The present rate of
-5 per cent is supported by Mr. Pous and the traditional approach.

Commission findings

710. The Commission has examined the evidence at page V-2 of the depreciation study and
considers that continued use of the -5 per cent rate is reasonable.

711. AltaLink is therefore directed to use a salvage rate of -5 per cent for this account in its
refiling.

8.4.2 Account 353 — station equipment

712. The current salvage rate for this account is -10 per cent. Mr. Pous has suggested a lower
rate of -5 per cent and has based this proposal on his belief that there are potential economies of
scale in the removal of equipment and a claim that continued economic growth in emerging
economies will produce positive levels of net salvage resulting from an increased value in the
price of copper.

27 Appendix 8, page 190, column (d).
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713. AltaLink has proposed an increase in salvage to -15 per cent, largely on the basis of its
CDNS analysis. AltaLink disputed Mr. Pous’ claim of continued future increases in the value of
copper, noting that his claim was based upon the submission of one graph, which it claimed did
not support the increases claimed. With respect to economies of scale, AltaLink stated in rebuttal
that the salvage rate for 2010 was -42 per cent. AltaLink explained that costs of removal can be
incurred in a year following retirement.

Commission findings

714.  AltaLink supported its proposed increase based upon its CDNS analysis, which the
Commission has rejected. However, the Commission does not consider that Mr. Pous has
supplied any substantive evidence to support his proposed reduction. The Commission has
reviewed the evidence in the depreciation study at pages V 3-4, based upon the traditional
approach, and considers that the continued use of the current -10 per cent rate is reasonable.

715.  AltaLink is therefore directed to use a salvage rate of -10 per cent for this account in its
refiling.

843 Account 353.10 — system communications and control

716. The current salvage rate for this account is -10 per cent. AltaLink has proposed a rate of
-9 per cent, largely based upon its CDNS analysis. Mr. Pous has recommended a rate of

-5 per cent, claiming that a number of the most recent three year averages have been in that range
and the limited peer group ranges from 0 to -5 per cent.

Commission findings

717. The Commission has examined the actual retirement data in the depreciation study at
pages V 5-6. The Commission notes that the five year average is -8 per cent while the three most
recent three year averages are -5 per cent, -6 per cent and -11 per cent. Based on this evidence
the Commission approves the requested rate of -9 per cent.

8.4.4 Account 354 — towers and fixtures

718. This account is one of three created by the disaggregation of old account 1600. AltaLink
experienced difficulty with this process and this has limited the information available for this
account, as well as accounts 355 and 356.

719. AltaLink has recommended a rate of -20 per cent for this account based largely upon its
CDNS methodology.

720. Mr. Pous has proposed a rate of -5 pre cent, based on the limited traditional approach
information provided in response to UCA-AML-52, as well as the peer review.

Commission findings

721. The Commission has reviewed the traditional approach salvage data at UCA-AML-52
and considers it to be the most reliable information available on the record of this proceeding.
The Commission agrees with Mr. Pous that -5 per cent is a reasonable salvage rate for this
account. The Commission notes the salvage rate for old account 1600 was -30 per cent*® and a
reduction to -5 per cent for account 354 may appear extreme. However, the Commission also

208 AltaLink depreciation rebuttal, page 33.
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notes that account 354 is only one of three that were part of account old account 1600. As a
reasonableness check, the Commission has prepared a “weighted average®® for the three new
accounts, disaggregated out of old account 1600, using the salvage values recommended by

Mr. Pous provided below as Table 43. The weighted average calculated by the Commission is 30
per cent, the same as the rate for old account 1600. This additional analysis provides support to
the Commission that its decision is reasonable.

Table 43.  Salvage rate for former account 1600 accounts using Pous rates

Account Balance at Salvage Weighted

Number Dec. 31, Percentage of | percentage | average

(per USA) 2011%1° old acct.1600 Pous®! | percentage

354 $ 453,463,683 0.3397391 -5 -1.7

355 $ 499,675,809 0.37436165 -52 -19.5

356 $ 381,601,421 0.28589925 -30 -8.6

Total $1,334,740,913 -29.7

Source: Prepared by Commission

722. AltaLink is therefore directed to use a salvage rate of -5 per cent for account 354 in its
refiling.

8.4.5 Account 355 — poles and fixtures

723.  AltaLink has proposed a rate of -52 per cent for this account based upon its CDNS

adjustments.

724.  Mr. Pous has also recommended a rate of -52 per cent. Mr. Pous based his
recommendation upon the limited traditional approach data contained in IR response
UCA-AML-52.

Commission findings

725. The Commission has examined the traditional approach data contained at response
UCA-AML-52 and agrees that a salvage rate of -52 per cent is reasonable for this account given
the limited information available.

8.4.6

726. AltaLink has proposed a rate of -23 per cent for this account based upon its CDNS
adjustments.

Account 356 — overhead conductors and devices

727. Mr. Pous has recommended a rate of -29 per cent. Mr. Pous based his recommendation
upon the limited traditional approach data contained in IR response UCA-AML-52.

29 This exhibit was originally prepared during the hearing but not placed on the record or given an exhibit number.
See Transcript, Volume7, page 1366.

210 Balances from page 111-4, Appendix 8

211 pous intervener evidence.
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Commission findings

728. The Commission has examined the traditional approach data contained at response
UCA-AML-52 and agrees with Mr. Pous that a salvage rate of -29 per cent is reasonable for this
account given the limited information available.

729. AltaLink is directed to use a salvage rate of -29 per cent for this account in its refiling.

8.5 Asset service lives

730. AltaLink’s proposed service lives for its respective asset classes were Set out in the
depreciation study prepared by Mr. Kennedy and presented in Appendix 8-A of the application.
The depreciation accrual rates and accrued depreciation were calculated using the straight line
method, the whole life basis and the equal life group (ELG) procedure. The calculation was
based on the attained ages and estimated service life and net salvage characteristics for each
depreciable group of assets as of December 31, 2010 through December 31, 2013.

731.  Mr. Pous filed specific recommendations with respect to two accounts which will be
addressed further below. Additionally, in general comments, Mr. Pous maintained that AltaLink
failed to reasonably support its proposals, leaving the Commission and interveners to assume the
basis for AltaLink’s proposal rather than being able to thoroughly test the validity of the analysis
AltaLink had performed. Mr. Pous also noted the problems with the disaggregation of old
account 1600 into the three new accounts 354, 355 and 356. The actuarial analysis of accounts
355 and 356 only contained five years of historical retirement data, which Mr. Pous claimed was
too short of a period to properly capture life indications for such investments. All other
retirement data resided in account 354, which also distorted the presentation for that account.

8.5.1 Account 350.10 — transmission land rights

732.  AltaLink proposed a service life of 52 years at Appendix 8-A, page IV-2 of the
depreciation study where it illustrated a 52-S6 lowa survivor curve. No explanation was offered
for this choice.

733. In his intervener evidence, Mr. Pous was critical of AltaLink’s proposed service life and
recommended an 80-year service life. Mr. Pous stated that right-of-ways must be in place for, at
a minimum, an entire life cycle associated with the life of the facilities that rest upon such land
rights. Mr. Pous noted Gannett Fleming’s proposed 52-year average service life was not even as
long as the average service life proposed for account 356 — overhead conductors and devices and
that AltaLink’s cable must reside upon poles and towers, which reside upon land rights. Mr. Pous
maintained that if the average service life for some of these components that rest on the land
rights is set at 60 years, an average service life of less than 60 years for land rights is simply
wrong and lacks credibility. Moreover, as cables, poles, and towers are retired, they are normally
replaced in order to be able to continue providing service. The replacement asset will also reside
on the same land right as the original asset, again dictating a much longer average service life for
land rights.

734. Mr. Pous also maintained the approximate full life cycle for the life-curve combinations
proposed by AltaLink for towers, poles, and conductors ranged from the upper 70-year to mid
80-year range. Therefore, a very conservative estimate of average service life for AltaLink’s land
rights should be no less than 80 years.
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735. In his rebuttal evidence, Mr. Kennedy stated that Mr. Pous developed his
recommendation without any evidentiary basis. Mr. Kennedy suggested Mr. Pous decided to
ignore or not believe the historic retirement transaction record as it applied to this account. Mr.
Kennedy also suggested that Mr. Pous believed that this account should be subjected to no
interim retirement activity. In contrast, Mr. Kennedy stated that he has chosen to analyse the
historic data and base the depreciation recommendations on this actual data.

Commission findings

736. The Commission has reviewed the limited evidence submitted for this account at part IV
of the depreciation study and agrees with AltaLink that a life of 52 years is reasonable for this
account. The Commission considered the submissions of Mr. Pous but notes that his proposal is
not supported by an examination of the actual historic retirement data on the record.

737.  While the Commission is willing to accept the service life proposed by AltaLink for
purposes of this application, the Commission also considers this to be an example of where
AltaLink has failed to comply with minimum filing requirements. AltaLink supported its
position in the original filing by providing only one life table in part IV of the depreciation study.
No narrative explaining the type of assets in the account and the retirement activity in the
account, was provided in part 11 of the depreciation study. The Commission does not consider
this to be adequate.

8.5.2 Account 354 — Towers and fixtures

738. AltaLink has proposed a service life of 45 years for this account. The only support
offered for this choice, however, is a one paragraph narrative at page 11-24 of the depreciation
study and the chosen life curve at pages IV 14-16 of the study. AltaLink noted this account was a
subset of the assets that in previous studies were in account 1600 — transmission plant, for which
the AUC approved the 44-R2.5 lowa curve. AltaLink submitted the recommended 45-R2
provided an excellent fit to the historic data and is forecast to be representative of the anticipated
future retirement activity for this account.

739. In his intervener evidence, Mr. Pous recommended a 50 R2 life curve combination.

Mr. Pous produced a chart comparing his and AltaLink’s proposal and maintained that his
proposal produced a better-fitting relationship than Mr. Kennedy’s proposed 45 R2 life-curve
combination.?® Mr. Pous observed that AltaLink’s proposal and his recommended 50 R2 life-
curve combination were approximately equal through the first 12.5 years of age. From that point
forward, through 40.5 years of age, Mr. Pous stated his recommended 50 R2 life-curve
combination was a superior fit to the observed life table. Only beginning at age 42.5 years was
AltaLink’s proposal a better fit.

740.  Mr. Pous claimed that another reason for a further increase in the average service life for
this account was simply recognition of the type of investment recorded in the account. Mr. Pous
expected the vast majority of the investment in this account to be in steel or wooden towers. The
industry expectation for investment in this account was dramatically higher than the 45-year
average service life proposed by Mr. Kennedy and even the 50-year average service life he

212 poys evidence, page 37.
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recommended. Further, Mr.Pous noted Mr. Kennedy’s limited peer group comparison in this
case ranges from a low of 50 years to a high of 85 years.**

741. Mr. Pous also claimed that a 50-year average service life was conservatively short
because customers are paying AltaLink for aerial and ground inspection of its transmission
system. AltaLink identified that it first initiated such programs in 2002.%* Mr. Pous maintained
the benefits of new inspection programs should result in a lengthening of average service life
once they have had adequate time to be in effect.

742. In his rebuttal evidence, Mr. Kennedy noted Mr. Pous’ statement that Gannett Fleming
had not followed its own criteria in the development of average service life estimates for this
account. Mr. Kennedy stated that this was incorrect, and noted that Gannett Fleming had
incorporated the use of professional judgement, not a hard rule relating to stopping an analysis at
a level equal to one per cent of plant exposed to retirement, when evaluating service life data.
Mr. Kennedy submitted that the application of what Mr. Pous mistakenly considered to be
Gannett Fleming’s criterion provided him with the freedom to truncate the presentation of the
lowa curve at 40 per cent®®, rather than provide the complete picture as presented in the Gannett
Fleming report. When a more complete picture is viewed, Mr. Kennedy maintained it was clear
that Mr. Pous’ recommendation provided a significantly worse fit to the actual historic data.

743. Mr. Kennedy also noted that Mr. Pous had elected to limit the experience band of data
analyzed to only the last 20 years. Attached to AltaLink’s rebuttal evidence was an lowa curve
fit which included all transactions in this account. Mr. Kennedy maintained a review of the
whole picture, without selective truncation at 40 per cent or selective use of experience bands
provided a much clearer picture. Mr. Kennedy stated that his recommended 45-R2 curve
provided a much better fit than the 50-R2 recommended by Mr. Pous through all areas of the
lowa curve.

744. In its argument the UCA maintained that Mr. Pous’ charts at pages 36 and 37 of his
evidence did not truncate or provide an incomplete picture, as Mr. Kennedy alleged in his
rebuttal. Rather, Mr. Pous’ presentation magnified for clarity, the purposes of the significant
portion of the observed life table and the proposed life-curve combinations. In other words, the
UCA maintained the level of plant exposed to retirement at a given age bracket on the observed
life table must be considered and given different weighting in the curve-fitting process. The
UCA submitted that Mr. Pous’ presentation of the significant portions of the observed life table
were superior to that proposed by Mr. Kennedy at the points that are of greater significance.

Commission findings

745.  The Commission has reviewed the evidence submitted for this account and agrees with
AltaLink that a life of 45 years is reasonable for this account at this point in time. The
Commission considered the submissions of Mr. Pous with respect to the type of assets in this
account and the service lives of the peer group and considers that more weight should be placed
on the actual historic activity in this account as reflected at pages IV 14-16 of the depreciation
study.

213 Appendix 8-B, page 188.
2 UCA-AML-51.
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746. The Commission has also reviewed the lowa curves for this account that Mr. Pous
developed and finds that Mr. Pous has truncated his charts at the 40 per cent survivor mark and
that he has used a limited 20 year experience band. The Commission agrees with Mr. Kennedy
that his 45 year curve utilizing a full experience band and illustrating complete survivor
experience, without the selective truncation at 40 per cent, provides a better fit through all points
of the lowa curve and reflects some increase in service life.

747. The evidence contained in the original filing for this account was limited to the service
life table at pages IV 14-16 of the depreciation study and a one paragraph narrative at page 11-24.
While the Commission is willing to accept the service life proposed by AltaLink for purposes of
this application, the Commission also considers this to be an example of where AltaLink has
failed to comply with minimum filing requirements. The information filed is inadequate. The
Commission would expect to see more detail with respect to the types of assets in this account,
what effect the capital build is expected to have upon the technology and weighting of assets in
the account and a more transparent explanation of the difficulties encountered in the
disaggregation of old account 1600.

8.6 Alternative depreciation approaches

748.  During the oral hearing, Commissioner Lyttle issued an aid for discussion with a view to
eliciting comment from the parties with respect to alternative depreciation approaches.

749.  AltaLink considered the Commissioner’s view to be based on a goal of a levelized
tariff*® and viewed Commissioner Lyttle’s proposal as a valuable concept and starting point to
further explore and discuss alternatives or methods to levelize the tariff in future GTAs once
AltaLink’s large build was over.

750.  AltaLink maintained the record of this proceeding included evidence on tariff levelization
and stated that depreciation, like tariff levelization, was interconnected to many other aspects of
a transmission utility’s business such as financing. As such, depreciation could not be considered
in isolation and required a holistic approach. Future consideration of developing depreciation
approaches was prudent and must be done in the context of potentially affected stakeholders and
their unique interests.

751.  AltaLink noted that Mr. Kennedy and Mr. Pous described Commission member Lyttle’s
proposal as a unit of production approach. AltaLink considered neither witness expressed
support for the proposal.?’ Both Mr. Kennedy and Mr. Pous stated that further debate and
discussion were required on issues, including what denominator should be used,*®and concerns
over the proposal’s resemblance to a sinking fund and related risk of stranded costs.?

752.  While not opposed to consideration of alternative depreciation treatment in the future,
including the possible consideration of a levelized tariff, AltaLink submitted that Commission
member Lyttle’s proposal required further analysis beyond its GTA. AltaLink maintained
levelized methods of depreciation, when applied to only select utilities within an industry, could
cause competitive disadvantages to competing industry peers if the same levelization concepts
are not required to be implemented by all parties.
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753. AltaLink noted that the concept of competitiveness among industry peers was a specific
topic of review in the recent land matters consultative initiative (LMCI) proceeding leading to
the National Energy Board Decision RH-2-2008. Decision RH-2-2008 required all Group 1
Pipelines to implement a similar strategy for an inflation-adjusted net salvage recovery at the
same time in order to avoid competitive disadvantages.”® The LMCI process was an example
where a significant and innovative change to a depreciation policy could be implemented in a
manner that was competitively fair to all industry participants.

754.  In argument, the UCA maintained that reverting back to an average life group (ALG)
procedure would reduce depreciation expense in the near term future. The change in depreciation
expense would occur because the ELG procedure front-loads the recovery of investments by
calculating the highest depreciation rate for the newest vintages.

755. The UCA noted another factor that can have a dramatic swing in the level of annual
depreciation expense is the selection of the life and net salvage values. Since depreciation
analysis was a subjective analysis of future expectations, normally supported by analytical tools,
it was common to expect a range of results. In some instances, the range may be too broad,
which results in a potentially wide dollar range of annual depreciation expense. Notwithstanding
the potential range of factors, selection of longer rather than shorter average service lives and
less negative or more positive levels of net salvage would reduce current annual levels of
depreciation expense.

756. The UCA submitted that the Commission had other options available. For example, the
UCA noted in recent decisions of the Florida Public Service Commission (FPSC) and the
Connecticut Department of Public Utilities (CDPU) elected to amortize excess accumulated
depreciation reserves over periods much shorter than the average remaining life of the accounts
at issues.? In this case, AltaLink has admitted to a $239,686,591%** excess reserve. AltaLink
proposed to amortize this difference at a rate of $6,556,980 per year.?® AltaLink’s proposal,
based on the existing approach employed by the Commission, equated to an effective 36.6-year
amortization period, according to UCA. If the Commission were to select an amortization period
as low as four years, as adopted by the FPSC, or seven years, as adopted by the CDPU, the UCA
calculated that the annual amortization would increase to $59,921,648 or $34,240,942,
respectively. Alternatively, the UCA has recommended life and net salvage parameters that yield
an excess reserve of $312,333,853.2* If the UCA’s recommended excess reserve level were
amortized over four or seven years, the annual amortization would increase to $78,083,463 or
$44,619,122, respectively. The UCA submitted the selection of a shorter amortization period not
only changed the annual amortization level, but does so in a manner that minimizes the
intergenerational inequity that exists. Because current and historical customers paid prior
depreciation expense levels that correspond to the current excess reserve levels, the UCA
maintained rapid amortization of sizable levels of excess accumulated depreciation reserves
corrected intergenerational inequities to the most representative generation of customers
possible.

220 Exhibit 112.05.AML-1021, page 24, lines 7 to 19.

221 EPSC Docket Nos. 080677-El (Florida Power & Light Company) and 090079-El (Progress Energy Florida),
and CDPU Docket No. 09-12-05 (Connecticut Light & Power Company).

222 Exhibit 3, Appendix 8-A, pages I11-11 and 111-12.

23 bid.

224 Exhibit 61.005, Schedule (JP-1) pages 3 and 5 of 13.
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757. Inreply, AltaLink noted that the UCA only raised the issues of ELG versus ALG and the
amortization of differences for the first time in argument. As such AltaLink submitted it would
be unfair to consider such measures in the context of this decision.

Commission findings

758.  AltaLink has stated that methods of depreciation treatment were industry-wide concerns
which impacted shareholders, TFOs, bondholders and regulators, among others. The
Commission agrees that future consideration of developing depreciation approaches must be
carried out with the input of all potentially affected stakeholders.

759. It was not the intent of the Commission to institute significant changes as a result of this
hearing. Rather, the intent was to determine what interest there may be for consideration of
alternative approaches within the context of an industry wide review.

760. The Commission is pleased by the response received from all parties regarding their
willingness to canvass other possible approaches and will consider the views of the parties and
advise them in due course as to what future action, if any, the Commission considers advisable.

9 Credit metric and rate shock relief measures

9.1 Probability and cost of downgrade

761. In Decision 2009-151, the Commission approved AltaLink’s proposal to continue using
the FIT method in order to mitigate a downward pressure on its financial ratios (credit metrics)
arising from its forecast capital build for the test years 2009 and 2010. In addition, the 2009
generic cost of capital decision, Decision 2009-216%*, awarded a three per cent increase in
common equity ratios to all electric transmission utilities, including a one percentage point
increase in recognition of the impacts of the large capital additions forecast by these utilities and
the resulting negative impacts on their credit metrics.??

762. Inthe current application, AltaLink claimed that as a consequence of its significantly
increased capital forecast, the continuation of the credit metric relief provided for in

Decision 2009-151 and Decision 2009-216 will be insufficient to permit AltaLink to prevent
critical credit metrics from declining further below acceptable levels for a significantly extended
period of time, resulting in a higher risk of a downgrade in its credit ratings.

763. AltaLink stated that during the next few years, it will generate significant construction
work in progress (CWIP) balances that must be financed but will not produce cash returns until
the assets are placed in service. As such, there will be abnormal and increased pressure on
AltaLink’s credit metrics at a time when it is required to issue large amounts of new debt to
finance new capital requirements, as well as to refinance existing debt as this debt becomes
due.®

764. Furthermore, AltaLink noted that while all three key financial ratios (or credit metrics)
examined by the Commission in Decision 2009-216 are important, the funds from operations to

25 Decision 2009-216: 2009 Generic Cost of Capital, Application No. 1578571, Proceeding ID. 85, November 12,
20009.

226 Decision 2009-216, paragraph 412, page 106.

227 Exhibit 112.03, page 1, paragraph 2.
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debt ratio (FFO/debt) is the single most critical aspect of all credit rating determinations.
Moreover, AltaLink highlighted that in their most recent rating reports, both DBRS Limited
(DBRS) and Standard & Poor’s (S&P) have identified the 10 per cent FFO/debt level as a
minimum threshold for a downgrade.

765. AltaLink indicated that its FFO/debt ratio had fallen approximately 200 basis points since
2008, from 11.9 per cent to approximately 9.8 per cent. In the absence of relief, AltaLink
forecast that this key cash flow measure will fall as low as 5.4 per cent, and remain below the 10
per cent floor recommended by rating agencies for a total of five years, as shown in the table
below:

Table 44. AltaLink’s FFO/debt ratios with different relief scenarios, 2002-2016°*

16.0%

14.0% / %

7

1208
Minimum Operating

Band »

10.0%

B.0%

6.0%

4.0%

2002- | 2003- | B mo.

2005A | 20064 | 2007A | 2008A | 2009A | 2010F | 2011F | 2012F | 2013F | 2014F | 2015F | 2016F
2003A | 20044 | 20044

el [ 4] 9.0% on 36%(2011) 38%( 2012) 40%({2013) FIT+ ALL
DACDA COWIP-in-RB commencing 2011
[3) 9.0% on 36%(2011) 38%(2012-2013) FIT + ALL
DACDA CWIP-in-RB commencing 2011

12.5% [ 12.8% | 14.7% | 14.9% [ 13.2% | 12.4% | 11.9% | 10.9% | 9.8% | 10.7% | 10.3% | 10.4%

12.5% [12.8% | 14.7% | 14.9% [ 13.2% | 12.4% ) 11.9% | 10.9% | 9.8% | 10.7% | 10.3% | 9.8%

e | 2] 9.0% on 36% FIT + ALL DACDA OWIP-in-RB
commencing 2011

g 1] 9.0% on 36% FIT (Mo Relief) 12.5% [ 12.8% | 14.7% | 14.9% | 13.2% | 12.4% | 11.9% | 10.9% | 9.8% | 8.8% | 6.7% | 5.4% | B.1% |11.5% | 12.6%

12.5% [ 12.8% | 14.7% | 14.9% | 13.2% | 12.4% ) 11.9% | 10.9% | 9.8% | 10.7% | 9.8% | 9.2%

Note: Parts of this table were updated in Exhibit 169, as reproduced in Figure 2 below.

766. AltaLink argued that the targeted 10 per cent FFO/debt measure is below the bottom of
the range the Commission determined was required to maintain an “A” category rating in the
2009 GCOC proceeding. Further, AltaLink expressed its opinion that anything below 10 per cent
FFO/debt creates a serious risk of downgrade and as such, AltaLink’s comfort level was at 12
per cent and above. Finally, AltaLink claimed that its FFO/debt levels (inclusive of FIT) were
worse than AE’s FFO/debt levels without any relief, a fact acknowledged by the UCA witnesses,
Drs. Kryzanowski and Roberts.?

228 Application, Figure 28.2.6.3-1.
229 AltaLink argument, paragraph 256.
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767. AltaLink acknowledged that the tax treatment of AltaLink L.P., a limited partnership
structure through which AltaLink obtains its credit rating, provides, from an IFRS perspective,
an uplift of approximately one per cent on the FFO/debt ratio.”® However, AltaLink maintained
that its ability to sustain an A category credit rating must be independent of the credit rating of its
owners, similar to the Commission’s treatment of AE as a stand-alone entity in Decision 2011-
134.

768.  AltaLink argued that the consequences of a downgrade would be severe and
consequential, particularly considering the need to raise several billions of new capital to finance
the mandated capital build. Specifically, AltaLink indicated that the basis for maintaining an A
category rating includes the following:***

o Interest costs included within Altalink’s tariffs will increase significantly over the
entire term (up to 30 years) of all medium term notes issued while credit ratings are
adversely impacted. AltaLink has estimated the cost of a downgrade from the A level
to the BBB level to be $653.2 million (undiscounted) and $342.3 million
(discounted), assuming an average cost of 80 basis points on all medium term notes
forecast to be issued during the construction period.??

e A downgrade would significantly increase AltaLink’s credit facility costs over the
test period and for years to come, since the cost of bank credit facilities is directly
linked to its credit ratings. Moreover, a downgrade could effectively preclude
AltaLink from issuing commercial paper, resulting in higher short-term debt costs.

e Asa BBB-category issuer, AltaLink would face more significant challenges in
accessing debt markets at reasonable cost, under circumstances where markets are
relatively stable, but especially when the economy is facing a financial crisis as seen
as recently as two to three years ago.

e During periods when access to debt is constrained by adverse capital market
conditions, AltaLink may be unable to issue medium term notes at reasonable interest
rates, or at all without an A category rating.

e The relatively small number of institutional investors who regularly invest in
AltaLink’s bonds are the same ones that AltaLink will be trying to attract as key
investors in its large build. If these investors find themselves adversely impacted in
their current investment, because of a credit rating downgrade, they would be more
reluctant to increase their current holdings of AltaLink’s bonds. Some may even
reduce their holdings, putting additional cost pressure on AltalLink’s interest rates.

o A downgrade in credit ratings would also reduce the appetite of banks to provide
credit to AltaLink, particularly when credit markets tighten. Not having sufficient
liquidity during the course of a large construction program would greatly concern
credit rating agencies, service providers, and other stakeholders, thereby potentially
limiting availability or access to capital. [footnotes omitted]

769. In addition to the above, AltaLink indicated that customers would bear the cost of a
downgrade as reflected in higher interest rates for the full term of the debt issued during the
downgrade, which can range from 10 to 30 years. AltaLink also noted that once lost, it is very

20 Transcript, Volume 1, page 57, lines 12-15; Transcript, Volume 6, page 949 line 16 to page 950, line 8.
21 AltaLink argument, paragraph 240.
22 Exhibit 112.02, Appendix B ix.
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difficult for a rated entity to restore its previous rating, since a rating turnaround is almost always
measured in years, as demonstrated by the case of Nova Scotia Power.?*

770.  Finally, AltaLink argued that the Commission, pursuant to Section 122 of the

Electric Utilities Act and Section 42 of the Transmission Regulation, when approving a tariff,
must have regard to the impact that its decision will have on the financial health of the utility it
regulates. AltaLink submitted that the record in this proceeding was clear that there is an
alignment of interest in ensuring AltaLink’s financial health, which in turn should allow
avoidance of a downgrade that would be financially injurious to ratepayers.?*

771. Inargument, the UCA agreed with AltaLink in the following:**

e AltaLink is entering a period of unprecedented capital build given that the cost of the
new build that AltaLink is mandated to carry out is high relative to its rate base and
higher than for other transmission facilities owners in Alberta, such as AE;

e The expected capital build during the test period is larger than was projected in 2009
at the time of the GCOC proceeding;

e The potential adverse consequences of a downgrade require the Commission to
address that risk;

e |t is important to maintain a bond rating in the lower A range assuming that the
Commission's policy is to target a credit rating for utilities in the A range; [footnotes
omitted]

772. Notwithstanding, the UCA argued that the 10 per cent FFO/debt ratio represents a
recommended value and not an absolute minimum and that small deviations from this
recommended value are highly unlikely to trigger a downgrade. The UCA also took issue with
AltaLink’s assessment of the consequences of downgrade. In particular, the UCA indicated that
the cost of a downgrade declines quickly when considering the opportunity cost of funds for
ratepayers that exceeds AltaLink’s weighted average cost of capital.”*® The UCA witnesses also
provided evidence that BBB rated utilities continue to enjoy access to financing, albeit at a
higher cost.?’

773. Overall, the UCA argued that while it disagreed with the amount of credit metric relief
required to alleviate concerns about a possible credit rating downgrade, the no relief scenario,
under which AltaLink’s FFO/debt ratio falls to 8.8, 6.7 and 5.4 in 2011, 2012 and 2013,
respectively, was unacceptable.?®

774. Similarly, the ADC argued that while it agreed with the overall logic of AltaLink’s
request, certain aspects of the applied-for relief required further clarification. In particular, the
ADC agreed that a 10 per cent FFO/debt ratio can be considered a floor below which the rating
agencies would start considering whether a downgrade is necessary. The ADC expressed its
opinion that while a transient dip below ten per cent for AltaLink’s FFO/debt ratio is acceptable,
the rating agencies would not prefer to see this ratio falling markedly below this value for a
sustained period of time.
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AltaLink argument, paragraph 243.
AltaLink argument, paragraph 237.
UCA argument, paragraph 144.
UCA argument, paragraph 186.
Ibid., paragraph 200.

UCA argument, paragraph 163.
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775.  The ADC also submitted that by deducting (or not adding back) part of its “deemed”
income taxes from its cash flow, AltaLink calculated its FFO/debt ratio differently than S&P
does, which resulted in an artificially depressed cash flow, as AltaLink does not pay income
taxes even though it receives the cash for these taxes. The ADC submitted that since it is only
S&P’s perspective on the FFO/debt ratio that counts, and since AltaLink conceded the one per
cent uplift due to the income tax effect, the appropriate benchmark (using AltaLink’s method of
calculation which includes income tax as a cash expense) should be 9 per cent, not 10 per cent.?®

776. Additionally, the ADC took issue with AltalLink’s calculation of the cost of a downgrade.
First, the ADC noted that this estimate assumed a discount rate of five per cent and not the 10-25
per cent that would be more representative of a customer’s cost of capital. If AltaLink used a

10 per cent discount rate, the net present value of a downgrade cost would equal $180 million.
Second, the ADC pointed out that AltaLink’s number represented a downgrade not of one notch,
but of three notches from the A to the BBB level. Third, even for a three notch downgrade,
AltaLink’s assumption of an 80 basis points differential was excessive. The ADC indicated that
the UCA’s witnesses favoured a 40 to 50 point differential, which was in line with

Dr. Rosenberg’s estimates.**

777. Furthermore, the ADC submitted that the uncertain cost of downgrade must be weighed
against the very serious and immediate cost of credit relief. The ADC indicated that when using
AltaLink’s estimated cost of a downgrade, a downgrade in 2011 would cost $1.7 million, in 2012
would cost $6.5 million, and in 2013 would cost $13.6 million. The ADC further submitted that
these hypothetical costs must be weighed against the real and imminent cost to the customers of
the relief measures that AltaLink is requesting, which amount to $262 million over the three
years.”** Similar concerns were expressed by Drs Kryzanowski and Roberts, who stated that
over-insuring against a small possibility of a downgrade results in customers bearing significant
costs that are not required or appropriate.**

778. Finally, the ADC submitted that since the potential actions of rating agencies cannot be
predicted with any degree of certainty, the probability of a downgrade is undetermined and
unknowable regardless of what the Commission may decide in this proceeding. Consequently,
the ADC submitted that any action the Commission may take with respect to the requested relief
measures should have regard to the fact that the ultimate responsibility of the Commission is to
protect the consumer against precipitous unprecedented increases.*?

779. Inreply, AltaLink submitted that it was fundamentally incorrect for the interveners to
seek to characterize the downgrade simply as a matter of cost. AltaLink maintained that a
downgrade creates a significant risk that it will not be able to access the capital to fulfill the
mandated build on acceptable terms.

780. Regarding its calculation of the FFO/debt ratio, AltaLink submitted that within the
standalone regulated utility, deemed income taxes are included as part of the utility’s revenue
requirement. Given that the Commission and its predecessors ruled on the appropriateness of
AltaLink recovering deemed income taxes in its revenue requirement, AltaLink maintained its
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ADC reply argument, page 19.

ADC argument, page 16; ADC reply argument, page 19.
ADC argument, page 16.

UCA reply argument, paragraph 67.

ADC argument, page 14.
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FFO/debt calculations correctly present the credit metrics for the standalone regulated utility,
without subsidization from other entities within its ownership structure.

781.  AltaLink also took issue with the interveners’ opinion that an FFO/debt ratio in the

9 per cent range will obviate the risk of a downgrade, since, when the uplift from deemed income
taxes is taken into consideration, AltaLink’s credit metrics would be in the ten per cent range.
AltaLink submitted that assuming the Commission approves relief that enables the standalone
regulated utility to achieve a ten per cent FFO/debt, the subsidy related to deemed income taxes
would merely provide a modest margin of one per cent and the forecast FFO/debt ratio of
AltaLink L.P., as seen through the eyes of the credit rating agencies would be approximately

11 per cent (including the deemed income tax subsidy). AltaLink maintained that this is the
minimum ratio representing the bottom of the acceptable range to maintain an A rating.**

Commission findings

782.  Asdiscussed in Section 6 above, the Commission has reviewed AltaLink’s forecast of the
direct assigned capital build that is to be undertaken at the direction of the AESO in 2011 and
2012. In the event that all of the 2011and 2012 direct assigned capital program projects are
approved, AltaLink would experience abnormally high levels in its construction work in progress
accounts. In particular, the updated schedules show that the direct assigned CWIP is forecast to
be at 17 per cent of the total rate base in 2011 and will reach 32 per cent in 2012.%%

783.  Asthe Commission explained in Decision 2011-134, under current accounting
procedures, during the period under which a utility is building new infrastructure, it does not
earn a cash return on the value of that asset until that asset is able to be used to provide electric
service to the utility’s customers. A non-cash return, known as an allowance for funds used
during construction (AFUDC), is provided to the utility by adding the return to the rate base of
the asset under construction. That is, utilities are permitted to capitalize the interest cost and
foregone earnings during the years the asset remained under construction. These capitalized costs
are added to the concrete costs of the asset and are included as part of the value of the asset for
the purpose of establishing the value of the utility rate base.*®

784. In other words, assets under construction are included in CWIP and do not generate any
cash flow until they are used to provide electric service to the utility’s customers, even though
the utility must incur and service additional debt and equity to finance the construction program
throughout the construction cycle.

785. The evidence in this proceeding is that cash flow, as measured by the funds from
operations to debt (FFO/debt) ratio, is the most important credit metric that is considered by
rating agencies when establishing a credit rating for a company.*’ As such, the Commission
agrees with AltaLink that significant amounts of CWIP will result in an abnormal and increased
pressure on AltaLink’s credit metrics at the time when it is required to issue large amounts of
new debt to finance new capital requirements.

24 AltaLink reply argument, paragraphs 300-303.

245 Exhibit 123.03, Schedule 31.2-A, lines 12 and 26.
%6 Decision 2011-134, paragraph 528.
7 Transcript, Volume 6, page 948, lines 10 to 23.
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786. In Decision 2009-216 dealing with the 2009 GCOC proceeding, the Commission had
observed the following minimum credit metrics associated with a low A-range credit rating:*®

e earnings before interest and taxes (EBIT) coverage of 2.0 times
e funds from operations (FFO) coverage of 3.0 times
e FFO/debt ratio of 11.1 per cent to 14.3 per cent

787. In this proceeding, the interveners agreed with AltaLink’s submission that, based on
recent rating agencies’ reports, a FFO/debt ratio of 10 per cent can be considered a floor below
which a downgrade in AltaLink’s credit rating is possible. The Commission agrees with this
observation.

788.  As explained above, AltaLink, a regulated business, is evaluated by credit rating agencies
and obtains its credit rating through a limited partnership structure called AltaLink L.P. (ALP).
The latest Standard & Poor’s report on AltaLink L.P., dated November 30, 2010, indicated the
following:

Based on timely equity support, we expect adjusted FFO-to-debt at AltaLink to remain
above 10%. A negative rating action is possible if the company doesn’t meet these
targets.”*

789.  Another rating agency, DBRS, expressed similar concerns with respect to AltaLink L.P.’s
credit metrics in its report from February 15, 2011:

Notwithstanding the fact that ALP’s ratings incorporate a host of quantitative and
gualitative factors, the rating confirmations assume that the AUC would, if required,
provide ALP with support to prevent ALP’s cash flow-to-debt ratio from declining below
10% and the EBITDA-to-interest ratio (with interest on a gross basis based on total debt)
from declining below 3.0 times. If the ratios were to fall below these thresholds, DBRS
would review the appropriateness of the “A” rating.”°

790. According to AltaLink’s projections, in the absence of any relief, its FFO/debt ratio
would fall to 9.2 per cent in 2011, 6.3 per cent in 2012 and 5.1 per cent in 2013. Interveners did
not dispute that under the no relief scenario, credit metrics for AltaLink would fall well below
the recommended minimum. Based on the observations in Decision 2009-216 and rating
agencies’ reports, the Commission finds that under this scenario there is a high risk that
AltaLink’s credit rating would be negatively impacted.

791.  As interveners pointed out, since AltaLink does not pay income taxes even though it
receives the cash for those taxes, its FFO/debt ratio calculations presented in this application
differ from those of rating agencies. In particular, AltaLink noted that deemed income taxes

provide, from an IFRS perspective, an uplift of approximately one per cent to AltaLink’s
FFO/debt ratio.

792. In Decision 2003-061, AltaLink was authorized to collect deemed income taxes in its
revenue requirement, primarily on the basis that the utility should be treated as a separate entity
for regulatory purposes:

28 Decision 2009-216, Table 12 and paragraphs 348, 354 and 356.
29 Exhibit 3, Appendix 4-C.
0 Exhibit 43.02, Attachment AUC-AML-24.
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The calculation of an income tax component of revenue requirement should be
determined on the same basis as other costs, that is, the utility is treated as a separate
entity for regulatory purposes and it is the costs related to that utility's operations that are
examined and approved on a prospective basis. The Board accepts that the underpinning
of the stand-alone principle is that the regulated utility should not be subsidizing its non-
utility operations or operations of members of its corporate family, neither should the
non-regulated activities subsidize the utility operations.?*

793.  As well, the Commission applied the stand-alone principle in determining the allowed
return on equity and equity thickness ratios for Alberta utilities in the 2009 GCOC Decision
2009-216.* More importantly, in recent decision concerning AE, the Commission reaffirmed its
adherence to the stand-alone principle in assessing the relevance of the utility’s credit metrics.?*

794. The Commission agrees with AltaLink that its ability to maintain an existing A- credit
rating must be independent of the credit rating of its owners. As such, the Commission finds that
it is reasonable for AltaLink to target its stand-alone FFO/debt ratio at ten per cent. The
Commission recognizes that as a result of a subsidy related to deemed income taxes, AltaLink’s
FFO/debt ratio, as seen by the rating agencies would be approximately 11 per cent. However,
even with this subsidy, AltaLink’s cash flow ratio would be at the lower end of the observed
credit metrics associated with a low A-range credit rating.

795. Notwithstanding, the Commission reaffirms its opinion, expressed in Decision 2009-151
that no one factor in isolation can determine the effect on a company’s credit rating.”* In that
regard, the Commission agrees with the UCA witnesses that small deviations from the ten per
cent FFO/debt target are unlikely to trigger a downgrade.

796. AltaLink estimated a cost of a downgrade to be $653 million (undiscounted) or

$342.3 million (discounted) over the entire term of the issued bonds, which is 30 years. The
UCA and the ADC questioned this number and expressed their concerns with the discount rate
and credit spread that AltaLink used and argued that the downgrade would cost AltaLink’s
ratepayers between $100 million to $190 million (discounted) depending on the assumptions.**

797. Regardless of which calculation is correct, the Commission considers that the relevant
time frame in which the costs of a downgrade should be compared with the costs of relief
measures should be over the life time of the constructed transmission assets, which, as

Dr. Rosenberg observed, is 30 to 40 years. As explained in Section 9.3 below, it may be the case
that even though customers pay less upfront (in this test period), they will suffer from the higher
overall cost of an asset in the future.

798. Moreover, the Commission considers that the downgrade cannot be characterized simply
as a matter of cost. The Commission has considered the UCA’s evidence that BBB rated
companies are able to issue debt. However, the Commission finds that although that may be true,
as a BBB category issuer, a utility may face more significant challenges in accessing debt
markets, particularly at a time of adverse market conditions. A list of individual debt transactions
provided by AltaLink shows that during the period June 11, 2008 to January 29, 2009,

51 Decision 2003-061, page 82.

%2 Decision 2009-216, paragraphs 78 and 323.

%3 Decision 2011-134, paragraph 492.

%4 Decision 2009-151, paragraph 558.

%5 UCA argument, paragraph 185; ADC argument page 16.
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companies with credit rating outside of an A category were not able to issue long-term debt on
any terms in the public Canadian debt market.*®

799. Finally, the Commission has also considered the risk associated with attempting to
reverse a credit metric downgrade, and, based on the evidence provided by AltaLink, and in
particular, noting the recent experience of Nova Scotia Power, the Commission considers that it
would be difficult to reverse a downgrade even if the Commission took steps to assist AltaLink
in restoring its credit metrics after the downgrade.

800. Consequently, the Commission finds that it is in the public interest to avoid a downgrade
from AltaLink’s current A- credit rating. The Commission is persuaded that the potential adverse
consequences and risk of a downgrade require the Commission to address the potential for a
downgrade in this decision.

9.2 Jurisdiction to approve relief measures

801. During the course of the oral proceeding, Commission member Lyttle asked a question of
the ADC panel with respect to the Commission’s jurisdiction to approve the use of a credit
maintenance advancement (CMA) as a credit relief proposal.”” As a result of this exchange,
AltaLink, the ADC and the UCA submitted argument regarding the Commission’s authority to
approve CMA >®

802. The Commission has reviewed these argument submissions and considers that it would
be of assistance to all parties for it to address the issue of its jurisdiction to grant credit metric
relief in the context of its general rate making authority.

803. As has been determined by Supreme Court in ATCO Gas & Pipelines Ltd. v. Alberta
(Energy and Utilities Board) 2006 SCC 4 (Stores Block), one of the Commission’s primary
functions is to establish rates. It does so in the public interest and included within this authority is
the Commission’s power to supervise the finances of the utilities it regulates. As stated by the
Court in Stores Block:

4. As in any business venture, public utilities make business decisions, their ultimate goal
being to maximize the residual benefits to shareholders. However, the regulator limits the
utility's managerial discretion over key decisions, including prices, service offerings and
the prudency of plant and equipment investment decisions. ...

804. The way in which assets in rate base are financed is a fundamental part of establishing the
revenue requirement for a utility and falls squarely within the rate setting function conferred on
the Commission by statute.

805. AltaLink has argued that Section 122 of the Electric Utilities Act precludes the
Commission from considering any alternate credit relief mechanism because there may be a risk
of a downgrade and this, in turn would preclude AltaLink from being able to earn its return. The
Commission does not agree with this premise. Section 122 of the Electric Utilities Act does not

%6 Exhibit 48.01. UCA-AML-60(a).

%7 Transcript, Volume 8, page 1553, lines 16 to 19.

%8 AltaLink agument, paragraphs 308-318; ADC argument, pages 22-30; ADC reply argument, pages 27-28; UCA
reply argument, paragraph 85.
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provide a guarantee to the utility that it will earn its return. Rather, Section 122 only provides the
utility with a reasonable opportunity to earn its return.

806. The Commission’s decision, Decision 2011-134, which allowed AE to immediately
recover the financing costs of the assets through its rates was a new approach first introduced and
explored by the Commission in Decision 2009-151. The Commission considers it to be in the
public interest to consider all options that will assist both the utility and the ratepayers during this
period of unprecedented forecast capital build. As such, the Commission has considered each of
the credit relief proposals advanced by AltaLink and the interveners in the sections that follow.

9.3 Analysis of credit relief measures

807. In this proceeding, the Commission was presented with several options to consider
addressing the issue of credit metric relief.

808. Inits application, AltaLink proposed the following credit metric relief package:

e continuation of the calculation of federal income taxes using the future income tax
(FIT) method

e CWIP in rate base

e increase in equity thickness

809. Later during the proceeding, AltaLink proposed a further alternative measure, a reduced
debt option (RDO).

810. The ADC, through its witness, Dr. Rosenberg, presented two alternative measures:

e credit maintenance advancement (CMA)
e mirror CWIP

811. The UCA suggested other alternative measures such as credit guarantees, maintenance
agreements, credit enhancement and securitization.

812. The Commission has reviewed each of these proposed measures in sections that follow,
beginning with a review of AltaLink’s proposed credit relief measures.

813. The Commission’s conclusion and finding with regard to the approved credit metrics and
rate shock relief measures for AltaLink are set out in Section 9.4 of this decision.

9.3.1 Relief measures proposed by AltaLink

814. In the application, AltaLink requested the Commission’s approval for the following
measures to provide necessary credit metric support for its A category credit ratings:

e continuation of the future income tax (FIT) method used in the calculation of the
federal component of income taxes included in AltaLink’s revenue requirement and
delay in the determination with respect to the FIT account balance, in the manner
provided in Decision 2007-012

o the approval of CWIP in rate base in respect of all AESO direct assigned projects,
effective January 1, 2011
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o the approval of a temporary increase in the deemed common equity ratio from 36 per
cent in 2011, to 38 per cent in 2012, and 40 per cent in 2013.

9.3.1.1 Future income tax method

815. AltaLink requested the Commission’s approval to continue the calculation of federal
income taxes using the FIT method and to maintain the existing accounting practice regarding
the FIT account balance, as approved in Decision 2007-012. AltaLink indicated that by granting
the requested continuation of FIT accounting, as an integral part of the overall relief requested,
the Commission would provide the needed relief for its credit metrics and send a critical signal
of continuing regulatory support to credit rating agencies.**

816. AltaLink submitted that FIT continues to be a well known mechanism for the recovery of
income taxes. AltaLink pointed out that in Decision 2007-012, retention of the FIT method for
the calculation of federal income tax and retention of the FIT balance were approved for the
2007 and 2008 test years. More recently, the Commission accepted FIT for credit relief in
Decision 2009-151dealing with AltaLink’s 2009-2010 GTA and awarded similar treatment to
AE in Decision 2011-134.

817. In addition, AltaLink maintained that FIT is favourable to ratepayers as any related
balance collected from customers through this method is reflected as no cost capital, representing
an offset to rate base and thus reducing the revenue requirement by the amount proportional to
the approved weighted average cost of capital. In AltaLink’s opinion, FIT provides additional
regulatory efficiencies — for example, there is no requirement to address the type of timing
differences and deductions that exist for engineering and supervision costs.

818. Finally, AltaLink submitted that there was no credible argument against FIT as a form of
credit metric relief. In particular, AltaLink observed that the UCA and the CCA agreed that FIT
is an appropriate form of credit metric relief, moreover, the UCA’s witnesses Drs. Kryzanowski
and Roberts ranked FIT near the top of potential credit relief options.**°

Commission findings

819. In Decision 2009-151, the Commission found that maintaining the FIT method of
accounting for federal income tax would have a positive impact on supporting AltaLink’s credit
metrics during AltaLink’s forecast capital build.”®* As well, in Decision 2011-134, the
Commission approved AE’s use of the FIT method for similar reasons:

534. With respect to the request for future income taxes (FIT), some explanation is
necessary. Using the FIT method, income taxes are collected based on accounting income
and applying the applicable tax rates. These accounting income taxes typically exceed the
amount actually payable to the tax authorities. In contrast, ATCO Electric’s current flow-
through method of taxes requires that the utility determine the least amount of cash
income taxes that is forecast to be payable to the tax authorities and only collect that
amount from customers. Therefore, the use of the FIT method would allow ATCO
Electric to pre-collect certain amounts for income tax before it actually needed to be paid.
The pre-collected income taxes would be recognized as no-cost capital, thereby reducing

%9 AltaLink argument, paragraph 278.
260 AltaLink reply argument, paragraph 322.
%1 Decision 2009-151, paragraph 563.
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ATCO Electric’s required investment in rate base, hence its return on capital invested in
rate base.”®” [footnotes omitted]

820. Asnoted in Decision 2011-134, it is only certain utilities that are allowed, under
accounting rules, to reflect only the cash taxes payable in their accounting income statements.
The FIT method is mandated for all companies in Canada other than certain regulated
companies.®®

821. For these reasons, the Commission finds that the use of the FIT method should be a part
of the approved credit metrics relief package for AltaLink, as further discussed in Section 9.4 of
this decision.

9.3.1.2 CWIP in rate base

822. For this test period, AltaLink is seeking CWIP in rate base treatment for all direct assign
projects. The issues that arise with this proposed relief measure are:

e acceptance and effectiveness in resolving credit metric pressure,
¢ intergenerational equity impacts and rate shock.

823. Each of these issues is discussed below.

9.3.1.2.1 Acceptance and effectiveness

824. Asdiscussed in Section 9.1 above, during the forecast capital construction program,
AltaLink’s credit metrics will be severely impacted by the unprecedented proportion of CWIP
relative to its cash generating rate base. AltaLink indicated that the ratio of CWIP to total
capitalization (or rate base) is forecast to escalate significantly during each year of the test period
and remain at elevated levels until 2015.

825.  AltaLink maintained that CWIP in rate base, combined with the other components of the
integrated package of credit metric relief requested, provides credit support through earlier
receipt of cash flow and, therefore, directly enhances the FFO/debt measure. Moreover, AltaLink
argued that CWIP in rate base is a preferred solution because it readily aligns with traditional
regulatory accounting as well as international financial accounting standards and there is less risk
that rating agencies and investors are going to respond unfavourably to it. In AltaLink’s opinion,
rating agencies and the investment community are “keenly aware” of CWIP in rate base as a
method to support cash flow and, therefore, credit metrics during major construction cycles.”

826. In addition, AltaLink emphasized that since all direct assigned projects are subject to a
deferral account treatment, customers will only pay a return on actual project costs incurred and
only on approved project balances in the CWIP account. As such, AltaLink noted that the CWIP
in rate base method is also self-regulating because if transmission investments are not made or
are delayed, there will be no CWIP in rate base amounts and no additional cash flows provided
by CWIP in rate base treatment until the investments are actually made.*®

%2 Decision 2011-134, paragraph 534.
Ibid., paragraph 535.

AltaLink argument, paragraph 276.
AltaLink argument, paragraph 275.
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827. Finally, AltaLink indicated that CWIP in rate base is widely accepted in North America
by both regulators and rating agencies as an effective means to address credit metrics pressures
during high build cycles. Mr. Pfeifenberger, who appeared as AltaLink’s witness on credit
enhancement measures, confirmed that this approach has been widely used in the U.S.and is also
available and used in Canada.”®

828. In their respective arguments, the UCA and the CCA indicated that they did not object to
AltaLink’s proposal to include CWIP in rate base during the test period, albeit with some
reservations as discussed below.

829. The UCA noted that while it disagreed that CWIP in rate base is a technique that is used
quite regularly in the U.S. to mitigate credit metric issues, it agreed that experiences in the use of
credit relief measures in the U.S. have some transfer value to the Alberta situation. The ADC
submitted that CWIP in rate base constitutes extraordinary treatment and that in Canada, the use
of CWIP is even more exceptional than in the U.S.

830. The ADC also pointed out that in Decision 2011-134, the Commission distinctly noted
that this was a finding pertinent to AE only and could not be used as a support for a generic
treatment. Moreover, the ADC indicated that in the case of AE, the Commission explicitly relied
upon the superior credit rating of AE’s parent, CU Inc., as a rationale for CWIP in rate base. The
ADC further argued that since AltaLink’s owner, SNC-Lavalin Group Inc., has an inferior credit
rating of only BBB+, it is AltaLink that is carrying SNC-Lavalin Group Inc. and not the reverse.
As such, the ADC argued that the decision to use CWIP in rate base for AE was not applicable to
AltaLink.?" Similar concerns were also raised by First Nations in its argument.®®

831. The UCA questioned whether the traditional treatment of CWIP (that is, CWIP/AFUDC)
represents a utility’s natural habitat and whether AltaLink had no reason other than to improve
its credit metrics for applying for CWIP in rate base. The UCA’s experts, Drs. Kryzanowski and
Roberts, argued that there is no natural habitat from the utilities’ perspective if the two
alternatives (CWIP in rate base and CWIP/AFUDC) are neutral on a net present value (NPV)
basis.

832. At the same time, Drs. Kryzanowski and Roberts also indicated that unless market returns
for utilities provide a risk-adjusted return that exceeds that of the market, regulated utilities, all
other things being equal, will prefer to use the conventional CWIP/AFUDC treatment as opposed
to CWIP in rate base approach. However, if equity providers (that is, the parent company or
companies) have a desire to minimize the size of their equity injections, then the utilities will
prefer CWIP in rate base. The UCA maintained that given the relative size of the forecast capital
build for AltaLink, the desire to minimize the level of equity injection by AltaLink’s owners was
the over-riding driver in this proceeding.**®

833. Drs. Kryzanowski and Roberts offered one more reason as to why regulated utilities may
favour the CWIP in rate base approach:

2
2
2
2
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® AltaLink argument, paragraph 277.
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First Nations argument, page 5.
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However, if, for example, the parent’s credit rating is highly dependent on that of the
regulated utility because the parent has no other assets but the regulated utility and the
parent also carries debt (a case of double leverage), then the preference may change to the
CWIP in rate base approach.?”

834. The CCA submitted that while it agreed the inclusion of CWIP in rate base was an
appropriate trade off to avoid potential credit downgrade, any credit relief through inclusion of
CWIP in rate base should be provided only to the extent it is absolutely necessary and only for a
very limited time. In that regard, the CCA noted that credit relief requirements could be tailored
more closely to the actual need if the direct assign capital expenditures, including CWIP, were
recovered by way of a separate rider that is reset prior to the commencement of each test year,
taking into account more current direct assign project expenditures and plans. The CCA
indicated that, considering the unprecedented level of direct assign capital expenditures forecast,
its CWIP rider was particularly relevant if the Commission were to approve a three-year test
period.”™

835. Inreply, AltaLink reiterated its view that CWIP in rate base enhances credit quality by
advancing cash flows in a value-neutral fashion without increasing utility profits, since any cash
flows advanced are returned to customers by reducing the utility’s rate base and, therefore, the
annual depreciation charges in future tariffs over the life of the constructed assets. AltaLink
submitted that the evidence in this proceeding confirms that it sought CWIP in rate base in order
to secure credit support essential to the execution of the unprecedented capital build, not for
other financial advantage.

836. Furthermore, AltaLink noted the claims that CWIP in rate base supports SNC-Lavalin
Group Inc.’s credit ratings were unsubstantiated by any evidence in this proceeding. AltaLink
submitted the ADC’s assertion that the decision in the AE GTA must be distinguished because of
the relative credit quality of the respective parent companies was inconsistent with the principle
that utilities are regulated on a standalone basis. AltaLink argued that if the parent’s credit
quality mattered at all, the higher credit ratings of ATCO’s parent would make it less (not more)
necessary to provide CWIP in rate base as a regulatory tool to support the utility’s credit strength
during build cycles.”

837.  AltaLink also took issue with the CCA’s proposal that CWIP relief be granted by way of
a separate rider that is reset prior to each test year, rather than by way of a deferral account.
AltaLink reiterated its position that CWIP in rate base is self-correcting in the event that the
forecast additions differ from the actual additions or the timing of the actual additions through
the existing DACDA mechanism. Further, AltaLink submitted that the CCA’s proposed annual
review mechanism creates unnecessary risk, since it is unknown how the new mechanism would
be perceived by credit rating agencies and debt investors.?”

Commission findings

838.  In Decision 2009-151, the Commission indicated it was prepared to consider the adoption
of CWIP in rate base as means of addressing any remaining credit metric concerns identified by
AltaLink in its 2009-2010 GTA. In Decision 2011-134, the Commission suspended the

3

210 Exhibit 100.07, AUC-UCA-17(b).

2’1 CCA argument, paragraph 230.

272 AltaLink reply argument, paragraph 308.

21 AltaLink reply argument, paragraphs 319-320.
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traditional CWIP accounting treatment for AE’s direct assigned projects for the 2011and 2012
test years.

839. However, the Commission wishes to emphasize that its findings in the referenced
decisions dealt with the unique circumstances of those utilities at the time of their respective
tariff applications, and should not be taken as the Commission’s endorsement of the CWIP in
rate base method in general for purposes of the current or all future proceedings.

840. As noted above, CWIP is the fundamental cause of AltaLink’s credit metrics pressures
during the test period. In these circumstances, it is not unreasonable for AltaLink to request some
sort of relief to help deal with the cash flow implications resulting from these abnormally high
balances in its construction work in progress account.

841. Asthe Commission explained in Decision 2011-134, relief requested by AltaLink, and
which has been commonly referred to as CWIP in rate base, is a mischaracterization. The relief
requested is really a request to suspend current construction work in progress accounting
procedures to reduce the potential for a downgrade of AltaLink’s credit rating. It is a financing
mechanism to smooth out the cash flow fluctuations that arise because of this cycle.?”

842. CWIP in rate base alleviates the pressure on the utility’s credit metrics because if the
current construction work in progress accounting measures are suspended, the utility will be
entitled to recover the cost of the money it requires for construction (interest) as that money is
spent. The utility will not be entitled to recover, through rates charged to the customer, the
principal costs of the project until the project is approved and the project is put into service.

843. The UCA witnesses observed that the utility would be indifferent as between CWIP in
rate base and CWIP/AFUDC if those two alternatives were net present value (NPV) neutral.
However, based on their observation that market returns for regulated utilities provide a risk-
adjusted return that exceeds that of the market, Drs. Kryzanowski and Roberts agreed that the
utilities would prefer the traditional CWIP/AFUDC treatment, all other things being equal.

844. At the same time, Drs. Kryzanowski and Roberts also provided two reasons why
regulated utilities may prefer CWIP in rate base over the traditional CWIP/AFUDC treatment.
Specifically, the UCA submitted that the desire to minimize the level of equity injection by
AltaLink’s parent was the over-riding driver in this proceeding. However, the evidence in this
proceeding does not support this argument. As further discussed below, AltaLink testified that its
owners agreed not only to provide additional equity in the amounts greatly exceeding the 2009
GCOC benchmark of 36 per cent, but they agreed to do it one year earlier than otherwise
required.””

845.  With respect to the second reason, the UCA witnesses noted a regulated utility may opt
for CWIP in rate base to support the credit rating of its parent. This concern was echoed by the
ADC and First Nations, who argued that the improvement in AltaLink’s credit rating will benefit
its ultimate owner, SNC-Lavalin Group Inc. As noted in Section 9.1 of this decision, AltaLink’s
ability to maintain its credit rating must be assessed independent from the credit rating of its
owners. Furthermore, the Commission has determined that AltaLink needs credit metric relief as
a separate (stand-alone) entity, regardless of the rating of its owners.

2% Decision 2011-134, paragraph 527.
" Transcript, Volume 7, page 1227, lines 5 to 15.
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846. While the impact of implementing CWIP in rate base may result in the benefits identified
by the UCA’s witnesses, the Commission does not consider these benefits to be the principle
driver for AltaLink’s request.

847. The Commission reiterates its finding in Decision 2011-134, that more weight will be
assigned to the utility’s proposal of including CWIP in rate base as a means of credit metric
relief, since such a measure reduces the opportunity to invest in rate base which, when viewed in
isolation, is a detriment to the utility.”®

848. The Commission further notes that even with the inclusion of CWIP in rate base,
customers’ interests will nonetheless be protected in the event that the 2011-2012 direct assigned
capital projects proposed in the application are not approved and/or the cost of a direct assigned
project changes. This is because balances in construction work in progress only start to accrue
when the utility starts spending funds for a direct assigned project. Therefore if a project is not
approved by the Commission or the project is delayed or cancelled for any other reason, the
utility will not be able to accrue the expenditures related to it. In addition, because all direct
assigned projects are covered by a deferral account (DACDA), any balances in construction
work in progress accounts will also be subject to the same deferral account treatment. Under
deferral account treatment, customers will only pay a return on those actual and approved
balances in the construction work in progress account.

849. The Commission takes note of Mr. Pfeiefenberger’s testimony that CWIP in rate base is a
remedy that is most often used in other regulated jurisdictions to support the credit ratings of
regulated utilities during construction of major electric transmission infrastructure projects. In his
evidence, AltaLink’s witness presented several examples of CWIP in rate base usage by the U.S.
regulators, as well as examples from the British Columbia Utilities Commission and the Ontario
Energy Board.?”

850. Moreover, AltaLink filed on the record of this proceeding a credit analysis report on
AE’s parent, CU Inc, which discussed the impact of credit metrics relief measures granted to AE
in Decision 2011-134. This report stated the following:

Ratings
This week, DBRS confirmed its ratings and trends on CU Inc., Canadian Utilities Ltd.,

and ATCO Ltd., following the AUC’s decision. DBRS said “with the aforementioned
measures, DBRS expects CU Inc.’s coverage metric ratios to remain adequate for the
current credit rating.”?"®

851. Aswell, Mr. Fetter, who appeared on behalf of AltaLink as an expert witness on matters
that impact credit ratings, testified that rating agencies understand that CWIP in rate base limits
stress on the utilities’ credit metrics during the construction period.*”

852. Based on the provided evidence, the Commission agrees with AltaLink’s witnesses that
rating agencies perceive CWIP in rate base as an effective means to address credit metric
pressures.

276 Decision 2011-134, paragraph 540.

27T Exhibit 112.04. page 18, lines 9 to 16; page 22, line 15 to page 23, line 17.
278 Exhibit 112.02, Appendix Bi, page 7.

1% Exhibit 28.02, Expert Evidence of Steven Fetter, pages 38-39.
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9.3.1.2.2 Rate shock and intergenerational inequity considerations

853. Inargument, First Nations observed that, combined with the effect of other drivers in
generation, transmission, distribution, and retail costs, the forecast capital build will result in
retail rate increases of over forty per cent. First Nations submitted that CWIP in rate base would
aggravate this problem by moving costs forward in time. Given the rate shock concerns, First
Nations recommended that the Commission not allow CWIP in rate base for AltaLink.?®

854. AltaLink indicated that CWIP in rate base creates a more gradual increase in customer
rates and lower long-term rates than traditional rate-making approaches. In his evidence,
AltaLink’s witness, Mr. Pfeifenberger, presented a chart (see Figure 1 below) demonstrating on a
hypothetical $1 billion example that the revenue requirement and therefore customer tariffs
increase more gradually until the affected projects are placed in service and are lower after the
projects are placed in service. Customers pay more in the early years and benefit from lower
costs in later years:

Figure 1 - lllustration of the impact of $1 billion investment on revenue requirements under traditional
AFUDC and CWIP in rate base treatments®*
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3160 q

e D evenue Requirement Path-CWIP in Ratebase (in § Millions)

e Rievenue Requirement Path-Traditional CWIP Treatment (in 3 Millions)

5140

5120 4

5100 4

FED 1

360 1

520 4

50 T 2 T F ) T T T T T
2010 2011 2012 2013 2014 2015 2016 2017 2018

855. Referring to the figure reproduced above, Mr. Pfeifenberger noted that CWIP in rate base
treatment increases rates more gradually over time and reduces future rates compared to what
they would be under the traditional AFUDC treatment of CWIP. As such, AltaLink argued that
the combination of these factors smoothes out and mitigates the sudden large increases in
revenue requirements that tend to occur under the traditional CWIP treatment when a large
project is added to rate base.

80 First Nations argument, page 5.
%81 Exhibit 112.04, Rebuttal Evidence of Johannes P. Pfeifenberger, page 13.
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856. The ADC’s witness, Dr. Rosenberg noted that while one may argue for CWIP in rate
base to alleviate pressure on AltaLink’s credit metrics, it would be counterproductive to use
CWIP in this case to mitigate rate shock. Moreover, the ADC submitted that in AltaLink’s
circumstances, CWIP would actually precipitate rate shock, rather than mitigate it. During the
hearing, Dr. Rosenberg stated that, given the choice between the two lines on Figure 1 above, his
preference was for the steep red line (triangles) representing the traditional CWIP/AFUDC
treatment:

4 A. DR. ROSENBERG: I would prefer the red

5 because the cost of -- my opportunity cost and the

6 opportunity cost of most ratepayers is greater than the

7 weighted average cost of capital of AltaLink.

8 I think as Drs. Roberts and Kryzanowski

9 point out, when that is the case, the customers are better
10 off without the CWIP in rate base.”®

857. Drs. Kryzanowski and Roberts provided further evidence on this issue and submitted that
the ratepayers’ cost of funds (discount rate) is important when examining the rate shock
trajectories depicted in the hypothetical Figure 1. Specifically, they indicated that while rate
shock considerations are important, the issue for a rational ratepayer is whether the present value
of the revenue requirement with CWIP in rate base is greater or less than the present value of the
revenue requirement under the traditional CWIP/AFUDC method when discounted at the
ratepayer’s opportunity cost of funds.

858.  As such, Drs. Kryzanowski and Roberts indicated that ratepayers’ preference for CWIP

in rate base versus CWIP/AFUDC depends on their opportunity cost of money. The UCA
experts argued that if the customers’ opportunity cost of money is greater than AltaLink's
weighted average cost of capital (WACC), then customers are better off excluding CWIP from
rate base, all else held equal. If the customers’ opportunity cost of money is less than AltaLink's
WACC, then customers would prefer the CWIP in rate base treatment. Consequently,

Drs. Kryzanowski and Roberts submitted they agreed with the Commission’s conclusion in
Decision 2011-134 that ratepayers end up paying less in total (undiscounted) dollars but argued
that this conclusion changes when one considers the cost of funds and the time value of money.**

859. The representatives of both the UCA and the ADC took the position that for most
consumers, their opportunity cost of money is greater than AltaLink’s weighted average cost of
capital. As a result, the ADC implicitly argued that CWIP in rate base would be more expensive,
on a net present value basis, as compared to a traditional AFUDC approach.? However, the
UCA’s witnesses indicated that a more comprehensive analysis incorporates the time value of
money and examines the cost of a downgrade to all ratepayers weighed against the added
incremental cost to all ratepayers from early payment arising from FIT and CWIP in rate base
due to the excess of the cost of funds for ratepayers over that of AltaLink.?®

860. AltaLink did not agree that CWIP in rate base is more expensive than other types of relief
and submitted that if the time value of money is determined using a utility’s cost of capital, then

2
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the present value of AFUDC and CWIP in rate base treatments are exactly the same. In that
regard, AltaLink expressed its opinion that the utility’s cost of capital is a reasonable estimate for
a discount rate to use in evaluating fairness in situations where customers “lend to or borrow
from” the utility.

861. Aswell, AltaLink took issue with the interveners’ submission that opportunity cost
makes CWIP in rate base more expensive for some customers. AltaLink indicated that this
argument should be dismissed for the following reasons:

e The AUC has to regulate for the entire customer base, setting the best public policy
considering the circumstances of all customers and the regulated utility and its
investors.

e CWIP in rate base is an established method to buttress credit metrics in the best
interests of all ratepayers.

e A downgrade injures all customers and investors (and drives potential investors
away), including the “opportunity cost” ones.”®

862. In their respective arguments, the CCA and the ADC submitted that CWIP in rate base
also presents an intergenerational equity problem, since current customers will pay
extraordinarily high rates for equipment that will not be fully useful or beneficial until many
years from now, when these customers may no longer be on the system.®” The interveners also
submitted that CWIP in rate base is a departure from the accepted “used and useful” regulatory
standard.

863. AltaLink’s witness, Mr. Pfeifenberger, indicated in his evidence that the problem of
intergenerational equity is overstated. Specifically, he noted that the composition of customer
base does not change significantly during and after the construction period. However,

Mr. Pfeifenberger could not provide any evidence on how the composition of AltaLink’s
customer base would change during and after the construction period.?®

864. Moreover, Mr. Pfeifenberger noted that current customers pay very little for the
transmission facilities they utilize, which have been mostly paid for by past customers over the
last several decades. Finally, Mr. Pfeifenberger argued that even current customers have
contributed to the load growth and system use, which causes the need for new transmission
infrastructure investments. Consequently, from both an inter-generational equity and a cost-
causation perspective it was not unreasonable that financing costs associated with CWIP are
recovered in current rates. %

865. In addition, the ADC indicated that while it agreed that including CWIP in rate base will
result in a lower cost of assets entering service due to the removal of the AFUDC, this advantage
is only realized over the useful life of the asset, which is 30 to 40 years, or more.**

866. Because of this intergenerational inequity problem, the CCA submitted that any credit
relief through the inclusion of CWIP in rate base should be provided only to the extent it is
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absolutely necessary and only for a very limited time. Likewise, the ADC argued that if CWIP in
rate base is approved in this proceeding, it must be accompanied by Mirror CWIP, as further
discussed in Section 9.3.2.2 below.

867. Inreply, AltaLink submitted that the Commission must consider the trade-off between
any intergenerational equity concerns that may exist and the importance of credit quality. In that
regard, AltaLink noted that a downgrade would injure all customers (including future customers)
and investors, and drive potential investors away.*"

Commission findings

868. Asthe Commission observed in Section 9.3.1.2 above, from a utility’s perspective, the
present value of the traditional AFUDC and CWIP in rate base treatments is exactly the same,
and therefore, a utility should be indifferent as between the CWIP in rate base and the
CWIP/AFUDC approaches. All else held equal, there will be no financial gain for the utility if
CWIP in rate base is granted. The UCA and the ADC witnesses argued that from a customers’
perspective, this outcome may not necessarily be the same.

869. In Decision 2011-134, the Commission observed that the inclusion of CWIP in rate base
reduces the total cost of an asset because it reduces the amount of return that customers pay to
the utility:

532. The Commission also notes that by suspending the current construction work in
progress accounting procedures, in the long run, the overall cost to customers for new
assets is less than what it would be under the current CWIP/AFUDC accounting practice.
This is because it is always more expensive to postpone payment of an asset due to the
interest or return cost associated with postponing payments. As a simple analogy,
suspending this relief is similar to financing a home by putting a larger down payment on
a home at the outset. The home is less costly in the long run because the down payment
has reduced the amount of interest paid over the life of the mortgage. Therefore, in the
long run, the suspension of current construction work in progress accounting measures
reduces the total cost of an asset because it reduces the amount of return customers pay to
the utility.?*

870. In this proceeding, the UCA and the ADC brought forward the question of whether
ratepayers would actually want to pay earlier for the transmission assets. In other words,
continuing the mortgage analogy, the interveners questioned whether customers would want to
put down a larger down payment on a home at the outset and pay less interest in the future, or
whether they would prefer no down payment and pay more in interest charges over the term of
the mortgage.

871. Drs. Kryzanowski and Roberts explained that this choice would depend on a customer’s
opportunity cost of money, also known as a discount rate. They indicated that if the customers’
discount rate is higher than AltaLink’s weighted average cost of capital, they will prefer
traditional accounting treatment. Customers whose discount rate is lower than AltaLink’s WACC
would prefer CWIP in rate base.

21 AltaLink reply argument, pargraphs 314-315.
22 Decision 2011-134, paragraph 532.
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872. The UCA and the ADC expressed their opinion that for most consumers, their
opportunity cost of money is greater than AltaLink’s weighted average cost of capital of
approximately 6.8 per cent. Therefore, the interveners argued that from the ratepayer perspective,
CWIP in rate base would be more expensive than the traditional accounting treatment over the
long run. However, no evidence was provided in this proceeding as to what the correct measure
of AltaLink customers’ opportunity cost of money is, although several alternative opinions were
advanced.

873.  While theoretically a ratepayers’ opportunity cost of money may be higher than
AltaLink’s weighted average cost of capital, the Commission considers that it is not possible to
determine a single number representing the opportunity cost of money for the entire AltaLink
customer base.

874. The Commission also observes that interveners in this proceeding unanimously opposed
AltaLink’s RDO, which assumed a lower revenue requirement during the test period, but higher
payments over the life of the assets, as presented in Section 9.3.1.4 below. However, as AltaLink
observed in its argument, for customers whose opportunity cost of money is high enough, this
option would be attractive as well.*?

875. In addition, the Commission agrees with the UCA’s and AltaLink’s observations that,
when the cost of a downgrade is included in the analysis, even customers with a higher discount
rate may view CWIP in rate base as a more attractive option compared to the traditional
CWIP/AFUDC method.

876. Drs. Kryzanowski and Roberts also argued that the fact that home buyers with the
financial means do not make larger initial payments on home purchases provides a further
illustration that individuals compare the cost of maintaining or obtaining the mortgage against
the return obtained from using the funds elsewhere. As Dr. Kryzanowski stated:

13 The problem with the mortgage example is it's

14 true in terms of the total amount of funds that's paid, but
15 you have all kinds of examples where people don't -- they
16 have a prepayment option. They don't pay off the mortgage
17 because basically they're better off not doing that. And in
18 fact, in the US, the typical procedure is to refinance to

19 keep the mortgage going as long as you can.?**

877. However, Commission member Lyttle observed that when this logic is taken to the
extreme, if the Commission were to base its decisions solely on the fact that customers’
opportunity cost of money is higher than that of utilities, the Commission would be compelled to
never pay off the cost of constructed assets in order to minimize payments for ratepayers, which
would keep the utilities “at the brink of financing and leave them in that state for eternity.”**

878. In addition, Commission member Lyttle stated:

15 But in the end, it's a regulator's job at some
16 point to step in and say what's reasonable. Using your US

2% AltaLink argument, paragraph 284.
24 |bid., page 1771, lines 13-20.
25 Transcript, Volume 9, page 1801, lines 15-21.
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17 example, where they never want to pay off a mortgage and

18 reduce their equity to the bare minimum on their down

19 payment, et cetera, and all that history we've had over the

20 last four years, it doesn't seem reasonable for a regulator

21 to take a purely, oh, consumers have a higher weighted

22 average cost of capital so delay it as long as possible. It

23 doesn't seem to have really assisted in the long term and

24 benefited the US mortgage industry or positions that advocate
25 that approach.*®

879. For the same reasons, the Commission does not share First Nations’ concern that CWIP
in rate base would aggravate the rate shock problem by moving costs forward in time. As

Drs. Kryzanowski and Roberts and Dr. Rosenberg explained in their testimonies, the issue for a
rational ratepayer is to compare the net present value of the proposed options, rather than focus
on rate shock.®” Once it is established that CWIP in rate base is not more expensive than the
traditional CWIP/AFUDC approach, it may be argued that CWIP in rate base treatment smoothes
out and mitigates the sudden large increases in revenue requirement that tend to occur under the
traditional accounting treatment when a large project is added to the rate base.

880. Regarding the intergenerational equity concerns, Decision 2011-134 noted the following:

544. The Commission notes that the amount of depreciation and return that customers are
currently paying on old infrastructure is lower due to the average age of the transmission
assets. It is the nature of the electric system that investment in new facilities is more
expensive than the investment once made on the old facilities. The Commission takes
into account the intergenerational equity issues that present themselves in this case but
weighs them against the realities that occur from a significant build cycle: i) the vast
majority of the customers of today will still be customers in several years when the assets
enter service; ii) if the Commission determines that credit relief is required today then it
must be provided today; iii) it is not clear if customers of today would benefit by
deferring paying for this cost today when the result would be higher costs in the future
and could potentially be higher debt costs today as well, if it were determined that ATCO
Electric transmission has a lower stand alone credit rating; and iv) the amount of
depreciation and return that customers of today are currently paying on old infrastructure
is lower due to the average age of the transmission assets compared to customers of
yesterday but that mismatch from the past and into the future is the nature of large
capacity additions.*®

881. The Commission considers that the evidence in this proceeding confirms that the
conclusions above are applicable to AltaLink’s case as well. In its rebuttal evidence, AltaLink
presented a chart showing that since the mid 1960s the cost of transmission in Alberta adjusted
for system load has been steadily declining in constant dollar terms, and indicated that for
roughly 30 years, customers have experienced declining transmission costs.?*® Secondly, no party
presented any evidence of how the composition of AltaLink’s customer base would change
during and after the construction period. Finally, the majority of the direct assigned projects are
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forecast to be in service before the end of 2015,*° which further reduces the intergenerational
inequity concern.

882. Asaresult of the above considerations, the Commission does not consider that in
AltaLink’s circumstances pertaining to this GTA, customers will be harmed by beginning to pay
for the costs of the direct assigned transmission projects now rather than paying a higher amount
in the future.

9.3.1.3  Increase in equity thickness
883. The relief AltaLink requested in its GTA included:

e 36% placeholder equity thickness pending outcome of the 2011GCOC proceeding;
9% placeholder return on equity (ROE) pending the outcome of the GCOC,;

e atemporary increase in equity thickness in 2012 to 38% and in 2013 to
40%;**

884. AltaLink indicated that in addition to CWIP in rate base and FIT, it required the
Commission’s approval for a temporary increase in the allowed deemed common equity ratio to
maintain its FFO/debt ratio marginally above ten per cent. Specifically, AltaLink requested a
temporary increase in the equity component of its capital structure to 38 per cent for 2012.
AltaLink argued that the additional equity was required to reduce CWIP-related debt to levels
that can be supported by the FFO forecast for the test period.

885.  After the large build, when its credit metrics have returned to normal levels and are
consistent with the expectations of the credit rating agencies, AltaLink agreed that the temporary
increase in deemed equity levels, granted to provide credit metric relief, would no longer be
necessary. As such, AltaLink submitted the requested change in common equity ratio should be
viewed as a temporary measure.

886. Furthermore, AltaLink noted that significant equity contributions will be required to
finance the forecast capital program throughout the test period and beyond. AltaLink also noted
that any equity contributions made to temporarily increase the common equity ratio from 36 per
cent would be required in the following calendar year in any event. AltaLink’s owners would be
contributing a portion of their ongoing equity investment requirements one year earlier than
otherwise required, with the intention of providing further support for AltaLink’s credit metrics
to the extent that CWIP in rate base relief, by itself, is insufficient.

887. In addition, AltaLink accepted that the temporary equity thickness proposal increases the
total dollars of revenue requirement collected over the life of the new transmission assets by the
marginal cost of equity (at the generic ROE) over the cost of debt. However, AltaLink pointed
out that the present value of this revenue requirement will be lower for customers with a higher
time value of money because of the lower near-term increases in revenue requirements.
Moreover, AltaLink submitted that the increase in equity thickness will result in cost savings for
customers relative to the cost of a credit rating downgrade during an unprecedented capital
investment cycle.*

%0 Exhibit 212.
%01 AltaLink argument, paragraph 5.
%02 AltaLink argument, paragraphs 284-285.
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888. Finally, AltaLink noted that the requested increase in equity thickness was a temporary
measure to address its unique circumstances and was independent of any consideration of
business risk and the other considerations that normally underlie a capital structure
consideration.

889. Inthe ADC’s view, increasing the equity thickness was the least attractive of any of the
methods intended to provide AltaLink with credit metric support, since other methods serve to
reduce the rate base either through the avoidance of AFUDC or through the establishment of a
regulatory reserve or liability. The ADC noted that these regulatory reserve liabilities serve as
no-cost capital and thus reduce the rate base and the balances will eventually be returned to
ratepayers. However, by increasing the equity thickness, consumers receive no compensating
benefit. As such, the ADC submitted that the equity thickness method simply rewards SNC-
Lavalin Group Inc. at the expense of the ratepayers, as equity is the most expensive form of
financing.*®

890. Based on its analysis of AltaLink’s business risk, the UCA submitted that the request to
increase AltaLink’s equity ratio should be denied because it would represent an excessive
amount of relief while only marginally improving the FFO/debt ratio by about one-half to one
per cent (according to AltaLink). As such, the UCA argued that AltaLink should be required to
maintain 36 per cent, or whatever alternative equity thickness is determined appropriate by the
Commission in the 2011 GCOC, throughout the test period.**

891. Inreply, AltaLink reiterated the importance of maintaining a standalone FFO/debt ratio
above the ten per cent flashpoint and argued that if the Commission does not approve the
requested temporary increases in equity ratio, CWIP in rate base alone and FIT together are not
sufficient to preserve its credit metrics and, therefore, relief in the form of temporary increases in
equity thickness was also required.

Commission findings

892. A utility invests the money of its shareholders (equity) as well as borrowed money (debt)
to pay for their assets. The Commission approves rates that are expected to provide the utility
with a reasonable opportunity to collect enough money from its customers to earn a fair return on
its invested equity, and pay interest on its debt.

893. The cost of debt is usually cheaper than equity because providers of debt are exposed to
less risks than providers of equity (shareholders). For example, the companies have to pay out
interest on their debt regardless of net income, while equity dividends can only be paid when the
firm has been profitable. Furthermore, in case of bankruptcy, debt providers have priority over
shareholders in receiving any proceeds of liquidation.

894. By increasing equity thickness, the regulator allows a higher proportion of equity in the
utility’s financing mix, which leads to a higher amount of return that customers must pay to the
utility. By reducing the amount of debt in the utility’s capital structure, this alternative improves
the FFO/Debt measure. However, the Commission agrees with Dr. Rosenberg, that other credit
enhancement techniques (such as CWIP in rate base and its alternatives) enhance credit metrics

%03 ADC argument, page 20.
%04 UCA argument, paragraph 227(xiii).
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in a revenue-neutral fashion, since they serve to reduce the rate base either through the avoidance
of AFUDC or through the establishment of a regulatory reserve or liability.

9.3.1.4 Reduced debt option

895. In response to interveners’ concerns Of higher rates during the growth period, AltaLink
brought forward its reduced debt option (RDO), which combined temporary decreases in the debt
ratio and temporary increases in equity thickness with CWIP in rate base relief for only select
CTI projects.

896. In particular, AltaLink proposed to finance direct assigned projects related to the
Southern Alberta Transmission Reinforcement (SATR) and Foothills Area Transmission
Development (FATR) with 100 per cent equity funding. These projects account for 47 per cent
and 37 per cent of total direct assigned CWIP balances in 2011 and 2012, respectively. As well,
the RDO proposed to apply CWIP in rate base treatment to the Western Alberta Transmission
Line and Heartland projects, which account for 37 per cent and 54 per cent of total CWIP
balances in 2011 and 2012. The remaining direct assigned projects were to be subject to regular
AFUDC accounting.®®

897.  AltaLink noted that the RDO would reduce its revenue requirement during 2011-2013 by
approximately $141 million while maintaining the company’s credit metrics at levels sufficient
to sustain the current credit ratings.*® As such, AltaLink argued that the RDO will maintain
AltaLink’s A-category rating necessary to raise funds for its mandated build, while reducing the
impact of that build on customer rates.

898. Furthermore, AltaLink explained that the RDO was essentially an early advancement of
equity required during the high build phase. AltaLink admitted that while the RDO lowers its
revenue requirement during this GTA’s test period, this option would increase revenue
requirement over the useful life of the assets when compared to the forecast revenue
requirements under the CWIP in rate base option. However, AltaLink argued that the RDO was a
cost effective solution to level its tariff.>

899. AltaLink’s witnesses testified that the RDO was not its preferred option, but it was
prepared to execute this alternative proposal to address customers’ concerns with the front end
revenue requirement costs.*® According to AltaLink, the RDO was essentially an enhancement
of its request for a 36 per cent placeholder equity thickness pending the outcome of the GCOC
proceeding, a temporary increase in equity thickness in 2012 to 38 per cent, full CWIP in rate
base treatment for direct assign projects including CTI projects, and a continuation of the FIT
method and retention of the FIT balance.

900. Inargument, the UCA submitted that it did not support AltaLink’s RDO proposal as an
appropriate alternative credit metric relief measure. Drs. Kryzanowski and Roberts indicated that
while this option supposedly reduces revenue requirements during the 2011-2013 period, its

100 per cent equity component would result in a higher cost to ratepayers, since equity earns a
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return that is higher than return on debt.** Similar concerns were raised by the ADC and the
CCA in their respective arguments.*®%*

901. Furthermore, the UCA argued that the RDO would provide AltaLink with a free lunch on
the expanded equity component of the investment. The UCA explained that a free lunch occurs
when the average return on an equity investment exceeds the fair rate of return on equity over an
extended period of time. In Drs. Kryzanowski and Roberts view, regulated utilities represent an
example of free lunch, since the realized returns in this low-risk, mature industry have
historically outperformed the realized returns on the more risky general market over extended
periods of time.**

902. The ADC indicated that the RDO proposal suffers from the same problems as the equity
thickness method. Specifically, the ADC stated that the RDO method is yet another proposal of
AltaLink to increase its profits beyond those levels determined reasonable by the Commission in
past cases. As such, the ADC submitted that increasing profit levels to AltaLink provides no
benefit to ratepayers as opposed to the CMA approach advocated by the ADC.**

903. Inreply, AltaLink submitted that the RDO was an equity-based solution that strived to
maintain, not increase, credit metrics by increasing the equity ratio as a substitute for CWIP in
rate base relief. AltaLink further noted that under both the RDO and the primary credit metric
relief, the FFO/debt ratio would be comparable.

904. AltaLink also cautioned that RDO should not be confused with the temporary equity
thickness requested in its application as part of its requested credit metric relief. AltaLink
explained that temporary equity thickness was required to increase the FFO/debt ratio to the
minimum acceptable level, while RDO was merely an alternative way of achieving minimum
acceptable credit metrics in a fashion that reduces revenue requirement during the test period.**

Commission findings

905. As AltaLink noted, RDO is essentially an extension of its proposal for a temporary
increase in equity thickness above the 36 per cent level established in the last generic cost of
capital decision. Specifically, AltaLink proposed to limit the CWIP in rate base treatment to
approximately 50 per cent of all direct assigned capital spending, and to recover the remaining
credit metrics deficiency by increasing the equity ratio to 42 per cent in 2011 and 48 per cent in
20123

906. The interveners pointed out that while the while this option supposedly reduces revenue
requirements during the 2011-2013 period, its 100 per cent equity component would result in a
higher cost to ratepayers, since equity earns a return that is higher than the costs of debt. The
Commission has made similar observation in Section 9.3.1.3 above dealing with the equity
augmentation proposal.
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907.  Furthermore, in Section 9.3.1.2, the Commission found that CWIP in rate base treatment
provides adequate protection from rate shock because it results in gradual increases in revenue
requirement during the construction period and reduces future rates compared to what they
would be under the traditional AFUDC approach. The RDO achieves the same purpose but with
higher costs to the ratepayers. AltaLink’s own calculations show that on a NPV basis, the RDO
option is more expensive than CWIP in rate base.**®

9.3.2 Alternative relief measures proposed by interveners
9.3.2.1 Credit maintenance advancement

908. The ADC'’s witness, Dr. Rosenberg, submitted that if the Commission approves
extraordinary relief, it would be essentially requiring customers to pay more than what the utility
is entitled to receive under traditional ratemaking while a major construction program is in
progress. As such, Dr. Rosenberg maintained that if customers pay more during construction
then it would be just and reasonable that they pay less after construction is completed and the
asset is placed in service.

909. To address this contention, Dr. Rosenberg testified that the preferred method of
alleviating the pressure on AltaLink’s credit metrics would be through a credit maintenance
advancement (CMA) mechanism, which is proposed as a rider to AltaLink’s general tariff,
created expressly for the purpose of maintaining its credit metrics.

910. Under the CMA mechanism, the revenue deficiency amount necessary to maintain a
utility’s credit metrics is credited to a reserve (liability account), created expressly for this
purpose. As Dr. Rosenberg indicated, this money is not a revenue requirement but a revenue
enhancer designed for a specific purpose. Dr. Rosenberg recommended the balance in the CMA
account be amortized as quickly as possible (in 2015 or shortly thereafter) to serve as rate
moderator for future years when the heavy construction cycle has passed and the traditional
revenue requirement exceeds what is necessary to maintain credit metrics.*

911. Relying on to the case of Kansas City Power & Light Co as an example,*® Dr. Rosenberg
pointed out that this is also a form of customer financing and the cash flow from a CMA
mechanism is included in the utility’s funds from operations, since it is recorded as revenue and
then counterbalanced by a non-cash impact to earnings.

912. Dr. Rosenberg identified several advantages of the recommended CMA approach. First, a
CMA would not involve CWIP in rate base and so would have no impact on the property, plant
and equipment accounts. Second, a CMA is more targeted, thus obviating the need to decide or
calculate an appropriate amount of CWIP to include or exclude in order to achieve a
predetermined FFO/debt ratio or any other credit metric. Third, CMA does not entail income tax
and so would be more beneficial to ratepayers.**®

913. The UCA’s experts, Drs. Kryzanowski and Roberts, noted that the CMA proposed by
Dr. Rosenberg is similar to their revenue stabilization account (capital build debt rating
stabilization account) proposed in their 2009 GCOC evidence. In the current proceeding, the
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UCA’s experts reiterated that their concern with this possible remedy was how it would be
received by the rating agencies.*” Similar concern was expressed by the CCA, who submitted
that it was not sure whether the CMA approach would help the FFO/debt ratio calculations.**

914. In argument, AltaLink observed that under the ADC’s proposal, the CMA would be used
to pay back the CWIP advances as quickly as possible and therefore, imposing such conditions
would make the cash advances no different from taking on more debt, which would worsen, not
improve credit strength. As such, AltaLink argued that from an accounting perspective, CMA
would create nothing more than a reserve or liability account on AltaLink’s balance sheet.

915. AltaLink submitted that as a liability, the CMA raises credit metrics risk. Based on his
many years of experience with a rating agency, AltaLink’s witness, Mr. Fetter stated that, S&P
would view CMA as “a liability to be paid back with cash at a later time”*? and there is “a
substantial likelihood that the ratings agencies will view a CMA as a glorified loan and
repayment vehicle, thus bearing none of the indicia of true cash flow.”**

916. Furthermore, AltaLink submitted that Dr. Rosenberg’s reliance on S&P’s credit report for
Kansas City Power and Light Co. as basis for CMA should be rejected because this case
demonstrated accelerated depreciation, not CMA. Specifically, Mr. Pfeifenberger and Mr. Fetter
explained that neither of the Kansas City Power and Light Co. settlements nor the CWIP in rate
base treatment create separate obligations that mandate repayment over relatively short periods
of time, as would Dr. Rosenberg’s CMA. The benefits to customers under the frameworks set out
in the provided example accrue by virtue of lower future rate base over the remaining life of the
assets.*

917. Inreply, Dr. Rosenberg contended that the CMA would create revenues, as it represents
an explicit surcharge on the bills AltaLink submits to the AESO. The AESO, in turn, would be
compelled, by law, to pay this surcharge. Dr. Rosenberg indicated that anything that the AESO
pays per the TFO’s tariff must be recorded as revenue.

918.  As well, while the ADC agreed that the CMA is akin to borrowing from customers and so
would give rise to a liability on the balance sheet, it questioned the difference between the CMA
and FIT, which also represents a liability. Dr. Kryzanowski and Roberts expressed a similar
concern at the hearing.**

919. In addition, the ADC noted that although the CMA gives rise to a liability, it would
simply replace the liability to the bond market. According to the ADC, if the utility borrows
$50 million from its customer (the AESO) through a CMA surcharge, that is $50 million less it
has to borrow from the bond market. As such, the ADC argued that the CMA has no impact on
the total denominator of the FFO/debt ratio. Given that the revenues increase the numerator, the
CMA will help the FFO/debt ratio.*®
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Commission findings

920. Inthis proceeding, AltaLink and the ADC could not agree on the accounting treatment
for the CMA and how it would be reflected on the utility’s balance sheet. AltaLink argued that
the CMA would create nothing more than a liability account.®” Dr. Rosenberg maintained that
the cash flow from the CMA would be recorded as revenue, thus enhancing the utility’s
FFO/debt metrics.*?®

921. However, the issue of how the CMA would be recorded on a utility’s accounting books is
secondary to the problem of whether it will be perceived as a credit enhancement mechanism by
rating agencies.*”

922. Inthat regard, Dr. Rosenberg indicated that he did not have any discussions with any of
the rating agencies about the CMA approach. AltaLink’s witness, Mr. Fetter stated that, based on
his many years of experience with a rating agency, the CMA would not address AltaLink’s credit
metrics concerns. The UCA and the CCA also expressed their doubts as to whether the CMA
approach would help the FFO/debt ratio calculations.

923. Dr. Rosenberg provided two examples of the CMA use in the U.S. jurisdictions: the case
of Kansas City Power & Light Company before the Public Service Commission of the State of
Missouri,*® and the case of Kansas City Power & Light Company before the State Corporation
Commission of the State of Kansas.*! With respect to the former, the Commission has reviewed
the provided reports and agrees with AltaLink that in this example, financial ratios were to be
maintained through accelerated depreciation,®” which is quite different from the CMA
mechanism that Dr. Rosenberg proposed in his evidence.

924. In the case of Kansas City Power & Light Company before the Kansas Commission, the
utility’s credit metrics were to be maintained by the contributions in aid of construction (CIAC)
amortization.®? In particular, it was decided that accumulated CIAC amounts will be treated as
increases to the depreciation reserve and be deducted from rate base in any future rate
proceedings, beginning with the 2009 rate case.*** While the Commission agrees with

Dr. Rosenberg that this case bears some resemblance to the proposed CMA, treatment of
contributions as deductions from rate base makes it distinct from the liability account mechanism
that the ADC proposed. As such, the Commission is not persuaded that the provided examples
demonstrate the use of the CMA mechanism as proposed by the ADC.

925.  On balance, the Commission has considered the expert evidence in this proceeding and
shares AltaLink’s, the UCA’s and the CCA’s concerns that the CMA mechanism, as proposed by
Dr. Rosenberg, may not be perceived by rating agencies as a remedy to their concerns with
AltaLink’s credit metrics. For this reason, the Commission cannot accept the proposed CMA
mechanism in this GTA.
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9.3.2.2 Mirror CWIP

926. Mirror CWIP was proposed in the written evidence of the ADC’s expert, Dr. Rosenberg,
who drew on the example of a mechanism instituted in New York during the period when very
costly and over-budget nuclear plants were being constructed, and the utilities were concerned
about interest coverage.

927. As Dr. Rosenberg explained, the New York Public Service Commission allowed a certain
amount of CWIP in rate base, but the utilities were allowed to still book AFUDC, just as though
the CWIP were out of rate base. However, the utilities were also directed to book an equal
amount of “mirror CWIP” on the liability side of the balance sheet, i.e., it would mirror the
traditional AFUDC on CWIP booked on the asset side of the balance sheet. While the AFUDC
on the asset side was amortized over the life of the plant once the plant went into service, the
mirror CWIP was to be amortized over the same number of years that the CWIP was in service
as a rate moderator. The intended purpose of imposing this solution was to address the inter-
generational equity problem of CWIP.*

928. In more general terms, Dr. Rosenberg described the Mirror CWIP mechanism as follows:

In Mirror CWIP, a certain amount of CWIP would be included in rate base. Normally,
when CWIP is included in rate base, the utility no longer accrues AFUDC on the CWIP
in rate base to avoid double counting. Under the Mirror CWIP concept, the utility would
continue to accrue AFUDC as if the CWIP were not in rate base (debiting or increasing
its Property account), but would also book (credit) an equal amount to a reserve on the
liability side of the balance sheet. While on the balance sheet this reserve would be an
offset to rate base. This reserve would be reversed or amortized to reduce the revenue
requirement when cash flows are more ample and financing requirements are less. In
New York, as Dr. Rosenberg recalls, the Mirror CWIP was intended to be amortized over
the same number of years that the CWIP was in rate base.**

929. Dr. Rosenberg indicated that Mirror CWIP allows future customers to realize the benefit
of CWIP in a shorter time frame than the 30 or 40 year lifetime of the relevant assets. In other
words, Mirror CWIP would ameliorate the intergenerational equity problem of CWIP in rate
base without diminishing the associated credit metric relief.

930. Furthermore, Dr. Rosenberg maintained that Mirror CWIP is a well-accepted ratemaking
procedure, as recognized in a statement of financial accounting standards (FAS 92) dating from
1987. In that document, it was noted that the goal of Mirror CWIP is to increase rates for the
plant that is under construction and to reduce the increase in rates in the initial years of the
plant’s service life. As such, Dr. Rosenberg submitted that Mirror CWIP can also be used to
mitigate rate shock when these new transmission lines are completed and the capital expenditure
phase abates.

931. Dr. Rosenberg further explained with reference to FAS 92, that Mirror CWIP effectively
provides a temporary loan from customers to the utility during construction and requires
repayment of that loan after the plant is placed in service. Consequently, the ADC witness
argued that since the cash flow with or without Mirror CWIP is exactly the same (until the

5 Exhibit 60.02, pages 32-33.
6 Exhibit 103.01, AUC-ADC-16(b).
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Mirror CWIP is amortized), this method would buttress AltaLink’s credit metric support during
the test period.

932. The UCA submitted that as with the CMA, the major concern expressed by

Drs. Kryzanowski and Roberts with Mirror CWIP was the unknown reaction of the rating
agencies to its use.*” The CCA submitted that if the Commission were of the view more rapid
rate relief is required after the hump in the construction period is over, it may wish to consider
mirror CWIP.*%#

933. Inargument, AltaLink submitted that FAS 92 prohibits recognizing Mirror CWIP as
revenue and requires it to be recorded as a liability. As such, the fact that Mirror CWIP does not
improve FFO relative to traditional cost of service methods is directly a function of the
accounting requirement to recognize the provided cash as an obligation that needs to be paid
back, which makes it similar to obtaining debt. Therefore, the debt component of the FFO/debt
metric would reflect both debt levels and the debt portion of Mirror CWIP.

934. For these reasons, AltaLink maintained that if Mirror CWIP were implemented today, it
would be viewed by rating agencies as a loan and accounted for as a loan under IFRS, not funds
from operations, which would make the mechanism ineffective from a credit support perspective.

935. In addition, AltaLink pointed out that Dr. Rosenberg could provide very few examples of
where Mirror CWIP was implemented and questioned the comparability of those situations to
AltaLink’s circumstances. As well, Mr. Pfeifenberger stated in respect to the mechanics of
Mirror CWIP that it involves “a lot of complication without any impact on the bottom line.””***

936. Finally, with respect to the CCA’s submission that Mirror CWIP could be used in case
there was a need to provide rate relief more quickly after the construction phase, AltaLink noted
that the Commission did not need to make this determination at this time. In that regard,
AltaLink submitted that Mirror CWIP or similar “levelization approaches” could be
implemented in the future when the credit ratings are not threatened.**

937. Inreply, the ADC witness, Dr. Rosenberg indicated that while it is true that Mirror CWIP
appears as a liability, this liability is quite small as compared to the totality of long-term debt.
Moreover, Dr. Rosenberg submitted that unlike traditional medium-term or long-term debt,
Mirror CWIP does not require the utility to pay interest payments on it and it does not have a
definite maturity, so the amortization can be controlled to keep pace with the utility’s excess cash
flow.*

938. Finally, the ADC took issue with Mr. Pfeifenberger’s view that Mirror CWIP is
substantially more complex than credit relief measures that AltaLink proposed. The UCA
expressed similar concerns and submitted that it failed to see how Mirror CWIP is substantially
more complex in a world where financial engineering is now commonplace.?**

UCA argument, paragraph 153.

CCA argument, paragraph 237.
AltaLink argument, paragraph 304.
AltaLink reply argument, paragraph 348.
ADC reply argument, page 22.

UCA argument, paragraph 152.
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Commission findings

939. The Commission agrees with Dr. Rosenberg’s characterization that by increasing rates
for the plant that is under construction and reducing the increase in rates in the initial years of the
plant’s service life, Mirror CWIP addresses rate shock and intergenerational inequity problems
of CWIP.

940. As Dr. Rosenberg explained, this method would be of special relevance to cases where
very expensive assets remain under construction for a long time, for example nuclear plants.
When such assets enter service under the traditional accounting treatment of CWIP, their high
costs and accumulated AFUDC are likely to result in rate shock to customers and the long
construction time can give rise to intergenerational equity concerns. Mirror CWIP addresses
these problems by smoothing out rate increases to customers.

941. However, while the Commission accepts that Mirror CWIP may be an effective means to
mitigate rate shock and intergenerational equity problems, it shares AltaLink’s and the UCA’s
concerns as to how this method will be perceived by the rating agencies.

942. In light of the above considerations, the Commission finds that in AltalLink’s case, the
benefits of Mirror CWIP do not necessarily outweigh those of CWIP in rate base if the goal of
providing credit relief is to prevent a down grade of AltaLink’s credit rating and therefore,
ensure that AltaLink has access to capital markets in order to finance its forecast direct assign
capital projects at the best possible rates. Therefore, the Commission is not persuaded that the
additional uncertainty as to the rating agencies’ treatment of Mirror CWIP is justified in this
case. For these reasons, the Commission does not accept the ADC’s recommendation of using a
Mirror CWIP approach for AltaLink’s direct assigned projects during the 2011-2012 test period.

943. Finally, the Commission has considered AltaLink’s submission that Mirror CWIP or
similar methods to mitigate the impact on customer rates could be implemented in the future
when the credit ratings are not threatened. The Commission finds that these alternatives merit
additional consideration and invites parties to bring these proposals forward once the credit
metric issues have dissipated.

9.3.2.3 Other measures

944. In their written evidence, the UCA’s experts, Drs. Kryzanowski and Roberts, discussed a
number of alternate credit enhancement mechanisms that should have been considered by
AltaLink. These include credit guarantees, maintenance agreements and credit enhancement.®*
During the hearing, Dr. Kryzanowski also mentioned securitization.**

945.  One of the most discussed alternative proposals was the credit guarantee, where some
other entity (such as the AESO or financial institution) provides full credit substitution in the
case of financial difficulty. In its evidence, the UCA offered an example of Hydro-Quebec,
whose ratings are supported by an unconditional and irrevocable guarantee of principal and
interest by its sole owner, the Province of Quebec, for which Hydro-Quebec pays a guarantee

3 Exhibit 61.02, paragraphs 57 to 60.
* Transcript, Volume 9, page 1781, lines 5 to 6.
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fee. Thus, the UCA pointed out that Hydro-Quebec has the same long-term issuer default rating
as does the Province of Quebec.**

946. The UCA’s experts, Drs. Kryzanowski and Roberts testified that credit guarantees
provide additional support not only in the case of default but also in terms of maintaining a
current credit rating.**

947. The UCA also took issue with AltaLink not taking any initiative to consider the spectrum
of possible alternatives which may provide the relief sought by AltaLink while being
considerably less onerous in terms of the costs customers will be required to bear. The UCA
submitted that to suggest, without evidence, that all other possibilities are ineffective was
insufficient. Accordingly, the UCA requested that that the Commission direct AltaLink to
conduct a detailed study of the various relief mechanisms in its future general tariff applications
to ensure that AltaLink is afforded adequate protection from undue credit metric downgrades
while also ensuring that ratepayers are not exposed to unnecessary or inappropriate costs. **’
Similar recommendation was put forward by the ADC.**®

948.  AltaLink submitted that the UCA’s proposed concepts are vague, lacking in definition,
and unproven. Specifically, AltaLink indicated that the UCA provided no concrete examples of
where such mechanisms are applied except in the case of Hydro Quebec. Also, AltaLink argued
that the UCA witnesses cited no programs offered in Alberta for such support nor did they
provide any evidence that the AESO is either capable or willing to provide such support.
AltaLink maintained that a large build cycle, driven by CT1 and direct assign projects mandated
in the public interest, requires security and stability and as such, the UCA’s proposals must be
dismissed.**

949. In addition, AltaLink submitted that the UCA’s complaints about the fact that their
experts should not have to develop suggestions for alternative relief measures in detail, including
evidence of their effectiveness, should be dismissed. AltaLink questioned the merits of the UCA
experts’ testimony on the alternative relief options if they were unable to determine whether
those options are effective or not. Moreover, AltaLink indicated that it explained and provided
the evidence of experts like Mr. Fetter to address the effectiveness of these mechanisms.
Therefore, AltaLink submitted that there was no merit to the UCA’s suggestion that utilities hire
additional experts to analyze all proposals put forward by interveners.**°

Commission findings

950. The Commission agrees with the UCA that there exist a number of alternate credit
enhancement mechanisms, and, on a theoretical level, AltaLink’s options were not limited to the
relief measures described in the application.

951. Drs. Kryzanowski and Roberts acknowledged that they have not completely assessed the
cost and feasibility of the proposed alternative measures. For example, in response to the
Commission’s request, Drs. Kryzanowski and Roberts noted that they have not assessed whether
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Ibid,. paragraph 58.

Transcript, Volume 9, page 1781, line 16 to page 1782, line 7.
UCA reply argument, paragraph 84.

ADC reply argument, page 24.

AltaLink argument, paragraph 323.

AltaLink reply argument, paragraph 346.
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or not the AESO’s enabling legislation and/or mandate allows the proposed credit guarantee to
AltaLink from the AESO or whether the AESO is amenable to attempting to remove any
impediments if they exist.*** Similarly, the UCA witnesses did not perform any analysis of
whether these alternatives will be more cost effective than AltaLink’s proposed relief measures.
As Dr. Roberts put it:

3 However, we don't have all the details worked

4 out on what it would cost. So we're kind of back to where we

5 were in 2009 where we threw out this idea, and the Commission
6 liked this idea. And they encouraged the utilities to pursue

7 it and to come back with more information.*?

952. Consequently, in the absence of any evidence from the UCA on the cost and feasibility of
the credit enhancement mechanisms listed above, the Commission is not prepared to adopt these
alternative measures for the purposes of this GTA.

953. As noted above, in theory, there are a number of credit enhancement mechanisms
available to utilities as means to enhance their credit metrics. For example, in this proceeding the
parties brought forward at least ten of them,*? not counting possible variations (i.e. 25 per cent of
CWIP in rate base).** The Commission considers that it would not be prudent for AltaLink to
hire additional experts to analyze all of the available options indiscreetly, thus incurring
additional costs to the ratepayers.

954. The Commission agrees with AltaLink that some feasibility assessment of a particular
credit enhancement mechanism should be performed by the party which brings it forward before
asking the utility to analyze it. As such, while the Commission is open to considering alternative
relief measures in future GTAs, it finds it premature to direct AltaLink to conduct a detailed
study of all proposals put forward by interested parties at this time.

9.4 Amount of required relief and approved relief measures for AltaLink

955.  All parties to this proceeding agreed that the no relief scenario, under which AltaLink’s
FFO/debt ratio falls significantly below the 10 per cent threshold, was unacceptable. However,
there was disagreement about the amount of credit metric relief required to alleviate concerns
about a possible credit rating downgrade of AltaLink and the proposed relief measures to address
it.

956. During the hearing, the Commission asked interested parties to rank the proposed credit
metric relief measures in terms of regulatory efficiency and effectiveness in alleviating rating
agencies’ concerns with cash flow. None of the expert witnesses could agree as to which
measures and which combination of measures would be most effective. However, AltaLink, the
CCA and the UCA indicated that CWIP in rate base and FIT should be a part of any approved
credit metric relief package.

%1 Exhibit 100.07, AUC-UCA-18(a).

%2 Transcript, Volume 9, page 1782, lines 3 to 7.

%3 CWIP in rate base, FIT, increase in equity thickness, RDO, CMA, Mirror CWIP, credit guarantees, maintenance
agreements, credit enhancement and securitization.

%4 Ppresented in Exhibit 141.
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957. Notwithstanding, the AltaLink and UCA witnesses were not in agreement as to the
amount of relief required to mitigate the pressure on Altalink’s credit metrics. Referring to
Figure 2 below, Drs. Kryzanowski and Roberts argued that, when the recommended measures
are adopted, the decrease in the FFO/debt ratio below 10 per cent is more akin to a depressed
valley, which credit rating agencies will look across, as opposed to falling off a cliff.

Figure 2 - FFO percentage of total debt with CWIP in rate base and FIT, 2008-2016°>
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958. AltaLink indicated that CWIP in rate base and FIT alone were not sufficient for AltaLink
to preserve its credit metrics and, therefore, relief in the form of temporary increases in equity
thickness was also required. In assessing the risk of a credit rating downgrade, AltaLink and its
ratings expert determined that keeping standalone FFO/debt above ten per cent (and preferably
higher) was critical, particularly in light of references to the threshold in the credit rating agency
reports.

959. Asaresult, AltaLink submitted that it cannot sustain adequate credit metrics with the
relief proposed by interveners, and argued that the most cost effective method of enhancing
credit metrics, other than CWIP in rate base and FIT, would be to temporarily increase the
common equity ratio as proposed in the application.®®

Commission findings

960. As discussed earlier in this decision, because of the unprecedented capital build forecast
during the test period and the resulting pressure on credit metrics (financial ratios), there is a
significant likelihood that AltaLink’s credit ratings may suffer. Given the severe consequences of
a downgrade such as higher cost of debt and limited access to financial markets, the Commission

%5 Exhibit 169.
%6 AltaLink reply argument, paragraph 336.
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found that it is in the public interest to grant some form of relief to AltaLink during this test
period.

961. The Commission has reviewed the proposed mechanisms in sections above, and finds
that in AltaLink’s circumstances pertaining to this GTA, the benefits of the alternative
techniques do not outweigh the benefits of CWIP in rate base and FIT.

962. The Commission does not approve the RDO option, because from the ratepayers’
perspective, it is the most expensive mechanism to improve credit metrics. With respect to the
CMA and Mirror CWIP approaches proposed by the ADC, the Commission shares AltaLink’s,
the UCA’s and the CCA’s concerns that the main disadvantage of these proposed alternative
measures is the uncertainty as to how they will be viewed by rating agencies.

963. Finally because equity is the most expensive form of financing, the Commission prefers
to exhaust all other means of credit metrics support before awarding a higher equity ratio for this
purpose.

964. As discussed in Section 9.3.1.2 above, suspending current construction work in progress
accounting treatment reduces the total cost of an asset because it reduces the amount of return
customers pay to the utility and, under deferral account treatment, customers will only pay a
return on actual project costs incurred and only on approved project balances in the construction
work in progress account.

965. For the reasons outlined in Section 9.3 of this decision, the Commission does not have a
large concern regarding rate shock and intergenerational equity in this case. The Commission
does not find that customers will be harmed by beginning to pay for this cost now rather than
paying it as a higher amount in the future.

966. AltaLink indicated that CWIP in rate base and FIT alone are not sufficient to preserve its
credit metrics. However, Figure 2 above demonstrates that when CWIP in rate base and FIT are
approved, AltaLink’s standalone FFO/debt ratio in 2011 will be 10.8 per cent. The evidence in
this proceeding shows that this result is sufficient to maintain AltaLink’s current credit rating.

967. In 2012, AltaLink’s FFO/debt ratio under this scenario is projected at 9.3 per cent, which
is slightly below the recommended ten per cent level. However, the Commission agrees with the
UCA’s witnesses that, combined with the overall favorable regulatory treatment, rating agencies
are more likely to see such a drop as a temporary dip below the recommended level.

968. AltaLink’s own evidence was that rating agencies look at “financial metrics but also the
sustained regulatory support over the period of construction.”’ To that end, as described in
Section 10 below, the Commission approves AltaLink’s request for maintaining its liquidity at
levels perceived as acceptable by rating agencies. In addition, the Commission notes that the 9.3
FFO/debt ratio projected for 2012 reflects the capital expenditures forecast provided during the
GTA proceeding. This forecast is subject to change during the refiling, as noted in Section 6.

969. Therefore, the Commission considers that the suspension of traditional accounting
treatment for CWIP, and the continuation of the FIT method, together with sufficient liquidity,
will help AltaLink to maintain its credit metrics and will signal to the rating agencies the ongoing

%7 Transcript, Volume 2, page 169, lines 6 to 7.
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regulatory support at the time of the planned construction program. The Commission does not
accept AltaLink’s proposal to increase its equity thickness for the purposes of credit metric relief
at this time. The Commission directs AltaLink to use the equity ratio of 36 per cent approved in
Decision 2009-216 as a placeholder, pending the determinations that will be made in the 2011
GCOC proceeding.

970. The Commission finds that granting the relief to AltaLink, which consists of the
suspension of traditional accounting treatment for CWIP and the continuation of the FIT method,
is prudent and in the public interest. This finding may be revised in future as circumstances
change.

971.The findings in this decision and in particular in this section, do not provide and cannot be

construed as any pre-approval of the need or facility permits and licences to operate for any of

AltaLink’s forecast transmission projects; nor do these findings provide any advanced approval
of the prudence of any investments that may be required.

972.In addition, the Commission clarifies that its findings in this decision to permit AltaLink to
suspend current construction work in progress accounting treatment and to adopt the FIT method
for federal income taxes have been made with respect to the specific evidence presented in this
proceeding applicable to AltaLink for the approved test period.

973.AltaLink’s refiling pursuant to this decision should be filed only after a decision has been
rendered in the 2011 GCOC proceeding. Any findings that may be made in the Commission’s
decision in respect of the GCOC proceeding relevant to AltaLink’s ROE and capital structure
will be applied for the purposes of determining its final revenue requirements for 2011 and 2012.

974.In the event that the measures adopted in this decision combined with the decision in the
2011 GCOC proceeding do not result in circumstances where AltaLink’s credit metrics remain at
or above acceptable levels and, as a consequence, the Commission remains concerned about a
downgrade, the Commission is prepared to consider additional measures to support AltaLink’s
credit rating during the anticipated large capital program.

10 Financing and return on rate base matters

10.1 Financing plan
10.1.1  Long-term debt forecast

975.  AltaLink noted that its long-term debt forecast is driven by its overall capital forecast. In
the April 21, 2011omissions and updates filing, AltaLink provided the most recent forecast of
long-term debt issues as presented in Table 45 below:
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Table 45. 2011-2012 AltaLink’s forecast long-term debt issues®*®
Government | Credit

Term | Principal | of Canada | Spread | All-In Agency Agency New Issue

Maturity in Amount | BondYield | (basis | Yield | Commission | Commission | Expenses

Issue Date Date Years ($M) (%) points) | (%) (%) ($) ($)*

July 1,2011 | July 1, 2011 10 150 3.59 120 4.79 0.40% 600,000 328,750

Nov 1,2011 | Nov 1, 2041 30 300 4.11 150 5.61 0.50% 1,500,000 437,500

Feb 1,2012 | Feb 1, 2022 10 200 3.86 120 5.06 0.40% 800,000 365,000

May 1,2012 | May 1, 2042 30 250 4.31 150 5.81 0.50% 1,250,000 401,250

Aug 1,2012 | Aug 1, 2022 10 200 4.1 120 5.3 0.40% 800,000 365,000

Nov 1,2012 | Nov 1, 2042 30 250 44 150 5.9 0.50% 1,250,000 401,250

*Note: New issue expenses include third part legal, accounting, printing and filing fees associated with each debt issue. Renewal
costs for the medium-term note short term base shelf prospectus have been reclassified as operating expense.

976. AltaLink indicated that all of the forecast 2011-2013 long-term debt issues will be issued
on an agency basis under AltaLink’s medium term note program in order to achieve cost savings.
In particular, AltaLink noted that the cost savings for an agency transaction relative to an
underwritten debt issue range from 0.05 per cent for terms under two years to 0.40 per cent for
deals in excess of 16 years. AltaLink also noted that in addition to reduced dealer fees, a medium
term note program will result in lower internal labour costs, reduced legal fees and improved
market access.*”

977.  With respect to forecast medium term note interest rates, AltaLink indicated that its
projections were based on estimates of future Government of Canada bond yields (prepared by
AltaLink’s primary investment dealers) and forecast new issue credit spreads (prepared by
AltaLink’s principal underwriter, Scotia Capital).* In response to the CCA’s request to provide
the most current indicative spreads on its new bond issues, AltaLink stated that the

April 21, 2011 data included in its rebuttal evidence is the most recent information available. In
that filing, the indicative new spreads were 100 basis points for the 10-year bonds and 145 basis
points for the 30-year bonds, according to National Bank estimates.***

978.  AltaLink further indicated that the combination of 10 and 30-year maturity dates will
provide for better matching between the average life of the underlying asset base and AltaLink’s
debt portfolio, since it is generally accepted that the term of a debt issue should be consistent
with the life of the asset being financed. In addition, AltaLink noted that the combination of

10 and 30-year issues will serve to diversify its interest rate risk and reduce refinancing risk by
having a series of staggered maturities while permitting AltaLink to target larger and more liquid
debt issuances.

979. In addition, AltaLink pointed out that beginning in 2011, the long-term debt issues
maturing on October 1, 2012 and June 5, 2013 have been reclassified as 100 per cent related to
regulated operations, due to the retirement of all the goodwill-related debt in 2009.

980. The CCA took issue with AltaLink’s forecast spreads and submitted that placing reliance
on indicative spreads can overstate or understate the yield spreads as they were subjective

%58 Exhibit 106.01, Table 28.3-4 Amended.

%9 Exhibit 1, Application, paragraph 916.

%0 Exhibit 48.01, UCA-AML-85, PDF pages 377-379.

%1 Exhibit 112.02, AltaLink rebuttal evidence, Appendix Biii.
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estimates by the National Bank, rather than the result of actual market yields for AltaLink’s
bonds. In the CCA’s opinion, the market yield spreads over a recent twelve month period
provide a reasonable indication of future yield spreads, taking all uncertainties into account.>*

981. The CCA submitted that the yield spreads averaged over the 12 month period ending
January 2011, as provided in Exhibit 138 (which reflects the latest information on actual yield
spreads provided by AltaLink), should be used to establish AltaLink’s bond yield spreads.
Specifically, exhibit 138 indicates the current average yield spreads on 10-year bonds is 1.055
per cent and the average yield spread on 30-year bonds is 1.407 per cent for the 12 month period
ending in January 2011. Accordingly, the CCA recommended the yield spread on all 30 year
issues forecast to be issued during the test years be set at 140 basis points and the spread on all
10 year issues to be set at 105 basis points.**

982. The CCA also pointed out in its argument that AltaLink’s bond issue forecasts reflect a
42/58 per cent split between the 10-year and 30-year issues. In the CCA’s submission, based on
AltaLink’s guidelines, there appears to be an equal probability of either a 10-year bond or a 30-
year bond being issued. As a result, the CCA submitted that AltaLink should be directed to
change the mix of 10 and 30-year bond issues to reflect a 50/50 split for the test period in its
compliance filing.

983. Inreply, AltaLink submitted that the CCA arbitrarily used historical credit spread data for
the period from February 2010 to January 2011 and ignored the relevant evidence that predates
February 2010. AltaLink also pointed out that it prepared its Government of Canada bond yields
and credit spreads forecast using a third party expert opinion and following the same approach it
had used in prior GTAs. Finally, AltaLink maintained that the National Bank data proves that, at
the time of the hearing, credit spreads were higher than the CCA’s historic data and more
consistent with AltaLink’s forecast credit spreads.**

984. Furthermore, AltaLink submitted that while it currently targets an equal weighting of
10-year and 30-year financing, there is no basis for the CCA’s recommendation that a 50/50 split
be mandated. AltaLink argued that doing so would constrain AltaLink’s ability to efficiently
manage its long-term debt and thereby achieve lower long-run interest costs for ratepayers.

985. AltaLink pointed out that during the hearing, its witness, Mr. Lomore, testified that, at the
end of 2011, AltaLink expects forecasts to have 59 per cent of its long-term debt maturing within
the next ten years, and therefore, AltaLink expects to issue a slightly higher proportion of 30-
year debt during the test period to achieve a more balanced mix between 10-year and 30-year
maturities.*®

22 A. MR. LOMORE: Long-term rates or rates in

23 general are at historical lows, so what Mr. Bronneberg said
24 is very true, you could make a case that we should be

25 issuing all 30-year debt because rates are so low in a

1 historical context right now.

2 So for us to issue more 10-year debt, there

3 could actually be a risk that we actually increase our
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CCA argument, paragraphs 242-243.

CCA argument, paragraph 246.

AltaLink reply argument, paragraphs 360-362.

Transcript, Volume 4, page 598, line 18 to page 599, line 9.
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4 costs in the long run as a result of issuing shorter-term
5 debt.**®

10 A. MR. BRONNEBERG: I'd listen to the advice of

11 our underwriters, et cetera. Obviously, recently, as

12 Mr. Lomore alluded to, the availability of 30-year debt
13 being somewhat intermittent and the fact that the pricing
14 is at all time lows, | believe it is in the best interests

15 of keeping rates low to, in the long term, to take as much
16 30-year debt and lock it in for customers at what | believe
17 -- I mean, when I look at my 35-year career, | mean,

18 interest rates are about as low as | can recall it. | can

19 still remember getting much higher interest rates on

20 guaranteed investment certificates.

21 So, I think right now it's in the best

22 interests of customers to, you know, get as much 30-year
23 debt as they can, but I believe there's also an opportunity
24 to average down that rate by bringing in some 10s, albeit,
25 you know, a decade from now, if interest rates are higher,
1 there is some refinancing risk with that.

2 So we're taking a very balanced approach and

3 trying to spread out our maturities over the life cycle of

4 the assets as opposed to having all of this debt maturing

5 at the back end.**’

986. AltaLink also submitted that, as Mr. Bronneberg pointed out in the above guotation,
access to 30-year debt is “somewhat intermittent”, therefore, arbitrarily splitting each debt issue,
as implied by the CCA, may not always be achievable in the capital markets or may mandate that
AltaLink pay a substantial premium for 30-year debt at an ill-advised time. Therefore, AltaLink
argued that it is in ratepayers’ interests that the timing and term of the issuance of long-term debt
during the test period be left to AltaLink’s discretion so that, having regard to capital market
conditions and other relevant factors, AltaLink can use its expertise and that of its underwriters
to best manage the costs of long-term debt financing.

Commission findings

987. AltaLink raises money on the financial markets through a limited partnership structure
called AltaLink L.P. As such, the proposed yield spreads of 120 basis points for 10-year bonds
and 150 basis points for 30-year bonds were derived by averaging AltaLink L.P.’s new issue
spreads in the pre-credit crunch (July 2007 to August 2008) and post-credit crunch (July 2009 to
present) periods. When calculated over a longer period of time (December 2004 to present),
AltaLink’s historical average spreads are 112 and 143 basis points for 10 and 30 year bonds,
respectively.*®

%6 Transcript, Volume 4, page 599, line 22 to page 600, line 5.
%7 Transcript, Volume 4, page 601, line 8 to page 602, line 5.
%8 Exhibit 48.01, Attachment UCA-AML-85 AltaLink Forecast Credit Spreads, PDF page 379.
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988. The Commission acknowledges the CCA’s argument that when calculated over the more
recent 12-month period ending January 2011, average yield spread on 10-year bonds equals 105
basis points and the average yield spread on 30-year bonds equals 140 basis points.**

989. Since both AltaLink and the CCA used the same data to come up with their forecasts, and
only differ over which period provides a reasonable indication of future yield spreads, the
Commission must determine the relevant time period on which to base credit spread forecasts for
AltaLink.

990. In this respect, the Commission notes that AltaLink’s principal underwriter,

Scotia Capital, based its forecast on the expectation that the long-run historical average
(December 2004 to present) cannot be used as indicative of the next three years. Rather, Scotia
Capital expressed its opinion that future AltaLink new issue rates will be governed by both the
pre-credit crunch and post-credit crunch spread levels, since investors continue to view credit in
the context of the last three years and not the last six.*” The Commission also notes that the CCA
did not provide any reasons as to why market yield spreads over a recent period of twelve
months provide a reasonable indication of future yield spreads.

991. There is no evidence on the record to support the CCA’s argument that market yield
spreads over a recent period of twelve months provides a better indication of future yield spreads
as compared to the evidence of Scotia Capital filed by AltaLink which uses pre- and post-credit
crunch data. Moreover, as noted by AltaLink, at the time of the hearing, credit spreads were
higher than the CCA’s data and more consistent with the application forecast. For these reasons,
the Commission finds AltaLink’s proposed yield spreads of 120 basis points for 10-year bonds
and 150 basis points for 30-year bonds to be reasonable.

992. As outlined in Section 10.2 of this decision, the Commission has continued the use of
AltaLink’s deferral account for the cost of its long-term debt. Further, as noted in Section 10.2,
the interest rates on Government of Canada bonds declined dramatically over the summer of
2011. Accordingly, the Commission directs AltaLink in its compliance filing to this decision to
recalculate its forecast debenture rates using the most recent forecast for Government of Canada
bond yields.

993.  With respect to the matter of the ideal mix of 10 and 30 year bonds, the Commission
finds that mandating a 50/50 split would constrain AltaLink’s ability to efficiently manage its
long-term debt. The Commission is persuaded by AltaLink’s evidence that multiple factors
should be taken into account when determining the optimal mix of 10 and 30-year bonds, such as
the retirement of previously issued debt, as well as interest rates and access to long-term
financing at the time of the issue.

994. The Commission considers that any deviations from AltaLink’s self-declared target of an
equal weighting of 10-year and 30-year financing during the current test period may be
addressed in AltaLink’s next tariff application proceeding, if the filing in that proceeding does
not address these changes adequately.

%9 Exhibit 138.
%70 Exhibit 48.01, Attachment UCA-AML-85 AltaLink Forecast Credit Spreads, PDF page 379.
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10.1.2 Short-term debt forecast

995. Inits April 21, 2011 omissions and updates filing, AltaLink provided the most recent
forecast of short-term debt borrowing rates during the 2011-2013 GTA period, as presented in
table below:

Table 46. Forecast short-term borrowing rates®

3 month Treasury Bill Forecast Add: Dealer

Treasury Bill Rate | /Commercial Paper | Commercial Commission & Note | All-In Short Term
Year (%) Spread (%)* Paper Rate (%) | Issuance Fees (%) Borrowing Rate
2011 1.41 0.17 1.58 0.11 1.69
2012 249 017 2.66 0.11 2.71
2013 3.38 0.17 3.51 0.11 3.66

*Note: The 3 month Treasury Bill/Commercial Paper spread on April 8, 2011 was 17 basis points

996. AltaLink indicated that the interest rates on short-term borrowing were derived in much
the same fashion as long-term rates: specifically, AltaLink started with the same interest rate
forecasts provided by its primary dealers and added 17 basis points for AltaLink’s forecast of the
Government of Canada Treasury Bill/Commercial Paper credit spread. For GTA purposes,
AltaLink assumed all short-term borrowing was represented by its lowest cost short-term
borrowing vehicle, which is commercial paper.

997. AltaLink indicated that the short-term debt is used to maintain its regulated capital
structure between long-term debt issues:

23 A. MR. BRONNEBERG: Yeah, you need to look at the
24 long-term debt and the short-term debt in combination

25 because the long-term debt is lumpy. It's issued in big

1 chunks, and we use the short-term debt to be able to smooth
2 and shape our capital structure to the approved regulated

3 capital structure.®

998. AltaLink’s forecast short-term debt balances are shown in GTA Schedule 28.2, which
was updated in April 21, 2011 and May 1, 2011 filings.***"*When questioned by the
Commission counsel as to why the updated schedules reflect less short-term debt than indicated
in the application, AltaLink’s witness, Mr. Lomore, explained that these changes in the short-
term debt amounts were driven solely by the updates to the long-term debt forecast:

9 A. MR. LOMORE: As | mentioned before, it may

10 seem a little perverse, but if we actually employ more

11 short-term debt in our forecast, we have to actually up the
12 credit facilities because you've got to take off the amount
13 of outstanding short-term debt.

14 So | think -- I don't want you to read too

15 much into what happened on April 21. The capital forecast
16 came down. We had to sort of rejig our forecast long-term

3
3
3
3

b

! Exhibit 106.01, Table 28.3.2-1 Amended.

Transcript, Volume 4, page 598, lines 1 to 3.

Exhibit 106.02, AltaLink 2011-2013 GTA Updated Schedules.
Exhibit 123.03, AltaLink 2011-2013 GTA Schedules Errata.
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17 debt issues. The end result was slightly lower short-term
18 debt balances.

19 Q. So it wasn't a conscious decision to swap one out for
20 the other?

21 A. MR. LOMORE: No.*"

999. AltaLink submitted that none of the interveners addressed any of the issues relating to its
short-term debt forecast(as updated) and therefore, it should be approved by the Commission as
filed.

Commission findings

1000. The Commission has reviewed the provided materials and approves AltaLink’s short-
term debt forecast for the 2011-2012 test years as filed.

10.1.3 Credit facilities and other costs associated with short-term debt

1001. AltaLink has two lines of credit: an operating line of credit and a commercial paper
backstop. The operating line of credit is used to fund any day to day cash requirements after
taking into account any commercial paper issuance. The commercial paper backstop line exists
to fund any commercial paper maturities which AltaLink is unable to rollover on any given day.

1002. As detailed in Appendix 5-D to the application, in the normal course of events the
commercial paper facility is undrawn as AltaLink would utilize the commercial paper market to
fund its operations. However, AltaLink noted that since the onset of the credit crisis in June 2007
there have been periods where it had been unable to access the commercial paper market. In
those instances, AltaLink was compelled to utilize the commercial paper backstop directly or the
operating line in order to fund operations.*®

1003. Decision 2009-151 approved AltaLink’s proposal to increase the size of its lines of credit
from $285 million to $600 million during the 2009-2010 general tariff period. AltaLink stated
that forecast levels of capital spending and upcoming debt maturities were key factors supporting
its request to increase the credit facilities in 2009 to $600 million.

1004. To arrive at this number, AltaLink intended to decrease the size of the operating line of
credit from $85 million to $50 million, and increase the commercial paper backstop from

$400 million to $550 million in December 2010. In the current application, AltaLink forecast the
following liquidity requirements based on the 2011-2013 forecast:

Table 47. Forecast credit facilities, 2009-2012 ($ million)

2009 2010 2011 2012
Operating Line of Credit 85 50 50 50
Commercial Paper Backstop 200 550 800 1,775
Total Credit Facilities 285 600 850 1,825

Source: Exhibit 106.01, Table 28.3.4-2 Amended; Exhibit 179

1005. AltaLink indicated that in preparing its liquidity requirements forecast it was guided by
the Standard & Poor’s (S&P) July 6, 2010 report entitled “Methodology and Assumptions:

5 Transcript, Volume 6, page 1019, lines 9 to 22.
%76 Exhibit 3, Appendix 5-D, page 2.
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Standard & Poor’s Standardizes Liquidity Descriptors for Global Corporate Issues.”®”” According
to this report, one of the key indicators of a company’s liquidity cushion is an A/B ratio, defined
as “liquidity sources (A) divided by uses (B).” Furthermore, AltaLink pointed out that for
liquidity to be considered adequate by S&P, the characteristics of a company must include:

AJ/B of about 1.2x or more. No significant shortfall in liquidity, even in the second year
or out. In particular, any upcoming maturities should be manageable, in our
assessment.*’®

1006. AltaLink also noted that in accordance to S&P definitions, liquidity sources (A) are
principally comprised of funds from operations and the undrawn, available portion of committed
bank lines that mature beyond the next 12 months, while uses (B) are principally represented by
expected capital spending and all debt maturities (in the next 12 months), or as AltaLink’s
witness Mr. Lomore, put it:

13 The formula we use is FFO, funds from

14 operations, plus our available credit facilities, minus

15 midyear commercial paper outstanding, divided by Gross

16 [capital expenditures] minus customer contributions plus long-term debt
17 maturities.*”

1007. AltaLink indicated that calculation of these amounts will be done quarterly on a rolling
twelve-month basis.**

1008. In the application and subsequent update filings, AltaLink also provided its forecast of
the associated costs of maintaining short-term credit facilities, referred to as other costs
associated with short-term debt. The other costs associated with short-term debt include standby
fees on the undrawn portion of credit facilities, fees on the provision of new credit, extension
fees on the provision of existing credit, and legal costs associated with the renewal of existing
credit facilities and the provision of new credit.*®' AltaLink’s actual other costs associated with
short-term debt for 2009 and 2010, as well as projected costs for 2011and 2012, are presented in
the following table:

Table 48. Other costs associated with short-term debt, 2009-2012 ($)**

2009 2010 2011 2012
(actual) (actual) (forecast) (forecast)
Interest Expense 1,051,277 2,383,549 2,268,836 3,636,815
Operating Expense 445 895 2,059,828 1,329,274 1,573,836
Total OCASTD 1,497,172 4,443,377 3,598,110 5,210,651

Note : All of the other costs associated with short-term debt are classified as operating expenses with the exception of standby
fees which must be classified as interest expense from both a GAAP and Master Trust Indenture perspective.

1009. AltaLink further noted that these costs are amortized and expensed over the life of the
credit facility in accordance with IFRS and GAAP. AltaLink submitted that other costs

377
378
379
380
381

Attached as Appendix 4-G to the application.

Exhibit 3, Appendix 4-G, paragraph 26, page 6.
Transcript, Volume 4, page 531, lines 13 to 17.
Application, paragraph 926.

Application, paragraph 931.

%2 Exhibit 106.01, Table 28.3.4-3 Amended; Exhibit 179.
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associated with short-term debt are appropriately part of its revenue requirement because they
pertain directly to maintaining AltaLink’s credit rating.**

1010. Inargument, AltaLink submitted that its other costs associated with short-term debt are
necessary to ensure liquidity required by S&P to maintain an A-category rating. AltaLink
maintained that the credit facilities sought are appropriately sized to cover the expected level of
capital spending and still maintain a sufficient level of liquidity, since the overall quantum of
credit facilities corresponds to the S&P formula and the expected scale of build. Moreover,

Mr. Bronneberg testified that AltaLink’s benchmarked liquidity was found to be at the lower end
of its peers, and is a critical component of rating agency expectations.®*

1011. Furthermore, AltaLink indicated that all of the other costs associated with short-term debt
in this test period have been attributed to regulated operations. Due to the retirement of all the
goodwill-related debt in December 2009, none of the other costs associated with short-term debt
are allocated to non-regulated operations. AltaLink also proposed to continue the deferral
account treatment for other costs associated with short-term debt in order to protect itself and
ratepayers in case other costs associated with short-term debt rates or liquidity requirements vary
from forecast.

1012. During the hearing, AltaLink’s witnesses indicated that S&P expects the company to
have enough liquidity to backstop both the debt and equity finance parts of the expected gross
capital expenditures.®®* When questioned by Commission counsel on how the premise of the
regulatory compact (under which the utility owners are obliged to provide equity in exchange for
the reasonable opportunity to earn their allowed return) corresponds with AltaLink providing the
commercial backstop for the equity portion of its capital expenditures, Mr. Bronneberg
commented as follows:

14 A. MR. BRONNEBERG: | think, as I tried to

15 articulate before, the rating agencies would look at a

16 company that issued debt in the public markets. | mean,
17 obviously our situation with the owner sponsorship is

18 slightly different, and they probably take some comfort in
19 that.

20 If a company is having liquidity problems,

21 it would likely also be viewed by equity investors as being
22 risky, and so therefore the cost of equity or the

23 availability of equity may be adversely impacted.

24 1 think that's what the rating agencies are

25 recognizing in setting out their criteria. So that's why

1 it's appropriate for them to base it on the total amount.>®

1013. Moreover, when questioned by Commission member Lyttle on why the ratepayers should
pay the cost of backstop facilities for the eventuality that AltaLink’s owner does not live up to its
obligations for providing cash as required by the regulatory compact, Mr. Bronneberg provided
the following explanation:

3
3
3
3

[s<]

® AltaLink argument, paragraph 333.

AltaLink argument, paragraph 334.
Transcript, Volume 6, page 1015, lines 1 to 4.
Transcript, Volume 6, page 1015, lines 14 to 25, page 1016, line 1.
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16 A. MR. BRONNEBERG: | go back to my earlier

17 statement that the reason for the 1.2 times target is driven
18 by what the rating agencies need to maintain the rating. If
19 they came to that number using a different approach or a

20 different formula, then obviously there wouldn't be the issue
21 about whether or not it's backstopping the owners.

22 It's not backstopping the cost of equity or

23 availability of equity. It's backstopping the rating. And

24 that if you don't have sufficient liquidity -- if we do as

25 you say and reduce the backstop down to .8 -- then | think we
1 significantly increase the risk of a downgrade.®’

1014. In argument, the CCA questioned the need and quantum of the proposed liquidity
backstop arrangements. The CCA submitted that the S&P report on which AltaLink based its
backstop requirements appears to be applicable to a broad group of global corporate issuers. The
CCA pointed out that AltaLink, as a regulated entity, has a very low risk of cash flow variation
from operations, since the approved revenues are received on a monthly basis in equal
installments from the AESO.

1015. Accordingly, the CCA argued that if the 1.2 backstop liquidity ratio is meant to address
company specific business risks, it would appear to be excessive for AltaLink’s circumstances,
as a low risk utility. In the CCA’s submission, any cost increases associated with increasing the
commercial paper backstop from the existing 2010 amount of $550 million should not be
included in revenue requirement for the test period, as AltaLink failed to provide sufficient
justification for the proposed increases.

1016. Inthe CCA’s opinion, the backstop facilities did not appear to be required for AltaLink to
maintain its credit rating, but rather represented a form of insurance in the event there is failure
in the capital markets and all companies are having difficulty raising capital (such as general
market illiquidity). The CCA submitted that even if such an event were to occur, there are likely
other avenues open to AltaLink, as a regulated utility, to mitigate the impacts, such as staggering
its capital expenditure program or requesting extraordinary relief measures through the
regulatory process, which is designed to address cash flow issues.

1017. In addition to the foregoing, the CCA submitted the cost of backstopping the equity
portion of financing should be borne by the AltaLink’s shareholders, since in the case of a
regulated utility, the equity investors are the primary beneficiaries of the additional insurance
against market illiquidity.

1018. Finally, the CCA noted that AltaLink pays its EPCM provider for capital expenditures net
of construction holdbacks. Therefore, it is the payments for capital expenditures, net of
construction holdbacks, that are relevant in the determination of the amount of credit facilities
required for construction activities. Accordingly, the CCA submitted that AltaLink should be
directed to recognize the net change in construction holdbacks for purposes of calculating the
amount of commercial paper backstop requirements.

1019. In reply, AltaLink submitted that liquidity is a crucial element in a ratings decision, as
indicated in the discussed S&P report. AltaLink also took issue with the CCA’s argument that its

%87 Transcript, Volume 7, page 1216, lines 16 to 25, page 1217, line 1.
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liquidity is excessive for a low risk utility and indicated that credit facilities forecast in this GTA
would only be considered as “adequate” under S&P’s guidelines. As such, AltaLink indicated
that relative to the overall forecast revenue requirement and the needed credit metric relief, the
forecast other costs associated with short-term debt are relatively modest and there is no merit in
adding to the cumulative pressure on AltaLink’s credit ratings to achieve savings on other costs
associated with short-term debt that are disproportionate relative to the risks and costs of a
downgrade.

1020. Furthermore, AltaLink testified that it benchmarks its liquidity against that of other
regulated utilities and pipelines and argued that there is no basis for disallowing a portion of
other costs associated with short-term debt attributable to equity. Specifically, AltaLink
submitted that the forecast amount of liquidity was based upon the S&P guidelines and, whether
the equity comes from private owners or from raising equity on the stock market, it does not
change the fact that liquidity is required to backstop all financing sources and represents a cost of
doing business in the same manner as other debt costs.

1021. Additionally, AltaLink submitted that the S&P formulae and methodology cannot be
challenged in this proceeding and therefore, in AltaLink’s opinion, there was no basis for
adjusting the S&P methodology to reflect construction holdbacks or equity contributions from
owners, since neither appears anywhere in the formulae and there was no evidence that S&P in
any way differentiates the sources of financing for capital projects.

1022. As aresult, AltaLink submitted that its updated other costs associated with short-term
debt forecast should be approved by the Commission as filed.

Commission findings

1023. S&P’s July 2, 2010 report, provided by AltaLink in Appendix 4-G to the application, is
the only evidence on the record of this proceeding that presents the rating agencies’ views on
liquidity requirements. The Commission assigned significant weight to this evidence when
arriving at its determinations on AltaLink’s credit facilities and associated other costs associated
with short-term debt.

1024. Inthe July 2, 2010 report, S&P stated at paragraph seven that a lack of liquidity could
precipitate the default of an otherwise healthy company. As well, AltaLink took the position that
in order for the company’s liquidity to be considered adequate, the ratio of liquidity sources over
liquidity uses must equal 1.2 or more. In its report, S&P defines the adequate liquidity category
as follows:

We consider “adequate” liquidity to be that which we believe would protect a company's
credit quality from reasonably adverse market circumstances. We view “adequate”
liquidity as ratings-neutral, rather than an enhancing characteristic.**®

1025. AltaLink forecast the size of its credit facilities at 1.2 times the liquidity uses (mainly
gross capital expenditures) in order to align with S&P’s expectations for maintaining AltaLink’s
current credit ratings. AltaLink further submitted that the requested amount of credit facilities
represents the minimum amount of liquidity required before S&P would consider a downgrade:

%8 Exhibit 3, Appendix 4-G, paragraph 25, page 6.
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We consider “less than adequate” liquidity to be that which we believe represents a risk
that contributes to a low [issuer credit rating] or would likely lead to a downgrade if not
remedied. The actual implications depend on whether there is a credible, near-term plan
to improve liquidity. We could rate a company with liquidity that we assess as “less than
adequate” in the “BB” category, or even the “BBB” category, provided that the company
has in place a credible plan to address the lack of liquidity and that, in our view, the plan
would be likely to result in adequate liquidity in the near term. If we were to assess a
company’s liquidity as “less than adequate” on a sustained basis, and if this level of
liquidity is the norm for that company, this would be generally be consistent with a lower
rating.>®

1026. The Commission considers that S&P’s report is applicable to a broad group of corporate
issuers, and AltaLink, as a regulated utility, may still avoid a downgrade with an A/B ratio lower
than the recommended 1.2 number. In fact, S&P noted in its report that a company’s liquidity
may still be assessed as adequate, despite some minor deviations from one or two of the
recommended liquidity characteristics.** As such, similar to the Commission’s findings on the
FFO/debt ratio discussion in Section 9.1 above, the Commission considers that minor deviations
from the 1.2 A/B ratio are unlikely to trigger a downgrade.

1027. The Commission has considered the CCA’s recommendation to cap the size of the
commercial backstop facility at the existing 2010 amount of $550 million in light of these factors
and finds that the recommended amount does not take into account variations in the level of
capital expenditures forecast for the test period. Moreover, if accepted, the CCA’s
recommendation would result in AltaLink’s A/B ratio for the test years being well outside the
“minor deviation” range.** For these reasons, the Commission will not direct AltaLink to remove
any cost increases associated with increasing the commercial paper backstop from the existing
2010 amount of $550 million.

1028. AltaLink, as a regulated utility, (and unlike most corporate debt issuers that are also
considered under the same S&P liquidity guidelines) can avail itself of other measures to
mitigate the impact of adverse market conditions, such as requesting extraordinary relief
measures through the regulatory process.

1029. As well, given the provisions of the regulatory compact under which a utility’s owners
are obliged to provide equity in exchange for the reasonable opportunity to earn the return
awarded by the regulator, the Commission considers the CCA’s argument that the cost of
backstopping the equity portion of financing should be borne by AltaLink’s shareholders is
worth further consideration in future proceedings. However, there is insufficient evidence on the
record of this proceeding to make a ruling on this matter, as this time

1030. Although rating agencies may consider the fact that AltaLink, as a regulated utility, has
lower risks of default such that it is not necessary to take any downgrade action even if
AltaLink’s liquidity levels fall significantly below A/B of 1.2 (such as when the cost of
backstopping the equity portion of financing is disallowed from the revenue requirement), the
Commission does not consider that it is in the public interest to put AltaLink in this position. As
noted in Section 9.1 above, the Commission has found that AltaLink requires credit metrics

%9 |bid., paragraph 28.

%0 |bid., paragraph 27.

%1 Based on Exhibit 179 numbers, Commission staff calculated A/B ratio to be 0.45 in 2011 and 0.4 in 2012 if the
commercial backstop facility remains at the existing 2010 amount of $550 million.
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support during this test period. As such, the Commission considers that maintaining AltaLink’s
liquidity at the 1.2x level recommended by the S&P report should be viewed as part of the
overall credit metric relief package to support AltaLink’s credit rating during the test period.

1031. Table 48 above shows that when the size of credit facilities is recalculated to reflect the
recommended 1.2X ratio, other costs associated with short-term debt in 2011 are forecast to be
$0.845 million lower then the actual 2010 costs. In 2012, other costs associated with short-term
debt are forecast to be $0.767 million higher than the 2010 actual costs, which represents less
than a half per cent of the overall increase in the 2012 revenue requirement over the 2010
levels.>*?

1032. As such, the Commission accepts AltaLink’s argument that relative to the overall forecast
revenue requirement and the needed credit metric relief, the forecast of its other costs associated
with short-term debt is relatively modest and there is no merit in adding to the cumulative
pressure on AltaLink’s credit ratings to achieve savings on other costs associated with short-term
debt.

1033. For these reasons, the Commission approves Altalink’s methodology of targeting its
liquidity requirements for the test years using the A/B ratio of 1.2. Once the pressure on AltaLink
credit metrics has relented, the Commission may reconsider this issue, taking into account the
CCA’s arguments discussed above.

1034. The CCA also recommended that AltaLink recognize the net change in construction
holdbacks when calculating the amount of its commercial paper backstop requirements. When
questioned by the CCA counsel, Mr. Bronneberg and Mr. Frehlich indicated that since AltaLink
does not pay its EPCM contractor until it releases construction holdbacks, AltaLink’s forecast
capital expenditures exclude construction holdbacks.** Given this evidence, the Commission is
satisfied that construction holdbacks are accounted for in AltaLink’s estimate of capital
expenditures and that no further action to account for construction holdbacks is required.

1035. No party objected to AltaLink’s proposal to continue the deferral account treatment for
other costs associated with short-term debt. Given the fact that AltaLink will target its liquidity
requirements in accordance with the S&P formula outlined above,** changes to the gross capital
expenditures, funds from operations and customer contributions will have an immediate impact
on the actual other costs associated with short-term debt. Given this, the Commission approves
the continuation of the deferral account treatment for other costs associated with short-term debt.

1036. AltaLink made significant changes to its other costs associated with short-term debt
forecast in the course of this proceeding. For example, AltaLink’s total other costs associated
with short-term debt costs for 2012 were initially forecast to be at $6,754 million,** then updated
to $5,843 million,** and subsequently revised to $5,211 million,*” resulting in a difference of
$1,543 million from the original filing to the final revised forecast. In order to mitigate the
possible volatility of customer rates, the Commission directs AltaLink, at the time of its refiling,

%92 Application, Table 1.2-1.

¥ Transcript, Volume 4, pages 608-610 and Exhibit 144.
¥4 Transcript, Volume 6, page 1010, lines 16 to 22.

%5 Application, Table 28.3.4-3.

%% Exhibit 106.01, Table 28.3.4-3 Amended.

%7 Exhibit 179, PDF page 3.
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to provide an update to the credit facility amounts, along with their derivation, and the associated
other costs associated with short-term debt costs in the same format as presented in Exhibit 179
of this proceeding.

10.2 Debt cost deferral account

1037. AltaLink noted that it is currently the only Alberta utility with a debt cost deferral
account. To be consistent with normal regulated utility practice, and to align its treatment with
all other utilities, including the Commission’s treatment of AE in Decision 2011-134, AltaLink
indicated it is not seeking deferral account treatment for the cost of new long-term debt issues in
this GTA. AltaLink also noted that if it suffers a credit downgrade during the GTA test period, it
will seek relief for any increased costs.*®

1038. In response to the Commission’s request, Altalink provided a consolidated table of all
forecast (and subsequently approved) debt issuances and the corresponding actual issuances for
2006-2010, as shown below:

Table 49. Forecast and actual long-term debt issues, 2006-2010°°

Principal
Related Proceeding Maturity | Termin | Amount | Coupon | Embedded
(Forecast Issuance) | Issue Date Date Years ($M) Rate (%) | Cost (%)
GTA-2004-07 Unspecified Jun-36 30 50 7.21% 7.25%
GTA 2007-08 1-Jul-07 1-Jul-27 20 200 5.79% 5.82%
GTA 2007-08 5-Jun-08 1-Jul-18 10 150 5.46% 5.80%
GTA 2007-08 1-Jul-08 1-Jul-15 7 150 4.99% 5.11%
GTA 2009-10 1-Dec-09 1-Dec-19 10 100 6.21% 6.27%
GTA 2009-10 1-Jul-10 1-Jul-30 20 175 6.95% 6.97%
GTA 2009-10 1-Jul-10 1-Jul-40 30 175 7.24% 7.25%
Actual Issuance
Series 2006-1 21-Sep-06 | 21-Sep-36 30 150 5.25% 5.27%
Series 2008-1 29-May-08 | 29-May-18 10 100 5.24% 5.34%
Series 2008-1
(additional) 14-May-09 | 29-May-18 9 100 5.24% 5.30%
Series 2010-1 25-Mar-10 | 25-Mar-40 30 125 5.38% 5.39%
Series 2010-2 15-Nov-10 | 15-Nov-40 30 150 4.87% 4.88%

1039. AltaLink indicated that during the 2009-2010 GTA proceeding, it had requested the
continuation of a deferral account for that test period (originally put in place when AltaLink’s
credit was not well established in the markets) due to volatile capital market conditions. AltaLink
submitted it was satisfied that it can reasonably forecast its debt costs for the current test period
and therefore, a debt cost deferral account was unnecessary.

1040. AltaLink pointed out that historically, the cumulative adjustments arising from the debt
cost deferral have been minimal, particularly through the 2004 to 2009 period. AltaLink further
indicated that the long-term debt deferral account has, on a net basis, amounted to a few hundred

%% Exhibit 1, application, paragraph 920.
%9 Exhibit 43.02, AUC-AML-26(h).
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thousand dollars since its inception, which brought into question the value of the extensive
regulatory time and effort that has gone into the deferral account methodology over the years.*®

1041. Finally, AltaLink maintained that any debt volume issues will be addressed through the
DACDA process.**

1042. In argument, the CCA took issue with AltaLink’s proposal to discontinue the deferral
account treatment for the cost of its new long-term debt issues. Referring to AltaLink’s response
to AUC-AML-26(b) (reproduced as Table 49 above), the CCA pointed out that in each year, the
actual principal amounts and the corresponding cost rates were different than the forecasts.
Specifically, the CCA submitted that AltaLink had consistently overstated the forecast cost rates
for new debt from 2006 to 2010.

1043. Based on the historical debt issues, the CCA submitted that AltaLink had not
demonstrated it is able to forecast the cost of new debt with reasonable accuracy and is not ready
to take on the forecast risk respecting those costs. The CCA also argued that even though the
volume variances do get adjusted through the DACDA process, the rate variances will not be
adjusted if the debt cost deferral account were eliminated. As a result, the CCA recommended
that the Commission direct AltaLink to continue the debt cost deferral account for the test
period.“*

1044. Inreply, AltaLink reiterated its position that no other utility in Alberta has a long-term
debt cost deferral account and no evidence was presented in this proceeding to demonstrate the
need to differentiate in AltaLink’s circumstances. Insofar as ability to forecast is concerned,
AltaLink submitted that it had provided, in this GTA and prior GTAs, the best available forecasts
from multiple independent third parties. AltaLink pointed out that similar forecasts were used by
other Alberta utilities and the Commission in previous proceedings.

1045. Further, AltaLink submitted that variances from interest rate forecasts are as much the
result of taking advantage of windows of opportunity in capital markets as they are about
forecast accuracy. Interest rate forecasts represent averages for the test years thus there will be
times when interest rates are higher than forecast and times when interest rates are lower than
forecast, even though the average may align with the forecast. AltaLink maintained that timing is
crucial in the capital markets and it had demonstrated its capability to beat the market, from
which ratepayers will benefit for the next thirty years. Thus, AltaLink concluded it can be argued
that discontinuing the deferral account would provide further incentive for AltaLink to reduce
the long run interest costs of ratepayers.*®

1046. Finally, AltaLink noted that should the Commission determine that a long-term debt cost
deferral account is warranted for this test period, there can be no further debate as to the method
in which the deferral account is calculated. AltaLink reasoned that since no party in this
proceeding presented any evidence or argument in that respect, its long-term debt deferral
account should continue to be determined as approved in prior Commission decisions.

4
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°  AltaLink reply argument, paragraph 383.

AltaLink argument, paragraph 338.
CCA argument, paragraph 271.
AltaLink reply argument, paragraph 384
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Commission findings

1047. AltaLink’s long-term debt deferral account was implemented in Decision 2005-019
primarily because AltaLink had proposed as a placeholder, the issuance of three senior debenture
bonds of $50 million each at 7.21 per cent in each of the years 2005, 2006 and 2007 with a
30-year term for each of the three debentures.

1048. In that proceeding, AltaLink indicated that the use of three $50 million dollar bond issues
was intended to track the forecast of capital expenditures rather than imply that AltaLink would
actually issue three separate bond issues and confirmed that the forecast yield for the proposed
long-term debt issue was simply a placeholder and had no bearing on the final rate for the
ratepayer (which would be the actual rate at the date of issue).**

1049. During the 2009-2010 GTA proceeding, AltaLink requested the continuation of a deferral
account for that test period due to volatile capital market conditions. The evidence in this
proceeding was that debt markets remain volatile. In particular, AltaLink’s witness,

Mr. Bronneberg, testified that debt markets were impacted by concerns regarding sovereign debt
in Europe and the U.S.** The Commission agrees with this observation.

1050. The Commission, in its findings below has employed its specialized expertise as a
tribunal familiar with and legislatively mandated to examine the costs and expenses associated
with capital financing related to the owner’s investment in the electric utility. As noted by the
federal court of appeal in Masjef v. Canada (Minister of Manpower & Immigration) [1977] 1F.C.
194 at 98:

... no tribunal can approach a problem with its collective mind blank and devoid of any
of the knowledge of a general nature which had been acquired in common with other
members of the general public, through the respective life-times of its members,
including perhaps most importantly that acquired from time to time in carrying out their
statutory duties.

1051. From the time since AltaLink provided its April 21, 2011 update filing to the date that the
record closed in this proceeding, August 22, 2011,*° yields on Government of Canada 10 and
30year bonds dropped by approximately 100 basis points.*” Accordingly, the Commission
considers that it would not be in the public interest to discontinue the deferral account treatment
for the cost of AltaLink’s long-term debt issues, during this time of volatile debt market
conditions. AltaLink’s long-term debt deferral account should continue to be determined as
approved in prior Commission decisions.

404
405

AltaLink’s position is summarized on page 104 of Decision 2005-019.

Transcript, Volume 6, page 995, line 22 to page 996, line 4.

% Exhibit 106.

“7 CANSIM series V39056 and V39056 are available from the Bank of Canada’s web page
http://www.bankofcanada.ca/rates/interest-rates/lookup-bond-yields/.
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1052. At the same time, the Commission agrees in principle with AltaLink’s arguments that:

e AltaLink provided extensive evidence on the reasonableness its long-term debt cost
forecast, which was based on the estimates of multiple independent third parties and
which was scrutinized by the interveners and the Commission.

e Under the approved deferral mechanism, the quantum of the long-term debt deferral
account depends on other factors, such as timing, rather than simply being driven by
interest rates.

e The existence of a deferral account may dampen AltaLink’s incentive to minimize the
cost of borrowing.

e Ratepayers are protected from the variances in the actual volume of debt issued by the
existence of the DACDA.

1053. As such, the Commission is prepared to revisit the need to continue the long term debt
deferral account once the debt markets have normalized.

10.3 Amortization of deferred financing fees

1054. AltaLink noted that pursuant to Decision 2009-151 and effective January 1, 2009, it used
the effective interest rate method for calculating the amortization of deferred financing costs on
new debt issues. AltaLink also noted that this approach was also used by AE in its 2011-2012
GTA. For debt issued prior to 2009, AltaLink continued to use the straight line method.

1055. AltaLink indicated that it is now accounting for these items in accordance with IFRS,
which is equivalent to the standards previously used in Canadian GAAP. Moreover, AltaLink
pointed out that its methodology for amortization of deferred financing fees has not changed
since its prior GTA, which was approved by the Commission.*® As a result, AltaLink submitted
that its amortization of deferred financing fees should be subject to the same treatment as in
Decision 2009-151 and approved by the Commission as filed.

1056. No party filed evidence or raised concerns with AltaLink’s use of the effective interest
rate method for calculating the amortization of deferred financing costs on new debt issues.
Commission findings

1057. The Commission approved the effective interest rate method for calculating the
amortization of deferred financing costs on new debt issues in Decision 2009-151.4°

1058. The Commission reaffirms its findings in Decision 2009-151 and approves AltaLink’s
continued use of the effective interest rate method for calculating the amortization of deferred
financing costs on new debt issues.

11 Income taxes

11.1 Deemed income tax expense vs. taxes paid by AltaLink owners

1059. In the application*® AltaLink requested the Commission’s approval to continue to include
federal future income tax (FIT) in its revenue requirement and to correspondingly maintain the

“%8  Decision 2009-151, pages 113-114.
409 Decision 2009-151, paragraph 652.
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existing accounting practice regarding the FIT account balance. AltaLink stated its status as a
non-tax paying entity did not interfere with its forecast of income taxes in a GTA. AltaLink’s
owners were taxable entities and therefore reflected available income tax deductions in the
determination of their income taxes.

1060. In intervener evidence, the UCA noted that the Alberta Energy and Utilities Board had, in
both decisions 2003-061 and 2005-019, allowed the collection of deemed income taxes by
AltaLink. The UCA claimed the intent was to provide an after tax return to the shareholder and
submitted that the income tax paid should bear a resemblance to the income tax collected.

1061. The UCA claimed that AltaLink has not been able to demonstrate that taxes are actually
paid in the quantum collected, noting that AltaLink has confirmed that:**

it files no income tax returns

it is not audited by Canada Revenue Agency (CRA)

it does not file appeals or challenges to CRA

AltaLink L.P.’s deemed income tax treatments are not vetted or approved by the CRA
AltaLink cannot challenge past CRA rulings to minimize income tax costs

1062. The UCA noted that as a result of the recent change in ownership, SNC-Lavalin will be
the sole owner, either directly or indirectly, of AltaLink L.P., and as such will bear all of the
income tax liabilities related to AltaLink L.P. assets. SNC-Lavalin provides a significant level of
services to AltaLink. Given that all income taxes are filed by SNC-Lavalin, the UCA maintained
there was a significant opportunity for cross subsidization of regulated and non-regulated
activities.

1063. While not accusing AltaLink of cross subsidization, the UCA maintained that AltaLink
had a burden of proof to demonstrate its forecasts are reasonable and result in just and reasonable
rates. As such, it was incumbent on AltaLink to demonstrate that its forecasts result in income
taxes that will actually be paid, and are based on actual income tax filings.

1064. To address this issue, the UCA recommended that AltaLink should be required to
produce evidence of actual historic income tax returns related to the revenues, costs and assets
associated with AltaLink L.P. and AltaLink. This information was required to assess the forecast
income taxes for AltaLink L.P. and AltaLink and to ensure that the income taxes collected in
rates are actually paid. Until such information is provided, the UCA recommended that an
income tax component of revenue requirement based on the ratio of current incomes taxes paid
by AltaLink L.P.’s limited partner, SNC-Lavalin, to the pre-tax earnings of SNC-Lavalin was
appropriate.

1065. In argument, the UCA continued to maintain there was no evidence that there was any
connection between the income taxes collected in rates and the income taxes paid by the
shareholder. In fact, the UCA asserted AltaLink has provided no evidence to contradict the UCA
assertions that there was no independent assessment of the income tax forecasts; that AltaLink’s
income tax forecasts are not tested against actual income tax filings; and that there is no evidence

410 Application, Section 7, page 7-1.
‘1 UCA-AML-55.
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that there was a relationship between the actual income taxes paid by the ultimate taxable entity,
AltaLink’s owners.**

1066. The UCA noted that it had provided evidence with respect to the level of taxes paid
and/or accrued by SNC-Lavalin and deemed by AltaLink.*®* The UCA acknowledged that there
were material differences between AltaLink and SNC-Lavalin, making a simple allocation of
income taxes inappropriate and there are also material differences in the level of taxation
incurred between AltaLink and SNC-Lavalin. While the UCA did not have the information to
calculate the portion of income taxes paid by SNC-Lavalin related to AltaLink, the UCA
maintained the difference in the level of taxation that remains was unexplained. There was no
evidence that the income taxes recovered in revenue requirement were ever actually paid by
SNC-Lavalin, the only remaining partner.

1067. The UCA maintained that AltaLink must provide evidence that the income taxes it has
included in revenue requirement are closely related to the actual income taxes paid by the
ultimate taxable entity, AltaLink’s parent. For complete visibility, the UCA suggested the
Commission could convene a confidential process under its rules, as was done for the Balfour
Beatty contract in AE. At a minimum, the Commission should require evidence to be provided
by SNC-Lavalin around the tax treatment that has been approved for issues like Candarel or
Rainbow costs.

1068. In argument, the CCA claimed that AltaLink failed to demonstrate it was claiming all
eligible and applicable tax deductions. In addition, there was no clear evidence the owners were
actually paying the deemed income taxes allowed to AltaLink. While acknowledging that
SNC-Lavalin paid taxes, the CCA maintained this did nothing to provide support as to the
“reasonable expectation”" standard expressed in Decision 2003-061.

1069. The CCA submitted that to properly discharge the “reasonable expectation” standard in
Decision 2003-061, there had to be some assurance that AltaLink was capturing not only the
types of deductions claimed by the partners in respect of their share of AltaLink's net and taxable
income, but also the amounts. For example, were the owners claiming the same amounts in
respect of Rainbow tax claims as AltaLink proposed?

1070. The CCA recommended an independent third party review of the nature and extent of
AltaLink’s tax deductions, as filed in a GTA proceeding or a Rule 005: Annual reporting
Requirements of Financial and Operational Results (Rule 005) filing. Such a review would
assess how the information on tax deductions and related matters sent by AltaLink to the Owners
may differ (both in terms of type and amounts of deductions) from the tax deductions claimed by
AltaLink’s owners in the determination of their share of AltaLink's taxable income. Absent such
a review, the CCA submitted the Commission really had no evidence to satisfactorily conclude
AltaLink had met the “reasonable expectation” standard set out in Decision 2003-061. Further,
the CCA maintained such a third party review would also address whether the types and amounts
of tax deductions claimed by the owners in respect of their share of AltaLink’s net income,
temporary differences and taxable income mirrored the types and amounts of tax deductions
AltaLink submitted for regulatory purposes.

2 Exhibit 61.08, UCA General Evidence, A12.
13 UCA argument page 92, AUC-UCA-11.
4 CCA argument page 116, reference to EUB Decision 2003-061.

188 « AUC Decision 2011-453 (November 18, 2011)


http://www.auc.ab.ca/acts-regulations-and-auc-rules/rules/Documents/Rule005.pdf

2011-2013 General Tariff Application AltaLink Management Ltd.

1071. Inreply, AltaLink stated that its owners were taxable Canadian corporations and the
evidence in this proceeding showed that SNC-Lavalin pays significant amounts of tax.**> As a
result, AltaLink maintained the inclusion of deemed income tax in the revenue requirement was
a settled issue and should not be revisited.

1072. AltaLink claimed that the UCA took AltaLink’s responses to UCA.AML-055 out of
context. AltaLink noted that in UCA.AML-055(a), the UCA asked AltaLink L.P. to confirm that
it does not file income tax returns. As confirmed in the IR response, there are no AltaLink L.P.
income tax returns for the CRA to audit. However, AltaLink pointed out the CRA had the right
to audit AltaLink L.P.’s records and tax information provided to its owners, in connection with
the audit and reassessment of income tax returns filed by AltaLink’s owners.

1073. AltaLink explained reassessments of a utility’s income taxes, or in AltaLink’s case, of its
owners’ income taxes, only arose when the CRA alleged that the taxpayer has not complied with
income tax law. The absence of any reassessments or other challenges by CRA with respect to
AltaLink L.P.’s historic determination of taxable income, arising from the CRA’s review of tax
returns filed by AltaLink’s owners, was not evidence that AltaLink’s deemed income taxes were
too high. Rather, it was evidence that AltaLink’s interpretation and application of income tax law
was prudent and reasonable.

1074. With respect to its partners’ actual payment of taxes, AltaLink claimed there could be no
dispute that SNC pays many millions of dollars in income taxes every year. In fact, AltaLink
noted this was confirmed in the CCA’s argument where the CCA presented the effective income
tax rates for SNC and contrasted them with AltaLink’s. Altalink maintained that the CCA used
the fact that SNC’s effective income tax rates were lower than statutory rates applicable to
AltaLink to infer that SNC’s income tax costs, in relation to its ownership of AltaLink, were
lower than deemed income taxes included in the transmission tariff. In doing so, AltaLink
submitted the CCA ignored the fact that SNC was a large global enterprise that operated in many
different countries and other jurisdictions where tax laws and tax costs vary significantly from
Federal and Alberta tax laws applicable to AltaLink. AltalLink argued that the CCA’s proposed
exercise of engaging an independent third party to review SNC’s tax affairs or alternatively
making SNC’s tax returns available to the AUC in a confidential process was pointless and
unnecessary.

1075. AltaLink explained that partners could not unilaterally amend the taxable income
allocated to the individual partners by the partnership. Therefore, once AltaLink has determined
taxable income related to its operations and allocated that taxable income to the partners, the
partners were bound by law to include that taxable income in their income tax returns. In
accordance with the CRA’s rules AltaLink stated it was AltalLink, and not its owners, who
determined the taxable income related to the partnership’s operations. Given the CRA rules
related to partnerships, AltaLink submitted looking upstream beyond the tax information
prepared by AltaLink for its owners served no purpose. The provisions of the Income Tax Act
and related regulations could be readily applied to the forecasts included in the GTA to calculate
deemed income taxes.

1076. AltaLink stated that the CCA’s assertion that AltaLink had no motivation or incentive to
maximize tax deductions was unfounded. AltaLink’s owners were taxable and were just as

415 AltaLink argument page 103, refers to Transcript, Volume 3, pages 416-417.
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motivated as any other company to maximize their tax deductions. Under the CRA’s rules
related to partnerships, however, those tax deductions could only be taken at the partnership
level, as allocated taxable income could not be restated or modified by the individual partners.

Commission findings

1077. As briefly discussed in Secion 9.1 above, the level of taxes actually paid by AltaLink’s
owners and the level of tax deductions, particularly the Rainbow type deductions, claimed by
AltaLink have been the subject of some concern in a number of prior proceedings*® as well as
the current proceeding.

1078. AltaLink’s partners are taxable entities resident in Canada and there is a reasonable
expectation that income taxes in the range approved by the Commission will be incurred and
paid by the partners on the partnership income attributed to them. Indeed, the evidence of the
UCA itself demonstrates that AltaLink’s owner pays a significant amount of taxes. The
Commission expects that there will be some degree of variance between what the remaining
partner pays on a corporate basis and that portion of income and taxes related to AltaLink. As
AltaLink has explained, SNC-Lavalin is a global enterprise with operations in locations with
differing tax laws and tax rates.

1079. The Commission therefore considers it reasonable to continue the current practice of
determining AltaLink’s income tax allowance on a deemed stand alone basis. Subject to
adjustments due to directions elsewhere in this decision, AltaLink’s request for deemed income
taxes, calculated pursuant to the FIT method, is approved for the 2011 and 2012 test years.

1080. The Commission also notes with interest the evidence of AltaLink that it is AltaLink, and
not its partners, that determine the taxable income of the partnership and retains the records that
could be subject to audit. Clearly it is AltaLink, and not SNC-Lavalin, that has custody of the
records relevant to the determination of income and deductions.

1081. Given the above, interveners should be able to obtain during the evidentiary phase of
future GTAs all information relevant to the examination of AltaLink’s income tax requirements.
AltaLink should be able to provide simulated tax returns, based upon the information it already
provides to its partners, to support its tax allowance requests. In particular the Commission
considers AltaLink should be able to explain the calculation of Rainbow type deductions. It is the
Commission’s understanding that these deductions arise from capital maintenance items that,
while capitalized for accounting purposes, may be treated as operating expenses for tax purposes.
AltaLink should be able to provide an overview of its capital maintenance plan and provide the
criteria and standards used in AltaLink’s determination of those items eligible for Rainbow
deduction status.

11.2 Income tax deferral account

1082. At Section 7.5 of the application AltaLink requested discontinuance of deferral account
treatment for income taxes as ordered by the Commission in Decision 2009-151. AltaLink
maintained any foreseeable changes to capital cost allowance rates or tax rates are not expected
to have a material impact on revenue requirement, and the Minister of Finance had stated in the
2010 Federal Budget that the Government will not raise taxes.

416 Decision 2003-061 and 2005-019.
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1083. The CCA argued in favour of continuing deferral account treatment. The CCA noted that
while AltaLink proposed no deferral account treatment in the original application, it
subsequently indicated it was “prepared to incorporate any change in its revenue requirement as
a result of changing tax rates or capital cost allowance rates up to the filing date of the
Compliance filing to this decision.”*"’

1084. The CCA submitted it was contradictory for AltaLink to suggest it would amend its
revenue requirement for all statutory tax rate and capital cost allowance rate changes to the date
of its compliance filing, on the one hand; but not want a deferral account for any changes which
may arise after the date of the compliance filing, on the other. More specifically, if AltaLink'’s
rejection of the deferral account is premised on the principle or belief that statutory tax rates or
capital cost allowance rate changes will not have a material impact on the revenue requirement,
the CCA questioned why AltaLink was prepared to make changes which arise from potentially
immaterial items up to the date of its compliance filing. Alternatively, if the changes are
material, why limit the time frame to the compliance filing?

1085. The CCA maintained that the issues which prompted the Commission to order deferral
account treatment in Decision 2009-151*® have not really changed, nor has AltaLink adduced
any evidence to refute any of the above referenced considerations.

1086. As AltaLink had no insight into the federal and Alberta annual budget deliberations, the
CCA submitted it was impossible for AltaLink to predict the nature, extent and timing of any
changes to capital cost allowance rates and/or statutory tax rates may have on its revenue
requirements. As long as these changes have a potential to be material, the CCA submitted it was
reasonable and prudent to utilize an income tax deferral account to protect shareholders when tax
rates go up and customers should rates go down.

1087. In argument, AltaLink continued to maintain that federal and provincial tax rates have
been set and changes were not expected.”® In reply AltaLink accepted that there may be statutory
changes to income tax rates during the test period and was willing to accept the risk that such
changes may increase income taxes payable by its owners. Should there be any announced
changes in income tax rates prior to the decision on this GTA, AltaLink would reflect them in its
compliance filing.

1088. AltaLink again noted income tax rates were legislated through the end of the test period.
As Mr. Bronneberg testified, there was minimal risk that there will be significant changes in
income tax rates other than those already announced.*® Accordingly, it did not meet the criteria
for a deferral account.

1089. AltaLink maintained the CCA’s argument that somehow ratepayers are at risk without an
income tax deferral account should be dismissed. Under AltaLink’s proposal, Altalink
submitted ratepayers would enjoy cost certainty and would not be at risk of additional costs if
either the federal or provincial government announces tax increases to reduce their budget
deficits. Furthermore, it avoided the unnecessary cost and complexity of preparing and testing
deferral account filings for income taxes during the test period.
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Commission findings

1090. The Commission notes that AltaLink’s forecast for income taxes rises from $12.4 million
in 2010 to $27.8 million in 2012.**The primary driver for this is the growth in rate base caused
by the large construction forecast.”” A large portion of the income tax portion of revenue
requirement is subject to true up through the DACDA process.

1091. Given that tax rates do not change significantly from year to year, the Commission does
not consider it necessary to continue the income tax deferral account for the test period in order
to maintain a reasonable symmetry of risk and provide reasonable protection to both the utility
and consumers. With this finding, the Commission approves AltaLink’s request to eliminate the
income tax deferral account.

11.3 Other income tax issues
11.3.1  Capital cost allowance class 52 additions

1092. In argument, the CCA noted certain computer-related assets acquired after
January 27, 2009, and before February 2011, were eligible for an accelerated tax write off
(i.e. from 55 per cent under Class 50 to 100 per cent under Class 52).

1093. The CCA noted that while AltaLink claimed additions of $1.6 million in 2009 and

$3.3 million in 2010 under Class 52A, AltaLink’s income tax schedules indicate no additions in
2011,"# notwithstanding the fact it could claim eligible assets under Class 52 for the month of
January 2011.

1094. Finally, the CCA noted that AltaLink confirmed that any assets which would have been
qualified as Class 52 additions in 2011 (i.e. for the period January 1, 2011, to January 31, 2011),
were actually added to Class 50.“* The CCA submitted this treatment was clearly in error as
AltaLink should have recorded the eligible computer assets under Class 52 for this one month
period. In the absence of adequate information as to the quantum of purchases in January 2011,
the CCA recommended using 1/12th of the total purchases recorded in Class 50. This translates
to about $1.07 million (1/12 times $12.9 million) being transferred from Class 50 at 55 per cent
capital cost allowance to Class 52 at 100 per cent capital cost allowance.

1095. AltaLink made no comment upon this matter.

Commission findings

1096. The Commission has considered the proposal of the CCA and finds it has merit. AltaLink
is directed to make the change recommended by the CCA. That is, to transfer $1.07 million from
Class 50 capital cost allowance to Class 52 capital cost allowance.

11.3.2  Treatment of indirect overheads for tax purposes

1097. In argument, the CCA noted that prior to its adoption of IFRS/Rule 026, AltaLink
capitalized indirect overhead expenses, with the amounts for 2008-2010 totalling $14.2 million,
$11.3 million and $16.0 million, respectively. Although capitalized for book purposes, the

2! Schedule 3.1, revised May 1, 2011.
422 Application, Section 7.1.
“23Exhibit 123.03, Schedule 7-4.

24 Exhibit 147.
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overheads were treated as an immediate deduction for the purposes of calculating taxable
income. The CCA noted that with the requirement under IFRS/Rule 026 for all indirect
overheads to be expensed, commencing in 2011, AltaLink has not shown any indirect overheads
that serve to reduce taxable income. In effect, the adoption of IFRS has removed a significant
temporary difference deduction that was previously available and which resulted in a significant
increase in taxable income and applicable income taxes.

1098. The CCA submitted the DAIC process developed by AltaLink for financial accounting
purposes to meet the requirements of IFRS, appeared reasonable and understood it would be
reviewed by AltaLink’s auditors on a regular basis. The CCA took issue, however, with the tax
treatment that AltaLink has shown such indirect overheads. While IFRS and Rule 026 speak to
recognition of costs for accounting purposes, those provisions had no relevance in terms of how
such costs are to be treated for income tax purposes. The CCA noted all amounts which were
accumulating in years prior to 2011, in what was now DAIC, were claimed as an immediate tax
deduction in the year incurred. By now claiming a nil amount for DAIC as a temporary
difference deduction, AltaLink's income tax treatment effectively resulted in a confiscation of a
valuable tax deduction for consumers. In the CCA’s submission, this was further evidence
supporting the Commission’s finding that an entity, such as AltaLink, which does not pay any
income taxes, “has little or no incentive to maximize its tax deductions.”*

1099. The CCA maintained that adoption of IFRS was never intended to change Commission
approved income tax calculation methods. In fact, the CCA noted that in a recent GTA filed by
AE, the Commission approved the adoption of IFRS for AE effective January 1, 2011 and as
well, approved AE’s practice of expensing its engineering and supervision (E&S) costs, which
were capitalized for accounting purposes, as an immediate deduction for purposes of determining
its taxable income.**® Therefore, the CCA recommended AltaLink be directed, in its compliance
filing, to reflect amounts in DAIC as a temporary difference and reduce taxable income and
income taxes accordingly.

1100. In reply, AltaLink stated that the CCA was recommending that AltaLink capitalize DAIC
for accounting net income and expense DAIC for taxable income. AltaLink maintained it had
provided extensive evidence in Appendix 11 of its application, information responses including
AUC.AML-19, AUC.AML-32, UCA.AML-88 and UCA.AML-127, and Section 3.3.1 of its
argument that confirmed the significant differences between IFRS and the former Canadian
GAAP with respect to the capitalization of costs. IFRS was more prescriptive in requiring that
direct costs be capitalized and that, unless they can be shown to be directly attributable to capital
activities, indirect costs should be expensed.

1101. AltaLink explained that to the extent that differences occur due to capitalization of costs
for accounting purposes and expensing them for income tax purposes, such difference must be
disclosed by AltaLink’s owners when reconciling accounting income to taxable income on their
income tax returns. AltaLink further submitted that these differences, particularly in the initial
years, are more likely to be challenged and reassessed by the CRA.

1102. AltaLink stated it and its owners have and will continue to calculate and file income taxes
in a prudent manner that complies with the Income Tax Act. In the case of DAIC, these costs will
be capitalized and income taxes calculated accordingly, which was consistent with the treatment

%25 Decision 2009-151, page 100, paragraph 587.
426 AE 2011-2012 GTA Proceeding ID.No. 650, Exhibit 6, Schedule 7-3, lines 38, 69; Schedule 17-3, lines 40, 71.
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of DAIC in the deemed income tax calculation. Accordingly, AltaLink maintained approval of
the deemed income tax calculation would result in the proper amount of income taxes being
reflected in the tariff.

1103. Furthermore, on the assumption that AltaLink remained on the FIT method, capitalizing
DAIC for accounting net income and expensing DAIC for taxable income would result in timing
differences that, like Rainbow taxes, have no impact on the calculation of deemed income taxes
under the FIT method during the test period.

Commission findings

1104. The Commission has reviewed the evidence of AltaLink detailing the significant
differences between IFRS and the former Canadian GAAP with respect to the capitalization of
costs. The Commission also considered the submission of the CCA that while IFRS and

Rule 026 spoke to recognition of costs for accounting purposes, those provisions had no
relevance in terms of how such costs are to be treated for income tax purposes. The Commission
agrees.

1105. The overheads in question have been deducted in the past for income tax purposes and it
would be reasonable for AltaLink to continue to deduct such costs in the future. The Commission
considers this to be a position that AltaLink should take to benefit its customers. The
Commission considers this to be similar to the expectation that AltaLink will maximize
deductions such as the Rainbow type capital maintenance expenditures for the benefit of its
customers.

12 Other matters

12.1 Compliance with directives

1106. In Section 2 of the application, AltaLink provided a table which set out AltaLink’s
responses to Commission directives due at the time of filing. AltaLink submitted that, with the
exception of one portion of Directive 25 from Decision 2009-151, it was compliant with all prior
Commission directives.

1107. Directive 25 from Decision 2009-151, required AltaLink to re-establish a deferral
account to reconcile aggregate taxes other than income taxes on base assets and direct assign
additions for 2009 and 2010 and provide a reconciliation of this deferral account at the time of its
next GTA.

1108. AltaLink noted that a reconciliation of 2009 taxes other than income taxes was filed
separately with the Commission as Application No. 1606677 and that a reconciliation of the
taxes other than income taxes deferral account for 2010 will be filed separately in 2011.

Commission findings

1109. The Commission has reviewed Section 2 of the application regarding AltaLink’s
compliance with Commission directions. Except as noted below, the Commission accepts
AltaLink’s response and confirms that each direction referenced in Table 2-1 of the application is
no longer outstanding.
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1110. In accordance with Commission Direction No. 3 from Decision 2010-284,*" AltaLink
discussed the merits of establishing maximum limits on the allocation of overheads to capital
projects. The Commission has reviewed the provided materials and shares AltaLink’s view that,
since capital costs incurred on direct assigned projects are subject to a deferral account, a
maximum limit on E&S costs has limited merit.

1111. The Commission acknowledges Altalink’s submission that there is no direct relationship
between direct assigned project expenditures and the level of E&S costs incurred. Furthermore,
the prudency of any increases to corporate overhead costs allocated to direct assigned projects
can be reviewed as part of the DACDA reconciliation process. Consequently, the Commission is
satisfied that ratepayers will be protected from any unsupported increases in overhead costs
through the DACDA process, and, as such, there is no need to place a maximum limit on E&S
costs to capital projects.

1112. The Commission finds AltaLink’s response to Direction No. 3 from Decision 2010-284
satisfactory. However, the Commission directs AltaLink, in its future DACDA reconciliation
applications, to clearly show the quantum of the overall pool of E&S costs allocated to both
O&M expense and to capital projects. In the event that the overall pool of E&S costs is different
than the amount estimated at the time of AltaLink’s GTA, such variances are subject to testing at
the time of the DACDA review. As noted above, only prudently incurred E&S costs will be
approved for allocation to capital projects.

1113. With respect to AltaLink’s compliance with Directive 25 from Decision 2009- 151,
AltaLink’s reconciliation of its 2009 deferral account was expressly approved in

Decision 2011-122.%® The Commission will review AltaLink’s reconciliation of its taxes other
than income taxes deferral account for 2010 when it is filed as a separate application. Until a
decision issued in response to this filing, Directive 25 remains outstanding.

12.2 Operational performance and productivity measures

1114. AltaLink discussed its approach to operational performance and productivity measures in
Section 1.9 of the application. AltaLink noted that its description of its operational performance
measures included key performance indicators (KPIs), including but not limited to typical
performance metrics used for the transmission industry.

1115. AltaLink submitted that it continued to use various operational performance measures
and/or KPIs to identify performance trends. AltaLink noted that longer term trends tend to be
particularly useful as performance indicators.

Commission findings

1116. The issue of AltaLink operational performance and productivity measures was included
as a separate topic in the outline for argument circulated to parties in part to reflect interest in this
issue that has been shown in prior AltaLink GTAs. However, no interveners addressed
operational performance and productivity measures in argument or reply.

27 Decision 2010-284: AltaLink Management Ltd., Reconciliation of 2007-2008 Direct Assigned Capital Deferral
Account, Application No. 1605751, Proceeding ID. 435, June 21, 2010.
428 Decision 2011-122, page 16.
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1117. The Commission has reviewed AltaLink’s reports on its performance under various
conventional performance measures reported in Section 1.9 of the application, and considers that
the results shown generally suggest that AltaLink’s performance exceeds industry standards
except with respect to restoration times. The Commission finds that no specific
recommendations arise from its assessment of the performance metrics reported in Section 1.9.

1118. Notwithstanding the limited interest of interveners, to maintain continuity, the
Commission directs AltaLink to continue to collect statistics and report upon its performance
against generally accepted transmission industry KPIs.

12.3 Affiliate code of conduct compliance

1119. AltaLink briefly discussed affiliate transactions in Section 30 of the application. In that
section, AltaLink submitted that it was not aware of any inter-affiliate code of conduct
compliance issues at the time of its application. AltaLink noted that it filed a compliance report
for the 2009 compliance period with the Commission on April 30, 2010. AltaLink noted that this
report was included with its 2011-2013 GTA as Appendix 17 to the application.

1120. AltaLink summarized the above in argument and noted that no intervers had addressed
code of conduct compliance in their submissions. AltaLink submitted in reply that as its position
was uncontested, it should be accepted by the Commission.

Commission findings

1121. No evidence was raised during the 2011-2013 GTA proceeding to suggest that AltaLink’s
GTA forecasts should be changed as a result of inter-affiliate code of conduct concerns.

1122. The Commission acknowledges AltaLink’s filing of its year 2009 compliance report and
finds no matters that require attention. Nothing in the Commission’s findings in this decision
should preclude any future consideration of AltaLink’s compliance with the inter-affiliate code
of conduct within Commission proceedings expressly tasked with the investigation of code of
conduct compliance matters.

124 Reduction of the 2011 revenue requirement by the 2010 overearnings

1123. Inthe ADC Meyer evidence filed on March 21, 2011, Mr. Meyer recommended that
AltaLink’s 2011 revenue requirement should be reduced by $15.8 million.** In support of this
recommendation, Mr. Meyer noted that while AltaLink collected $281.9 million from the AESO
in 2010, AltaLink’s management update report for 2010 indicated that its revenue requirement
totaled $266.1 million. Therefore, Mr. Meyer concluded that AltaLink collected $15.8 million in
excess of its projected cost of service. Mr. Meyer noted that his proposed $15.8 million reduction
reflected the use of 2010 management update figures. As such, Mr. Meyer indicated that the
$15.8 million amount should be recalculated once actual 2010 results are known.

1124. In argument, the ADC continued to request a reduction in AltaLink’s 2011 revenue
requirement to reflect 2010 overearnings. However, the ADC amended the amount of its
requested reduction to $10.3 million. In reply, the ADC maintained that AltaLink’s argument had
not addressed its concerns regarding 2010 overearnings

29 Exhibit 60.03, pages 3 to 4.
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1125. Inits argument, AltaLink opposed the ADC’s request for a reduction on the basis that the
ADC had provided no credible evidence that its 2011 revenue requirement should be reduced
due to 2010 over-earning and because the ADC proposal would be inconsistent with the fixed
forward test year form of regulation.

1126. In reply, AltaLink submitted that the ADC’s allegation that AltaLink over-earned by
$10.3 million in 2010 is based on an erroneous assumption that AltaLink under reported revenue
in its report of operations. As such, there is no evidence on the record to validate the ADC’s
claim that $10.3 million in revenues from the AESO is unaccounted for.

1127. AltaLink submitted that the ADC’s allegation of unaccounted for revenue suggests that
the ADC misunderstands Commission accounting conventions whereby the total funding
received reflects both the approved forecast and any adjustment arising from approved deferral
and reserve account reconciliations. In addition, AltaLink submitted that the ADC is either
unaware of, or chooses to ignore AUC Rule 005 accounting and financial reporting conventions.
AltaLink further submitted that the $10.3 million amount questioned by the ADC included
Commission approved adjustments for deferral and reserve account reconciliations, and noted
that the $10.3 million amount is referenced in a note from AltaLink’s 2010 financial statements.

Commission findings

1128. Due to the time required to properly review and test a complex GTA, such as this
AltaLink filing, it is often expedient to approve interim tariffs to apply before approval of a final
utility tariff can be granted. As a result, it may be necessary to make adjustments to the revenues
received by the utility to reflect a true-up of revenues that may have been received under an
interim tariff to final approved amounts. The Commission notes that because reconciliations as
between interim and final tariffs take place after a final decision on a tariff has been rendered, it
is commonly the case that the revenues paid to a utility in a specific calendar year may not
match, and may in fact, exceed the approved revenue requirement for a given calendar year.

1129. In addition, AltaLink’s approved 2010 tariff provides for several deferral and reserve
accounts which are subject to true up in future applications. While such reconciliations may
often take place within a GTA proceeding, reconciliation approvals may also occur by way of
separate application. In this regard, the Commission, in Decision 2011-122, approved
reconciliations in respect of 2009 deferral accounts leading to an order for AltaLink to make a
$3.6 million payment to the AESO in 2011.

1130. The Commission has reviewed all of the AltaLink decisions it has issued that impact on
both AltaLink’s revenue requirement for 2010 and which impact on revenues received in that
calendar year. Based on this review, the Commission is satisfied that all 2010 revenues received
by AltaLink accurately reflect Commission approvals.

12.5 Terms and conditions

1131. As part of the relief requested in respect of its 2011-2013 GTA, AltaLink requested that
the Commission approve the AltaLink TFO terms and conditions of service provided as
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Appendix 16 to the application. AltaLink noted that they reflect the common TFO terms and
conditions approved by the Commission in Decision 2010-116*° effective March 18, 2010.

Commission findings

1132. As noted by AltaLink, a common set of terms and conditions of service for all Alberta
TFOs was approved by the Commission in Decision 2010-116. These common TFO terms and
conditions of service are expected to evolve over time so that it may be coordinated with AESO
work to revise its authoritative documents.**

1133. The Commission further notes that while AltaLink is expected to file updated common
TFO terms and conditions of service to reflect the conclusion of the AESO’s authoritive
documents update process, the Commission does not anticipate this to occur before the end of
2012. Accordingly, the Commission approves the terms and conditions of service set out in
Appendix 16 to the application as filed.

%0 Decision 2010-116: AltaLink Management Ltd., Refiling of Transmission Facility Owner Terms and
Conditions Pursuant to Decision 2009-248, Application No. 1605866, Proceeding ID. 474, March 18, 2010.
1 Decision 2010-116, page 3.
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13 Order
1134. It is hereby ordered that:

1) AltaLink shall on or before February 1, 2012, refile its 2011-2012 general tariff
application to reflect the findings, conclusions and directions of this decision and,
where applicable, the findings, conclusions and directions of the Commission in
the 2011 generic cost of capital (GCOC) proceeding (Application No. 1606549,
Proceeding ID No. 833), as they may impact the Commission’s finding in this
decision.

Dated on November 18, 2011.

The Alberta Utilities Commission

(original signed by)

Mark Kolesar
Panel Chair

(original signed by)

Neil Jamieson
Commission Member

(original signed by)

Bill Lyttle
Commission Member
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Appendix 2 — Oral hearing registered appearances
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Office of the Utilities Consumer Advocate (UCA)
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L. MacFarlane
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L. Kryzanowski, Ph.D., (Concordia University)
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Appendix 3 — Summary of Commission directions

This section is provided for the convenience of readers. In the event of any difference between
the directions in this section and those in the main body of the decision, the wording in the main
body of the decision shall prevail.

1. The Commission considers the information provided by AltaLink in Appendix 1-E of the
application to be useful and considers that similar information would be helpful in the
future. AltaLink is directed in its next GTA filing to provide a summary by expense item
for each activity code, similar to the information filed in Appendix 1-E........ Paragraph 76

2. No party has objected to the establishment of an IFRS deferral account. However,
AltaLink has stated that many issues have now been resolved with its auditors. While the
Commission is encouraged with the progress made by AltaLink, because these changes
are relatively new, the Commission recognizes that AltaLink may still find it prudent to
establish an IFRS deferral account for the short term. The Commission therefore
approves the creation of an IFRS deferral account as originally proposed by AltaLink in
Appendix 11 to the application for the test period, if AltaLink so desires. AltaLink is
directed to bring forward, in its refiling, the establishment of an IFRS deferral account if
it chooses to do so and to address any continuing need for this deferral account as part of
IS NEXE GTA .ttt et e e ae e te e e e e reere e Paragraph 98

3. While theoretically a utility may be incented to manage the allocation between capital
costs and operating expenses, the Commission considers that the risk of having the
auditor refuse to provide an opinion on its financial statements would sufficiently deter
AltaLink from pursuing this course of action. As noted by AltaLink, actual results will be
different than forecast, but the Commission agrees that this is a basic tenet of fixed
forward test year regulation. Accordingly, the Commission denies the CCA’s proposal
that AltaLink be directed to fix the forecast percentage of general overhead expense
allocated to capital costs and operating expenses for the duration of the test years.
However, the Commission agrees that AltaLink should be directed to file the results of
any study on the percentage of general overheads capitalized, as applicable to direct
assign projects that the company has relied upon, at the time of the DACDA proceeding
for that year, and AltaLink is directed to do so. The Commission will continue to review
AltaLink’s forecasting history and its allocations as part of future tariff applications and
as part of its prudence review in the annual DACDA proceedings. .............. Paragraph 106

4. The Commission directs AltaLink to recalculate its 2011 and 2012 revenue requirement
forecasts to reflect the use of a 2.62 per cent O&M vacancy rate in its refiling.
........................................................................................................................ Paragraph 155

5. The Commission directs AltaLink to provide an update on its ongoing efforts to
centralize its management and monitoring activities, efficiencies and benefits gained and
its efforts to collaborate with the AESO and other transmission facility owners on
telecommunications matters at itS NeXt GTA. ..o, Paragraph 183

6. However, the Commission also agrees with AltaLink’s observation that the cost of
adjusting AltaLink’'s management information systems to support the collection of this
information was not adequately explored during the GTA proceeding. Accordingly, the
Commission directs AltaLink to provide a description of the methodology and accounting
system adjustments required to provide a position by position tracking of FTE
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10.

11.
12.

13.

14.

15.

16.

allocations, as between O&M and capital, along with an estimate of the costs to do so at
the time of Altalink’s T€filing. .......cccovvviiiiiiiiiiii e Paragraph 195

AltaLink has the discretion as to how the above described adjustments will be applied.
AltaLink is directed to describe how it intends to apply the final approved mid-year FTE
levels as between direct O&M and corporate administration and general labour costs in
IS TEFIIING. 1o s Paragraph 212

AltaLink summarized its proposed executive level salary increases at Table 1.8.5.3-4 of
the application, forecasting base pay increases of 2.5 per cent and progression increases
of 0.5 per cent for each of the test years. As provided in this evidence filed by AltaLink,
the forecast increase for executive employees would result in these employees being
above the market average. The Commission has not been persuaded that there is a reason
for ratepayers to fund compensation above the market average for executive level
employees. The Commission directs AltaLink in its refiling to reforecast wage increases
for executive employees so that these employees are at the market average.
........................................................................................................................ Paragraph 230

The Commission directs AltaLink to ensure that any discussion of 2011 uniform system
account 566 contracted manpower costs in AltaLink’s next comprehensive GTA reflects
this one-time approval for these COStS. ........ccceviiiiiiiecie e Paragraph 262

The Commission does not approve AltaLink’s proposal to include some portion of $0.2
million in 2011 to reflect the recovery of possible cancelled direct assign project costs in
the future. Any request for recovery of cancelled project costs should be made in the
context of a DACDA application, and should only occur in respect of specific actual
projects after it has become clear that a project will not go ahead. AltaLink is directed to
reduce its 2011 forecast for uniform system account 566 contracted manpower costs by
$0.2 MITION. oo Paragraph 263

AltaLink is directed to apply these reductions in its refiling. ........c...c..c....... Paragraph 271

Given the above, the Commission accepts the CCA’s recommendation that a $0.8 million
reduction should be applied to account for the reduction in the going-in amounts in USA
923. AltaLink is therefore directed to reduce its uniform system account 923 contracted
manpower costs forecast by $0.8 million in each of 2011 and 2012 in its refiling.
........................................................................................................................ Paragraph 274

In light of the above, the Commission accepts the CCA’s submission that AltaLink’s
uniform system account 921 general operating expense forecasts should be reduced by
the amount of the 2010 baseline overstatement. Accordingly, AltaLink is directed to
reduce each of its 2011 and 2012 forecasts by $0.3 million in its refiling. .. Paragraph 292

AltaLink is directed to provide an explanation for this discrepancy in its refiling.
........................................................................................................................ Paragraph 301

The Commission finds that the portion of AltaLink’s uniform system account 924 general
operating expense forecast related to commercial insurance premium costs should be
reduced by 10 per cent for each of 2011 and 2012. AltaLink is directed to make this
adjustment in itS refiling. ..o Paragraph 303

The Commission considers the CCA’s suggestion to be reasonable because it may lead to
reductions in the cost of capital projects if self-insuring assets under construction is found
to be cost effective. Accordingly, AltaLink is directed to:
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17.

18.

19.

20.

21.

22.

1. to identify and quantify, as part of its refiling, costs included by SNC-ATP for
carrying the appropriate insurance, including all risk and builders' risk insurance,
on assets during construction and

2. to provide an assessment on the findings in Decision 2011-172, in AltaLink’s next
GTA, respecting what ability AltaLink may have to use a combination of
commercial insurance and self-insurance for assets under construction
............................................................................................................ Paragraph 320

The Commission considers that AltaLink’s hearing cost reserve funding allowance in the
amount of $2.2 million in 2011 and $0.4 million in 2012 reasonably reflected hearing
related costs anticipated at the time of filing. However, as AltaLink’s application did not
anticipate the need to file a tariff covering the period after January 1, 2013, the
Commission considers that AltaLink should be given the opportunity to provide an
updated forecast of its hearing cost reserve funding necessary to take into account the
possibility that AltaLink will need to incur costs related to the preparation of a tariff
application in respect of the period after January 1, 2013. AltaLink is directed to provide
an update of its hearing cost reserve funding requirements at the time of its refilng.
........................................................................................................................ Paragraph 327

The Commission has reviewed the table provided in the CCA’s argument submission at
page 30 that derives the costs associated with Altalink’s leased space, including the
additional leased space required by AltaLink. The Commission finds that the CCA’s table
accurately accounted for all of the forecast leased space and reasonably estimated the
costs of all of that space in the absence of evidence that costs will increase beyond the
effect of inflation. Accordingly, the Commission directs AltaLink to reduce its uniform
system account 935 forecast by $0.3 million for 2011 and by $0.2 million for 2012 in its
=1 1 T SRRSO Paragraph 335

In view of this concern, the Commission directs AltaLink to expressly advise the
Commission of any changes to easement payments offered to landowners when
presenting any proposals for revisions to annual structure payment rates in its next GTA.
........................................................................................................................ Paragraph 364

In consideration of the findings of the Commission in Section 6.1 which directs AltaLink
to reforecast its direct assign program in its refiling, the Commission directs AltaLink to
provide a revised right-of-way payment forecast to correspond with this revised direct
ASSIQN TOFECASE. ...uviivieee e Paragraph 374

The Commission directs AltaLink to provide a complete schedule showing the amounts
of each type of easement program paid with respect to specific projects in its next and all
future DACDA appliCatiONS. ........coeiviiiriiiiieiceeeee e Paragraph 387

As AltaLink has provided limited detail as to the nature of the deferral account treatment
during this proceeding, the Commission directs AltaLink to confirm, at the time of its
refiling application, that the deferral account treatment proposed for taxes other than
income taxes will be identical to the treatment of AltaLink’s 2009 taxes other than
income taxes deferral account within the proceeding leading to Decision 2011-122. If this
cannot be confirmed, AltaLink is directed to provide a full description of any differences
at the time of its refiling. AltaLink is further directed to clearly indicate in its next GTA
whether it requests continuation of a deferral account for taxes other than income taxes
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23.

24,

25.

26.

27.

28.

and if so, to provide a complete description and rationale for deferral account treatment
OF ThiS COSL. ..t ee e Paragraph 393

Having made this finding, however, the Commission is concerned that any costs charged
to third parties for capital work are completely accounted for in any forecasts of costs
AltaLink generates for its own internal requirements when preparing future GTA
forecasts. To this end, the Commission directs AltaLink to provide, for each uniform
system account where costs have been charged to third parties, a complete reconciliation
of these charges at the time of its next GTA. The purpose of the reconciliation is to
ensure that any actual amounts reported by AltaLink and used as a baseline for forward
test period forecasts do not inadvertently build in an allowance for amounts for which
AltaLink received OffSetting reVeNUES. .........cccoviiiieiieieie e Paragraph 412

Accordingly, AltaLink is directed to provide a full update on the status of the line-
training facility, including a full reconciliation of expenditures to date and any
subsequent anticipated expenditure at the time of its refiling. In the event that it is
determined after review of AltaLink’s reconciliation that AltaLink has not made
sufficient progress on this project, the Commission may not authorize further
expenditures on this project pending the approval of a new business case to be filed with
AIALINK’S NEXE GTA. ..oiiiiiiiiiee e Paragraph 420

The Commission has reviewed all of the business cases filed by AltaLink in support of
both its ongoing CRU programs and non-recurring projects and for the most part did not
find evidence that the expenditures proposed would be imprudent. Accordingly, there is
no evidence that they should not be included in AltaLink’s CRU expenditure forecasts for
2011 and 2012. However, the Commission has determined that AltaLink’s 2011 and 2012
capital expenditure forecasts, on certain projects to which AltaLink’s AHAT was applied,
are excessive. Accordingly, as discussed in Section 6.2.2 below, the Commission has
determined that AltaLink’s forecast expenditures on three programs, namely: (1) lines —
rebuild older wood pole lines; (2) substation major equipment; and (3) 25-kV bus should
be reduced to an aggregate amount of $16 million in respect of 2011 and $16.6 million in
respect of 2012 in AltaLink’s refiling. These amounts reflect AltaLink’s baseline 2010
management update amount escalated by four per cent per year for each of the test years.
AltaLink is further directed to fully describe its proposed allocation of this reduction as
among these three projects in its refiling. ..........cccooveiiiii i, Paragraph 476

AltaLink is encouraged to continue to apply the AHAT framework, however, the
Commission directs AltaLink to review its inputs and to make any necessary adjustments
to the input parameters to the model, and to undertake a qualitative assessment and
analysis to support the outputs from the AHAT model. Any such changes to the AHAT
system should be outlined in AltaLink’s next GTA. .......cccovivviininiinnnennn Paragraph 504

Further to the Commission’s findings in Section 6.2.2, the Commission directs AltaLink
to remove its forecast IT expenditures attributable to AHAT and the asset management
information system in its refiling. .......ccccoovviiiiii i, Paragraph 542

In the absence of any business case for this expenditure or any adequate explanation, the
Commission considers that AltaLink has not met the onus to justify this expenditure,
particularly in a time when its credit metrics may be under pressure. The Commission
hereby directs AltaLink to reduce its forecast facilities capital expenditures by $2.6
million in respect of 2011 and by $0.4 million in respect of 2012 in its refiling.
........................................................................................................................ Paragraph 552
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29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

The Commission directs AltaLink to provide a cost benefit study in support of tis
decision to install OPGW, in conjunction with MPLS, demonstrating that this is the least
cost alternative for the provision of its telecommunications needs, relative to other
alternatives at the time of its NEXt GTA. ..ooov i, Paragraph 588

For all of the above reasons, the Commission finds that AltaLink has not met the onus to
demonstrate the advantages of its proposed change to CDNS. AltaLink is directed to use
the traditional method in calculating salvage values in its refiling. .............. Paragraph 705

AltaLink is therefore directed to use a salvage rate of -5 per cent for this account in its
TEFIIING. oo Paragraph 711

AltaLink is therefore directed to use a salvage rate of -10 per cent for this account in its
TEFIIING. oo Paragraph 715

AltaLink is therefore directed to use a salvage rate of -5 per cent for account 354 in its
TEFIIING. e Paragraph 722

AltaLink is directed to use a salvage rate of -29 per cent for this account in its refiling.
........................................................................................................................ Paragraph 729

Therefore, the Commission considers that the suspension of traditional accounting
treatment for CWIP, and the continuation of the FIT method, together with sufficient
liquidity, will help AltaLink to maintain its credit metrics and will signal to the rating
agencies the ongoing regulatory support at the time of the planned construction program.
The Commission does not accept AltaLink’s proposal to increase its equity thickness for
the purposes of credit metric relief at this time. The Commission directs AltaLink to use
the equity ratio of 36 per cent approved in Decision 2009-216 as a placeholder, pending
the determinations that will be made in the 2011 GCOC proceeding. ......... Paragraph 969

As outlined in Section 10.2 of this decision, the Commission has continued the use of
AltaLink’s deferral account for the cost of its long-term debt. Further, as noted in Section
10.2, the interest rates on Government of Canada bonds declined dramatically over the
summer of 2011. Accordingly, the Commission directs AltaLink in its compliance filing
to this decision to recalculate its forecast debenture rates using the most recent forecast
for Government of Canada bond yields. .........c.ccooviiiiiiiiniceee, Paragraph 992

AltaLink made significant changes to its other costs associated with short-term debt
forecast in the course of this proceeding. For example, Altalink’s total other costs
associated with short-term debt costs for 2012 were initially forecast to be at $6,754
million, then updated to $5,843 million, and subsequently revised to $5,211 million,
resulting in a difference of $1,543 million from the original filing to the final revised
forecast. In order to mitigate the possible volatility of customer rates, the Commission
directs AltaLink, at the time of its refiling, to provide an update to the credit facility
amounts, along with their derivation, and the associated other costs associated with short-
term debt costs in the same format as presented in Exhibit 179 of this proceeding.
...................................................................................................................... Paragraph 1036

The Commission has considered the proposal of the CCA and finds it has merit. AltaLink
is directed to make the change recommended by the CCA. That is, to transfer $1.07
million from Class 50 capital cost allowance to Class 52 capital cost allowance.
...................................................................................................................... Paragraph 1096
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39.

40.

The Commission finds AltaLink’s response to Direction No. 3 from Decision 2010-284
satisfactory. However, the Commission directs AltaLink, in its future DACDA
reconciliation applications, to clearly show the quantum of the overall pool of E&S costs
allocated to both O&M expense and to capital projects. In the event that the overall pool
of E&S costs is different than the amount estimated at the time of AltaLink’s GTA, such
variances are subject to testing at the time of the DACDA review. As noted above, only
prudently incurred E&S costs will be approved for allocation to capital projects.
...................................................................................................................... Paragraph 1112

Notwithstanding the limited interest of interveners, to maintain continuity, the
Commission directs AltaLink to continue to collect statistics and report upon its
performance against generally accepted transmission industry KPIs. ........ Paragraph 1118
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Appendix 4 — Abbreviations

Abbreviation

Name in full

AcSB Accounting Standards Board

ADC Alberta Direct Connect Consumers Association
AE ATCO Electric Ltd.

AESO Alberta Electric System Operator

AFUDC allowance for funds used during construction
AHAT asset health assessment tool

ALG Average Life Group

ALP AltaLink L.P.

AML or AltaLink

AltaLink Management Ltd.

Association of Professional Engineers, Geologists and

APEGGA Geophysicists of Alberta
ARO Asset Retirement Obligations
AUC or Commission Alberta Utilities Commission
AUC Rule 001 Rules of Practice
Annual reporting Requirements of Financial and
AUC Rule 005 Operational Results
Rules Regarding Regulatory Account Procedures
Pertaining to the Implementation of the International
AUC Rule 026 Financial Reporting Standards
Calgary The City of Calgary
CCA Consumers’ Coalition of Alberta
CDNS constant dollar net salvage
CDPU Connecticut Department of Public Utilities
CIAC contributions in aid of construction
CMA credit maintenance advancement
CPP competitive procurement process
CRA Canada Revenue Agency
CRU capital replacement and upgrade
CTI critical transmission infrastructure
CcwC cash working capital
CWIP construction work in progress
DACDA direct assigned capital deferral account
DAIC directly attributable indirectly captured
DB defined benefit
DBRS DBRS Limited
DC defined contribution
E&S engineering and supervision
EARA early access and resolution agreement
EBIT Earnings before interest and taxes
EDTI EPCOR Distribution & Transmission Inc.
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Abbreviation

Name in full

ELG equal life group
EPC ENMAX Power Corporation
engineering, procurement, and construction
EPCM management
ESI Ecological Solutions Inc.
Report prepared by ESI entitled “Vegetation
Management Program Update Summary” as Appendix
ESI report 15.2 to the application
EUB or board Alberta Energy and Utilities Board
FAI FortisAlberta Inc.
FAS 92 financial accounting standards
FATR Foothills Area Transmission Development
FFO funds from operations
FFO/debt funds from operations to debt ratio
FIT future income tax
Foothills building Foothills technical services centre and building
FPSC Florida Public Service Commission
FTE full time equivalent
GAAP generally accepted accounting principles
GCOC generic cost of capital
GRA general rate application
GTA general tariff application
IAS International Accounting Standards
IASB International Accounting Standards Board’s
IBEW International Brotherhood of Electrical Workers
IFRS International Financial Reporting Standards
IPCAA Industrial Power Consumers Association of Alberta
IRs information requests
IT information technology
KPls key performance indicators
LMCI Land Matters Consultative Initiative
LTIP long-term incentive pay

Mercer report

review of non-unionized employee compensation
levels prepared by Mercer (Canada) Ltd.

MPLS multi-protocol layered switching

NAIT Northern Alberta Institute of Technology
NEB National Energy Board

NERC North American Electric Reliability Council
NIDs needs identification documents

O&M operating and maintenance

OHSW overhead shield wires

OPGW optical ground wire
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Abbreviation

Name in full

PHFFU plant held for future use

PPS proposal to provide service

PSRM power system risk mitigation

R&V review and variance

RDO reduced debt option

RFP request for proposal

RFQ request for qualifications

ROE return on equity

S&P Standard & Poor’s

SATR Southern Alberta Transmission Reinforcement

SCADA supervisory control and data acquisition

Serecon Serecon Valuations Inc.

SIPs statements of intent to participate

SIR self-insurance reserve

SRB Surface Rights Board

STIP short-term incentive pay

TAC TransAlta Corporation

TCKEY TransCanada Keystone Pipeline GP Ltd.

TFCMC Transmission Facilities Cost Monitoring Committee

UCA Office of the Utilities Consumer Advocate
uniform system of accounts/minimum filing

USA/MFR requirements

UUWA United Utilities Workers Association

WACC weighted average cost of capital
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Appendix 5 — Classification of applied-for O&M related FTE additions
Application

UCA paragraph Type of
account | Position reference addition 2011 2012
560 Training manager 245-246 Other 0 0
561 AltaLink control centre operator 254-257 ARS 2 2
561 ARS compliance engineer 261-263 | ARS 1 0
561 System operations engineer 261-263 | ARS 1 0
561 Transmission outage scheduler 258-260 Reliability 1 0
562 Administrative support - part time 275-277 Other 0 0
562 Substation technologist, on site work leader 282-285 Other 0 0
562 Substation technologist 282-285 | Other 0 0
562 Telecommunication technologist 278-281 Other 0 0
563 Transmission maintenance assistant (TMA) 301-302 | Contractor 1 1
566 Administrative assistant 349-352 | Other 0 0
566 Administrative assistant 376 Other 0 0
566 Business/regulatory analyst 327-332 | AHAT 0 1
566 Engineering clerk (Alberta reliability standards) 343 ARS 1 1
566 Engineering clerk (condition monitoring) 349-352 Other 0 0
566 Engineering clerk (lifecycle management) 325-326 | AHAT 0 1
566 Fleet admin 378-380 Other 0 0
566 Lifecycle analyst 327-332 | AHAT 0 1
566 Maintenance scheduler - protection and control 359-362 Other 0 0
566 Operations regulatory analyst 363-366 Other 0 0
566 Operations regulatory manager 363-366 Other 0 0
566 Power system modeling technician 356-358 | ARS 1 1
566 Protection and control engineer 353-355 Other 0 0
566 Safety advisor 372-373 Other 0 0
566 Safety trainer 374-375 Other 0 0
566 Strategic sourcing specialist 381-383 Other 0 0
566 Substation engineer 353-355 | Reliability 0 1
566 Technical data and document clerk - TDD clerk 325-326 | AHAT 1 1
5711 Right of way maintenance coordinator 413-414 | ARS 0 1
575 Real-time network communication operators 445-448 Telecom 2 1
575 Telecommunications engineer 445-448 Contractor 1 0
920 Operational auditor 777 ARS 1 0
920 Executive assistant 776 Other 0 0
920 Junior lawyer 777 ARS 1 0
920 Compliance manager 777 ARS 0 1
920 Compliance analyst 777 ARS 1 0
920 Contracts management assistant 777 ARS 0 1
934 Executive assistant 841 Other 0 0
934 Sharepoint technologist 842-844 Contractor 1 0
935 Security compliance coordinator 857-861 ARS 1 0

Total 17 14

Source: Prepared from attachment to AUC.AML-007, Exhibit 43.02
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