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1

Issue

2

FortisBC performs several types of capital work on generation facilities that may

3

require the procurement of power to replace lost generation. This can occur during

4

major refurbishments such as Upgrade and Life Extension (“ULE”) projects or

5

occasionally as generation capacity is also lost as a result of taking turbines or

6

generators out of service due to unplanned events. In certain circumstances, excess

7

power purchase costs that result from the lost generation capacity are included in

8

the capital cost of the project. As part of the 2010 NSA, the BCUC has requested an

9

“accounting opinion that capitalization of outage costs is consistent with CICA HB

10

3061”.

11

Analysis

12

FortisBC’s analysis is organized as follows:
1) Overview of relevant paragraphs from CICA 3061 – Property, Plant &

13

Equipment;

14

2) Analysis of relevant paragraphs in accordance with capitalization process for

15

outage costs;

16
17

3) Assessment of other CICA HB sections that might be used as analogy;

18

4) Overview of FortisBC Capitalization Policy; and

19

5) Historical precedent.

20

1)

Overview of relevant paragraphs from CICA 3061 – Property, Plant &

21

Equipment

22

Upon review of CICA 3061, it was noted that there is no direct reference to

23

specific issues such as idle equipment, reconditioning programs that require

24

dismantling facilities, or capitalization of costs incurred as a result of initiating

25

a project. Therefore, the cost definition per CICA 3061 was taken as the

26

relevant accounting literature.

27

CICA 3061 – Property, Plant & Equipment (par. 5, emphasis added)

October 1, 2010

FortisBC Inc.

Page 2

Preliminary 2011 Revenue Requirements

Appendix E

1

“Cost is the amount of consideration given up to acquire, construct,

2

develop, or better an item of property, plant and equipment and includes

3

all costs directly attributable to the acquisition, construction, development

4

or betterment of the asset including installing it at the location and in the

5

condition necessary for its intended use.”

6

Paragraph 3(g) of CICA 3061 also acknowledges property, plant and

7

equipment subject to rate regulation with its own definition:

8

Rate-regulated property, plant and equipment are items of property, plant

9

and equipment held for use in operations meeting all of the following criteria:

10

(i)

The rates for regulated services or products provided to

11

customers are established by or are subject to approval by a

12

regulator or a governing body empowered by statute or contract

13

to establish rates to be charged for services or products.

14

(ii)

providing the services or products.

15
16

The regulated rates are designed to recover the cost of

(iii)

It is reasonable to assume that rates set at levels that will

17

recover the cost can be charged to and collected from

18

customers in view of the demand for the services or products

19

and the level of direct and indirect competition. This criterion

20

requires consideration of expected changes in levels of demand

21

or competition during the recovery period for any capitalized

22

costs.

23

It should also be noted that outside of CICA 3061, amounts approved by a

24

regulator are eligible to be capitalized in the context of a rate regulated

25

environment under the current Canadian GAAP framework provided that

26

adequate disclosure is made.
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Analysis of relevant paragraphs in accordance with capitalization

2

process for outage costs

3

With respect to CICA 3061 par. 5 above, the amount of consideration given

4

up by FortisBC in carrying out capital work on generation facilities includes

5

the opportunity cost of excess power purchases. In other words, if the capital

6

work was not performed and the turbines or generators were not taken out of

7

service, these excess power purchases would not be made. As a result,

8

power purchases over and above the average capacity requirements are

9

tangible, valid costs that will be incurred as a result of performing the

10

refurbishment or other capital work. It is management’s view that these

11

excess power purchase costs can be considered directly attributable to the

12

capital activity.

13

Further, CICA 3061 should not be considered independent of the Canadian

14

GAAP framework. If the regulator approves an amount, such as power

15

purchase costs, for inclusion in an item of rate-regulated property, plant and

16

equipment as defined in item 1 above, then that item of property, plant and

17

equipment is compliant with CICA 3061.

18

3)

Assessment of other CICA HB sections that might be used as analogy

19

As noted in item 1 above, the lack of direct reference to this specific

20

accounting issue indicates that professional judgment is required. In applying

21

professional judgment, analogous accounting guidance may be referenced.

22

Included in CICA 3061 is specific literature related to capitalizing interest (or a

23

regulator approved allowance) for the costs of financing capital construction

24

activity.

25

CICA 3061 – Property, Plant & Equipment (par. 23, emphasis added)

26

“The cost of an item of property, plant and equipment that is acquired,

27

constructed, or developed over time includes carrying costs directly

28

attributable to the acquisition, construction, or development activity such

October 1, 2010

FortisBC Inc.

Page 4

Preliminary 2011 Revenue Requirements

Appendix E

1

as interest costs when the enterprise's accounting policy is to capitalize

2

interest costs. For an item of rate-regulated property, plant and

3

equipment, the cost includes the directly attributable allowance for funds

4

used during construction allowed by the regulator.”

5

In accordance with regulatory order, FortisBC capitalizes an allowance for

6

funds used during construction (“AFUDC”) in lieu of interest costs. The nature

7

of capitalizing interest (or AFUDC) is similar to incurring excess power

8

purchase costs in that they are both types of “carrying costs”. In the case of

9

capital work on generation facilities, when a turbine or generator is shut down

10

to perform the refurbishment or other capital work, a necessary cost is

11

purchasing power. This is due to reduced generation capacity that must be

12

replaced in order to meet customer demand commitments. Therefore, the

13

excess power purchases resemble a financing cost for lost power.

14

4)

Overview of FortisBC Capitalization Policy

15

FortisBC’s Capitalization Policy is attached as Appendix E-1. While no direct

16

reference to capitalizing power purchases is mentioned, this situation does

17

not appear to be inconsistent with the FortisBC Capitalization Policy

18

according to the following Capitalization Principles:

19

2. In certain cases neither GAAP nor regulatory requirements provide
definitive rules that apply to every possible situation.

20
21

3. Costs include the amount to acquire, construct, develop or better an asset.

22

6. Capitalization of all costs will be based on effort (including all support
functions) associated with the capital work being performed.

23
24

5)

Historical precedent

25

Previous ULEs performed at FortisBC have included excess power purchases

26

as part of the project costs. For each ULE, the project costs have been

27

approved by the BCUC. The capitalization of incremental power purchase
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1

expenses arising from the ULE projects have also been approved in annual

2

Revenue Requirement applications. The most recent ULE project approval,

3

the Corra Linn Unit 2 Upgrade and Life Extension project, was approved by

4

BCUC Order C-5-09. Included in the quantitative analysis of this ULE was a

5

capitalized power purchase expense. Attached as Appendix E-2 is Table 8.1b

6

of the CPCN Application identifying the incremental power purchase expense

7

to be capitalized.

8

Conclusion

9

Upon review of CICA 3061, it was noted that there is no direct reference to this

10

specific issue, therefore it is necessary to apply the principles of the relevant

11

guidance.

12

Based on our analysis of the eligible capital cost definition in CICA 3061, it is

13

management’s view that excess power purchase costs can be considered directly

14

attributable to the refurbishment or other capital work on a generation facility since

15

the power purchase costs are actual consideration given up to better the item of

16

property, plant and equipment. In addition, if the regulator approves the power

17

purchase costs for inclusion in an item of rate-regulated property, plant and

18

equipment, it is compliant with CICA 3061.

19

This accounting treatment is also not inconsistent with FortisBC’s Capitalization

20

Policy.

21

FortisBC believes the accounting treatment proposed is appropriate and consistent

22

with management policy and the Canadian GAAP framework.
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