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DISTRICT DE MONTRÉAL 

No : R-3397-98 SOCIÉTÉ EN COMMANDITE GAZ 
-MÉTROPOLITIAIN 

requérante 

et 

L’ASSOCIATION DES CONSOMMATEURS 
INDUSTRIELS DE GAZ (CI-APRÈS “ACIG”) 

intervenante 

RÉPONSES DE M. HUGH W. JOHNSON AUX QUESTIONS 
#l ET #2 DE LA RÉGI-E DE L’ÉNERGIE 

#6 ET #7 DU GRAME/UDD 
ET #l A #4 DU RNCREQ 

Montdal, le 13 octobre 1998 
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No de dossler: R-3398-98 
Demande de dadkation de la Regie concernant la preuve de I’ACIG 
Page i 

Refmnce: 
T&noignage de Hugh Johnson, AClG1, document 1. page 15 et t’annexe 3 

Demande: 
1. Veuillez ventiler le poste ‘other transportation and stotage’ de 19 629 000 $ 

apparaissant à la ligne 7 de l’annexe 3. 

Response: 

1. Tha énnotint is a net wnber to raflect all items other than those shown on lines 2 - 
6. It did not appear that the total cost of transportation and storage of 302,793 
(SCGM-S-Document 8 Page 2 of 2) reflected the 9,837 adjustment(SCGMd- 
Document 8 Page 1 of 2). Unfortunately the total transporatlon storage was 
enterwd into the sprrsadsheet as 302,783 rather than 362,793. The 282,946 should 
be 292,956 (302,793[SCGM4 DOC 8 Page 2 of 2 Line 251 less 9,837 [SCGM-2 
DOC 8 Page 1 of 1 Line 461). Thwefdra the correct amount should have been 
19,639 rather than 19,629. 

Demande: 
2. Veuillez ventiler le compte ‘other transportation and storagd de 29 466 000 $ 

apparaissant à la ligne 21 de l’annexe 3. 

Response: 

2. See 1. above. 
Theamount0f29,466shownonLin821 isthatotaloftheam0untsh0wnonLine 
7 plus 9,837. In ordar to agfee ta the Expecbd service Cost based on the actual 
stomge amI transpartation costs of 302,793 it was necessary ta add the 9,637 to 
the amotmt caiculatad on Line 7. tt shoutd be noted that if theamount of 9,837 had 
been exduded frwn Lina 4, the base opwating costs would not have been close to 
the appmved 1096 budget for o~efating costs of 99,997. It was recognized that 
thera was a small difference which could net be easily asœrtained between the 
99,391 and tha 99,997. tn order to achieve SCGM’s required ravenue of 707,608, 
it was necessary ta usa the 302,793 for transportation and stomge. The 29,466 
million should bave been 29,476 and is comprised of all items of storage and 
transportation not raflected on liies 18 to 20. 



n Oct. 13. 1998 !:33PM 403 237 0487 No. 2860 P. 5/10 

October 13,1998 
No de dossier: R-3399-98 
Demande de clarification de la Regie concernant la preuve de I’ACIG 
Paae 2 

Reference: 
Témoignage de Hugh Johnson, ACIEl, document 1. page 12 

P~~ambUlC; 
Shortcoming of SCGM Medianism 

Demande: 
3. Pourriez-vous élaborer, à l’aide d’exemples, un mkanisme qui int6grerait une 

Mucîion explicite des coûts g cause des gains de prodwtiti (cost for productivity 
improvements) et/ou qui tiendrait compte bun dividende de produdivit6 en faveur 
de la clientéle (...consumer productivity diiidend). 

3 Ansmr Will follow. 
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No de dossier. R-3398-98 
Demande de clarïtkation de GRAhWUDD concernant la preuve de I’ACIG 
Page 1 

6. Request: 
Dans le domment R-3397-96, ACIGl, Dot. 1, p-6, I’ACIG affirme: ‘The 
R8gie could adopt a fonnulistic method of detennining rate of retum on 
common equ*Q such as that dkussed by Dr. Waters, without an incentive 
scheme. The National Energy Board approved a formalistic approach to 
determining retum on common equity before incentive schemes were 
adopted, as did the British Columbia Utilities Commission and the Manitoba 
public Utiliies Board.” Estce que vous cons&ez que l’absence de ciarete 
de SCGM sur ~18 politique de dkioppement durable et sur le respect des 
engagements gouvemementaux en mati&e Benvironnement pourrait &re 
un autre argument en faveur de votre position sur la questions du 
mécanisme in&atif, positkn par laquelle vous semblez rejeter clairement la 
proposition de la Société en commandite Gaz metropolitein concernant le 
systèmeinoitat#quelaSCGMproposepwr ‘mesurer et r&mun&er une plus 
grande performance du distributeur au niveau de ses activit&s’? (SCGM, 
339798, Requ&e, p. 3) 

Response: 
I understand the question ta be whether the absence of a clear poiicy on 
sustainabie devalopment is another reason for my position with respect to 
incentive mechanism. 

The issue uf s&ain&le devebpment and other environmental matters was 
net a hctor in my rejeckn of SCGM’s desire to tie the inœntive mechanism 
to a formulistic approach for return on common equity. Sinœ a formuiistic 
approach to calculate the retum on common equity couid be adopted 
whether or not there were clear policies with respect to sustainabie 
development and the environment 
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No de dossier: R3398-98 
Demande de clarification de GRANWUDD conœrnant la preuve de I’ACIG 
Page 2 

7 Request: 
Vous pr6sentq en annexe 4 du document R-3397-98, ACIEl, dot. 1, une 
déc&on de la British Wumbia Utiliies Commission (1997). Ce dpcument pr6sante 
(a partir da la page 5) un m&anisme incitatif de gestion de la demande ‘designed 
to e- BC Gas ta pursue a& effecWa demand side management 
reso~~~.’ (British Columbia Utilities Commission, 1997, p. 5). Pensez-vous que 
œt incitatif serait applicable dans le contexte québécois? Quels en seraient les 
avantages et les inconvénients? Quelle est la position de votre organisme 
concernant le rble que œt incitatif (ou tout autre incitatif similaire) pourrait jouer 
dans le cadre d’une intensification des efforts en efficacit6 &nerg&ique? 

Response: 

7. I understand the questlon to be whether the fdmlulas in the inœntive mechanism 
designed for BC Gas could be applicable in context of Quebec. and wnether there 
would be advantages or disadvantages and what the position of ACIG wouid be to 
suc21 an inœntive. 

h+ly purpose for includïn9 Appendix 4 and particuiar the document from the British 
Columbia Utiiities Commission was net because it induded measures with respect 
to demand side management. Rather, it was presented ta providean indication of 
a decision and incentive deal which was agreed to by a broad range of 
stakeholdefs, indudingtheAssociati0nforthe Advanœment of Sustainable Energy 
Policy. 

If UDD or 0th~ organizations within Quebec wanted the issue of demand side 
management and sustainable devetopment to be included in the inœntive 
mechanism, then it wuuld be inaunbent upon them to raise the issue and provide 
reasons and methodology, in the apprpriate negotiation sessions with the 
stakeholders. 

I am unaware whether ACIG bas a policy as ta whether demand side management 
and or suminable deveiopment should be included in an incentive mechanism. 
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Octoberi3,lW8 
Questions du RNCREQ 
No de dossier; R-3397-98 
T&noignages de I’ACIG 

1. Ref :p4 Ll-7: 
YOlNkXtdiSCUSSS the importance of dîstin9uïshin9 between increaW sales within 
the utility’s control (i.e, obtaining new customers) and those outside the utiiity’s 
contrai (i.e. industry expansions). 

Request 

a. Are you aware of specific PBR approaches that cari be used ta make 
such a distinction? Please specify. 

Response 

a. I am not awara of any specific PBR approaches that cari be used ta 
make such a distinction However, 1 note that the TransCanada 
agreement deait with discrelionary revenue (Articie 15). This article 
did not deal with the issue per se, it did have specific decisions 
deaiing with various types of revenue. 

2. Ref:p!jL2&27andp.6L1-3: 
You make particuiar mention of the BC Gas 1997 case. 

a. Request 
DO YOU generally approve of the resuits of the BC Gas case, in particular 
the generai PBR approach adopted? 

a. Resporase 
The pwpose of induding the BC Gas Utiiity PBR was not because I adopted 
it but rather to indicdte that it was the result of negotiations between a large 
group of stakehoiders. I bave not studied the resuits in detail and cari oniy 
indicate that obviously under the circumstancas the stakehoiders feit that 
this was an appropriate approach 

b. Roque$t 

Between the BC Gas case and the TransCanada case, whidi wouid be 
more pertinent, in yow view, to the current review of SCGM’s proposed 
PBR? 

b. Response 

The BC Gas cas8 and the TransCanada case and the reiated agreements 
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october 13,199s 
Questions DU RNCREQ 
No de dossier: R-3397-98 
Témoignages de I’ACIG 

oach bave beneW. Again. the mson for incoqorating bath agreements in 
Appendix 4 and the referenœ in the evidence were to indicate the 
nogotiations and the stakeholder gmups that were involved compared to the 
unilateat imposition of a PBR mechanism by the utility on its stakeholders, 

There = aspects of bath the BC Gas and the Trans Canada agreements 
that are pertinent to th8 wrrent review of SCGM’s proposad PBR. As an 
LDC, œrtainly BC Gas is more akïn to SCGM than Trans Canada. However, 
whether the stakehoiders ofthe SCGM bave the same goals and objectives 
as the stakeholdefs of BC Gas is something that I am u+ble to comment 
upon. I do believe that it is useful to look at both agreements in detennining 
whether the SCGM proposa] is reasonable. 

3. a. RtXjlleSt 
Ref.: p.11, L.l2-15: 
You suggest that SCGM’s proposed PBR couid be described as a form of 
revenue cap using a very significant 2 factor. 

Is your understanding of a rwenue cap that non&factor revenues are 
indeed capped, with rates then being set within the overall cap, and 
excess revenues being redistributed between the utiiity and customers 
according ta a sharings bandwii (when one is in place)? 

1) If not, piease explain your understanding of a revenue cap, and 
how this relates to SCGM’s proposal. 

ii) lf SO, pleaso explain in what way SCGM’s proposa1 - in which 
revenue, including non-z-factor revenue, is ffee to fluctuate - cari 
be termed a fonn f revenue cap. 

a. Responsr 
The reason that the SCGM inventive mechanism was described as “QXU . . a w re enue cap wrth a verv SI- 7 factord was that the 
propos4 did not IYmit changes in the specific rates of any customer group. 
Priœ caps normaliy limit the increases of 8 rate or basket of fates. The 
word ’ couid” was used bocause the SCGM proposa1 was not limiting the 
rates but ratherwas proposing that the total revenues deemed to be under 
the control of SCGM, would be designed in such a manner as to limit the 
increase to inflation applied to a voiumetricaiiy adjusted revenue plus flow 
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October 13,19!B 
Questions DU RNCREQ 
No de dossier: R-3397-98 
Témoignages de I’ACIG 

thrwgh costs sometimes referred to as an exogenous factor. 

The concept of sharing axcess revenues cari ba between the Utility and its 
customers according to bandwidths or otharwise, is applicable to both price 
cap and revenue cap methodologies. 

b. Request 

Would you agree or disagree that SCGM’s proposa1 more closely 
resembles a rate cap approach or a rate target, than a revenue cap one? 

b. Response 

1 would, as 1 did in my evidenœ, suggast chat SCGM’s proposa1 more 
dosely resemblas a ravenue cap or rate cap. However, the proposa1 is not 
ona which I wwld suggest falls cJeaf!y within either catagory and attempting 
to put a characterization on it is difficult. What is clear is ttkt there is a 
large axoganous factor which liiits tha perceived control on either revenue 
or rates. 
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October 15,1998 
Demandes de resignement de Socikt6 en commandite Gaz M&opolitain 
No de dossier: R-3397-98 
Tknoiqnaaes de I’ACLG 

1. Référence: 

Page 2, ligne 14: 7he existing methodolo9y used with respect to SCGM )Sas a 

number of shortwmings, however, it wuld be wntinued as an interïm or stapgap 

measure until a braadsr consensus based inventive mechanism wuld be 

achieved. 

ab- 

Question: 

1.1 Quelle est votre d&finïtion d’un ‘broader wnsensus? Veuillez indiquer 

notamment si un tel consensus Implique l’accord de la totalît4 OU de la 

major&3 des participants ad processus. 

Response: 

1. I understand the question to be chat is my definition of a broader 

consensus and to indicate whether it implies agreement of the total 

or major@ of participants in the pruœss. 

CO~S~~SUS is generally wnsidered to be “group solidarlty and 

sentiment and beliN... general agrmement UNANMIN, ACCORD... 

The judgement anived rat by most of @ose wnwmed...” Webster’s 

Thkd Nearu lnknatictnal Dldionary provides the foregoing definItions 

of wnsensu5~ In the clrwmstanœs of the current pr0cetiing, a 

broader consensus would imply agreemmt of SCGM, end those 

parties who intervened as well as all parties represeqting users of 

SCGM’s senkes or those parties who are directly effected by the 

provision SCGM’s services- 

X’bTd CO:S’1 f36/9T/OT 
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October 15,1998 -2- 
Demandes de resignement de So&t6 en commandite Gaz MHropolltain 
No dé dossier: R-3397-W 
TBmolgnapes de I’ACIG 

Quedon: 

l-2 De qui œ consensus devrait4 éb+e obtenu? 

Response: 

2. I lmdwsbd the question ta k from whom would this consensus be 

obtained. 

I would snticip@ chat this consensus would be obtained by SCGM 

sittîng dawn with its various stakeholders - customers, interuenars, 

etc. and discussing the objec5ives of sach. I would anticipate that 

white ther~ will be a varïety of objectives, each of the parties Will 

recognize that in order to achieve their objectives, as in most 

negotiations, there Will have to be some give and take. Only if a 

consensus cannot tm reached should SCGM present a unitateral 

proposai. 

Question: 

1.3 A vatre avis, la Régie de 1’8nerglie ou son personnel ‘techniqueM devrait-il 

participer B c9 consensus? 

Response: 

3. I understand the question to ask whether the personnel of the R+ie 8. 
de l’énergie would partïcipste in this consensus. 

It is my understanding that in some of the AppenUix 4 agreaments, 

most notably the SC Gas AgnxW?n~ the British Columbia Utilities 

Commission staff participated. In the case of the National Energy 

Board (“NEW) and the Nowa Gas Transmission Ltd. incentive 

arrangements, the st& cf the Alberta Energy and Utiliües 60ad 

XVd CO :8T %3/9T/OT 
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October 15,1998 -3- 
Demandes de resignement de Saci& en commandite Gaz Mtropolitain 
No de dossier: R-3397-98 
Témoignages da I’ACIG 

(‘AEUB’) and the NE6 staff did not parllcipate in the inwntive 

negotîations. In the case of IPL, I believe then? were some 

discaMons regarding the poter&l ofa Mtlement with the NE6 staff. 

However, the role of the staff of the NEB and the AWB is that of 

advisom Therefore, they do not generally particlpate but rather 

would wait until ths consensus and agreemmt wat brought to the 

Board and then would adviss the Board with respect to the 

agreement. 

Queetion: 

1.4 P~unieZuou~ e%pliquer, à bure actuelle, quelles sont les conditions dans 

lesquelles un tel mnsensus pourrait ëtre retenu par la RBgie de l’énergie? 

Veuillr32 nwtarnmm expliquer comment un tel ~3nserws pourrait étre retenu 

par la Régie dans la mesure où il ne regroupe pas la totalité des 

intewenants. 

Responsg: 

4- I understand the question to bu asking how or whether the RBgie 

would be bound to the consensus reached by the parties. 

tt b my unclerstandiw that Um R&ie would net neœs$arÏly be bound 

by the consensus of the partias. Houw~~, in making its declsion, l 

WOUI~ erqr& chat it wauld find it casier to deal with an inœntive 

mechaniwn whkh had the suppod af a majority, if net all:‘:pe 

intervenws and other stakehalders, tWher than en a un&&1 

proposa1 that appears ta bg opposed by many of the intenranora. 

Tcn/rnnF% 

XVd Co:u 86/9‘1/OT 
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Demandes de resignement de Soci&Q en commandite Gar fUl&n@iterin 
No de dossier. R-3397-98 
T&moignaQes de’ I’ACJG 

Question: 

1.5 Este qu’un til consensus BItminerait la nkessitë de tenir des audiencsas 

publiques sur le sujet? 

RcPsponse: 

5. I unde~nd the question ta be asklng whether the consensus ti!l 

eliminate the neœssity to hold a public hearing with respect io the 

agreement 

I do not believe that the consensus wuuld necessarily eliminate the 

need to hold a public hearing, that would be dependent upon the 

statute and the Régie. How~er, a consensus shauld reduce the 

Ier@ and issues that would need to be dealt wïth. 

FCW E%ST@~, wÏth @sp& to Nova, the AEUB dsalt with the matter as 

a wrft.M praceedîng; with n3spect to the Westabast agreement, thf3 

hard had a fbur day hearhg Indoding argument which dealt 4th the 

incentive mechanism as well as min a& which had not be& 

dealt with in the inventive arrangement and which were somewhat 

codmWus; as noted in tise Transcanada decision RH-285 page 45 

the NEE hz4 initially sche&lsd a hearlng ta deal with the inventive 

agreement then carpcelted the oral he@ing and directed TransCanada 

to Mve an open forum tn prssent the seUlement. The Baard provided 

an oppohdy for parties to prwide #Hnment3 in wrïting In lieu ofme 

oral hearing. 

TCn /On,, r;m 

, 

;.., 

xvd t’O:flT 86/9T/OT 
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lBmancks da resigrtement de So&t6 en commandite Gaz Métropolitain 
No de dossier: R3397-98 
Témignages de rACIG 

2 RéfiotWEfCl: 

Page 2, ligne 18: Ths RGgie should direct SCGM and the stakeholders fo 

cummenœ disa.esions in o&r ta arrive at an Incentiw mecilanism that meets the 

goals and obje&ves of all stakeholders.’ 

Pourrîe;r-r/ous îdentîfîî chaam des Intervenapts auxquels vous r4fémz et identifier 

les objectifs de chacun de cas irrtwvenants? 

Response: 

I understand the question to be which smkehalders should be consulted and what 

would be the ob&&e pursued by each of them. 

I would suggest that the stakeholders should include ali interested parties, in 

particular, those parties who ane authorized to intervene in SCGM prcxeedings 

before the Régie. 

I wWld exped chat each would pwue theîr objtives in recognition chat some of 

the obj&ivrss m@y be axnplemen&wy or c;oneisitent and some mignt be coticting. 

Hwever, I wwld expect that uldmetely most wwld want safe and relîable service 

ai the lawest reasonable a&. 

3. R&f&mce: 

Page 3, ligne l?: ‘Of the total 1996 Revenue Requirement of $1.091 billion, only 

9.17% (99.997 mlllianll ~091 bllllon) are CoBts that are both controllable by SCGM 

md impa&d by ‘udlation over the shorter ien, one year to Uvz ne& the balance 

xvd t’O:ST 86/9T/oT 
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No de dossier: R-3397-98 
Témoiqnages de I‘ACIG 

of the cosfs are Wu2r net alTeded by irW.ion ctirediy in the test year and/or are not 

eonfrollable by SCGM. It is doubtful, therefore, that an incentive mechanism 

designed to contrul wst is appmpriate.’ 

Question: 

3.1 Vous dites que seuls les touts de 99,997 millions 8 sont affect& par 

Pinfiatïon, directement & court terme, par YiMMion. Estce votre opinion que 

I’infMlon n’a m impact à court terme sur les autres cuüta composant les 

1,091 milliards e 

a- 

,- 
0 

Respanse: 

1. I undwstand the question to be is it my opinion that inflation bas no 

Impact on the uther aoets [excluding the 99,987 million] included in 

the 1,091 billion. 

The fW&wce to the 99,997 million cw 9.17% uvas to ebsts which were 

impacted by inflation over the &&&@J& one year ta the next. 

IntIation, or projeeted inflatlan in 1999 does not imp& on the 

deprecH0n em ina4rred with resm to asse& required in 1970 

or 1996. The rwfkmw to over the stmter tefm. one yeer to the next, 

%a~ t0 mt ~CJ diitiate b?h’Wn those costs which would have 

a direct relationship with inflation similar ta that implied by tJw 

inœntive mechenism propos& by SCOM as compared to @Il CO&S 

whlefi, over time, have been or will be Irnpacted by inflation in some 

mariner but ru% directly, as fs the Implied direct relatîonship shown in 

SCGM’s proposal. 

. 

xvd f’O:WT 88/9T,'OT 
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-A 
0 

TCn/TTnl;m 

Question: 

3.2 Est-ce vatre opinion que Wrflatlon n’a auamq incidsnce sur, entre autres, 

les COQ~S, et donc les tarifs. de TCPL? 

ReSpOfM: 

2. I undembmd tb question to be whethet it iS my opinion irvf!ation has 

no impact on amongst other cas&, the tariffs of TCPL. 

The tartff and tolls of TCPL are 68f by the NE8 in part based on tha 

incentive metianism apprwed in the proceeding RH-2-95, The 

return on the rate kse, incorne taxes and depreciation, foreign 

exchange on debt, insurance deductible coats and discretionar)r 

revenue are items fw tifeh InfleUon bas aifected the amount but 

boas net direcfly affect the cost in the curfent year for tha most part 

DepreGation expense on TransCansda fs made up of two 

cwnponents - depreciaüon expense for assets already in service and 

depreeation expense en the current year’s additions- Depreciation 

@psn~~~ on the ammt year’s additions are impacted by inflation to 

tne entent U&t tu mftcmnt year c@k~l additions are irnpaded by 

infWon. Howww, eveh this is net a direct trtlatlonship, sinœ 

materiaIs m$y have been purdwsed In prewious years. 

i 
‘. 

xvti f’Ot8-L 86/QT/OT 
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Demandes de resignement de Soc&5 WI commandite Gat Métmpditain 
No de dossier; R-3397-98 
Wmoignages de I’ACIG 

n 

0 ’ 

Question; 

3.3 Est-ce votre opinion que l’inflation n’a auwne incidence sur, entre autres, 

les œûts de transp& et d’entrepasage? Connaissez-vous le mods 

d’establissment Uu tarif d’entreposage I Pointe du Lac? Saviez-vous qu’il 

s’agit d’un tarif appruuvB par la R&ie du gaz naturel et qu’il est &sr6 

annuellement pour tenir compte de I’infMïcxn? 

Respanse: 

3 I undentand the question to be is it my opinion chat inflation has no 

iw on nmcangst other tiings the cost of transportation and stawge 

and Wtether l kn4w how the storage tarilf is established for Pointe du 

Lac, and in particular that the tmiff approved by the R&gie is adjusted 

annually to refkt irlflation 

It is my understanding that R@ie approvrts the tarii for Pointe du 

Lac. I am net avare csf the mwchanism for setiing that fariff anci 

whelher it is essumed that all the c0st.s we~ afFected by inflation year 

to year. It is, howwer, a twiff payable tc4 a third pafty over whlch 

SCGM bas no œntnA, In this respect, the storage rate for Pointe du 

tac is &ilar to the rate payable to Union for storage or to TCPL fat 

transportation. 

Quesaon: 

3.4 Veuillez identifier et quantifier les autres composantes des 1,091 

miliids 8 qui sent tirlk&s indirectement ou B moyen et long terme, 

par IWIatîon? 

R0SpMlSe: :’ 
4. 1 understand the question to be to identify rnd quantify the other 
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composent uf the 1,091 billim $ h13 would over the mediurn and 

bng twrn tmdzon nat be impacted by înfkftion betwwn one yeest snd 

the next 

Depmciatian of assets &&y in service prier to ,the beginning of the 

year is not imp8cted by inflation in tha arrrent or future ykars. 

Embedded COQ of debt in p!ac~ at the b&nning of the year is net 

impact& by Mation in the prnent or futurs years. Tha amount of ths 

depreciation experrse and tbe amount of the embedd@U cost to d&t, 

for exemple were impacted In some mannet by inflation In the years 

in which they were incum. Based on my review of the budget 

contained in SCGW Document 5, it appeared chat anly operatlng 

expemas shown an Line 11 wwld be afFectad explicitly and diredly 

by Mation b&ween 1938 and 1999. 

autwi0n: 

3.5 Si saulement 9,17% des dépenses sont sous le contrôle de SCGM et que 

m d@enses (d&enws ckxploltstion) sont rdafivernent bien wntil$es, 

quel est le de de la Régie de l%nergie? 

Rssponse: 

5. 1 LwS?&XN the cpsih to ba if only 9.17% the wsts are under the 

control of SCGM, Umat is the rote of tbe Régie- 

It IS my underslevlding the rote d the R&ie is fixad by statute, in 
. . , partiarlar, Bill SO f * Cheptar 

IV Rate DMrrninatien and rnar@~ specîtïcal~y Wicles 48’,50 and 61. 

In order tb stop paying deprecietion expense or interest expenss 

SCGM wwld require approval of the RBgie. 
; 
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Que!stion: 

3.6 Le cbQt des immobilisations n’&nt pas indus dans le 9,17% et n’etant donc 

pas, selon vous, SUS le c~t~trûle de SCGM, ~8~illez expliquer pourquoi les 

g-m de SCGM devraient justifw IeurS projets d’investissem&t de 

plus de 1 million $ CKI les suumettati à la R@ie pour approbation pkalable? 

Response: 

6- I undwtand tha question to be if the costs other than 9.17Ok am net 

under the control of SCGM, plsase axplain why management of 

SCGM must just~#y heur investment projacts in exces$ of $1 million to 

the R&ie. 

As I indicated in my evidenœ, SCGM’s proposa1 tends to equate 

COS& whkh may be 8ffecMd by infhfion 8s controlIable w$t& 

Decïsions made by SCGM in the past impact tha current costs of 

deptetiation, embebded costs of debt and wnsurner pria redudions. 

Hwwer, having made thoss decisions and having hed the Régie 

epprove them, they ara no longer subjisd to contra1 by SCGM. 

Siilafly, additions to rate base are decided by SCGM and ultimately 

approwd by the Regie. Houuwer, once the apprrwal is gfarwd, 

SCGM has Iittle or no control owr those costs. Should SCGM be 

fewaMed în ‘l999, with an extra eWfn bewuse of a prudent deeision 

made in lB30, for example? 
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3.7 La R&ie devrait-elle 6e oont9nter de colrs& ces OoGtS une fols qu’ils sont 

réalisés si, de toutes façons, SCGM ne les contrôle pas? 

Response: 

‘7. I underertsnd the question to be ~&&MN the Rbgie should merely 

taka note of these wsts if SCGM does net contrat them anyway. 

As hdicaW 8bovq the Régle’s responsibitity is set by statute and in 

partialar, Artides 49, SO and 51 fndicate what factors in fixîng or 

modiing rates the Régie shalt ICKIIC at As indicated in my evidence 

and as noted above, the abilii of SCGM to dtam&ically c!~19e any 

of the wsts other Tan aperating costs is lczw. Even a number of 

aper8ting wsts are probably bot changeable or controllable in the 

short term, Le. it is liity that SCGM awrld net reduce its wrating 

expensaas to zero. thetelrore SCQM ehould nat be rewarded for the 

ohanges in non-aontrollabte items. 

Question: 

3.8 À votre avis, le mkanisrne ~~BPc&! par SCGM vise-t-il B corMler les CO& 

ou les tarifs? Dsns le nkanisme incitatif pcbposQ par SCGM, este que 

cette dernik serait kcompensée pour une rcaductîon de COQ~S 

acc;ampagnée d’une eugmentation des tarifs (si les v&~mes de vantes 

diminMrtt plus rapidement que les crrb&)? 

Response: 

8. I undecstand the quostibn to be in yciur opinion does the inœntive 

mechanism proposed by SCGM aim to control its costs or its Mffs. 

In &I inwntivw mtianlsm pmpased by SCGM waukl it be rewarded 

for a reduction of costs aocompanied by an tnCr8ékse of taMs (if 

TCn/CTnE$, 

xvd çO:fJ’C ‘86/9T/OT 
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volumes of sales deaeased more qui&ly than casts). 

Anwer to follow. 

4. R6fthnee; 

Page 3, ligne 35: ‘ICXJA (..-) wwld Iike to sec SCGM’s faciliries betteer utilized, with 

the increased utilization resutting in tbe radudion of rates, The incentive 

mechanism currendy -n place end the proposed rnethod do nat directly addresl this 

issue. Thesa methods do not differentiate eamings achieved from cost savlngs 

from eamings achieved by obtaining naw wstomers or improving the load factor 

utïlizau’on on the etisting system. 

Question; 

4.1 Concrètemer& quelle différence y a-t-il pour I’ACIG entre une réduction des 

tarifs provenant de la r8duction des coûts (baisse de la courte du coût 

moyen) sans réduction de la qualité de se&e, et une tiduction des tarifs 

provenant d’une augmentation des ventes (d&tacement sur la courte du 

a3Qt moyen]? 

Response: 

1. l bir&&ad lb guestion to ba what diierence dues it make to IGUA 

a8 long as the rates go dcmm wfthout a reductlon in quality and 

service or a réduction In the tarif? coming from increased sales. 

IGUA would like a radudion in rates. However, IGUA does nat wish 

to see aTr incentiue mechanism whîti would n~ard SCGM without 

SCGM perfonnIng actions desarvir~ of additional, above ils allowed 

XvtI 9O:ST 86/9T/OT 
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Cluestîon: 

4.2 Est-ce qu’une réduction des tarifs provenant d’une tiuction de coûts 

pouvait incifer davantage les clients à a#nvertir de nouvelles applications . 
au gaz nafuml? 

Response: 

2 I undstind WI question to be whether a rfzduction in the tariffs Wuld 

prouidrs an îficentive to have customws convert b new applications for 

natuwl gas. 

A rechhn in the tariff cW$ng frorn the cost redudion wuld stimulate the 

ulstomers to use naUrd ges. HCJWVW, genemlly ths use of naturel gas 

ernd the a~nvcsrsion ftom other fuelo relates to the competitive venue of 

~wAuEI! g= reiathre te olilef energy 6ourcfx~ The combination of the wst of 

gas and transportation and stwage is projacted to be 66% (789,652million 

diiided by 1,194,OOO billion) of SCGNTs axt. Therefore a reduciion in the 

asts, partiaularly, those asts which may be reduced in the short tenn such 

as operating axts Will not likely have a slgnificati impact on stimulating 

customers to convert to Mural gas. Rather, ît Will tte th@ value of the 

commocMy delivered into SCGM’s franchise area reletive to éther fuels 

whicb Will stimulate custamkws t;r find new applications for the use af naturai 

gas. 

Xv$ QO:QT 88/QT/OT 
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5. RMrence 

Page 4, Iigneis 5 à 10 

e- 

Qutstion: 

5.1 Si fa cunjonctw3 économique peut oa%si~er des augmentations cje 

aJnsmm&ion aiaz ccsrtains cknts, peut~lle aussi causer des &hAkms 

ds cDnsommatian? 

Reaponse; 

1. 1 understand the qwstion to be if ea3nomic circumst8nçes caf7 cause 

an irtcrease in consumption for certain customers, wn it also cause 

a reduction of consumption for customers. 

The, reference mction of the evidencra ums writtun to indimte that 

SCGM should not be r8wwded fkw increased revenues that do ncrt 

cxrma as a dired r~sult of its &~II’@. Sïmilarly, It should not be unduly 

penalized by a known redudïan in uwumption at the begiming of 

the kst year e-g- if a plant clo$ed. lts rates wwld be highef in those 

circumstanœs_ 

Quedon: 

5.2 Est-il possible qu’une entreprise diente de SCGM fasse facillite wt 

dém&îa$e? 
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Response: 

2. I wnderstand if-te question to ba is It possible for a custcmer of SCGNI 

to becorne bankwpt. 

The anzwzr is yes, snd in most cases en adion d SCGM by reducing 

costs is unlikefy ta affect the eaxtomic status of the arstomer 

sign~czmtly enough ta prevent the bankruptc$ 

Question; 
5.3 Est- que tuus ces phénom&nes ne risquent pas de s’annuler a moyen et 

long termes? 

Response: 

3. I underswnd the question to be is it possible that these actions Cou?d 

offset each other ovw the medium and long MTI. 

Net necessarify. One wwld e;rrpect thar over the msdium to longer 

Mn thw Will be gnnMh in the carrsumption WJ fhere are net 

iweases. The rtSks of duetions in aonwrnptlon and from 

banhupw stwufd be less than the impact of grawth. Over the pasc, 

it does not appear that ritks fan reduc&ion iri amsurnption or from 

bankruptcy have offset 

Question: 

5.4 Seraitil BILBd de pen8sr que, toutes cho8es étant égales, la consommation 

dênergîe devrait croitru au m&ne rythme que te PIB? 

Response: 

4. 1 understand the qwstlon to be would it be nwonable to thlnk that 
* 

? 

XvtI Q0:8T 86/QT/oT 
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all of Uw things beïng equal, consumption of snergy should grow at 

the same rhythm as GDP. 

1 wot,ild apect that energy consumption would no! necessar5ly grow 

in the same rhythm es GDP sinca the prq%xtion of snsrgy 

çonsumption in varIo.us goods and services WI vary by wstomer. 

Temperature fluctuations Will impact the usage of Nose wha use 

energy for heating ratier than general GDP. Those with heating 

loads Will vay their consumption more tkn those oslng energy in ttw 

pmduction of matetials. 

Question: 

5.5 Serait-il ti de dire que, en pratique, la wnsommation d%nergie croit 

mains rapidement que le PIB. notamment en raison d’une efficadt6 

énergétique accruei’ 

Response: 

5. I understwul the question to be, do% the eonsumption of energy 

gTcMI les3 tkm GOP MWy b rwwn of incressed energy effkiency. 

Not necxssarily. I am not ware of any studiis chat wrrel&rs me 

cmxmption of emrgy to GDP, let alone any studies which relate ta 

energy effieiency and GOP- 

In addition, beause energy usage haa diimmt purposes, [.e. 

heaüng purposes and industria purposes, there rnay be no 

~Mien ktv@en the -kreased or decreased usage of energy and 

efkiency because of temperature flUC&Uations. 
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6. l%bffkettce: 

P-e 5, line 24: -The inventive methodologie$ referred to in Appendii lV VVQ~ cil 

the results of negotietfons and discussions amongst the stakeholders’ 

. 
Question: 

6.1 Pour chaCun de ces m6canlques Witatîfs, veuillez Indiquer: 

l Quetk3s &ient les parties $4 la nGgociation 

m Selon qudles &gles la commissiofi concem& était Ii&3 par le 

&utMt des négociations 

l S’il y a quand mdme eu des audiences 

l s’il y a toujours eu consensus 

Rcsponse: 

1. I under&nd the question b be for each of the incentiva mechenisms 

rc&med b in Appendiw 4 who were the p&ies to the negotietions, the 

rnle CIF the Commission or Board, whether there was a hearing, and 

whether therewas ahmys a axwrbsus, 

The in?brTwtion requested is found in each of the de&ans wïth the 

exœption of O&r TO-l-95 Wh respect to Itierprovincial Pipe Line 

(IPL). In aIl cwes, the Board or Commission was required ta rule 

upon fhrg agreement. 1 am not awere of any legislation for the NEB, 

AEUB or the Btitish Columbia Utilïties Commission (“BCUC)whlch 

aIIows them to *legete theii eutho@ tu a consf3rws end negotlated 

settlement However, there have been changes in the leglslation 

awering axtafn ofthe nzgulatory Boards wch as the AJXJB that allow 

it to tafa note of the negotiated settlernent for purposes d arriving at 

XVI!I Lo:f?T 86/9T/OT 
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its decision. 

Wti respect to IPL. althwgh the settlemetlt agreement was betwen 

PL and m canadian Asscdtion of Peîroleun, Producers (‘CAPP”), 

there ws significani public ccwultation and letters of SU@R , 

7. RMkence: 

Page 6, ligne 12; *Dfscmsing objectives and needs with customers allows a 

nagotiation to take p& Il& shauld meet same of the objectives df eactr of SCGM 

and ïts arstorrws.’ 

Question: 

Pcaufquoi les objectifs des autres intenrenants (ex. regrouwments 

t?nvkonnementaliski) ne doivent pas Btre considkrés? 

Response: 

I understernd the question b be why the, vfws of ather intenfenor groups 

8ucti as envinwunentalists should not be considered. 

‘Ihe reference could (should) haue referred to stakeholders BS well as, 

cu8tomefs. In writing the evidence, it was anticipated that the customers 

would haV8 more specific ob]ectives and needs thhsn some of the other 

edckrs Hawever,the B was net meant to limlt fhe partitipatlon 

in the ollnsensus in the nwtïations to only the customers. 

Tcn /77n r;m 

xvd LO:@T f?f3/9T/oT 
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a. W&ente: 

Page 7, @ne 23: ‘However, these indices are nd rigorous nwt easily compara ta 

other utilities (-..y. 

Question: 

8.1 Veuillez identikr et d&ire tf48 indices utilisés chez les autres dk$rib&urs, 

particuli&ement ceux de I’OntaRo. 

fbponse: 

1. 1 understand the question b be please identify and indicate the 

indices used by other distributors, partic&irIy those I~I Ontario. 

i have not speutically looked at th indices use6 by the dislfibutars 

in Onkrio. The statement waa made with particular reference to fhe 

discussion and indïcas rekrM to in the SCUC. 8C Gas decision and 

In an awareness that the AEUB was looking f6r apprapriate indices 

in order t6 review the resulrs and @cliviti~ Of the ga$ distributors 

under its jurïsdiction. 

c3lmTtion: 

8.2 Nous avons déposé œux de Consums rs (SCGM-15, Doarment 1.46) en ies 

d&crivant sommairement. En quoi IQs nettres sont moins rigoureux et 

diffidlemeht comparables à ceux de Consumer@ 

XVd LO:ffT 86/9T/OT 
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Kesponse: 

2. I uMen&nd the question to be whether SCGM’s standards are less 

rigorous than Consumers. 

Based on SCGM-15, Doarment 1.46. it sppears thti some of the 

Consuma& performances indices are maybe Iess rigorous’than 

SCGM’s and some may be more. 

Page 8, ligne 3: ‘If these quality of servlœ inclicators are &sidered to be me 

indiC;atars of the quai-ty af servies, perheps the cxiteria shoulcl be based upon the 

achsl performance for two or three years pfior. If the curent year daes net meet 

ar exaeed the prWous year’s performance, SCGM would receive a lesser amour& 

QUtWbX 

9.1 Si, chaque fois que la qualité du service est amSBor6e. c;ela contribue & 

rendre plus diicile l’atteinte des indices dans les années subs@uentes, 

n’est-il pas vrai que le distributeur n’aurait auwn M&i%t & se d@asser et 

que la vie lui serait plus facile s’il se contentait de maintenir la qua\itCe da 

service au niveau ewcl de I’ann& précédente? 

Ic. 

0 

Reegonse: 

7. 1 undefstand the question to be that W the quality of service levels 

bewme more diia.Jlt to achieve, the distributor would have no 

intereat in exeeding the previous year’s level and wwld make it 

easîer on himself by maintaining the quality of service to the exact 

level of the pfevious year. 
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Qualfty of se&ae rklÎcHors are generally inmrporated inta inventive 

lIwdwiismS in ordw to pmvent the utitity fram m the quallty cif 

servi= ta impmw its pr&tability and retum. It may be chat frrrm t,he 

customefs p,erspectiv~ fufthsr iweases in the qua@ af servi= 

have a price which i3 net consistent with WM the customws feel is 

appropriate. ff it is ansidered newwy that the qua@ of se’rvice 

standards ahould be inueased then ht is a fac& chat should be 

consi- separately. HOwver, ifth9 eXhthg levels are appropriate 

then there may be no need to prwide incsntives to inuease tba 

quality of service. 

auestion: 

9.2 Est4 ew3 de dire que, pour am6lioref la qualité de serviœ sans augmenter 

les colits, il faut une amélioration de la performance? 

Respense: 

2. I understand the question to be isn’t ît truc that to improve qualii of 

sewiœ withwt incxeasing axts, there ha3 to brs an improvement of 

peffarmancs. 

One wwld ew that there would be improved penformmce. 

lbwever. lhetb may be cirarmstances were a reduced number of 

emergenq situaüons =Id resutt in lower wst without a redualon In 

petfonance. Similarly, with respect ta telep~orre enswerïng. there 

may ba fww phono ceIls in which case the CO$~S wuld remaln ‘khe 

same or decrease and performance may not neœswrily Improve. 

Nowever, 1 would generally expect thti W proposition would hold. 

Under SCGM‘s incentïve mechanism it 1s possible that the cc& 

t 
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could inereasts wittwut a change or wïttwk an improvement of quality 

sentiœ indicators. 

Question: 

a.3 &-ii BXB~ ds dk que, pour ~M~ire les colts sans dé’dé’dé’rer la qualit& de 
. 

service, il faut une am&ration dfa la performance? 

- Responssr: 

3. 1 undershnd oie question to be that in order ta r%dum costs without 

reducing tha quality of service it is necessary to improve 

pelfomsnœ. 

Ses rwponse to 2 ahove. 

Unhsr SCGMs awrent m@~&Iogy the COS& muid incfease and tic 

qualiry of sewiœ could decrease but net belon ths standards wid 

SCGful WWM get a sharing of the exce$s eamings. As inditated In 

my svidenœ, in order to continue to reeeive the same share as 

received in ths prier yeW, the quality of sewiœ indicators should 

meet or exœed the previous ysrars’ performance. & indicated 

pmviously, my undensranding of the querlity of sewvlce indicators are 

k~ Ïnsum that a utilii or distribub sudl as SCGM does nw reduœ its 

w ti service at ttw expense of eaming addltional inmms. 

9.4 Est-ii ex& de U& quIme afrAli0catïon ds la performant peti Btre utilW3 

soit pour auire les CoQts, et donc les tarifs, soit pour am&iorer la quaiité 

du ssrviœ? 
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%SpbnS8: 

4. I understand tk que8Ugn ta be ian’t it bue chat improvernent of 

performacxe apuld be used ta either reduce costs and therefore 

rates, or to imprwe qualily of ssrvic43. 

Responsa to follow 

Question: 

9-5 Estil ~X%I de dire que si I’am&ioration de la perfarrnanc8 ést Utilis$e pour 

augmer& la qWté du servia, elle contri- cfauhnt moins a bais$er les 

COUS. 

e - 

Respcmse: 

5. l uNkrs&d the questim t0 h is itfair to say that if the improvement 

of pwfwmanœ is utilized to inaease the qua@ of service it is less 

Iikely to wrWibute ta reducer CO~~S. 

In prhaple, chat is can8ct. Lt shauld be recalled chat f&t referenœd 

sif3dmisd0aling~thealrfantlnœntivamachanlsm antl ttm ability 

crf SCGM to rnwt the pwfwmanœ 6tandwdz3 fur quallty of service. 

Quality of service cari slways be increased eithsr at the expenso of 

the level of reductiotis in wsts or by msing costs. Howevw, 

there art generally diminishing retums at a certain level and 

cu&mers are Rat always willing to pay for Inueased sewi~ quality. 

If custamw$ wem glvell th8 chaiœ wld knew the dollar value of 

~anottierlbsecondsmthe~~notwaiti~Uro6e1~ 

saamds, they may dwœe to spand the extra 10 seconds wating for 

the =Il ta be answer8d, r&hcw Tan havîng their bill Vwease or net 
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Question: 

9.6 Selon vous, si I’ACIG et les dlents industriels avalent à choisir entre une 

am&oration de la qualti du service ou une récfudion des tarifs, lequel 

Respoflse: 

6. I unclamtand tha question ta be if IGUA bave to chose between an 

impmvernent in qualîî of serviœ or a réduction in rates tiich would 

theycitlua~~ 

hly unckrstandhg ib3 tht IGUA muid prefw to se6 a reduchn in 

rates while maintainifh9 tbe quality of &8n&a. Sinœ as the system 

matures, it may b8 possible that W~I rates mn be reduced and 

qudii af set-vii cm be mairWned ar improvecl 1~1s some of the fïxed 

a~& may deuease. Fb& c0st.s such as depreclatlon and retum on 

rats! base may decrease. In addition, it wuld be errpected that 

thfou@put Will iMYw3se at 8 Wter mm th8n the costs, providing an 

opgdun@~f8b8Lto- Gemally, IGUA waukl expact thet 

the quality of swvice should net dwreasa end that SCGM ehould 

continue to maintain tha SaTe and reliable system at the lcswest 

nsasonebl8 cost 
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Page 8, ligne 7: “In the future, SCGM may contnxt out, as other utilities are 

: contemplting, some or &om of the customar aenrice itams that are now result in 
. 

‘. 

quality of seiviœ lndicators. In those circumstanws, the qualîty of service 

indicators would be a matter of c0ntract rather than a measure of servk” 

Question: 

10.1 Est- vo& opinion que la qua46 de se&x est toujours bonne lorsque le 

sefvica est damé en sous-traitanca? 

Response: 

a: 
10.1 I understand the question to fx Is it my opinion that qua!& of service is 

ahmys good when serviœs are wntraded out? 

lt -Id depend on the nature of the cantrad as well as on the competence 

of the subcuntractor. The reason generally given for subcontracting out is 

impfovement of service at 8 lower cosL 

Question; 

10.2 Si oui, estce & dire que l’on pourrait ne plus suivre tes indices de qualiti de 

service si le setice était donné en sous-traitanœ? 

Responss: 

10.2 1 understand the question to be: If yes, is this to say that we would not ba 

able to fok8w our qUabty of Sfdm indicators if the serVice was 

subcontrabed out? 
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-pW==af- czmnent was to indim that the role of SCGM would bs 

somewhat redumd and diiefent and the per%rmance indicetors would be 

wmparïng the performanw of the subcWrador as opposed to the service 

staff of SCGM. 

Question; 

10.3 Si non, quelle est ia responsabillt6, du distributeur si la qualit du servirxd 

n’est pas adéquate? 

Response! 

10.3 I understand the question to ber If no, what 1s the responsibilty of the 
I. : 

distrïbutor if the quality of service is inadequate? 

me ultimake responsibility for letting the anntract and supervising the 

contract would rest with a dkbibutor such as SCGN. fhe purpose of the 

&on in the evfdenœ was direded at ihe Wught that the quality of service 

indicators wuld be a measure of contrsctual arrangements rathet than a 

meame of SCGM’s SM performance. For example, the contract wauld be 

designed to indicate the length of time in tiich the phone should be 

answered or the number of times meters should be rend in a year. 

11. Rfifihnce: 

Page 8, line 13; The time horkon on ibe f#ponse ta emergency situations seems 

to be too long.’ 

Question: 

Il- Avaz-vous eu -nais- d’études qui vous permettent de faire une telle 

Tsn/ncnm 

* I 
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8ffïrmation7 Si oui, veuillez les d&poser. 

Response: 

11. I understand the question ta be: Am I awaré of any Etudies that permit me 

to make the comment, and if SD, to providsa them. 

The spectfic camment was made with respect to my understanding of Uw 

rrahne of wergencies invofving natural gas whefe, in a truc emergency, one 

would hope fhat the penoruwl ofthe dlstributww6uld be responding quickly 

enough to assist the other emergency responae personnel, such et fire, in 

minlmizing the arnount of natural gas escaping andlor buming. 

In 1997, Central Manitoba had requested a new computer aided dispatti 

and w?hicie terminal SO chat qualifred $ewice personnel closest ta an 

emergerroy wuld be assigned the 41. Central ManltPba was attempting to 

reduce the average tîme it took to have a service person en route to an 

emergency down frorn its existing seven to elght minutes 11997 Test Year 

Main Filin~ Volume II Tab G Business Case CAD3009]. As indicated, in the 

case of truc emergencies, the response time of the distributor should be 

compafed ta response time of fire, 911, or other emergsncy services. The 

prompt 8nd speedy response by the disttibutor to an emergenty involving 

natural gas may pavant the need for fire or other emergency personnel, 

Altematiwly, a slow response may result in a fire andkw explosion. Since 

the ge@r’aphics of urban areas are diitxnt, it wuuld be my vies that it 

vmuld be appropriate for SCGM to compare Its smergancy response tim& to 

the emergency response time of other emergency services in a simllar 

geogtaphic area mntre, 

12 Wr5rence 
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Page 9, line 3: ‘mer consldefation with respect ta the current methodology is 

that there appears to be an inherent bias in forecasting, 

Questh: 

12.1 Dans quel sens y aurait-il un “bias’ dans les projections? 

Response: 

12.1 I understand the qu&ioti to be: In wbat sense do I sugged there is a bias 

in projections? 

Based on SCGM-15 Document 13(a). tith the exception of or~ year. SCGM 

earned abo~ -3s allowed retum. W~thout a bias in forecasting, I would have 

expeded that there would have been an equal probability over the 9 year 

period that the authorized retum would be more or Isss than the eamed 

retum. ThÎs comment is made in contexi ofthe curtent methodology. 

Question: 

12.2 A votre connaissance, les projections de vontes avaienWle ét& sous ou 

sun5~aluées en 19957 

R-panse: 

122 I understand the question to be: Do 1 know whst happened in 19953 

I bave been advised that SCGM overestimated its sales ta medium and small 

sRed customers by approximately 4 BcF. 

As a resutt of M forecasting arror, 1 unde&and that SCGM tut its operating 
Wp@nseS by approximafely $11 million and sold exctass gas, i.e,, gas net 
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required by 1t.s cuatomers as 8 result oi tha fbrecasting errw, aut of its 

ftanchise. I atso understand that a numbw afthe cqsts associated with fhe 

reduction of the operating expenses sera ~pitalksd and are bain9 

amortized into the uxt of sewices dvw a numbw df ysars. Thb is an 

example of Qrwmstances whsre an action in one yaar rasults in non- 

c~rntrollable çosts in subsequent years, Le., the amortization of the costs 

from 1995 are no longer ~0st.s which cari be controlled by the management 

ti SCGM. 

I bave m inkxmed ther it was operatîng e%penses that were sut by SCGM; 

SCGM did not eut ( and could net tut) depreciation expense, amortization 

of deferred account balances, storage c~sts, transportation costs, or the 

embedded interest cwt which are all beyond its control. 

Question: 

12.3 Etes-vous au murant des actiuns que SCGM a prises en 1985 pour 

rencontrer ses abjectifs? 

Respmse: 

12.3 I understand the question to be: Was I informed of the actions that SCGM 

tuok in 1995 to meet its objectives? <. I. 

See response to 12.2 above. 

13. RQcQrence! 

Page 9, ligne 24: ‘However, naturel gas distribution cumpanies tend to be naturel 

monopolies. By their nature, many msts are expected ta increase at a rate less 

than inflation beeause marginal costs shwld be less than average test,’ 
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C&&on: 

13.1 s’agit-il d’un concept théorique ou du reflet de La r&alit6? 

Respmse: 

13.1 1 undecstand thé guestitm to be whethet the statenmt on page 3 Line 24 of 

my evldsnœ is a theoretkal amcspt or a reflection of realiiy. 

The statament Is based on the ewnomic thsory of oatural monopolies. 

Whether it is applicable to the realifies of the specifïc situation depend upon 

tha nature of the utility and where it is in its We ycI&‘. The concepts are 

discussed in Pnn&les of Publi&ilitv Rats, Bonbright, Danielsen, and 
. 

-mn, me E- offfF1c1uW Kahn, Pgbllc l ltilitv Feon&, 

Garfleld end Lovejoy, and ne Recwlstion of Pub& Utilities, Philips. 

ft is generally exp&ed that when new facilities are first put in servke they 

may net be utilized to the maximum extent possible. As throughput 

irwf?ases rsnd the ufiliiation increaseb;, the average cost per unit of 

rhroughput decxaases, This is the concept that was being discussed in the 

above-referenced section of my evidence. It is unusual in distribution 

utilities that the faciliiies when built are sèed to me exïsting maricet, but 

rather, fadlities are generally sized to the potential of the market 

QU2Sti0fl: 

13.2 Po~tier-vous déposer des statistiques qui montrent que, sur par exemple 

les 20 ou 40 demieres anrks, œla e 13% le cas en pratique chez l’ensemble 

des distributeurs canadiens et am&icains? 
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13-2 I undm the question to be: Do I have any datistics in the last 20 or do 

years where R bas been the =e for a Canadian or American distributofi 

The TQM Pipeline hss been an ample of Muting costs per unit d 

throughput. although it is net a distributor, ït is integral ta the distribution 

system of SCGM. 

In Alberta, the gas disttlbution company, Canadian Western Natural Gas 

Company LM. (‘CWNG), WBrlf ffom 1993 to 1998 without an Increase in its 

base rates, i.e,, other than the pass thrwgh cwts for naturel gas. 

C&orners are seeking a Lund for 1997 and CWNG applied for a refund 

fk3r 1988. 

This cimmstance was releted to the Company beingl able to attach new 

arstomers and ganerate new thraughput at costs which were less than or 

equal ta its mge cost. In many af these years, CWNG was able to eam 

higher refums, on a normaliied basis, than other distribution companies in 

Canada, even though it had no increerse in its base rate or rnargin. 

Question: 

13-3 Estce que kxisten~e d’un tout mar@nal Inféeieur au mût moyen depend de 

la position du distributeur sur la courbe du coüt moyen? 

Rssponsa: 

193 I understand the question to be: In ardar for incremental or marginal wsts 

to be less Tan avsrage a& does H depend where the distributor is on the 

average COS~ cme? 

The phenomenon is not SO much due to where the distributor is on the 

TCn fccn 1731 
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average cost curve but fattw more related ta whethW the UtilIly is new cor 

hm rf2csntty wf3d 0f Is old 8nd needs to make errpendiiures to refurbish 

and eflend the liie of the system. In between, there Will be various times 

*en a major sxpansfon may r8sult in the incurreno4 of marginal Cbst 

exceeding average mst. In thf3 cmtext, pipelines it is often referred to as 

cheap expan$ibilii versus expensive, Le., pipe MNSUS compression. In the 

case of ths dktributor, it if the building d mains versus the att&ing of 

senfices. 

Qursstion: 

13.4 Est~ que cette position sure la courbe du coot moyen depend la maturit4 

du disfrîbuteuR 
;’ .‘, 

Respanse: 

13.4 I understand the question to be: Is the location on the average Cos curve 

dependent on the age of matufity of the distributor? 

ses 13.3 above. 

Question: 

13.5 Est-ce le distributeur est appelé à se déplacer sur cette courbe du coût 

moyen et que le co0t marginal tendrait à long terme a dépasser le ooti 

moyen? 

Respanset: 

13-S I undwtand the question to be: 1s the distrîbutor inclined to Uisplace ksefl 

an the average cost curve SO that the marginal cost wuld exceed the 

average oost? 
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1 would ex@xt the distrïbutor to atiempt to ensure that its marginal cost 

Wautd be less than its aveFage cnst- TO ensure that the marginal cxx& are 

not too high. some regulators bave expansion guidolines, requiring EJ 

positive contribution ta aos& within a tïme period. 

QUtbStbX 

13.6 Est-il possible que la courbe du coût moyen se deplace vers le haut? 

Response: 

13.6 I untlsrstand the question to be: Is it possible thal the average cost arue 

moves upward K the marginal cost ex~~eds the average COS~? 

If the margina! COS~ is less than the auerage cc&, then the average cost 

ame wîll move downward. 

Page 10, ligne 2 ‘(...) a natural gas distribution wmpany should bave rates which 

decliie in nominal as well 8s in real terms bver the medium term.’ 

Question: 

14. Veuillez deposer des statistiques démontrant que, pour l’ensemble des 

distribtit’s canadiens et am8ricairrs, les tarifs des distributeurs ont, en 

dollars courants, diminue au ODUS des 20 ou 40 demIères années. 

Response: 

14. I undsrstand the question to be: Please dsmonstrate wifh statistics thd 

Canadian and Ameriom dlstributon’ @MS have, in current dollars, 

decreased during the last 20 or 40 years. 
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l am not awam of any stalistics or specifïc studies which would provide that 

information. 7he comment was based on my experience and, In particular, 

the cirwmstances surrounding CWNG referred to in 13.2 and CVVNG’s 

sister axnpany, Nmstem Ufilities LimÏted, whidl uras also able to go two 

or thm years wltfmut a rste increase. 

40. RtiWence: 

Page 11, IIne Y 2L The inventive mechanism that SCGM is proposing cauld be 

described as a fonn of revenue cap (J 

Quesfion: 

15. Veuillez décrire prééci&menr votre définkïon d’un %Venue cap’. 

Response: 

15. I understand tha question to ba: Pleasa protide your precise definition of a 

*revenue cap’. 

I would desoribe a revenue cap as a mechanism that controIs prions by 

!imiting fha revenues of the organi@ïon. This is cantraated wtih a “price 

cap’ chat limité the imeasa in iha priw of eittrer a single product or a basket 

of gcmds ti services Esz&ntïeIly, a ‘revenue cap” i$ a basket of & goods 

or senria%s rather than a sïngle product or basket of 6ome goods and 

services. 

Sec also the response to RNCREQ No. 3. 
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16. RefCrmce: 

PV 12, line 5: %s the SCGM syatem matures, it wuuld be expec&d that additions 

to rete base. and in particular, to plant in seruioe would be less than the 

deprecîation ewnse resulting In a deolining rate base for a period of years.’ 

QUM0Il: 

16.1 Est-il exact de dlro que la depense d’amortissement des afA& de SCGM 

reflète leur dur& de vie utile? 

Response: 

16-l I undemtand che question to bez 1s it reasoneble to say that the amortization 

or depre&tion of assets rdlects their useful life? 

The depreoiation aq~nse is genarally estimated based on an estimated 

useful Itfe of the assets. However, over tire lîfe of an asset. me estimated 

usafd lifé may mange as more or better information’ becames knwn. 

Useful life on be de&bed in terms of physical or economic Ifs. In many 

GWS, ths depreciation expense is besed on the economic rather than the 

physical Ii&. As a result, it is necessary to c6nduct depreciation $tudies 

every feu yean to update the estimated useful life. 

1,. 

Question: 

16.2 Est-il exed de dire qu’a la fin de leur dur&? de vie utile, les actifs doivent 

êtna remplaces? 

FbSpOfWt3: 

16.2 I understand the questicn ta be: 1s it air to say that, at ths end of their 

useful Me, assets must be replawd? 
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When assets rea& the end oftheïr useful life and service is still required to 

be prwlded, ihen the assets must bs replaced. It is possible that the asset 

may be fdly depreciated prier to the end of its useful Me, if the depreciation 

estpense is mt updated reasanably frequently. thsre is a genefal tendencyr 

10 set depreclation rates in tha initial years that refiect a shorter usefu~ life. 

lhis is done in order chat the owner/sha=holder recelves the return of their 

capital sooner than would be the ase if depredation tq~snse rMeofed a 

longer useful life. 

Question: 

16.3 En faisant les hypoth&ses suivantesi 

0 

0 

0 

0 

0 

0 

Réseau de distribution mature, agé de 40 ans. 

Dur&e de vie utile des actifs de 40 ans et taux damortissement de 

2,5% par annee 

En dollars constants, investissements uniformes de lOO$ par an& 

sut les années 1 à 40 

fauxbinflation uniforme de 2% par année au cours des anndes 1 a 

40 et de 2% pour les années 41 et suivantes 

Aucun d6veloppemen-t (ajout de nouveeurt clients) su cours des 

années 41 et suiJante 

Auam gain de productivité sur la période de l’année 1 a 41 

Veuillez ~lculet pour l’annite 41, en dollars courants, le coût de 

wmplawment des actifs dont la du&e de vie utile est expirée (donc ceux de 

J’ann& 1) et qui doivent donc &e remplac& au caurs de l’année 41 pour 

continuer B dessewir lea mêmes Jients. 
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16.3 I understand iha question t0 be: Provide the folluwing hy~&i~l, 

assum*ing: 

(4 
(b) 

a mawe distribution with an age of 40 years: 

a useful life of the assets of 40 years and a rate of depreciatlon of 

2.5%; 

in constant dollars, a uniform investment Of $100.00 par year for 

yeara 1 to 40; 

unïform rate of îrcktion of 2% psr year for years 1 to 40 and 2% for 

years dl and followin~; 

no development (new customer additions) during years 41 and 

foIlcwing; and 

no gain in produckivity for the yeatx 1 to 41_ 

The question than goes on to request a calculation for yeer 41 In current 

dallars the replacement value of ttre asset chose useM liie has expked, île., 

the year 1 asset, that must !M replaced during year 41- 

Question: 

16.4 Veuillez caleulet. toujours selon les mGme hypothèses, I’augmenta~îon, en 

dollars cwrants, de la valeur des actifs qui sera requise au cours de l’année 

41, toujours pour mntinoer Q desservir les mi3mes clients. 

Rw3poflse: 

16.4 I undws&d the qwstiorl to be: Pbse cAcula&, on the basis uf the same 

hypathesis, U-te ‘bwease in wrrent dollarfi of the verlue d fhe assets that will 

be requued during year 41_ 

XVd IT:8T 86/9T/OT 



i 
P 

i Oct. 16. 1998 2:29PM 403 237 0487 
No. 2943 P. 1540 

-e Qctober 16,1998 -30. 
Demandes de resïgnement de Sacléte en crrmmandite Gaz M6uopolitain 
No de dossier: U-339798 
Témoignages de I’ACIG 

Question: 

16.5 Veuillez czîkakr, toujours selon les même hypothèses, I’augmentetion, en 

dollars awants, de la valeur de l’amortissemants qui en résultefa au CDUIS 

de I’année 41. toujours pour continuer à desservir les mêmes clients. 

Response: 

16.5 1 understand the question to k Please calculate, aecording to the same 

hypoth&s, lhe inaease in current dollars in the value of the deprwktion or 

amortüation chat Will result durlng year 41_ 

Sec Mached SCGM 16.5 (H. Johnson). 

Question: 

16.6 Veuillez comparer le pourcentage d‘augmentation de la dbpense 

d’amwtïissement qui en tisulte avec le faux dinfi~ion pas6 en hypothhe- 

Responss: 

le-6 I understand the question to be; Please campare the (xxœntzage increase 

in the depreciatlon expense that results from VE! inflation possd in the 

hypothw&î. 

Qusstion: 

16.7 Que[ est kff& de Mlation sur la depense d’amortissement d’un tiseau de 

dîsUibution mature? 

Response: 

16.7 I undsrstand the question to ba: VVh& is the effect of infla-tlon on the 

depreüation expense of the mature distribution systim? : 
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Aitsvmrs for Responses 16.3 to 16.7: 

The hypofbetkaf powxi is a concept that bas been discussed in the cont& 

of a-g fw inuxne taxw since the sarly 1860s (Alabama Tsrnnessee 

FpC Opin& 477, February 3, 1 WI). I bave dismssed the comept in 

tidence regarding aceounting for inoome taxes since 1882, see, for . 

e~tampls, m of the hatlonal Energy Board regardlng TransQuebec 

end MaAtimes Pipeline Imr, RH-44, Exhlbit 285. 

It was because, I was well aware of the concept thet the evidence indicertes 
Y - . . it wwld be expectti that additions to rate base, and in particular 

department service would be less than ths depreciation eurpense resulfing 
in a de&ning rate base for a @&&@.yeafq.’ (emphasis added) 

A distributor of natml ges, such as SCGM. might go ten, twenty, or thirty 

years wW~ut replacing pipe, ev~n though in thti perîod tho plant mq’be 

dspreciated by, assumlng the 23% depreciation rate posed in &rs 

hypothetical, 25.0% M 75,0%. 

I am ako assufning in tk hypothetical that when no new customer additions 

are included, that alsa means no change in throughput and no praductivity 

gains- This is very hypothetïcal. 

?he phenomenon illustited by the hypothetical posed by SCGM is 

inconsistent with the tsieoty af naknal monopolies and f8gulation. Under the 

cirW iUusWed in thiï hypothetical, there wuld be Iimited barriers 

entering and the~ could be a number of competing facifities. I ‘bave 

attached es 16.3-7. Revised, an Illustration d the phenomenon that was 

discussed in the evidence. 
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October 16,1998 -a- 
Demandes de restgrwmwrt de So&t4 en commanciii Gaz M&opo!italn 
NQ de dossier: R-3397-98 
Témoignages de I’ACIG 

Sec the attached oalculzations on Schedules SCGM 16.3-7 (H. Johnson), 

SCGM 16.3-7 Revised (M. Johnson). and SCGM 16.5 (H. Johnson). 

The phenomenon discussed In the evidence is also illustrated by the 

Mached figure from Philips. ne Rq&&p of Public U-8 Theov an4 

practiw, 1988 Public Utilities Rep&s Inc, page 45 
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Reaponse to SCQM questions 16.5 regarding a hypothebcel 

Assumplons: 
Depmddon ïs 2.5% 
Azwl ha9 odgrnd VFllue of 4 lllw 
Infkdion k 2.0% 
Ad&on in year 41 tu replaça bepE&bd plant in aondarlt dakns 
Not’ehn~utiyear41 
No Încrease In number d cusames or it~ throughput 
Retumon~beseof10.0% 

SCGM16.5 
(il. Johnson) 

C’ 
140s 

2 
3 ASY 
4 4OCCiO 

5 6 2.: 

7 8 Eza 
9 4tm:o 

10 4om.o 11 4900.0 
12 domlï 
13 AW.0 
14 4obao 
1s 4aa.a 
16 60611(3 
17 4oma 
18 4mao 
19 a.0 
20 a.0 
21 Afam 
z? 
23 z 
24 4OOiO 
25 m-0 
26 4oQIzO 
27 m.0 

z 
4Qoo.Q 
40006 

30 
3l izz 
92 4CBB.O 
9 4ao.D 
344aM 
35 4om.o 
36 4Uxl.o 
37 4QMc 

36 s9 ZE 
40 4oooD 
4’1 4omR 
42 E33zaa 

44” zz 
4s ageo 

0 
KO 
0.0 
0.0 
0.0 
0.0 
0.0 
M 
KO 
0.0 
M 
0.0 
0.0 

iii 
010 
0.0 
0.0 
0.0 
0.0 

ici 
a0 
0.9 
KO 
0.0 
0.0 
OR 
0.0 
0.0 

ii 
0.0 
0.0 

i-0" 
0-i 
0.0 
0.0 

ES?.0 
cm 
0.0 
0.0 
M 

TCn/Cbnl;m 

0.0 
a0 

a0 
a.0 
0.0 
0.0 
0.0 
0.0 
O-0 
M 
M 
6.0 
KO 
KO 
0.0 
0.0 
o-0 
0.0 
OD 
M 

:Y 

AaE 
rr :a 
0.0 
0.0 
oa 

4600.0 
Amon 
4ooo.O 
0.0 
4om.o 

z 
40Q.0 
AlUI. 
m.0 
400110 
4ooo.O 

“0 
&O 
4NlO.O 
401x).0 
AW.0 

2zii 
4aoQ.O 

4ax1.0 
4UW 
402.0 
dMP.a 
m-0 

“a 
4oooiJ 
4ca.o 
4oooD 
4043.0 

“0 
Aam:o 
4OW.O 
4W.0 
-0 
6asP 
80x?D 
36320 
0932.0 

1w 
ioo.0 

zz 
SiO 
800.0 
7m.o 
%MO 
9QD.a 

lW0 
l~ul.0 
la3110 
1300.0 
1400.0 
1500.0 
lW.0 
17ao.o 
16m.D 
lsm.0 
2TX.J0-0 
nm-0 
ZBO.0 
2300.0 
2apo.O 
2joo.0 
26oO.O 
2700.0 -. _~ 
2mo.o 
2X0-0 
3opo.O 
31ul.o 
rQam 
3300.0 
3loo.Q 
36aM 
3BR.O 

““0 
39KiO 
4fmD 

180.4 
3%2 
8020 
az6 

100 
lao 

100.0 
8 IWR 

X0.0 
1MO 
la04 
1W.Q 
100.0 
1000 
lonO 
1m.o 
100.0 
1m.o 
100.0 
1m.a 
1mD 
im.0 
lao. 
1m.a 
lod.0 
lao. 
100.0 
lao. 
100.0 
100.0 
im.0 
1M.O 
1WD 
100.0 
1M.e 
10120 
1m.o 
100.0 
100.0 
lM0 
100.0 
1 m-0 
rmo 
100.0 
160.4 

z: 

0 200 
0.0 

E 
040” Sao.0 
0.0 BM.0 
0.0 700.0 
0.0 600.0 
0.0 9w.o 
OP lW.O 
0.0 1100.0 
M 1200.0 
0.0 1300.0 
0.0 141413-O 

0.0 lsm.0 
0.0 1606.0 
0.0 170.0 

0.0 1000.0 

OP lSW.0 
0.0 2ocD.O 
0.0 21013.0 
0.0 ZZOQ.0 
040 23goa 
0.0 2400.0 
0.0 2xlo.o 
OR m.0 
KO 27rnD 
0.0 26m.o 
M ao 
0.0 xm.0 
0.0 3100.0 
KO 3200.0 
OD 33MQ 
0.0 3AQO.O 
0.0 ?sno 
0.0 3am.o 
0.0 37w.o 
a0 3809.0 
0.0 3sa.o 

4ooz 
dodb.0 

160.4 
OD 361.2 
0.0 lm.0 
0.0 BP.6 
0.0 lw?iS 

%o 

lai0 
100.0 
loL10 
100.0 
im.0 
100.0 
190.0 
100.0 
im.0 
100.0 
1m.o 

im.0 
1CU.O 
IMQ 

rm.0 
1-a 
1WD 
100.0 
1co.o 
lad.0 
100.0 
100.0 
100.0 
ldb.0 
lop.0 
la-0 
1m.0 
1w.o 
100.0 
1m.o 
100.0 
1W.O 
1w.o 
iooR 
la.0 
100.0 
lW.0 
100.0 
100.0 
16D.4 
22138 
pc13 

si: 

Bata 
-550 

s5.P 
375.0 
365.0 

z: 
ti0 
325.0 
315.0 
305.0 
S=I 
2650 
ns,0 
a.0 
255.0 
26.0 
235.0 
zis.0 
ms.0 
25.0 
195.0 
165.0 
175.0 
165.0 
l!i!SD 
145.0 
i3s.o 
IV.0 
115.0 
105.0 

Zi 
7s.o 
65.0 
SS.0 
45.0 
35.0 
25.0 
15.0 
5.0 

4x0 
856.1 
Em.0 
8120 
703s 
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SCGM 1637 
(H. J&rwn) 

Awmptians: 

DWnfs2,5% 
As&hmofi&$nalMhrsd40~ 
Inflatian k 2,096 
Con#aflIa~nsdlwp6r~, lllcormlmtskll~ 
Retbmenbs oflOOperyear 
NaIncraxaïn numberafcustnmemarh mroughput 
Rabin oh rabe bsse of~O,o% 

lwum 
mRere 
!SE!? 
395.0 
SS0 
z4 
390.9 
391.6 
392.5 
393.5 
394.8 
396.2 
397.9 
399.7 
4ol.7 
a3.9 
4œ.s 
408.9 
411.7 
414.6 
417.7 
421.0 
4244 
428.1 
431.9 
4352 
440.0 
444.3 
44aa 
PQ5 
4sea 
463.3 
AM-A 
m3.T 
479.1 

484.7 
4Qa.5 
496.4 
502.5 

E4 
521.5 
QB.1 
534.9 
541.6 
saa 
556.0 

14 41412 
1s 41 s8.0 
16 4191.4 
0 4229.3 
10 42533 
19 43Ul2 
tl 6384.1 43412 

P 442w 
2344x.3 
M 4S29.9 

27 d7U3.0 
28 4767-f 
23 
30 
31 49792 
Ysas6B 
33 s137-9 
34 s2zL7 
35 %If2 

.36 5403.4 
37 5499.4 
38 5599.4 

1w 
142.0 
104.0 
105.1 
la32 
110-4 
1126 
lus 
1172 
119.5 
12l.9 
Y24.3 
12Szs4 

131.9 
134.6 
Y 37.3 
140.0 
1428 
lai7 
148.6 
1616 
154.6 
m7.7 
160.6 
164.1 
167.3 
170.7 
174.1 
In.6 
181.1 
la.8 
188.5 
1922 
1Sl 
200s 
204a 
2aB.r 
2122 
216.5 
220.8 
225.2 
w.7 
234.3 

lpnsrs8GmilWCGM 163 

4Qal 
1aJ 4mR 

lQi.0 4-0 
IaOb 4005.0 
la.0 40122 
1w.o 4uaL4 
100.0 am3 
IWR 4043.4 
lm.0 -3 
lW.0 4G35 
rmo 4095.0 
ml.0 41169 
100.0 4141.2 
1W.O 4laIO 
lla.0 4197.4 
1al.o 4229.3 
Yao.0 42K3.9 
1m.a 431112 
100-O 43412 
100.0 A3041 
100.0 4eQ-î- 
1Qon 4478.3 
lwn 4QQa 
imn 4584.5 
imd 46422 
lW.0 4793.0 
laO.CI 4767.1 
lao. 4Eu.4 
1mcl 4!w5.1 
lm.0 4979.2 
ml.0 5058.8 
la.0 si373 
100.0 szm 
166.0 53112 
img 5m.A 
1009 5499.4 
IOQO isEi9.4 
1M.O !im3.4 
lrn-0 5811.5 
1m.o 5BE3.7 
loI10 6040.2 
la20 6156.0 
1wa -2 
1oB.l mm3 
7aaz Ei52s.g 

mn 
1M.O 
1m0 
la.1 
1m.4 
lW& 
lQl,A 
lu?.3 
1036 
1053 
107.4 
110.1 
113.3 
117.1 
i21-7 
127.0 
133.2 
14oB 
1489 
1n.4 
1675 
17Q-9 
ml5 

il 
237:6 

2: 
zm.7 
3213 
-7 
3742 
463.7 
435.3 
469.3 
506.6 

2: 

“7 
7259 
716.2 

lQ, 
100 

laO. 
100.1 
1002 
lM.4 
lM.6 
'lm.9 

101.3 
ml.7 
102.1 
1QzB 
1032 
la.9 

100.6 

ms.3 
lccz 
lu7.1 
laO 
lbs.1 
110.2 
111.4 
1126 
113.9 
115.3 
116.8 
116,4 
ml0 
121.7 
1ZU 
1255 
127.A 
129.5 
131.7 
lx33.9 
lSS,3 
136.7 
141.3 
163.9 
146.7 
143.5 
155 
156.5 
1sBS 
161.7 

m 
lao. 
100.0 
100.0 
IW-0 
la.0 
100.0 
1oQO 
rmo 
1W.O 
100.0 
1CQ.R 
laa 
100.0 
100.0 
100.0 
1OW 
im.0 
1m.o 
lW.0 
1M.O 
1CD.O 
fm.0 
100.0 
100,O 
lCU.0 
1m.0 
100.0 
1m.o 
W.0 
100.0 
InO 
100,o 
1Qo.R 
laO 
1tXl.O 
lM.0 
1m.0 
lcm.0 
1m.o 
lR20 
l@I-0 
lM.1 
w=2 

Elahnçe 
im 
;oD 

lW.0 
100.1 
lQo.4 
1OO.B 
101.4 
loL3 
lC3.6 
105.3 
107.4 
110.1 
113.3 
117.1 
12l.7 
127-O 
13333 
140.3 
lAa 
157.4 
wa 
17&9 
l9l.S 
2Qs.A 
ao. 
P7.6 
256.0 
za.0 
297.7 
Pl.3 
346.7 
374.2 
4a3.7 
435.3 
469.3 

i2: 
685.6 
m-5 
6762 
725.8 
n6.2 
827.7 
880.1 
9p.s 

100.0 
m.0 
1w.a 
ml.1 
1042 
ma.4 
190.6 
100.8 
101.9 

101.7 
102.1 
1026 
la32 
la.9 

104.6 
1 ms.3 
lts.2 

107.1 
108.0 
la9.1 
1102 
1ll.A 
1~26 
113.9 
115.3 
116.8 
1lU 
mn 
121.7 
1234 
125.5 
127.4 
129.5 
131-7 
133.9 
136.3 
136.7 
14.3 
IA39 
146.7 
1495 
lQ.5 
1565 
158.5 
1613 
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Response to SCGM questions 16.9 to lt3.7 ragarding a hypothetical 

Assumptians: 
Depmciation Is 2,5% 
Asset bas original value of 4 000 
Mlation is 2.0% 
Additions af 1000 a1 year 10.20 . SO and 40, in constant dollars 
Retinments of otginal plam at year 10,20,30. and 40 
No inuease in number of Euscorners cw in thmughput 
Retum on rate base of 10.0% 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 

:: 
13 

:z 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
37 
32 
33 
34 
35 
36 
37 

5: 
40 
41 
42 
43 

No. 2933 P. 20/24 
SCGM16.%7Reuised 
(H.Johnson) 

Plant.,ïnspke / t&&Q 
W-h3 
Ealanca? 

4000 
4000 

4000.0 
4000.0 
dOOO.0 
4oOcl.o 
4Qoo.o 
4oaa0 
8QOQ.O 
4000.0 
4195.0 
4195.0 
4195.0 
4795.0 
4195.0 
8195.0 
4185.0 
4195-o 
4195.0 
4195.0 
4651.0 
4851.0 
4661.0 
4651.0 
4651.0 
4651.0 
4651.0 
4651,o 
4651.0 
4651.0 
5425.8 
5425.9 
5425.9 
5425.9 
5425.9 
5425.8 
5425.8 
sl25.B 
5425.9 
5425.9 
6589.5 
6599.5 
6589.5 
6569.5 
6589.5 

Accumulated OPhra Return 
Jtddiiiœrs Rsrirsmncp CIaGqg Il- on Rate 

Balance, Balance 
4000 

0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

1195.0 
0.0 
0.0 
Cl0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

1456-O 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

lT74.B 
0.0 
0.0 
Q.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

2163-8 
0.0 
0.0 
O-0 
0.0 
0.0 

100 

4aw.o 
4ooo.o 
4000-o 
4000.0 
4wQ.o 

0.0 4wo-0 
1QW.O 4165.0 

4c35.0 
4la5.0 
4195.0 
4195.0 
4795.0 
4195.0 
4195.0 
4195.0 
4195.0 

1000.0 4651.0 
0.0 4651.0 
0.0 4651.0 
0.0 4657.0 
0.0 4651.0 
0-O 4651.0 
0.0 4651.0 
0.0 4651.0 
0.0 4651-o 
0.0 4651.0 

1000.0 5425.9 
0.0 5425.9 
0-O 5425.9 
0.0 5425.9 
0.0 5425.9 
0.0 5425.9 
0.0 54259 
0.0 6425.9 
0.0 5425.9 
0.0 5425.9 

lwo.o 6549.5 
0.0 6589.5 
0.0 6569.5 
0.0 6588.5 
0.0 6569.5 
0.0 6589.5 

709 
200.0 
300.0 
aoo.0 
500.0 
600.0 
7oo.a 
0QO.O 
900.0 

0.0 
104.9 
209.8 
314-6 
419.5 
524,4 
629.3 
734.1 
839.0 
943.9 

cas 
170.7 
287.0 
4113.3 
519.6 
635.8 
752.1 
666.4 
964.7 

1100.9 
2X.9 
362.5 
496.2 
633.4 
76Q.5 
905.1 

1040.6 
7776.8 
13121 
'1447.7 

597.9 
7626 
927.4 

10921 
1256.9 

la0 
100 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
104.9 
704~9 
lW.9 
104.9 
lQ8.9 
104.9 
104.9 
108.9 
lW.9 
110.6 
116.3 
116.3 
lq6.3 
11683 
116.3 
176.3 
1163 
116.3 
116.3 
126.0 
135.6 
135.6 
135.6 
135.6 
135.6 
135.6 
1356 
135.6 
135.6 
150.2 
164.7 
164.7 
164.7 
164.7 
164.7 

0 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

1000.0 
0.0 
0,o 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

10oi:~ 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0-0 
0.0 

IOOG 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

lQQo.0 
0.0 
0.0 
0.0 
0.0 
0.a 

200 
3Q0.0 
400.0 
500.0 
600.0 
700.0 
EOO.0 
WQ,O 

0.0 
104.9 
209.6 
314.6 
419.5 
524.4 
629.3 
734.1 
839.0 
943.9 

54.5 
170-7 
287.0 
403.3 
519.6 
635.8 
752.1 
860.4 
884.7 

1700.9 
226.9 
3625 
498.2 
633.8 
768.5 
905.1 

7040.8 
1176.4 
13121 
1447.7 
597.9 
762.6 
927.4 

1092.1 
1256.9 
1421.6 
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!EiR!ms 
100.0 
700.0 
100,o 
100.0 
100.0 
1o0.0 
100.0 
100.0 
100.0 
100.0 
KM.9 
IW.9 
104.9 
104.9 
IO4.9 
104.9 
104.9 
704.9 
104.9 
710.6 
1'16.3 
716.3 
116.3 
116.3 
116.3 
116.3 
116.3 
116.3 
116.3 
126.0 
135.6 
135.6 
135.0 
135.6 
135.6 
135.6 
735.6 
135.6 
135.6 
150.2 
164-7 
164.7 
164.7 
164.7 
164.7 

B_a.se 
395.0 
385.0 
375.0 
365.0 
355.0 
345.0 
335.0 
325.0 
315.0 
%4.0 
414.3 
403.8 
393.3 
382.8 
372.3 
S-l.8 

351.3 
3406 
330.4 
392.4 
463.8 
442.2 
430.6 
419.0 
407.3 
395.7 
384.1 
372.4 
360.8 
437.5 
513.1 
499.6 
486.0 
472.4 
450.9 
445.3 
431.7 
418.2 
404.6 
498.5 
590.9 
574.4 
558.0 
541.5 
525.0 
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CANADA RÉGIE DE L’ÉNERGIE 

PROVINCE DE QUÉBEC 
DISTRICT DE MONTRÉAL 

No : R-3397-98 SOCIÉTÉ EN COMMANDITE GAZ 
MÉTROPOLITIAIN 

et 

requérante 

L’ASSOCIATION DES CONSOMMATEURS 
INDUSTRIELS DE GAZ (CI-APRÈS “ACIG”) 

intervenante 

RÉPONSES RÉVISÉES DE M. HUGH W. JOHNSON 
,. 

0 

AUX QUESTIONS #3.8 ET #9.4 DE SCGM 

Montréal, le 19 octobre 1998 

ACIG-1, dot. 3 
RBponses révis6es aux questions #3.8 et #9.4 de SCGM 



, 
0 

a cl. 1998 1 1: 18AM 403 23i 0487 No. 2919 P. 3/26 

October 19, 1998 
Demandes de resignement de Société en commandite Gaz Métropolitain (Revised) 
No de dossier: R-3397-98 
Témoignages de I’ACIG 

Question: 
3.8 A votre avis, le mécanisme proposé par SCGM vise-t-il à contrbler les coûts 

ou les tarifs? Dans le mécanisme incitatif proposé par SCGM, est-ca que 
cette dernière serait récompensée pour une réduction de coûts 
accompagnée d’une augmentation des tarifs (si les volumes de ventes 
diminuent plus rapidement que les coüts)? 

Response: 
3.8, I understand the question to be: In your opinion does the incentive 

mechanism proposed by SCGM aim to control its costs or its tariffs. In the 
incentive mechanism proposed by SCGM would it be rewarded for a 
reduction of costs accompanied by an increase of tariffs (if volumes of sales 
decreased more quickly than costs). 

The primary focus of the incentive mechanism seems to relate to the control 
off costs. It is not tied to rates, but rather costs. However, there appears to 
be an aspect that relates to rates. The costs that SCGM defines as 
controllable are compared to the previous years rates multiplied by the 
current year’s volume forecast, an amount which also impacts the calculation 
of expected costs. If the previous years rates multiplied by the current year’s 
volume forecast exceeds costs then SCGM cari either increase its costs by 
more than inflation or eam an larger Performance Bonus (up front) ie 
increase volumes allow SCGM to control costs less. 

With respect to the second part of the question, it is impossible to make an 
all encompassing statement. It.-would depend on the magnitude on each of 
the changes. 
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Question: 
9.4 Est-il exact de dire qu’une amélioration de la performance peut ëtre utilisée 

soit pour réduire les coûts, et donc les tarifs, soit pour améliorer la qualite 
du service? 

Response: 
9.4 I understand the question to be: Isn’t it true that improvement of 

performance could be used to either reduce costs and therefore rates, or to 
improve quality of service. 

i do not understand the question in the context of the reference to my 
evidence. 
However, it appears possible that an increase in performance couid result 
in either a reduction in cost or an improvement in the quality of service. The 
comment made in my evidence related to, if there were a reduction in the 
quality of service. In those circumstances should SCGM get the same 
amount of performance bonus as it would if there were an increase in the 
quality of service or a lessor amount to reflect the reduction in quality of 
service. 

. ..-- 
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17 Réf&ence: 

Page 12, ligne 7; “A significant shortcoming of SCGM’s mechaiism is that it does 

not incorporate an explicit reduction in costs for productivity improvements (...)“. 

Question: 

17.1 Dans I’hypothése ou tous les producteurs des biens considérés dans 

l’établissement de l’indice des prix à la consommation réalisaient, à marge 

de profit constante, des gains de productivité leur permettant de réduire 

leurs coûts de 1% dans une année donnée, quel serait l’indice serait l’indice 

d’inflation (déflation) pour cette année? 

Response: 

17.1 I understand the question to be: On the assumption that all producers of 

goods and services considered in consumer price index would realize a 

constant profit margin permitting them to reduce their costs by 1% in a year, 

what would the impact be on inflation or deflation in that year? 

The hypothesis postulated is theoretical to the extreme and highly unlikely 

to happen. It is impossible to speculate what the impact on inflation or 

deflation would be. lt is my understanding that inflation is impacted by costs 

and also demand. TO the extent that the demand for the goods and services 

exceeded the supply, then prices would increase and probably inflation as 

well. SO even though the producers were able to reduce their costs by the 

1% postulated, it might not reduce inflation or deflation. All other things 

being equal, however, it is likely that inflation would be less or deflation 

would be greater by the lord. It is highly unlikely that all other things would 

be equal. Generally speaking, productivity increases are not constant 

across all goods and services at the same time. For instance, productivity 
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increases in the computer indus@, the so-called “Moore’s Law,” are not 

comparable ta productivity increases in gas pipelines or gas distribution 

systems. 

Question: 

17.2 Est-il exact que l’indice d’inflation Intégre les gains de productivité moyens 

de l’ensemble des industries produisant les biens considérés dans l’indice 

d’inflation? 

Response: 

17.2 I understand the question to be: Does the consumer prioe index include or 

reflect the average productivity gains of the bulk of the industries included 

for purposes of determining the index? 

The average increase is just that, an average, and it would be expected that 

various industries would perform better or worse than the industry average. 

It should be noted that the reason for including the comment in my evidence 

was a general reference to the standard prica cap formula. This formula 

generally includes CPI minus X, where X includes factors such as rate of 

productivity growth in the industry, decreased costs owing to incentive 

regulation, othenvise known as “stretch factor” or “consumer productivity 

dividend,” and decreased costs resulting from declining rate base. 

18. Réfhnce: 

Page 12, ligne 23: ‘SCGM has also assumed that all costs that are within SCGM’s 

control are subject to inflation on an annual basis. That certainly is not true with 

respect to items such as depreciation, embedded debt costs, (...)” 
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Question: 

18.1 Vous dites que l’inflation n’a pas d’effet sur ces coûts sur une base annuelle. 

Y a-t-il un effet sur une base pluriannuelle? 

Response: 

18.1 I understand the question to be: You say that inflation doesn’t have an effect 

on these costs on a yearly basis. Is there an effect over more than one 

year? 

As indicated in previous responses, the portion of depreciation expense, the 

cost of amortization of deferred charges which relate to expenditures made 

in prior years would be impacted by inflation in those years. The amount of 

capital expenditures, new debt, and new amounts deferred would, to some 

degree, be impacted by inflation if there was inflation. However, the 

embedded or historical costs do not increase and would not be expected to 

increase by inflation each and every year. 

In future years, the amount of depreciation expense and embedded of cost 

debt would be impacted by inflation to the extent that there were additions 

ta the depreciable base (or to rate base) and new debt issues, and assuming 

inflation impacts the underlying asset cost. The interest rate in a given year 

is a function of a number of factors, one of which is generally the inflation 

rate, actual or expected. 

Question: 

18.2 En supposant que les actifs augmentent au rythme de l’inflation, de combien, 

toutes autres choses étant egales par ailleurs, augmenterent 
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l’amortissement et le coot de la dette requise pour financer ces actifs? 

Response: 

18.2 I understand the question to be: Assuming that the assets increased at the 

rate of inflation, all other things being equal, by how much would you expect 

the depreciation and the cost of debt required ta finance these assets ta 

increase ? 

In the hypothetical presented in the question, the depreciation expense and 

the embedded or the financing cost would increase by the amount of 

inflation. The following example, I believe, reflects the concept espoused in 

the question. 

Assume the rate base is $1 OO,OOO.OO and the composite depreciation 

range is 3% and the embedded cost of debt is 9% at the end of year 

1. In year 2, if the inflation rate is 2%, then assume that the addition 

to assets is equal to 2% of $lOO,OOO.OO or â2,000,00. In this 

example, the depreciation expense would increase by $60.00 (3% of 

the $2,000.00); however, the debt cost may not increase by 2% of the 

$9,000.00 since the interest rate that would be applicable with 2% 

inflation versus the embedded cost would be more likely to be in the 

6%-7% range rather than the embedded 9%. Therefore, the debt 

cost would increase by between $120 and $140 (6% of $2,000 or 7% 

of $2,000) rather than the $180 that would be applicable when 9Or6 

was applied to it. The more likely scenario is one where the assets 

at the end of year 1 are valued at $100,000.00, depreciation at 3% 

yields depreciation expense of $3,000.00 and the embedded debt 

cost is 9% per debt for debt costs of $9,000.00. The rate base 

additjons based on year 1 dollars in year 2 are assumed to be 

%10,000.00 but, because of the 2% inflation, the rate base additions 
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in year 2 are $10,200.00 ($10,000 x 1.02). Under these 

circumstances, the depreciation expense would increase by $306.00 

($10,200 x 3%). And if we again assume that the current debt cost is 

6% (reflecting 2% inflation), the debt cost would increase by $612.00 

($10,200 x 6%). The total depreciation expense would be %3,306.00 

and the total debt cost would be $9,612.00 at the end of year 2. 

As cari be seen in this example, if inflation is applicable, it is 

applicable ta only the additions ta the rate base in the current year, 

not to the total assets. 

19. Référence: 

Page 13, ligne 11: “The depreciation rates are set by the Régie and I would 

anticipate that SCGM cannot change the depreciation rates without the approval 

of the Regie.” 

Question: 

19.1 Est-ce que cette affirmation implique que SCGM ne peut influencer les taux 

d’amortissement? 

Response: 

19.1 I understand the question ta be: Am I suggesting that SCGM cannot 

influence the rate of depreciation? 

I would expect that, for purposes of determining depreciation rates whtch it 

would recommend to the Régie, SCGM woutd conduct or have conducted a 

depreciation study. That study would be carried out in accordance with 

generally accepted accounting principles and practices for depreciation. 
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Further, 1 would expect that, in requesting a change in the depreciation rates 

for approval from the Régie, SCGM would present the results of the study 

and other intervenors may question or present evidence as to the 

reasonableness of the depreciation rates. The Régie would then determine 

the depreciation rates for the various asset classes that SCGM would be 

allowed to collect. 

Question: 

19.2 Comment sont fixes les taux d’amortissement approuvés par la Rbgie: 

Arbitrairement? 

Selon la durée de vie utile des actifs? 

Response: 

19.2 I understand the question to be: Does the Régie approve the rates arbitrarily 

or based on the useful life of the assets? 

I am not aware of how the Régie bases its approval of the depreciation rates, 

However, I would expect that the Régie Will review the information which is 

presented to it and determine what appears to be a reasonable useful life for 

each asset class. The determination of depreciation rates is an art not a 

science; there are generally a number of estimates of the useful life of an 

asset, and lifespan cari be a subject of signifiant debate. This is particularly 

truc tien the economic life is used to truncate the physical life expectations. 

Question: 

19.3 Est-ce que SCGM pourrait, avec l’approbation de la Régie, réduire les taux 

d’amortissement en travaillant à prolonger la durée de vie utile moyenne de 

ses actifs, par exemple en mettant en place un programme d’entretien 
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préventif plus performant sur ses véhicules? 

Response: 

19.3 I understand the question to be: Would SCGM be able, with the approval of 

the Régie, to extend the life of the assets by, for example, putting in place 

a more effective preventative maintenance program on its vehicles? 

It may be that through maintenance, SCGM cari extend the life of some of its 

assets and, therefore, apply to the Régie to have the depreciation expense 

reduced. Generally, such an activity then requires increased maintenance 

expenditures. There is an old saying in depreciation that the longer 

something llves, the longer it is likely to live. SO that in most cases, a 

reduction in the depreciation rate may be due to a number of factors, not just 

the preventative maintenance programs of SCGM, but also factors sucn as 

changed economic circumstances. 

In other circumstances, additional capital expenditures such as cathodic 

protection might maintain the life expectancy of the pipe. Generally, with 

respect to pipe, it is factors that were inherent at the time the pipe was put 

in place, that would influence its life, Le. the metallurgical content, whether 

it is wrapped or coated or bare, and whether it is cathodically protected. The 

climate and soi1 cari also have an impact. I am aware of some pipe which 

was taken out of service in Southern Alberta because it was too small, that 

it still had the chalk markings on it from when it was installed in the twenties 

and thirties. This pipe is currently being used for irrigation. 

20. Réfdrence: 

Page 14, ligne 1: ‘Financing charges including interest and the deemed cost of 

preferred shares are another cost item which is not controllable by SCGM.” 
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Question: 

20.1 Est-il exact que le coût de la dette est égal au montant de la dette multiplié 

par le taux d’int&ret sur la dette? 

Response: 

20.1 I understand the question to be: Isn’t it true that the cost of debt is equal to 

the amount of debt multiplied by the interest rate on the debt? 

Yes, in general terms. Sometimes the cost of debt Will include such items as 

debt issue costs; however, generally speaking, that is the arithmetic that will 

provide the cost of debt. 

Question: 

20.2 Est-il exact de dire que le montant de la dette, en supposant un ratio 

d’endettement constant, dépend directement du niveau des actifs finances, 

donc du niveau de la base de tarification? 

Response: 

20.2 I understand the question ta be: Is it fair to say that the amount of debt, if we 

assume a constant debt ratio, depends on the level of the assets financed 

directly and, therefore, the level of the rate base? 

Again, that would appear to be the arithmetic. 

If the interest expense was under the control of SCGM, there would be no 

need for it to have a deferral account. Certainly, the level of interest rates 

at any point in time is a function of a number of factors, including the 
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economy as a whole. Decisions made by the Régie and the management 

of SCGM may impact slightly the ratings and, therefore, the cost of debt. 

However, that is a minor consideration compared to the basic interest rate 

structure, which is neither controllable or easily forecast. 

21. Réfhnce: 

Page 14, ligne 12: “Real estate and property taxes as vvell as other charges 

including the royalty to the Régie are also costs which are essentially beyond the 

control of SCGM. It Will be the municipalities who Will determine the amount of the 

property taxes. The inoreases in those taxes reflect inflation only ta the extent that 

the municipality increases its millrate by an amount equivalent to inflation, In 

addition, the royalty paid the Régie allocates the royalty amongst the companies 

that it regulates.” 

Question: 

21 .l Est-il exact que, au Québec, les taxes foncières résultent d’un taux de taxe 

multiplié par la valeur de la propriété? 

Response: 

21.1 I understand the question to be; In Quebec are real estate taxes the result 

of a tax rate multiplied by the value of propetiy? 

I would expect SO; that was what was alluded to in the evidence. .Millrate is 

the term used in Alberta for the rate of ta% which is applied to the value of 

property, generally the assessed value. 

I also understand that the rate of taxation amongst municipalities could vary, 

with some having increases equal to or greater than inflation, and some 
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having increases of less than inflation. 

Question; 

21.2 Est-il exact que SCGM a un contrale sur le coût, et donc la valeur, des 

propriété qu’elle utilise pour exploiter son entreprise? 

Response: 

21.2 I understand the question to be: Isn’t it Vue that SCGM has control of the 

costs and, therefore, the value of the property that it uses in its business? 

At some point, SCGM decided whether to acquire a piece of property. 

However, to suggest that in 1999, SCGM cari control the amount of property 

taxes with respect to a building it acquired in 1980 or 1990 is, in myvlew, 

stretching the definition of controllable costs. The initial decisioh to acquire 

the property was a decision undertaken by SCGM, and I would anticipate, 

approved by the Régie (when it approved the rate base). In addition, I would 

expect that SCGM cari determine whether to purchase property or, 

alternatively, to lease or rent it. 

Question: 

21.3 Est-il exact que si SCGM utilise des infrastructures de façon rationnelle, leur 

quantite, leur coût et donc leur valeur globale s’en trouveront moindres et 

que les taxes s’en trouveront d’autant réduites? 

Response: 

21.3 I understand the question to be; If SCGM uses its infrastructures in a 

rational fashion, their quantity and, therefore,.their cost and, therefore, their 

global value would be less and, as a result, their taxes Will be less. 
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The above comment is true at the time the decision is made to acquire the 

property. However, once the property is acquired, the levying of taxes is 

outside the control of SCGM. If the building was assessed at $20 million 

versus $10 million, all other things being equal, one would expect that the 

property taxes would be twice as high for the $20 million building. However, 

the various municipalities levy taxes at different rates. Therefote, the choice 

of municipality Will also impact the amount of tax to be paid. 

Question: 

21.4 Est-il exact que, toutes choses étant égales, la valeur des proprietés devrait 

à long terme suivre l’inflation et, par conséquent, le compte de taxes aussi? 

Response: 

21.4 I understand the question to be: All other things being equal, would the 

value of property over the long term follow inflation and, therefore, the 

amount of property taxes would also follow inflation? 

The value of property over the ver-y long term may follow inflation; however, 

the value of properties over the short to medium term tends to reflect factors 

other than inflation. For example, over the last two or three years, property 

values in Calgary have increased at a rate signifïcantly greater than inflation; 

however, previous to that, the values actually decreased notwithstanding 

inflation. The value of property tends to be related to supply and demand 

and the general economic health of the area that the property is located in 

rather than to inflation. There are numerous examples of commercial 

buildings being sold at less than their replacement cost because the rental 

rates are low. I have been advised that in Montreal, rather than increasing 

with inflation, praperty values have, over the past few years, tended ta 

decrease. 
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I also understand that, in a number of locations, municipalities, as a result 

of reduced transfers from higher levels of Govemment such as the Province, 

have been required to increase their taxes at a rate higher than inflation to 

compensate for the loss of transfer payments. 

Question: 

21.5 Pourriez-vous expliquer quels sont les critéres utilisés par la Regie pour 

allouer les redevances entre les distributeurs? Si vous les ignorez, veuillez 

déposer le réglement de la Régie de l’énergie sur le mode d’établissement 

des redevances. 

Response: 

21.5 I understand the question to be: Could 1 explain what criteria are used by 

the Régie to allocate royalties between regulated companies. 

I understand that the current royalties are determined pursuant to Order in 

Council 383-98, dated 25 March 1998. 

As I understand that Order in Council and the attached regulation, the 

estimated costs of the Régie are divided by the sum of the volumes of 

electric power transmitted and distributed by each distributor of electric 

power in the preceding fiscal period, excluding the volume of electric power 

sold to another distributor, plus the sum of the volumes of natural gas 

transported and distributed by each distributor of natural gas in the 

preceding fiscal perlod, plus the volumes of fuel and diesel fuel delivered by 

each distributor of petroleum products refined in Quebec and some of the 

volume of steam distributed by pipes for heating purposes by each 

distributor of steam in the preceding fiscal period. There is also an 
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adjustment for differences betvveen the estimated expenditures approved by 

the Government and any surplus from the preceding fiscal period. 

As I understand it, the principal reason for the reduction in the royalty to the 

Régie is the inclusion of Hydro Quebec and the electric power volumes of 

Hydro Quebec in the determination of the amount to be collected. 

Question: 

21.6 La Régie doit-elle, dans cette allocation, appliquer le principe de l’utilisateur 

payeur? 

Response: 

21.6 I understand the question to be: Does the Régie, in determining this royalty, 

apply the principle of user pay? 

As indicated above, the regulations are such that I would understand that it 

may not necessarily reflect user pay. For example, even if SCGM did not 

have a proceeding before the Régie for a year, it still would be allocated 

costs on the basls of the formula approved in the Order in Council. The 

formula in the Order in Council is similar to the methodology used by other 

regulators, such as the NEB. There was a recent situation before that 

regulator where a pipeline with negotiated rates had sought to have its 

allocation reduced because it was less likely to have a proceeding before 

the Board than some of the other pipelines. The National Energy Board 

ruled against that pipeline. Over the longer term, one would expect that if 

the companies under its jurisdiction were to have less rate hearings, the 

Régie may be able to reduce its costs somewhat. However, in order to 

maintain its function and be able to react to the circumstances that it is 

required under statute to deal with, I would anticipate that it Will require a 
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certain staff and a number of commissioners irrespedive of, for example, the 

number of proceedings that SCGM has in any year. 

Question: 

21.7 Est-il exact que si SCGM présente ses demandes à la Régie de façon 

efficace, que si elle entretient des relations harmonieuses avec les différents 

intervenants et avec la Régie et que si elle limite ses demandes, les 

redevances qu’elle sera appelée à payer s’en trouveront réduites en raison 

de l’application du principe de l’utilisateur payeur. 

Response: 

21.7 I understand the question to be: If SCGM presents its case in an efficient 

manner and maintains harmonious relationships vvith different intervening 

parties and the Régie SO that the time spent before the Régie is reduced, 

then by reason of the application of the user pay principle, its royalties 

should be reduced. 

As indicated in 21.5 and 21.6 above, it is my understanding that the 

allocation of the royalties is not on the basis of user pay. However, as 

indicated in 21.6 above, to the extent that the SCGM is able to reduce the 

need for proceedings before the Régie or reduce the length of those 

proceedings, there may be some impact on the overall costs of the Régie 

and SCGM. 

Questiori: 

21.8 Est-il exact que les redevances à la Régie reflètent désormais, globalement, 

les coûts d’opération de la Régie de l’énergie? 
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Response: 

21.8 I understand the question to be: Do the royalties from the Régie reflect the 

total costs of the operation of the Régie? 

As indicated above, it is my understanding that the royalties wouid refl ect the 

estimated expenditures approved by the Government for the current fiscal 

year adjusted for any surplus on hand. 

Question: 

21 .S Est-il exact que les coûts d’operation de la Régie comprennent en grande 

partie des salaires qui sont sujets à l’inflation? 

Response; 

21.9 I understand the question to be: Isn’t it correct that the costs of operations 

of the Régie in large part include wages that are affected by inflation? 

I would expect that wages are the Régie’s largest singie expenditure. 

However, as indicated, the Order in Council and the regulations have very 

specific criteria and rufes for the determination of how the royalty is paid. 

Whether the wages of members and staff of the Régie are adjusted for 

inflation or whether they are frozen, or, as was the case when some of the 

reguiatory boards in Alberta rolled back, would be decisions of the 

Government and the Régie, over which SCGM has no contrat Therefore, 

inflation may not dlrectiy impact the wages of the Régie. 

Question: 

21.10 Pourriez-vous décrire les coüts d’opération de la Régie, avec leur 
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22. 

- 

importance relative dans le budget d’op&ation de la Régie, qui ne sont pas 

sujets à l’inflation. 

Response: 

21.10 I understand the question ta be: Could I describe the cost of the operations 

of the RAgie and the relative importance on the budget of items that are not 

subject to inflation. 

I have not reviewed the budget of the Régie and, therefore, do not know 

what components of its costs are affected by inflation. 

See responses ta Question 21 above, particularly those of 21.5 and 21.9. 

Reférence: 

Page 16, ligne 8: “While I am not completely familiar with all of the other items 

included in the cost of transportation and storage, there does not appear to be any 

one item that is more controllable than others. As such, I would suggest that all of 

the costs of transportation and storage should be considered as Non-Controllable 

Costs by SCGM. In addition, the driving factor for many of these costs is the cost 

of gas, rates determined by other regulators or through contract, and are generally 

not impacted by inflation in the simple and straight forward manner”. 

Question: 

22.1 Pourriez-vous prendre connaissance des tarifs d’entreposage pour Pointe 

du Lac et St. Flavien approuvés par la Régie du gaz naturel (Décisions D- 

89-21 et D-94-06). Veuillez expliquer quelle l’incidence de l’inflation sur ces 

tarifs. 
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Response: 

22.1 I understand the question to be: Do I have knowledge of how the rates for 

storage are set for Pointe du Lac and St. Flavien (Decisions D-89-21 and D- 

94-06), and then to describe the impact of inflation on these tariffs. 

It is my understanding that the Régie has approved the tari%. I also 

understand that the amounts are paid to third parties. I am not aware of the 

makeup ofthe costs associated with those storage facilities. I would expect 

that some of the costs may be impacted by inflation on a year-to-year basis; 

some may be fixed, being the depreciation and return on rate base, and 

some may be energy consumption for the running of compressors. 

Depending on whether those compressors are electric or gas driven, the 

changes in costs would be different. 

Question: 

22.2 Pourriez-vous confirmer que la méthodologie utilisée par la Régie du gaz 

naturel Btait basée sur les coûts évités, donc sur les tarifs exigés par les 

autres fournisseurs de service d’entreposage? 

Response: 

22.2 I understand the question to be: Would I be able to confirm that the 

methodology used by the Régie was based on the avoided cost, i.e., tariffs 

that would be charged by other suppliers of storage service. 

I am unaware of the methodology adopted by the Régie in determining the 

tariff, or what was applied for by the operators of those storage fields. It is 

my understanding, however, that the Régie has approved those tariffs and, 
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therefore, there is a third party or a regulator that cari change the rates. 

SCGM cannot change the rates. 

Questian; 

22.3 Pourriez-vous expliquer pourquoi, si la Régie du gaz naturel n’avait pas été 

convaincue que ces tarifs d’entreposage sont affectés par l’inflation, elle 

aurait accepté d’indexer à l’inflation (minimum 3%, maximum 6Or6) les tarifs 

pour Pointe du Lac et St. Flavien? 

Respanse: 

22.3 I understand the question to be; Can 1 explain why, if the Régie had not 

been convinced that the rates for storage are affected by inflation, it would 

have accepted an index to inflation (minimum 3%, maximum 6%) for. the 

tariffs of Pointe du Lac and St. Flavien? 

The methodology approved by the Régie, I understand, was based on 

avoided cost, particularly Union’s costs, and apparently the Régie felt that 

the method to adjust those rates, based on the inflation factor, was 

appropriate. However, from the perspective of controllable wsts, the basis 

of setting the rate was the avoided cost of Union, whose rates are set by the 

OEB and whose rates are considered by SCGM to be non-controllable. In 

addition, the rates for the two storage fields in Quebec are approved by the 

Régie. Since they are approved by the Régie, they are no different from 

rates approved by the OEB for Union or the NE6 for TransCanada. 

23. RBfbence: 

Page 16, ligne 16; “The approximate $65 million of storage and transportation 

costs included by SCGM as Controllable Costs are approximately 65% of the 
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forecast 08M expense shown on SCGM-2, Document 5 of $104.4 million, The 

inclusion of these storage and transportation costs as Controllable Costs allows 

SCGM to increase its operating expenses by approximately 4.4% (SCGM, 

Document 6, page 3 of 5) when inflation is projected at 1.7% (. . .)” 

Question: 

23. Veuillez détailler vos calculs pour en arriver à conclusion que l’application 

d’un taux d’inflation de 1,7K sur des coûts de 65 millions $ se transforme en 

une augmentation de 4,4% lorsque transposé dur des coûts de 1044 

millions $. 

Response: 

23. I understand the question to be: How did I arrive at the conclusion that the 

application of inflation of 1,7% on cost of $65 million would transform into an 

augmentation or an increase of 4,4% when applied ta costs of $104.4 

million. 

The inclusion of these amounts allowed SCGM to increase its operating 

costs by more than inflation, The referenced comment in the evidence was 

not implying that 1,7% of $65 million equated to 4,4% or S104.4 million. 

Rather it was to indicate that 1,7% of $65 million allowed a further increase 

in operating expenses (1 ,l%) ta be greater than the rate of inflation of 1,7% 

and still provided SCGM with an opportunity to receive its performance 

bonus under its proposal. 

24. Référence: 

Page 16, ligne 23: “One cost under the complete control of SCGM is the new 

consumer price discounts offered to certain customers. The amount of new 
._ 
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discounts to be offered is a decision SCGM may make. However, the continuation 

of previous discounts for which SCGM is stili contractually obligated to pay 

(historical amounts) in the upcoming year are certainly not controllable”. 

Question: 

24.1 Estce que l’on peur résumer votre opinion sur les rabais tarifaires en disant 

que SCGM a peu de contrôle a court terme (dans l’année en cours) mais 

que les décisions qu’elle prend d’octroyer ces rabais auront une influence 

à moyen terme et qu’elle contrôle donc ces coûts à moyen terme? 

Response: 

24.1 I understand the question to be: Is it my opinion that SCGM has no control 

in the short term (year to year) but the decision that it takes with respect to 

these discounts Will have a medium term influence and that SCGM cari 

control the medium term costs? 

The comment was made that in the current year, SCGM cari control and 

determine the new discounts to be offered to customers. However, the 

discounts that were offered to customers last year or the year before, the 

amonization of which or the inclusion of which is included in the current 

year’s (1999) required revenue is not within the control of SCGM in 1999; 

rather it is a 1996 or 1997 decision that is impacting the cost in 1999. 

Further, it is unlikely that these costs Will change with inflation. 

Question: 

24.2 Est-ce donc dire que pour l’inciter 8 réduire ces coûts, un mécanisme 

incitatif devrait viser le long terme et non le court terme? 
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Response: 

24.2 I understand the question to be: In order to reduce costs, cari we assume 

that the incentive mechanism should focus on the longer term rather than the 

short term horizon? 

See the response to 24.1 above. 

One of the objectives of an incentive mechanism may be to induce SCGM 

to look beyond the short term. However, the current proposa1 appears to be 

designed more to look at the shorter term, and if costs are reduced in the 

fïrst year and then maintained at inflationary increases in subsequent years, 

SCGM would continue to be rewarded. 

This is another reason why it is important that a, consensus be reached 

amongst stakeholders as to the appropriate nature of an incentive 

mechanism for SCGM. Some stakeholders may focus on the short term and 

others may have longer tenn objectives. 

25 Réfdrence: 

Page 17, ligne 6: “It is my view that for the purpose of SCGM’s proposal, the only 

costs over which SCGM has any significant control or influence is operating 

expenses.” 

Question: 

25. Si SCGM ne contrôle rien d’autre que les dépenses d’exploitation, veuillez 

expliquer pourquoi I’ACIG a tant critiqué, dans le passé, le niveau global du 

coût de service de SCGM, notamment quant au niveau de la base de 
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tarification, et que la Régie a également manifeste à plusieurs reprises ses 

préoccupations à cet égard. 

Response: 

25. I understand the question to be: If SCGM does not control its operating 

expenses, please explain why IGUA has criticized SO much in the past the 

global cost of service of SCGM, notably the rate base, and also explain why 

the Régie has expressed concern with respect to the rate base as well. 

The adjective “significant” was used to provide an indication of the costs that 

could be adjusted, as discussed previously, within a year or year-to-year. 

The matter of rate base and decisions with respect ta fhe construction of rate 

base is based on decisions of SCGM and approval of the Régie. My 

understanding of IGUA’s concerns is that the rate base increases have not 

been commensurate with the additional throughput or new customers rather 

than what the level of the additions were per se. The incentive mechanism 

proposed by SCGM does not relate to capital expenditures, and if it was the 

intention of SCGM to propose an incentive mechanism that dealt with capital 

efficiency, then it should bave been done explicitly rather than in the limited 

and indirect manner incorporated into their incentive mechanism. The 

propos4 incentive mechanism does not appear to penalize SCGM if capital 

expenditures are made and the forecest throughput is not achieved. 
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26 Réfdrence: 

Page 17, ligne 17: “The SCGM is a departure from most of the incentive based 

mechanisms in that it proposes that shortfalls beWeen allowed and achieved return 

on common equity (ROE) would be shared”. 

Question: 

26. Pourriez-vous décrire ce à quoi fait référence l’expression “most of the 

incentive based mechanisms”? Plus particuli&ement, veuillez indiquer: 

Le nom du distributeur concerné. 

Si chacun des distributeurs est assujetti a un exercice. annuel du type 

“fermeture de livres” au cours duquel il est appelé à ses clients une 

partie de ses éventuels trop-perçus. 

Response: 

26. I understand the question to be: Could I describe and provide references 

with respect to the expression ‘most incentive-based mechanisms” and, 

more particularly, to provide the name of the distributor and indicate if each 

of the distributors is subject to a yearly exerclse of a closing of the books. 

The statement was made on the basis of two general items. One, Dr. 

Rabeau, witness for SCGM, indicated at page 15 of his evidence that this 

was the general concept. Second, I was aware of the same concept in the 

price cap adopted by the CRTC. There was generally no opportunity for the 

telco to share shortfalls between allowed and achieved retums. 
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27 Réfhence: 

Page 18, ligne 8: “This creates an obvious incentive to utilize what otherwise would 

be a surplus at the end of one year to incur costs or expenses which by the mere 

timing of their occurrence would result in a greater saving in the subsequent year 

for which SCGM would, under their proposal, retain two thirds”. 

Question: 

27.1 Pourriez-vous donner des exemples de dépenses qui pourraient être ainsi 

devancées? 

Response: 

27.1 I understand the question to be: Could l give examples of expenses thet 

could be moved forward? 

Maintenance expenses are the most obvious candidate of an example of 

expenses that cari be moved from one fiscal period to the other without a 

great deal of difficulty. If, for example, it was originally budgeted that the 

maintenance would not be done until October, it would be possible for 

SCGM to decide ta do the maintenance in August or September, switching 

fiscal periods. 

Question: 

27.2 Compte tenu que le dossier tarifaire est habituellement déposé à la Régie 

de l’énergie au début de mai et que l’année financière se termine a la fin de 

septembre, comment en pratique SCGM pourrait, en fin d’année, devancer 

des dépenses et utiliser ce devancement pour générer une baisse de tarifs 

dans un dossier qui aura été préalablement déposé à Régie en mai? 



3ct. 19. 1998 11:26AM $03 237 0487 No. 2980 P. 4/11 

October 19, 1998 - 65 - 

0 
Demandes de resignement de Société en commandite Gaz Métropolitain 
No de dossier: R-3397-98 

October 19, 1998 - 65 - 

0 
Demandes de resignement de Société en commandite Gaz Métropolitain 
No de dossier: R-3397-98 
Témoignages de I’ACIG Témoianaaes de I’ACIG 

Response: 

27.2 I understand the question to be: As the rate case is usually filed in the 

beginning of May and the fiscal year end is the end of September, how, in 

practiœ, could SCGM push forward expenses at the end of the year and use 

those expenses to reduœ the budget of the case that has been filed with the 

Régie in May? 

My understanding is that SCGM would provide the update on its 

expenditures with five months of actual and seven months of forecast at the 

time of filing. At that stage, I would expect that SCGM has a reasonable 

understanding of whether and to what level its expenses Will increase or 

decrease, and whether it Will have surplus earnings at the end of the year. 

With that knowledge in mind, it appears to me that SCGM, to the extent that 

there are discretionary expenses that cari be moved from one fiscal period 

to another without major disruption to its operations, could make those 

adjustments. That is, in filing its current rate case in May, it would adjust its 

expenditures to reflect the otherwise expected surplus earnings SO as to 

reduce the current year’s surplus earnings and increase the test yeat’s 

surplus. For example, based on SCGM-2, Document 5, it appears that 

SCGM is forecasting surplus earnings of approximately $5.8 million for the 

year end 1998. Under the proposed incentive methodology, it woud be in 

SCGM’s economic interest to reduce that surplus by increasing expenses 

and therefore reducing what othennrise would have been a $5.8 million 

surplus to, say, a $2.8 million surplus and, therefore, allowlng the expenses 

for 1999 to be $3 million lower than they otherwise would have been. 

28 RdMrence: 

Page 18, ligne 22: “lt appears to me that SCGM’s risk is reduced by including the 
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Performance Bonus (UP-front) in the rates, This produces a built in cushion SO that 

SCGM could still eam its allowed retum even though costs increased by the amount 

of its forecast Performance Bonus (UP-front) or sales were less than that amount.” 

Question: 

28.1 Dans l’exemple qui suit, veuillez indiquer la quote part des économies qui 

revient aux clients et g SCGM. 

Response: 

28.1 I understand the question ta be: In this example, please indicate what 

portion of the savings would go to SCGM as opposed to the client or 

customer. 

Début 

d’année 

CoYt de service 

attendu 

700 

Coüt de service 

requis 

691 

Économies 

anticipées 

9 

Tarifs (avec 

bonification 213 de 

9M$I 

697 

Fin d’année 

I 1 I 2 

Revenus 697 697 

Coirt de service réal (taux de 697 698 

dement sac: bonification) 

konomies réalisées 3 2 

Trop-perçu (manque à gagner) cl 00 -1 

Quote part des économies 

réalisées 

Client 

, SCGM 

(a) (cl 

(b) (4 

3 

697 

700 

0 00 

-3 

(e) 

(9 
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The responses that follow are provided in the contest of comparing the existing 

methodology to the proposed incentive mechanism. Under the existing 

methodology the Revenue Required would be 691, under the proposed 

methodology the rates would be set to recover 697. 

(4 Customer - The customers have a negative saving (cost) of $6 million. 

The customer’s rates were set higher by $6 million at the 

beginning of the year. 

lb) SCGM - SCGM is better off or has a savings of $6 million. 

Under the existing methodology SCGM would have to caver 

the full shortfall of $6 million. However, although the costs 

increased by $6 million SCGM still earns its allowed return. 

This is the cushion that I referred to in my evidence. 

(c) Customer - The customers have a negative saving (cost) of 56.67 million 

(6 + .67). The customers must bear 213 of the revenue 

deficiency Le. 2/3 of -1 or .67. 

(‘3 SCGM - SCGM is better off or has a savings of $6.67 million. 

Under the existing methodology SCGM would have to c0ver 

the full shortfall of $7 million. Under the proposed mechanism 

it does not get the “bonification” and only absorbs IM of the 

revenue deficiency Le. 1/3 of -1. 

(e) Customer - The customers have a negative saving (cost) of $8 million ( 6 

+ 2). The customers must bear 2/3 of the revenue deficiency 

Le. 2/3 of -3 or -2. 
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SCGM - SCGM is better off or has a savings of $8 million. 

Under the existing methodology SCGM would have to caver 

the full shortfall of $9 million- Under the proposed mechanism 

it does not get the “bonification” and only absorbs 113 of the 

revenue deficiency Le. 113 of -3 

Question: 

28.2 En supposant que, sans mécanisme incitatif, le distributeur ne serait pas 

incité à presenter ni réaliser les 9 millions S d’économies, quel serait 

l’inconvénient, dans le mécanisme incitatif proposé, à inciter SCGM a 

proposer à la Régie des tarifs de 697 millions $? 

Response: 

28.2 I understand the question to be: Assuming that without the incentive 

mechanism there would not be an incentive for the distributor to realize the 

saving in the order of $9 million, what would be the inconvenience of a 

proposed incentive mechanism to provide an incentive to SCGM to propose 

rates of $697 million to the Régie? 

lt appears that SCGM is suggesting that it would inflate its costs to $697 

million notwithstanding that its interna1 budget or best estimates would be 

$691 million. The suggestion postulated appears to be indicative of the 

attitude and approach indicated in Question 12, where I mentioned, that there 

appeared to have been a bias in SCGM’s forecasting. 

There is an inherent bias for a distributor such as SCGM to either 

overestimate its expenses or underestlmate its volumes in order to ensure 

that it achieves its allowed return. The proposed mechanism would appear 

to change that bias SO that there would be a bias to reduce forecast 
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expenditures and increase forecast volumes SO as to create a larger 

Performance Bonus (UP-front). If that bonus was not achieved, the 

customers could be bearing two-thirds of the shortfall, if it exceeds the 

Performance Bonus (UP-front). 

It should be noted that the referenced section in the evidence was dealing 

with the additional comfort or reduced risk of not achieving its allowed retum 

under SCGM’s proposal. The amount of Performance Bonus (UP-front) 

essentially provides a cushion SO that, even if expenses or volumes were not 

forecast correctly, SCGM would not be at risk for not achieving its allowed 

retum until the amount of the proposed bonus up-front had been lost or used 

to offset the increased expenditures or lower sales. For sxample, if the $691 

million of expected expenses became $695 million SCGM would still eam 

its allowed return plus some additional amount. 

29. RBfdrence: 

Page 20, ligne 12: “If, however, the SCGM proposa1 were adopted and many of the 

costs, which I do not consider controllable, were included for the purpose of 

calculating an inflationary impact, than another index would likely be more 

appropriate.” 

Question: 

29.1 En supposant que tous les coüts que vous jugez non controlables soient 

inclus, quel indice recommanderiez-vous? 

Response: 

29.1 I understand the question to be: Assuming all costs which are considered 

non-controllable are included, what indices would you recommend? 
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I have not studied the indices in detail as this is not the approach that I 

recommend in my evidence. However, in the hypothetical requested: 

1. I would apply the consumer price index to the operating expenses. 

2. I would apply the industrial products index to 3.5% (assumed average 

depreciation rate) of the pet add’tiong I to plant in service and nothing 

to the balance of the depreciation expense. 

3. I would use a forecast of interest rate increases (based upon 

Government of Canada bonds) to apply to the net ne& debt and 

nothing to the remainlng debt. 

4, I would apply no factor or a similar factor-Jo the debt adjustment (iii) 

to the net deemed m in preferred equity. 

5. I would apply a weighted average of the impact of 1, ii,& iii to the m 

çhanaq in customer rebates. 

6. I would not apply any factor to the deferred charges or if there were 

significant increase in the year I would look at the components 

causing the increase before determining the factor, and apply the 

factor only to the net chanae. 

7. With respect ta other storage and transportation items I would look to 

the increases projected for TCPL and Union and use those for the 

increases in the other transportation and storage items. 

8. I might apply the consumer price index to a portion of the property 

taxes and the royalties ta the Régie but no likely to all the cost. 

The response and use of an index or factor might change depending upon 

the nature and type of deferral accounts and the exact specifics of the pass 

through items. 

e Question: 
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29.2 Qui public cet indice? 

Response: 

29.2 I understand the question ta be: Who publishes that index? 

Statistics Canada publishes the consumer price index (CPI) and the 

industrial products index. These are a number of sources for forecast of 

interest rate changes, Consensus reports and an number of the banks and 

other economic forecasters. TCPL and Union file in advance of SCGM 

normally. 

Question: 

29.3 Où sont disponibles des prévisions de cet indice? 

Response: 

29.3 I understand the question ta be: And where cari we fïnd a forecast of that 

index? 

Consensus reports publishes forecasts of CPI as do some of the financial 

institutions and other economic forecasters. Some distributors retain 

consulting economist to provide such forecasts. 

30. Réfdrence: 

Page 20; ligne 26: “The methodology proposed by SCGM creates a situation where 

customers are initially worse off than they would have been, absent the proposal.” 

- 
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Question: 

30.1 Pour en venir à cette conclusion, est-ce que vous presumet que, en 

l’absence du mécanisme incitatif proposé par SCGM, les tarifs propos& par 

SCGM seraient égaux aux tarifs requis? 

Response: 

30.1 I understand the question to be: In order to corne to this conclusion, have 

I assumed that in the absence of the incentive mechanism, the rates 

proposed by SCGM would equal the required rates? 

I assumed that SCGM would not change its standard forecasting and 

budgeting methodologies and that they would not become more inefficient, 

irrespective of the incentive mechanism, and would not include any 

additional bias into their forecasts. The question seems to imply that, 

without the incentive mechanism, SCGM would not be efficient and would 

inflate its costs that it presents to the Régie. 

The basic presumption under utility regulation is that the utility Will have a 

reasonable opportunity to recover all of its prudently incurred costs including 

a fair retum on its equity. In retum it is expected that the utility Will not abuse 

its monopoly power or if it does, the regulator Will intervene and adjust the 

rates to ensure that the utility does not. 

Another implication of the SCGM in question is that SCGM has been inflating 

its costs for the last few years and, therefore, perhaps its rate of return has 

been too high. 

Question: 
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30.2 Si oui, estce parce que vous croyez que le fait de pouvoir conserver les 2/3 

des économies n’est pas encore assez suffisant pour inciter SCGM à 

realiser des économies (ou générer des ventes additionnelles) audelà de 

ce qu’elle ferait sans mécanisme incitatif? 

Response: 

30.2 I understand the question to be: In the affirmative, is this because I believe 

that the possibility to keep two-thirds of the savings is not yet suffïcient to 

provide an incentive to SCGM to realize cost savings or generate sales over 

and above what gas metro would do without an incentive mechanism? 

No, I am suggesting the opposite, that two-thirds is too much or too 

generous. It is my view that a distributor such as SCGM should not require 

any incentive to do what it should already be doing and for which it is being 

given an opportunity to earn a fair return on its equity. If SCGM is 

suggesting that it is not attempting to minimize costs and that it needs some 

incentive for doing SO, perhaps the rate of return has been too high. 

Ouestion: 

30.3 Suggéreriez-vous d’ augmenter le pourcentage des économies conservees 

par SCGM? 

Response: 

30.3 I understand the question to be: Am I suggesting that the percentage of the 

savings to be kept by SCGM should be increased? 

No. I am suggesting the opposite. The current methodology providing 
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SCGM with 50% is probably generous. Two-thirds is extremely generous, 

especially when it is combined with the opportunity to pass off two-thirds of 

the risk of underearning ta the customers. The two-thirds is especially too 

high considering the more than adequate rates of return that SCGM has 

been allowed by the Régie. 

Question: 

30.4 Comment pouvez-vous ou concrètement, advenant que le mécanisme 

incitatif proposé par SCGM soit approuvé par la Régie, determiner ce 

qu’auraient été les tarifs en l’absence d’un tel mécanisme incitatif? 

Response: 

30.4 I understand the question to be: How could you, in the event that the 

incentive mechanism proposed by SCGM is approved by the Régie, 

determine what the tariffs would have been in the absence of the incentive 

mechanism? 

In this hypothetical, I would expect that the budgets prepared by SCGM for 

its shareholders and senior management would not ( and should not) be 

significantly different under an incentive mechanism than under the current 

cifcumstances. I expect at the present time, SCGM management and 

controlling shareholders know where the excess or “padding” is included in 

the budget which is presented to the Régie. Over the years, it may become 

more d’Nficult to determine the numbers; however, again, 1 would expect that 

the interna1 budgets and forecasts of SCGM Will reflect the same reasonable 

expectations that would have been there without the incentive mechanism. 

TO suggest otherwise would be an acknowledgement by SCGM that its 

current budgets are overly inflated. In addition, I would expect that the 

forecast, even under the incentive mechanism, would be such that the 
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forecast would be subject to challenge at a hearing. 

Question: 

30.5 Comment pourriez-vous faire cet exercice pour d’autres types de mécanisme 

incitatif, comme par exemple le plafonnement des prix. 

Response: 

30.5 I understand the question to be; How could I make the same exercise this 

exercise for other types of incentive mechanisms such as price cap? 

The wide range of possibilities and differing objectives of stakeholders was 

the reason why I suggested that SCGM should hold discussions with its 

stakeholders in an attempt to reach a consensus with them as to, the 

appropriate incentive mechanism. I fail to understand how this question 

relates to the referenced passage of my evidence. 
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Reference: 
Témoignage de Hugh Johnson, ACIG-1, document 1. page 12 

PrBambule: 
Shortcoming of SCGM Mechanism 

Demande: 
3. Pourriez-vous élaborer, a l’aide d’exemples, un mkanisme qui intégrerait une 

réduction explicite des coûts à cause des gains de productivité (cost for productivity 
improvements) et/ou qui tiendrait compte d’un dividende de productivité en faveur 
de la clientèle (...consumer productlvity dividend). 

Response: 

3 I understand the question to be: Could I provide with the help of examples an 
mechanism which would provide explicit reductions in cost on account of gains in 
productivity ( cost for productivity improvements) or would take into account a 
dividend in favor of the customer ( . ..consumer productivity dividend). 

There are almost as many mechanisms as there are distributors or utilities with 
incentive mechanisms. The mechanism chosen depends upon the rate structure, 
cost structure, location and competitive situation vis a vis alternative fuels of the 
utility. 

That is why I have not nor has my client IGUA recommended a specifïc incentive 
mechanism. Rather we have suggested that there be consultation and negotiation. 

The references on page 12 were to indicate that generally if inflation is factored, 
explicitly, into an incentive mechanism there is an adjustment for productivity and 
a dividend. The productivity factor is included as a reduction to reflect the fact that 
increases should be less than inflation. 

The consumer productivity dividend is a recognition that without some added 
benefits there is nothing in it for the consumer from an incentive mechanism. This 
is particularly truc if the current method of regulation is efficient and the regulator 
is doing its job. Therefore a dividend or stretch factor is incorporated essentially 
to provide the customers with something for agreeing to the incentive mechanism. 


