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(9 h 00)




L'AN MIL NEUF CENT QUATRE-VINGT-DIX-NEUF, ce treizième (13e) jour du mois de décembre :

 


PRÉLIMINAIRES




LA GREFFIÈRE :




Audience du treize (13) décembre mil neuf cent quatre-vingt-dix-neuf (1999), dossier R-3430-99, requête tarifaire 1999-2000 de Gazifère inc., phase II.




Les régisseurs désignés dans ce dossier sont monsieur André Dumais, président, de même que maître Marc-André Patoine et monsieur Jean-Noël Vallière.




Les procureurs de la Régie sont maître Pierre Rondeau et maître Jean-François Ouimette.




La requérante est Gazifère inc., représentée par maître Pierre Paquet.




Me PIERRE PAQUET :




Bonjour.




LE PRÉSIDENT :




Bonjour.




LA GREFFIÈRE :




Les intervenants sont : Association des consommateurs industriels de gaz, représentée par maître Nicolas Plourde.




LE PRÉSIDENT :




Bonjour.




LA GREFFIÈRE :




Groupe de recherche appliquée en macroécologie et Union pour le développement durable, représentés par monsieur Jean-Pierre Drapeau et madame Anne-Marie Blais.




Hydro-Québec, représentée par maître F. Jean Morel.




Option Consommateurs et l'Association coopérative d'économie familiale de l'Outaouais, représentés par maître Benoît Pepin.




LE PRÉSIDENT :




Bonjour.




LA GREFFIÈRE :




Regroupement national des conseils régionaux de l'environnement du Québec, représenté par maître Pierre Tourigny.




LE PRÉSIDENT :




Bonjour.




LA GREFFIÈRE :




Y a-t-il d'autres personnes dans la salle qui désirent présenter une demande ou faire des représentations au sujet de ce dossier?




Je demanderais par ailleurs aux intervenants de bien s'identifier à chacune de leurs interventions pour les fins de l'enregistrement. Merci.




LE PRÉSIDENT :




Bonjour tout le monde. On va continuer, ce matin; juste pour nous mettre dans le contexte logistique, on a reçu une lettre du RNCREQ confirmant ou nous informant, c'est-à-dire, de l'impossibilité pour monsieur Dunsky d'être avec nous autres aujourd'hui, donc on aurait, on écouterait votre témoignage ou la preuve, là, de RNCREQ demain après-midi, après l'ACIG, ce qui nous laisse aujourd'hui avec Option Consommateurs, pas ce qui nous * laisse +, mais ce qui nous donne la journée aujourd'hui avec Option Consommateurs, on va regarder ça dans le contexte positif pour commencer la semaine.




Deuxièmement, on a reçu tous les engagements qui ont été remplis par Gazifère au cours de la semaine




passée, ça fait qu'on a reçu ça jeudi, ça fait que c'est fait.




La requête amendée, je vérifiais sur mon panier ce matin, est-ce que c'est notre malle qui n'est pas...




Me PIERRE PAQUET :




C'est rentré vendredi après-midi, mais j'en ai des copies additionnelles, là, ici.




LE PRÉSIDENT :




O.K. Est-ce que les intervenants ont reçu la requête amendée? Si c'est juste nous, on pourra le...




Me BENOÎT PEPIN :




Bien, c'est-à-dire que oui, je l'ai reçue, moi j'en ai pris connaissance en fin de semaine...




LE PRÉSIDENT :




O.K.




Me BENOÎT PEPIN :




... par e-mail et j'en ai eue une copie papier ce matin. J'en ai reçu une copie papier ce matin.




LE PRÉSIDENT :




En autant que vous l'avez reçue vous autres, elle est probablement quelque part, là, entre le greffe et nos




bureaux, il y a beaucoup de distance, là, c'est pour ça.




Me PIERRE PAQUET :




J'ai des copies ici, de toute façon, j'en ai trois additionnelles.




LE PRÉSIDENT :




Bon, je pense qu'on peut attendre, rien ne nous empêchera de la lire et de vous écouter en même temps.




Alors, on a reçu aussi la lettre de Option Consommateurs concernant l'interrogatoire de madame Vandal-Parent signifiant que ce n'était pas nécessaire de continuer avec l'interrogatoire ce matin, par contre, il y avait une question, là, qui avait été demandée par Option Consommateurs, ça fait que ça, on en a pris note aussi, là.




Me PIERRE PAQUET :




Il y avait deux... vous remarquerez que madame Parent est déjà en position de témoigner, il y a deux raisons pour ça; premièrement, c'est s'il y avait des questions de la part des intervenants qui découlent, là, des éléments qui ont pu être envoyés la semaine dernière, ça c'est d'une part.




Puis, d'autre part, on aurait quand même un complément de preuve à faire sur l'allocation aux activités non réglementées, puis vous allez voir, là, dans la requête telle qu'amendée, là, les revenus requis sont rendus à deux cent cinquante et un mille dollars (251 000 $), puis c'est fonction un peu, là, de... un peu, pas mal de la présentation que madame Parent aurait à vous faire, là, ce matin.




LE PRÉSIDENT :




Bien, on va commencer par ça, à, avant de...




Me PIERRE PAQUET :




Avec votre permission.




LE PRÉSIDENT :




C'est ça. Je pense que ça va clore ou compléter, c'est-à-dire, le dossier de la semaine passée et, par la suite, on pourra continuer avec la journée.




Me PIERRE PAQUET :




Exact, si ça vous va.




LE PRÉSIDENT :




Oui. Est-ce qu'il y a des questions de la part des intervenants concernant la requête amendée, dans un premier temps? Maître Tourigny, vous avez une question sur un autre sujet? Non, vous n'avez pas de




question? Vous avez des bons voeux, d'abord? Vous me précédez.




Me PIERRE TOURIGNY :



Merry Christmas to all of you!



LE PRÉSIDENT :




The same to you.




Me PIERRE TOURIGNY :




Non, je voulais simplement m'excuser de ce contretemps qui est arrivé. Je dois vous signaler, cependant, que lundi dernier, monsieur Dunsky et moi, exemplairement, étions en avant, attendions notre tour pour passer, on s'était tout simplement trompé d'une semaine! Tous les deux avions la même impression très fausse, évidemment. Je m'en excuse, mais ça arrive, n'est-ce pas, dans les meilleures familles.




LE PRÉSIDENT :




O.K., mais on est toujours en quatre-vingt-dix-neuf (99), là.




Me PIERRE TOURIGNY :




Je vous remercie. 




LE PRÉSIDENT :




Merci, Maître Tourigny. Est-ce qu'il y a des questions sur la requête amendée, des éclaircisse-ments?




Me BENOÎT PEPIN :




En fait, je comprends donc que Gazifère va faire une petite présentation, là, ma seule question, en fait, c'était de connaître un peu les impacts de ça sur le reste de la preuve qu'on a, sur les augmentations tarifaires...




LE PRÉSIDENT :




Bien, on va attendre...




Me BENOÎT PEPIN :




... je ne veux pas anticiper, là, sur la présenta-tion.




LE PRÉSIDENT :




Allons-y dans cet ordre-là, dans ce contexte-là. O.K., alors on va assermenter madame Parent, s'il vous plaît.


__________________




PREUVE DE GAZIFÈRE INC.



EN L'AN MIL NEUF CENT QUATRE-VINGT-DIX-NEUF, ce treizième (13e) jour du mois de décembre, a comparu :




LUCIE VANDAL-PARENT, directeur des services de Comptabilité, Budgets et Réglementation chez Gazifère inc., au 71, Jean-Proulx à Hull;




LAQUELLE, après avoir fait une affirmation solennelle, dépose et dit comme suit :




INTERROGÉE PAR Me PIERRE PAQUET 




PROCUREUR DE GAZIFÈRE INC.


1
Q.
Donc, Madame Parent...




LE PRÉSIDENT :




Excusez, Maître Paquet, on va prendre avantage de votre offre, là, de prendre des copies de la requête amendée, là, ça fait qu'on ne sera pas obligé d'ajourner. Allez-y.




Me PIERRE PAQUET :


2
Q.
Donc, Madame Parent, ce qu'on discutait tantôt, c'est à savoir si vous aviez une preuve additionnelle à faire quant à l'allocation des frais d'administration aux activités non réglementées; est-ce que vous pourriez y aller, présenter ça? Merci.



R.
Alors, suite aux échanges que nous avons eus avec les intervenants et la Régie lors des audiences du deux (2) décembre dernier sur les activités non réglementées, Gazifère a décidé de réviser sa position sur quelques éléments dont les éléments à inclure dans les charges d'administration applicables à l'ensemble des activités.




Donc, suite à la suggestion de l'ACIG, nous avons inclus les éléments suivants que vous retrouvez à la pièce GI-4, document 2.4. Alors, c'est un des engagements qu'on a remplis, page 2 de 3.




Alors, à cette pièce, à la ligne 11, vous voyez le montant qui avait été initialement proposé de huit cent quarante et un mille (841 000 $); alors, les nouveaux éléments inclus dans le total des charges d'administration applicables aux activités réglementées et non réglementées sont les éléments que vous trouvez aux lignes 13 à 18 inclusivement.




Donc, vous avez les vérificateurs externes qui étaient inclus dans les honoraires professionnels de cinquante et un mille (51 000 $).




Le vingt-cinq mille (25 000 $), ce sont des frais légaux uniquement pour les charges réglementaires, donc on inclut le vingt-six mille (26 000 $) à être




réparti.




Nous avons inclus cent pour cent (100 %) des frais de communication, le loyer, entretien de l'immeuble, informatique et entretien des équipements.




Donc, nous rajoutons, au huit cent quarante et un mille (841 000 $), trois cent vingt-quatre mille trois cents (324 300 $) pour un grand total que vous retrouvez à la ligne 19, un million cent soixante-cinq mille trois cents (1 165 300 $) à être réparti.




Alors, j'aimerais ça déposer la pièce GI-4, document 2 où vous allez retrouver ces changements-là.




GI-4 doc. 2 
:
Document intitulé * Calcul des frais d'administration reliés aux activités non réglementées - Cause tarifaire 2000 + de Gazifère inc.




Alors, avant d'expliquer les changements qui se sont produits sur cette pièce, j'aimerais ça juste attirer votre attention à la pièce GI-4, document 4, là, à la page 2 de 3, la ligne 17 * Informatique +; vous avez un montant, là, de cent trente-trois mille dollars (133 000 $). 




J'aimerais juste vous amener à la pièce 6.15, document 6.15, qui sont les frais ou les * Management Fees + de Consumers Gas, à la page 2.




LE PRÉSIDENT :


3
Q.
Ça fait que là, on regarde GI-4, là, en premier?



R.
Oui, 6.15, gardez votre main sur l'autre.


4
Q.
O.K. GI-4, document 4?



R.
GI-4, document 2.4...


5
Q.
Ah, 2.4



R.
... page 2 de 3 et si vous allez à GI-4, document 6.15, page 2 de 3, vous avez sous * Information Services + cent vingt-quatre mille deux cents (124 200 $) à la première colonne. C'est ce montant-là qui est inclus dans le cent trente-trois mille (133 000 $) et la différence entre le cent trente-trois (133 000 $) du document 2.4 et du cent vingt-quatre point deux (124 200 $), ce sont des logiciels.




Alors, le plein montant des * Management Fees + de Consumers Gas ici est inclus pour répartition.




Alors, si vous prenez la pièce que je viens de déposer, la GI-4, document 2, ce qui a changé c'est la ligne 2, à la page 1; au lieu de retrouver huit cent quarante et un (841 000 $) à la ligne 2, vous retrouvez un million cent soixante-cinq point trois (1 165 300 $), donc la différence, c'est ce qu'on vient d'ajouter, le trois cent vingt-quatre mille




trois cents (324 300 $).




La ligne 7, alors le nouveau pourcentage est de sept point quinze (7,15 %) au lieu de six point six (6,6 %).




Et, à la ligne 8, le montant à être alloué aux activités non réglementées, c'est le nouveau pourcentage de sept point quinze (7,15 %) multiplié par le nouveau, les nouvelles charges applicables à l'ensemble des activités, un million cent soixante-cinq trois cents (1 165 300 $), donc le nouveau montant est de quatre-vingt-trois mille trois cents (83 300 $) au lieu de cinquante-cinq cinq cents (55 500 $).




Le deuxième élément est le traitement de * Billing Services + à GI-4, document 6.15, la page 2 de 3. J'aimerais vous expliquer ce que Gazifère a fait à ce niveau-là, pour répondre à la préoccupation de la Régie, à l'effet que Gazifère facture la location sur la même facture que le gaz.


6
Q.
Alors, si vous prenez GI-4, document 16,  un autre engagement qu'on a déposé, alors à GI-4, document 16, ça se trouve à être ce que Enbridge Consumers Gas paie par client pour le service de C.I.S., ça avait été une demande de l'ACIG, l'engagement 28.




Alors, à la première ligne, ici, vous voyez que Consumers Gas, pour l'an deux mille (2000), va payer dix et soixante-quatre (10,64 $) par facture ou par client, si vous voulez. 




Dans le petit paragraphe juste en bas, on vous dit que pour Gazifère, le coût est un peu plus élevé pour la simple raison que Consumers Gas, eux, ne paient plus pour... ne paient plus pour les activités non réglementées parce que les activités non réglementées, à partir du premier (1er) octobre quatre-vingt-dix-neuf (99), ont été transférées dans une autre compagnie.




(9 h 20)




Alors, la différence entre ce que Gazifère paie et ce que Consumers Gas paie, ce sont pour les activités non réglementés. Alors, si vous allez à GI-4, document 6.17, 6.17, à la page 3 de 4, à la colonne 3, on a les coûts aussi pour l'an deux mille (2000) pour CIS. Le huit et dix-sept (8,17) que vous voyez là prend en considération le fait que CIS va rentrer graduellement durant l'année. Si CIS était opérationnel à cent pour cent (100 %) au premier (1er) octobre, on aurait eu une charge additionnelle de soixante-neuf mille huit cent cinquante-quatre dollars (69 854 $).




Alors moi, ce que j'ai fait, j'ai remis le huit et




dix-sept (8,17) comme si le CIS était opérationnel toute l'année pour pouvoir le comparer avec le prix de Consumers Gas. Alors, en faisant ça, j'obtiens un prix de onze et vingt-quatre (11,24) par client. Puis sur la pièce que je vais vous distribuer, vous allez pouvoir retracer tout le calcul. Donc onze et vingt-quatre (11,24) versus le dix et soixante-quatre (10,64) de Enbridge Consumers Gas, si on fait la différence, c'est soixante sous (60 4) par facture, alors ce qui représente ce que ça nous coûte pour facturer le non réglementé à Gazifère.




Donc ce qu'on a fait, on a pris le soixante sous (60 4), on l'a multiplié par le vingt-deux mille sept cinquante-cinq (22 755), qui est le total des factures, pour arriver à treize mille six cent cinquante-trois (13 653). Donc on va transférer automatiquement, ou on va réduire nos coûts, de ce montant-là. Alors c'est un coût direct. J'ai vérifié avec madame Reynolds, qui est notre experte, nous, en allocation du coût de service et qui me dit que c'est exactement ce qui se passe ici.




Maintenant pour le * Billing Services +, à moins d'une étude de coûts complets ou de * fully allocated cost study +, on ne peut pas le répartir, suite à des conversations ou des discussions avec madame Reynolds. Par contre, on propose de prendre le




pourcentage qui est appliqué à CIS, qui est le point soixante sous (0,60 $), sur le onze et vingt-quatre (11,24) qu'on paie et de l'appliquer aux * Billing Services + au moins pour l'année de transition jusqu'à ce qu'on fasse l'étude de coûts complets. Selon madame Reynolds, c'est raisonnable de procéder ainsi.




Alors si on fait ça, ça nous amène à un pourcentage de cinq point trente-trois (5,33) et à six point quinze (6,15), vous allez voir que pour * Billing Services +, c'est trois cent cinq mille cent (305 100). Alors si j'applique cinq pour cent (5 %) à ce montant-là, ça veut dire que j'ai un seize mille deux cent quatre-vingt-six (16 286) que Gazifère va complètement retirer pour ces services-là.




Alors j'aimerais déposer la pièce GI-4, document 7 (révisé), qui va vous montrer exactement ce qui se passe.




GI-4, DOC.7 (rév.) :
Document révisé.




LE TÉMOIN :




Alors si vous prenez la GI-4, document 7 que je viens de vous distribuer, vous allez voir que jusqu'à la ligne 10, c'est exactement ce qu'on avait déposé originalement. Alors, à la ligne 12 et 13, vous voyez




l'allocation pour le CIS et pour le * Billing Services +; alors on enlève tout près de trente mille dollars (30 000 $). Donc si je soustrais la ligne 10, colonne 2, le un million trente-trois point huit (1,033.8 M) moins ce qu'on va appliquer, retirer pour le non réglementé, on aboutit avec un nouveau total de un million quatre (1,004.0 M), à la ligne 14. Et c'est ce qu'on va additionner à notre formule maintenant. Et les notes que vous voyez en dessous vous donnent le détail du calcul que je viens de vous expliquer.




Alors là, j'aimerais ça juste vous ramener à la pièce GI-4, document 6.15, juste pour récapituler, pour voir un peu, au total, qu'est-ce qui arrive.




LE PRÉSIDENT :




Je pensais que vous étiez pour dire pour voir si on a compris. C'est ce qui vous a passé par, c'est ça qui vous a passé par la tête...



R.
Alors si nous allons à la page 2 du document 6.15, Vous avez, dans la première colonne, si je regarde * Administration +, il y a cent cinquante-cinq mille point un (155 000.1). De ce montant-là, on a retiré ce qui était directement attribuable aux activités non réglementées, c'est-à-dire le * Operation Services + de dix mille (10 000) et le * Meter Reconditioning + de trente-trois mille sept cents




(33 700). Donc il reste cent onze mille quatre cents (111 400) qui a été inclus dans le montant de un million cent soixante-cinq mille (1 165 000) à répartir.




Le * Billing Services +, qui est juste en dessous, si on prend la colonne 2, Gazifère a imputé à CIS, on a retiré du cent quatre-vingt-cinq mille sept cents (185 700) le montant directement attribuable à la facturation des activités non réglementées. Pour le * Billing Services +, le trois cent cinq mille cent (305 100), on a retiré le même pourcentage qu'on a appliqué à CIS, qui est le cinq point trente-trois pour cent (5,33 %); donc on a retiré tout ce qui était non réglementé de cet élément-là aussi.




* Information Services +, qui est juste en bas, le cent vingt-quatre mille deux cents (124 200), j'avais mentionné à maître Plourde, la semaine dernière, que j'essaierais de faire un partage; c'est possible mais c'est difficile, alors à cause de la difficulté, on a décidé de le laisser entièrement à être partagé. Donc ce montant-là de cent vingt-quatre mille deux cents (124 200) se retrouve aussi dans le montant de un million cent soixante-cinq mille (1 165 000) à être partagé.




Et les autres frais que vous voyez pour * Operation




Department +, ça, c'est entièrement réglementé. Alors ça, c'est les frais pour notre équipe de Ottawa qui nous aide en cas d'incidents, des choses comme ça, ce sont des services qui nous sont rendus lorsqu'on y fait appel. Alors c'est entièrement réglementé.




Alors c'était juste pour répondre à la préoccupation de la Régie, à savoir est-ce qu'on alloue les coûts de façon raisonnable. Alors je pense qu'avec ça, on a répondu à toutes les préoccupations de la Régie et on a suivi vos conseils de soit les inclure dans des frais à être partagés ou les exclure complètement.




Enfin, Gazifère a aussi retiré, de sa base, les charges réglementaires telles que les frais légaux, les frais des intervenants, les transcriptions, les techniciens, les interprètes et la traduction, ce qui représentait quatre-vingt-sept mille trois cents (87 300) dans la cause tarifaire dix-neuf cent quatre-vingt-dix-neuf (1999).




Alors là, j'aimerais déposer la pièce GI-4, document 1, qui se trouve à être l'impact de ces changements sur la formule et donc sur les charges d'exploita-tion.




GI-4, DOC. 1 :

Document intitulé * Calculation of Operating and Maintenance






Expenses (O&M) on a Global Basis - Rate Case 2000 - Revised 1999-12-10 +.




LE TÉMOIN :



R.
Alors si vous prenez cette pièce-là à la page 2, je vais tout simplement vous indiquer les changements que nous avons apportés. À la ligne 5, c'est ce qui a été alloué aux activités non réglementées, donc au lieu de voir cinquante-cinq mille cinq cents (55 500), vous voyez quatre-vingt-trois mille trois cents (83 300). À la ligne 11, c'est un nouvel élément qu'on avait discuté lors des audiences à l'effet de retirer les dépenses réglementaires sur lesquelles Gazifère n'avait pas de contrôle, alors quatre-vingt-sept mille trois cents (87 300). Donc la base est réduite de cent quinze mille cent dollars (115 100 $).




Alors si vous allez à la page 1, la note 2 pour la croissance, alors ici Gazifère a mis à jour le nombre moyen de clients réels, puisqu'il est disponible, alors c'était vingt-deux mille cent vingt et un (22 121). Je vous rappelle qu'on avait budgétisé vingt-deux mille cent vingt-deux (22 122).




LE PRÉSIDENT :




Est-ce qu'il y a un point, là?



R.
On est bons.




LE PRÉSIDENT :




Vous êtes bons...




Me MARC-ANDRÉ PATOINE :




Ce n'est pas ça qui justifie la nouvelle requête amendée.



R.
C'est ça. Vous allez remarquer que Gazifère n'a pas changé le nombre d'addition de clients. À l'engagement 36 de la Régie, la Régie nous avait demandé de calculer les additions de clients en utilisant la moyenne, la moyenne au trente (30) septembre deux mille (2000) et la moyenne au trente (30) septembre dix-neuf cent quatre-vingt-dix-neuf (1999). Alors, à GI-4, document 2.8, vous avez le résultat de ce calcul. On disait, en audience la semaine dernière, que c'était probablement une meilleure méthode puisque ça prenait en considération le moment où les clients arrivaient sur le système. Gazifère a laissé à la Régie le soin d'opter pour la méthode qu'il jugerait préférable, alors nous sommes restés avec les additions de clients telles que présentées.




L'autre élément qui a changé, nous avons mis à jour l'inflation puisque nous avions dit que la formule refléterait l'inflation au mois d'août dix-neuf cent quatre-vingt-dix-neuf (1999). Donc au lieu de voir un point six (1,6), vous voyez le un point soixante-cinq




(1,65). Alors le résultat de la formule, c'est trois millions huit soixante-dix-neuf point quatre (3 879.4). Les * Management Fees + pour l'an deux mille (2000), alors c'est ce que vous avez, le nouveau montant à GI-4, document 7, un million quatre (1,4 M), pour des charges totales d'exploitation de quatre millions huit cent quatre-vingt-trois mille quatre cents (4 883 400) versus le cinq millions trente-deux (5,32 M) auparavant. Donc vous avez un écart de cent quarante-huit mille six cents (148 600) à ce niveau-là.




Alors nos revenus additionnels requis passent donc de quatre cent neuf mille (409 000) à deux cent cinquante et un mille (251 000), tel qu'indiqué à l'allégué 9 de notre requête du dix (10) décembre. Et le tout est dû à l'ajustement de tous ces éléments-là. L'écart total est de cent cinquante-huit (158) mais il y a toutes sortes d'autres petits éléments qui viennent jouer, alors c'est le résultat ou l'impact sur nos revenus additionnels requis.




Ça termine ma présentation.




LE PRÉSIDENT :




Merci, Madame Parent. 


7
Q.
Est-ce que vous pouvez me rappeler quel était le revenu additionnel requis, le premier chiffre que




vous avez mentionné?



R.
Quatre cent neuf mille (409 000).




LE PRÉSIDENT :




Quatre cent neuf mille (409 000)?



R.
Oui.




LE PRÉSIDENT :




O.K. Merci. Est-ce qu'il y a des questions de clarification de la part des intervenants? Maître Plourde, o.k., après ça, maître Pepin.




Me NICOLAS PLOURDE :




Nicolas Plourde, pour l'ACIG. Juste une petite question de clarification.




CONTRE-INTERROGÉE PAR Me NICOLAS PLOURDE :


8
Q.
Je ne suis pas certain d'avoir la bonne requête tarifaire qui précédait celle déposée ce matin, est-ce que c'est bien celle datée du vingt-trois (23) septembre?




(9 h 35)




Me PIERRE PAQUET :




Oui.




Me NICOLAS PLOURDE :


9
Q.
C'est parce que je regarde le paragraphe 9, par exemple, où on indiquait le revenu additionnel requis




au montant de trois millions deux cent dix-huit mille dollars (3 218 000 $). Je vois qu'il y a des écarts importants, là, je ne comprends pas, alors que vous venez de nous mentionner que c'était plutôt de l'ordre de quatre cent mille (400 000)?



R.
Vous vous souviendrez que Gazifère avait déposé devant la Régie une requête de pass-on. Alors, suite à une modification du tarif 200, puis à l'approbation du tarif 200 par le Ontario Energy Board, alors, c'est l'impact de ça qui n'avait pas été mis à jour.


10
Q.
D'accord, je comprends. Merci. 




QUESTIONS DE LA RÉGIE




LE PRÉSIDENT :




Donc, deux cent cinquante et un (251) inclut la décision sur le pass-on, c'est ça que vous dites, là, l'impact du pass-on?



R.
Oui, parce que maintenant que le pass-on a été approuvé, ça se trouve à être inclus dans les tarifs en vigueur, si vous voulez.


11
Q.
Ça fait que si je prends mon propre historique, initialement, c'était un million quatre cent soixante-seize mille (1 476 000), ça avait été ajusté au mois de septembre à trois millions deux cent dix-huit mille (3 278 000). Là, vous prenez en considération et le pass-on et les points qu'on mentionne ce matin. Et ça nous amène à deux cent




cinquante et un mille (251 000), c'est ça?



R.
C'est exact.




LE PRÉSIDENT :




Parfait. Allez-y.




Me MARC-ANDRÉ PATOINE :


12
Q.
Madame Parent, l'impact du pass-on se retrouve où dans les documents que vous nous avez apportés ce matin? Est-ce qu'il y en a là-dedans, dans les feuilles bleues que vous nous avez remises?



R.
Non. Si vous regardez votre GI-1, document 1...


13
Q.
Oui...



R.
Dans la première colonne, dans le coût du gaz, la deuxième ligne, il est déjà inclus, là.


14
Q.
Le pass-on?



R.
Oui. C'est comme je disais, il est inclus dans les tarifs en vigueur.




LE PRÉSIDENT :




C'est là qu'on retrouve le quatre cent neuf mille (409 000)...



R.
Oui.


15
Q.
Quand vous aviez déposé ça, la base de livraison incluait le pass-on, le trente-huit mille (38 000)...



R.
Exactement.


16
Q.
Le trente-huit millions (38 M), c'est-à-dire...



R.
L'impact était à peu près de deux millions sept cent




mille (2 700 000) sur la cause tarifaire.


17
Q.
Et c'est le cheminement qui nous amène à deux cent cinquante et un mille (251 000) aujourd'hui?



R.
Exactement.




LE PRÉSIDENT :




Maître Pepin, oui. C'est impressionnant, ça, avec le computer en plus de ça. On est rendu à l'an deux mil (2000).




CONTRE- INTERROGÉE PAR Me BENOÎT PEPIN :




En autant qu'il ne lâche pas le trente et un (31).


18
Q.
Une petite question de clarification. J'ai entendu votre témoignage tout à l'heure concernant la pièce GI-4, document 7. Il y avait deux ajustements qui étaient faits sur la charge d'un million trente-trois mille (1 033 000) pour la diminuer à environ un million quatre (1,4 M). Donc, j'arrondis à trente mille (30 000). *Billing services CIS+, puis "billing services billing". Est-ce que j'ai bien compris de votre témoignage qu'il s'agissait là de charges qui étaient spécifiquement reliées aux activités non réglementées et que vous avez donc quantifiées, puis extraites?



R.
Oui. C'est que pour la ligne 12, pour le CIS, on est capable d'aller chercher le montant exact par facture. Alors, c'est vraiment une imputation directe du montant réel imputable pour les activités non




réglementées. En ce qui a trait au * billing +, il faudrait qu'on fasse une allocation de coûts complets pour pouvoir savoir le montant exact à imputer. Donc, on est allé chercher une approximation, puis ce qu'on a utilisé, c'est le pourcentage du CIS, le soixante sous (60 4) par rapport au onze et vingt-quatre (11,24) qu'on payait.


19
Q.
Donc, je vais prendre à ce moment-là juste le CIS. Pour celui-là, vous avez quantifié un montant marginal, disons ce que ça coûte de plus à ce que vous payez pour le CIS, pour les activités purement non réglementées, et vous avez extrait donc un coût additionnel marginal de treize mille piastres (13 000 $). Je veux juste comprendre la mécanique par laquelle vous êtes arrivés, là...



R.
Bien, ce que moi, j'ai compris, là, vous pouvez peut-être... c'est parce que je ne suis pas une spécialiste dans les coûts. Ce que j'ai compris de madame Reynolds, c'est que la compagnie qui va facturer soit pour le réglementé ou le non-réglementé facture par ligne, si vous voulez, de facturation.


20
Q.
Fonctionnalité, disons, dans le système, j'essaie de comprendre?



R.
J'imagine, mais je ne pourrais pas me prononcer là-dessus, là. Alors, ce qui est imputé directement, le coût par facture pour le non-réglementé, c'est le soixante sous (60 4), c'est ce qu'on paierait réellement.


21
Q.
C'est ça. Donc, vous me dites si vous n'aviez pas d'activités non réglementées, vous paieriez soixante sous (60 4) de moins pour ce service-là...



R.
C'est ça.


22
Q.
Puis comme vous ajoutez ça en plus, le coût additionnel supplémentaire, c'est soixante sous (60 4), donc treize mille piastres (13 000 $)?



R.
C'est ça, c'est ça.


23
Q.
Si ces activités-là sont des coûts pour des activités purement non réglementées, est-ce que - je vais juste prendre mon document - ce ne sont pas des charges d'exploitation aux activités purement non réglementées qui auraient dû être ajoutées au deux cent soixante-dix-sept mille (277 000) à ce moment-là, le treize mille dollars (13 000 $). Ce n'est pas un coût alloué, c'est un coût marginal additionnel?



R.
Ah oui, vous avez raison.


24
Q.
Et à ce moment-là, à GI-4, document 2, ligne 3, dans les charges d'exploitation reliées aux activités non réglementées, on devrait ajouter un treize mille dollars (13 000 $)?



R.
Oui.




LE PRÉSIDENT :




Et seize mille (16 000), je présume, aussi? Ça serait la même logique pour le seize mille dollars (16 000 $) dans ce contexte-là, parce que c'est le même... si on prend la même approximation, donc on




devrait faire deux cent soixante-dix-sept (277) plus treize (13), plus seize (16)?



R.
Oui.


25
Q.
Et là, ça deviendrait le nouveau diviseur?



R.
Oui, oui. J'ai complètement - on a complètement oublié ça, merci.




Me BENOÎT PEPIN :




Non, c'est moi qui vous remercie.




LE PRÉSIDENT :




Donc, on pourrait prendre l'engagement tout de suite de réviser cette pièce-là en conséquence...



R.
Oui. Puis s'il y en a d'autres comme ça, là, on apprécierait...




Me BENOÎT PEPIN :




Ah, mais n'ayez crainte.




ENGAGEMENT 37 :
Réviser la pièce GI-4, document 2.


26
Q.
Ensuite, GI-4, document 1...




LE PRÉSIDENT :




Excusez, ça serait l'engagement 37.




Me BENOÎT PEPIN :




GI-4, document 2. Il y a peut-être d'autres pièces accessoires dans le calcul, là, mais à toutes fins pratiques, c'est...




LE PRÉSIDENT :




Peut-être si on parle de l'inclusion du treize mille (13 000 $) et du seize mille dollars (16 000 $) pour le total...



R.
C'est beau.




Me BENOÎT PEPIN :


27
Q.
L'autre chose que je veux être sûr de bien comprendre aussi, c'est votre traitement des dépenses reliées aux causes, aux dépenses des intervenants...



R.
Oui.


28
Q.
... puis des frais de procureurs, des choses comme ça. Vous en traitez à GI-4, document 2, page 2, ligne 11, quatre-vingt-sept mille trois cents dollars (87 300 $). Ce que je veux savoir maintenant, c'est ce montant-là est relatif aux dépenses de l'exercice précédent?



R.
Oui.


29
Q.
Ce n'est pas un budget qui s'en vient, ce sont des dépenses encourues pour l'an passé, des dépenses réelles?



R.
Non, ce n'est pas des dépenses réelles. C'est les dépenses qui avaient été incluses dans notre budget




quatre-vingt-dix-neuf (99), dans la cause quatre-vingt-dix-neuf (99) pour ces éléments-là.


30
Q.
D'accord, d'accord. Donc, ce sont des dépenses ou votre prévision des dépenses pour l'audition de l'an passé?



R.
C'est ça.


31
Q.
Est-ce que vous avez... à ce moment-là, je vais commencer par une autre chose. Ces dépenses-là, vous allez, vous, les récupérer dans les coûts de cette année et dans l'augmentation des dépenses que vous demandez cette année, les coûts encourus pour l'an passé?



R.
Attendez, là...


32
Q.
Laissez-moi vous formuler la question plus largement...



R.
Oui, oui, oui oui, vous avez raison.


33
Q.
Donc, les dépenses pour payer pour la cause de l'an passé vont être récupérées dans les tarifs de cette année, dans le deux cent cinquante et un mille (251 000) additionnel que vous demandez?



R.
Ah non non non non. Les dépenses de l'an passé pour la cause quatre-vingt-dix-neuf (99) vont être récupérées à la fermeture des livres quatre-vingt-dix-neuf (99). Elles sont incluses là, là.


34
Q.
J'essaie de bien vous suivre, là. J'essaie de savoir en fait dans les tarifs de quelle année vous allez récupérer ces dépenses-là de quatre-vingt-dix-neuf (99)?



R.
Quatre-vingt-dix-neuf (99).


35
Q.
O.K. Parce qu'il y avait déjà un budget qui était alloué pour ça?



R.
Parce qu'elles sont dans les tarifs, puis habituellement, ce qu'on fait, c'est que les frais d'une cause sont récupérés dans l'année qui... la même année.


36
Q.
Maintenant, pourquoi enlevez-vous les activités réglementaires ici à la pièce GI-4, document 1, page 2?



R.
Parce que pour l'année... c'est parce que maintenant on va calculer nos dépenses d'exploitation selon une formule. La base de départ est dix-neuf cent quatre-vingt-dix-neuf (1999), si, moi, je veux inclure mes charges de la cause deux mil (2000) dans un compte d'écart, il ne faut pas que je les récupère deux fois. Donc, je les exclus de la base complètement.


37
Q.
Est-ce que c'est parce que vous voulez le traiter comme un Z factor?



R.
Moi, je vais le mettre dans un compte d'écart et je vais rentrer réellement ce que Gazifère aura encouru pour ces frais-là. Alors, en deux mille (2000), ce qui arrivera, c'est exactement ce qu'on aura encouru qui sera rajouté, puis c'est tout. On récupère ni plus, ni moins. Ça serait...


38
Q.
Et les frais de la cause tarifaire de cette année seront-ils récupérés dans les tarifs de deux mil (2000) ou seront-ils à ce moment-là reportés au tarif




de deux mil un (2001)? Est-ce que vous faites un report dans le temps?



R.
Ce qui arrive, c'est qu'on va employer la même méthode que Gaz Métropolitain, puis eux ils compilent leurs frais du premier (1er) mars d'une année jusqu'au vingt-huit (28) février de l'année d'après, puis tout ce qui aura été accumulé qui sont des frais qu'on a énumérés seront inclus dans la prochaine cause tarifaire.


39
Q.
Donc, cette année, vous ne prévoirez aucune dépense réglementaire...



R.
Non.


40
Q.
Et vous ne récupérerez dans les tarifs rien relatif aux dépenses réglementaires?



R.
C'est exact.


41
Q.
Et l'an prochain, on va avoir une augmentation relative à ce poste-là?



R.
Oui, mais minime fort probablement parce que tous les autres coûts vont être passés en quatre-vingt-dix-neuf (99), là, oui.


42
Q.
O.K...



R.
Oui.


43
Q.
Maintenant, je sais que c'est un sujet dont on a traité quand même assez largement, mais malheureusement, il y a peut-être une question qui m'a échappé. À la pièce GI-4, document 6.15, à la page 2, à la section du bas, * Operation Department +, vous y avez fait allusion dans votre




témoignage ce matin pour indiquer que toutes ces dépenses-là étaient des activités purement réglementées. Est-ce que vous seriez assez gentille de me rappeler - vous l'avez peut-être déjà fait, mais je ne me rappelle pas - la deuxième ligne, * Operations administration +. Quels sont les services que vous acquérez de Enbridge Consumers Gas pour ce montant-là, vingt-cinq (25) ou quarante mille dollars (40 000 $), quel qu'en soit le coût, je veux la description des services?



R.
On avait eu un engagement de la part de l'ACIG... ah bon. Si vous allez à GI-4, document 6.15.1, c'est l'engagement 33...


44
Q.
D'accord?



R.
Alors, ce qui arrive ici, c'est la planification du réseau, la portion non capitalisée de vingt mille sept cents (20 700) et le programme de défection de la corrosion de dix-neuf mille huit cents (19 800).


45
Q.
Parfait. 




LE PRÉSIDENT :




Merci, Maître Pepin. Donc, ça clôt toutes les questions de clarification avant qu'on poursuive avec monsieur Todd et Option Consommateurs. Est-ce que la Régie a des questions? Non... Très bien, merci. 




Me PIERRE PAQUET :




Merci.




LE PRÉSIDENT :




Merci, Madame Parent.




ET LE TÉMOIN NE DIT RIEN DE PLUS.


____________________




(9 h 50)




LE PRÉSIDENT :




Donc, on va procéder avec vous et votre témoin, Maître Pepin.




Me BENOÎT PEPIN :




Pendant que monsieur Todd s'installe, je veux peut-être juste attirer votre attention sur les documents que je vais lui demander d'avoir avec lui qui sont son premier rapport d'expert du mois d'août, je crois, qui porte sur les activités d'allocation des coûts entre les activités réglementées et non réglementées, qui avait déjà été coté comme pièce OC‑3. Vous aurez besoin aussi de son dernier document sur la formule d'allocation, la formule des dépenses d'opération qui est datée du onze (11) novembre, qui n'est pas cotée encore, ainsi que les réponses à certaines questions écrites des intervenants et vous noterez tout de suite l'erreur dans le titre, ça avait été indiqué par erreur dans le formatage du document, puis j'en suis responsable, ce n'est pas relatif à la cause tarifaire de SCGM, mais bien




relatif à la cause tarifaire de Gazifère. Je l'avais indiqué au greffe, mais je veux tout de même le porter à votre attention. Ce sont les trois documents sur lesquels monsieur Todd témoignera ce matin.




LE PRÉSIDENT :




Donc, on devrait coter immédiatement celui qui n'est pas... c'est les réponses?




Me BENOÎT PEPIN :




Oui, en fait, je pensais le faire dans le cadre de mon interrogatoire en chef.




LE PRÉSIDENT :




O.K.




Me BENOÎT PEPIN :




Je vais demander l'aide de Madame la greffière de m'indiquer à quelle cote on va être rendu...




LE PRÉSIDENT :




Vous n'avez pas la liste, je pense qu'on est rendu... je pense qu'il y avait 5.




Me BENOÎT PEPIN :




Cinq (5) avait été, je crois, le dernier document que nous avions coté de notre part... Maître Rondeau me fait signe que oui.




LE PRÉSIDENT :




Maître Patoine doit avoir ça... pendant que maître Patoine cherche, je vais vous donner la réponse, OC‑5, on serait rendu...




Me BENOÎT PEPIN :




On serait rendu à 5 ou on avait déposé 5 la dernière fois?




Me MARC-ANDRÉ PATOINE :




Moi, j'ai 5.




Me BENOÎT PEPIN :




On est rendu à 6. C'est ça, je pense qu'on est rendu à 6. Je vais vous demander d'assermenter le témoin, mais je vous suggère peut-être de ne pas procéder à sa qualification puisqu'il a déjà été qualifié dans cette cause-ci comme expert. Si la Régie ou les intervenants le requièrent, je le ferai, mais il me semblait qu'il vous avait déjà entretenu sur ses qualifications et nombreuses expériences relatives à son témoignage devant des Offices comme celui-ci.




LE PRÉSIDENT :




Est-ce qu'il y a des commentaires de la part des intervenants ou de Gazifère, non? Très bien, ça fait qu'on va garder la même reconnaissance.




In the year nineteen hundred and ninety-nine (1999), on this thirteenth (13th) day of December, PERSONALLY CAME AND APPEARED:




JOHN D. TODD, Economist, Ecoanalysis Consulting Services, residing at 214 King St. West, Suite 214, Toronto, Province of Ontario;




WHOM, after having made a solemn affirmation, doth depose and say as follows:




EXAMINED BY Me BENOÎT PEPIN :


46
Q.
As I mentioned to the Board, Mr. Todd, since you have already been qualified as an expert in this proceeding, we will not go through that portion of your evidence again. I will ask you to take before you three documents, which is the first piece of evidence that you filed in this proceeding concerning the sharing of unforecasted earnings. The first one has already been given an exhibit number which is OC‑3. I will ask you to take before you the second or the last piece of evidence that you filed, dated November eleven (11) on the PBR issues, and responses to questions that have been addressed to Option Consommateurs and ACEF on your piece of evidence of November eleven (11).




I will first ask you to confirm that these documents




have been prepared by you or under your supervision for you...



A.
Yes, they have.


47
Q.
Do you wish to make corrections to this evidence, these documents?



A.
There are no corrections, there are a few minor typographical errors, but nothing of significance and, of course, there have been a number of updates to the numbers filed by Gazifère which would change some numbers in the evidence, but not in a way that affects any of the statements being made.


48
Q.
Fine. And I will ask you to adopt these documents as a portion of your direct evidence today?



A.
I so adopt them.


49
Q.
And I will ask them to be given an exhibit number which would be OC-6 for the evidence of November eleven (11), and OC-7 for the answers to written questions.




PIÈCE OC-6 :
Preuve du 11 novembre 1999.




PIÈCE OC-7 :
Réponses aux questions écrites.




Now, Mr. Todd, do you wish to add a few comments to present these pieces of evidence before I ask you a few further questions on issues which arose during these proceedings?



A.
Yes, I am prepared to provide a summary and overview




of the evidence that has been filed. There are two issues which are being addressed today, which are split between the two pieces of evidence. The first addresses the allocation of cost between regulated and non-regulated activities. You will find that in the first piece of evidence that is addressed in questions 7 and 8, questions and answers, 7 and 8.




For clarification of the difference between the approach that I am taking and the approach that Gazifère has taken, I want to emphasize that the different approaches are premised on really two different views or different mind-sets, in my view. The first, the Gazifère view, I would characterize as being reflective of the traditional market building approach to the pricing of non-regulated services.




This approach assumes that there are no competitive alternates available, expected or desired. The utility therefore provides services that would otherwise not be available and they are being provided in order to build demand for natural gas. That was the old approach. The purpose was to increase utilization of the utility's facilities which is a benefit to all. And because there is no competition or prospect of it expected, then it is clear there is no detrimental impact on competitors and it does not inhibit competitive entry.




Therefore, the strategy is simply to provide ancillary services as cheaply as possible to stimulate the market and it is therefore quite acceptable or considered acceptable, in the traditional view, to allow distribution services to carry the cost of common overheads.




Now, clearly taking this approach provides an incentive to minimize direct costs. Therefore, you rely on common services. And it influences over time the way the company structures itself and the way the market develops.




(10 h)




What I would characterize as the contemporary view, or the level plane field approach, it comes about from assuming we have a relatively mature marketplace, where it is important to avoid any competitive pricing of non regulated services and therefore, those services should bear the full cost or their full share of costs of utility operations overhead cost.




This provides for a level plane field both between the utility and actual or potential competitors, providing similar, services similar to the non regulated services and it provides a balance or a level plane field, if you want, between non regulated and regulated services, equal similar pricing




approach.




It may be noted that with a move to competition, the CRTC adopted an imputation test. That imputation test set as a price floor the marginal cost of services being provided by the utility, but it's still required that the competitive segment, or the competitive services as a grouping, still were expected to recover their fully allocated cost any shortfall was the responsibility of the company or the shareholder.




This approach provided for pricing flexibility to respond to competition, but still required the non regulated, non-utility services to recover their fully allocated cost.




So, even in the most aggressively competitive regulated environment, which Telecom, I believe, is, there's still this expectation of non regulated or... yes, non regulated activities to be allocated fully allocated costs.




Clearly, one of the implications of this, that some utilities object to, is that particularly in the absence of pricing flexibility, the fully allocated approach encourages separation, there's removal of the unregulated services from the utility, unless




there are very significant economies of scope.




So, my concern with the Gazifère approach on this issue is that it reflects a continuation of the traditional market building mind-set and I would suggest that it's time to move on to the level plane field mind-set, as it has being done in other jurisdictions and for other companies.




What my evidence focuses on in terms of illustrating that point is set out in the two figures that appear at the end of the evidence. I set that out just because it's... I find it a little bit complicated figuring out exactly what they're doing and I set these diagrams out to help explain the difference between their approach and what I am suggesting as a fully allocated costing approach.




If you turn to that final page of the evidence, which is the diagram, at the top is figure 1, called * The Schematic of Gazifère's Proposed Methodology + and it shows that the total O&M of little over five million dollars ($5 M), is splitted between administration and non-administration O&M.




The non-administration O&M on the right-hand side is further divided by taking out all of the direct costs of non regulated activities and then leaving all the




other costs, the costs of regulated activities and what I would call common costs, those that are -- any costs that are not directly related to non regulated activities, in a second bundle which is the two and a half million dollars ($2.5 M).




On the other side, the administration costs are subdivided into the direct cost of regulated activities and costs for... and other costs, so again, those would be costs for non regulated and would include some common costs.




Now, what the company has done, as I read the evidence, is that it has allocated to the non regulated side, first that box in the third row, called * Non Regulated Activity + the two hundred and seventy-seven thousand dollars ($277,000) -- I believe these numbers have been updated, but I'll go with the numbers in my evidence, just to illustrate.




The direct non administrative costs, that are directly related to non regulated activities is called non regulated and then, it takes the eight hundred and forty-one thousand ($841,000) of costs for other activities, on the administration side, and allocates them in the proportion that is given by dividing the non regulated, non admin. O&M costs, by the sum of everything other than the administrative




other activities costs.




In other words, it's taking the non regulated activity box, the two seventy-seven ($277,000) and dividing it by the sum of the items in the dotted box.




Now, my observation on that is this is an approach which essentially minimizes the estimate of the incremental costs of non regulated activities. It could be argued that a more logical approach, even to looking at incremental costs, would be to take the split of non admin. O&M, direct non regulated activities, over other non admin., and applying that percentage to admin. costs, but they have taken out direct and -- direct cost regulated activities and lumped it in.




It creates a very confusing approach, but the essence of it is that they're attempting to estimate incremental costs or direct costs.




They're saying, how, what would be the dollars of O&M costs that could be avoided if we remove the non regulated activities and reduce our cost by only those people who are directly working on or other costs that are directly related to non regulated activities, no allowance for, if the non regulated




activities are moved out, there could be a shrinking of the common overhead costs and certainly no recognition of the normal cost allocation procedures that underpin a fully allocated costing methodology.




In comparison, a fully allocated costing methodology is set out on figure 2. Under that approach, you could still take the total O&M and split it into admin. and non admin., with each of those, through a cost allocation study, you would identify the direct cost related to regulated activities and non regulated activities.




So, you could do that for administrative costs and for non administrative costs and what you'd have left is a block of common costs, and you see under non admin., in the centre of common non admin. O&M, and under administration, there's a common admin., those costs would then be allocated out to non regulated and regulated activities.




That is essentially the mechanism that is used for allocating costs to different classes of customers or different activities that are regulated. You allocate direct costs to specific activities and then you allocate a share of common costs.




It is clear that we do not have the evidence on the




record to go through fully allocated costs as set out in figure 2.




So, the key issue is, should the absence of evidence be a reason for using an incremental costing approach or should the Régie adopt an alternative approach which approximates a full allocation of costs, and I would suggest that we should do the best we can to come up with a proxy for the fully allocated costing methodology, if the company does not like the resulting allocation, then it could undertake to bring further evidence to refine and make more precise the fully allocated costing method in a subsequent rate case.




Using revenues would be a way to approximate the relative scale of regulated and non regulated activities and to divide the costs between the two classes of activities.




It would rely on information that is on the record, we know the revenues for regulated and non regulated activities and therefore, that would be a practical way to split the cost between the two classes of activities.




It would not be a true fully allocated costing methodology worked up from the bottom, but it would




be a better approximation of that than the use of an incremental costing approach.




Furthermore, as I just mentioned before, the company clearly would have the option of coming with a fully allocated costing study in the future.




To move on to the most recent piece of evidence, on the PBR issues, exhibit OC-6, the proposal of Gazifère is similar to the targeted PBR mechanisms that have been adopted for energy companies, in other Canadian jurisdictions, in particular West Kootenay Power was the first, it was negotiated in nineteen ninety-five (1995), a regime was put in place for ninety-six (96) to ninety-eight (98), there's an extension of that regime in ninety-nine (99) and just recently, there was a negotiation of a further extension of that regime for three years.




It has O&M targets, similar to that proposed by Gazifère, it has a sharing of excess revenues on a fifty-fifty (50-50) basis, it has service quality indices, it also has a mechanism for targeting capital costs, sets reference points for costs in most categories and for certain unusual costs, they're treated outside the mechanism, in effect of Z factors.




The West Kootenay Power mechanism uses actual growth and inflation rates, in that, at the end of the year, they do a reconciliation, using actual growth and actual inflation, to determine or update the targets for the year, which is clearly not being proposed by Gazifère.




The B.C. Gas mechanism, which was negotiated in nineteen ninety-seven (1997) and applies to ninety-nine (99) through two thousand (2000) period, was similar to the West Kootenay mechanism, except giving that discussions took place somewhat later and was built on the experience of West Kootenay Power, there was adopted a three-year phase-in mechanism for variances between actual and targeted capital costs, which did not exist in the West Kootenay mechanism. That was reflective of concerns that there was insufficient incentive around the capital side of the company's costs and there was an effort to address that.




It's clear that in the Gazifère proposal, there is no attempt to provide for an incentive on the capital side, there are, I say through the B.C. Gas mechanism, there's a precedent of one that could be adopted.




The three-year phase-in means that if the company




overspends on capital, the overspending relative to target is not reflected in the rate base fully until three years later, though B.C. Gas mechanism does use forecast growth and inflation numbers similar to the Gazifère proposal




The Enbridge methodology is also quite similar, which was the result of a decision earlier this year and applies to the years two thousand (2000) and two thousand and two (2002), it was seen, the decision of the OEB shows and was seen as a step in the direction of full PBR, the OEB accepted the mechanism but it did change some features of it, in particular it increased the stretch factor.




The OEB is clearly in the mode of adopting as much PBR as possible and I would suggest that it was going to take advantage of any PBR mechanism that was offered to it, although it was clear that the Ontario Energy Board is seeking for the company to come back with a comprehensive PBR proposal at the end of the three-year cycle.




(9 h 35)




Incidentally, the OEB, on the electricity side is also adopting comprehensive PBR mechanisms for electric distribution utilities.




Just to summarize my comments on the specific




characteristics of the mechanism being proposed, one item is the target costs, there is a formula established, inflation plus growth minus productivity. This is, at the conceptual level, pretty standard, no real comments on that. The starting point is adjusted base year costs; that is also a fairly standard approach. The inflation measure being used is the Canadian CPI, both in British Columbia and in Ontario, provincial consumers price indices are used.




It is also, I think, generally recognized in discussions that utility price index would be preferable, but one does not exist that is independent and available. There are -- the use of CPI can be a significant problem, in particular if interest rates and inflation were to increase significantly, it would prejudice the company because CPI would underestimate the cost impact on the company's costs because CPI does not contain much in the way of capital costs, relative to the capital costs that a utility bears.




This is particularly important in the context of a comprehensive PBR package which both I and Johannes Bauer, who you will be hearing from tomorrow, are saying should be the next step. 




The growth factor, they are using forecast growth. There is some debate about what is an appropriate estimate and certainly the experience in the last few years with PBR mechanisms has been that there have been occasions when growth, actual growth, has been significantly different from forecast growth.




With BC Gas, for the last couple of years, actual growth has been exactly in the area of a percentage to a percentage point and a half below the forecast growth. So, to use a forecast of growth, particularly a very high one like Gazifère is assuming, is a potentially risky approach to adopt without some reconciliation after the fact, as is done with the West Kootenay mechanism.




Also Gazifère assumes a linear relationship between growth and costs. However, there is significant evidence that there is in fact natural economies of scale and just pure logic looking at the cost items in a utility, many costs are pretty much fixed relative to customer growth and therefore, you know, maintenance of computer systems, things like that, can be -- which are part of O&M -- do not vary with customer growth, in particular in the short run and with a small company, a lot of growth can be accommodated with existing staff and existing overhead costs in particular.




This reality of some natural economies of scale is not reflected in Gazifère's proposal and there's very limited empirical support for this assumption. The productivity offset is always a very controversial element of any PBR proposal. The number used for productivity offset in British Columbia was just straight negotiated, it was not based on any sort of empirical evidence.




The CRTC, when it set up its price cap regime, used  total factor productivity measures based on the industry as a whole. They had the advantage that they were dealing with all of the Canadian telecos at one time and therefore had good evidence for coming up with the total factor productivity. 




The OEB used multi-factor productivity, i.e. looking for one company as proposed by Enbridge, which is sort of consistent with Gazifère, since they base it on their experience, but Gazifère has rejected its own multi-factor productivity calculation which came up with two point one five percent (2.15%) and used instead the residual approach.




One of the difficulties there is that approach ignores the impact of the growth rate on productivity and it would probably be more appropriate to have a productivity rate that is explicitly linked to the




growth rate. In the alternative, it will be important to recognize in approving a productivity rate that Gazifère is assuming quite high levels of growth, and that would imply correspondingly comparatively high productivity factors.




Service quality indicators are necessary protection and it is good that there is that sort of mechanism in the Gazifère regime. Earnings sharing is also something which is an attractive way of ensuring that consumers benefit from the mechanism. Sharing is not part of the OEB regime, it is not part of the CRTC regime, but it is part of the British Columbia regime, both for West Kootenay and for BC Gas at a fifty/fifty (50/50) level.




To the extent that the sharing is a mechanism, a way of ensuring that the benefits that result from the incentive mechanism are equitably shared between customers and the utility, a fifty/fifty (50/50) sharing would be much more appropriate than the seventy-five/twenty-five (75/25) proposed.




Normally, where there is not sharing or there is limited sharing, as is proposed here, the link to that is a much more aggressive stretch factor. The stretch factor is an alternative way of ensuring that there are benefits flowing to the customers. In fact,




the stretch factor is sometimes referred to as a consumer dividend. That's the chunk of money that will flow in to reduce rates for the customers.




The Z factor is common in most regimes. There is always a problem when the Z factors are not clearly specified in advance. As a participant in the BC processes, as well as the Ontario processes, we have got several years of experience in BC now and it is clear that one of the events that keeps happening in reviews and in hearings with the BC utilities is that they are coming back with lots of add-ons, lots of Z factors, and it ends up being a major area of dispute, you know, what is in, what is out. 




And in effect, it appears that the companies have an incentive to kind of game the system by identifying as many things as they can that they could argue should be add-ons and it is up to other stakeholders and the regulator to try to screen them out, and it is essentially a no-lose situation for the utility to come in with pro Z factors and whatever can justify becomes an add-on for rates.




And I think that somewhat defeats the objective of streamlining the regulatory process. It also creates a lot of uncertainty as to what the ultimate benefits to the customers will be, if a lot of add-ons come in




after the fact.




What my evidence suggests is that as a matter of principle, any class of Z factor item that has existed in the past, that is built into sort of the ongoing base rates, as been absorbed by the company, should not be an add-on in the future. 




So, for example many costs, be it special projects, any sort of lumpy costs, special projects in O&M, the implementation of changes to billing system, computer system rewrites, many many different categories of costs are factors that have always existed.




I mean, Z factors are not only in the future, they have always existed in the past and built into the existing base rates, in effect are -- is an ongoing stream of Z factors. 




And therefore you either have to recognize that, and on a going forward approach have a very restrictive definition of Z factors or in the alternative, when you look into your productivity, you should be stripping out all of those Z factors in the past, to come up with a Z factor-free productivity factor which would probably be half a percent (0.5%) or a percent (1%) higher than the MFP calculation.




That would probably be difficult to do and it certainly has not been done by Gazifère and therefore I would conclude the Z factor should be very limited. 




Off-ramps have never been required to date in other jurisdictions, they would only be required in unusual circumstances. They tend not to get as much attention, because of that, but the reality is if they were called upon, it would be unfortunate if they were not probably designed in up-front. The key item is that they must be symmetric, that means that if the company is going to come in and ask for an off-ramp, i.e. an exit from the system, if its financial performance is below par, then there should be a symmetric exit from the system if the company is out-performing or getting a bonus over the expected or required rate of return.




The CRTC, prior to price caps, had a plus or minus one hundred (100) basis point range on its allowed return where if the companies' returns went beyond that, it would trigger a rate adjustment. So clearly, they considered a hundred (100) basis points to be a tolerable variation in the realized rate of return of the companies. That was not within the context of PBR. 




One could argue that, under PBR, they should have a broader band in that, perhaps something more in the area of a hundred and fifty (150) to two hundred (200) basis points, but that is a pure judgment call.




With respect to annual true-ups or annual review, there, the company is not proposing an adjustment in the year to reflect actuals, and yet an adjustment is probably, in my view, the best way to deal with the concern about strategic forecasting, i.e. if you are basing the target cost on a forecast, then the goal becomes get as high a forecast of growth and of inflation as possible.




From a streamlining regulatory process perspective, if you adjust to actual growth and actual inflation, then you remove that as an issue to be fought over in the hearing and you remove the risk that a high forecast will be accepted. Alternatively, if you just simply accept an independent forecast, sometimes the actual circumstances can vary substantially from the forecast and therefore, you are simply using the wrong number.




So, to summarize my general concerns with targeted O&M approach versus comprehensive approach, which is also dealt with in a separate section, the comprehensive approach would provide increased




opportunities for productivity gains because it allows for the efficient transfer or utilization of capital, labour and materials.




By targeting your incentives on O&M, you create an incentive to focus on spending capital, to shift dollars to capital, and therefore it is probably worst than traditional ratebase rate of return regulation, in terms of being an incentive to be efficient in the utilization of capital.




There is also under targeted O&M, given its limited time frame, there can be an incentive to increase profits in the short term by deferring expenditures. And unless the mechanism continues on into the future, you run the risk that deferred costs will come back and be used to justify further rate increase in the future. So the customer will end up giving up a benefit in the short run, as there are increased profits shared with the company and end up having to pay those costs that were deferred and perhaps at a higher level, a couple of years down the road, when they come back to haunt them.




And that is another reason why consideration of Z factors is extremely important. There is a risk that deferred projects can become claim Z factors in a second cycle of a PBR mechanism. In addition, if you




do go back to a rate base rate of return approach, then comes the post-PBR period. The company can come back and say, well, all this additional spending is necessary because we, you know, in effect, work has to be done. And it can be very hard to say well, that work is a result of a deferral, therefore, we are not going to allow you those costs. So they can defer work and then just come in with a fattened up budget in the post-PBR period.




My recommendation, as summarized from the report or evidence, is that the starting point should be adjusted to reflect the approach to allocating costs of non-regulated activities, as discussed in the earlier piece of evidence and the opening today. The inflation measure that should be used in the formula,  if that approach is adopted, would be the Quebec CPI rather than the Canadian CPI. It is better reflective of local costs.




The growth factor is a risk that it is overstated. Therefore, the best way to deal with that would be a true-up at the end of the year so that the target cost be driven by actual growth. Productivity factor ideally would be based on industry wide productivity. You cannot do that in practice in this hearing because you do not have that evidence on the record.  It should reflect natural productivity due to growth




and if Z factors, whatever Z factors are allowed, it should be taken into consideration excluding them from the measures of past productivity.




That can be difficult. Therefore, in the stretch factor, which is the next item, there should be one added to the productivity factor and it should reflect the inherent benefits of introducing PBR mechanisms, presuming the reason we are doing that, instead of using traditional rate base rate of return regulation, is that you should be able to do better than you have done historically. And, therefore, there should be a stretch factor reflecting the inherent improvement in the mechanism.




And there should also be a stretch factor to ensure there is a benefit to the customers and to reflect other errors in the system. This approach is recognized by the Ontario Energy Board and the stretch factor explicitly was there in part to reflect the growth, the one-to-one relationship between growth and costs which was recognized as an overestimate.




The existing sharing mechanism, when I say the "existing sharing mechanism", that is the one that exists at the present time, not the proposal of fifty/fifty (50/50), seems to me to be adequate. And




in fact, the existing sharing mechanism does provide an incentive with respect to O&M costs. The only real difference is that you have a different way of coming up with the target O&M cost. 




Instead of through the hearing approach to have a line by line review in building up of an O&M target, there is a formulaic approach to the target, but there in fact is no need to change the sharing mechanism. In fact, there is no need to have this two-part sharing mechanism at all where you separate out the O&M and have a sharing in those O&M costs, you could simply adopt the formula as the way to set the O&M budget in lieu of the traditional approach, and then use the existing sharing mechanism as the way to provide a reward to the company.




And, in fact, I would suggest that would be the most logical or the simplest approach, just go with the existing sharing mechanism.




(10 h 30)




With respect to the Z factors in off-ramps, ensure symmetry and ensure that the Z factors are clearly defined. An appropriate narrow definition of Z factors would be that the only things the Z factor is an industry specific tax increase or a requirement imposed on the company by the Régie that does not have any revenue benefit.




The best illustration of that is that, with the CRTC, when they required the telephone companies to introduce a number of portability, that was a cost that certainly did not benefit the companies, in fact, in a competitive perspective, it made them worst off and they were allowed to pass those costs through the Z factor. That was a regulator-imposed cost.




Finally, the O&M incentive should be viewed as an interim measure, if it is accepted, leading to, and with the company encouraged to bring forward a comprehensive PBR mechanism.




Now, with respect to moving to a further measure, another reason for perhaps just going pretty much with a status quo, i.e. the existing sharing mechanism and perhaps just using the formula for setting O&M costs is that, as you know, there is a Gaz Metro, SCGM, process now looking at developing a PBR mechanism through a more of a negotiation process. That is, in my view, a more appropriate way to come up with a mechanism, that is what was done essentially, it was done through negotiation in B.C. that those mechanisms were developed.




And Gazifère being a much smaller company could either participate in that process or sit back and




wait for the results from that process and consider implementing a mechanism similar to whatever results from the SCGM process.




And those are my comments.




Me BENOÎT PEPIN :




Juste avant que je ne poursuive l'interrogatoire, est-ce que je pourrais avoir une pause de cinq minutes, s'il vous plaît?




LE PRÉSIDENT :




Oui, on peut prendre une pause même de quinze minutes, ce serait le bon temps. Ça fait qu'on va arrêter, prendre une pause jusqu'à onze heures moins cinq (10 h 55).




Me BENOÎT PEPIN :




Good.



(SUSPENSION)




(10 h 55)




(REPRISE DE L'AUDIENCE)




Me BENOÎT PEPIN :




To complete the direct examination of Mr. Todd, I have a few additional questions which are mainly issues which arose during the proceedings, plus




perhaps a few clarifications on his evidence this morning.


50
Q.
Mr. Todd, on the first issue, which is allocation of costs between regulated and unregulated activities, you have mentioned to the Régie that it could look at revenues as a proxy to the allocation of common costs. I have, or I bring your attention to Exhibit GI-4, Document 2B, which is a statement of the revenues and costs for not this year's, not this rate case but last year's rate case of Gazifère, which distinguishes between the revenues and costs between regulated and unregulated activities.




Could you please, after this long introduction, mention to the Régie what you see as being the proxy, the revenue proxy, what you mean by this term?



A.
The approach would be consistent with the concepts set out in the first half of the first piece of evidence that I filed, which was also dealing with cost allocation. And the principle, I guess, that is important is that there, it is talking about costs, what you are looking at are distribution costs, not the cost of gas which is a pass-through. Therefore, you know, to be consistent, you know the same approach would apply here, that we are talking the revenues for distribution of services. The cost of gas as a pass-through itself is not reflective of the relative costs in regulated and non-regulated




activities.


51
Q.
So it is without the pass-on costs such as the cost of gas?



A.
Yes. So in Exhibit GI-4, Document 2B, it would be, Line 24 shows the total costs in removing the gas costs of twenty-one point seven million dollars ($21.7 M).


52
Q.
Okay. A second aspect of your testimony is the O&M formula. Before we get into some of the different components of it, I want to link this issue with a specific expense, which is the one, the CIS project, or CIS costs. I bring to your attention that the CIS system is expected to reduce O&M expenses and reduce the cash working capital. I in fact bring your attention to an extract of the testimony of Mr. McGill, which is found in Volume 6 of the transcript of December first (1st), at Page 38, when questioned by Mr. Dumais presiding the Board, Mr. McGill mentioned, at Lines 7 and following of Page 208 :






A. There is just a couple of points I would like to make about the CIS benefits to Gazifère. One is the benefits that Ms. Vandal-Parent described, some of them will be O&M cost savings and some of them things that improve cash flow, the things to do with credit collection, the things






that reduce the meter reading to billing lag, they would impact rate base by reducing working cash, so you would not see those things flow through the PBR formulas that is proposed today.



Now I want you to comment on how the CIS should be treated as part of the PBR, taking into account that there are impacts of the CIS by reduction of O&M expenses and reduction of cash working capital, which is through a different portion of the application fixed for the next three years?



A.
Given that Gazifère is seeking that its new CIS costs be treated as a Z factor, it would clearly be inconsistent to not reflect the elimination of costs that correspond to that that are included in the base costs. That could be done in two ways, one would clearly be to identify those costs and, in effect, treat them as a negative Z factor and simply remove them. The same result would be accomplished if the Z factor for CIS costs was defined as the net costs of the CIS.




Now defining those costs, particularly over a multi-year PBR period, is not a straightforward exercise, you know, some will be identified but there should also be, some could be costs gradually eliminated




through opportunities in effect for productivity. So the mere replacement of the existing system with a new CIS is creating benefits which may not be factored in in creating the PBR formula at this time, and that would, in my view, be another reason for a fifty/fifty (50/50) sharing, such as saying, if there are significant changes to the company, and a new CIS a significant change, that may create significant benefits which cannot be quantified up front. And those foreseeable but non quantifiable benefits can be addressed fairly by utilizing the fifty/fifty (50/50) sharing mechanism.


53
Q.
Now still on the topic of Z factors, you mentioned your approach to the Z factors, I wish to submit to you four (4) Z factors that have been mentioned in the course of the proceedings and have your opinion on whether they are truly Z factors and whether they should be included in that definition or not.




The first two are related, they are the cost of regulation and possibly the cost of a fully allocated cost study for regulated and unregulated activities costs. The third is the CIS, which you briefly alluded to, and the fourth is the DSM plan.



A.
These are items which, to some extent, you know, there has been regulations, there are some regulatory costs involved. Clearly, at most, it would be the net increase in regulatory costs, in CIS costs, in, was




it DSM...


54
Q.
DSM plan.



R.
... plan, I mean, you are looking at net increases. But going a step further, of course, there would also have to be, you know, some major costs. And by major, the point there is that these may be specific costs which are not there every year, but there are other items that are costs being incurred by the company that are part of the base rates that, you know, every year, they have some items that are unique to that year.




And therefore, what we really should be doing if we are including all of these kinds of special adjustments would be going back to the base costs, making sure that we have stripped out all of the equally significant costs that are unique to the particular year. I don't know if there has been an effort to do that, but conceptually, it certainly should be done. Those costs that were identified, regulatory costs that are clearly imposed by the regulatory system and are not incurred by the company therefore, there is an argument to say those are a Z factor to the extent they actually are add-ons to what was recently reflected in the base rates.




CIS is a trickier one because, to the extent that it is cost justified, that it is driven by economic




factors, they should be offsetting benefits, therefore it should not come out as a, something that is pushing rates up, at least not in the long term. There may be a short-term impact, but I think if, to the extent the CIS is reflected in the costs, it is going to be important that the Régie, over the longer term like at the end of the PBR period, recognizes that there are, there is a platform to put in place which should be generating benefits on the long run, that again is a driver for the fifty/fifty (50/50) or alternatively a higher stretch factor.




(11 h 10)


55
Q.
There has also been an argument made by Gazifère witnesses concerning an amendment to the proposed formula, which is, which pretty much comes down to, "Don't mess with our formula", because one aspect, the productivity factor, is derived, if you change one thing, you will impact the other aspects which are derived in the formula and, you know, hinting to the Régie that if we were to make it tougher on Gazifère on some of the aspects, that the productivity factor would result in an adjustment in favour of Gazifère, coming up to ultimately the same result in the end. What is your comment on that approach and how the Régie should react to amendments to the proposed factors in the formula?



A.
That sounds like a results-driven analysis which says, "Here is the bottom line number we want, and




however you cut it, we should come up with that number." The important consideration is that we are talking about changing regimes. We are not talking about a continuation of history, it is not a straight extrapolation, and therefore to start with some presumptions and assume there is no judgement being applied as to what the benefits of this new regime are in my view is inappropriate.




Other regulators have taken the approach that they listened to the company submissions, and they said, you know, "We think that the benefits are larger than what you are saying", so the Ontario Energy Board added a stretch factor going beyond what the company proposed. The CRTC did the same thing, the stretch factors in B.C., through negotiation, ended up being significantly higher than what the companies had proposed. That is the normal practice that, to use those words, that the regulator does mess with aspects of the formula to come up with one that he thinks is more appropriate, and as prudent.


56
Q.
On one specific aspect of your proposal to the Régie, which is to include a stretch factor, Gazifère has explained to the Régie that it sees a reduction in O&M expenses by a hundred and sixty thousand dollars ($160,000) in last year's decision as being a stretch factor. More specifically, I draw the Régie's attention to Page 12 of Decision D-99-110 on the




justification for this reduction.




But I more specifically want to bring to the attention of Mr. Todd an extract of the testimony of Mr. Trachsell on December third (3rd), Volume 8, Page 26, who mentioned that,






A. The rationalization of a hundred and sixty-two thousand ($162,000) of O&M expenses for two thousand (2000) budget will guarantee an up-front productivity...



I want to have your comments on that rationalization of the stretch factor.



A.
My understanding is that is referring to a treatment of costs, it could be viewed as a cost disallowance in a prior year, so it is certainly not inherent productivity to the PBR regime. And that does seem a bit of an unusual view of that prior treatment because it is a normal part of most traditional regulation proceedings that there is some costs which are not accepted.




And to argue that any particular cost is in fact a productivity benefit that should be reflected in the future sort of implies that we should be going back and treating every disallowance in the past that is




in the same category, every reduction of allowed costs by a regulator, as being a demonstration of productivity gains. Yet despite these historic disallowances, there seems to be a consensus that moving to PBR is good because it will achieve greater efficiency than was achieved under traditional regulations. The implication of that is we haven't been squeezing enough cost out, we can get more squeezed out if we have an incentive.


57
Q.
I also want to bring to your attention an extract of the testimony of Mr. Bruce Taylor, still in Volume 8, December third (3rd), this time at Page 62. In cross-examination by Me Plourde for IGUA, Me Plourde mentioned,






Q. ... Dr. Bauer is also recommending a one-time true-up for the formula -- do you have any comments on that?



which was addressed to Mr. Taylor. Since you also advocate some form of true-up, I will read you the answer of Mr. Taylor. Mr Taylor mentioned,






A. I have some comments on it. I guess my feeling about changing to actuals after the fact for a base which is going to go on in the future is not a very good idea. To look at it






colloquially, I would suggest that when you take actuals from a specific year, given the specific conditions of that year, you change doing a true-up to a screw-up.





In effect, you are taking an O&M cost which was determined to be reasonable by the Board through all of the processes that you go through in a rate case for nineteen ninety-nine (1999), and you are saying, "Let's now look back at that year...", which has certain specific conditions that occurred in that year, "... and we'll adjust just to the conditions of that year", not those that were normal, and reasonable, and neutral in terms of specific conditions, but the specific conditions of that year.



I want to know if what you suggest as a true-up could be criticized in the way that Mister Taylor criticized the proposal by Mr. Bauer?



A.
"True-up to screw-up" is such a good line, I am tempted to say it is good, but I think the comment reflects the old traditional approach to rate base rate of return. Under PBR, what we are supposed to be




reflecting what are reasonable cost drivers, not what a regulatory body, you know, ahead of time, forecasts. PBR is about incentives, and the underlying costs, the cost target should be what costs are necessary for the company to incur.




And the principle of the formula says that costs go up by inflation. Do they go up by the forecast inflation, or do they go up by actual inflation? I would argue they go up by actual inflation. Similarly, do costs go up by growth, or do they go up by the forecast of growth? I would argue they go up by the forecast of growth. It is interesting to note that with West Kooteenay Power, which did face an adjustment of its targets to reflect actual growth and actual inflation, reported back, at its first annual review, that during the year, the inflation rate, the actual inflation rate was coming in below the forecast, and the updated forecast through the year kept coming down. That meant their target kept declining through the year. And they talked about how they had to adjust throughout the year in order to meet the sort of moving target.




Their interpretation of it was, "Boy! This was tuff, because we had a moving target", and what you hear from the utilities is always that this is tuff. What I heard was, the company was very responsive to the




economic pressures, to the demands of it, and it was able to adapt to the economic realities. If what we are trying to do here is create a discipline, which is similar to the competitive market, a true-up does that, it says, "You have to adjust to economic realities." And that is what any firm that is not regulated has to do, it is not given a budget yearly saying, "Spend it no matter what." It has to adjust to the economic realities.




And if conditions during the year change from what was expected, a normal competitive firm has to adjust to those realities. And it is consistent and appropriate with the new mind-set of regulations to provide that discipline on the company.


58
Q.
Now just to recap on what you have just said, I heard you say that we should adjust by actual inflation but we should adjust by forecast growth.



A.
If I have said, I mis-spoke myself, I am saying that we would reflect actual inflation and actual growth.


59
Q.
Okay, thank you.



A.
My apologies.


60
Q.
There has been a discussion and some cross-examination on Z factors and off-ramps and whether they should be symmetrical. In the cross-examination, Gazifère has mentioned that they agreed that the Z factors should be symmetrical, there has been discussion of a threshold of about twenty-five




thousand dollars ($25,000), there has also been an agreement whether off-ramps should be symmetrical, but there has been no threshold mentioned. What is your opinion on the necessity of a threshold for off-ramps as well as Z factors?



A.
My comment earlier was that, to date in other jurisdictions, off-ramps have not been required. But if there is, at some point, a request for an off-ramp, in my view, it would be very, very difficult to deal with that problem unless we have established in advance a threshold. Clearly if returns are going down, the company is likely to be fairly quick to come in and say, "We need an off-ramp." If returns are going up, the clear argument would be, you know, "That is fine, that is the expected consequences, we are doing well, don't complain."




So to achieve symmetry in the off-ramp is almost impossible in my view unless you establish upfront what a tolerable variance is -- a hundred (100) basis points, a hundred and fifty-two (152), a hundred... what that range is is less important than the mere fact that we know what we are facing, so that it can be applied symmetrically. I would encourage it not to be too narrow, because if you set it too narrowly, it becomes a cap, and a cap can become a disincentive if the company is bumping up against it.




So the off-ramp trigger should be set so that it not really is a risk reduction measure but it is set to reflect that if you get that big a variance, it means that the mechanism has failed, which is why I'd suggest something probably like two hundred (200) basis points.


61
Q.
And as the last question, we talked about the symmetry of the Z factors and off-ramps. Let's take, for example, the Z factors and a threshold of twenty-five thousand dollars ($25,000). If the company is faced with such an increase in its expenses, it will come up with a proposal to the Régie. How do customers do that, how do we know when and how to trigger it?



A.
In practical terms, symmetry on Z factors is almost impossible because of the information asymmetry, it is there in principal but it is going to be used asymmetrically. That is one of the reasons why, in my view, it is appropriate to have a very narrow definition of Z factors or another reason why it is appropriate. Z factors will cut both ways, and you don't want to be in a situation where add-ons are more likely to get added to rates than corresponding reductions.




And there are Z factors, there are things that happen that go in both directions. But it will be difficult for the customers to know which ones, what is




happening out there that are cost reductions that should be negative Z factors.


62
Q.
Alright, thank you. These were my questions for direct evidence. Does that conclude your evidence today on these two topics, which are allocation of costs and O&M formula?



A.
Yes, it does.




Me BENOÎT PEPIN :




Thank you.




LE PRÉSIDENT :




Merci, Maître Pepin. On va passer aux contre-interrogatoires dans ce contexte-là. Maître Plourde, est-ce que vous avez des questions?




Me NICOLAS PLOURDE :




Non.




LE PRÉSIDENT :




O.K. Donc on va y aller avec Gazifère, Maître Paquet, est-ce que vous êtes prêt à procéder?




Me PIERRE PAQUET :




Oui.




(11 h)




CROSS-EXAMINED BY Me PIERRE PAQUET:


63
Q.
Mr. Todd, going to your answers to requests from the




Régie, I think it was OC -- is it OC-7...



A.
Yes, I am there.


64
Q.
I would like to take you to question and answer 4?



A.
"Please provide productivity rate estimates"?


65
Q.
Yes, and as well as giving the sources of the information. In the response, you say that the only study that provides a productivity estimate is the evidence of Dr. John Noseworthy, and you say that is out of E.B.R.0. 487. Would I be correct in stating to you that this evidence would have been submitted in E.B.R.0. 497?



A.
Yes, there is a reference above to 497-01, yes, it is a typographical error, thank you.


66
Q.
And also, I was wondering if you had that evidence with you today?



A.
Yes, I do.


67
Q.
I would like to take you to page 18 of 69 of Mr. Noseworthy's proof in E.B.R.O. 497...



A.
O.K., my paging could be different from yours, so we will have to be careful.


68
Q.
O.K. well...



A.
On my page 18, there is a table 3...


69
Q.
That's right...



A.
O.K.


70
Q.
And I was wondering if you were taking this figure of -- I think TFP would be Total Factor Productivity, am I correct?



A.
That is correct.


71
Q.
And MFP would be multi-factor productivity on that same...



A.
Yes.


72
Q.
Where would you be taking the two point twenty-nine (2.29) for non-gas costs on that? Maybe we should make photocopies, I think that would be...



A.
...




THE CHAIRMAN:




Yes, I would appreciate.




Me BENOÎT PEPIN :




May I see the document...




LE PRÉSIDENT :




Madame la greffière peut en faire des copies rapidement, là.




Me BENOÎT PEPIN :




Obviously, it is only for the purpose of the cross-examination, it is not evidence by itself of the contents since there is just a page of that full-length factual testimony...




Me PIERRE PAQUET :




Je veux savoir où il prend le 2.29...




LE PRÉSIDENT :




Oui, c'est ça, on va être capable de suivre, ça avait l'air intéressant ce que vous disiez...




Me PIERRE PAQUET :




Oui, j'ai observé, oui.




WITNESS:


A.
I have in my notes somewhere, and it should have been -- appeared in interrogatory response to cite within his evidence, which is very lengthy. The efficient to deal with this properly is if I find it in evidence because I do not have the cite of what he is referring to in there with me, right now, and I will do that, I assume we are going to go to the afternoon and I will find it over lunch, if that is O.K.




Me PIERRE PAQUET :


73
Q.
Then, in that context, what I would like you to give us is the context of page 18 where to locate it, because when we tried to locate that figure, we cannot find it in that particular graphic that you have and we will look at it together.



A.
O.K. I will pull that out; it was in the text that I was referring to.




THE CHAIRMAN:




Sorry, did I miss an undertaking here?




Me BENOÎT PEPIN :




Well, since Mr. Todd will do it over lunch time, perhaps we could just...




THE CHAIRMAN:




O.K., just...




Me BENOÎT PEPIN :




... wait because we may respond in the course of this cross-examination today and avoid the undertaking process.




THE CHAIRMAN:




O.K.




Me PIERRE PAQUET :




J'aimerais tout de même savoir si on a le bon graphique, puis qu'est-ce qu'il veut dire, ce graphique-là, parce qu'on a des chiffres là-dessus, puis j'aimerais quand même avoir le contexte.




LE PRÉSIDENT :




Bien, disons, c'est ce que je comprends qui va être discuté, essayé de trouver sur l'heure du lunch.




Me PIERRE PAQUET :




Oui, puis monsieur Todd dit qu'ailleurs dans le texte il y a la mention, puis il va nous dire la page




précise. 




LE PRÉSIDENT :




Ça fait que si à deux heures (14 h) on revient puis la réponse n'a pas été trouvée, bien là, on en fera un engagement formel, là, O.K.




Me PIERRE PAQUET :




J'aimerais quand même attendre la photocopie...




LE PRÉSIDENT :




Oui oui, bien, là, on va attendre. Je n'ai pas encore reçu la requête amendée...




DISCUSSION HORS DOSSIER




Me PIERRE PAQUET :


74
Q.
Mr. Todd, again looking at that table 3 out of Mr. Noseworthy's evidence, if we look at industry productivity factors compared to Enbridge Consumers Gas, if we look for eighty-seven ('87), ninety-five ('95), he's got a productivity factor, at the lower right-hand side, of one point sixty-six (1.66), which would be Total Factor Productivity and that would be including capital; am I correct in stating that, that that would be including capital?



A.
Total Factor Productivity would include capital, yes.


75
Q.
And Multi-Factor Productivity which states clearly




here "O&M", which would be like in our case, is at zero point eight one (0.81); so, would I be correct in stating that the derived TFP of two point twenty-nine (2.29) cannot be found anywhere on this table 3?



A.
Yes, and maybe just this caveat, before we go too far with this table, this was his first table and the Panel does not have the evidence in front of them, but what the evidence does, is it starts with a straight calculation, then goes through a number of corrections and perhaps, even over the break, what we should do is provide the series of adjustments, corrections that Professor Noseworthy made in developing his final numbers, as he goes through the evidence and we should at least provide his final set of tables which I believe is where the two two nine (2.29) comes from.




Me PIERRE PAQUET:




O.K. So it is going to be undertaking number 1, I guess...




THE CHAIRMAN:




I understand that that could be done over lunch?




WITNESS:



A.
Yes, the response will probably include a further table which is after all the adjustments that Professor Noseworthy made.




THE CHAIRMAN:




Let's go by step then. Over lunch, you look over it and then we will get back at two o'clock (14:00) with this thing?




Me BENOÎT PEPIN:




Yes.




WITNESS:



A.
Yes, that's fine.




Me PIERRE PAQUET :


76
Q.
Thank you. I would like to take you now to page 17 of your evidence of November eleven (11), OC-6, where you give examples of productivity offsets and you talk about CRTC utilizing a two point five percent (2.5%) stretch factor in its price cap...



A.
Sorry, I think I may have missed that page reference. Where are we?


77
Q.
17...



A.
Sorry.


78
Q.
Where you talk about productivity offsets and give examples of the CRTC being at two point five percent (2.5%) and the Massachusetts Department of Public Utilities introducing a one percent (1%) stretch factor. Would it be correct to state that, generally, there would be a higher productivity in the telecom field and lower productivity in the gas field, as




recognized by various jurisdictions across North America?



A.
Yes, there is more significant technological change in the telecom industry which of course is reflected in the underlying base productivity because it has been ongoing. The stretch factor does not necessarily reflect differences in the productivity trends. The CRTC's was partly a consumer dividend and partly an anticipation that the rate of technological change would increase under price caps. But that was partly because of the incentive effect to adopt greater technological change, so they were seen as greater opportunity for efficiency gains, so that stretch factor did reflect, should we say, the opportunities created by the move to price caps.


79
Q.
And would you agree that electricity would be somewhere between gas and telecom, as far as productivity is concerned, with reference to jurisdictions that may have addressed that issue in various cases?



A.
I am not sure that I am aware of any reason why electricity would have more technological change or greater benefits. If you are referring, for example, to in B.C., the West Kootenay Power, which is an electricity company, had higher productivity targets than B.C. Gas. There are company specific differences which I do not think, in particular in that case, company specific differences that do not relate to




the fact that one is electricity and the other is gas. It is the size of the company, the maturity of the company, other factors like that.


80
Q.
On that West Kootenay topic, you said that they finished in ninety-eight ('98), I think, an initial three years of a program?



A.
Yes, their first three years -- the initial three years was ninety-six ('96) through ninety-eight ('98).


81
Q.
And what was the productivity factor that was used over that three years or that was applicable during that three years?



A.
The three-year rates for four percent (4%), four percent (4%) and three percent (3%).


82
Q.
And now they are going into another three years, I gather?



A.
Yes, they are.


83
Q.
And what would be the productivity rate that would apply?



A.
There is a -- there was a settlement process, the settlement document is not made public yet, it's confidential, but it would be... I could provide a copy as soon as it's made public. The way the B.C. operates is that there is a negotiation process of interested parties, that agreement is first circulated on a confidential basis to those who were a party to the negotiations, which I was, and then it is subsequently circulated to all other interested




parties before being an official document.


84
Q.
When will it become official?



A.
I believe it's scheduled to go through that vetting process before the end of the year.


85
Q.
O.K.



A.
I could check, again, I could can check on the status of that, but it is when everybody has signed off on it.


86
Q.
What was the company's position with regard to that document?



A.
The confidential agreement that is signed as being part of the negotiation is that I cannot reveal the positions of any particular parties, I'm not trying to be difficult, it's just a confidential agreement I signed.


87
Q.
But are we talking about a long-term horizon or are we talking about a few weeks with regard to getting access to that document?



A.
No, we are talking about days, a week or two, at most.


88
Q.
So, could it be possible to check out whether this document could be made available, and since we are not going be in délibéré avant le mois de janvier, là, de toute façon. 



A.
...




Me BENOÎT PEPIN :




To make things workable, why don't I suggest that




we -- obviously Mr. Todd is going to undertake to provide the document, well, if he can, because of the confidentiality agreement, once it becomes public, we will file it, but no later than the date upon which we file our written arguments. I would not want the case to wait for this document, just in case that something comes up.




LE PRÉSIDENT :




Non, c'est ça, and I don't want the case either to end up with a decision where somebody says that something is being used as evidence which was not filed during the time, so we will have to put a delay, il faut qu'on mette une date ultime, sans ça...




Me BENOÎT PEPIN :




Ça va.




LE PRÉSIDENT :




... pour qu'on puisse s'en servir aussi, là.




Me BENOÎT PEPIN :




Ça, c'est le douze (12) janvier, onze (11) janvier qu'on doit produire notre argumentation principale?




LE PRÉSIDENT :




Oui.




Me BENOÎT PEPIN :




Alors, pourquoi est-ce qu'on ne met pas le...




LE PRÉSIDENT :




Le douze (12) janvier.




Me BENOÎT PEPIN :




... à cette date-là, on s'engage à produire après ça notre engagement. Ça va.




LE PRÉSIDENT :




Ça va avec vous aussi?




Me PIERRE PAQUET :




Oui. 




LE PRÉSIDENT :




O.K. ça fait que ça, ça serait l'engagement 38. Dépôt au plus tard le douze (12) janvier, si disponible.




Me PIERRE PAQUET :


89
Q.
I think it would be, by the next few weeks what we would have would be the... would it be the B.C. position?



A.
It would be the, I believe we could consider the Draft Settlement Agreement that is circulated to outside parties, as a public document, but recognize there is a further step of sign-on by other parties




and potential comments from other parties, then it would be submitted to the Utilities Commission for final approval so, of course, it is also not... you know, a...


90
Q.
Approval...



A.
... final settlement until probably early next year, maybe sometimes in January.




LE PRÉSIDENT :




So, what we will have then is a "draft".




Me BENOÎT PEPIN :




Then, my concern is we will have on the record a document that really does not show anything, I mean, I advise certainly great caution on the part of the Board to consider any of this information since it is not final, it is...




LE PRÉSIDENT :




Yes, but...




Me BENOÎT PEPIN :




... just a part of a negotiation process. I mean, I don't have objection to send it, but I want to state also that it will have very little value as evidence.




LE PRÉSIDENT :




Well, it will be taken within the description of the




document itself, which I understand it's a draft that will still need either discussion or agreement by the parties, so that won't be a final document, that will be...




Me PIERRE PAQUET :




Ce que je comprends, c'est que ce serait l'équivalent de ce qu'on a ici dans le processus du 3425, une fois qu'il y aurait une recommandation de faite à la Régie, la Régie n'est pas nécessairement liée par la recommandation, mais c'est quand même la position de l'ensemble des parties.




Me BENOÎT PEPIN :




Oui, c'est même avant ça, c'est la recommandation...




LE PRÉSIDENT :




Oui, je pense que c'est avant parce que...




Me BENOÎT PEPIN :




... d'une partie des parties.




LE PRÉSIDENT :




Parce que 3425, là, ce qui va arriver devant la Régie, si tout va bien, c'est il y a déjà eu une entente entre toutes les parties, là, et le brouillon ou le document reflète la position de toutes les parties sur laquelle la Régie décidera "O.K., est-ce




qu'on accepte?". Si je comprends bien, dans ce contexte-là ici, ce serait...




Me BENOÎT PEPIN :




We have a draft submitted to some other parties who can comment on it...




LE PRÉSIDENT :




Oui, c'est après, là.




Me BENOÎT PEPIN :




 ... and then approval by the Board, so, it would have little evidenciary value.




LE PRÉSIDENT :




Peut-être pour clarifier tout le document, lorsque le document sera déposé, si jamais ça arrive avant le douze (12) janvier, ce serait bon d'avoir avec aussi qu'est-ce que ça reflète et comment ça s'inscrit dans le processus général du document en tant que tel, ça fait qu'on aurait les feuilles de musique et en même temps, là, la partition.




Me PIERRE PAQUET :




C'est beau.




LE PRÉSIDENT :




O.K.?




Me BENOÎT PEPIN :


91
Q.
So, Mr. Todd, are you able to provide that information as to what stage of the proceeding this is at so that the Board will understand not only what the document is but where, in the process, it is located?



A.
Yes, I can provide the status of the document and whatever the current expectation is in terms of the date of finalization.




LE PRÉSIDENT :




Okay.




WITNESS:



A.
The settlement as it would stand, would represent the settlement with the company, what I call the "major intervenors", representatives of customers and the staff of the Commission. To date, to date I don't believe any settlement documents have been rejected by the Commission.




GI-38 :
Provide copy of the West Kootenay Power Draft Settlement Agreement.




(11 h 40)




Me PIERRE PAQUET :


92
Q.
But that would be applicable, I guess, this process and the recommendation, and the Board's decision will be what is applicable for what tariff year, for two




thousand (2000) onward or?



A.
Yes, it is applicable for the year two thousand (2000) onward.


93
Q.
What about nineteen ninety-nine (1999)?



A.
Nineteen ninety-nine (1999) was a bridge used, an extension of the initial three-year PBR, and there was a settlement, the company had come in with a three-year proposal which did not gain acceptance amongst the parties. And given that the multi-year proposal was not accepted, and it was November when the negotiations took place and January ninety-nine ('99) was close upon us, there was a settlement which involved various trade-offs, a number of potential add-on costs that were taken off the table, that had been in the initial application of the company, and the productivity factor for that one-year extension was zero.


94
Q.
What was...



A.
Was zero.


95
Q.
Zero. You stated, in your evidence today, that should there be an over-estimation of growth as well as inflation, there should be a true-up in favour of the customers I guess. And my question to you is, what if the formula as it stands takes it as granted that it under-estimates growth and inflation and that in fact Gazifère becomes a loser, what is your recommendation then?



A.
Clearly, if you use the actual, you use the actual,




it cuts both ways.


96
Q.
Okay. Also you referred to, in your evidence this morning, to the process, the SCGM process, you said that we could, Gazifère could either participate or tag along afterwards, see what happens there. Do you have an idea of the timetable there and what this may entail, as far as delay is concerned?



A.
My proposal was not that this would involve waiting for that to implement for the current rate year. What I was suggesting was that the current mechanism be retained for one year, in effect treat this as a, one more year. And it would be my expectation, my understanding from the clients is that the SCGM process would be finished over the next few months. With these kinds of processes, one is never sure exactly how long it will take, but with any luck at all, it will be finished in good time so that in the next application of Gazifère, there would be something at least accepted by parties and perhaps accepted by the Régie that could be used as a basis.




One of my concerns is that, if the Régie accepts the proposals of Gazifère at this time, it's pretty much locked into a three-year time horizon, and if there is something better on the table, that may preclude moving to that on a timely basis.


97
Q.
However, if there is nothing on the table -- to use your expression -- then it might be more appropriate




in the circumstances, let's say your timetable of next year is not feasible, then the three-year horizon would not be all that bad?



A.
If we assume failure of the process?


98
Q.
Not failure of the process, normal regulatory delays, let's say.



A.
My sense is that you, right now, because of the revenue sharing mechanism, you have a PBR process which is very close to what is being, I mean what is being proposed is some changes to that. The only innovation is setting the target by a formula as opposed to setting O&M costs without a target. So I just see no reason why you couldn't do a one-year extension; then, even if you wanted to use the formula, you could use it for the one year.




But limited to one year and maintain the flexibility to change, that does not preclude you from doing an O&M targeted PBR one year from now that could stretch out another two or three years. The purpose of a multi-year is not a regulatory streamlining because you have to come back for a hearing anyway when you have got a targeted PBR. If you had a three-year price cap, then, you know, there are regulatory benefits.




The rationale for three years is to enable the company to make investments in productivity gains




that they couldn't make if they only have a one-year time horizon. My concern is that there is so little change from what you've got that this is not going to create an incremental incentive to do something major by the company, it is going to require a three-year payback, and nothing new that it couldn't do under the existing regime.




Therefore, why would we lock ourselves into something which is unlikely to give us significant additional benefits when we may have something much better within a year that would start providing dividends to both the rate payers and the shareholders a year further down the road.


99
Q.
One final question -- you weren't here when my witnesses testified; however, there was evidence adduced to the effect that the CIS, even though it would cost one seventy (1.70), one seventy-five (1.75), I think between one seventy (1.70) and one eighty (1.80) in the first year and would increase thereafter to two forty (2.40), two fifty (2.50) in the following years, that this increase in costs would not be incorporated, if you want, in the formula, or added to the formula in the following years.




Taking that into account, would that not take care of whatever your concerns that you voiced this morning




by saying that you are going to get some gains in productivity by implementation of this new project, that in fact my clients are taking the risk to absorb this cost and to make sure that this productivity is taken into account? First of all, did you notice that it was not entirely passed on through the formula, or as an addition to the formula?



A.
I thought I heard some reference this morning; unfortunately, I was also preparing for stepping up here, so I wasn't listening closely.


100
Q.
Yes.



A.
But I did pick up that, I am not familiar with the details. Clearly there are risks and opportunities to going in that direction, and if there is no add-on to the costs, that is a desirable thing.


101
Q.
That is a benefit?



A.
Yes.




LE PRÉSIDENT :




Merci, Maître Paquet.




Me MARC-ANDRÉ PATOINE :




Est-ce que, Maître Paquet, vous réservez vos droits pour l'interrogatoire de cet après-midi?




Me PIERRE PAQUET :




Bien, évidemment, une fois qu'on va avoir reçu les documents, il va rester un élément puis on verra si




ça génère d'autres questions ou pas. J'avertirai le Banc à ce moment-là.




LE PRÉSIDENT :




C'est ça. Ça fait qu'on va arrêter, on va ajourner maintenant, ça va donner le temps pour maître Pepin et monsieur Todd de trouver les références et les informations à maître Paquet. Et on va reprendre à deux heures (14 h) avec les questions de la Régie. Merci.




(AJOURNEMENT)


____________________




(14 h 05)




REPRISE DE L'AUDIENCE




LE PRÉSIDENT :




Est-ce que vous avez eu la chance de trouver les données durant l'heure du dîner.




Me BENOÎT PEPIN :




Tout à fait, tout à fait, j'en ai remis une copie à maître Paquet ainsi qu'à maître Plourde. On en a préparé aussi des copies additionnelles pour le Banc et puis le staff.




LE PRÉSIDENT :




O.K. Est-ce que vous avez d'autres questions à ce sujet-là, Maître Paquet, ou ça répond à la question que vous aviez?




Me PIERRE PAQUET :




Oui, ça répond à la question, mais...




Me BENOÎT PEPIN :




Est-ce que vous voulez qu'on lui attribue une cote à ce document-là si l'autre... l'autre est coté... évidemment, on se comprend que ça ne fait pas preuve du contenu, là...




Me MARC-ANDRÉ PATOINE :




L'autre n'avait pas été coté...




Me BENOÎT PEPIN :




Non plus, c'est pour ça d'ailleurs que je posais la question, parce qu'en fait je l'adressais aussi à maître Paquet pour savoir s'il avait besoin de le coter pour les fins de...




Me PIERRE PAQUET :




Je pense que ce qu'on devrait faire, ce que je suggère que l'on fasse, c'est que OC-7A serait la page 18 du rapport, puis OC-7B serait la page 31 qu'on vient de recevoir.




LE PRÉSIDENT :




Ça sera les...




PIÈCE OC-7A :
Page 18 du témoignage de Dr. Noseworthy dans le dossier E.B.R.O. 497-01.




PIÈCE OC-7B :
Page 31 du témoignage de Dr. Noseworthy dans le dossier E.B.R.O. 497-01.




Me BENOÎT PEPIN :




Je voulais aussi rajouter un petit détail très technique. Vous allez noter que dans le document que maître Paquet vous a remis, c'est la page 18 de 69. Ce qu'on vous a remis, c'est page 31 de 31, mais en réalité, c'est juste la petite formule automatique de pagination. C'est bien 31 de 69 en réalité, là, c'est bien le même document. La pagination fonctionne, mais c'est juste parce qu'on a page 1 de 1, 2 de 2, puis jusqu'à 31 de 31 jusqu'à 69, là.




LE PRÉSIDENT :




C'est ça qu'est le jeu...




Me BENOÎT PEPIN :




C'est bien la même chose.




LE PRÉSIDENT :




O.K.




Me PIERRE PAQUET :




Peut-être juste quelques questions d'éclaircissement.




LE PRÉSIDENT :




Oui.




CROSS-EXAMINATION BY Me PIERRE PAQUET:


102
Q.
Just a few questions, Mr. Todd. In reference to the document that has just been given the number OC-7B, which is page 31 of the Noseworthy evidence, we can see that he takes the industry productivity figure of one point six six (1.66), which is for nineteen eighty-seven (1987) to ninety-five ('95), which is indicated as being TFP, which is Total Factor Productivity?



A.
That is correct.


103
Q.
And as we agreed to this morning, the one that would be relevant for the O&M formula suggested here is the multi-factor productivity that would be relevant for la Régie's purposes?



A.
No, I do not think we agreed on that.


104
Q.
Well, because we have an O&M formula and that even the one point sixty-seven (1.67) that is suggested by, I think, by Gazifère is a multi-factor productivity figure?



A.
Firstly, there are some difficulties in the context of my evidence and in the context of Noseworthy. It is suggesting a productivity factor that firstly we are looking at overall, capital and labour, and if you start centering on a factor like O&M, the use of the multi-factor productivity, on its own, without looking at underlying considerations like growth rate and what shifts there may have been over time, becomes more problematic.




It is more appropriate to use a TFP to underpin a productivity number for the total company than it is to use a multi-factor productivity number to underpin, you know, one particular factor. On the surface, yes, I agree with you, but to take that approach requires consideration of structural -- what econometricians call structural change and other factors. So, I would be more cautious of using the MFP number to underpin O&M, than using the TFP number.


105
Q.
I understand from what he is doing though, at page 31, is he took the one point six six (1.66) and tried to look at it from the perspective of the information or the data available, taking out ECG or Enbridge Consumers Gas as a part of the industry grouping, and that is how he comes to two point twenty-nine (2.29) or two point three (2.3)?



A.
I am just reviewing his evidence for a minute and




then I am going to ask you to ask the question again. Can you ask the...


106
Q.
What he is basically doing is he is taking the one point six six (1.66) that we see at the figure or table 3 at OC-7A on the right side and he is saying, taking into account the fact that ECG is under performing, we will take them out of the industry evaluation and if we take them out, then it brings the number up to two point twenty-nine (2.29)?



A.
Yes, what he has been doing is establishing external benchmark. So, he wanted to remove Enbridge from the sample in effect...


107
Q.
Right...



A.
... and what he had was data on Enbridge and data on the industry. So rather than -- because his data sources were limited. So, to get the external benchmark, he took the total and subtracted Enbridge, rather than working up from the others.


108
Q.
If you do the same analysis for the MFP figure, which is zero point eight one (0.81), do you have an idea of where that would lead us, taking into account the -- let's say taking for granted his reasoning, that it is sound?



A.
We would have to have the adjustment for Enbridge specifically, taking the industry and removing them to get the number. He did not do that because he considered the TFP number over that extended period to be the appropriate number to apply in the case of




the Enbridge PBR mechanism, i.e. applying that number, the one point six six (1.66) adjusted to the O&M.


109
Q.
But we could do the same proportion, taking -- you know, we could take -- let's say there is a point seven (0.7) difference between the one point six six (1.66) and the two point three (2.3) and there is about a thirty-three percent (33%) difference, so we could apply the same reasoning?



A.
Yes, I mean -- I am sort of caught being asked, commenting on the evidence of somebody else that was cited as the only source I knew and in response to an interrogatory, as a sort of a passing comment. 


110
Q.
Yes.



A.
So I hesitate to go too far into trying to interpret Dr. Noseworthy's evidence. But yes, mechanically, you could take that number and make an adjustment and come up with something, and you should ask Dr. Noseworthy about how he would want to interpret that. 




I have indicated to you that I would have concerns in terms of attempting to use that, particularly transferring now over to Gazifère's situation. This is a piece of Enbridge evidence or evidence in the Enbridge case and, you know, it is what it is in that case.




Me PIERRE PAQUET:




O.K. Je n'ai pas d'autres questions.




LE PRÉSIDENT :




Merci, Maître Paquet. Nous allons continuer avec les questions de la Régie. Maître Rondeau?




CROSS-EXAMINED BY Me PIERRE RONDEAU:


111
Q.
Yes, further to Maître Paquet's questions, I would like you to -- really, we are trying to understand basically what your recommendation is as to the O&M plan. If I refer you to page 17 of your written testimony, in the second full paragraph, you are stating:





In my view, the Régie should reject the residual productivity factor proposed by the company and use an overall industry trend as the productivity factor...



A.
Yes.


112
Q.
Would the overall industry trend as to productivity factor equate Dr. John Noseworthy's two point two nine (2.29) figure that you alluded to, in response to question number 4? I am just trying to say the overall industry trend, would that be an appropriate figure or -- as to the O&M formula?



A.
I am going to step back a bit from that question. As




it happens, Dr. Noseworthy's evidence was prepared for a client that I was working with in that proceeding and I assisted him in trying to identify data to use, and because there was a lot of problems with this Statistics Canada data that was used as the source, and my observation would be that what he came up with was the best available estimate given the available data, as an intervener relying on Statistics Canada data.




So, with that caveat, I would say, yes, the number that he proposed, the two point two nine (2.29) as an external benchmark for Enbridge would be the most appropriate number to use. At the same time, if I were in the Regulator shoes, I would be saying to the company, if that is the approach they wanted to adopt, what we really need here is the CGA or some such organization probably to conduct a total factor productivity study where data can be collected on a consistent basis from all the companies and a more rigorous analysis could be done.




I don't have full confidence in the data sources that were available to Dr. Noseworthy. But certainly this was -- I do have great confidence in him and that this was the best number he could come up with, with the available data.


113
Q.
O.K. And would the fact that his figure includes




capital costs as well as O&M costs -- is it a relevant factor in determining whether it should be applied to Gazifère's circumstances, considering the fact that there are included capital costs in the figure you came up with?



A.
If over the time period and the data that was being looked at was the period of nineteen eighty-seven (1987) to nineteen ninety-five (1995), if over that period there was... the split between O&M and capital was constant, then it may be -- then it would probably be appropriate to use the data to produce an O&M MFP, Multi-Factor Productivity. 




There have been some trends and this is not my analysis, Dr. Noseworthy's analysis, not mine, but my observation would be there is significant trends in terms of technology which is capital costs and other shifts, everything from dispatching to some gas supply issues, to information systems, billing systems and so on, that there may be some significant shifts which would raise concerns about a pure MFP number that is not measuring and it is something consistent over that period of time.




Again with the caveat that this is not my analysis, so, I am raising that as a concern, not necessarily as a limit and it would have to be considered before you adopted an MFP figure, particularly from some




evidence filed in another jurisdiction, on another company.


114
Q.
And just to confirm your testimony, are you setting aside the use of the two point fifteen (2.15) figure as to the productivity factor that should be used for Gazifère and the case at hand? I am talking about two fifteen (2.15) Enbridge's adopted to Gazifère's circumstances? I am just trying to determine exactly what is your position? You know, there are various figures used, one point six seven (1.67) and then the two fifteen (2.15) on which you tag on a stretch factor?



A.
I guess the reality is that despite being an economist and playing with numbers a lot over the years and doing lots of statistical analyses, you know, judgment is an important play and I am trying to avoid saying here is a number, use that number blindly. The way that the Ontario Energy Board dealt with it was said, we have these numbers as a guide, we know they are imperfect, we are introducing a stretch factor which is in part to deal with the imperfections of the numbers we generated.




Similarly, with the BCUC or even more extreme with the BCUC, in the both case of BC Gas and West Kootenay Power, the numbers were really negotiated. It was a saw-off of taking all of the available evidence, this is what seemed reasonable, and




provided a bit of a stretch which ensured that the consumers were going to end up better off under PBR than under the old regime.




And what I am suggesting here is the judgment again should be applied, the two fifteen (2.15) could be used as a base, but I am not -- it is all part of a judgment call, I guess, if you used a higher starting number, you'd probably end up with a more modest stretch factor. If you used the lower number proposed by Gazifère, I'd be saying you know that you are estimating the low side. So, you need a larger stretch factor in order to compensate for the low estimate.


115
Q.
O.K., while you're talking to a stretch factor, could you elaborate on the aggressive stretch factor you refer to at page 19, paragraph 3, of your written evidence and elaborate on, I guess, the range or the fork in terms of base points that should represent an aggressive stretch factor?



A.
Page 19?


116
Q.
Page 19. The last paragraph of -- I think the third line from...



A.
I'm sorry, my paging is slightly different, the actual words "aggressive stretch factor" appear on top of page 20 on mine, I'm sorry.




(14 h 20)


117
Q.
Okay,






... treated as an explicit dividend in the form of an aggressive stretch factor added to productivity.



Would you care to elaborate...



A.
To me an aggressive stretch factor would be in the order, and again it depends on what you are using as your reference point, are you using something that is fairly aggressive in itself, or are you using something that you think underestimates. But the stretch factor for the CRTC was two point five (2,5 %), two and a half percent (2.5%), and again, that is a stretch factor distinct from the trend of a higher productivity in telecom due to technological change.




That was an aggressive stretch factor, and the CRTC has no sharing, a hundred percent (100%) of variances go to the company. So that stretch factor of two hundred and fifty (250) base, well it is not really done on a return basis but two and a half percent (2.5%). That is what the customer gets, no more no less; the company gets everything else.


118
Q.
And if I took the gas industry?



A.
Well I would say that it is not much less in the gas industry, because that is referring to stretch factors distinct to the higher productivity for reflecting technological change, because the base,




the two percent (2%) reflected the historical productivity trend. Possibly you could argue that half a percent (0.5%) of that two point five (2.5%) is due to accelerating technological change and come down to something more in the order of two percent (2%) added on as an aggressive stretch factor.




The other consideration is the cumulative impact. The CRTC's regime was four years before the review, so it was a stretch factor of two and a half percent (2.5%) each year for four years. Here we are looking at a three-year regime. In a three-year regime, there is more reason to have a lower stretch factor if you are looking for the company to get those kinds of efficiencies within the time frame. So again I would not feel uncomfortable with something in the order of two percent (2%) as being an aggressive stretch factor.




That was assuming accepting the company's proposals with respect to the base productivity, not the two point one five (2.15).


119
Q.
Now referring to your answer to Question 8.



A.
So are you referring to Question 8 in the first piece of evidence?


120
Q.
Yes, at the Régie's Question No. 8.




Me BENOÎT PEPIN :




You mean in Document OC-7?




Me PIERRE RONDEAU :




Yes, that is correct -- sorry.




Me BENOÎT PEPIN :




I thought Mr. Todd meant the OC...




Me PIERRE RONDEAU :




Yes, D-8.



A.
Sorry.


121
Q.
My mistake, no reference to Régie, rather OC.



A.
The difference between Gazifère's proposal and your concerns regarding the true-up? Yes.


122
Q.
That is correct.



A.
Okay.


123
Q.
Could you confirm my understanding that the O&M profit-sharing scheme would be based on actual inflation and customer growth instead of beginning-of-the-year forecast?



A.
Under my proposal, yes, that is correct.


124
Q.
That is correct? And from your testimony, should I understand that your position is that there should be in fact two true-ups, one for actual inflation and growth using the formula over, for Years 2 and 3, and the other one to adjust the nineteen ninety-nine (1999) base to the formula to actual nineteen ninety-




nine (1999) expenses?



A.
No, I haven't said that, and I think I draw a distinction between the PBR period and the pre-PBR period.


125
Q.
Okay.



A.
Under traditional regulation, non-PBR, the reference point is the forecast of costs.


126
Q.
Okay.



A.
What I have argued is that under PBR, it is a different mind-set. What we are looking at are cost drivers, not a cost forecast. We are saying costs should go up, are driven up by growth and inflation, and therefore, within the PBR period, we should be guided by the actual drivers. So consistent with that logic, I would say it would not apply to nineteen ninety-nine (1999) because we are in the old mind-set then, it would only apply in the future when we are in the new mind-set.


127
Q.
To Years 2 and 3?



A.
That is right, yes.


128
Q.
On Page 136 of the transcript, as regards the Z factor, Gazifère...




Me BENOÎT PEPIN :




Excuse me, which date?




THE CHAIRMAN :




Which volume and which date?




Me PIERRE RONDEAU :




Volume 8, December third (3rd).




Me BENOÎT PEPIN :




Page 136?




Me PIERRE RONDEAU :




136 is correct.



A.
Yes, I have it.


129
Q.
I guess at Line 331, we are talking to a threshold of twenty-five thousand dollars ($25,000) are regards the Z factor. Would you have any comments in this regard?



A.
My recollection is that the way they came up with the twenty-five thousand ($25,000) was taking it as sort of proportional to the Enbridge threshold, given the size of Gazifère relative to Enbridge.


130
Q.
This is correct.



A.
And I would suggest that is inappropriate. In the PBR Task Force electricity in Ontario that I was involved in, there was a lot of discussion of the Z factor and thresholds. And there was kind of, well, a lower threshold was recognized as being appropriate for smaller companies, it was not proportional, because when you come up with an amount like twenty-five thousand ($25,000), that is pretty small even for a small company to go through the regulatory trouble of having a whole bunch of adjustments for twenty-five




thousand ($25,000).




It is a pure judgement call, but I would think something more like a hundred thousand ($100,000) would be appropriate in the case of Gazifère, and that would be consistent with the kind of views that were expressed by electric distribution utilities as well as others in the Ontario PBR process.


131
Q.
And now with reference to OC's Response No. 9?



A.
Yes, that is referring to B.C...


132
Q.
B.C., yes, this is correct.



A.
Yes.


133
Q.
I understand that there is an agreement, rather than an order, first?



A.
Well it happens in stages. First, there is an agreement amongst parties, well, given that there is an agreement on parties...


134
Q.
There was an order...



A.
... that goes and there is an order which confirms that agreement.


135
Q.
But there was no hearing...



A.
There is no hearing, that is correct.


136
Q.
Okay. Would you recommend an eventual implementation of such a formula to Gazifère, eventually, and if so, when?



A.
I think that, frankly, having been through a number of PBR processes, I feel much more comfortable developing a mechanism such as this through a




collaborate, or a task force, or a negotiation process than through a hearing process. And, you know, to, what I would suggest, frankly, is that the current proposal should be deemed to be trivially different from the existing proposal and Gazifère be instructed to come up with a comprehensive mechanism that deals with the limitations of the current mechanism.




The only question in my mind is whether they should do it immediately or wait until the end of the SCGM process. I suspect the latter would be more efficient rather than having two processes in Quebec, have one and then look at what comes out of that and see if it can be copied, or largely copied by Gazifère.




I would be surprised frankly if, given the general view of many parties across the country, if the SCGM process were to come up with a targeted, you know, targeted on O&M, PBR mechanism as opposed to something comprehensive, in which case either this mechanism is a possible mechanism for dealing with capital, or it could be a totally different approach that also deals with capital. And there are other approaches, and I am working with one of the utilities out West to come up with a PBR scheme that is comprehensive but would deal with the capital side more effectively than this mechanism. This is a weak




mechanism, and we are hoping we can do much better.




Me PIERRE RONDEAU :




That will be all, Mr. Todd. Thank you.



A.
Thank you.




LE PRÉSIDENT :




Merci, Maître Rondeau. Des questions? Pas de questions non plus de la part du Banc? Vous avez d'autres points en conclusion, Maître Pepin?




Me BENOÎT PEPIN :




Non, ça va.




LE PRÉSIDENT :




Vous avez une autre question, Maître Rondeau?




Me BENOÎT PEPIN :




Je vais la réserver pour la fin.




Me PIERRE RONDEAU :


137
Q.
I am sorry, just a clarification, regarding the revenue-sharing plan, which you qualify as being capped at zero point seven five (0.75) in your evidence, since you filed the evidence, have you been made aware that there was no cap to revenue-sharing scheme or plan through a revised decision by the Régie?



A.
Firstly, I should know that when you are using the Colombo technique, I'd better watch out.


138
Q.
No, I am referring you to Order...



A.
Yes, that was flagged for me subsequent, today actually. And I am aware of that. Would you like me to comment on the implications from my...


139
Q.
Yes, I would.



A.
The caps have potentially negative impact in that if the company were to butt up against the cap, the incentive to do better doesn't exist. It was my observation with the CRTC telephone companies, CRTC regulated telephone companies, that they seem to operate their businesses to stay within the hundred (100) point, plus or minus hundred (100) point basis point spread, to avoid triggering rate decreases and sort of, if they are butting up against behind of the allowed return, they would spend some more money, which is not a desirable incentive.




So the removal of the point'o seven five (0.075) itself does not disturb me. At the same time, there is an issue of, should we say the upside potential, and I know that there is some sensitivity that some large gains could be accomplished if there is a significant change in the industry, and it turns out that your targets are simply set too low, and the company is able to achieve very significant productivity improvements and run beyond what that




point'o seven five (0.075) cap, or zero point seven five percent (0.75%) cap.




To me, the implication of that is that the other way of addressing it beside a cap is through a sharing, and so the removal of that cap in my mind reinforces the importance of the fifty/fifty (50/50) sharing mechanism as a way of ensuring that if there are some very significant gains, that customers share in those gains.




Me PIERRE RONDEAU :




Thank you, Mr. Todd.




LE PRÉSIDENT :




Merci, Maître Rondeau. 




QUESTIONS BY THE CHAIRMAN:


140
Q.
Just a point of clarification, this morning we talked about the Z factor and may be the need or the suggestion, the suggestion at least that there it should be symmetrical and then, later on, during the day, you mentioned that from a customer perspective, that could be very hard to find data or even to make the point that, O.K. it should be... some adjustments should be made, then, we talked about a band for the Z factor from narrow band, twenty-five thousand dollars ($25,000), now we are up to a hundred




thousand dollars ($100,000) maybe. 




When I put all those things together, I am really getting maybe "M" factor, I'm totally mixed up, because there could be a Z factor, the need for symmetry, but if the customer cannot use it, so where is the point then, if the customer cannot identify it? So, I am just trying to understand the points over there.



A.
My personal view of the Z factor is that because they always exist, there are a lot of Z factor out there, always, that it is appropriate to define it extremely narrowly and, I believe I made the comment earlier in the day, that I see two valid Z factors.




One is an industry specific change in taxes, so, for example, if there were a tax on gas distribution mains imposed at the municipal level or provincial level or whatever, a new tax specifically targeted on this industry, that would clearly be outside the control of the company. If it were significant tax, it could be a very significant dollar impact and it would be appropriate to pass that through.




Similarly, if there were some, say some tax benefit that was passed through to the company, perhaps because the government wanted to encourage the move from oil to natural gas, it would be clearly




appropriate to pass that benefit through in the lower rates, in order to get the desired impact and, well, also because of the tax change it would be something everybody knows about and customers would know about a tax change.




Similarly, if there are regulatory decisions that either introduce new costs to the company or remove some costs very significant to the company, again not only is that something that is totally outside the control of the company, but it is also something that the customers would know about, if it were a beneficial change and in fact the Régie would know about it and in making the change, it could say "this is a Z factor and it should be appropriate to reflect it". So, by using that definition, to me meets all the criteria of Z factors and in my view, it would take very exceptional circumstances to go beyond those items.


141
Q.
O.K. If we stick, then, with the example of a tax variation and if we couple that with a band, let's say, let's use the figure you suggested, one hundred thousand dollars ($100,000), am I correct to understand then or interpret that if there would be a tax increase that would have an impact of, let's say ninety thousand dollars ($90,000), that would not be subject for a Z factor, similarly or symmetrically, if there would be a tax benefit that would be up to




ninety thousand dollars ($90,000), that would not be neither subject for, let's say, an adjustment on the customer's behalf, a symmetry would work both ways. Is that what you were advocating?



A.
Yes, the symmetry would work both ways and smaller changes would be considered to be a risk or benefit to the shareholder, larger changes would be changes that the shareholder would be protected from and the real issue is could the Z factor impact, if it were negative, damage the financial capabilities of the company.


142
Q.
O.K., I just want to make sure that I understood correctly, that if there would be a benefit to the same amount...



A.
Yes.


143
Q.
... then the Gazifère would be entitled to keep it...



A.
Exact.


144
Q.
... and there would be no... let's say no matter for revisions or Z factor?



A.
Yes, the primary purpose for doing that is saying at what point is it worth incurring the regulatory cost of dealing with the matter, because anytime a Z factor is introduced, it's going to get debated.




THE CHAIRMAN:




O.K., thank you very much, it does clarify my point.



LE PRÉSIDENT :




Maître Pepin, est-ce que vous avez d'autres questions?




Me BENOÎT PEPIN :




Non, c'est tout.




LE PRÉSIDENT :




C'est tout?




Me BENOÎT PEPIN :




Je vous remercie beaucoup.




THE CHAIRMAN:




O.K. then, merci. Thank you very, much, Mr. Todd.




WITNESS:



A.
Pleasure again, thank you.




AND FURTHER DEPONENT SAITH NOT




THE CHAIRMAN:




See you in the year two thousand (2000), probably, because there are not many days left this year, so it will have to be next year...



O.K., donc, ça clôt cette journée avec la preuve, là, de Option Consommateurs. Demain matin, nous allons




reprendre à neuf heures (9 h) avec monsieur Bauer et l'ACIG, on devrait poursuivre avec maître Tourigny et monsieur Dunsky, vous avez vu la lettre, apparemment, une quinzaine de minutes, ça fait que mettons que ça fera à peu près une trentaine de minutes, là, juste pour se mettre un... comment je dirais ça, donc, * a lawyer factor +...




Et ça m'amène à la dernière question dans ce contexte-là. Est-ce qu'en termes de contre-preuve, est-ce que c'est pensable qu'on puisse faire ça demain après-midi et de tout bâcler? Parce que si c'est faisable, moi je suggérerais que demain, on commence à neuf heures (9 h) et qu'on prenne comme objectif, si c'est faisable, de finir la journée, quitte à finir cinq heures et demie (5 h 30), six heures (6 h), et comme ça, on n'aurait pas à se retrouver vendredi, à moins que...




Me BENOÎT PEPIN :




Je ne veux pas être empêcheur de tourner en ronds, là, mais je vais devoir m'absenter demain vers environ cinq heures (5 h), j'ai une rencontre avec d'autres clients en Mauricie dans la soirée et mon transport est déjà arrangé, là, je l'avais fait parce que, bon, je n'avais pas le choix, c'est la seule rencontre qu'on peut avoir avec les clients qui est un corps municipal, là, qui a environ quatorze (14)




membres à réunir et parce que, bon, c'était le témoignage de monsieur Bauer puis de monsieur Dunsky, là, je pouvais me permettre de m'absenter le cas échéant.




Si on reste jusqu'à cinq heures (5 h) puis qu'on peut commencer dans l'après-midi, je vais me mettre tout à fait à votre disposition puis je suis en faveur de votre recommandation, mais si vous pensez faire de la journée une journée très étendue, ça risque de me causer des problèmes si ça a un impact.




LE PRÉSIDENT :




O.K., on pourra peut-être le voir demain là, comment ça roule, puis garder ça en...




Me PIERRE PAQUET :




Par exemple, si on terminait demain à peu près à cette heure-ci, moi j'en aurais pour à peu près une demi-heure, quarante-cinq (45) minutes, là, sans savoir ce que monsieur Bauer va dire, mais je pense qu'il y a plusieurs des sujets qui vont quand même se recouper, il y a des positions qui se rejoignent du côté des consommateurs et... donc on va adresser ces sujets-là ensemble, ça devrait aller assez rapidement, donc on pourrait être chanceux puis finir...




LE PRÉSIDENT :




Bon, ça fait que...




Me PIERRE PAQUET :




... puis on pourrait ajuster demain midi, peut-être prendre un petit peu moins de temps.




LE PRÉSIDENT :




Peut-être, c'est ce que je m'en allais suggérer aussi, c'est que si on soumet ça en prenant votre point en considération, demain midi on ira un peu plus rapidement pour le lunch.




Me PIERRE PAQUET :




C'est sûr qu'on aimerait mieux ne pas faire revenir les témoins vendredi.




LE PRÉSIDENT :




Bien, c'est ça, on peut peut-être sauver ça, je pense qu'à ce temps-ci de l'année on va tous apprécier ça, là.




Me BENOÎT PEPIN :




Je m'apporterai un lunch.




LE PRÉSIDENT :




O.K., dans ce contexte-là, ça fait qu'on se retrouve demain matin à neuf heures (9 h). Merci.
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