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L'AN MIL NEUF CENT QUATRE-VINGT-DIX-NEUF, ce quatorzième (14e) jour du mois de décembre :

 


PRÉLIMINAIRES




LA GREFFIÈRE :




Audience du quatorze (14) 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.




LA GREFFIÈRE :




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




Plourde.




Me NICOLAS PLOURDE :




Bonjour.




LE PRÉSIDENT :




Bonjour.




LA GREFFIÈRE :




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




LA GREFFIÈRE :




Hydro-Québec, représentée par maître F. Jean Morel (absent).




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




Me YANNICK VENNES :




Bonjour.




LA GREFFIÈRE :




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




Pierre Tourigny.




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, à tous. Ça fait qu'on va, espérons, entreprendre notre dernière journée ensemble; ce n'est pas parce qu'on ne vous aime pas, mais il y a certainement beaucoup d'autres choses à faire ensemble. 




Alors s'il n'y a pas de point de logistique, moi, je n'en ai aucun ce matin. Maître Paquet, vous en avez?




Me PIERRE PAQUET :




Bonjour. Le point de logistique, c'est plus une question de savoir qu'est-ce qui va être mis en preuve aujourd'hui puis ce matin, avec le rapport d'expertise de monsieur Bauer. 




Je pourrais faire une objection formelle au moment où on déposerait le dossier, mais peut-être pour qu'on




puisse procéder de façon plus éclairée, peut-être sauver du temps aussi, peut-être vous mettre dans le contexte.




Je comprends que monsieur Bauer, bon, a déposé un rapport d'expertise, puis on ne s'oppose pas à son dépôt d'aucune façon, là, le rapport d'expertise qui est adressé à la Régie de l'énergie, qui était l'onglet 1 du document que l'on s'est fait remettre.




Par ailleurs, il y a d'autres documents qui sont joints à ça, puis c'est là que j'ai un petit peu plus de problème, évidemment pas quant au c.v. non plus, parce qu'on va reconnaître le statut d'expert de monsieur Bauer aussi, il n'y a pas de problème là.




D'un autre côté, on arrive dans la preuve ontarienne que monsieur Bauer a déposée en Ontario. Ça, ça nous cause un problème en ce sens que de deux choses l'une : soit que la preuve répète ce qui est déjà dans le rapport qui est déjà déposé validement devant la Régie ou qui sera déposé validement devant la Régie, puis à ce moment-là c'est inutile ou ça vous apporte des éléments qui étaient pertinents au débat ontarien, puis on n'est pas ici pour faire le débat ontarien, puis la cause de Consumers Gas.




Donc, sur cette base-là, je m'objecterais, sur la




base de la pertinence de ce rapport-là.




Le deuxième élément d'objection serait le rapport ou l'argumentation juridique, là, qui est à l'onglet 4, qui est l'argument de Scott and Allan qui, je comprends, sont les avocats, les procureurs de l'ACIG ou de l'IGUA en Ontario et ça, ce n'est pas de la nature de la preuve, c'est de l'argumentation qui est pertinente au dossier ontarien de Consumers Gas.




Donc, dans la mesure où c'est de l'argumentation, ça n'a pas d'affaire en preuve et puis si on veut le déposer à titre d'argumentation dans le présent dossier - puis si mon confrère, c'est ce qu'il veut faire, j'en ai discuté avec lui, là, tantôt, je ne sais pas ce qu'il veut faire avec ça - s'il veut faire ça, bien à ce moment-là, moi ça va m'obliger à déposer, évidemment, l'argumentation de Consumers Gas en Ontario avec la réplique.




Tout ça pour dire que je pense que ce n'est pas pertinent pour la Régie de prendre connaissance de tout ça, qu'on n'aurait pas à rentrer là-dedans; moi, j'aimerais mieux qu'on n'ait pas à le faire, parce que je pense que le débat a été assez lourd puis compliqué, et à la fois dans la cause ici puis en Ontario. Une cause à la fois, ça suffit.




Donc, pour ces motifs-là, je demanderais à la Régie, là, de maintenir l'objection quant au rapport de monsieur Bauer en Ontario et quant à l'argumentation ontarienne, bien j'aimerais peut-être attendre ce que mon confrère va nous dire, là, quant à ses intentions à cet égard-là, avant de procéder plus avant.




LE PRÉSIDENT :




Donc, pour résumer, on parle de l'onglet 3 et l'onglet 4...




Me PIERRE PAQUET :




C'est ça.




LE PRÉSIDENT :




... de façon succincte?




Me PIERRE PAQUET :




C'est ça. 




LE PRÉSIDENT :




Merci. Maître Plourde, est-ce que...




Me NICOLAS PLOURDE :




Monsieur le Président...




LE PRÉSIDENT :




... vous voulez clarifier tout de suite?




Me NICOLAS PLOURDE :




... Nicolas Plourde pour l'Association des consommateurs industriels de gaz, ce n'est pas un secret, en fait c'est un secret de Polichinelle que la formule proposée par Gazifère nous provient directement de l'Ontario, en fait c'est une copie pratiquement conforme de celle d'Enbridge.




C'est en ce sens que nous avions cru bon de déposer devant la Régie les documents que vous retrouvez sous les onglets 3 et 4, pour éclairer la Régie. Déjà, elle a un certain nombre de documents, là, qui ont trait au débat qui a eu lieu en Ontario, là, ne serait-ce que la décision de la Régie de l'Ontario est au dossier, si je ne m'abuse. Donc, c'est en ce sens que nous avons déposé ces documents.




Quant à l'argumentation juridique, je suis d'accord avec mon confrère que ça ne constitue pas de la preuve comme telle. Je n'ai pas d'objection à ce que ça soit considéré, en fait que ça ne soit pas considéré comme de la preuve; je pourrai, si vous voulez, l'annexer à mon argumentation écrite, et mon confrère pourra faire de même avec les procureurs qui ont représenté Enbridge en Ontario.




En ce sens-là, je veux dire, il n'y a pas de préjudice, là, mais je comprends que ce n'est pas de




la preuve, ça je l'admets avec mon confrère.




Quant au rapport du docteur Bauer déposé en Ontario, je vous soumets que c'est pertinent pour la Régie de possiblement vouloir en prendre connaissance. Je le répète, les formules sont, à toutes fins pratiques, identiques, donc ça peut éclairer la Régie.




Le docteur Bauer est ici, peut être contre-interrogé par mon confrère, s'il le désire, ce n'est pas quelque chose que je dépose ce matin, là, ça fait un certain temps, là, que mon confrère le sait.




Donc, en ce sens, il n'est pas pris par surprise et s'il a des questions à poser au docteur Bauer, le docteur Bauer est disponible; donc, je ne vois pas pourquoi ça ne serait pas produit au dossier. Au niveau de la pertinence, ça semble être l'argument principal de mon confrère, je l'ai dit, les formules sont similaires. En ce sens, je considère que c'est tout à fait pertinent.




LE PRÉSIDENT :




Est-ce que vous avez d'autres points, Maître Paquet, que vous voulez faire valoir avant qu'on...




Me PIERRE PAQUET :




Le seul point qui est soulevé par mon confrère, là,




sur lequel j'aimerais m'adresser, c'est celui de savoir l'origine de la formule, on dit la formule d'Enbridge en Ontario, quant à nous c'est la formule qui nous a été demandée par la Régie dans la D-99-09 l'année dernière, puis qui a fait l'objet d'une ordonnance, puis on a donné suite à cette ordonnance-là.




Donc, on est dans un contexte purement québécois ici, c'est sûr qu'on est inspiré par à la fois l'expertise d'Enbridge et tout ça, mais il n'en demeure pas moins que le contexte réglementaire est distinct, est différent, puis même si vous lisez les documents de monsieur Bauer, il y a même eu des arguments en Ontario à savoir si le contexte réglementaire puis la loi ontarienne permettait un PBR compréhensif, etc.




Donc, quand on rentre là-dedans, c'est difficile de savoir où on va s'arrêter, puis où ça s'applique, puis où ça ne s'applique pas.




Ce qu'on contrôle, c'est la loi québécoise, on sait ce qu'il y a dedans, puis le contexte québécois, puis la preuve qui est devant nous, pas une preuve qui a été faite, puis un argument qui a été fait dans un autre contexte ailleurs, donc je maintiens mes commentaires et mes objections, puis d'après moi, la meilleure chose ce serait que l'argumentation




juridique qui a été faite en Ontario soit entièrement retirée du dossier ou du moins, que la Régie dise : écoutez, c'est bien beau, là, mais ça ne nous intéressera pas tellement, ce qui va nous intéresser, c'est ce que les avocats ont à dire ici, mais à part ça... D'après moi, c'est ce qui serait le plus efficace et le plus utile.




LE PRÉSIDENT :




O.K. L'argumentation, on s'entend, c'est l'onglet 4, c'est ça, là?




Me NICOLAS PLOURDE :




Oui.




LE PRÉSIDENT :




Pour être sûr, parce que les titres...




Me PIERRE PAQUET :




C'est ça, l'onglet 4.




Me NICOLAS PLOURDE :




C'est l'onglet 4.




LE PRÉSIDENT :




Et l'onglet 4, déjà à date vous mentionnez que vous ne le considérez pas comme de la preuve?




Me NICOLAS PLOURDE :




Effectivement, je ne le considère...




LE PRÉSIDENT :




Est-ce que vous le retirez...




Me NICOLAS PLOURDE :




... pas comme de la preuve.




LE PRÉSIDENT :




... dans ce contexte-là?




Me NICOLAS PLOURDE :




Je peux le retirer comme tel, là, sans par contre, là... je le produirai peut-être en annexe, là, de mon argumentation écrite, là.




LE PRÉSIDENT :




Mais là, ce matin la preuve, on le sortirait de la preuve...




Me NICOLAS PLOURDE :




On pourrait sortir ça de la preuve.




LE PRÉSIDENT :




... ça réglerait l'onglet 4...




Me NICOLAS PLOURDE :




C'est ça, effectivement.




LE PRÉSIDENT :




... si on y va étape par étape, là.




Me NICOLAS PLOURDE :




Ce qui laisserait l'onglet 3.




LE PRÉSIDENT :




Donc, l'onglet 4 serait retiré de la preuve. L'onglet 3... est-ce que vous avez des questions?




Me MARC-ANDRÉ PATOINE :




Maître Plourde, vous dites que c'est pertinent et le seul élément que vous nous donnez, c'est que la formule est semblable à celle de Consumers, sauf que avez-vous d'autres éléments, là, de pertinence à nous soumettre?




Quelle est l'importance pour monsieur Bauer que son témoignage soit présent dans votre document, là, parce qu'il a déjà fait un autre rapport qui est particulier à Gazifère; en quoi c'est important pour monsieur Bauer d'avoir cet autre témoignage-là qu'il a donné dans une autre cause - et j'imagine que monsieur Bauer est un expert mondial, il pourrait nous arriver ici avec une pile d'expertises dans tous




les dossiers qu'il a faits.




On peut rendre le dossier fort complexe, mais moi, ce que je veux savoir avant de décider, c'est quelle est l'importance pour vous ou pour votre témoin expert d'avoir ces documents-là, c'est ça que...




Me NICOLAS PLOURDE :




Vous me donnez une seconde? Je vais juste m'entretenir avec...




Me MARC-ANDRÉ PATOINE :




Parce que si c'est important, c'est essentiel pour son témoignage, on va le laisser aller, mais si ce n'est pas essentiel, vous en avez fait une, une expertise, elle est là. Pourquoi compliquer le dossier?




Me NICOLAS PLOURDE :




Après vérification avec mon expert, effectivement ce n'est pas, le rapport n'est pas essentiel à son témoignage ce matin. La seule raison pour laquelle le rapport a été déposé, comme je l'ai dit d'emblée, c'était pour donner un éclairage complet, là, à la Régie quant à la position de l'ACIG en Ontario, donc...




LE PRÉSIDENT :




Donc, vous pouvez procéder en fait sans les onglets 3 et 4?




Me NICOLAS PLOURDE :




Absolument, je peux procéder, nous pouvons procéder sans les onglets 3 e 4.




LE PRÉSIDENT :




O.K.




Me NICOLAS PLOURDE :




Toutefois, à nouveau, je vous soumets qu'au niveau de l'éclairage que la Régie devrait avoir, là, sans vouloir complexifier indûment le dossier, là, ce n'est pas... ça peut être utile, là. C'était sous cet angle que ça a été déposé.




LE PRÉSIDENT :




Mais 3 et 4 sont retirés de la preuve de façon officielle. Merci. Est-ce qu'il y a d'autres points de logistique ou de droit, là, ce n'était peut-être pas de la logistique en tant que telle, ça, là. Pas dans mon jargon en tout cas.




Très bien. Donc, nous allons procéder avec vous, Maître Plourde, et votre témoin.




Me NICOLAS PLOURDE :




Monsieur le Président, avec votre permission, je procéderais d'abord avec la qualification du témoin, du docteur Bauer, à titre de témoin expert. Je réfère la Régie...




LE PRÉSIDENT :




On va l'assermenter avant.




Me NICOLAS PLOURDE :




Oui, excusez-moi.


_______________




(9 h 15)




IN THE YEAR NINETEEN HUNDRED AND NINETY-NINE, on this fourteenth (14th) day of December, PERSONALLY CAME AND APPEARED:




JOHANNES M. BAUER, Associate Professor, Michigan State University, 409 Communication Arts & Sciences Building, East Lansing, Michigan, U.S.A.;




WHO, after having made a solemn affirmation, doth depose and saith as follows:




EXAMINED BY Me NICOLAS PLOURDE :




Donc je référerais la Régie à l'onglet 2 du rapport




du docteur Bauer, où vous retrouverez son curriculum vitae.


1
Q.
Dr. Bauer, by giving us an overview of your curriculum vitae, would you please briefly describe to the Régie your qualifications and professional experience?



A.
I have, for the past fifteen years, conducted research, given seminars, advised regulatory agencies as well as private industry in the fields of telecommunications and energy. Since nineteen ninety (1990), I have been a professor at Michigan State University, in the Department of Telecommunications.




Between nineteen ninety-three (1993) and nineteen ninety-eight (1998), I was the Director of the Institute of Public Utilities at the Eli-Broad Graduate School of Business at Michigan State University, which is an organization that does research and provides advice to government agencies as well as the private sector on issues related to the transformation of formally heavily regulated industries in energy and communications.




I have focused in my work more specifically on questions of incentive regulations, issues of utility diversification, which includes issues of cost allocation as well as rate design.


2
Q.
I understand you have appeared before several boards?



A.
Yes, I have.


3
Q.
Would you please...



A.
I have appeared before the Ontario Energy Board, I have helped as a consultant, an advisor, regulatory agencies in Europe and South America, also several American regulatory agencies. And I have published on these issues in journals as well as in books.




Me NICOLAS PLOURDE :




Unless there are any objections from my colleagues, I would ask the Régie to qualify Dr. Bauer as an expert witness on regulatory and utilities economics, incentive regulations, cost structures and rates.




LE PRÉSIDENT :




Très bien. Il n'y a pas, est-ce que, Maître Paquet, vous avez l'air à signifier qu'il n'y a pas d'objection... o.k. Est-ce qu'il y a des questions... non. Très bien, alors la Régie reconnaît le témoin.




Me NICOLAS PLOURDE :




Merci.


4
Q.
Dr. Bauer, I understand that you have prepared two documents in view of the present hearing, namely your report dated November eleven (11), nineteen ninety-nine (1999), which is found under Tab 1; and also your written responses to the questions from the Régie, this document being dated November twenty-five




(25), nineteen ninety-nine (1999). Is this correct?



A.
It is correct.


5
Q.
Do those documents contain evidence prepared by you, under your supervision or for which you are otherwise responsible?



A.
Yes, they do.


6
Q.
Are there any material additions or corrections to these documents that you wish to be made?



A.
No.


7
Q.
Are these documents accurate to the best of your knowledge and belief?



A.
Yes.


8
Q.
Do you adopt these documents as your written evidence in the present proceedings?



A.
Yes.




Me NICOLAS PLOURDE :




I would therefore like to officially file and give an exhibit number to these documents. With respect to Dr. Bauer's report dated November eleven (11), nineteen ninety-nine (1999), I would give the exhibit number ACIG-1, with the permission of the Régie?




LE PRÉSIDENT :




ACIG-1, c'est ça que je cherchais, s'il y en avait d'autres.




Me NICOLAS PLOURDE :




Je ne pense pas.




LE PRÉSIDENT :




O.K.




ACIG-1 :

Dr. J.M. Bauer's report, dated November 11, 1999.




Me NICOLAS PLOURDE :




And with respect to the responses given by Dr. Bauer to the questions of the Régie, I would give the exhibit number ACIG-2.




LE PRÉSIDENT :




Très bien.




ACIG-2 :

Responses by Dr. J.M. Bauer to questions put by the Régie.




Me NICOLAS PLOURDE :


9
Q.
Dr. Bauer, before I draw your attention to specific topics raised during the course of this hearing, would you please give the Régie an overview of your report and summarize your conclusions?



A.
I would be pleased to. In my view, one cannot underestimate the significance that we see in regulatory changes across North America but also in




the rest of the world as we move from cost of service regulation of the past to incentive regulation of the future. This trend started about fifteen years ago and has since taken on speed quite significantly.




It is also clear that initial incentive regulatory plans or indexing plans of the sort that we see here were designed in a context of a great amount of uncertainty, we didn't really understand well these tools. However, in the past fifteen years, we have learned very quickly, regulatory agencies as well as the research community have followed the outcomes of early experiments very closely, and we have, as a result, now a much better understanding of the design of such indexing plans and what distinguishes well-designed plans from poorly-designed plans.




I would say that in assessing a proposed plan, one needs to look at two interrelated issues -- one is the question of what are the efficiency implications of such a plan, in other words what does it mean for the development of prices, the quality of service for customers; and secondly, we have to look at the fairness implications of a new plan design. Let me briefly comment on how I see this proposed plan score on those two dimensions, okay?




Let's start just looking at efficiency first because




this is probably the over-arching goal. We would like to have a plan in place that increases the efficiency of the operations of the utility as well as perhaps reduces the regulatory costs of administering an indexing plan. Now looking at the proposed indexing plan for operations and maintenance expenses, we can evaluate this design using insights from regulatory experience but also from management experience.




The principles that underlie these indexing and PBR plans, performance based regulatory plans which sometimes they are also called, reach far beyond regulatory insights into management theory, and many of the contracts that private competitive enterprises design with their suppliers, with their management, are driven by the same principles. So this goes way beyond just regulatory issues.




Now looking at the plan as proposed and comparing it with these insights, that I explain in more detail in my paper, I noticed the following. First of all, the plan is out of line with what is being done in other jurisdictions because it does not rely on data that reflect industry trends, except in one occasion where it uses the Consumer Price Index, but I will explain in more detail why even this part does not probably reflect fully industry trends that we see.




It does secondly not include significant parts of the operations of the utility, most importantly the capital side of the business, but it also does not include significant parts of the operations and maintenance expenses. For example, management fees, at least initially, will be excluded, other costs are not part of the incentive, the indexing envelope. And at any point in time, the utility may come before the Régie to claim other additional expenses, as Z factors; therefore, only a portion of O&M is actually covered by this plan.




This creates the risk that the inefficiencies actually increase compared to the status quo, because the utility operating in such a model would be able to increase its capital expenses; if it can achieve O&M savings, it will share in the surpluses created on the O&M side and it will be able to earn a return on the capital side. It is, if you wish, a double whammy that the utility can achieve.




We have seen this in other plans, and therefore, most of the more recent plans, are designed as comprehensive plans, because if you have an incentive plan that covers both the capital side and the O&M side, such shifts in your structure of expenses do not benefit the utility, and therefore the incentive will be eliminated.




Now looking at the details of the former design, the following points need to be noticed. I mentioned already that the company relies on internal data; it also starts -- and this is very important -- from budget figures rather than actual expenses. Now the catch phrase here was, "a true-up is a screw-up", I think this is absolutely the wrong position, I would say, "no true-up is a screw-up".




Because the goal of incentive regulation is to start from the most reliable figure representing the true costs of the utility in the starting year. And by trueing up the first year, we do not punish the utility in retrospect; all we do is we take advantage of what we know at the end of the year, what happened during the year. Now the utility will of course be able to make any representation of fact as to they are unique for the year, but we take advantage of additional information of the operating conditions of the utility that are revealed during the year.




As you know, and as you have seen in my evidence, any mistake that we make in this initial starting point of the plan is tripled assuming that there is a three-year plan period, and it can go both ways. You know, I think that, to a certain degree, such a trueing up is also in the interest of the utility because if our initial O&M base is too low, the




utility will be punished in exactly the same effect, and it is a triple effect over the period of three years.




Last but not least, I think that the evidence that was presented as to the inflationary tendencies that the utility is subject to and its productivity potential has been somewhat confusing, I need to say, and I think is not in line really with the insights that we have from theory and experience. And basically, what we want to do in these indexing plans is, we take advantage of an insight that we know applies in competitive markets.




In a competitive market, if the costs of suppliers go up, over time the market price will adjust to this cost increase. Likewise, if, other things equal, productivity increases take place, the price in the marketplace will go down after the adjustments are completed. And it is exactly this insight that underlies the design of those indexing plans.




Now in doing so, we have a major task, and the major task is to identify the correct measures for input price inflation and productivity changes. Now to be correct, these measures should not reflect the company's past performance but rather, if possible, something that reflects industry conditions. In other




words, we would like to go away from the utility's own past because one of the main reasons for incentive regulation is that under traditional regulation, we cannot assess well how good the utility has performed, you know, we are at a lack of information compared to the utility. But moving to external data, we can improve the regulatory process in the interest of all stakeholders.




If you look in the Ontario Energy Board's current debate on PBR for electricity distributors, this is exactly what the Board wants to do, and it is going to implement what is called, the model is called a "yardstick regulation" that relates the utility's own performance to other utilities in the field. And I will explain in more detail how we could do it in this case and come up with a better plan.




(9 h 30)




Now, there are several deficiencies if I look at this thing from an efficient point of view. And as I said, the lack of a true-up for the initial starting point of the plan, the way the inflation measure and the productivity also are being defined, are the most important ones.




Thirdly, I think I would also bring to your attention that the hope that this plan will reduce administrative costs, I think, is mute because it




indeed increases to a certain degree complexity. Many new issues were brought up in front of the Régie and I think you will be surprised by the fact that the regulatory proceedings will not be cut, I think, under this plan. My expectation is that it will go up, this is in coincidence as they experienced in other places.




Let me briefly look at the fairness aspects of the plan. I think at minimum one would require from a new regulatory method that no stakeholder is worse off than in the status quo, while at least one stakeholder should be better off. I think we all could agree that the plan is superior if some stakeholders are better off, whereas nobody else is worse off.




That is a very generic condition for fairness and maybe one that we will not all agree on. Maybe we would like to see even more than this, but if we would even apply this very generic test, what we see is that this plan actually leaves shareholders much better off, but it leaves ratepayers worse off because what we see here is the following.




Let me just try to translate this into generalistic language now for a moment and excuse my trying to portray this in a sharp light. What we see in this




plan is the following argument. Gazifère says we will do like we did in the past. That is what the formula represents, that is being proposed. We will also charge you an additional four hundred and forty-one million dollars ($441,000,000) for increased expenses that we have to pay to our parent. 




We will in addition reserve the right to come in as any cost increase that we think may affect us during a three-year time period and we would like to be rewarded for this promise by getting seventy-five percent (75%) of all the earnings variances that occur during this time period.




And this is clearly a situation in which the shareholders are better off, but the ratepayers are worst off than they used to be in the past. And this comes in addition to the degree of uncertainty that we generate because we now do not rely on annual reviews of the cost of the utility, but we rely on a formula that is deliberately an approximation of what actually happens in the industry. And I can say more about this later on.




Now, in other plans, for example, in Enbridge's plan which is similar, the utility at least promised that, at the end of the three-year period, they will go through a re-basing, they will go through a detailed




cost analysis and assure that the ratepayers, at the end of the three-year period when we know what the potential efficiency gains are, the ratepayers will share in a significant amount of these gains. I do not see anything here.




So my conclusions are the following. I think everybody would be better off by spending some more time to perhaps come up with some better design, that is more comprehensive, now I understand the time frame, I understand the willingness to go ahead, and I think that's maybe something to consider in the near future. 




I think though that even if currently this is not the time and place to introduce a more comprehensive plan, which I think could be done in a very short period of time, and again I would be pleased to say more to this point, then at least those fundamental design flaws that reduce the efficiency effects of the plan and the aspects that affect the fairness of the plan need to be fixed.




And just to repeat its true-up, it is using the right inflation/productivity combination, it is a reliance on the fifty/fifty percent (50/50%) sharing formula that applied in the past. And it is in my view the introduction of a modest stretch factor that captures




some of the intangible aspects of moving to such a new plan design. I know that this was not short, but I think I hit the main points.
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Q.
Thank you, Dr. Bauer. So, I understand that your initial position is that the formula as proposed by Gazifère would not be better than the status quo?



A.
I do not see a strong argument in favour of this formula for a number of reasons. I mentioned that the plan is not comprehensive, therefore, it may introduce some new distortions into the company's decisions. Secondly, consumers are giving up, ratepayers are giving up the ability and the Régie is giving up its ability to review costs on an annual basis and, therefore, take advantage of new information that becomes available as we proceed.




That means that uncertainty is increased as we are moving into the plan. Secondly, the sharing is proposed which would flow seventy-five percent (75%) to the utility and only twenty-five percent (25%) to ratepayers, this I think is out of line with the overall plan design, as I have indicated. I think that you would forgive an opportunity to move to a comprehensive plan more quickly and I do not think it is necessary to really start thinking through these issues from scratch. I think it would be feasible perhaps to move to a more comprehensive plan in a




year period.




So perhaps one compromise position would be to say, we use a plan like this, you know, for a year, perhaps even two, in the worse case scenario, but with the explicit goal to introduce a more comprehensive framework after that time period.
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Q.
Should indeed the Régie decide to implement the formula proposed by Gazifère, what essential changes would you bring to this formula to make it more acceptable, whether it be for a year or two-year term?



A.
I would say the following. One has to review the parameters of the formula more carefully, the longer it will remain in place. Because the longer the time period this formula will be in place, the more severe mistakes in plan design will affect ratepayers or shareholders. Please be aware of the fact that mistakes can go both ways. So if we would say the plan is after one year, we go to a more comprehensive plan, I think one would have to tweak the plan only minimally.




For example, I would suggest to use as a productivity factor the only one that we know from direct calculation, that is two point one five (2.15), to use the CPI, the Consumer Price Index, as a proxy of inflation. And perhaps add a modest stretch factor to




care of some of the mechanics of how Gazifère's cost structure looks like at this point.




For example, it is clear that in expansion one additional consumer does not increase O&M by one, in a one-to-one ratio. Actually, in the last six years, an additional consumer costs significantly less than the average cost of an additional consumer cost in the past. Gazifère seems to be able to move into a much better cost consumer relationship and that could be reflected in such a modest stretch factor.




If the plan is really to go ahead for three years, then I think, you know, more caution flags need to be raised. And I would in addition suggest to really strongly consider such a true-up just for year one, to avoid the compounding of mistakes over a three-year period. Secondly, I would also have a much stronger argument in favour of introducing such a stretch factor.
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Q.
During his testimony, Mr. Bruce Taylor implied that no modification to the formula proposed by Gazifère should be brought because it forms a whole. In other words, it appears that if you remove a brick from this formula, the wall may crumble. Do you have any comments on that?



A.
Yes, that is the basic assumption underlying the statement is wrong. And it is that the goal of




designing such a formula is to replicate Gazifère's performance in the past, and expand it into the future. If that is indeed our goal, then it is true. If you look at the formula, you see that the O&M expenses are a function of customer growth, of productivity changes and inflation. And that is nothing but a representation of the more generic principle that I mentioned before, that in a supposedly competitive market, inflation increases prices, productivity reduces prices, and of course the revenues of the company are also dependent on its size, which is measured in the consumer growth factor in this case.




Now, in this case, it is true. If you reduce, if your inflation factor is less, let's say because you were more efficient in the past, then somewhere in this formula to maintain the total, which is the O&M revenue, there has to be a compensatory move. And it can either be in the consumer growth, it can be in the productivity factor.




In that sense, I think the statement is true. What it misses though is the main point of indexing, and that is that we would like to move away from the company's own history in designing a new yardstick for its future performance. We would like to look at productivity changes and input price inflation as




measures that do not reflect the company's own performance, but reflect industry performance.




Now, in that sense, the total also changes, if you wish, in the formula, and in fact all the parameters are really subject to scrutiny. And now, I am the first one to admit that it may be difficult to come up with these industry standards, and we are in Canada -- or you are in Canada, in an early stage --  sometimes I feel I am more Canadian than an American, it is with my European background it seems. So, you in Canada, are at an early stage of designing such plans and other nations, who have moved to indexing sooner, have -- were able to produce statistics and data that enable us to create those industry standards. And we do not have to rely on individual utilities' own historical data any more.




But in those cases where we do not have those statistics yet, we use tools like a consumer dividend or a stretch factor to correct for those known, but unquantifiable, deviations that we build into the formula when we are relying on the company's own past.
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Q.
Talking about the stretch factor, I would like to move to this specific topic now. To a question from maître Pierre Paquet on this issue, Mr. Trachsell said, at page 26 of the transcript, volume 8, and I




quote:





The rationalization of $162,000 of O&M expenses for the 2000 budget will guarantee an up-front productivity dividend or benefit in excess of the amount of the 1.67 guaranteed under this proposed formula. If additional stretch factors were deemed necessary, the coming position is that they be empirically based or statistically derived out of an analysis.




Do you agree with Mr. Trachsell's statement to the effect that the rationalization measure of one hundred and sixty-two thousand dollars ($162,000) imposed by the Régie, in the present rate case, renders the use of a stretch factor unnecessary?



A.
If I am correctly informed then this one hundred and sixty-two thousand dollars ($162,000) actually was a position that was granted to the utility for one period and, therefore, it is really not a reduction in the two thousand (2000) rate case, but is something that was known since the last rate case at least, so this is nothing that can be considered meaningful as a stretch factor.




In this respect to the second half of the statement that the coming position is that they be empirically




based or statistically derived out of analysis, I do not know where Mr. Trachsell had taken the statement from. I do not think it is really reflecting what is happening in regulatory proceedings, it's, actually it's just almost the other way around.




We use these stretch factors because we have difficulty really statistically pinpointing exactly the magnitude of factors that we know exist. For example, the factor the utilities in the past were operating in monopoly conditions and under regulatory system cost of service that gives them all sorts of incentives to inflate the representation of their own costs.




And so, most of the time, when such stretch factors are used, they are based on expert judgment. They are based on regulatory judgment rather than statistical analysis. Now, there is some -- there would be methods to actually come up with better statistical estimates to do it. It is called, a different tools of doing it, one would be efficiency frontier analysis. 




These are statistical methods where you would look at the utility situation, you would look at its customers, number of customers, the density of its customers, the climate, the topography of the region




and so on, you know, the sources of gas supply and other things that influence the total costs of the utility. Then you would compare the utility to other utilities and, by using sophisticate statistical techniques, you can eliminate all the differences that affect the total costs of the utility.




In the end, what you come up with is a sort of a net measure of the efficiency of the utility. Now, these tools are appealing conceptually. They have been used in the U.K. where indexing plans have been used since the late nineteen eighties (80s) or mid-nineteen eighties (80s); they have many inherent difficulties.




Very often, we do not have sufficient data to really come up with good estimates. We try to do the same thing for the Ontario electricity distributors and really did not come very far because the database was too heterogeneous, and the results were not very encouraging.




And the decision in Ontario actually was to create a systematic uniform system of recording operational data, so that at least in the future, such methods can be used. 




So, to make a long answer short, there would be methods. I am sceptical as to whether we could use




them today here and now, because they are complicated and have significant data requirements.




(9 h 45)
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Q.
In your opinion, should the Régie impose a stretch factor to Gazifère and why?



A.
Yes, it should. And as I said before, the stretch factor has several reasons or several rationales given for such a stretch factor. First of all, and probably the most important thing is that it corrects for the inflated nature, if you wish, of the utility's past performance. The reason why cost of service regulation is abandoned on a global basis, I should say, is that we have come to understand that it sets many incentives for a utility to over-represent its costs.




Now, that does not mean it does so on a fraudulent basis, I should say, this is not -- what we understand now is that the way contracts are formed, the way regulation is shaped, influences behaviour of management. We know this from a wide range of industries, not just regulated industries, but also private industries.




And it is one of the reasons why, for example, management contracts very often now include premiums that are related to the performance of the company, to really synchronize the incentives of management




versus the interests of shareholders in this case. Likewise, indexing plans are intended to synchronize the interests of management better with the interest of the general public, ratepayers and so on.




Now, we know that cost of service regulation in that respect does not perform well. And there are conceptual arguments that have shown this for a long time since the nineteen sixties (60s). There is now a tremendous empirical record where we see that whenever companies shift from cost of service regulation to more incentive-based regulatory tools, they can improve the performance in hitherto unknown, ways.




Even management sometimes is surprised by what kind of efficiency potentials they find if you only change the rule and the frame of mind under which you work.




And that is one of the reasons why it is argued that the past record of the utility is not a good predictor of how it would work under a different regime, and it's one of the main reasons for introducing a stretch factor.




The stretch factors that have been used in other jurisdictions range between point five percentage points (0.5%) to -- up to two percentage point (2%)




in some cases.
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Q.
I know you were involved in the hearings in Ontario with respect to Enbridge targeted PBR plan; was a stretch factor imposed to Enbridge?



A.
Yes, the Ontario Energy Board did do that and used a stretch factor of point five percent (0.5%) in this case. There was a second reason why it was considered a good idea to introduce a stretch factor and it is actually present in many other cases to and it is the goal to introduce some up-front benefits for ratepayers. 




Because you have to understand that the formula, as it currently stands, does not benefit ratepayers. All it does, it really allows the utility to perform as it did in the past.




So, in that sense, ratepayers are exactly as well off as they were in the past. And you can create up-front ratepayer benefits by introducing such a stretch factor. In that case, you are sure that some efficiency gains are flown through to ratepayers. And that is, that is in many discussions when stretch factors are introduced also a point that is  weighted.
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Q.
Would you please more fully explain to the Régie why you recommend replacing the proposed derived productivity measure of one point sixty-seven percent




(1.67%) by the direct measure of two point fifteen percent (2.15%)?



A.
Yes. It has to do, to a certain degree, with what we had argued before that one of the main mistake and assumption in calculating productivity and inflation in this case is that we should rely on the company's past own record. And what we would like to do instead is in indexing, we would like to find some measure of performance that reflects industry conditions better.




And the only, the only figure that is available that was directly calculated actually is the productivity, the multi-factor of productivity of two point one five (2.15) that was submitted by Gazifère in its own evidence. 




I have never nowhere found any evidence that would allow me to justify that the consumer pricing index reflects Gazifère's input price inflation, it has been argued several times. We have asked it actually in interrogatory, but did not get a direct answer to it, and I may have overlooked it. 




So, if this information is somewhere, if some study was conducted that allows us to see statistically that the consumer pricing index indeed does reflect input price inflation, in our place to look at it,  and I actually argue in my own evidence that if we




see that perhaps the judgment will have to be modified. 




Now, taking Gazifère's own approach, let me look at the formula in a different light, O.K., and recognizing for a moment that if we assume that the total O&M that Gazifère had in the past, in the past years, is a total aggregate, then therefore if we pick either productivity or inflation as given, the other factor results endogenously, O.K. Then we can do the following exercise.




In its own testimony, Gazifère says we assume that the inflation that we are facing for our inputs, labour, materials and so on, equals the consumer price index and then we calculate what kind of productivity change would have been necessary to yield the operations and maintenance expenses that we had in the past, O.K.




Now, let's turn this exercise around and see what inflation of input prices would Gazifère have had to experience, if we accept for a moment the fact that its own calculation revealed two point one five (2.15) productivity changes, which is in my view the only solid measure that we have in terms of the operations of the company. 




If you go to the calculation, you will find out that prices that Gazifère paid over the past twelve (12) years that are subject to this calculation would have had to be point five percent (0.5%) above the consumer price index, point five percent (0.5%).




It is exactly the difference -- actually it is forty-eight (48) basis points, point four eight percent (0.48%). And it is something...
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Q.
Between two point one five (2.15) and one point sixty-seven (1.67)?



A.
Yes, between -- it is, again, utilizing the argument of Mr. Taylor that these are sorts of flip sides of the coin, if we now accept for a moment that the productivity measure, which is the only one that we saw directly derived is true, then we have to recognize that Gazifère's input prices must have risen point four eight percent (0.48%) above the consumer price inflation. 




That is something that at least troubles me, because in no case that I am aware of do we see that systematically the input prices of a company are so high above the consumer price index. Now, you have to understand that the consumer price index is sort of the tail-end inflation measure of the economy, and it compounds all the stages of production and the consumer price index, because it reflects retail prices, and retail distribution is a business where




productivity gains have been lower than in manufacturing, for example, therefore, the consumer price index is always higher than any other measures of inflation.




For example, historically, the consumer price index is about twice as high as the producer price index, which is probably a much better indication of the purchasing practices of companies, because it measures input prices. It is also historically approximately point five percent (0.5%) higher than the GDPPI, the implicit price deflator of the gross domestic product, which is what most other indexing plans actually use.




So, by using the CPI as an inflation measure, you are already at the top end, not to say that input prices were, you know, half a percentage (0.5%) point higher than this highest inflation measure that we know. It needs to be justified somehow. I do not say it is impossible, it can be the case, and there is another case, Boston Gas for example, where statistically we could see that inflation of input prices was about point one percentage point (0.1%) higher than the GDPPI, which as I said is lower than the CPI.




And the unique conditions of Gazifère can contribute to this fact. So, I do not say it is impossible, it




is just that nowhere in the evidence or subsequent testimony has there been empirical information that would support and give us a reason why input prices were so much higher than the CPI. 




And that raises, I think, some, you know, some flags of caution in my own analysis and what I suggest, therefore, is, in my evidence, to use the only measure that we know, the two point five (2.15) productivity gain, to use -- which is a general -- a generous, pardon me, a generous use to use the CPI to reflect input price inflation, and construct an indexing plan around these parameters.




Now, if Gazifère would be able to produce reasons why its own input prices grow so much faster than inflation, I think we could consider this. But so far, as I said, I have not seen the statistics to support this. 
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Q.
Should the Régie follow your recommendation and prefer the two point fifteen (2.15) figure, what kind of a stretch factor would you recommend in such a case?



A.
If it would do this, then I think we are making the point four eight percent (0.48%) downward mistake, so to speak, and the mystery point four eight percent (0.48%), and I think a stretch factor should capture that part. So, therefore, I would recommend a stretch




factor that is relatively high, perhaps in the point seven five (0.75%) to one percent (1%) range.
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Q.
If it is two point fifteen percent (2.15%)?



A.
Yes, then...


20
Q.
I am sorry, I think my question was not clear. If the Régie follows your suggestion of two point fifteen percent (2.15%), what kind of a stretch factor would you therefore recommend



A.
If that is the case, I think that the overall picture changes and we need to base the magnitude of such a stretch factor on the other considerations that we saw, the fact that perhaps past performance is not a good yardstick for future performance, the fact that it would be desirable to create some up-front benefits for consumers because consumers now, you know, give up their ability for three years to review the accuracy of the O&M expenditures that Gazifère can fold into the rates.




If you take these into account, and again this is, you know, expert judgment based on regulatory experience in other jurisdictions, I would say between point two five (0.25%) and point five percent (0.5%), there is room to move, but that would be the range I would say.




(9 h 55)
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Q.
And now coming back, if the productivity measure would be one point sixty-seven percent (1.67%), you




would recommend what kind of a stretch factor?



A.
I said point seven five (0.75%) to one (1.0%).


22
Q.
Point seven five (0.75%) to one (1.0%).



A.
Reflecting, to a certain degree, the missing point four eight percent (0.48%).


23
Q.
And I understand that, when giving these answers, you took for granted that the sharing of O&M surplus would remain fifty/fifty (50/50) between the distributor and the customers, rate payers?



A.
Yes.


24
Q.
How is the stretch factor linked to the sharing of O&M surplus?



A.
Well there is a trade-off relationship between those two, I would say. And accepting a stretch factor means that the company is willing to give a productivity guarantee upfront, willing to give a productivity guarantee that goes over and beyond the historical trend that it was able to achieve anyway.




That benefits rate payers upfront, and one could argue that for the willingness to benefit rate payers upfront, the company should be rewarded at the tail-end of the process so to speak, which is, it should be able to retain a higher share of earning variations and earning surpluses. So the willingness to accept to give rate payers a higher upfront guarantee of the consumer dividend, if you wish, should be rewarded by giving the shareholder a higher




share in earning variances.
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Q.
You say in your report that should Gazifère be granted seventy-five percent (75%) of the O&M surplus, there should be an additional stretch factor. Could you please quantify this additional stretch factor and tell the Régie why?



A.
Well, I did, I think in an answer to one of the interrogatories, try to specify what process one would have to put into place to come up with a good estimate. One would have to link essentially what kind of increase effort would be necessary to increase productivity to reach a certain stretch factor and how this would translate into earning variances.




And I didn't have the data available that would allow me to really go to this kind of sensitivity analysis, but my guess would be somewhere in the range of probably point five percent (0.5%) that we would come down, but that, this is now sort of a rule of thumb estimation, I openly admit.
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Q.
Moving now to the topic of the true-up, to one of my questions with respect to the true-up, Mr. Bruce Taylor said at Page 62 of the transcript, Volume 8, and I quote :






I have some comments on it... 




on the true-up,






... 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.



You already mentioned this famous phrase now.






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.



A very long quote for a short question -- do you have




any comments on that?



A.
Yes. First of all, there is no reason to believe that the budget is any more accurate than the actuals; therefore, the same argument could be made with respect to the budget. Secondly, I think what the actuals reflect is a better understanding of the operating conditions of the utility. And that was, as I said before, the main reason to foresee such a one-time true-up.




In another, in other cases where indexing plans are introduced, typically the regulatory agencies does one of two things -- (A) it engages in a full review of the cost structure of the utility at the, immediately before such an indexing plan is started, to be able to determine the most accurate starting point for this indexing plan. And this, as we saw before, any mistake in the starting point really is compounded and, as I said also, it can go both ways, it can go to the advantage or disadvantage of the utility, and to shareholders as well as ratepayers.




So this is really a symmetric process in a sense. It may not be fully symmetric because the utility, knowing that it may enter such an indexing plan, well even under traditional cost of service regulation, always has an incentive to over-represent its expenditures, given the incentives created by the




regulatory framework. So that the chances that O&M may over-represent the true O&M is probably slightly higher than it being the other way, that the budget under-represents the true costs.




But anyway, in any case, I think it is important to take advantage of the information that we have if we want to construct an indexing scheme that should be in place for three years on a going-ahead basis and where there is no chance to review the parameters in between. I also should openly say, I think, that the earnings sharing provision to a certain degree mitigates this effect, you know, because any variation, at least of it may benefit ratepayers.




Now we have to keep in mind though that it may not be easy for the regulatory agency to identify the true savings potential, because the utility need not show that it has saved any money, they also could use it for projects, they can then qualify as expenditures. So in the end, the utility may have more money available / funds may increase, but you may not be able to see it and no sharing may take place. So that just re-emphasizes the fact that we need to really have a very accurate starting point.




And really, the point is to take advantage of the information that was revealed during a year, that we




didn't have at the point in time the budget was created. I think actually the fact that when the last budget was approved, I think there was really no discussion on going to an indexing plan, that has meaningful benefits for everybody, because the utility couldn't have an incentive to artificially inflate its costs, but the utility also couldn't have an incentive to artificially inflate expenses so that at least the actual figures are overstated.




And I think what we really would get is the ability to understand the true cost structure of the utility and take advantage of it on a going-forward basis. Now this is really not a punitive measure, please, you know, understand, I think this is really just taking advantage of the additional information that was generated during the year.
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Q.
Did the OEB provide for such a true-up in the case of Enbridge?



A.
No.


28
Q.
Do you know why not?



A.
Well there is several reasons. I think, and these are my guesses, you know, this is nothing that is really stated in the decision of the Board or something on the record, this is my own opinion...




Me PIERRE PAQUET :




Moi, je... 




Me NICOLAS PLOURDE :




C'est son opinion.




Me MARC-ANDRÉ PATOINE :




On est à la limite.




Me PIERRE PAQUET :




Oui, c'est ça. C'est parce qu'on demande s'il sait, on parle du OEB, puis à un moment donné, il dit : * Je ne le sais pas, ce n'est pas marqué dans la décision puis là, je vais spéculer + mais...




LE PRÉSIDENT :




Oui, mais disons, il est tout de même expert dans son domaine...




Me NICOLAS PLOURDE :




C'est un expert qui était présent.




LE PRÉSIDENT :




... même s'il est sur le * border line +, là.




Me PIERRE PAQUET :




Oui.




LE PRÉSIDENT :




On va le...




Me PIERRE PAQUET :




Ça fait qu'on va le laisser spéculer?




LE PRÉSIDENT :




On va le laisser spéculer, on va l'entendre dans son opinion dans ce contexte-là. On ne prendra pas le mot * spéculer + mais on va écoute son opinion d'expert, mais dans ce contexte-là.



A.
Okay. I think it was simply one thing that was overlooked, and the context of the decision was very complicated because there were many other issues at stake. And there were very complicated issues related to deferred taxes that would have caused a huge, could have potentially caused a huge burden to ratepayers, and I think the Ontario Energy Board compromised on a number of issues.




They compromised on the deferred tax issue by placing a significant part of the burden on Enbridge in that case and shielding ratepayers somewhat, and I think when it came to the PBR formula, they also compromised in the sense that they were willing to opt for a design that was, in the context of these other issues, seemed to be acceptable.




And I have other opinions, but I understand that these are not necessarily part of this case, so I will not bring those forward.




Me NICOLAS PLOURDE:
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Q.
Alright. Now moving to the relation between customer growth and overall O&M, in response to a question from the Régie, D-7, you submitted an amended formula. Could you please more fully explain this formula and why you are suggesting it?



A.
Yes, what I did in this formula is take into account the fact that on a going-forward basis, an additional consumer in the last six years has not increased O&M expenditures in a one-to-one relationship. And we have to really distinguish between two things -- it is true that the relationship between customer growth and O&M is a linear relationship, this is what you see in this strong correlation coefficient. But as was indicated in the testimony that I have read, that doesn't mean that there is a one-to-one relationship between those two.




It is also true that, in the long run of course, if this relationship changes, the productivity measure reflects that, productivity captures, to a certain degree, the fact that if an additional consumer does not increase O&M to the same extent as an additional consumer did in the past, you will see this in the higher productivity measure. So there is some self-correcting feature in the indexing design.




Now it doesn't really come into play though fully in




the sense that the productivity measure is a twelve-year statistical average. And the productivity measure does reflect in part what we see in those most recent years, and it does also reflect that we saw up to nineteen ninety-three (1993), when apparently an additional consumer increased O&M costs very significantly, actually I did some statistical analysis of this relationship and what you see is that before nineteen ninety-three (1993), each additional consumer increases O&M costs by about three hundred and forty dollars ($340); and in the period after nineteen ninety-three (1993), each additional consumer increases costs by only one hundred and forty-seven dollars ($147). And, you know, I didn't really have a good explanation from just looking at the data, but it is a very, very clear break in the trend.




And now what Gazifère's formula really does, it says, "Well, let's just look at the trend in those two periods, overall", and that is really what is reflected in this assumption that one consumer increases essentially O&M expenses like the average consumer over those past twelve years. And what I am trying to identify here is the fact that there is a mistake if you make this assumption because for the last few years, very consistently this relationship was much, much weaker.




And that would be my proposal how we could take advantage of this. Now, I should also say there is a trade-off between moving to such a design and the stretch factor. I have indicated before that the stretch factor is one tool actually to take into account that this relationship between consumer growth and O&M has weakened in the past years. And there is really no indication why this shouldn't continue into the future.




So, in other words, if one would move to a formula design like the one proposed here in the response to Interrogatory D-7, then I think one would have to, at the same time, rethink whether a stretch factor is really necessary. Because to a large degree, the stretch factor was intended to capture this effect, which is not considered in the other formula.


30
Q.
So would you, if your formula as proposed in D-7 is retained, would you add a stretch factor or you would not?



A.
No, no, it would have to be reduced, you know, I would say, we could bypass using a stretch factor altogether if we used the two point one five (2.15) productivity measure plus the CPI as an inflation measure. And we could use a lower stretch factor in the case of using one point six seven (1.67) as a productivity measure.




(10 h 15)




The point seven (0.7) here is really a ratio of the relationship of the average cost of expanding service to an additional customer, compared to the average in the full period, that is how this point seven (0.7) is being derived.
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Q.
Now, moving to Z factors and off ramps, Mr. John Todd has testified that Z factors should be essentially limited to tax and regulatory changes affecting the industry; are you in agreement with this?



A.
Yes. Z factors are something very unique in these new regulatory approaches, where we want to mimic, to a certain degree, better the conditions that exist in unregulated markets, and I would like to mention here that managers in unregulated markets do not have the luxury of being shielded against unexpected events. In fact, they have to take any types of precaution that they can.




But there are clearly a very small subset of events that utilities cannot escape, tax changes, specifically targeting gas distribution companies, regulatory changes, specifically targeting these companies, would qualify as such. There is really nothing you can do about those and they may significantly change your cost position and should thus be reflected.




There can be other factors, you know, major




catastrophes that could be considered; I would caution against a broad specification of such Z factors, because they can become like a back door through which sort of any inefficiencies in management can be folded into the rates again. And that is really jeopardizing the original idea of indexing.


32
Q.
Gazifère's experts are proposing that a threshold in the amount of twenty-five thousand dollars ($25,000) be set for Z factors. For his part, Mr. Todd is proposing or suggesting one hundred thousand dollars ($100,000). Do you have any comments?



A.
There is really no solid science that helps us to determine such a threshold. In part, it is -- it depends on a trade-off that the regulator and the utility and the stakeholders have to accept between the following two variables. The smallest the amount is, the more often you are in the hearing room to discuss whether it is justified to include an expense variation. The higher the amount, the higher the risk that shareholders may take. 




In other cases that I know, this threshold is often tied to the ratebase of a utility. And obviously, anything between very low values of point two percent (0.2%) of the ratebase up to point five percent (5%) of the ratebase, and that would translate, I think, in the current case... you have to help me, I think




your ratebase is about fifty million ($50 M)...


33
Q.
Fifty-two (52) roughly... fifty-two (52?)



A.
So, that would be in the range of one hundred thousand (100,000) to two hundred fifty thousand (250,000), but that is really not rocket science. But from other cases that I know, this probably would be the threshold that one would establish for materiality of a change.
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Q.
Some have also suggested that a threshold be set for off-ramps. Do you have any insight on that?



A.
I mean, again, it depends somewhat on the context. And then the context here is really, if I read right what was proposed, is to create sort of some automated process to determine O&M expenditures, it is really at this point, you know, the goal is not to really achieve all the benefits of incentive regulation, which I think is really a lost opportunity, but that is my personal opinion. 




And, therefore, perhaps one would have to look at such off-ramps also in the light of this unique case. In more broadly defined incentive plans, those off-ramps are typically higher than one hundred (100) basis points, because you really would like to expose the utility to some risk, you know, of the variations around sort of the target performance. 




And only if there are significant deviations do we




allow that the entire plan is being revised, which is nothing else than the meaning of an off-ramp, that if something happened that is so major that it was not anticipated at the time the plan was designed and therefore we would like to rethink how we have constructed the plan. And often, you see the threshold in the range of three hundred (300) to four hundred (400) basis points. And very often, these plans are also symmetric. 




So, you say, if the utility for reasons that are outside of its own control is unable to achieve a return on equity that is four hundred (400) basis points below what is the approved return on equity, there is something structurally wrong, you have to revisit the case. 




And likewise, if it achieves continuously a return on equity that is four hundred (400) basis points above what we thought as the approved return, there may be something structurally wrong that we have to look into. 




And in the current case, perhaps because it is not such a full-fledged plan, maybe what Mr. Todd recommends, between one hundred (100) and two hundred (200), may be a more appropriate way to do it. It is again the fact that there is sharing mechanism in




place which mitigates these things. I think, you know, that the sharing mechanism is something in this stage of transition from traditional regulation to new regulation something desirable because it really works, it is like a risk insurance for the stakeholders involved.


35
Q.
Both parties?



A.
Both, yes.


36
Q.
You spoke also in your report of annual monitoring. You are proposing monitoring and a three-year review. Could you please explain to the Régie what exactly you are contemplating?



A.
Yes, I mean, there's -- in some way it needs to be established to assure that the utility complies to the parameters of the plan, and I assume it will be part of the annual rate cases that you have to go through because the capital outside of the business is not included in the plan anyway. Likewise there are certain positions, expenditures, that are outside of the incentive envelope. 




And I think it is just important to think ahead of time how this process will be structured, what degree of transparency will exist, what roles stakeholders, interveners, will have in the process, ideally, I would say it should be a very transparent process. There should be an opportunity for other parties to intervene in the process and to allow the joint




learning process I think that everybody has to go through in moving to a new regulatory framework.




Likewise, you know, there should be some thought early on as to the kind of review that will happen after three years, now assuming that a three-year model is being implemented. And there is not just one opinion as to what the best way to review a plan after three years is. 




Some people say all we need to do is let's fine-tune our measure of productivity, for example let's drop the last -- let's drop the earliest three years in calculating productivity and add the three most recent observations to it and recalculate the X fact, let's look into the reliability of the CPI, for example, as an inflation measure, and once those minimal changes are being made, we can then go into a next period.




At this point, I do not even know whether there is any goal to move to a more comprehensive plan, to redo the same model, and to a certain degree, the review process is contingent on the goal.




Other people, and I am in the second camp actually, argue that at the time of review, there should also be a review of the cost structure of the utility.




Because an indexing plan, by definition, only approximates the true cost structure that the utility faces, and over three years, there may be shifts that could lead to cross-subsidies between rate classes, at the end of three years, that would go unnoticed unless you engage in some type of a cost review.




And I think it is also important to think of these things ahead of time. The approach to say "well, we will think about it in three years" is probably, is not a good policy because you may -- you have to think about the information filing requirements that the utility will work under. And the utility in all fairness needs to be informed of what kind of information it is expected to present, and what the criteria will be that will be used to judge its performance and the implications for other stakeholders.




So, I usually recommend that some language is in there that specifies whether the review will be of the cost type that I mentioned, and I think has advantages or just of the incremental type. But perhaps, you know, since there does not seem to be a clear plan as to what will happen in three years, perhaps that something at least needs to be clarified in the next year, so that there is some advance warning, if you wish.
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Q.
Thank you, Dr. Bauer. These were my questions to you. Unless you have anything else to add, Dr. Bauer would be available for cross-examination. Nothing to add, Dr. Bauer?



A.
At this point, no.




Me NICOLAS PLOURDE:




Thank you.




LE PRÉSIDENT :




Merci, Maître Plourde. Est-ce que les intervenants ont des questions à poser. Donc, on passerait avec les questions de maître Paquet. On va prendre une pause avant et on va revenir à onze heures moins vingt (10 h 40).




SUSPENSION DE L'AUDIENCE


------------------------




REPRISE DE L'AUDIENCE




(10 h 40)




CROSS-EXAMINATION BY Me PIERRE PAQUET




COUNCIL FOR GAZIFÈRE INC.:
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Q.
Mr. Bauer, first of all, in the present instance, there was reference on numerous occasions to the decision of last year from the Régie in the ninety-nine ('99) rate case, which is decision D-99-09. Did you read this decision before submitting your




evidence?



A.
I was aware of parts of it, I did not study the entire case.
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Q.
O.K., thank you. Also, going to your evidence which has been submitted as ACIG-1, page 5, I would like to ask you a few questions on a statement that you make at lines 29 and 30, where you state that:






Broad-based PBR plans seem to achieve better results than narrow-based plans.



I would like you to define for us the qualification that you make that they "seem to achieve better results", how would you qualify "better results", better than what?



A.
Well, "better results" means that they are able to achieve improved efficiency in the form of lower prices, better quality of service, better diversity perhaps of services that reflect customer needs better than narrow-based plans and there are many factors that influence performance under an incentive regime and given the fact that there are still only a limited number of cases, we have to be cautious in interpreting what we see.




But the narrow-based plans, for example in the gas industry that were used by, let us say the New York




Public Service Commission, what we saw is that in many cases, the expectations were not met.




What we see though now, in the broader-based, because "broader-based" means the comprehensive in the sense that they include the capital basis of the company as well as the operations and maintenance side of operations, that they, that these plans achieve efficiency gains that are desirable, that were expected, whereas those more narrowly-targeted plans very often have side effects that were not anticipated, but reduce efficiency overall.




And a good example is -- and this is, you know, it is very very narrow -- but it just highlights the kind of problems that one may run into, is that gas utilities, in Ohio, one gas utility was given an incentive to reduce the cost of gas bought on the Spot Market and to achieve this goal, the utility hired a number of stockbrokers whose fees were much higher than the savings that could be achieved on the Spot Market.




You have another example of electric utilities that was given fuel-efficiency incentives and to meet those incentive demands, they went to a higher-grade fuel and had significantly increased expenses for fuel although they met the energy-efficiency goals.




And that's the kind of distortions that one may run into, into when we look at narrow-based incentives, but your plan is not as narrow, I should say, and I am fully aware of this, but there is a similar issue between capital expenditures and O&M.


40
Q.
That was my next question, I was going to ask you to define what is a narrow-based plan. You referred to the New York situation, I guess that would be a narrow-based plan?



A.
Yes, there are different types of plans, some are yardsticking plans when you benchmark, let us say, your cost of delivery of gas against a peer group of utilities. These are the types of plans, and in general, when we now, in reflecting on indexing, when we talk about plans that cover only O&M, as opposed to plans that include capital, we would include O&M plans into a more narrow plan, you know, they're broader than the extremely narrow ones, but they are not as comprehensive as what we consider state-of-the-art plans are.


41
Q.
So...



A.
And very often, they are seen not as a long-run stand-alone solution, and they're seen as a transitory model to something broader.


42
Q.
O.K., but when you make the statement at page 5, when you say that the "broad-based PBRs achieve better results than narrow-based plans", what you had in mind there, in narrow-based plans, you had the New-




York experience in mind?



A.
No, no, including plans that just cover O&M plans. There are very few observations, as a scientist I have to say I need a large sample before I come to very solid conclusions, so the margin of error is sort of inversely proportioned almost to the number of cases, so if you see rather a few cases, then your evidence becomes more anecdotal in nature rather than solid statistical evidence. That is what I want to reflect here.


43
Q.
I did not follow you in that, and what is anecdotal, are we... is your statement based on anecdotal evidence or...



A.
No, no, at this point what I am saying is at this point that the anecdotal evidence that we see, a very few number of cases, we see that those narrow-based plans do not seem to meet their expectations.


44
Q.
But you are saying that this evidence is not statistically...



A.
I would not say that this is statistically solid...


45
Q.
... significant?



A.
I would not say it is not significant, it is just not based on a large number of observations and the more number of observations we have, the higher number of observations that we have, the more reliable these results are, that's all.


46
Q.
O.K.



A.
But it is definitely the trend that we see at this




point.


47
Q.
And that is why you are saying that in a transitory period, an O&M scheme such as ours would be acceptable, so long as you go to broad-based because broad-based is better, I guess?



A.
I think it would be desirable to know the direction that one is going in.


48
Q.
And should that direction be confirmed to you, should I say to you, well in three years time we have a comprehensive PBR, including capital and so on, would you be favourable to the implementation of the scheme as it is now proposed, with the adjustments that you made?



A.
I think it would make a huge difference, I think the benefits for all stakeholders in moving to a more broad-based plan and I think what Quebec is doing in this specific case, by postponing it to three years from now is I think you are just foregoing potential advantages that could be achieved sooner than this.




In other words, an argument that it takes a long time to design those more comprehensive plans, again there are examples when this is not true, and I was personally involved actually in a case, Northwestern Utilities, in Alberta, where it took less than half a year, from the point in time that the stakeholders met for the first time to the point in time they had a plan packaged that was satisfactory to everybody.




There is the case of, you know, West Kootenay Power, I think was referred to in some examples, where it took much less than three months actually to come up with a design for a capital mechanism, although in that case, it is also not a, what could be considered as sort of a very state-of-the-art incentive, it is more a cost indexing plan, what they have.




And, but there are true, there are examples where they take a long time to negotiate, you know, in cases that went to the court system, and appeals, and where it was dragged out for a significant period of time. 




But I think you could get to a more comprehensive plan sooner than that, and which would be in the interest, I assume, of all the stakeholders, including, you know, the shareholders.




But to do that, I think it would be necessary to start a process fairly soon and, because you don't know at this point how soon you can achieve the goal, but the spread is between six weeks and eighteen months. And assuming a worst case scenario, you may want to think about such a migration to a broader plan soon.


49
Q.
And was it not your opinion in Ontario that for the PBR plan to work, that three years was probably an




appropriate time frame to be contemplated?



A.
Yes. In this case though, one has to sort of, there is a whole range of PBR plans, you know. Some are very close to cost of service regulation, and others are more significantly different, and we can say that the incentive power, in other words, the strength of an institutional regime to induce efficiency gains that are feasible tends to increase the further away you go from traditional cost of service regulation.




And your plan, as is proposed, is fairly close to cost of service regulation, if we make only minor changes by sort of putting some of the next two or three rate cases on auto-pilot, if you wish, and what I was referring to in the Ontario case is that if we think about sort of designs that are even further away from cost of service regulation, that usually the changes that management needs to engage in, let's say, efficiency-increasing investment or changes in the processes, how you deliver services, they don't take place overnight.




So, in that sense, a three-year time period is commonly considered as long enough to induce those changes. Whereas one year, one year would not allow you to do this. 




But what I am saying is, it would make sense to




actually bypass this stage altogether because we now have fifteen years of experience in many other jurisdictions with indexing, and it seems, it would seem a meaningful strategy to just take advantage of what we now know and not go through the same kind of experimentation in your case.




But I think that, in part, it is a decision that is based on the willingness of the regulatory agency and the utility to move swiftly to a more, to a better regulatory regime.


50
Q.
Also, I would like to address a statement that you make at the bottom of page 5, where, I think it is lines 33 and following, where you say that in telecommunications where price cap plans have been in use for several years, there is evidence that service prices have declined slightly and that profits of utilities operating under price caps have increased. And my question to you is, isn't that the objective of comprehensive PBR plans?



A.
Yes, that is just in support of the fact that broader plans seem to work the way we want them to.


51
Q.
So, it is not a negative comment?



A.
No, no, this is positive, it is, what it really shows is that it is what commonly is called a "win-win situation" -- rate payers gain and shareholders gain too, everybody is better off.


52
Q.
Right; at page 6, you state that, at top of page 6,




you state that the PBR also has not yielded significant advantages over cost of service regulations in market segments. Are you talking about a comprehensive PBR, what are you talking about there precisely, are you talking about the New York case, what did you have in mind?



A.
Here, I am really talking about either. And I think it is sort of a reality check, so to speak. And what we see is that incentive regulation, you know, works best in situations where there is a chance to support the idea of incentive regulation with competitive forces. And in classical monopoly environments, what we see over time is, we see an initial efficiency gain on the types of incentive regulation.




And, you know, we see some advantages that are lasting as well, or as indicated in the earlier statements, but what we also see is that no issues come up that may be as complicated as issues that had to be dealt with under cost of service regulation.




For example, very often now you see extended debates in regulatory proceedings that do not focus on what is a fair return for the utility but rather on what is a meaningful productivity offset. You know, so you replace one issue with another, but it doesn't mean that the length of your regulatory proceeding necessarily becomes... is shortened.




And so in that sense, some of the expectations that were placed on incentive regulation, that it would significantly reduce regulatory proceedings, time of staff dedicated to provide supporting evidence, has not really materialized, at least not to the extent that some people had wished. And that is stronger in those areas where we have classical monopoly situations, and where everybody can use competitive forces to supplement the regulatory framework, incentive regulation is clearly superior.


53
Q.
So, there is gas and electricity utilities, their problems, are they distinct or different from the telecommunications, cannot be dealt with on the same basis by regulatory bodies?



A.
Yes, I mean, well in most cases, of course, they are dealt with by different regulatory institutions, but there are structural differences between those industries and I think one must clearly identify those. 




For one, the speed of technological changes is so significantly different in telecommunications that for this reason alone, they cannot be compared.




I mean, you have, in telecommunications, the areas of monopoly are rapidly dwindling because you have different access technologies. And I don't want to dare to think about wireless gas delivery, that's a




scaring thought, but in telecommunications, you clearly have wireless, you have satellite-based, you have telephone service rate over cable, which is unique and doesn't exist in the gas industry.


54
Q.
I would like to take you now to page 9 of your report, your opinion, bottom of the page, you talk about the increased incentive or, to inflate the rate base, you know, to what you define as being beyond the optimal level, that's at lines 25 and following. I think that has been characterized maybe in other circles as gold-plating. I was wondering if, what you thought about the traditional tools that are at the Régie's disposal to control such a thing from happening, do you feel comfortable with that?



A.
Yes. I would say, we face the old problem. Sometimes, it is difficult to distinguish whether an investment is absolutely necessary or falls into the category that I am trying to identify here.


55
Q.
Yes...



A.
Let's say, you could, for example, this is now a purely hypothetical example, but you could, and now, you understand, I don't want to accuse anybody of the kind of strategic behaviour this is, because I strongly believe that the rules under which management operates really influence its behaviour. And I would, I guess, I would personally likely act in the same way if I were working under these rules, you know, so that is why I emphasize the importance




of these rules to the structure.




But under this proposed plan, it would be absolutely rational, from Gazifère's point of view, to invest in, let's say, information technology or pay somebody else for information services to save... to save staff. 




If you were able to do this, for example, you invest into information technology, you know, to save staff, you would (a) perhaps be able to increase your rate base, and you would have a very strong point by saying, "This is needed to improve our competitive position." You know, there are many reasons why we need to invest in these new technologies, you would be able to achieve a higher return under certain circumstances and, if this kind of investment could be, fall into the rate base.




And on the other hand, you would be able to achieve a reduction in O&M and get, according to the existing proposal, seventy-five percent (75%) of that saving, or fifty percent (50%), if one sticks with the old rules. 




And so, you know, it is, you win on two sides, you win on the capital side because the volume, not necessarily the rate but the volume of earnings that




you would be allowed to achieve increases as well as there is some benefit on the O&M side.




And it is, it would be a good investment because for every dollar you save, you make a seventy-five percent (75%) return on the, on your own proposal, and that is somewhat different than the rules under which utilities used to work historically, which is that on the O&M side, essentially, deviations would, in the longer run, really flowing through the rate payers. But there, I know, you are sort of working on the future test year, that the issue is a little bit different but...




So, that is the kind of issue that may be very difficult to identify by the Régie in reviewing the capital side of the business and, you know, I think there is sort of a margin, a grey zone in which a regulatory agency cannot really identify at the time an investment project is committed, whether this is truly necessary or would just enable you to shift, and only when there are gross abuses, I think, can we most of the time do it.




Just think about nuclear power, for example, and it just shows you the magnitude of the, of uncertainty that we sometimes face in those things. I don't want to say, this is not a good analogy for the type of




issues that we are facing in this case, but it highlights this problem of being unable to identify, at the time an investment commitment is made, its longer-run impacts.




And that issue doesn't surface when a plan is comprehensive, because then that kind of internal distortion is not faced by management, you know, as a manager, you wouldn't have any incentive to shift your input structure to capital to save on the O&M side unless in the overall equation you would gain, and in those, there's a series of sound transactions where you save O&M but the increase of capital expenditures would not make sense on the comprehensive plan, because what you gain on one side, you know, you lose on the other. And that is really the difference between a comprehensive plan and a more narrow plan like this.




(11 h 05)
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Q.
So, a comment like this at page 9 is more encouragement to go through a more comprehensive plan. It is not a motivation to go back to cost of service?



A.
No, I mean, I think, you know, if we want to rank regulatory frameworks, now it is clear that comprehensive incentive regulation is superior to more narrow incentive regulation. And then, you know, depending on how close to cost of service regulation




you come, cost indexing plans are almost indistinguishable from traditional cost of service regulation, they introduce no uncertainties, it makes them even worst than we see on a cost of service, but in the larger picture, clearly comprehensive incentive regulation is superior to cost of service regulation. 




My other statement I mentioned before is simply that we should not overestimate the kind of gains you are able to achieve, now, we should have a very sober view of those issues that may face us under incentive regulation. So, it is not a panacea for everything that we face, but it has many advantages.




And the base advantage -- let me just mention this as a side remark here -- is really the kind of flexibility it kind of generates for utilities and what we see is that the biggest efficiency gains emanate from the fact that utilities start to react more customer-oriented, in a more customer-oriented fashion. Then we see a proliferation of pricing packages, of service options. And in general, consumers really like those new things, and that is something we do not really see on a cost of service regulation.


57
Q.
At the bottom of that same page, in your footnote 14, the final comment that you make, you are talking




about the context of PBR, "it can be argued that efficiency reducing incentives are even increased as the regulated firm will change the composition of inputs further in favour of capital to avoid O&M expenditures"; I was wondering if you had backup for this, if you had backup for the prior statement and we can see you are referring to studies at that footnote 14, but that last comment, you are saying it can be argued, where does that come from or what is it based on, that statement?



A.
Well, at this point, there is no sufficient number of observations to really empirically, empirically support this claim. It comes from a conceptual analysis and it's, in a sense, you know, when "E... Johnson" wrote the paper in nineteen sixty-two (1962) that was a theoretical paper in a high-browed academic journal, and only later did people then look systematically at the data to support this thing.




And this is really where this claim is at this point.




And it is -- clearly we do not have broad-based empirical studies to support this thing, but conceptually, understanding very well, as I said from the management literature from regulatory research, how the rules under which people work influence their behaviour, that is what we can conclude. So, it is at this point a conceptual argument.


58
Q.
I would like to take you now to page 15, I have the same type of question with regard to your footnote 30 where you talk about constructing an industry specific input price index, and you quote examples out of California and also Ontario. My question is, who did this in California and would do this for our case, how could that be developed, such an index?



A.
Yes, in California, it was done -- this is now, I would have to verify this, as far as I recall, it was done by the utility in conjunction with a consulting firm, and I think it was Christensen & Associates, but I would have to look into this. 




But I can briefly describe the method that was used and it is very straightforward really, if you think about it, and what was done in this case, they looked at a test year and said let's look -- actually they looked at a five-year period and looked at the relationship in the input side of the business, how much did the utility have to spend for capital, how much for different types of O&M expenditures, labour, materials and so on, and that determined an input structure, you know, twenty-five percent (25%) capital, X percent labour, X percent materials, and so on.




Then they used, in order to forecast this into the future, then they used independent price indices




published by different statistical agencies in the U.S., or they used the later price index, they used the materials price index, they used the capital price index. 




In other words, once the input structure which was the only data that was taken from the utility's own operations was determined, they used totally separate forecasts of how these costs would evolve over time to construct future index values.




In Ontario, it will be done slightly differently. I mean, this is pending in Ontario, so this is really not -- the decision may look quite different, but that was proposed by the staff and its consultants. And in that case, because you have almost three hundred (300) electric distributors there, the situation is different. You have not just one utility.




They will be required, according to the proposal, or they would be, I should say, required to submit input price information, how much did they pay for capital, how much did they pay for labour and then, the Board would calculate a price index and in that case, no individual utility could really influence the magnitude of the entire index because there are a fairly small portion only of the larger ones and that




would then be used to identify how strongly those utilities were affected by inflation.


59
Q.
What about Gazifère, how would that be developed for Gazifère?



A.
I think in your case, you would have to proceed according to the so-called gas method. In other words, you would have to define an input structure and then come up with independent estimates as to how the prices for labour and other inputs would increase over time to define this.


60
Q.
I understand however that this method has been rejected in California?



A.
In a specific case, yes, because they felt -- they actually went to another plan design, they went to a broader price cap model.


61
Q.
Taking you now to page 17 of the report, you talk about the -- at the top of the page, you talk about the evidence that was produced by Gazifère and you say that it did not provide the details as to how this derived measure was calculated about the -- taking you to page 16 about the CPI and actual input -- I guess we would have to start at page 16, bottom of page 16...



A.
Yes.


62
Q.
... where we talk about the development of the formula, the choice of CPI and so on. And you say Gazifère does not provide details and you go on to say, you comment about the two point fifteen (2.15),




one point sixty-seven (1.67) productivity rate. My question to you is that additional information was provided I think in the present hearing...



A.
Yes.


63
Q.
... and I was wondering if you had any further thoughts on this, after review of the justification?



A.
You know, I mean, I saw in the meantime, it was not explicit in the testimony by your first expert that I had based this evidence on and in the meantime, you have provided some answers through interrogatories and I have seen some transcripts from testimony, so I now understand fully how you derive this productivity factor. And so, this comment here needs to be seen in the light of my -- the state of information that I had at the time I composed, I wrote this.
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Q.
Because the final statement that you made at that paragraph is to say: "Without further empirical evidence, it was impossible to make a judgment". Now, what would be your judgment after reviewing it?



A.
I still do not know how you substantiate the fact that your input prices are closely tracked by the Canadiani -- or the consumer price index. That is still something that I do not see. I mean, what I can see from your answer to question 16 of the interrogatories is how you did calculate this derived productivity measure, using this in-reverse process, assuming that inflation is measured by the CPI.




Now, in the evidence that I have read, most importantly the comments from your panel last week, there is a reference on several points to statistical analyses that were conducted, but I have not seen those, and as I said before, I may have not been pointed the right way, but I have nowhere -- what has been done in other cases, you would have to decompose your input, your expenditures for inputs into quantity components and price components.




And you would have to calculate some measure as to how, let's say, the cost of labour changed over the past twelve (12) years, how the cost of materials changed over the past twelve (12) years, and then using this figure, you would then, in the next step, have to look for an external measure that most closely tracks your evolution of input prices.




And that step, I think, we thought we would be able to solicit this kind of information from you in one of the interrogatories, it was not provided prior because the question was not clear enough. But it is only something I can say in hindsight, but that piece, that missing link, you know, I have not seen. And it seems that there is an assumption that the CPI is a good indicator of this inflation.




But if your direct productivity measure is indeed




correct, and this is really what puzzles me, and I would be willing to get any arguments to understand it, if your productivity measure of two point one five (2.15) is correct, then the inflation that you must have been subject to is much higher than the CPI, you know, it would be point five percent (0.5%) higher. And then, in that sense, the CPI would not be a good measure for you. There are really some explanations for it. One would be that maybe your calculation of productivity is mistaken, I cannot tell, you know, the direct, the two one five (2.15).
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Q.
Could it be influenced by rapid growth rate in the company?



A.
No, that is what one would want the productivity measure to reflect. So, that would not be the case. There could be some other fundamental mistake and unless, you know, I would have access to the details of how your calculate it, step by step, it is hard to assess. I mean, I assume that since you seem to have followed what Enbridge did that the method is probably sound.




The other explanation would be that, for some reason, that we do not know, I do not know, at least, you know, your input prices indeed increased faster than the CPI. Now, from my experience, I have to say this is unlikely. I have not seen it in any other cases, but it does not mean it cannot happen. And it could




be subject to unique operating conditions, unique climate conditions, the topography of your market may be such that your costs increase faster than the CPI. But that is a missing link at this point, you know, I  understand how you derive your productivity measure very clearly, but the fact that you argue that the CPI is a good measure for your input price inflation is, at this point, you know, is an assumption.
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Q.
Taking you to the middle of the page, you talk about stretch factors and more specifically the zero point five percent (0.5%) that you say were regularly used in the telecommunications industry. Taking you back to your comment that you had a while back with regards to telecommunications and the difficulty in applying, you know, comparing gas utilities to telecom industries, where does that leave us with the zero point five (0.5), is that still a significant comparison or...



A.
Yes. One must not confuse two things. The stretch factor really is intended to, as I indicated before, to capture some of the factors that we cannot really quantitatively, precisely measure. And these are such things as the fact that in the past the industry may have been organized as a monopoly, these are fairness issues that are related to the fact that you would like to create some up-front benefits for consumers, because consumers now accept a higher degree of uncertainty under indexing plans, because we do not




have the chance to review the actual cost of the utility, in the next two years in your case.




This needs to be distinguished from the fact that the telecommunications industry, of course, is subject to much higher productivity growth. So, in other words, we need to distinguish the stretch factor, which tries to address different issues from the fact that the industry overall has a much higher productivity growth. 




Now, just to give you an example, the U.S. local exchange carriers with regard to the inter-exchange services which are subject to the Federal Communications Commission regulation currently operate on this, on a four point five percent (4.5%) productivity offset, which is, of course, significantly higher to what we see in the energy industries, and that is where the difference between those industries comes into play.




In the U.K., British Telecom, or BT as it is called now, for several years, was working under seven point five percent (7.5%) productivity offset and that is really where the difference comes into play, compared to the energy industries.
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Q.
Talking about stretch factors, you indicated that there would be a range of point twenty-five (.25) to




one percent (1%) stretch depending on the productivity figure we select; is there a relationship also between the stretch and the amount of incentive that would flow back to the company and...



A.
Yes, as indicated before, you can look at a stretch factor in the following way. You can say this is a commitment by management to let ratepayers benefit at a guaranteed rate. I mean, there is a common mistake to say, "but we give you one point six seven (1.67) or two point one five percent (2.15%) productivity gains anyway". 




Well, this is not an advantage for ratepayers, because that is what they have received in the past. That is just forecasting the past into the future. That means that you are not doing any better than in the past.




And the stretch factor is a commitment, you can look at it this way at least, by management to say we are willing, almost as a quid pro quo, for our ability to move to a new more advantageous regulatory regime, as a quid pro quo, we are going to promise a slightly higher productivity gain. And that is really what consumers would gain because this is a net addition to the trend that we see in your past anyway.




And if that commitment were high enough, I think it would only be fair from the consumers side, from the ratepayers side, to say O.K., if you are willing to promise us a significantly improved dividend at the beginning of this three-year period, then we are willing at the end of every year to share in a different way. 




It is sort of a mutually beneficial arrangement because consumers pay up front, because of the stretch factor that is included, the company benefits, if you wish, at the end once its performance effort has materialized in a surplus earning and gets a higher share of what was produced then.
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Q.
So, the higher the stretch, the higher the incentive for the company?



A.
Right, yes, right. That is how the trade-off is.
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Q.
Finally, if you take for granted that we would be in a transitory period and that we would be going definitely to a comprehensive PBR, would you agree with implementation of the target PBR as it could be or should be developed by the Régie, taking everybody's interest into account? Do you think it is a good thing?



A.
To move to -- well, it depends. Now, if you go ahead with what you have on paper, I would suggest stay where you are. I think it is not worth coping with




the new complexities and new issues that come up in that context. It is also, as I said before, if you implement what is on paper as a proposal, then ratepayers are worse off than in the past. 




In that sense, it would not meet one of the two criteria that I have posed in the beginning, that is that the plan is fair, and with some of the modifications, having taken advantage of the information that we have now to recalibrate the beginning of the plan, you know, taking advantage of data that reflect probably more where the industry is coming from and going to, that means taking your internal direct productivity measure plus the CPI, perhaps modifying the formula through a stretch factor or through the proposal that I made to include customer growth at less than a hundred percent (100%), I think if some of these changes were made, then we move from an area where the ratepayers do not benefit from the plan design to an area where the ratepayers will benefit as well. 




And I think with such meaningful, not punitive, meaningful modifications, I think everybody would benefit. It could give you a learning experience to move to a broader framework in the future. So, in that context, I think it would be a meaningful thing to do.
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Q.
What about more specifically with regard to what I understand would be your recommendation of one point sixty-seven (1.67) productivity with a one percent (1%) stretch, would you be comfortable with that?



A.
I think that would bring us into this target zone that would be meaningful, yes.


71
Q.
Yes.
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Me PIERRE PAQUET :




Je n'ai pas d'autres questions. Thank you.




LE PRÉSIDENT :




Merci, Maître Paquet. Est-ce qu'il y a d'autres questions de la part des intervenants. Maître Rondeau, est-ce qu'il y a des questions de la part de la Régie, qui restent, des questions qui restent de la part de la Régie?




Me PIERRE RONDEAU :




J'aurais quelques questions pour...




CROSS-EXAMINED BY Me PIERRE RONDEAU




COUNSEL FOR THE RÉGIE DE L'ÉNERGIE:
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Q.
First, Dr. Bauer, I would take you to information requested by the Régie to IGUA, D-5 and D-10. I am just trying to clarify the answers you gave to questions 5 and 10 regarding true-ups and when you are talking about introducing a one-time correction




to reflect the actual financial results alluded to in answer D-10, and where you indicate on the other hand at D-5, at the last sentence, that:





Such an indexing philosophy would require annual trueing up not only of the customer growth and inflation variables, but also of the level of O&M expenditures.




You seem to be talking in D-10 of taking into account trueing up and considering a customer growth and inflation variables, while in D-5, you are adding also the level of O&M expenditures. 




Could you elaborate on the difference you gave under D-5 and D-10? Essentially, I am trying to go through the process of trueing up. You are talking about an initial one, when should it take place, and to reflect actual figures, as defined in your answer to D-10, and I take you to the process, I just want to indicate exactly what is the difference or the reconciliation of your two answers?



A.
Right. O.K., there are several kinds of adjustments that will have to be made during the course of a plan; but let's now assume for the time being that a three-year O&M indexing plan is put into place. And the indexing plan is nothing but an approximation of future developments. And we use a number of proxies




for those future developments, a productivity offset that has been determined as a longer run trend. Therefore, we can assume that it is meaningful to extend the trend over the next three years and only at the very end of the three-year plan would we want to look into this trend again.




Secondly, we have a proxy for the input price inflation which, let's say, would be the CPI, but bear in mind that these are not exact measures, these are proxies. And we have proxies for a customer growth that we put into this formula and these three variables are treated differently. 




The productivity trend, because it is measured as a long-run trend is, can be held constant over those three years, so that no trueing up is necessary.




But the same does not hold true for consumer, customer growth and inflation. These are variables that we know reasonably quickly and we can therefore take advantage of that knowledge and what needs to be done is that every year we can make adjustments that are justified by, let's say, customer growth that is below what was anticipated or above what was anticipated.




Likewise, inflation data become available on an




annual basis, so every year, we make minimal adjustments. 




Now, this just helps us to come up with some more precise plan and these two variables really are variables that are very difficult to forecast, you know, less so certainly than productivity changes.




Now, there are other types of adjustments I think that need to be considered and that is the question of whether the total O&M expenditures should be adjusted. 




Now, if we would do this on an annual basis, then the utility would know when it goes into this new indexing plan that, at the end of year one, if I made any gains in efficiency, those will be taken away and my next year's plan will then be based on this increased efficiency level. 




And if we establish this kind of a rule, then it is easy to say that management probably would not engage in these kinds of adjustments. That is the criticism that we know from cost of service regulation, that you know that at the end of the year, the regulatory agency interveners will take advantage of the knowledge that they have gained by seeing actual financial results, and as a result, your effort to




improve efficiency will not be as high as it could be under a different rule.




So, in that specific case, therefore, when it comes to overall O&M, which is one of the main levers, if you wish, to increase effort by management to be efficient, we establish the rule that we won't review the level on an annual basis and there is really a trade-off between the length of the time period in which such a rule is in place and the efficiency gains that we can expect the company will seek under such a rule. 




And it is clear that, you know, the shorter the time frame, the weaker the incentive to increase your efficiency and that's -- you asked a question about the three-year time period, that is where most people currently come up with sort of an estimate. 




Three years is a sufficiently long-time period that management has sufficient incentive to engage in efficiency improving measures. And that is why this one variable, this part of the indexing formula we won't touch for these three years.




Now, it is clear -- well, maybe it is only clear to me, but maybe -- I think what would be nice, what would be important to see is that there is




therefore -- there are certain trade-offs involved. Incentive regulation is not a precise tool. It is not in this sense as precise as cost of service regulation is. But incentive regulation allows us to mobilize efficiency reserves that we would never see in the cost of service regulation because management would not show it to begin with. 




And that may sound very abstract to hear and sort of sound like this, some academic scribble talking in vagaries here, but the empirical evidence which I think is the test against which we should measure this shows us, in other words, the caveats that I had made before, that the more comprehensive plans we establish, the more likely we are to see exactly these effects, to see efficiency gains, to see reductions in prices and so on, and that leads me to believe that this, you know, this relationship actually exists. 




Now, I made a suggestion for one kind of an adjustment when it comes to O&M, and that is the beginning, the starting point of the plan. And I think the same argument, a different argument needs to be applied when it comes to the starting point, because the starting point really determines where we are over a period of three years.




And as I indicated in my evidence, any deviation of one thousand dollars ($1,000) is compounded more than three times during this period. And therefore, what we need to recognize is that any mistake that is made in the beginning now has cascading impacts on stakeholders in these three years. It is not necessarily an efficiency loss in the sense that the utility may be less efficient, but it is a transfer. It affects the fairness of the plan.




If these O&M expenditures in the starting year are too high, then ratepayers transfer over the three-year period a total of three thousand plus dollars ($3,000 +) to the utility. If they are two low, then the same amount of transfer would go the other way.




And it is therefore important to create a higher degree of certainty as to what our starting point is and my argument is simply that you essentially take information that was available last year, in the last rate case, to determine now the starting point for going three years into the future and that is not a rational strategy to do.




You should take advantage of what is known in the meantime, you know, what information may have come up in the last year that is more truly reflected in the actuals than in the budget. And it is a very rational




strategy to do it this way. 




Then, from there on, we abstain from any adjustments in the O&M expenditures, because we know that if we would establish this through ahead of time, then any of those efficiency gains that we know exist, but we cannot really pinpoint them exactly, but we know that managements will be smart enough to realize them, those efficiency gains would not happen if we would say at an annual basis we also will recalibrate your O&M expenditures. 




That is sort of the basic argumentation. That is what I try to reflect in these two answers. That is why -- I also said, for example, if the goal of introducing this kind of indexing would simply be to simplify the regulatory process and the goal is not to migrate towards a more broader-based PBR regime, then I would say why don't you also adjust the O&M expenditures every year.




But what you will get as a result is a path, over time, where the utility has significantly lower incentives to improve its efficiency. But what you would get though is sort of an auto-piloted cost of service regulation, if you wish, you know, something that is very similar that what was done in the past, except that rather than going through detailed




accounting and reviews and cost reviews, we use an approximation.




I don't know whether this is clear enough, but there is really a spectrum of tools to classical cost of service regulation, very time-consuming, very detailed and very accurate, on the one hand, and then more comprehensive incentive regulation on the other hand, less complicated, less accurate, but also flexible enough to mobilize efficiency research that the utility would never show you on the cost of service regulation. 




And so, we cannot exchange, you know, a regime of certainty that has very weak efficiency incentives for one of more uncertainty that has very strong efficiency incentives.
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Q.
I will now take you to information request D-3. The question regarded manageable adjustments that might be utilized to include the capital base in the proposed mechanism. You have proposed a formula under the total revenue cap scenario and then you go on, in the paragraph before the last, on an average revenue per customer and average revenue per unit cap and in that regard, you are stating that these latter two types, that is average revenue per customer and average revenue per unit, do not require an




adjustment for the growth in the customer basis and thus eliminate this potential source of error. Could you elaborate on the non-requirement for adjustment of growth under average revenue and average revenue per unit?



A.
Yes. There are really several ways in which revenue caps can be specified and one is the particular one proposed here which is with respect to the O&M revenue or costs, expenditures that are covered,  could be considered a total revenue cap because you look at the total required revenue in that case, and since that is dependent on the number of customers you serve, among other things, one needs to adjust the total for the growth in customers.




Now, instead of doing this, if you would specify your revenue caps slightly different than say what we cap is actually the revenue per customer and you establish this link, then you do not have to correct for growth in customers any more, because what you are looking at is the revenue per customer and that is independent of the number of customers.




Now, some complications, of course, may come into the picture here, let's say if there are significant economies of scale, in other words, that as your system grows, the revenue per customer, you know, moves down or up. These are things that would have to




be quantified empirically by looking at the historical evidence or looking at industry data, if possible.




Likewise, if you specified the revenue cap in yet another way as a revenue per unit of output cap, you would also be able to eliminate the complications that come in when you have to take account of growth.




In that case, you would specify perhaps the O&M expenditures per cubic meter of gas delivered or some output unit, and again, there may be the need to take economies of scale into account, but other than that, this variable would be independent of customer growth, so that one, the customer growth adjustement factor could be left out of the equation. And that is how regulatory agencies in the U.K. and in other places have done it.
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Q.
Could these plans be made applicable to Gazifère under the proposed formula? Actually could it be a manageable adjustment to what they are proposing, since -- because under the total revenue cap plan, you are coming up with a formula which contains basically the same elements or at least the X, the Y and the Z factors and the customer growth and substituting the total revenue requirement to O&M. How would it stand? What would be the methodology? Would there be a formula to translate exactly the




adjustment you would make under an average revenue or an average revenue per unit plan?



A.
Are you talking about adjustments to this formula that you have in D-3?
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Q.
Yes?



A.
Yes... what you would have to do is simply divide the revenue variables by the number of customers; that's the only adjustment that you really would need and then you eliminate CGA, the customer growth adjustment factor.
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Q.
O.K. As regards the Z factor, do you think it would be reasonable to have a two-fold specification, first with regard to the type of expenses that are targeted and then the other one being the monetary impact, instead of... because so far, we are talking about basis points; what would be your opinion in targeting specific expenses under the specifications for Z factors?



A.
Yes, that would be perfectly reasonable to do it -- as I said before though, the two classical examples of situations that qualify for such Z factors are usually tax changes affecting specifically the gas distribution industry and regulatory changes or perhaps changes in accounting standards that affect specifically the industry. 




Let's say a general tax in capital taxes or income taxes that affects all of Canada or all of Quebec,




that would be reflected in our other variables, that would be reflected in inflation measures immediately and then in the longer run, it would be reflected in the productivity measure. 




So, changes that affect the entire industry do not have to lead to any corrections, but such specific -- industry-specific measures would have to be reflected.




And one could combine -- you can have a list of acceptable such Z factors, but then you could also say, make another proviso, if you wish, or a condition, say, but if only if those exceed, you know, a certain threshold level and in other words, marginal tax changes that have minimal impact would not really go through this kind of adjustment process.




And in most -- there are many examples where such diminutive clauses exist, say anything that is below a certain amount would not lead to any change. It is so marginal that it can be absorbed by the utility as is.
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Q.
And now, Dr. Bauer, talking about the relationship between the stretch factor and the sharing scheme, I understand your testimony that basically if we come up with an up-front customer dividend, then the




sharing scheme should be higher for the utility and... Would you think -- or I would like to have your opinion on a scenario where we would be -- the regulator would be offering the distributor the choice between having a lower stretch factor or a higher return on the sharing scheme basically, and since they are better informed of the company situation and business environment, then they could select between the two. How would you -- would you care to give your comments on that? Now basically would you find a stretch factor under one scenario and a higher sharing for the utility?



A.
Yes... I have to let you know that I did not have -- you know, one would need detailed operation information and cost information to make this kind of assessment and I -- so, my advice here is based on the data that was available to me. And I assume that the Régie or the company would have more information that would allow us to calibrate this link better.




But essentially from looking at the data, what I see is very likely an additional stretch factor of point five percent (0.5%). Now this is independent of all the other issues that we discussed. This would be sort of an incremental, higher stretch factor, could justify shifting to a seventy-five/twenty-five (75/25) split. 




But we had -- just a moment ago, the question was would one point six five (1.65), one point six seven (1.67) as a productivity factor plus a one percent (1%) stretch factor, would that be acceptable for you and I said yes; but that was still under the assumption of a fifty/fifty (50/50) split. 




So, in other words, if Gazifère would commit to a one point five (1.5) stretch factor, I think the seventy-five/twenty-five (75/25) would again be, what I consider from my experience and from my analysis as a fair solution.
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Q.
What I meant basically is we could make the offer to a company...



A.
Yes.
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Q.
... come up with a formula...



A.
You could say...
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Q.
... and be specific as to the stretch factor and the return on the sharing scheme and then let them choose?



A.
You could offer what is called a menu of choices. You could say, well, here is a stretch factor, sharing combination A, combination B, and combination C, and then you make a selection as to what the best choice is from your point of view. 




So, what I am saying is you probably could -- yes, that is something -- just as a -- by matter of




background, and I know there is all sorts of sensitivities when it comes to Ontario, but that is something that is considered in the current regulation of electricity distributors.




The Board is, I think, considering to give them the choice of that sort, now, you can choose between a plan that gives higher up-front advantages for consumers, but then higher back-end advantages to the utility or plans that have low advantages up front, but also lower sharing at the end.
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Q.
And now, that brings me to the fundamental profit-sharing schemes. As you are aware, there is already in existence a profit-sharing scheme on a fifty/fifty (50/50) basis with no cap for Gazifère; that is the current profit-sharing scheme. Now, Gazifère is proposing an additional one, an O&M profit-sharing scheme, seventy-five / twenty-five (75/25). 




What is your position, do you think they should have both schemes? I did not get it from your evidence, you did not commit to that. I would just like to have your position, should they be left with the current one or have an additional one?



A.
It was not clear probably because I was not fully clear what the proposal was either, but -- and I am not sure whether I was alone in that -- but my latest interpretation is that really there would be two




schemes in place, one that would essentially cover variances that emanate from the capital side of the business and then another one that would cover variances compared to the target that results from O&M expenditures.




And I also was informed that in the past, apparently, the majority variances appeared on the capital side. Now, I anticipate that once one switches to this new proposal, given the incentive structure now in the O&M side that this indexing plan creates, I would assume -- anticipate, I should say, that variances coming from O&M probably will be larger than what you saw in the past.




And I certainly think that the two need to be looked at jointly, I mean, one option would be to pool them into just one incentive into one sharing mechanism. That could be done if the same percentage is retained in both areas. I think that in the capital side the fifty/fifty (50/50) sharing is appropriate. I also think that on the O&M side, the fifty/fifty (50/50) is appropriate, unless there is this additional stretch factor. 




Now, you do not have the ability to include such a stretch factor on the capital side currently. That is why, you know, that's why I think this current




solution is somewhat awkward because it only covers part of the expenditures and not the other side of the business. 




So, I think my guess, my solution at this point would be to look at those as two separate instruments at this point in time simply because you have a different regulatory model in place for the O&M side than you have on the capital side.




And if one would migrate to a comprehensive plan, it would be very natural, of course, to fold these two sharing plans into one. 




Let me also mention one thing, I mean, just to -- just for a point of accuracy, that as such incentive plans mature, that we see in other jurisdictions, there is in the long-run, there is a trend away from earning sharings plans. And the reason is really that as we understand better the mechanics of incentive regulation, in other words as we have more reliable, more reliable data on productivity and more reliable data on the input price inflation and in the more comprehensive plan designs, the earnings sharing component becomes less important.




Earnings sharing is really essentially an insurance that all stakeholders buy ahead of time that they




made a mistake in specifying the plan, a mistake based on the uncertainty -- you know, it is an experiment, if you wish. It is something that has not been done before; we have little on the record that shows us what the implications of switching to such an indexing scheme are, and in that context, buying that kind of insurance is a very, very rational strategy. 




But in the longer run, as we better understand these relationships and have better data especially available, then, in many cases, we see a phasing out of these sharings plans.




(11 h 50)


82
Q.
I am now referring to D-7, where you indicate the available data strongly suggest that customer growth should enter into the indexing formula with a factor less than 1, and you further indicated, during the course of your testimony, that in that case, we should have to determine whether a stretch factor is necessary; that was your testimony.



A.
Yes.
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Q.
Now, as regards to a specific stretch factor, would you venture a figure of what it should be under your proposal of using two fifteen (2.15), the company's proposal to use one sixty-seven (1.67).



A.
O.K., this is getting complicated, but let me recap what I would do without this formula, O.K., without




this formula, I think that taking into account other factors such as fairness to ratepayers, the fact that there was, perhaps the past did not properly reflect an expectable performance in the future. I thought that at point two five (0.25) to point five (0.5) stretch factor would be appropriate. 




Now, if we take account of the fact that customer growth does not result in a one-to-one relationship of O&M growth, and which it was part of the reason why I argued in favour of a stretch factor, then, I think we can eliminate point two five (0.25) percentage points out of this range, so it would then go down to zero (0) to point two five (0.25), if we would make this king of adjustment.




Now, it is not the full point three (0.3) that would sort of result from the data, because part of this effect is rarely reflected in the productivity data and so in other... the translation into the stretch factor is less than the difference that we see here because part of this period is already encapsulated in the productivity measure that is included, independantly of whether if it is the lower one or the higher one and both of them are influenced by the trend.




Me PIERRE RONDEAU: 




Thank you, Doctor Bauer, that will be all.




LE PRÉSIDENT :




Merci, Maître Rondeau. D'autres questions?




QUESTIONS BY THE CHAIRMAN:
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Q.
Maybe just one question on my behalf. We talked a lot about true-ups and either on a one-time basis or maybe annual basis, but even on a one-time basis, would there not be a tendency or -- I don't want to use the word "incentive", but at least a tendency if within the process there would be such a true-up to, from an executive point of view, in fact, to match the budget figures, like to postpone for the second year any kind of savings that you would do the first year, knowing that eventually, there would be such a true-up after the first year, so my own tendency would be "O.K., let's postpone some of those changes and next year, we will capitalize on those ones". So, with that aspect into the context, what would be the value of such a true-up then?



A.
That this...
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Q.
I am not implying that they would do it...



A.
Yes.
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Q.
... but humans are humans.



A.
There is, indeed, a problem, but the skill is to reduce that incentive, and I think you may be in a




very fortunate situation, because what you could do is you could take this year's actual and the argument that this year's figures, either the budget or the actuals, were sort of influenced by the kind of strategic thinking is probably not valid because the thinking about introducing an indexing plan apparently started later and, you know, there is very limited time left, assuming that -- I am not even sure that this is a case, that the fiscal year starts January, one (1), is that the case?
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Q.
October, October first (1st).



A.
O.K.. So, October one (1), yes; so, one could use the most recent year to make this calibration. I did not want to propose that you go into the incentive model for one year and then based on the first year's experience, recalibrate. It would have to be the year immediately prior to the incentive plan start.




Now, if what I am proposing that you use sort of the year just ended is not a good one, but you would have to use the next one that we adjust at the beginning, then of course this concern would apply, but this is one of the constraints we cannot really escape. 




Perhaps... I don't have a good solution, now, if the fiscal year ending next year in the fall would be the one that you would have to take, then I think we would just have to take this risk that there is




strategic behaviour and still hope, you know, that we learn in the process and are better off than by just using the budget data; but this is a point of concern, I agree.
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Q.
Am I understanding you then correctly in terms of the timing of the implementation of the formula, that if there is such a true-up, then the first year would be for trueing-up the figures and then, let's say a three-year plan would stop after that first year of trueing-up and then, it would be a year, in fact, year two, three and four?



A.
No, the trueing-up would be based on... because the first year's O&M from an incentive plan, as far as I understand, the first year's O&M budget is based on a budget plus adjustments for inflation growth and so on, and what I suggest to use to true up these figures is the one year prior to the start of the incentive plan.
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Q.
O.K., that is what I understand.



A.
... and not... an then the plan would run for three years, right, yes.




THE CHAIRMAN:




Thank you. Do you have any questions? No. 




Then, thank you very much, Mr. Bauer, for your participation and...



Donc, ça clôt la preuve de l'ACIG, merci, Maître Plourde.




Me NICOLAS PLOURDE :




Merci.




LE PRÉSIDENT :




Je suggère qu'on prenne une pause pour luncher tout de suite et qu'on revienne à une heure trente (1 h 30) avec le RNCREQ et par la suite, s'il y a contre-preuve, avec Gazifère. Donc, on ajourne jusqu'à une heure trente (1 h 30). Merci.




AJOURNEMENT 


_____________________




REPRISE DE L'AUDIENCE




(13 h 30)




Me PIERRE TOURIGNY :




Bonjour. En vous voyant ici, nous sommes rassurés, monsieur Dunsky et moi, que c'est la bonne journée! Alors, monsieur Dunsky a déjà été assermenté dans la même cause, alors...




LE PRÉSIDENT :




On va le réassermenter.




Me PIERRE TOURIGNY :




Réassermentez-le.




LE PRÉSIDENT :




Ça va nous permettre de reconnaître monsieur Dunsky encore.


___________




PREUVE DU RNCREQ



L'AN MIL NEUF CENT QUATRE-VINGT-DIX-NEUF (1999), ce quatorzième (14e) jour du mois de décembre, a comparu :




PHILIPPE DUNSKY, directeur du Centre Élios, ayant son adresse d'affaires au 326, boulevard Saint-Joseph Est, suite 100, Montréal, province de Québec;




LEQUEL, après avoir fait une affirmation solennelle, dépose comme suit :




LE TÉMOIN :



R.
Je dois mentionner, la dernière fois j'ai, par erreur, donné mon adresse résidentielle, donc il risque d'y avoir une confusion.




LE PRÉSIDENT :




Est-ce que vous demandez la même qualification d'expertise que la dernière fois?




Me PIERRE TOURIGNY :




Bien, forcément oui, évidemment, je vous remercie.




LE PRÉSIDENT :




Est-ce que les intervenants ont des questions ou...




Me PIERRE TOURIGNY :




Les mêmes objections.




LE PRÉSIDENT :




Les mêmes objections ou les mêmes questions? Ou est-ce que vous avez des... parce que je voudrais essayer d'accélérer peut-être avant de... Est-ce qu'il y a des questions sur le statut d'expert de monsieur Dunsky?




Me PIERRE PAQUET :




Non, mais quant à moi, la problématique demeure la même, là, puis c'est une question de crédibilité, je pense qu'on adressera ça à la fin.




LE PRÉSIDENT :




O.K. Ça va? Très bien, ça fait qu'on va procéder avec monsieur Dunsky.




INTERROGÉ PAR Me PIERRE TOURIGNY :
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Q.
Bon, alors Monsieur Dunsky, le témoignage déjà déposé en cette affaire, signé par vous, a été préparé par




vous-même ou sous votre direction et vous le faites vôtre aujourd'hui?



R.
Oui.
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Q.
Avez-vous des corrections à apporter, je crois que vous avez trouvé une erreur?



R.
Oui, malheureusement encore une petite, à la page 25...




LE PRÉSIDENT :




On parle de RNCREQ-1, je suppose?




Me PIERRE TOURIGNY :




Oui, bien aux dernières nouvelles, oui.




LE PRÉSIDENT :




O.K.




Me PIERRE TOURIGNY :
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Q.
C'est dans le chapitre 5 * Conclusion + auquel vous faites référence?



R.
En fait, c'est le paragraphe juste précédent...
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Q.
Ah!



R.
... 2.5.




LE PRÉSIDENT :
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Q.
Quelle page encore, excusez?



R.
Page 25.




Me PIERRE TOURIGNY :




Il se peut que ce soit à la page 24 de la version que vous avez.




M. JEAN-NOËL VALLIÈRE :




* L'application... + oui.




LE TÉMOIN :



R.
Oui, c'est * L'application de cette formule... +



Me PIERRE TOURIGNY :




Dans le bas de la page 24, oui.



R.
Exactement, c'est une correction, une petite correction mais quand même d'importance, ça devrait se lire : * dans le cadre de la prochaine audience tarifaire +.
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Q.
Alors, c'est le seul changement que vous voulez apporter, Monsieur Dunsky?



R.
Oui.
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Q.
Pourriez-vous résumer votre témoignage, ou enfin la partie pertinente du témoignage qu'on n'a pas déjà commenté la dernière fois que nous sommes comparus et de commenter aussi, pendant que vous y êtes, les critiques qui ont été faites à l'époque par le distributeur et plus particulièrement, je crois que c'est de la bouche de monsieur Marois qu'on avait appelé * Monsieur Gazifère + à l'époque.



R.
Donc, premièrement, juste pour être clair, je rappelle ici la partie du témoignage qui nous concerne va jusqu'à la page 26 de mon témoignage écrit. Je vais donc résumer les propos, pour commencer, je pense que c'est important de comprendre que Gazifère fait ici une proposition qui se fait en même temps de la proposition d'un plan d'efficacité énergétique et c'est la première fois qu'on a un tel plan de déposé ou de proposé par Gazifère, et c'est la confluence de ces deux propositions qui créent une obligation, en fait, qu'on n'avait pas vue avant devant la Régie et c'est bien l'obligation d'assurer qu'il y ait une cohérence réglementaire entre, d'une part, les objectifs en matière d'efficacité énergétique et d'autre part, l'encadrement réglementaire qui servira à déterminer les tarifs et également à déterminer, bien entendu, les intérêts de Gazifère.




C'est là l'objet de mon mandat, du mandat que j'ai reçu et c'est l'unique objet de mon mandat pour ce qui est de cette partie-là.




Pour vous dire rapidement, c'est largement reconnu, la réglementation traditionnelle des tarifs, que ce soit l'électricité ou le gaz naturel, la réglementation traditionnelle crée, en effet, trois effets dissuasifs ou trois effets pervers




relativement à la volonté de l'entreprise de bien performer en matière d'efficacité énergétique.




Alors, le premier effet pervers est celui d'amener le distributeur à vouloir ou à avoir un incitatif à minimiser simplement ses dépenses en matière d'efficacité énergétique comme, d'ailleurs, de minimiser l'ensemble de ses dépenses d'opération.




Le deuxième est l'incitation, l'incitation à augmenter ses ventes à court terme, puisque l'augmentation des ventes à court terme n'augmente pas, en contrepartie, le coût ou les coûts fixes plutôt, associés à ces revenus supplémentaires.
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Q.
Pourriez-vous tout simplement qualifier le court terme?



R.
Le court terme, excusez-moi, le court terme étant entre causes tarifaires, effectivement. Et, troisièmement, une incitation à vouloir maximiser les ventes à long terme et ça c'est, en fait, une incitation qui existe, peu importe la méthode de réglementation, mais qui existe naturellement, toute entreprise voulant accroître son marché et son chiffre d'affaires.




Donc, il y a là trois incitatifs pervers, si on veut, à l'égard de l'efficacité énergétique que normalement on cherche à corriger.




Maintenant, Gazifère fait une proposition qui, dans son ensemble, je peux résumer ainsi, il y a une méthode de partage d'un trop-perçu qui est associé surtout au coût en capital; il y a un partage des gains relativement aux charges d'exploitation, qui est proposé maintenant, qui est ciblé aux charges d'exploitation; il y a - en ce qui concerne l'efficacité énergétique - le recouvrement des coûts de l'efficacité énergétique et on voit également la création d'un incitatif à l'efficacité énergétique.




Donc, quatre grands éléments de ce qui est proposé, de ce qu'on pourrait dire l'ensemble de la proposition qui touche à cette question d'efficacité énergétique et à la question des effets pervers ou de la cohérence réglementaire.




Ce que j'ai fait dans mon témoignage et pour mieux saisir la nature de ces effets pervers, j'ai * modalisé + l'impact du programme d'efficacité énergétique, ou l'impact du programme d'efficacité énergétique à travers les incitatifs ou les effets pervers créés par la proposition de Gazifère et j'ai oublié de dire, mais je vais mettre entre parenthèses, la proposition de Gazifère élimine le premier problème qui est l'incitatif à réduire les coûts. Pourquoi? Parce qu'on propose qu'il y ait un recouvrement des coûts, c'est aussi simple que ça.




Deuxièmement, cherche à éliminer le troisième effet pervers qui est l'incitatif à augmenter à long terme les ventes. Pourquoi? Parce qu'on propose la création d'un incitatif à l'efficacité énergétique.




Donc, il ne reste que le deuxième, le deuxième problème, là, qui n'est pas encore résolu et c'est vraiment le problème associé aux pertes de revenus à court terme.




J'ai donc regardé le programme ou les objectifs d'efficacité énergétique que se propose Gazifère, vu à travers les différents incitatifs qui sont inhérents à l'encadrement réglementaire qui est proposé et pour simplifier, au début j'ai pris deux scénarios, un scénario où Gazifère rencontre cent pour cent (100 %) de son objectif d'efficacité énergétique et un deuxième où elle rencontre seulement cinquante pour cent (50 %) de son objectif.




J'ai essayé simplement de voir quel est l'effet de ces deux scénarios-là sur le * bottom line + de Gazifère et ce qu'on voit dans ce cas-là, c'est en raison du deuxième effet pervers, Gazifère a un gain net d'environ vingt et un mille dollars (21 000 $) dans le scénario cinquante pour cent (50 %) de l'objectif, par rapport à l'objectif de cent pour cent (100 %).




La raison est très simple, c'est qu'en faisant économiser moins d'énergie, on a plus de ventes, ces ventes-là n'augmentent pas par les mêmes proportions les revenus, surtout à ce... c'est-à-dire les coûts fixes et donc, on a un gain de revenus nets entre causes tarifaires. Voilà donc le premier problème.




J'ai ensuite introduit au modèle, si on veut, l'incitatif que propose Gazifère au niveau de son plan d'efficacité énergétique pour voir est-ce que cet incitatif-là est capable de contrer l'effet pervers que j'ai mentionné tantôt et c'est là où vous voyez, les résultats sont présentés dans une forme graphique un peu étrange à première vue, à la page 17 du témoignage, où je fais littéralement le tracé des préférences de Gazifère.




Si Gazifère - ce qui est impossible - mais si Gazifère pouvait contrôler chaque cinq pour cent (5 %) de gains d'efficacité énergétique, voilà en partant du meilleur au pire scénario pour elle l'impact en termes de bénéfices ou coûts de sa performance en matière d'efficacité énergétique.




Et le graphique sert à un seul but, de voir qu'il y a des contradictions, il y a, en fait, un message contradictoire qui est envoyé à Gazifère.




Ce message contradictoire est, en fait, le résultat de deux messages qu'on a essayé de donner. D'une part, on bénéficie d'une bonne performance en matière d'efficacité énergétique et, d'autre part, on est pénalisé par une bonne performance en matière d'efficacité énergétique; c'est donc une question de cohérence réglementaire.




Quels sont donc les remèdes, si on peut dire, il y en a trois. Il y en a deux, en fait, qu'on connaît un peu plus, qui sont plus habituels. Il y a d'abord ce qu'on appelle en anglais un LRAM, * Lost Revenue Adjustment Mechanism + ou, en français, un mécanisme d'ajustement pour les pertes de revenus.




Un LRAM, comme je mentionne dans mon témoignage, est en quelque sort un bon début. On s'approche au but avec un LRAM, mais ça n'enlève pas complètement le deuxième effet pervers dont j'ai parlé au tout début.




Il y a également la possibilité d'utiliser une approche de plafonnement des revenus. Évidemment, le plafonnement des revenus est une approche incitative globale, donc, en ce sens-là, différente de l'approche ciblée que propose Gazifère.




Et, en troisième lieu, il y a la possibilité de ce que j'appellerais une réconciliation totale de fin




d'année; en d'autres termes, l'incitatif qui existe actuellement relativement au trop-perçu de fin d'année, si on faisait une réconciliation totale plutôt que partielle, cet incitatif ou cet effet pervers disparaîtrait.




Donc, ce sont là les trois remèdes que j'identifie dans ma preuve.




Maintenant, le problème qu'on a ici, c'est qu'on est un peu dans un * catch-22 +, si je peux dire. On ne peut pas, Gazifère n'a pas présenté de LRAM pour cette année, donc on n'est pas prêt à mettre sur pied un LRAM de cette année.




On ne peut pas non plus, dès cette année, appliquer, modifier la proposition pour en faire un * revenue cap +. En même temps, il ne faudrait pas que le résultat de ça soit le report indu de son plan d'efficacité énergétique qui est quelque chose, évidemment, qui est attendu depuis longtemps et qui comporte des bénéfices auxquels on ne voudrait pas renoncer.




Et donc, c'est un peu le problème de la poule et de l'oeuf, l'oeuf et la poule; on a un plan d'efficacité énergétique qui est prêt à partir, mais dans un mauvais contexte et ce contexte-là ne peut pas




changer pour encore un an au moins.




La question à savoir comment corriger ce problème n'est pas évidente; ce que j'ai proposé, finalement, et pour être plus clair encore que je pense que je l'ai été dans mon témoignage écrit, ce que je proposerais serait, pour cette année, de suspendre l'incitatif existant.




En d'autres termes, pour cette année, d'assurer une réconciliation totale de fin d'année, mais l'année prochaine, de revenir et si, je dirais j'ai deux... il y a deux possibilités, qu'on revienne l'année prochaine soit avec un LRAM applicable au mécanisme incitatif proposé ou, de préférence - et je dis bien de préférence - qu'on demande à Gazifère de revenir l'an prochain avec une proposition de mécanisme plus global, par le biais d'une approche de plafonnement des revenus par abonné.




Alors, je pense que ça, ça conclut l'essentiel de mes propos.




(13 h 45)
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Q.
Quant à vos commentaires sur les critiques, c'est déjà contenu dans les précisions que vous avez amenées à la fin?



R.
Tout à fait.




Me PIERRE TOURIGNY :




Bon, merci.




LE PRÉSIDENT :




Merci, Maître Tourigny. Est-ce que les intervenants ont des questions à poser... Gazifère, pas de questions. Maître Pepin, pas de questions? La Régie, pas de questions? Moi non plus, je n'ai pas de questions, ça veut dire que vous étiez clair, monsieur Dunsky.



R.
Je prends pour acquis que oui.




LE PRÉSIDENT :




O.K.




Me PIERRE TOURIGNY :




Ça a pris deux essais quand même.




LE PRÉSIDENT :




O.K., merci pour votre participation et votre * input +, Monsieur Dunsky, Maître Tourigny. Donc ça clôt la preuve des intervenants et la preuve de Gazifère était déjà close, la preuve première. Là, on serait rendus à la contre-preuve s'il y a contre-preuve, est-ce que vous voulez avoir quelques minutes pour, ou vous êtes prêt à procéder?




Me PIERRE PAQUET :




Non, ça va.




LE PRÉSIDENT :




Ça va, o.k., allons-y avec la contre-preuve.




CONTRE-PREUVE DE GAZIFÈRE.



LE PRÉSIDENT :




On peut dire qu'on est sous le même, under the same oath as the last time, so we are going to, in a context of efficiency, we are going to maintain your oath, you are going to testify under the same oath that you did last time, so we recognize you as such.




           -----------------------------




IN THE YEAR NINETEEN HUNDRED AND NINETY-NINE, on this fourteenth (14th) day of December, PERSONALLY CAME AND APPEARED:




LUCIE VANDAL-PARENT, Directeur - Comptabilité, Gazifère;




H. ANDREW TRACHSELL, Supervisor, Economic Studies, Enbridge Consumers Gas;




W. BRUCE TAYLOR, Director, Financial and Economic Studies, Enbridge Consumers Gas;




under the same oath;




EXAMINATION BY Me PIERRE PAQUET




COUNSEL FOR GAZIFÈRE INC. :




Thank you. I have a few questions for the panel, the first, 
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Q.
This morning, Mr. Bauer elaborated, or Dr. Bauer elaborated on the fact that the inflation, the CPI and the inflation rate, not the CPI, let me rephrase this, the inflation that would have been experienced by Gazifère would have been higher than the CPI, and that he had trouble reconciling this fact, how would you explain this?




MR. H. ANDREW TRACHSELL :



A.
Under the MFP methodology, if I may backtrack a bit, we are still looking at the same components that drive O&M costs, and that is productivity, price inflation, and growth. And using the multi-factor productivity estimation where you use inputs to measure productivity, remove that from the escalation in O&M expenses, account for customer growth, the remaining component that you have to address then is therefore price inflation. And under the multi-factor productivity, the resulting price inflation that Gazifère faced was indeed significantly higher than CPI, or general price inflation.




It is possible that that could be the case, the small scale of Gazifère is such that additional inputs adds very much a lumpiness, if you will, to the expenses. For example, a larger utility adding a person to a hundred (100) employees is a small percentage increase, but on a smaller scale of, say, a company with ten employees, adding one employee leads to a much more significant percentage increase.




So therefore, in the case of Gazifère, you would have significant increases when inputs are added and then flatter periods when it is not. So the overall resulting price inflation that Gazifère faced under the multi-factor productivity did come out to be




that.




Now, on a basis of going forward, you need some sort of instrument to use in the formula. So based on the differential between these two, the fact that it did come out higher, that is where we adopted the residual methodology, to maintain the relationship between these factors, the growth, the price inflation, and the productivity.


100
Q.
You have something to add, Mr. Taylor?




MR. W. BRUCE TAYLOR :



A.
Yes, I do. I think, to add to what Mr. Trachsell had to say, that the statistical validity that you are trying to get in that residual cost, measured against the inflation driver, doesn't come out in a statistical way because of the lumpiness. You have an increase in customers, you don't have a cost reaction in one period. The next period, you might have a gain. Then you have maybe a large cost factor that is accompanied by a smaller customer growth driver.




The fact of the matter is that it is just not statistically measurable on a period-by-period basis, you get an unstable statistical relationship. But nonetheless, the overall result, as Mr. Trachsell said, could occur if, and particularly if Gazifère had a higher labour content in both its internal cost




structure and also imported from either Consumers Gas operations or from outside influences, any place where there is labour there.




So it is not an impossible situation to have an inflation factor that is a little higher than CPI, and it is only a little bit higher.
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Q.
Thank you. A second topic that was discussed with Mr. Bauer this morning is the issue of the one hundred and sixty-two thousand dollar ($162,000) rationalization that was ordered by the Régie last year, and I think the discussed revolved around whether this hundred and sixty-two thousand ($162,000) reduction was productivity or not. Madame Parent, what is your view on this issue?




MME LUCIE VANDAL-PARENT :



R.
Bien, comme monsieur Bauer a répondu ce matin, il a  dit : * Si les renseignements que j'ai obtenus sont exacts... +, d'accord? Alors il a commencé par dire cet énoncé-là. Donc je voudrais juste peut-être porter à votre attention que les données qu'il avait, je crois, n'étaient pas exactes.




Alors la demande de Gazifère de redresser son budget de Service et Ventes était une demande de redressement permanent pour une dépense de Marketing. La Régie, dans sa décision D-99-09, autorise le




redressement et nulle part ne mentionne le fait que ce redressement n'est que pour l'année courante. Donc ces dépenses-là sont là pour rester, elles sont là aujourd'hui et le seront encore en l'an deux mille (2000).




Par contre, la Régie demande à Gazifère de lui présenter des mesures de rationalisation pour le même montant. À partir de ce moment, la nature du cent soixante-deux mille (162 000 $) a changé. La Régie demande des mesures de rationalisation qui peuvent provenir de n'importe quel service de Gazifère. Alors dans ce contexte, la coupure de cent soixante-deux mille (162 000 $), c'est donc de la productivité et j'irais jusqu'à dire, comme monsieur Bauer disait, c'est du * upfront productivity +. Alors c'est un * stretch + pour Gazifère.
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Q.
C'est une garantie donnée aux...



R.
Aux clients.
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Q.
O.K. Another topic that was approached by the intervenors in the present case, we heard a lot about symmetry, and more specially I think from Mr. Todd; how do you see this concept of symmetry as it would apply to the O&M mechanism?




MR. W. BRUCE TAYLOR :



A.
There is one aspect of symmetry that I don't think was coming clear in the proposal that Gazifère was




making. Gazifère's proposal is that if it makes productivity gains such that its costs are lower than projected, that it gets to keep seventy-five percent (75%) of that gain. But conversely, if it does not make any savings, in fact if it has negative savings, it will take a hundred percent (100%) of that loss.




So there is a lot of symmetry, and in fact, if it is asymmetric, it is against the company in that particular proposal. So I don't think it is quite as black and white as it has been put forward by Mr. Todd and Dr. Bauer.




MME LUCIE VANDAL-PARENT :



R.
Puis si je pouvais juste rajouter à ça, il y a aussi dans le présent système, il faut absolument remarquer que le client partage cinquante/cinquante (50/50) dans les trop-perçus. Avec le nouveau mécanisme, même si Gazifère était dans une situation de manque à gagner et que Gazifère avait moins dépensé que le budget, encore là, les dépenses seraient retournées, la différence, l'écart serait retourné aux clients. Dans le présent régime, les dépenses, le trop-perçu est calculé globalement.




(13 h 55)
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Q.
One other topic related to the Z factor and the threshold that would be applicable, I think in the original discussion that we had with the... before




the Régie, I think we had proposed a threshold of around twenty-five thousand dollars ($25,000) and now, this morning, we heard of a hundred thousand dollars ($100,000) and I think the same as of yesterday from Mr. Todd. What would be reasonable in the circumstances, what is the bottom line to the threshold?




MME LUCIE VANDAL-PARENT :



R.
Bien, si je pouvais peut-être juste faire une petite mise au point. Dans notre proposition, on n'a jamais vraiment apporté ou suggéré un * threshold +, comme vous dites. C'est durant les audiences...
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Q.
C'est ça.



R.
... avec tout ce qui a été apporté par tout le monde, on a dit : bien, Consumers, eux, c'est tant, nous on est un pour cent (1 %) de Consumers, donc ça devrait être dix mille (10 000 $), ensuite on a dit : bien, on va monter à ça vingt-cinq mille (25 000 $).




Mais peut-être que si on regardait un petit peu l'impact de peut-être point vingt-cinq pour cent (0,25 %) d'impact sur le taux de rendement de Gazifère, quel impact est-ce que ça aurait, j'ai fait les calculs et puis c'est à peu près quatre-vingt (80 000 $) à quatre-vingt-cinq mille (85 000 $) d'impact sur les revenus requis.




Alors, ça vous donne une petite idée de quel montant, là, on pourrait parler. Alors, c'est point vingt-cinq pour cent (0,25 %) sur l'avoir de l'actionnaire.
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Q.
Bien, merci.




LE PRÉSIDENT :
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Q.
Excusez, juste pour être sûr qu'on a les chiffres comme il faut, là, point vingt-cinq pour cent (0,25 %) de variation sur le taux de rendement des actionnaires, équivaudrait à environ quatre-vingt (80 000 $), quatre-vingt-cinq mille dollars (85 000 $) en dollars absolus sur les dépenses, c'est ça?



R.
C'est ça, c'est le...
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Q.
Une variation.



R.
... c'est brut, là, sur les revenus additionnels requis, exactement.


109
Q.
Merci.




Me PIERRE PAQUET :
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Q.
Finally, one last question, with regard to trueing-up, there was some, again discussion this morning about trueing-up the figures for the first year and the discussion with the Bench on that particular topic, what is Gazifère's position with regard to the necessity of trueing-up with regard to the new formula being implemented, is it a necessary process or not?




MR. BRUCE TAYLOR:



A.
Since I talked about this before, I am probably the one to respond to this. The, I think comments about both Mr. Todd and Dr. Bauer indicated that they still felt that actuals were representative of some magic based that would be "the" best one for a plan of this type and it was interesting that the part of my testimony, where I said that ninety-nine ('99) was an unusual year, a very warm one and so on, was not part of the record that was put to them when they made these comments.




But I think the difference between situations that perhaps Dr. Bauer typically seasons in the United States and what we are seeing here is that often, budgets were used in the United States simply as a support and the actual rates are determine on historical years with some normalization and I know he used the term "in the Ontario case a hypothetical budget is not useful".




Well, in the case of both Gazifère and in the case of Enbridge Consumers Gas in Ontario, what we were talking about was budgets that had the thorough review of the Régie here and the Board in Ontario, and have been scrutinized by all parties and adjustments made and found to be a fair and reasonable basis for the rates of both of those




companies, for that year.




They had gone through significant scrutiny and as Dr. Bauer said this morning, in Ontario they did not adjust them, they felt that that was a good base because of this scrutiny that they have had and I feel the same thing applies here, that the ninety-nine ('99) rates, that cost the service and rates that were determined by the Régie, should be a sufficient base for this kind of a program, particularly in light of the fact that the company had no idea it was coming forward with a formula and could not gain it, in the way that they were talking about, it just was not possible to do that.




So, it is a fair and reasonable neutral kind of base and I think that should be accepted.


111
Q.
Merci.




Me PIERRE PAQUET :




Je n'ai pas d'autres questions.




LE PRÉSIDENT :




Merci, Maître Paquet. Est-ce que les intervenants ont des questions?




Me BENOÎT PEPIN :




Peut-être une ou deux, est-ce que je peux juste




prendre quelques minutes?




LE PRÉSIDENT :




Oui, O.K. Vous vous en avez; Maître Tourigny, est-ce que vous avez des questions?




Me PIERRE TOURIGNY :




Non.




LE PRÉSIDENT :




O.K., ça fait qu'on va donner quelques minutes, on va rester dans la salle.




CROSS-EXAMINATION BY Me BENOIT PEPIN :




Alors, je n'ai que deux courtes questions.




LE PRÉSIDENT :




O.K.




Me BENOÎT PEPIN :


112
Q.
I have two questions, I will ask them in English, I know that Mrs. Vandal-Parent can certainly follow and this will allow all of you to respond. The first issue, you have been asked, in the course of your redirect about what the threshold, an acceptable threshold for Gazifère would be and you mentioned a figure of eighty ($80,000), eighty-five thousand dollars ($85,000).




I just want to make sure that I understand to what it applies. Are you suggesting to apply this to the Z factor, to the off-ramps, to both?



MME LUCIE VANDAL-PARENT :



R.
Lorsqu'on mentionne ce montant-là, ce serait tout simplement pour les Z factors parce que comme on discutait, monsieur Taylor et moi, c'est que pour les * off-ramps +, c'est des événements vraiment extraordinaires, là.


113
Q.
For off-ramps, we are talking about even a larger magnitude, in fact in terms of impact to the company, I know you will not quantify it, I have asked you questions already on this issue, but I just want to know what your perception of an off-ramp is compare to a Z factor, is an off-ramp, something is enough ramp of a greater magnitude than a Z factor?




MR. BRUCE TAYLOR:



A.
The others can perhaps add something if I do not answer properly, but the off-ramps generally should be much larger, more extreme situations and have a larger impact, but they would, they stem from somewhat different sources, it becomes a breakdown of the formula through, perhaps, an index missing in which case it is not a dollar impact to a rate of return impact, it is a...


114
Q.
Conceptual.



A.
... conceptual problem with the formula. So...


115
Q.
Okay.



A.
... I believe that we have been talking about throughout this hearing and I think what Dr. Bauer and Mr. Todd were talking about were Z factor impacts, when they were discussing the hundred thousand ($100,000) or other numbers.


116
Q.
Thank you. I just wanted to understand your testimony. And the last issue is the true-ups. You did not share the view expressed by Mr. Bauer and Mr. Todd. I understood that one that your criticism is that this, the approach of these two experts, was based, among other things, by a U.S. experience where budgets have different meanings. Is this a proper way to rephrase your criticism express and your redirect evidence?



A.
A different meaning, but a much lower priority, one in many jurisdictions in the U.S., yes.


117
Q.
And do you believe that this concept was at the basis of the approach suggested by Mr. Todd or is it just something that you addressed to Mr. Bauer?



A.
I believe they both addressed, and I am trying to remember specifically and differentiate between what Mr. Todd said from what Dr. Bauer said, but I think they were both addressing similar things, but I think the same response would apply and in fact, in Quebec, in the case of Gazifère at any rate and in the case of Ontario which Dr. Bauer was referring to today,




Enbridge Consumers Gas, there were very thorough reviews of those costs of service and they were imbedded in rates and as I see it certainly in the Ontario case, the Board accepted that as a good base for going ahead into this kind of a plan.


118
Q.
Do you know where Mr. Todd gained his experience of the topic, in which jurisdiction?



A.
I am not that familiar, I know he works in a number of canadian jurisdictions, I have no familiarity with where he works in the States.


119
Q.
Can you point me to any portion of his evidence where he relied on U.S. concepts or approach to regulation, concerning the true-ups or the budgets or the topics that you just mentioned.



A.
No, I cannot I was just referring to Mr. Todd when I specifically mentioned about the budgets being hypothetical, that was strictly something that Dr. Bauer mentioned in Ontario.


120
Q.
Okay. That is what I wanted to make sure that the Régie knew as well. They were none. Thank you.



LE PRÉSIDENT :




Merci, Maître Pepin. Maître Paquet. Donc, pas de questions Maître Plourde non plus, je présume? Non. Est-ce que vous avez des questions, oui?




Me NICOLAS PLOURDE :




Je m'excuse de mon retard d'abord, c'est une erreur,




là, j'avais noté deux heures (2 h), donc je m'en excuse auprès de la Régie.




LE PRÉSIDENT :




D'autres se trompent de journée, vous vous trompez d'heure!




Me NICOLAS PLOURDE :




D'autres ont des exercices de feu.




LE PRÉSIDENT :




Il est temps qu'on finisse, c'est ça. 




Me NICOLAS PLOURDE :




Oui, il est temps qu'on finisse, peut-être. Non, en faut j'aurai eu une question sur la mesure de rationalisation de cent soixante-deux mille dollars (162 000 $), je ne sais pas si ça a été abordé en...




LE PRÉSIDENT :




Oui.




Me NICOLAS PLOURDE :




... contre-preuve.




LE PRÉSIDENT :




Vous avez tombé sur un des sujets qui ont été abordés, maître Paquet attendait, là.




Me NICOLAS PLOURDE :




Donc, je vais poser la question et on me dira si je suis hors d'ordre et je comprendrai si c'est le cas.




CROSS-EXAMINATION BY Me NICOLAS PLOURDE :


121
Q.
Mr. Taylor, with respect to the rationalization measure, am I to understand that your testimony is to the effect that such a measure, in the case of Gazifère, would and can replace a stretch factor. Is it still your testimony?




MR. BRUCE TAYLOR:



A.
Yes, and I could elaborate. My understanding of that one hundred and sixty-two thousand dollars ($162,000) is that it was a marketing cost that was specifically approved by the Régie for nineteen ninety-nine (1999) and in particular to meet some competitive activities opposite electricity, and it was expected to be a continuing cost, and that in effect what the Board requested was that some offset to that, from somewhere else in the cost of service should be found in the year two thousand (2000) and onward and it appears to me that there is only one place that it can come from and that is from productivity, and that amounts to about three and a half percent (3.5%) of Gazifère O&M and is a very significant stretch factor in itself, right from the beginning.


122
Q.
Am I to understand that should that measure not have




been ordered by the Régie, you would have provided a stretch factor in your formula?



A.
Whether we provide it for or not, it would be available for the Board, the Régie to impose.


123
Q.
I will try to make myself clear. Should the Régie not have ordered that measure, this rationalization measure, would you have provided for a stretch factor in your formula, a specific stretch factor?



A.
Coming into the hearing, probably not, we would have left that to you.


124
Q.
Why?



A.
That is the nature of this adversarial process. I am sorry, but that is my best answer.


125
Q.
I am asking your expert opinion: don't you think that such a method to set O&M expenses or let's talk about PBR formula, don't you think a stretch factor is usually a component of a PBR formula or a targeted PBR formula, in your opinion, expert opinion?



A.
Is often, but not always included, but I guess the factor that would mitigate against the company bringing it forward, would be the fact that we observed in Gazifère a very high productivity level, relative to Enbridge Consumers Gas to start with and Enbridge Consumers Gas exhibit historical point six three percent (.63%) per year and Gazifère was two point one five percent (2.15%) in the direct measure of productivity and one point six seven percent (1.67%) in the residual, so it was very high to start




with.




It is probably in a high range opposite other jurisdictions that we have surveyed, so it was a stretch to meet the kind of productivity standard that had been exhibited in recent years.


126
Q.
Are you telling us that because Gazifère was relatively doing well, it should not be asked to do better?



A.
That would be the judgement of the Régie as to whether it should do better, I think they have been doing very well.


127
Q.
Thank you.




(14 h 15)




LE PRÉSIDENT :




Merci, Maître Plourde. Donc, ça terminerait la contre-preuve.




Madame Vandal-Parent, Mr. Trachsell, Mr. Taylor, thank you very much for your participation again and have a safe journey back, and a Merry Christmas as well.



Donc, ça clôt tout le... à moins que vous ayez quelque chose, Maître Paquet ou vous venez chercher vos papiers?




Me PIERRE PAQUET :




Non, je voulais simplement remercier la Régie au nom de Gazifère, parce qu'on a une cause qui n'était quand même pas facile cette année, avec des événements qui ont été peut-être des facteurs Z à certains égards, donc ça a été difficile de planifier, mais malgré tout ça on l'a fait, puis avec la collaboration de mes confrères puis de leurs clients, je pense qu'on en est venu à bout, ça fait que je voulais vous remercier, de même que remercier les intervenants dans les circonstances.




LE PRÉSIDENT :




Oui, mais vous m'enlevez les mots de la bouche, Maître!




O.K., ça fait que je vais revenir à ça un petit peu plus tard parce que si je dis les mêmes mots tout de suite, ça va avoir l'air juste d'une répétition dans les notes sténographiques.




Alors, il resterait deux items, là, pour clore complètement le dossier, la preuve et la contre-preuve, le premier est l'engagement numéro 37 qui était sur le GI-4, document 2, là, mettre à jour le deux cent soixante-dix-sept mille dollars (277 000 $) plus le treize mille (13 000 $), plus le seize mille (16 000 $) et qu'est-ce que ça faisait comme




répercussions, là, dans la formule etc., tous les documents qui étaient reliés à ça, là.




MME LUCIE VANDAL-PARENT :




Oui, j'aimerais ça juste faire une petite précision sur... on va faire l'ajustement, mais il faudrait qu'on comprenne que les chiffres qu'on a utilisés l'autre jour, c'étaient des chiffres de l'an deux mille (2000) et puis tout notre calcul est basé sur les chiffres de quatre-vingt-dix-neuf (99), alors, on va juste faire un ajustement, là, pour pouvoir comparer des pommes avec des pommes, là.


128
Q.
O.K., ça fait que si au lieu de voir treize mille (13 000 $) on voit quinze mille (15 000 $), on va comprendre, ou onze mille (11 000 $)?




MME LUCIE VANDAL-PARENT :




C'est ça. 




LE PRÉSIDENT :




O.K. Donc, c'est un des engagements. Et le deuxième engagement qui est en suspens était l'engagement 38 avec Option Consommateurs, qui était le * Drafted Settlement Agreement +, si jamais ça sortait avant le douze (12) janvier et que là, ça serait rendu disponible. Sinon, s'il n'y a pas de réponse le douze (12), c'est parce que le * draft + - je prends l'expression anglaise - n'est pas disponible, n'a pas




été émis encore.




Me BENOÎT PEPIN :




On a déjà communiqué avec le procureur dans le dossier de la Colombie-Britannique et la demande est déjà faite.




LE PRÉSIDENT :




D'accord. Bon, ça ça serait les deux derniers items. Je rappelle les dates qu'on s'était entendus, le douze (12) janvier, pour le douze (12) janvier ce serait les argumentations de tous les... argumentations écrites de tous et le dix-neuf (19) janvier serait la date ultime pour les répliques. On va d'ailleurs confirmer ça par écrit à tous les intervenants pour être sûr que tout le monde a ces dates-là.




Et là-dessus, bien pour reprendre les mots de maître Paquet, je vous remercie tous, là, ceux qui restent dans cette salle et ceux qui liront les notes sténographiques, pour votre participation, votre collaboration effectivement et la flexibilité, ce n'était pas une cause qui, au début, semblait assez simple, très facile, mais on a trouvé les moyens de la complexifier et ça a nécessité bien des clarifications, là, bien souvent, mais je pense qu'après tout le temps, la flexibilité et la




collaboration ont fait, là, qu'on se retrouve même capables de rencontrer les obligations de maître Pepin pour cinq heures (5 h) aujourd'hui, là, avec du temps en masse pour prendre un café!




Ça fait que tout le monde encore merci et je vous souhaite à tous un joyeux Noël ainsi qu'à vos familles. Merci bien.


_________________________
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