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Q 1: Please explain the major factors influencing change in Gazifere’s operating costs for the 2000 fiscal year?

A 1: There are two major factors that are causing increases in Gazifere’s fiscal 2000 operating costs.  These are increases in the Enbridge Consumers Gas Operations and Management Fees for services provided by that affiliate company and charges payable to Enbridge Commercial Services Inc. for CIS services which will be provided by this new affiliate company.

Q 2: Please explain why the Enbridge Consumers Gas Operations and Management Fees have increased so significantly for Gazifere’s 2000 fiscal year?

A 2: The major reason why the Enbridge Consumers Gas Operations and Management Fees have increased so significantly for the 2000 fiscal year is because of regulatory changes in the province of Ontario. These changes have made it necessary for Enbridge Consumers Gas to change the way in which prices are determined for the provision of services to affiliate companies. 

Q 3: Please explain the nature of these regulatory changes?

A 3: Effective from July 31, 1999, Enbridge Consumers Gas is required to operate under a new affiliate code of conduct introduced by the Ontario Energy Board, the “Affiliate Relationships Code for Gas Utilities” (the “Code”).  This Code was designed to provide Ontario gas utilities with appropriate standards of conduct governing their interactions with affiliate companies.  A copy of the Code has been filed at Exhibit GI-4, document 6.1.

The main objective of the Code is to enhance the competitive market while holding Ontario utility ratepayers harmless from the effects of economic transactions between their gas utility and the utility’s affiliates.  The Standards of Conduct embodied in the Code that are most applicable to the relationship between Enbridge Consumers Gas and Gazifere are: 2.1 Degree of Separation, 2.2 Sharing of Services and Resources, and 2.3 Transfer Pricing. It is the application of the new transfer pricing requirements that have the greatest impact on Gazifere’s fiscal 2000 cost of service.

Q 4: Please describe the Code’s new transfer pricing requirements?

A 4: Standard 2.3.1 of the Code states “Where a utility provides a service, resource or product to an affiliate, the utility shall ensure that the sale price is no less than the fair market value of the service, resource or product.”  Standard 2.3.3 of the Code goes on to stipulate that “Where a fair market value is not available for any product, resource or service, a utility shall charge no less than a cost based price, and shall pay no more than a cost based price.  A cost based price shall reflect the costs of producing the service or product, including a return on invested capital.”  Enbridge Consumers Gas is using fair market value (or “market price”) to set affiliate transfer prices to the greatest extent possible and in the absence of a market price determinant a fully allocated cost based price, including a return on invested capital, will apply.

Q 5: How do these new transfer pricing requirements compare to Enbridge Consumers Gas’s past transfer pricing policies, as applied to Gazifere?

A 5: Enbridge Consumers Gas is required to eliminate the fully allocated cost associated with any services provided to affiliates from its Ontario utility cost of service.  The Ontario energy Board did not require the use of a specific transfer pricing policy.  In the case of Gazifere, the management fees charged were typically much less than the amounts eliminated from Enbridge Consumers Gas’s utility cost of service.

Q6:  Does the Ontario Energy board allow for exemptions from the Code?

A6:  Section 1.6 of the Code does include the statements:  “The Board may grant exemption to the rules set forth in this Code.  An exemption may be made in whole or in part and may be made subject to conditions or restrictions.”

Q7:  Has Enbridge Consumers Gas considered applying for an exemption from the Code in whole or in part for transactions with the Company?

A7: Enbridge Consumers Gas did not apply for an exemption either in whole or in part related to the pricing criteria of the Code.  Enbridge Consumers Gas would have applied for an exemption to the Code, under the conditions of a change to the methodology for removing costs from the Ontario utility cost of service for services provided to Gazifere.  The Ontario Energy Board still requires that the fully allocated cost of services provided to affiliate companies be removed from the Ontario utility cost of service.  The historic pricing methodology does not result in the recovery of the full amount of costs removed from Ontario utility cost of service.  The Ontario Energy Board would thus be unlikely to allow the Ontario ratepayer to subsidize the Quebec ratepayer through the use of a different cost allocation methodology for services provided to Gazifere.  

The other consideration made by Enbridge Consumers Gas was the timing of the exemption process.  The process for application and receipt of exemptions is not clear.  The receipt of an exemption was not likely prior to the requirements of Gazifere’s hearing process.  Given the overriding concern of Enbridge Consumers Gas that the Ontario Energy Board would likely not allow any deviation from the application of fully allocated costs as they relate to services provided to Gazifere, no application for exemption from the Code was made.

Q 8: How were the prices of services provided by Enbridge Consumers Gas to Gazifere determined?

A8: Prices for services provided by Enbridge Consumers Gas were developed in compliance with the Code.

For services it is anticipating to provide to the Company, Enbridge Consumers Gas looked first to a market price. Enbridge Consumers Gas obtained the services of Ernst & Young to determine market prices for many of the services which Enbridge Consumers Gas anticipates providing to Enbridge Services Inc., another affiliate.  Where similar services are anticipated to be provided to Gazifere, the work of Ernst & Young is being used as a basis for those market prices.  Ernst & Young reviewed the application of their work to Gazifere and concluded that the prices are reasonable.  A letter from Ernst & Young has been filed at GI-4, document 6.2 which presents their conclusion.

Market prices which were not part of Ernst & Young’s review were determined through investigation performed by Enbridge Consumers Gas employees.

Where a market price cannot be reasonably determined, a fully allocated price is used.  A fully allocated price includes the fully allocated cost of providing the service as determined through the application of overheads identified through the cost allocation study performed by Enbridge Consumers Gas and a return on invested capital as required by the Code.

The pricing for billing services and services performed by the Eastern Region of Enbridge Consumers Gas are discussed further.

Q 9: Which elements of the Enbridge Consumers Gas’s Operations and Management fees have changed the most due to the application of the new transfer pricing policy?

A 9: Among the larger items affected by the Enbridge Consumers Gas transfer pricing changes is the billing service provided by Enbridge Consumers Gas to Gazifere.  For fiscal 2000 these costs are forecast to be $305,100, approximately $154,400 more than the amount charged in 1999.  A second component of the fees that has increased as a result of the new transfer pricing policy is the Information Services cost.  These costs have increased from $124,200 in 1999 to $142,500 in 2000.  The third major component of the fees that has increased is the various Operations Services provided by Enbridge Consumers Gas – Eastern Region to Gazifere. In total these Operation Services from Eastern Region are forecast to be $550,000 in 2000 compared to $361,200 in 1999.

Q 10: Could you please describe the services provided to Gazifere by the Eastern Region of Enbridge Consumers Gas?

A 10: The services provided by the Eastern Region of Enbridge Consumers Gas to Gazifere are generally regular, on-going services performed by Enbridge Consumers Gas personnel that are not ordinarily offered for sale in the market to third parties by Enbridge Consumers Gas.  These services, which are ordinarily performed for the Ontario utility by the departments within the region are also offered to Gazifere when it is most economical and practical to do so.  The services provided by the Eastern Region of Enbridge Consumers Gas to Gazifere are generally field oriented services that are integral to the safe and efficient operation of the Gazifere distribution system and include Regional Measurement and Regulation, Regional Corrosion and Leak Survey, Regional Engineering, Drafting and System Analysis and overall Operations supervision and management.

Q 11: What are some of the benefits for Gazifere of obtaining the previously mentioned services from the Eastern Region of Enbridge Consumers Gas?

A 11: The distribution systems of Gazifere and Enbridge Consumers Gas in the Ottawa area are physically connected and integrally dependant on each other.  This interdependancy and the relatively small size of Gazifere’s distribution system allows Gazifere to take advantage of the expertise in Enbridge Consumers Gas without the duplication of costs within Gazifere.  In addition, Gazifere can utilize the resources of Enbridge Consumers Gas in Eastern Region to meet workload peaks or to facilitate 24 hour by 7 day emergency coverage.  The benefits of the specific services are described below.

Measurement and Regulation:  One of the key elements in ensuring that the distribution system integrity is not compromised, in terms of its ability to deliver gas safely and securely to its customer base, is to have adequateresources in the Measurement and Regulation Department that will complete the required regulatory program and operational checks as well as respond to problems and emergencies on a 24 hour by 7 day basis with the appropriate expertise.  The size of Gazifere’s distribution system does not make it practical to staff for the 7 by 24 hour coverage and ensure full utilization of these personnel when not on emergency call outs.  This is most economically accomplished through a single workforce for Gazifere and Enbridge Consumers Gas in Eastern Region because of the extremely specialized nature of the expertise and the associated issues with coverage.

Regional Corrosion and Leak Survey:  These services are a combination of specialized expertise and trouble shooting and routine field work.  The expertise required is developed over a long period of time through formal training and on the job exposure.  The size of Gazifere’s operation would not make it possible to fully maintain the expertise required due to the infrequency of application and accordingly Gazifere can draw on this expertise from Enbridge Consumers Gas as required.

Regional Engineering, Drafting and System Analysis:  These services have traditionally been provided by the Eastern Region of Enbridge Consumers Gas for a variety of reasons which remain applicable. As described, the distribution systems of Gazifere and Enbridge Consumers Gas in Ottawa are interdependant and as such Gazifere benefits from the detailed system analysis performed by Enbridge Consumers Gas using specialized software for gas systems that is resident in Enbridge Consumers Gas and that facilitates the most economic designs for the combined systems.

Q 12: How have the prices for services provided by the Eastern Resgion of Enbridge Consumers Gas been determined?

A 12: The prices that will be charged to Gazifere starting in Fiscal 2000 have been developed by comparison to available market prices.  Although there is not a clearly conclusive market price benchmark to measure the value of services provided to Gazifere, data that supports the Eastern Region service fees has been accumulated.  This supporting information is either for services directly available from third party providers (contractors that provide similar services) where this exists, from contracts that Enbridge Consumers Gas has with outside agencies to meet peak shaving requirements or from published information available from industry associations for services that are comparable from a technical perspective.

Where market prices are not available, a fully allocated cost based price has been used which includes a return on invested capital as required by the Code.

Q 13: Are there any other items that have significantly impacted Gazifere’s forecast operating costs for the test year?

A 13: Yes, another major factor impacting Gazifere’s fiscal 2000 operating costs is the introduction of the new Customer Information System (“CIS”).

Q 14: Will CIS services be provided to Gazifere as a shared service by Enbridge Consumers Gas?

A 14: No, the ownership of the CIS software application developed by Enbridge Consumers Gas will be transferred to a new Enbridge affiliate company over the course of the 2000 fiscal year.  The new Company is known as Enbridge Commercial Services Inc..  This Company will own and operate the Enbridge CIS Software application and provide CIS and related services to Enbridge affiliate companies.  The CIS services to be provided to Gazifere will be subject to a CIS Services Agreement.  The estimated cost of these services for the 2000 fiscal year is $185,700.  This value reflects the fact that the new CIS software will be phased in over the course of the year.  In later years this fee will increase to reflect full use of a fully functional system.  In 2001 this figure is forecast to be approximately $256,000.

These charges are based on the same fee schedules that are applicable to Enbridge Consumers Gas and are representative of the cost incurred in the market for this type of service.

Q 15: How has Gazifere determined that the costs that it will incur for billing and CIS services are reasonable and indicative of competitive market prices for services of this type?

A 15: Gazifere has assembled comparative data in an effort to identify a range of market price benchmarks to guide it in the determination of a reasonable market prices to pay for billing and CIS services.  Although some customer system and billing service cost information is publicly available, it is difficult to compare services of this type, as the information that can be obtained does not distinguish between the level of service provided and the functional capabilities of the CIS applications employed by others. 

In an effort to establish a market based price for CIS services, Gazifere has reviewed the comparative data filed in the Union Gas CIS affiliate transaction application, EBO 177-15 along with other sources of similar information.  Although there is not a clearly conclusive market price benchmark against which to measure the value of Gazifere’s arrangement, the Company has accumulated data that supports the CIS service fees it will be paying Enbridge Commercial Services Inc..

The Company' investigation in this regard has focused on two areas; 1) Gazifere’s overall customer care cost as compared to similar size energy distribution companies and 2) the cost of billing / CIS services that may be available through non-affiliate service bureaus.  

Approaching the comparisons from more than one perspective provides for a more thorough analysis.  In each case, cost per customer is used as the standard from which to compare the reasonableness of Gazifere’s Customer Care costs.  Gazifere’s Customer Care costs were well below the average customer care costs for both natural gas and electric distribution utilities.

Q 16: How do Gazifere’s fiscal 2000 “Customer Care” costs compare to other utilities? 

A 16: “Customer Care” costs are defined as the costs incurred by a utility to provide customer support services.  Customer support services include call center operations, meter reading services, billing and collection services  

Gazifere’s fiscal 2000 “Customer Care” cost per customer is 13.9% less than the Gas Utility average and 11.9% lower than the Electricity Utility average.  Table 1 compares the average cost per customer for Gazifere’s “Customer Care” activities to Gas Utility, Electric Utility, and Utility Industry (Gas and Electric) averages.

Table 1

Average “Customer Care”

 Cost Per Customer


Gazifere(1)

Gas Utility(2)

Electric Utility(2)

Utility Industry(2)

Total “Customer Care”
$60.25 
$70.23
$68.76
$68.88

% Difference
0.0%
-13.9%
-11.9%
-12.0%

(1) Customer Care calculation based on Gazifere’s fiscal year (Oct. ‘98–Sept. ‘99)

(1)2000 estimate of total customers is 23,238

(1) 1999 total budgeted “Customer Care” costs are $1,407,847

(2) Industry customer care costs were based on a calendar year (Jan.–Dec.)

(2) Exchange rate of US$.690 was used to calculate industry averages

Q 17: What costs are included in “Customer Care” for each of the averages?

A 17: The Customer Care” costs included in the comparison include the costs of; supervision, meter reading, customer records management and collection expenses, uncollectible accounts, miscellaneous customer accounts expenses, customer assistance expenses, informational and instructional advertising expenses, and miscellaneous customer service and informational expenses as defined by the United States Federal Energy Regulatory Commission (FERC).  

Q 18: How did Gazifere costs match with the “Customer Care” categories used in developing the averages?

A 18: Gazifere’s customer care and information system accounts were matched, as closely as possible, to those reported in FERC.  Accounts were separated into their respective groups based on the activity function.  The FERC sample used to compare Gazifere’s total “Customer Care” cost per customer against included 40 gas and 909 electric distribution utilities having less than 100,000 customers.

Q 19: What Canadian utilities were included in the calculation of the Gas Utility and Electric Utility “Customer Care” averages?

A 19: There were no Canadian utilities included in the calculation.  While Canadian utilities do report this type of information to regulatory bodies; unfortunately, the information is not available in a uniform format (as is the case in the United States) that can be readily compared across organizations.  Costs are grouped differently for presentation purposes and without detailed knowledge of how costs are aggregated useful functional comparisons across organizations cannot be made.

Q 20: What conclusions can be drawn from the comparison of Gazifère’s  “Customer Care” costs per customer with the utility averages?

A 20: No one utility may be described as “average“, however, it is clear that Gazifere delivers “Customer Care” services to customers at an average cost that is 13.9% lower than the average Gas Utility, 11.9% lower than the average Electric Utility, and 12.0% lower than the overall average Electric and Gas Utility.  These results indicate that Gazifere has a very favorable cost per customer in providing “Customer Care” services compared to the average Gas or Electric Utility, even when the impacts of the new affiliate transfer pricing regime, under which it is now operating, are considered.

Q 21: The answer to question number 15 also indicates that Gazifere has considered its average cost per bill in its determination of the reasonableness of the cost of the billing service being provided by its affiliates.  Please setout Gazifere’s total average cost per bill for the test year. 

A 21: Gazifere’s cost per bill is broken down into four categories:

(1) Basic Billing Service;

(2) Utility Specific Services;

(3) Enbridge Commercial Services Inc. (“ECSI”) CIS Fees; and

(4) Pass Through Costs.

Basic Billing Service will be provided by Enbridge Consumers Gas at a price of $0.75 per invoice produced.  This part of the billing service includes all aspects of the physical bill production and has been confirmed by Ernst & Young as a competitive price for the service being provided.  Utility Specific services make up a smaller proportion of the bill production costs and reflect the cost of performing tasks specific to gas distribution activities, such as; meter reading, high pressure gas measurement, large volume billing and direct purchase contract administration.  These services will be provided by Enbridge Consumers Gas and their charges are based on the fully allocated cost of performing them.  ECSI CIS services are being provided by ECSI at a competitive market price.  And lastly, Pass Through Costs, which are the cost of postage and stationary that “passed through” to Gazifere from Enbridge Consumers Gas at cost.  These costs have been summarized in Table 2.

Table 2: Fiscal 2000 Total Average Cost Per Bill


2000


Number of Customers
Total Cost
Cost / Customer

Basic Billing Service
23,238
$209,142
$9.00

Utility Specific Services
23,238
$95,942
$4.13

ECSI CIS Fees
23,238
$185,672
$7.99

Pass Through Costs
23,238
$161,350
$6.94

Total Cost
23,238
$652,106
$28.06






Total Cost / Bill


$2.34

Note: Pass Through Costs represent the cost of postage and stationary that is not included in the Gazifère Bill Production Costs. 

Q 22: How do Gazifere’s average cost per bill compare to those of alternative billing service providers?

A 22: Gazifere’s total average cost per bill also compares favorably with the cost of other outsourcing alternatives.  In their 1999 CIS Checkup report, TMG Consulting reports billing outsourcing costs of $0.50 to $2.50 U.S. per number of active customers billed every month, in addition to start-up costs ranging from $22.00 to $60.00 per customer.  

Assuming that Gazifere were to fall in the middle of the cost range quoted by TMG Consultants, they would incur an outsourced cost per bill of $2.23 U.S. per customer.  At a Canadian / U.S. dollar exchange rate of 0.69, this figure would translate to a monthly cost per bill for Gazifere of $3.23 Canadian per bill.  This figure is 39% more than Gazifere’s 2000 test year cost per bill of $2.34 Canadian.

Q 23: What other indicators are available to determine the reasonableness of Gazifere’s forecast cost per bill?

A 23: As previously indicated it is difficult to make one-to-one comparisons of billing and customer care costs across different organizations.  However, there is information available that can serve as a general indicator of competitiveness.  For example, there is currently considerable interest in electronic bill presentation and bill payment via the internet.  Business cases in support of such technological change typically quote avoided bill printing and mailing costs of $0.90 U.S. per bill (Federal Reserve Bank of New York, Current Issues, Volume 5, Number 1, January 1999).  At a Canadian / U.S. dollar exchange rate of 0.69 this cost would equate to $1.30 Canadian.  Again Gazifere’s costs are comparable at a basic cost per bill, plus pass through costs per bill amounting to a $1.33.  

This information confirms that the shared service outsourced billing arrangement between Gazifere and its Enbridge affiliates results in very reasonable and competitive total Customer Care and billing costs.
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