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 GAZIFèRE INC.
PRE-FILED EVIDENCE OF MALINI GIRIDHAR
   2001 RATE CASE      
Q.1 Please state your full name, and your current position with the Company.
A.1 My name is Malini Giridhar, and I am Manager Rate Design, at Enbridge Consumers Gas.

Q.2
What are your professional qualifications, experience, and previous appearances before this or other regulatory tribunals?

A.2
Please refer to my Curriculum Vitae filed at Exhibit GI-14, Document 8.  

A.1 What is the purpose of this testimony?
A.1 This testimony deals with the Company's proposed changes to the rate schedules, and the allocation of the forecast revenue deficiency to the different customer rate classes.  The revenue deficiency is the difference between the revenue requirement for the test year and revenues derived from applying the requested rates in R-3454-2000 (pass-on) to the test year volumes. The detailed evidence is filed under Tab GI-14.

A.1 Are you proposing any rate design changes in this rate case?

A.1 The Company is not proposing any methodology changes in this rate case.  However, the Company is proposing two changes to the general provisions in the rate handbook, as shown in Document 9.

Q.5 
Please outline the changes to the rate handbook in Document 9.

A.5 The Company is proposing to change the title of article 7.8 of the  general provisions from “Frais de gestion de dossier” to “frais pour l’ouverture de compte”. The latter better reflects the description of the charge.  Refer to GI-14, document 9, page 1 de 1, article 7.8.

The Company is also proposing to add a new charge for on site collection in the general provisions.  This charge is shown at article 7.10. The Company seeks approval to charge the customer a sum of twenty dollars for on site collection, if after an interruption of service notice is served, a collection clerk travels to the customer site to interrupt service, and the customer pays in full, thereby avoiding a service interruption. The intent of the charge is to allow for recovery of additional collection costs incurred in such instances and to incent customers to act on interruption notices by paying their dues.  It should be noted that Société en commandite Gaz Métropolitain already has such a charge in their rates. 

A.1 Please provide an overview of the organization of the other Documents contained under Tab GI-14.  In addition, please provide a summary of the content of these documents.

A.1 Certainly.  Document 2 (Revenue Comparison – Pass-On Revenue vs. Proposed Revenue), contains by rate class a summary of fiscal 2001 volumes, associated revenues under the requested pass-on rates (Col. 3), associated revenues under proposed rates (Col. 5), and the corresponding revenue deficiency of $440 thousand (Col. 4). 

Document 3 (Proposed Revenue Recovery by Rate Class) provides the breakdown of revenues and the deficiency by customer rate class and rate component: distribution, gas supply load balancing, and gas supply commodity.   The distribution and gas supply load balancing components are combined to make up the Delivery Charge component in Gazifère's rates. Revenues under the pass-on rates for the 2001 test year are shown in Columns 1 through 4. The revenues derived from the proposed rates are shown in Columns 9 through 12. Columns 5, 6, 7 and 8 indicate the forecast revenue deficiency.

Document 4 (Summary of Proposed Revenue) shows the associated volumes and proposed revenues for the 2001 test year by rate class and rate component.

Document 5 provides a summary of the proposed unit rate change by rate class.  The unit rates requested in the pass-on application, the unit rate change, and the final proposed unit rates are provided in this document on a rate class basis. Document 6 contains the calculation of the gas supply, and gas supply load balancing charges by rate class, which is derived directly from the Fully Allocated Cost Study evidence found in Tab GI-13, Documents 11, and 12.

Document 7, page 1 provides the existing unit rates and revenues in comparison with the requested pass-on and proposed 2001 unit rates and revenues. Columns 1 & 2 show the unit rates and revenues under existing rates. Columns 3-6 depict the unit rates, revenues and impact of the requested pass on rates relative to the existing rates. Columns 7-10 depict the unit rates, revenues and impact of the proposed rates relative to the pass on rates.  

A.5 Please explain the process by which the deficiency is allocated to the rate classes.

A.1 The allocation of the deficiency/sufficiency is carried out in four stages.  In stage 1, the allocated gas commodity, and gas supply load balancing costs are extracted from the Fully Allocated Cost of Service Study (GI-13, Documents 11 and 12) and are used to develop, for each rate class, the new gas supply, and gas supply load balancing unit rates.  These are shown at GI-14, Document 6, items 7 and 8 respectively.

In stage 2, the deficiency associated with each rate component i.e., gas supply, load balancing and distribution is determined. A preliminary allocation of the distribution deficiency is also made. Document 3 shows the relevant figures. The load balancing and gas supply deficiencies shown at Columns 6 and 7 are determined as the difference between the revenue generated by the new unit rates, (Columns 10, and 11) and the revenue produced under the requested pass on rates (Columns 2, and 3). The distribution (deficiency)/sufficiency is the difference between the total deficiency/sufficiency, and the sum of the gas supply and gas supply load balancing deficiency/sufficiency components. This distribution (deficiency)/sufficiency is preliminarily allocated to the rate classes pro rata to their rate base allocations.  

In the third stage, the deficiency/sufficiency allocation is reviewed and further adjustments may be performed to the distribution revenue component of the various rate classes. The final distribution deficiency is shown in Column 9 of Document 3.

In stage four, the proposed rates are calculated by adding the unit rate gas supply and delivery adjustments to the requested pass on rates under R-3454-2000. The gas supply unit rate adjustment, as described in stage 1 is calculated in Document 6. The unit delivery charge adjustment equals the sum of distribution and load balancing deficiencies/sufficiencies divided by the delivery volumes. Document 5 lays out the adjustments and the proposed rates.
A.5 Please describe the adjustments made to the distribution deficiency at the rate class level in stage 3.

A.1 Adjustments are made to the revenue responsibilities of each rate class if the initial allocation of deficiency fails to achieve important rate design objectives.  These objectives include avoidance of rate shock, market acceptance, competitive position, appropriate relationships between rates, and acceptable revenue to cost (R/C) ratios.  Some of these objectives may conflict with each other and the resulting adjustments are therefore judgmental in nature. The adjustments made in this proceeding are shown in the table below.

Table 1: Proposed adjustments and rate increase for 2001


Total
Rate 1
Rate 2
Rate 3
Rate 4
Rate 5
Rate 9

Adjustments ($’000)
0.0
35.0
54.0
(4.0)
(45.0)
15.0
(55.0)

Proposed R/C Ratio
1.00
1.10
0.93
1.17
1.20
1.03
0.95

Fiscal 2000 R/C Ratio
1.00
1.14
0.92
1.26
1.51
1.02
0.95

% increase for rate class
1%
0%
2%
-1%
-4%
-2%
2%

The objective in this proceeding has been to improve the revenue to cost (R/C) relationship between the rate classes, when compared to fiscal 2000, while generating an acceptable overall rate impact at the rate class level. As shown above, the adjustment strategy in this instance has significantly improved the revenue to cost ratios for rates 3 and 4, while ensuring some improvement for rate 2. Rate 5 shows a R/C ratio well within accepted norms, while rate 1 has a nil rate impact and an improved R/C ratio. The ability to improve the R/C ratio for rate 9 is constrained given the interruptible nature of its service.  At the same time, the rate increases for rates 2 and 9, both of which have a R/C ratio below 1.0, are limited to 1% more than the average increase for Gazifère’s rate classes. 

A.5 Please explain why there is a decrease in the gas supply charge in the proposed rates when compared with the pass-on rates, when the same Rate 200 (RP-2000-0040) was used to determine the revenue requirement for the 2001 test year.

A.10 Under the Company’s proposal, the gas supply charge will decrease by 0.20 cents from 19.44 cents /m3 to 19.24 cents /m3. The impact of the commodity charge under Rate 200 is mitigated by the availability of a credit for gas in storage that was purchased at a lower cost in the previous year. This credit when applied to forecast 2001 volumes is larger than that resulting from 2000 forecast volumes. The pass on unit rates were based on the latter, hence the reduction in the gas supply charge for the 2001 test year.
A.5 How are the rates set for those classes in which the Company is forecasting no volumes being distributed and therefore no costs to be recovered?

A.10 The Company has a number of rate classes, (Rate 6, 7 and 8), for which it forecasts to distribute no volumes.  For these rates, the unit rate adjustment of a comparable rate, where there are deliveries anticipated, is used to develop a new unit rate.  For example the rate change of Rate 9 is used for Rates 6 and Rate 8.  Rate 1, which has a structure similar to Rate 7, is used to set the unit changes for that service.  In the future, when customers are forecast to contract under these classes the cost study will reflect the appropriate changes, and the rates will be adjusted to reflect the costs and market conditions that are expected to prevail for that fiscal year.  These adjustments to the unit rate are shown in GI-14, Document 5.

Q.11 Please outline Gazifère’s long term strategy to rectify the large variance in the revenue to cost ratios between the rate classes.

A.1 The table below shows the adjustments and rate changes required to bring the revenue to cost ratios for all rate classes to 1.  It should be noted that these are based on 2001 parameters, such as gas costs, customer additions, average volume use, degree days, Gazifère’s level of O&M expense and return requirements for the test year, etc.

Table 2: Adjustments to achieve R/C ratios of 1.0 for all rate classes


Total
Rate 1
Rate 2
Rate 3
Rate 4
Rate 5
Rate 9

Adjustments ($’000)
400 
(1,633)
2,168 
(45)
(171)
(175)
256 

% change for rate class.
1%
-9%
9%
-16%
-20%
-6%
7%

It is evident that bringing all revenue to cost ratios to 1 in the test year would undermine other rate design objectives such as avoidance of rate shock, market acceptance and competitive position.  In fact, it is a generally accepted principle in utility rate design that a revenue to cost ratio of 1.0 for each rate class may be neither feasible nor desirable. Utility prices typically allow for some variance in revenue to cost ratios around 1 and an acceptable level of cross subsidization between rates.  For instance Enbridge Consumers Gas revenue to cost ratios vary from 0.98 to 1.09 at a rate class level. In the case of Gazifère the variance is much more significant. As shown in table 1 at A.9 above, the R/C ratios approved in Fiscal 2000 vary from 0.92 for rate 2 to 1.51 for rate 4.  While the proposal in fiscal 2001 narrows this down, it could be argued that the R/C ratios for rates 2, 3 and 4 still deviate significantly from 1.0.

The Company proposes a three year horizon to bring its residential R/C ratio up to 0.95 and reduce its general service and large volume firm R/C ratios to a range of 1.0 to 1.10, subject to certain conditions. As outlined above, the ability to improve the R/C ratio for the residential rate class should be weighed against customer acceptance of the associated rate increase.  Also, since the parameters underpinning subsequent test years will likely change, the ability of Rate 2 to absorb the associated rate increase may also change.

Another factor that impacts the Company’s ability to improve the revenue to cost ratios is that Gazifère has a few customers that take up a significant share of total volume. Consequently, there exists a potential for major shifts in rate class responsibilities. For example the volumetric responsibility for rate 9 changed from 44% of total deliveries in 2000 to 38% in 2001. Since these customers have dual fuel capability, and are very sensitive to changes in competitive fuel prices, the ability to further streamline R/C ratios is limited. 

A.5 Does this conclude your evidence?

A.1 Yes, it does.
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