GAZIFÈRE INC.

AVOIDED COST ESTIMATES

CAUSE TARIFAIRE 2001


As part of its year 2001 filing requirements, the Régie has requested Gazifère to prepare and file a set of avoided cost estimates (D-2000-48, D-2000-106).  The following discussion highlights the main issues related to preparing natural gas avoided costs and provides the recommended approach for Gazifère.

Background 

For a natural gas utility, avoided cost represents the cost of avoiding (ie. not supplying) an extra unit of supply (m3) at the margin.  It typically includes the commodity cost of gas, transportation tolls, storage and peaking facilities costs and construction and equipment costs.  Avoided costs as used in cost effectiveness are often expressed in terms of net present values (NPV) of future streams of costs discounted to the current year.  These cost streams represent the planning horizon for the utility.  In this case, it is assumed that the planning horizon is 30 years.  As such, to meet the filing requirement, a 30 year forecast of natural gas avoided costs is required.

Approach

There are 2 main approaches for the development of avoided costs.  The first approach is to develop detailed projections of natural gas demand - both summer and winter, costs of all the various supply components, including existing and incremental (or decremental) supply and integrate all of this information in a modelling exercise.  This results in a forecast of avoided cost which is typically expressed in annual $/m3.  It may also include peak day and peak hour projections as well.  In Ontario, the major gas utilities (Enbridge Consumers Gas and Union Gas Ltd) use this approach or a variant of it.  The approach is both data intensive and expensive, requiring specialized modelling and forecasting capabilities and the resources to support them.  It is not recommended for Gazifère at this time.

The second approach is termed the "generalized proxy" methodology wherein an existing forecast is used as a proxy for the avoided cost forecast. The general intent is to select a forecast which is a close representation of Gazifère's avoided costs. This approach has the benefit of being relatively simplistic, but still rigourous enough to support cost effectiveness analysis.  This is the approach recommended for Gazifère for this year's filing requirement.

For Gazifère's immediate needs there are two alternatives for the selection of the avoided cost proxies.  The first is to use Enbridge Consumers Gas' avoided costs "as is".  The second is to use the price at which Gazifère purchases its system gas - Rate 200.  Using Enbridge's avoided costs has the advantage over the use of Rate 200 since avoided costs are reported for base loads and weather sensitive loads, whereas using Rate 200 implies that the avoided costs are the same regardless of load shape.  However, this also implies that Gazifère has a similar load profile and similar unit avoided cost to the Enbridge system in total.  This may or may not be the case.

Clearly, there are uncertainties and disadvantages to either approach.  The same can be said of any forecast as even the most rigourous approach will have inherent uncertainties related to forecasts of costs, fuel prices etc. Recent trends in the price of natural gas demonstrate the uncertainty in a forecasting exercise of this nature. As such, the selection of the appropriate proxy should also consider the ease of use, repeatability, and level of accuracy associated with greater levels of analysis.  These considerations suggest that Gazifère is justified to use the Rate 200 gas cost plus a 30 year forecast of that cost for its avoided cost proxy.  Rate 200 is the price at which Gazifère purchases its natural gas from Enbridge.  As part of the Rate 200 design, Enbridge incorporates an understanding of the current needs and load characteristics of Gazifère.  As well, since Rate 200 represents the price at which Gazifère purchases natural gas and since gas purchases typically represent the largest component of avoided cost, then Rate 200 is a reasonable expression of the avoided cost of natural gas for Gazifère.  

The use of Rate 200 as a proxy for avoided cost clearly does not explicitly include an assessment of Gazifère's construction or facility costs.  However, the magnitude of the DSM savings projected in the 2000 Plan are not likely to impact any of Gazifère's facility planning assumptions.  As such, explicitly including these costs in the assessment of avoided cost has been deemed unnecessary for the development of the Rate 200 proxy. 

As indicated, there is also a requirement to develop a forecast of the avoided cost.  Again, a simple approach is proposed for Gazifère.  The approach uses the growth rate projections for a consensus forecast of Toronto City Gate price.  These growth rates are applied starting at the year 2001 and ending at 2020.  Beyond 2020, a growth rate of 2% per annum is assumed.  The following table provides both the growth rate assumption and the corresponding "Rate 200 Avoided Cost Proxy"

GAZIFERE AVOIDED COST ESTIMATES

RATE 200 PROXY

2001 RATE CASE
YEAR
GROWTH RATE (% P.A.)
AVOIDED COST ($/M3)

2001
-3.40
0.1899

2002
-3.50
0.1833

2003
-1.40
0.1807

2004
-0.50
0.1798

2005
0.90
0.1814

2006
1.60
0.1843

2007
1.90
0.1878

2008
2.00
0.1916

2009
1.80
0.1950

2010
2.00
0.1989

2011
2.26
0.2034

2012
2.26
0.2080

2013
2.26
0.2127

2014
2.26
0.2175

2015
2.26
0.2224

2016
2.26
0.2275

2017
2.26
0.2326

2018
2.26
0.2379

2019
2.26
0.2432

2020
2.26
0.2487

2021
2.00
0.2537

2022
2.00
0.2588

2023
2.00
0.2639

2024
2.00
0.2692

2025
2.00
0.2746

2026
2.00
0.2801

2027
2.00
0.2857

2028
2.00
0.2914

2029
2.00
0.2972

2030
2.00
0.3032

Source:  Consensus Forecast, Toronto City Gate Price, provided by Enbridge Consumers Gas, June, 2000.
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