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Hydro-Québec Distribution

2003 Distribution Tariff Application

Demande R-3492-2002, Phase 2

Evidence of Mark Drazen

Section I−Introduction

Sponsors
This evidence is submitted on behalf of the Consumer Coalition that includes:

· Association québécoise des consommateurs industriels d’électricité;

· Association de l’industrie forestière du Québec;

· Fédération canadienne de l’entreprise indépendante;

· Union des municipalités du Québec;

· Option consommateurs; and 

· Union des producteurs agricole.

Purpose
Phase 2 of this proceeding is to determine the appropriate level of costs for Hydro-Québec Distribution (“HQD” or “the Distributor”) and the resulting rates.  The Consumer Coalition has requested that we examine and test the reasonableness of the evidence of HQD regarding its costs.  In this context, this evidence provides analyses, data and information about techniques to assist the Régie de l’énergie du Québec (henceforth, “the Régie”) in its decision about the level of cost of the Distributor.  In addition, it is our understanding that Hydro-Québec Distribution is to present benchmarking information as part of its future rate cases.  Therefore, we also offer comments on the types of benchmarking information that will be most useful.

Bases for Analysis

Effective regulation is a cumulative process.  The issue of whether the claimed costs and revenues are reasonable requires a foundation question:  “Reasonable compared to what”?  That is, a basis for comparison is necessary in order to determine reasonableness.  When a utility is first regulated, as is the case here, it is difficult to establish that basis.  Over time it becomes easier, as the regulator and stakeholders acquire more information about the costs, forecasting process and reasonable expectations concerning the utility.

The costs of the distributor can be analyzed in several ways:

· Based on an item-by-item evaluation of the reasons for each cost;

· Compared to the level of costs in previous years;

· By comparison of previous forecasts to actual costs; and

· Compared to costs and cost trends of other utilities.

Each of these serves a purpose.  The item-by-item analysis is the basic approach, which gives the regulator and stakeholders understanding about the structure of the particular utility and the assumptions used to calculate the claimed costs.  The issues that arise in determining the reasonable level of the costs are whether the claimed costs are both representative of normal operations and prudent.  For example, costs actually incurred may, in some cases, be higher (or lower) than a level representative of normal operations.  In some cases, the non-normal costs are simply removed.  In others, they may be spread over several years (as with the costs of recovering from the ice storm).

The year-to-year comparison of actuals likewise shows how costs can change and whether the utility has been able to achieve efficiencies in the past.

When a forecast test year is used, the quality of the forecasting process (including any systematic variances) can be determined by comparison of previous forecasts to actuals.  It is often the nature of forecasts that they attempt to take into account many possible contingencies, of which some will inevitably not occur.  As a result, there can be a tendency to over-forecast investments and expenses and under-forecast revenues.  This is not the best approach for setting rates.

Finally, comparisons with other utilities provide a test of whether the utility is able to achieve the same results as other utilities.

Forecast Issues

The issues that come up with a forecast test year fall into two general categories.  First, is the starting point for the forecast reasonable?  A forecast must be based on data for some historical period.  Here, the starting point is the year 2002.  (Although 2003 is stated as the “base year”, the 2003 data are mostly forecast, as well.)  Second, we must examine the process by which the forecast data are derived from historical data.  Forecasts, by their very nature, require some judgment and it is here that the regulator must often exercise some judgment independent of the utilities.  The goal should not—and cannot—be to arrive at a “perfect” forecast. Rather, the forecast should give the utility a reasonable opportunity to recover its prudent costs, with roughly equal chance of the financial results being higher or lower than the target. In this respect, it is useful to remember that the utility receives a risk premium in its return on equity precisely because of the possibility that revenues or expenses (or both) can differ from the expected amount.

Section II−Analysis of HQD Cost of Service

Topics

This section presents a review and analysis of several components of HQD’s forecast revenues and costs:

· Revenues

· Salaries

· Profit sharing

· Shared services

· Corporate costs

HQD’s Request

For convenient reference, a brief, high level summary of HQD’s claimed cost of Distribution and Customer Service (D/CS) for 2001 through test year 2004 is provided in Table 1.

	Table 1

	
	
	
	
	

	HQD Distribution/Customer Service Cost of Service

($Millions)

	
	
	
	
	

	
	2001
	2002
	2003
	2004

	
	
	
	
	

	Operation & maintenance
	
	
	
	

	  Salaries
	$524.1
	574.5
	569.9
	581.0

	  Other direct charges
	270.1
	268.5
	274.7
	281.5

	  Shared services charges
	398.5
	391.8
	390.5
	386.0

	  Less capitalized costs
	      (254.1)
	     (252.4)
	     (265.8)
	    (271.2)

	  Corporate charges
	35.8
	36.4
	44.9
	45.4

	  Internal billing
	        (23.8)
	        (35.1)
	       (42.1)
	      (51.2)

	
	__________________
	__________________
	__________________
	__________________

	
	
	
	
	

	     Total O&M
	 950.6
	   983.7
	   971.4
	971.5

	Fuel
	       25.6
	       24.7
	       26.9
	       26.9

	Depreciation
	     423.1
	     440.8
	     433.1
	     430.3

	Taxes
	       98.7
	       99.0
	     102.4
	     105.9

	Return
	     799.2
	     736.8
	     691.1
	     690.9

	External billing
	        (70.3)
	       (53.2)
	       (51.3)
	       (52.0)

	Special credits
	        (37.8)
	       (48.2)
	       (49.9)
	       (24.1)

	
	__________________
	__________________
	__________________
	__________________

	
	
	
	
	

	   Total
	$2,189.1
	$2,183.6
	$2,123.7
	$2,149.4


HQD is requesting an increase of $492 million to recoup its claimed financial shortfall, which it characterizes as a 6.0% increase.  The figure of 6.0% is relative to the total revenues, which include the recovery of “upstream” costs of Supply ($4,627 million) and Transmission ($2,313 million).  However, when one considers that Supply and Transmission are external costs, subject to passthroughs, the requested increase should be compared to the Distribution and Customer Service (D/CS) component of the costs.  Thus, the HQD deficiency compared to its own, “stand alone” costs is approximately 23% of the total D/CS amount.
The very act of splitting the formerly integrated entity into separate Production, Transmission and Distribution sections should create more transparency in the long run, but complicates the process of regulation in the short term.  One reason is that the “separate” Distribution division is not actually a separate entity, but an administrative creation.  This increases concern about potential cross-subsidization, because the Production division is not regulated.  Also, in this case, there is no regulatory history for the Régie and customers to rely upon in analyzing the activities and costs.

From the table above, one can see that components of operation and maintenance costs, the portion of the costs that are directly under HQD’s control, have been increasing over time, despite what is claimed to be a dire financial situation.  We must ask—though we cannot readily answer—the question, What changes in operations would HQD have made were it truly a separate company?  Any independent company facing such financial pressure would have long since begun measures to cut costs.

Despite the apparent small reduction in total D/CS cost suggested by the above from the 2001 and 2002 levels, the fact that the Distributor is requesting such a large revenue increase relative to D/CS, underlines the importance of ensuring that the costs allowed for ratemaking purposes be scrutinized carefully and that HQD be given strong incentives to reduce and control its costs.
The large claimed deficit of D/CS revenues relative to D/CS cost of service may require large revenue increases if the Distributor is to earn its regulatory return.  However, it is also reasonable for the customers and the Régie to expect that some significant efforts, perhaps no less significant than for the revenue side in terms of dollar impact, should be undertaken by the Distributor to reduce its costs.

Limited Data

A difficulty running throughout this entire case comes from the limited amount and quality of data provided by HQD.  Information that is routinely provided by utilities in other jurisdictions has not been provided by HQD.  For example, HQD has not yet provided (as of this writing) the workpapers showing how it arrive at its customer and sales (kWh) forecasts. Similarly, there is no detail of the revenue calculation. Given that the expected revenues are claimed to fall far short of costs, this is a critical item to examine carefully. It is normal to have a “proof of revenue” calculation, showing the calculation of revenue for each rate class (customers, kilowatts and kilowatt-hours in each rate step multiplied by the rate).  This is necessary to verify that the revenues are consistent with the sales volumes. HQD has not provided any calculation of the depreciation expense (asset values multiplied by depreciation rates).  The cost of service study, which is a large set of calculations, was provided in Acrobat (pdf) format, rather than in an electronic form in which the numbers could be directly accessed (e.g., Excel).  This results in a considerable increase in the difficulty and time required to analyze the numbers and to use them to test HQD’s case.  In addition, the ability to compare such underlying data from rate case to rate case is a powerful tool in effective regulation.

To a greater or lesser extent, there is always a problem of “information asymmetry”, in that the utility has much more information about its own operations than the regulator or consumers can obtain.  Even more so, information about the utility’s future plans and potentials are extremely difficult to obtain.  The Alberta Energy and Utilities Board recently commented on this issue in a case involving ATCO Electric:

Intervenors stated that one of the challenges in a regulated utility environment is asymmetrical information, stemming from the obviously greater knowledge of the utility of its own affairs compared to the knowledge of other parties based on the availability of information on the public record, either through regulatory proceedings or ongoing regulatory oversight of utilities. Parties identified a number of specific examples of difficulties encountered in AE’s 2003-2005 owing to information asymmetry. Intervenors stated that to some extent, the Board itself might be affected by this asymmetry, both in its understanding of utility business and its efforts to ensure appropriate disposition of utility applications through a fair and efficient process. In many cases, asymmetrical information availability results in process (typically hearing) time being consumed by arguments about the availability, relevance and materiality of information.  (Pages 29-30)

The Board agrees that information asymmetry creates difficulties for both parties and the Board in the efficient and fair disposition of utility applications. In many cases, information asymmetry results in process (typically hearing) time being consumed by arguments about the availability, relevance and materiality of information. While the Board acknowledges that it can, to some extent, address this issue through appropriate consideration of cost awards, the Board considers it preferable and more helpful to all stakeholders for as many of these issues to be addressed on a general and comprehensive basis so that incursions into sometimes limited hearing time can be minimized.  (Page 31, emphasis added)
Practices from other jurisdictions may be a useful guide. Data that should be available include:
· Basic accounting data, such as expenses and investment by category for the historical calendar year (an example of this is the FERC Form 1);
· Workpapers showing the derivation of forecast data from the base year accounting data; and
· Performance data to measure the quality of utility service and customer service; and reconciliations of accounting data and data used for regulatory purposes.

Schedules 1 and 2 are excerpts from the FERC Form 1 reports, which show the level of detail provided for asset and expense accounts.  In the above-mentioned case, the Alberta Board directed the utility to meet with stakeholder representatives to determine what would be appropriate to develop a uniform system of accounts.
Revenues

HQD’s forecast of customers and sales shows lower growth for the 2004 test year than for previous years.

If sales were expected to grow (on a normalized basis) in 2004 at the same rate as in 2002 and 2003, the additional sales would be 1,441 GWh, as shown in Table 2:

	Table 2

	
	
	
	
	
	
	

	Forecast Sales and Subscribers

	
	
	
	
	
	
	

	
	Historical
	HQD Forecast
	Adjusted Forecast

	
	2001
	2002
	2003
	2004
	2004
	Diff.

	
	
	
	
	
	
	

	Sales−GWh (normalized)
	154,600
	158,800
	163,227
	166,278
	167,719
	1,441

	          Growth rate
	
	2.72%
	2.79%
	1.87%
	2.75%
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Subscribers (000)
	3,557
	3,597
	3,639
	3,678
	3,681
	13

	           Growth rate
	
	1.12%
	1.17%
	1.07%
	1.15%
	


HQD’s conservative forecast is not surprising.  In its Plan stratégique 2002-2006, HQD’s forecast fell short of the actual (weather adjusted) sales for 2001 and 2002:

	Table 3

	
	
	

	Actual Sales versus Plan Stratégique Forecast

	
	
	

	
	2001

GWh
	2002

GWh

	
	
	

	Plan stratégique
	154 200
	156 700

	
	
	

	Actual*
	154 600
	158 800

	
	
	

	Actual over forecast
	400
	2 100

	
	
	

	* Weather normalized.


Using a forecast based on actual (normalized) growth in the previous years would result in additional income of:

	Table 4

	
	

	Net Income From Higher Forecast Sales

	
	

	Additional sales
	1,441,000 MWh

	
	

	Average revenue
	$51.7/MWh

	Additional supply cost

	  28.0/MWh

	
	

	   Net revenue per MWh
	$23.7/MWh

	
	

	Added net revenue
	$34.2 million


Salaries

Labour expense is a significant portion of the costs of the Distributor.  In the overall costs of Production and Customer Service, this category exhibits the most significant growth over the period 2001-2004.  Table 5 shows that the total salary expenses will grow by 10.9% or $56.9 million over this period, going from $524.1 million to $581.0 million.  The main factors behind this increase are salary (+13.7%) and benefits (+25.7%), as well has the growth in the average number of employees (+3.8%).

	Table 5

	
	

	Salary Expense ($Millions)

	
	

	
	Financial Period Ending December 31

	
	Historical Years
	
	Base

Year
	
	Projected

Year
	
	Growth

’01-‘04

	
	2001
	2002
	
	2003
	
	2004
	
	

	
	
	
	
	
	
	
	
	

	Base salary
	$384.5
	$431.4
	
	$430.9
	
	$437.0
	
	13.7%

	Overtime
	51.7
	43.4
	
	35.1
	
	36.3
	
	(29.8%)

	Miscellaneous
	
	
	
	
	
	
	
	

	   Profit sharing
	8.7
	9.7
	
	9.7
	
	10.0
	
	14.9%

	   Other
	14.6
	17.2
	
	15.8
	
	16.5
	
	13.0%

	Social benefits
	64.6
	72.8
	
	78.4
	
	81.2
	
	25.7%

	
	
	
	
	
	
	
	
	

	   Total salary expense
	$524.1
	$574.6
	
	$569.9
	
	$581.0
	
	10.9%

	
	
	
	
	
	
	
	
	

	Average labour force
	7 584
	7 651
	
	7 862
	
	7 871
	
	3.8%

	
	
	
	
	
	
	
	
	

	Average salary expense
	$69 106
	$75 088
	
	$72 488
	
	$73 815
	
	6.8%

	
	
	
	
	
	
	
	
	

	Source:  HQD-5, Document 5, Pages 3,5.


Initially, HQD stated a goal of freezing and maintaining its labour force at the end-of-year 2002 level of 7,400 employees.  The average labour force for 2002 was 7,584, taking into account the additional temporary workers hired during the middle of the year
.  Clearly, this objective has not been maintained.  On an average basis, the 2003 labour force has 211 more employees than targeted and the 2004 level is 220 more employees in 2004 relative to 2002.  If we take the average salary expense of 2003 and 2004, multiplied by the additional number of employees for each of those years, the cost of these additional employees is 15.3M$ and 16.2M$ respectively for each year.  (These numbers do not take into account that the labour force increases have been concentrated in job categories that have wages and benefits that are equal or above the average, namely trades, specialists, professionals and managers.)  In addition, considering the deficit of the Distributor, the growth of the size of its labour force seems somewhat surprising.  This situation also contradicts HQ’s strategic plan:
Au cours des prochaines années, Hydro-Québec Distribution prévoit absorber la croissance de la demande d’électricité, du nombre de clients et du réseau de distribution de manière à maintenir la stabilité de ses charges.  (HQ, Plan stratégique 2002-2006, Page 50)
To understand the increased labour cost better, it is useful to refer to HQD-11 Document 5, page 32, which presents the average labour force, salaries and benefits per job category.  We have reproduced those tables in Schedules 3-6, with some additions.  From those tables, we can first see that there is a relative shift over the years in the distribution of the labour force between job categories.  The labour force in the lowest paid categories tends to decrease or remain constant, while the labour force in the highest paid categories tends to increase. Table 6 shows the redistribution of the workforce, listed in order of decreasing levels of compensation:
	Table 6

	
	
	
	

	Redistribution of Work Force

	
	
	
	

	
	2001-2004

Change in

Labour Force
	2004 Salary and Benefits
	2001-2004

Increase in Salary

and Benefits

	
	
	
	

	Executives
	  +64
	$101 260
	+$11 941

	Engineers
	  +26
	90 243 
	+10 788

	Professionals
	  +44
	85 882 
	+10 389

	Specialists
	+239
	81 617 
	+8 978

	Technicians
	  +17
	67 259 
	+7 967

	Trades
	  +39
	65 868 
	+8 627

	Office
	  -142
	$51 156 
	+$5 709


The number of specialists and professionals have increased by 29.0% and 25.9%, respectively.  This tends to explain a significant portion of the increase in the overall average salary, given these are categories of above-average salary levels.  The average salary excluding benefits will grow by 13.4% over the 2001-2004 period from $50 470 to $57 233.  On top of this, average social benefits will grow by 32.0%, going from $6 751 to $8 912, with management seeing an increase of 45.1%.  These are significantly higher than the 6.5% inflation over the same period.  The overall average salary expense calculated by HQD (shown on Table 5) is not entirely consistent with the data by category (summarized on Schedules 3-6).  This appears to come from differences among categories in the average number of temporary employees.  To provide a clearer picture, we would suggest here that the Distributor presents consistent data in the future, maybe by using a measure of the workforce in terms of full-time equivalents.

In order to evaluate the reasonableness of the labour costs, we can look at the factors that should drive HQD’s personnel needs.  Two basic measures of distribution system activity are the size of the network in km and the number of subscribers.  Table 7 shows that the growth in the number of employees exceeds the growth in the number of subscribers and exceeds the growth in the distribution system (measured in line km).  Both measures imply a declining productivity of the Distributor’s labour.
	Table 7

	
	
	
	
	
	
	
	
	

	Relative Growth of Subscribers, Network, Employees and Inflation

	
	
	
	
	
	
	
	
	

	
	
	
	
	Base
	
	Projected
	
	

	
	Historic Years
	
	Year
	
	Year
	
	Growth

	
	2001
	2002
	
	2003
	
	2004
	
	’01-‘04

	
	
	
	
	
	
	
	
	

	Subscribers (000)
	3 557
	3 597
	
	3 639
	
	3 678
	
	3.4%

	
	
	
	
	
	
	
	
	

	Distribution lines – km

	106 400
	107 100
	
	108 300
	
	109 400
	
	2.8%

	
	
	
	
	
	
	
	
	

	Number of employees
	7 584
	7 651
	
	7 862
	
	7 871
	
	3.8%


The summary results of the study on the relative salary position (HQD-5  Document 4, Page 8) show that most of HQD’s employees are paid above-market rates.  A salary premium is not per se positive or negative.  It depends on the productivity of the employees.  The payment of above-average salaries should be matched with increased productivity.  In addition, the latest work contracts have increased the relative size of the bonuses paid to the employees of the Distributor,
 which also supports an expectation that the productivity of the employees should be growing.  The numbers above show that this is clearly not the case, raising the question of whether the Régie should recognize the full labour costs of the Distributor.  
In these circumstances, the Régie should not include the costs related to the increase in the size of the labour force over that of 2002.  The Régie, with the help of the Distributor, should establish what the costs of these additional workers are and subtract them from the recognized costs of the Distributor.  We have estimated these amounts of $15.3 million for 2003 and $16.2 million for 2004, although the Régie can (with HQD’s help, if need be) make more precise calculations.  The Régie should also direct the Distributor to limit the growth of the average salary and social benefits to the growth in inflation or not recognize the costs in excess of that limit.  Such a decision by the Régie would give a clear incentive to the Distributor to control its labour costs in the future.

Bonuses and Profit Sharing

HQD has included $26.5 million of salary bonuses in its cost of service for 2004, which includes $10 million of outright profit sharing payments.  Given that HQD claims that Distribution has, instead, incurred significant losses since 2001, it is questionable whether any “profit” sharing costs should be charged to customers.

In reality, Hydro-Québec as a corporate entity has realized significant profits over the last several years.  These have come from large amounts of off-system sales (to other utilities), which are retained by HQ Production.  Since HQD is considered a “stand alone” entity for purposes of calculating its costs (that is, profits from HQ Production are not recognized), it should be the same with respect to its labour resources.  Based on that rationale, it is not appropriate that profit sharing payments that are triggered by the results of the corporate entity should be charged to customers of the Distributor, especially where the percentage and value of this bonus has been increased in the latest work contracts with the unions.  Under these circumstances, it would be more logical to remove the “profit sharing” payments from the cost of service.

Should the Régie agree with our opinion, it could establish, with the assistance of the Distributor, what portion of the bonuses are due to factors that are not directly related to the Distribution of electricity, and remove the cost of these payments from the allowed cost of service.  At the very least, the $10 million of corporate profit sharing payments in 2004 should be excluded.  Moreover, the growth in salary and benefits discussed above relative to the large deficit claimed by HQD suggests that the remaining bonuses totaling $16.5 million in 2004 should also be removed.

Shared Services

Shared services are the second most important element of the distribution costs after labour costs, with total charges of $386 million in 2004.  HQ (the corporate entity) has established a Shared Services Center (Centre de services partagés, or CSP), which, in the current case, accounts for $280.2 million of the revenue requirement.  Although HQD is expected to provide benchmarking information on this in the future, what is troublesome at present is that there is no type of test to determine the reasonableness of the charges.  Outsourcing, which involves transferring certain activities to an outside provider, is becoming more common.  By itself, it does not pose any concern.  However, it presents a clear opportunity to achieve savings through competitive procurement of services.  Instead, HQD has a type of “internal outsourcing”, where the provider is not independent, but an affiliate.  With this arrangement, there is no way to determine if other providers could perform the same services at a lower cost.  In addition, the CSP was established without any competitive tender process and granted a monopoly running at least until 2006 without any cost comparison.
  From the viewpoint of the subscribers and in the context of the Distributor’s large deficit, this situation is puzzling.

An example of potential savings is provided by B. C. Hydro, which signed an agreement with an independent provider, Accenture.  This has been estimated to produce savings of $250 million over 10 years.
  B. C. Hydro is roughly half the size of HQD (1.6 million customers versus 3.6 million; 56,000 km of distribution lines versus 107,000).  Accordingly, it would be reasonable to expect substantial savings had HQD followed a similar procedure.

This is a process issue that has been addressed elsewhere.  For example, the Alberta Energy and Utilities Board (AEUB) has dealt with affiliate transactions in several cases.  In a case involving ATCO , where the ATCO Group created separate subsidiaries, I-TEK, to provide data processing services, and ATCO Singlepoint, to provide billing and other services to the regulated utilities.  The AEUB considered
 the appropriate regulatory treatment of such costs and said:
The Board notes ATCO stated that it must demonstrate that the cost of these services is either the same as or less than what it would cost to perform these services internally.  The Board is not at all satisfied that ATCO has provided reasonable evidence as to the expected cost impact of the establishment of I-Tek.  ATCO has relied upon evidence which blends the cost impact of Singlepoint and I-Tek.

The Board notes that most of the functions of I-Tek were previously carried out by CUIS.  On this basis, the Board would expect that information should be available to directly compare the pre and post transfer operations.  The Board also notes that the analysis that was provided in BR.ATCO-32 is an analysis of one year's operation only.

The Board is of the view that an acceptable business analysis must be in keeping with the life of the assets in operation. In this instance, the Board considers that an acceptable business analysis would require an analysis of at least five years forecast operations.  Further, the Board would expect the utility to provide evidence to compare operations before and after such a major reorganization.  Not only has ATCO not done this voluntarily, but also it has maintained that such comparisons are not possible in this case.  (Pages 48-49, emphasis added)

The Board notes the evidence of Calgary that it was reasonable to expect that a discount would be provided to a customer that chose to sole source its activities with one IT service company for an extended contract period.  The Board notes that the I-Tek MSAs have an initial term of 5 years, and are renewable each 3 years thereafter.  The Board is of the view that this provides for a very secure contract for the supplier, I-Tek.  The Board is of the view that a tendering, or otherwise competitive process could lead to costs significantly different from the sum of the individual unit prices.  The Board considers there are various options available to arrive at approved pricing as follows:

1. The Board could initiate additional information requests to ATCO, thereby re-opening the hearing with the corresponding delays in finalizing these matters.

2. The Board could accept the ATCO submitted pricing.

3. The Board could accept the intervenor evidence calling for an overall 30% discount in customer accounting costs.

4. The Board could use its own judgment to determine the appropriate adjustments necessary.  (Page 50, emphasis added)

The Board will now review the various options to determine the appropriate course of action for determining the final prices payable to Singlepoint.

With respect to the first option of directing ATCO to respond to additional information requests, the Board did request ATCO to provide additional information through the IR process and through examination. However, ATCO was not able to provide the requested information to the satisfaction of the Board. The Board considers that it is likely that the same result would occur again. As discussed earlier in this section, the Board does not accept that ATCO could not have undertaken an analysis for a series of years, taking such things as service volumes and operational changes into account, and the Board must draw an adverse inference from the fact that ATCO did not provide requested information that would be elementary and essential to any internal business analysis of the Singlepoint reorganization. The Board also considers the passage of time since the proceeding would have a detrimental effect on the quality of the information in question. In addition, there would be additional resources consumed by all parties and additional hearing costs that customers would bear for an unlikely improvement in the evidence available to the Board. Accordingly, the Board does not consider the option of asking additional information requests to be a viable option. 

With respect to the option of simply accepting ATCO’s pricing, the Board considers that there is adequate evidence to indicate that these prices are not sufficiently representative of market prices and should be reduced. Accordingly, the Board does not consider this option to be a viable option.

With respect to the option of simply accepting the intervenors’ recommended discount to the ATCO pricing, the Board considers that there is insufficient evidence to justify a reduction of that magnitude. Accordingly, the Board does not consider this option to be a viable option. 

As a consequence of the three alternative options not being viable to determining the approved Singlepoint pricing, the Board is left to the remaining available option of using its own judgment to determine the appropriate reduction to the ATCO submitted Singlepoint pricing schedule to arrive at just and reasonable rates.  (Pages 61-62, emphasis added)

In a subsequent decision,
 the Alberta EUB went on to say: 
3.6.2.1 Transactions Between Utilities and Non -Utility Affiliates and Determination of Fair Market Value

In Decision 2002-069, the Board noted that the following conditions provided a reasonable test to determine if an affiliate arrangement should be used by a utility to procure goods or services:

· Does the decision to acquire goods or services from the affiliate affect the utility's ability to operate safely and reliably?

· Is the affiliate the least cost alternative that meets the requirements of the utility?

· Was the purchase of goods or services by the utility at the lesser of FMV, or the cost it would take for the utility to provide similar goods or services itself?
The Board has previously noted its view that it is appropriate for affiliate transactions to occur in situations where customers are not harmed by those transactions, and moreover, where the choice of purchasing goods or services from the affiliate is prudent. In order that customers are not harmed by affiliate transactions, it is necessary to ensure that these transactions occur at a reasonable price, that the reasonableness of that price can be clearly determined, and that the price paid is less than what it would have cost for the utility to either provide the goods or services itself or have them procured from a third party, all else being equal. 

At pages 58 and 59 of Decision 2003-019 the Board stated the following in respect of transactions between utilities and their non-regulated affiliates:

The Board is of the view that affiliated companies may legitimately do business with utilities, and that consortiums of companies may work together to provide efficiencies of scale, organization, and ingenuity.  However, the Board also acknowledges that there is a lack of operational transparency that comes with affiliate transactions.  Where the Board has full purview to examine detailed aspects of a utility’s operations and expenditures, that purview is – for practical purposes – more limited when it comes to affiliated companies.  Although the Board has permitted affiliate transactions for utilities, the Board does hold that there is a substantial standard that must be met to assure the Board and the public that transactions with affiliated companies are appropriate for providing goods or services to a utility.  The entire onus rests with the Applicant to demonstrate that the above criteria have been clearly satisfied.  It should not be left for parties and the Board to try to find a valid basis for the transactions.  The Board notes that the difference between perception and reality regarding whether or not affiliate transactions are structured to take advantage of the regulated business and customers is difficult to discern, and as such, the Applicant must clearly demonstrate that customers are not disadvantaged by reason of the affiliate transaction. In order to avoid the perceptions of bias and disadvantage to customers, the Applicant must present assessments of options which led to the conclusion to use an affiliate.  (Pages 75-76, emphasis added)
In a later proceeding, the Alberta EUB considered the issue for the transmission provider, AltaLink.  In that case,
 the AEUB said:

The matter of affiliate transactions has been the subject of Board consideration in a number of decisions, most notably the ATCO Group Affiliate Transactions and Code of Conduct Decision 2003-040 issued on May 22, 2003.  The ATCO Group decision was delivered prior to the completion of the present hearing but the issues that the Board addressed in that decision and in earlier ones are relevant to the affiliate contract under scrutiny here.  AltaLink and the interveners in this application advanced many of the same positions heard in the ATCO GROUP case.  AltaLink, in fact, asked the Board for a delay in the filing of its own Code of Conduct until it had an opportunity to review the pending ATCO Group decision.  Decision 2003-040 provides a carefully reasoned framework against which to assess the appropriateness of affiliate transactions such as the EPCM contract between AltaLink and SNC-ATP.

The Board accepts that utilities may legitimately contract with non-regulated affiliates where safety and reliability are not compromised and costs represent fair market value.  There is, however, an inherent weakness from a regulatory perspective associated with affiliate transactions:  the lack of operational transparency.  In response, the Board has required utilities to clearly demonstrate the appropriateness of the transaction.  (Page 59, emphasis in original)
In Ontario, Enbridge Consumers Gas (ECG)
 also entered into “outsourcing” agreements with several affiliates.  The Ontario Energy Board expressed its concerns
 thus:

The Board notes that in the past the Board has approved the cost consequences of utility outsourcing arrangements. This is particularly true when the utility is contracting with independent third parties pursuant to a public tender process for routine functions, such as appliance inspection and pipeline construction.

However, the Board agrees with the Intervenors that ECG’s affiliate outsourcing arrangements raise a number of serious concerns. The Board’s concerns are not limited to the cost consequences of ECG’s decision to outsource critical utility functions to its affiliates.  (Page 155)

ECG’s argument that there is “no evidence that outsourcing will harm ratepayers” is not compelling to support these arrangements.  ECG must demonstrate not only that the arrangements will not harm ratepayers, but also that there will be a significant and tangible benefit to ratepayers.  (Page 158, emphasis added)

The regulatory decisions cited above suggest that an overriding concern should be to establish whether the creation of the CSP as well as all the other units delivering shared services lead to tangible benefits to the subscribers.  In that sense, without a serious study of the savings and productivity enhancements that are created by the shared services strategy of the Distributor, it is impossible for both the interveners and the Régie to determine that the costs are appropriate.  Simply stating that the CSP and other shared service units are adopting best practices does not prove anything, aside from good intentions.

When asked why it was not considering outsourcing, HQD answered that this solution was not part of its latest strategic plan:

Contrairement à BC Hydro, l'impartition externe des services à la clientèle ne fait pas partie des orientations du Distributeur et de son actionnaire dans le Plan stratégique 2002-2006. De fait, la qualité de la relation avec la clientèle est au coeur de la stratégie de service du Distributeur. L’amélioration de la qualité du service et de la satisfaction de la clientèle passe par le maintien des liens étroits entre le Distributeur et ses clients.

HQD’s comment that the quality of the service and its relationship with its customers are its main priorities is not a reason to reject outsourcing.  Given its financial situation, another of its objectives should be to provide the same quality of service, but at the lowest possible costs.  Therefore, whether outsourcing is part of its strategic plan or not, it should be given proper attention by the Distributor.

It is understood that sub-contracting is not a panacea that will solve the financial problems of the Distributor.  We also note, as HQD explained,
 that not all sub-contracting initiatives are successful.  However, given the experiences related above by B. C. Hydro, as well as that of large Quebec firms like Desjardins, Alcan, or Bell, or even the Caisse de Dépôt, institutions that have all used sub-contracting and recently renewed the relationships established under this strategy,
 there should be a significant potential for cost reductions to HQD.

Consequently, it is recommended that the Régie consider reducing the shared services cost, as did the Alberta EUB.  Given that B. C. Hydro (which is half the size of HQD) expects to realize an average of $25 million in annual savings, this could be a conservative estimate of HQD’s savings.  In addition, the Régie should order the Distributor to conduct a competitive tender process for all the functions of shared services that could be realized by third parties.  This would promote productivity enhancements for shared services.  HQD would have to return to the Régie with the results of the tender process for each function where it would have been conducted, in order to decide whether internal outside suppliers would be selected in each case.  By forcing productivity enhancements and a fully transparent tender process, the Régie will assure itself and consumers of obtaining quality service at the least cost.  In a sense, this is a logical continuation of the unbundling of the integrated utility.  For example, no longer is it assumed that new supply would automatically be constructed by HQ; rather, HQ production must compete with others for such additions.  The same principle applies to administrative services.
Corporate Costs

The issue here is two-fold.  First, is the level of total corporate costs appropriate?  Second, how should such costs be allocated among the subsidiaries?  Total corporate costs for 2004 are about $122.6 million, of which HQD claims its share is $45.4 million.  This number results from a determination that the cost should be allocated on the basis of the rate of total HQD costs excluding upstream (Supply and Transmission) purchases.  Table 8 shows the total and HQD portions.
	Table 8

	

	Corporate Costs ($Millions)

	

	
	2001
	2002
	2003
	2004

	
	
	
	
	

	Office of Chairman, PCA, Trustee
	$ 4.5 
	$ 3.7 
	$ 2.8 
	$ 2.7 

	General auditing
	 6.5 
	 6.2 
	 6.9 
	 6.8 

	Research and strategic planning
	 10.3 
	 15.1 
	 3.5 
	 3.5 

	Corporate affairs, secretariat general
	 49.1 
	 47.3 
	 60.4 
	 60.7 

	Finances
	
	 23.2 
	 23.2 
	 35.0 
	 34.7 

	Human resources
	 5.7 
	 5.7 
	 16.2 
	 14.2 

	
	
	____________ 
	____________ 
	____________ 
	____________ 

	
	
	
	
	
	

	
	Total
	$ 99.3 
	$ 101.2 
	$ 124.8 
	$ 122.6 

	
	
	
	
	
	

	Allocated to HQD
	
	
	
	

	
	Amount
	$ 35.8 
	$ 36.4 
	$ 44.9 
	$ 45.4 

	
	Percent
	36.1%
	36.0%
	36.0%
	37.0%

	
	
	
	
	
	

	Allocated to TransÉnergie
	
	
	
	

	
	Amount
	$ 32.3 
	$ 33.3 
	$ 40.6 
	$ 39.1 

	
	Percent
	32.5%
	32.9%
	32.5%
	31.9%


Two things stand out from these numbers.  The 2001-2004 growth of these costs is substantial, especially compared to inflation of 6.5% over this period in a context where the Distributor has a large financial shortfall.  Next, no matter what allocation method is chosen, the corporate entities have only a very small incentive to keep the growth of their costs in check, given they can simply transfer about 70% of the final bill to the regulated entities, HQD and TransÉnergie (which, in turn, bills much of its cost to HQD).  In this context, productivity improvements may not be a concern to Hydro-Québec.  Another matter is the somewhat puzzling situation where what is meant to be an arms-length stand alone entity, namely the Distributor relative to HQ, is arguing in favor of adopting a cost allocation methodology that would not minimize its own costs.  In a competitive framework, would a firm having to purchase a service, facing two pricing options for the same service, argue for paying the higher cost?

The specific allocation methodology chosen by HQD should also be examined. For example, part of the allocator is the net operating cost, which includes other external costs, such as the costs of shared services.  Similarly, including depreciation and taxes is not the most logical.  Instead, net assets should be considered a reasonable basis for allocating costs such as financing. 
Therefore, on the issue of corporate costs, we would recommend using primary charges and net assets as the allocation basis.  However, in any event, given the rate of growth of these costs, it would be appropriate to consider holding the corporate cost recognized in the required revenues of HQD at the 2002 level of $33.3 million dollars.  This would provide a clear incentive to corporate entities to minimize their costs and be more productive, as well as form a corporate recognition of the claimed financial distress of the Distributor.

Section III−Benchmarking Information
Benchmarking

“Benchmarking” refers to measuring the performance of an organization’s operations (an electric distributor, in this case) to evaluate efficiency.  Various ratios of operating performance are used, such as cost per customer or cost per kilowatthour.  An internal benchmarking study measures the performance of the utility against its performance in prior years, to see if the efficiency is improving.  External benchmarking measures the utility against other utilities.  A comparison with others is useful not only to rank the subject utility against its peers in terms of current performance, but also to compare the trend in performance.
Ideally, benchmarking can be a tool to determine the reasonableness of the costs claimed by the utility.  In fact, the Dutch regulator has attempted to set rates for distribution utilities based primarily on benchmarking data.  In practice, though, benchmarking data require development and refinement over time to be useful.  HQD has submitted some internal benchmarking data in this case.  In this section of the evidence, we shall critique and supplement the benchmarking data provided by HQD.
HQD’s Internal Benchmarking
HQD has chosen four unit cost indicators to measure performance
 and to show the pattern of costs over time.  These are shown in Table 9:

	Table 9

	
	
	
	
	

	HQD’s Unit Cost Comparisons

	
	
	
	
	

	
	Historical
	HQD Forecast

	
	2001
	2002
	2003
	2004

	
	
	
	
	

	Distribution/customer service per kWh
	1.42¢
	1.29¢
	1.30¢
	1.29¢

	
	
	
	
	

	Net operating cost per kWh
	0.61¢
	0.62¢
	0.59¢
	0.59¢

	
	
	
	
	

	Net operating cost per subscriber
	$264
	$273
	$266
	$266

	
	
	
	
	

	Net fixed assets per subscriber
	$2,141
	$2,130
	$2,148
	$2,181


These appear to show a relatively stable cost per unit.  In the case of the Distribution and Customer Service per kWh measure, the cost has gone down, although this is attributable almost entirely to the decrease in capital costs, as interest rates have decreased.
  The fact that these costs have remained stable is desirable, but it is not exceptional.  Many other utilities have been able to avoid unit cost increases or achieve unit cost decreases for a period of several years.  Thus, by itself this “internal benchmarking” does not demonstrate that the proposed test year costs are the most reasonable.

To begin, we ask whether these are really the most appropriate measures of performance and what other ones might be considered.
For a distribution utility, “per kWh” measures (such as cost/kWh, kWh/employee and the like) can be misleading.  The costs of a distribution business should be measured relative to the size of the distribution network, which is driven by the number of customers and the demand of those customers.  As HQD itself notes:

Quant aux abonnements, ils sont directement associés à l'obligation de servir du Distributeur. En fait, l'abonnement représente le principal inducteur de coûts pour le Distributeur.
 
Therefore, per-kWh ratios do not really measure efficiency (especially, as we shall see, when done across utilities).  There are two main reasons for this.  First, HQD makes a significant amount of sales at high voltages, for which little or no distribution cost is incurred.  HQD’s cost allocation study (HQD-8) shows that there is no cost of distribution facilities incurred for the Special Contracts and only a relatively small amount of customer service cost, equal to 0.01¢/kWh.  For the Tarif L class, the cost of Distribution and Customer Service is only 0.15¢/kWh.  On the other hand, the corresponding cost for the Domestic class is 2.72¢/kWh.  What this shows is that a simple average gives an incomplete picture.  Second, even for domestic customers, per-kWh measures do not show a true picture.  HQD has a very high concentration of electric heating sales.  As a result, the average usage for HQD domestic customers is about 16,500 kWh per year.  In contrast, the average usage for domestic customers in Ontario (Hydro One Networks) is about 11,500 kWh, for B. C. Hydro it is 10,500 kWh per year and for Alberta it is about 7,500 kWh per year.  Some costs, such as the meter and connection, are essentially the same for a customer in Québec as in the other provinces.  However, if we calculate the metering and connection cost on a per-kWh basis, it would appear lower for HQD simply because of the higher volume of sales per customer.

A better picture of costs (and cost trends) can be obtained by working separately the Distribution costs and the Customer Service costs.  HQD makes this distinction very well in its cost allocation study, so the necessary data are available.  We suggest, therefore, that the Distributor should provide in the accounting data information separating these costs, so that the following ratios can be calculated:

· Customer Service cost per subscriber; and

· Distribution cost per subscriber.

The COPE report
 also suggests measures such as:

· Employees per 100 circuit km;
· Customers per employee; and
· Distribution operating cost per 100 circuit km.
Table 10 shows these COPE ratios.  For the “employees per 100 km” measure, we have calculated the ratio two ways.  The first takes into account all of the employees.  The second uses “distribution employees”, which excludes the categories of Executive and Office employees, on the basis they are not directly involved with the operation and maintenance of the distribution system.

The ratios using these measures are:

	Table 10

	
	
	
	
	
	

	Additional Benchmarking Ratios

	
	
	
	
	
	

	
	
	Historical
	HQD Forecast

	
	
	2001
	2002
	2003
	2004

	
	
	
	
	
	

	Subscribers/employee
	469.0
	470.1
	462.9
	467.3

	
	
	
	
	
	

	Operating cost/100 km (000)
	$893.4 
	$918.5 
	$897.0 
	$888.0 

	
	
	
	
	
	

	Employees/100 km
	
	7.1
	7.1
	7.3
	7.2

	
	
	
	
	
	

	Dist. employees/100 km
	3.4
	3.5
	3.7
	3.7


By these measures, HQD has not shown any material improvement in productivity.  In fact, the ratio of distribution employees per 100 km of circuit line has increased.

External Benchmarking

Comparisons with other utilities are useful in two respects.  One is a comparison of the performance (e.g., unit costs) of HQD to those of other utilities.  The other is a comparison of the cost trends of other utilities.  As HQD itself notes:

Ils lui permettront de plus de se baliser avec d'autres entreprises et de communiquer de façon simple avec les différentes parties intéressées (son personnel, la Régie, ses clients, ses partenaires, etc.).

For this purpose, we have chosen a small selection of other utilities to show similar data.  This includes Hydro One Networks in Ontario and two distributors in Alberta, ATCO Electric and Aquila Networks Canada Ltd.  ATCO Electric, like HQD, is the distribution arm of an integrated utility entity.  Aquila, on the other hand, is an independent entity.  Previously, it was the distribution arm of TransAlta Utilities, but was sold by TransAlta to Aquila and is now being acquired by Fortis.  We have also chosen four U.S. distribution companies.  These were formerly integrated utilities, but have become distribution companies following restructuring in their respective states (Massachusetts, New York and Pennsylvania).  Table 11 shows data for the Canadian distributors, Table 12 for the U.S. ones.
	Table 11

	

	Comparative Efficiency Data−Canadian Distributors (in C$)

	

	
	Hydro

One
	Aquila
Networks
	ATCO
Electric
	HQD

	
	
	
	
	

	Operation & maint./cust.
	
	
	
	

	   2001
	$362
	$188
	$389
	

	   2002
	$345
	197
	398
	

	   2003

	
	$191
	$429
	

	   2004
	
	
	
	$266

	
	
	
	
	

	Net plant/cust.
	
	
	
	

	   2001
	$2 264
	$1 972
	$3 641
	

	   2002
	$2 255
	2 067
	3 730
	

	   200320
	
	$2 137
	$3 856
	

	   2004
	
	
	
	$2 181


At present, these comparative data are better used to view the trend for each utility, rather than to compare the numbers directly among the utilities.  The reason is that these utilities have service areas that produce rather different distribution assets required to connect the customers.  Hydro One, with about one-third as many customers, has more circuit kilometers of line.  Aquila has about 56,000 circuit-km of distribution line (half only that of HQD), but with only one-tenth as many customers.  Obviously, these will affect the cost.

	Table 12

	

	Comparative Efficiency Data−U.S. Distributors (in US$)

	
	
	
	
	

	
	Duquesne

Light
	Massachusetts

Electric
	Metropolitan

Edison
	Orange &

Rockland

	
	
	
	
	

	Operation & maint./cust.
	
	
	
	

	   2000
	
	
	
	

	   2001
	$207
	$260
	$250
	$350

	   2002
	$190
	$255
	$203
	$352

	
	
	
	
	

	Net plant/cust.
	
	
	
	

	   2000
	
	
	
	

	   2001
	$1,893
	$1,123
	$1,863
	$1,166

	   2002
	$1,916
	$1,163
	$1,791
	$1,155


Note that these net plant figures exclude the cost of distribution substations, a cost category that HQD does not incur because the assets have been assigned to TransÉnergie.  Also note that these U.S. distributors own some transmission assets.  The Transmission costs have not been included in the ratios.  However, a portion of the General plant and the Administrative & General expenses should rightly be attributed to the Transmission function.  For simplicity, though, the entire amount of these overhead costs has been included with the Distribution costs for the purpose of this initial evaluation.  The U.S. utility ratio numbers are stated in U.S. dollars.  Obviously, the exact relationship of the costs in U.S. dollars to the costs in Canadian dollars will depend on the exchange rate.  However, within a reasonable range of exchange rates, some of these U.S. costs are lower (in Canadian dollars) than those of HQD.

What this shows is that utilities’ costs can vary considerably.  But the point of benchmarking is not to compare a utility to the average, but to the “best in class” of its peers.
At this point, we do not propose to draw any conclusions from the external benchmarking, other than to observe that other utilities have found ways to reduce unit costs (especially for operation & maintenance) more than HQD.  Equally important is the fact that much more detailed information is required from HQD in order to make the most useful evaluations.
Section IV−Recommendations
Introduction
This section summarizes the recommendations made above, both regarding test year data and directions for the future.

Quality of Information

In subsequent cases, the Régie should request that HQD provide more detailed information, including information in accessible electronic (e.g., Excel) form, where appropriate.  Access to underlying workpapers will facilitate and speed up the analysis process for other participants in the case.

The Régie should also consider implementing some form of minimum filing requirements, which specify the form and type of data to be filed by the distributor and require that information be submitted on an annual basis.

Sales and Revenue

The sales forecast and resulting revenues should be adjusted to reflect the growth rate for the previous two years.  

We have estimated that a forecast consistent with growth in recent years would result in additional revenue (net of additional supply expense) of $34 million.
Costs
Work force costs should be calculated as though HQD had maintained and achieved its objective of holding the total work force to the 2002 level.  This is consistent with the goal stated by HQD itself.  This reduces the 2004 revenue requirement by approximately $16 million.  Further, we question why the salary levels have been increased by more than the rate of inflation.
Based on the fact that HQD shows a substantial loss on a “stand alone” basis for 2001-2004, it is not logical to include in the cost of service the $10 million of profit sharing payment.  For the same reason, the remaining bonus of $16.5 million should be excluded.

Corporate charges raise two issues, the level of such charges at the corporate level and the method of allocation to HQD.  The overall level of such charges also shows a significant increase relative to 2001.  Given the significant deficit claimed by HQD, it is not logical that it should have to accept a “business as usual” approach, which entails allocating the same percentage of a rapidly increasing amount to HQD.  For this case, the corporate charges level should be fixed at the 2002 level.  For the future, allocation (of the appropriate corporate total amount) should be based on the factors of primary charges and net assets.
With regard to charges from the Center for Shared Services, the Régie should require HQD to demonstrate that these are no higher than if they had been outsourced competitively to an independent third party.  This includes a requirement that HQD should issue public tenders for services that could be provided by a third party.  In the meantime, because the information to establish a fair market price is not available within this case, the Régie must use its judgment as to a fair adjustment regarding such costs.  We suggest using an estimate of $25 million (based on the estimate of B. C. Hydro, which is half the size of HQD) as a conservative measure of the savings that could be realized.
Benchmarking

HQD has offered, at this point, four benchmarking measures, two based on “cost per kWh” and two based on “cost per subscriber”.  The “cost per kWh” measures are, in our opinion, not as useful because energy sales as such are not a driver of a distribution system’s cost.

For benchmarking purposes, HQD will have to provide much more detailed information, including separation of its costs between Distribution and Customer Service (and the components of each, by asset class and expense class).  HQD should provide calculations of at least the following ratios:

· Customer Service cost per subscriber;
· Customer Service operating cost per subscriber;

· Distribution cost per subscriber;

· Distribution operating cost per subscriber;

· Distribution cost per 100 circuit-km;

· Distribution operating cost per 100 circuit-km;

· Distribution plant per subscriber;

· Distribution plant per 100 circuit-km;

· Distribution employees per 100 circuit-km; and

· Customer Service employees per subscriber.


Appendix A−Experience of Mark Drazen

Mr. Drazen has worked since 1972 on economic analysis of energy and utility service, pricing in regulated and deregulated utility markets, contract negotiations, and strategic planning throughout the United States and Canada.  His experience covers electric, natural gas, oil pipeline, telecommunications, transportation, waste and water utilities in seven Canadian Provinces (Alberta, British Columbia, Newfoundland and Labrador, Nova Scotia, Ontario, Québec and Saskatchewan) and in 40 states in the U.S. (Alabama, Alaska, California, Colorado, Connecticut, Delaware, Florida, Georgia, Hawaii, Idaho, Illinois, Indiana, Iowa, Kansas, Louisiana, Maine, Massachusetts, Michigan, Minnesota, Missouri, Montana, New Jersey, New Mexico, New York, North Carolina, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, South Carolina, Tennessee, Texas, Utah, Vermont, Virginia, Washington, West Virginia, Wisconsin and Wyoming).

He has appeared as an expert witness before courts, federal, state, and provincial regulatory agencies (including the Federal Energy Regulatory Commission, the National Energy Board, the Federal Communications Commission and the Canadian Radio and Telecommunications Commission) in most of the above jurisdictions.

Drazen Consulting Group offers economic, strategic planning and regulatory consulting services to clients that include industrial utility users, municipalities, schools, hospitals, utilities and government agencies.  The founding firm (Michael Drazen and Associates) was established in 1937.

The firm’s work covers all aspects of utility regulation (and deregulation), including revenue requirements, cost of capital, cost analysis, pricing, valuation, performance-based regulation and industry restructuring.


Mr. Drazen is a graduate of the Massachusetts Institute of Technology, with the degrees of Bachelor of Science in Mathematics, Master of Science in Electrical Engineering, and Electrical Engineer.
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	� AEUB Decision 2003-071, ATCO Electric Ltd., 2003-2004 General Tariff Application.


	� $28.0/MWh is the average cost of supply for the year 2004.  Although an additional 1,441 GWh of sales would exceed the remaining Heritage Energy pool amount of 165,000 GWh, HQD is allowed to recover any additional cost by a passthrough.


� For better information, HQD should file information showing the Full-Time Equivalent (FTE) number of employees.


	� Assumes growth in 2003 and 2004 similar to 2000-2002.


	� HQD-11, Document 5, Pages 26-28.


� R-3402-2002, Phase I, HQD-10, Document 1, Page 55.


	� www.bchydro.com/news/2003/feb/release4622.html.


	� AEUB Decision 2002-69, ATCO Group Affiliate Transactions and Code of Conduct Proceeding.  Part A:  Asset Transfer, Outsourcing Arrangements and GRA Issues.


	� AEUB Decision 2003-040, ATCO Group Affiliate Transactions and Code of Conduct Proceeding.  Part B:  Code of Conduct.


	� AEUB Decision 2003-061, AltaLink Management Ltd. And TransAlta Utilities Corporation.  Transmission Tariff for May 1, 2002-April 30, 2004.


	� Now called Enbridge Gas Distribution.


	� Available at: http://www.oeb.gov.on.ca/documents/cases/RP-2001-0032/decision_171202.pdf.


	� HQD-11, Document 5, Page 81.


	� HQD-11, Document 5, Page 82.


	� See � HYPERLINK "http://www.bce.ca/fr/news/releases/cgi/2003/09/11/70579.html" ��http://www.bce.ca/fr/news/releases/cgi/2003/09/11/70579.html�; � HYPERLINK "http://www.bce.ca/fr/news/releases/cgi/2003/07/03/70372.html" ��http://www.bce.ca/fr/news/releases/cgi/2003/07/03/70372.html�; or http://www.cnw.ca/releases/January2003/29/c4762.html.


	� HQD-2, Document 1, Pages 12, 13, 15.


	� When the financial return component is excluded, the cost is 0.90¢/kWh in 2001 and 0.87¢/kWh in 2004.


� HQD-2, Document 1, Page 6


	� HQD-11, Document 5.2, Annexe 2.


	� HQD-2, Document 1, Page 7.


	� Forecast in latest rate proceeding.


	� In fact, HQD has a wide variation in the density of customers among its 17 administrative areas, ranging from 8 meters/subscriber in Montréal to 111 meters/subscriber in Nord-du-Québec.  The average is 30.
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