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INTRODUCTION

Option consommateurs and l’ACEF de l’Outaouais have engaged ECS
 to assist  them in their intervention in this proceeding by providing evidence on two issues arising from Gazifère’s 2005 rate application, Requête 3537-2004. The ECS consultants who prepared this evidence are Dr. Roger Higgin and Ms. Brigid Rowan.

Dr. Higgin has considerable experience in regulatory matters, including as a member of the Ontario Energy Board for 7 years, and as a consultant. He has appeared as an expert witness before the Régie and other Canadian regulatory tribunals. Specifically, his experience is particularly relevant to provide the evidence in the current filing:  he sat on the OEB panel which dealt with the Targeted Performance Based Regulation («TPBR») scheme for Consumers Gas (now Enbridge Gas Distribution) and wrote much of the resulting OEB 497-01 Decision on TPBR for Consumers Gas.  Dr. Higgin also sat on the OEB Panel and wrote the portion of the E.B.R.O. 493/494 Decision regarding Corporate Cost Allocations to Union Gas. Since that time he has, inter alia, provided consulting advice to public interest intervenors on O&M rebasing following PBR and on Corporate Cost Allocation. Ms. Brigid Rowan has collaborated in the preparation of the evidence and has provided research and analysis in support.

The evidence prepared by ECS is focussed on the following issues:

1. Rebasing O&M Costs Following  Gazifère’s TPBR Incentive Scheme 

The first part of the evidence relates to an appropriate approach to rebasing of O&M expenses for 2005 following Gazifère’s TPBR scheme (1999-2004).

2. Regulatory Treatment of Enbridge Inc. Corporate Cost Allocations to Gazifère

The second part of the evidence is focussed on the reasonableness of the portion of Gazifère’s 2005 affiliate O&M costs resulting from the Corporate Cost Allocation methodology of Enbridge Inc.

1 REBASING O&M COSTS FOLLOWING THE TPBR INCENTIVE  SCHEME

1.1 Background to Gazifère’s Targeted Performance Based Regulation Plan 

In Decision D-99-09, the Régie directed Gazifère to undertake the following performance-related measure for the 1999-2000 rate case:

· to submit a proposal in the 1999-2000 rate case on:

…la méthologie à retenir pour fixer les charges d’exploitation sur une base globale afin d’alléger le processus d’examen des charges d’exploitation et en incluant les indices à retenir pour mesurer adéquatement le niveau d’activité, l’inflation et le facteur de productivité. (D-99-09, p. 24)

In this Decision, the Régie also commented on the goals of performance-based regulation.  With respect to Operation and Maintenance («O&M») expenses, the Régie stated:

A l’avenir, la Régie entend favoriser une approche globale à l’établissement des charges d’exploitation.  La Régie veut éviter de s’ingérer dans la gestion des affaires de l’entreprise.  Elle croit que les gestionnaires de l’entreprise sont mieux renseignés et placés pour savoir comment répartir les ressources.  La tendance moderne en réglementation évolue vers l’allégement du processus ainsi que vers une approche axée sur des mesures incitatives dans laquelle, souvent, on établit un plafond global qui traduit également un objectif souhaité (…) 

Dans une telle approche [globale], l’augmentation des charges d’exploitation serait déterminé en fonction de l’augmentation du niveau de volume des activités de Gazifère, en tenant compte également de la prévision de l’inflation pour l’exercice à venir ainsi que d’une amélioration de la productivité. (D-99-09, pp. 24)

The evidence of Mark Drazen and Lynn Pearson filed on behalf of Option consommateurs and Action réseau consommateur in SCGM’s 1999 rate case (Régie file R-3397-98) summarized the principles of incentive regulation as follows:

· The goals are to produce rates lower than under conventional regulation, and returns higher than under conventional regulation.

· The expectation is that charges are generally based on cost of service, with a process and definition that creates more incentives for reducing the cost.

· This relies on the profit motive to encourage owners to create efficiency savings.

· Efficiency gains are fairly shared between owners and customers.

· Once established, this form of regulation should be simpler and less time consuming than repeated traditional cost of service regulatory hearings.

· The process must begin with reasonable and clearly-stated expectations and criteria for evaluation.

In his evidence in R-3430-99, on behalf of OC/ACEF, Mr Todd of ECS noted certain principles from the evidence of Dr Johannes Bauer in E.B.R.O. 497-01 regarding Enbridge Gas Distribution’s TPBR Plan. 

We observe that the OEB 497-01 Decision also noted Dr. Bauer’s views on TPBR Plans
:
Dr. Bauer appearing on behalf of the same intervenors, characterized the Company’s proposed targeted O&M plan as a cautious step to Performance Based Regulation, noting that if the overall of PBR is gradual improvement over traditional COS regulation, the proposed plan design may be adequate. However he cautioned that the available experience in other jurisdictions suggests that targeted PBR plans have generated mixed results and have not led to the expected efficiency improvements. [emphasis added] In Dr. Bauer’s view if the goal is more generic stimulation of efficiency gains, it is advisable to consider moving to a broader incentive scheme such as a comprehensive revenue cap or price cap PBR plan. While recommending that the Company  move to a comprehensive PBR plan as soon as possible, Dr. Bauer testified that in his view the current targeted plan was “fixable” provided the company addressed the shortcomings he identified.

Dr. Bauer also testified at the OEB in RP-1999-0017 regarding Union Gas Limited’s proposal for a Comprehensive Performance-Based Regulation (CPBR) Plan. From his evidence in that case a few key principles are directly relevant to the issue of rebasing following PBR.

·  In  moving from one regulatory regime to a new regulatory  regime, I think the basic test is whether in the new framework everybody is better off, or at least nobody is worse off other than in the status quo.


[No harm principle]

· Experience also indicates that in the medium and long run PBR needs calibration with cost data, implying that cost-of-service principles are complementary to PBR methods.  


[Rebasing or recalibration]

Our experience in Ontario has shown that ratepayers were not better off following the Enbridge Gas distribution TPBR Plan since:

· Many of the gains in efficiencies during the Plan were exported to the shareholder as part of a major outsourcing of services to affiliates as evidenced by a major increase in O&M costs for affiliate services.

· Internal cost pressures resulted in a claim for a significant increase in 2003 O&M expense above the amount that the formula would have indicated if applied for another year.

We also note that although EGD had prepared a proposal for a comprehensive PBR Plan, the Company did not proceed with this and stayed with Cost of Service filing for 2003 with indexing for 2004 in order to get back on schedule and Cost of Service for 2005.

1.2 Gazifère TPBR Plan and O&M Formula

In the Gazifère evidence (R-3430-99 GI-4 Doc 3, p 1), the company described the origins of the proposed formula for O&M costs as follows: “building on the evidence presented by ECG and accepted by the OEB in EBRO 497-01, which itself built on cost mechanisms contained in other regulatory jurisdictions in Canada, the Company is proposing a similar mechanism”. 

In D-99-09, the Régie approved a 1999 test year base O&M budget of $4.762 million
.  

The adjusted 1999 base year O&M budget was derived as follows in D-2004-48
:










($ 000)

Approved O&M for 1999 test year


4,762.2

Less:


Non-recurring charges:  


139.6

customer information systems and Y2K expenses

(per D-99-09)




   

Administrative expenses for non regulated activities

146.3

Rationalization Measures


162.0

Corporate charges to Enbridge


592.6

Regulatory charges


  87.3

Sub-total

         1,127.8

Total

         3,634.4


Approved 1999 test (base) year budget

         3,634.5

According to D-2000-48, p. 57, the company’s calculation for 2000 O&M using the proposed base year O&M cost (in $000) and the approved formula values was:

Charges t+1 =charges t{[1 + croissance – (productivité + FPA)](1 + inflation)}± Z

which translates to:

O&M2000  =  O&M1999  x  [1 + customer growth – (productivity + stretch factor)] 


          x   [1+ inflation] ± Z

    =  $3,634.5  x  [1 +  0.0489  -  (0.0167 + 0.005)]  x  [1 +  0.0165]          


    =  $3,794,8

When corporate charges of $871,000 are added to this amount, the total O&M charges increase to $4,665,800. (D-2000-48, pp. 58 and 107).

Table 1  Estimate of Total O&M Expense per TPBR formula 2000-2004 and COS 2005

	Formula  factor
	Base Year
	TPBR

Year 1
	TPBR

Year 2
	TPBR

Year 2
	TPBR

 Year 3
	TPBR

Year 4
	COS vs TPBR

Rebasing *

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	
	
	
	
	
	
	
	TPBR
	COS

	Customer Growth %
	n/a
	6.51
	2.80
	5.14
	5.18
	5.41
	2.67
	

	Net Productivity %
	n/a
	2.17


	2.17
	2.17
	2.17
	2.17
	2.17
	

	Inflation CPI %
	n/a
	2.45
	2.88
	1.38
	3.35
	1.80
	2.50
	

	Formula O&M
	3, 634.5
	3,794.8
	4,939.4
	5,137.1
	5,306.4
	5,641.0
	5943.1
	n/a

	Affiliate Charges
	592.6
	871
	included
	included
	included
	included
	included
	n/a

	Other Z factors
	535.2
	
	167.3
	396.10
	358.8
	303.4
	292.3
	n/a

	Total O&M $000
	4762.20
	4,665.8
	5,106.7
	5,533.2
	5,665.2
	5,944.4
	6,205.4
	6,568.8


* 2005 data based on GI-11, Doc 1, p. 11, lines 8-10

Notes: 
Throughout this evidence, fiscal years are used. e.g. 1999 refers to the period October 1, 1998 to September 30, 1999.

 Table 1 Data from Appendix A 

Chart 1 Gazifère O&M Expense 1999-2005
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1.3 Benchmarking O&M

The most commonly used gas utility benchmark for comparing Operating and Maintenance costs is O&M Cost per customer. This ratio can be used internally to determine if a Company is achieving productivity improvements year over year. It can also be used to compare performance against industry-wide averages and trends. The use of  O&M cost per customer is acknowledged by participants in the regulatory field as a rather coarse measure of a utility’s performance, since it ignores such company-specific factors as changes in services and service quality and industry-wide cost pressures such as increases in  general insurance costs. Non-the-less, it is illustrative to examine the data for Gazifère over the TPBR period 2000-2004 and compare these data to the proposed 2005 O&M Costs.


Table 2 O&M per customer 1999-2005

	O&M Cost
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	Avg.% Change

1999-2004
	% Change 2004-2005

	Total O&M $000
	4,762.20
	4,665.80
	5,106.70
	5,533.20
	5,665.20
	5,944.40
	6,568.80
	+4.6%
	+10.5%

	Customers
	22,121
	23,661
	24,343
	25,661
	27,063
	28,610
	29,394
	+5.3%
	+2.7%

	O&M/customer $
	215.3
	197.2
	209.8
	215.6
	209.3
	207.8
	223.5
	- 0.6%
	+7.6%

	O&M/customer $1999
	215.3
	192.5
	199.0
	201.8
	189.6
	184.8
	193.9
	- 2.9%
	+4.9%


Note:  Data from Appendix A . Calculations by ECS.

Chart 2 Gazifère O&M expense per Customer 1999-2005
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The analysis shows that the effect of the TPBR plan has been to constrain O&M increases during the TPBR period 1999-2004. This is true both in terms of Total O&M expense which has increased by an average of 4.6% a year during the Plan. The effect is even more graphic in terms of O&M per customer, which has decreased by an average of 0.6% per year during the plan. 

Unfortunately  the Company’s filing shows that these efficiency gains would be dramatically reversed in 2005 (year over year increases of above 10% in Total O&M  and 7.5% in O&M per customer)  if the Company’s claimed 2005 O&M expense of $6,565,800  is allowed.

1.4 Rebasing O&M for 2005 Cost of Service

When rebasing following a PBR Plan, it is the usual regulatory practice to conduct a full cost review. In this case, that review should include a detailed review of all material components of O&M Expenses.

It is often the case that following a PBR Plan, the regulated company seeks to relieve what it perceives as cost pressures that have built up during the PBR period. For example, in order to meet the formula amount, expenditures may be postponed. Such cost pressures may sometimes be characterized as unsustainable cost reductions. Following PBR, the regulated Company may focus on the cost pressures and ignore the potential for further base efficiencies and offsetting cost reductions.

In conducting a full review of O&M expenses following Gazifère’s 5 year TPBR Plan, it is our view that the following evidence is required:

· Full historic cost data in all major categories of expenses

· Explanation of significant changes and trends, for example:

i. Changes in head count

ii. Outsourcing of services (affiliate or third party)

· Detailed evidence to allow examination of cost pressures

· Benchmarking costs to other affiliate and non-affiliate utilities.

In our view, the prefiled evidence provided by the Company in this case does not adequately meet these requirements. The Company’s responses to information requests from the Régie and intervenors have provided only part of the required evidence (for example, GI-18, Doc 2.4). We emphasize that the evidence in the area of affiliate services particularly falls short of the necessary level of detail to support a claimed O&M expense recovery of $1.4 million in 2005 rates. 

1.5 Comments on Evidence of Ms. L. Vandal-Parent Regarding O&M Costs for 2005


Ms. Vandal-Parent addresses the issues of rebasing and the 2005 O&M expense in Responses to Questions 17-20.

Responses 17 and 18 confirm that the 2005 O&M expense claim is $6,568,800, an increase of $363,400 above the amount of $6,205,400 that the formula would have indicated if applied to 2004-2005. This represents a 5.9% increase on top of the formula amount (ECS Calculation).
Response 19 indicates that the Company did not file detailed records on O&M expenditures in the regulatory format required by the Régie during the 6-year TPBR plan. Experience with its sister Company, Enbridge Gas Distribution should have told Gazifère management that this type of information would be required upon rebasing at the end of the plan. Response 19 also indicates that the Company is now claiming  the increase in affiliate costs that it seemed to suggest resulted from the application of the OEB Affiliate Relations Code for Gas Distributors. Apparently this is not the case any more.

Response 20 indicates some of the cost pressures that the Company is now seeking to relieve in increased O&M costs for 2005:

Sales budget 
$162,000

CIS Fees
$70,000.

Response 21  discusses the Affiliate Services set out at line 1, GI-4 Document 7:

Enbridge Gas Distribution
$125,600 

Enbridge Commercial Services
$100,600

Enbridge Inc. Enterprise Financial System
$101,600

Enbridge Inc. Corporate Costs
$307,100

Subtotal
$634,900

According to the current filing, there has been a 258.7 % increase in these services since 1999.

1.6 Appropriate Level of O&M for 2005

We have adopted an “envelope approach” to the analysis of a reasonable level of O&M Expense for 2005. Using this approach, we considered the size of the 2005 O&M Expense “envelope” and compared it to the past in terms of year over year changes and changes in costs per customer over time, with attention to only a few major cost categories, rather than attempting a detailed line by line examination of the cost evidence.

Based on an envelope approach, ECS concludes that the Company’s claimed level of O&M expense for 2005 is not reasonable and requires a detailed examination for the following reasons:

· The overall level claimed for 2005 ($6,568,800) represents over a 10.5% increase from 2004 and is well above the 4.4% indicated by application of the TPBR formula to 2005 ($6,205,400). 

· The overall O&M per customer has averaged a decrease of 0.6% per year during the TPBR Plan (1999-2004). The increase in O&M per customer from 2004-2005 is 7.6% (assuming the customer forecast is reasonable). 

· Chart 2 above which depicts O&M per customer in current and 1999 dollars, clearly shows the significant upturn or “hockey stick” effect in 2005 and the reversing of efficiency gains that have been made under the TPBR Plan.

· The overall level of O&M for 2005 includes Affiliate Services ($634,900) that have increased in cost by 258.7% since 1999. It also includes Billing ($686,400) and Information Technology ($183,000). These costs have increased significantly by 393.1% and 253.3 % respectively since 1999.

·  Part 2 of this evidence addresses the appropriateness of the Corporate Allocations from Enbridge Inc. ($307,100). This review relates to EI Corporate Allocations (Services) and does not include other EI charges ($101,600) to Gazifère for support of the Enterprise Financial system (EFS).
· The Company has neither provided adequate support for the significant increase in O&M for 2005, nor has it offered any offsetting cost reductions, to reduce the size of the increase. As noted, we have used an “envelope” approach and not analysed in detail each of the Company’s explanations regarding the upward pressures causing the major increase in its 2005 O&M expense claim (for example, GI-18, Doc 2.4).  


1.7 Conclusions 


1. Ratepayers will be worse off following the completion of the TPBR plan and efficiency gains realized under the plan will be reversed if the Company is allowed to rebase its O&M costs at any level greater than that indicated by the application of the TPBR Formula for 2005 ($6,205,400) less an adjustment for excess EI Corporate Cost allocations.
  It is particularly important to set a reasonable level of O&M expense for 2005 since the rebased 2005 O&M level forms the base for considering claims for future increases.
2. The options for addressing the company’s claim for a 2005 O&M Expense of ($6,568,800) include: 

a. a detailed examination of all O&M costs based on a zero budget approach, for which there is insufficient evidence, or

b. to deem an amount equal to the TPBR Formula Amount less an adjustment for excess Corporate Cost allocations. Our analysis suggests a reasonable level of O&M for 2005 would be about $6,100,000. 

3. It would be appropriate to direct the Company to provide detailed evidence on all major O&M costs categories greater than $100,000 in the next rate case.

4. There is a particular need to examine all affiliate services in greater detail since there is no independent basis (for example tender) to ensure that these services are provided to the Company and its ratepayers at fair market value.

2 AFFILIATE  SERVICES AND CORPORATE COST ALLOCATIONS 

Inter-company affiliate costs, including the Enbridge Inc. Corporate Cost Allocations to Gazifère, represent a major increase in O&M costs from 1999 to 2005 (192.7%
 increase).  O&M Costs related to Affiliate transfers have increased from $491,000 in 1999 to  $1,437,100 for 2005
. 

Of the total amount noted above, $307,151 represents the O&M Costs related to payment of Corporate Cost Allocations from Enbridge Inc. to Gazifère.
 A further $125,000 relates to affiliate services provided by Enbridge Gas Distribution directly to Gazifère. The other major affiliate cost components are Billing ($686,400) and Information Technology ($183,000).

Although there are concerns with the other affiliate services costs, this evidence relates only to EI Corporate Cost Allocations to Gazifère for 2005. Also our review does not include the EI charges to Gazifère for support of the Enterprise Financial System (EFS) ($101,600).

2.1 Enbridge Inc. Corporate Cost Allocations

It is our understanding that Corporate Cost Allocations were not included as a component of O&M costs under the TPBR formula in 1999, but were included starting in 2003
, and accordingly were not subject to specific review by the Régie.

It is our opinion that this specific component of Gazifère’s 2005 O&M expense claim should be examined in more detail for the following reasons:

· Corporate Cost Allocations from EI to Gazifère are new costs starting in 2003 with a 2005 claim of $307,157. This is a significant and material cost increase that ratepayers are being asked to pay.

· Recent Decisions (see below) in Ontario have established the general regulatory principles that apply to recovery, in rates of the costs of affiliate transactions, including Corporate Cost Allocations.

· The Enbridge Inc Corporate Cost Allocation Methodology filed by Gazifère
 in support of its claim for recovery of 2005 Corporate Cost Allocations relies on allocators and a methodology that have not been accepted by the OEB for application to Enbridge Gas Distribution.

· An independent review of the Enbridge Inc. Corporate Cost Allocation Methodology has been filed with the OEB that, inter alia, recommended a move by Enbridge Inc. to a service-based methodology and also recommended a 1/3 reduction in the Corporate Costs allocated to EGD for 2005.

2.1.1 Background – Regulatory Principles Accepted by the OEB for Cost Recovery of Affiliate Services


The genesis of the OEB consideration of regulatory principles applicable to affiliate service cost recovery was the E.B.R.O 493/494 Decision regarding Union Gas’ Corporate Cost Allocations from Westcoast Inc. 

That Decision set out a three-pronged test for recovery of affiliate services costs:

· Are the costs incurred directly by the service provider on behalf of the utility and its ratepayers? [Cost incurrence]

· Are the costs of the service fairly allocated to the utility? [Cost Allocation]

· Is there a positive benefit/cost to the utility and its ratepayers? [Cost/benefit]

OEB Affiliate Relations Code for Gas Utilities

In 1999, the OEB Affiliate Relations Code for Gas Utilities (ARC) was invoked and inter alia, addresses the issue of transfer pricing and fair market value for affiliate services, and sets out the requirement for Service Level Agreements.

The preceding framework has informed the approach taken by the OEB in its consideration of Duke Shared Services and Enbridge Corporate Costs.

The following are excerpts from OEB decisions that are pertinent to the current filing:

Decision RP-2003-0063-Union Gas: Duke Shared Services (2003)

Page 32

Therefore, if the Board is to approve the expenditures associated with the [Duke] shared services arrangements, the Board must be satisfied that such expenditures can be definitively quantified, are at a reasonable cost, have been incurred prudently, and meet the governing regulatory requirements.

Page 35

Some intervenors argued that Union should be directed to obtain an independent audit review of the corporate cost allocation methodology that underpins the Duke shared services model. While the Board is only allowing Union to recover a portion of the cost of the shared services, the Board is of the view that an independent audit review may be one means that could be considered by Union as a vehicle for addressing some of the Board’s concerns.

Decision RP-2003-0133-Enbridge Gas Distribution:  Enbridge Inc. Corporate Cost Allocations (2003)

Paragraph 621-ff

3.4 Board Findings

The Board notes the significant increases in corporate cost allocations to EGDI from the corporate office during the period 1999 to 2003. The $21.8 million corporate cost allocation proposal represents an 88% increase over the $11.6 million amount billed by EI for 2002, reflecting mainly the change in the cost allocation methodology. (emphasis added) The Board is concerned about this significant increase in the corporate cost allocation budget and the potential for cross-subsidization.

With respect to the proposed cost allocation methodology, the Board finds that the scope of the Ernst & Young review was too narrow and therefore did not provide a sufficiently thorough analysis of the corporate cost allocation question. The Company relied mainly on its own witnesses to defend the new corporate cost allocation methodology and as a result, there was no independent evaluation of the reasonableness of the resulting allocations to the utility. The Board notes that in the EBRO 493/494 case, an independent consultant was retained to assess the reasonableness of the resulting allocations of the new methodology.

Further, the Board notes that under cross-examination, EGDI’s witness, Mr. Turner of Ernst & Young, confirmed that the three reports prepared in the EBRO 493/494 case in respect of Westcoast’s corporate centre charges were, collectively, a more thorough examination of the issues of corporate allocations than that undertaken in this proceeding. The Board believes that there is merit in taking a similar approach to the evaluation of the corporate cost allocations and any new cost allocation methodology.

The Board therefore directs the Company to obtain an independent audit/ review of its new corporate cost allocation methodology for the services it receives from EI. The Board’s expectation is that the study and its results will be made available during the 2005 rate case and that this evidence will be considered by the Board in its determination of fiscal 2005 rates.

The Board expects that the following requirements will be fulfilled in the independent review of the new corporate cost allocation methodology:

• the study should assess how the Company’s proposed cost allocation methodology compares with the Board’s past decisions and how it complies with the Affiliate Relationships Code for Gas Distributors;

• the review should assess whether the “three-pronged test” established in the EBRO 493/494 Decision has been properly applied by the Company;

• with respect to the first prong, cost incurrence, the review should identify the functions provided, and amounts assessed, by EI which do not meet the “needs” of the utility;

• with respect to the second prong, cost allocation, the study should review the cost drivers of the new corporate cost allocation methodology and assess them in terms of meeting the  “cost causality” principle. The review should also include a comparison of the proposed cost drivers with the cost drivers used in the past by the Company and identify the need and reasons for any changes;
• with respect to the third prong, cost/benefit, the review should establish, in a quantifiable manner, if the benefits resulting from the functions performed by the corporate office exceed the costs to the utility and ratepayers;

• the study should propose revisions or adjustments to the methodology and the cost allocation amounts; and

• it should include a review of the new Intercorporate Services Agreement and the evaluation of the need for individual services schedules.

The Board suggests that in developing the terms of reference the Company may wish to consult with interested parties. The Board acknowledges that this may result in other items being added to the terms of reference.

The Company may recover the costs of the independent review through a deferral account set up for that purpose.

On the issue of the Intercorporate Services Agreement, the Board shares the concerns raised by VECC that the Intercorporate Services Agreement may not adequately address section 2.2.1 of the ARC, which identifies information to be included in the services agreement, especially the information required in sub-sections (a) and (e). The Board is of the view that to the extent that the required information has not been provided, it must be provided in the next rate filing. The Board also anticipates that the independent reviewer will consider this matter and render an opinion.

2.2 EI Inc. 2005 Corporate Cost Allocation to Gazifère

The evidence of Gazifère
 is that the 2005 EI Corporate Cost Allocation to the Company is based on the EI Corporate Cost Allocation Methodology dated December 16, 2003
. This is the identical methodology that was not accepted by the OEB for application to EGD in 2005.

The methodology can be briefly summarized by the following extract from the EI Procedure
: 

3. Philosophy

The Philosophy of Enbridge’s cost allocation methodology is to ensure that appropriate and relevant cost information required for internal management, external stakeholders and regulators is segregated, accumulated and documented. Allocations are measured using a fully burdened cost. Each cost or group of costs is allocated using a basis that reflects the cost driver and that appropriately reflects the benefits received and the cost of the service provided.

2.2.1 Proposed 2005 EI Cost Allocations to EGD and to Gazifère

EGD has been charged for EI corporate costs in return for corporate services since 1997. Since the introduction of these services, the regulatory issues before the OEB related to these intercorporate transfers have been difficult and time-consuming.

According to its response to the Régie
, prior to 2003, Gazifère did not receive an allocation of corporate costs from Enbridge Inc. but similar services were provided by EGD. It is our understanding that since January 2003, Enbridge Inc has applied its Corporate Cost Allocation Procedure annually to all subsidiary Lines of Business and Business Units, including regulated units, such as Enbridge Gas Distribution and Gazifère, and unregulated business units, such as Enbridge Power.

Enbridge Inc. has a 2005 Corporate Budget of about $95 million.
 EI proposed to allocate $21.7 million of 2005 Corporate Costs to EGD based on an Intercorporate Services Agreement between EI and EGD and execution of a Schedule of Allocations signed off by EI and EGD department heads. (See Appendix B for sample schedule.)  As noted above, the OEB did not accept the EI Corporate Cost Allocation Methodology for 2005 and required an independent review.

In the current filing, EI proposes to allocate $307,151 (not including $101,600 for EFS) of Corporate Costs to Gazifère in 2005. Gazifère’s evidence states that the Affiliate Relations Code does not apply to transfers between EI and Gazifère.
 We assume that there must be an Intercorporate Services Agreement between EI and Gazifère, but it is not included in evidence in this case. 

Now that the TPBR plan is completed, we suggest that given the significant financial consequences of EI Corporate Cost Allocations, these should be reviewed within the regulatory framework of the Affiliate Relations Code. As per the ARC, there should be a requirement for Intercorporate Service Agreements and annual Service Level Schedules. 

2.2.2 Independent Review of EI Corporate Cost Allocation Methodology and Proposed EGD 2005 Allocations – Deloitte Report

As directed by the OEB, EGD retained Deloitte Consulting to review the EI Corporate Cost Allocation Methodology and render an opinion and recommendations. The review was filed in RP-2003-0203 on April 8, 2004 as Exhibit A6, Tab 17, Schedule 3.

The review is extensive and comprehensive and contains key conclusions about the EI Methodology (Pages 56-57, Appendix C herein). It also presents a revised 2005 EGD Cost Allocation of $13.5 million (down from $21.7 million) based on a revised (interim) set of cost drivers and application of the OEB three-pronged test to the costs to be allocated by EI to EGD (Appendix D).
Deloitte’s overall conclusions are as follows:
 

Based on our analysis and evaluation, our overall conclusions are:

· The Inter-Corporate services Agreement between EI and EGD needs to be amended. As it is currently constituted it does not meet the requirements set out in the Affiliate Relationships Code for Gas Distributors. Indeed the agreement is not a “services agreement” but rather an agreement to allocate to EGD a portion of the costs of EI corporate departments that provide Services to EGD. This may be driven by the underlying approach of the EI Methodology (see Below). Details on our recommendations are set out in Section 5-Service Agreement.

· The EI Methodology should be amended. It does not lend itself to an easy application of the three-prong test and the allocators prescribed by the methodology do not in every case provide results that reflect the cost causality requirement of the three prong test. Detailed changes to the EI Methodology should be facilitated by a change in the overall perspective and underlying approach of the methodology from cost-centre costing to service based costing. Details on our recommendations are set out in Section 6-Corporate Cost Allocation Methodology.

· Based on the estimated Impact of our recommendations on the specific costs allocated, EGD should be allowed to recover $13.4 million for Corporate Cost Allocations for 2005. Details of our recommendations are set out in Section 7-Specific Cost Allocations.

2.2.3 Application of Deloitte Interim Methodology to 2005 EI Allocation to Gazifère

The key conclusions and revised cost driver methodology recommended by Deloitte Consulting are directly applicable to the 2005 EI Corporate Cost Allocation to Gazifère as summarized in GI-4, Document 7.3, page 1 of the current filing.

In order to assess whether the 2005 EI allocations to Gazifère are reasonable, ECS has combined the data from the table in the evidence (GI-4, Document 7.3, page 1) with data from (i) the EI Corporate Cost Allocation Methodology and, (ii) the Deloitte Review of the Methodology, to prepare an estimate of a revised 2005 Corporate Cost Allocation to Gazifère. These calculations are provided in Appendix E.

The application of the Deloitte interim methodology to the EI 2005 Allocation to Gazifère results in an ECS estimate that approximately $190,000 of EI Cost Allocations to Gazifère for 2005 is a reasonable amount.  This is approximately $115,000 less than the amount claimed by Gazifère. The level of cost reduction is similar to the 1/3 cost reduction in EI allocations to EGD for 2005, resulting from the Deloitte Review. This recommended reduction was agreed to in the RP-2004-0203 Settlement Agreement and accepted by the OEB.

It should be noted that the interim Deloitte Cost allocation methodology has acknowledged shortcomings and was not accepted by either EGD or intervenors in RP-2004-0203. Rather, the result of its application for 2005 was accepted for settlement of the financial consequences of the issue.

It is our understanding that EGD has retained Deloitte to develop a more robust and transparent methodology to apply to EI Cost Allocations to EGD in future. Gazifère can benefit from this work and should undertake to base its future claims for recovery of EI Cost Allocations on the new methodology, once this methodology has been reviewed and approved by the Régie.

2.3 Conclusions

It is suggested that:


1. In order to ensure ratepayers are protected, affiliate service transfers to Gazifère should be regulated by compliance with a Régie-sanctioned Affiliate Relations Code. The Code should include, inter alia, transfer pricing rules and the requirement for Service Level Agreements. In the interim, Gazifère should immediately file the 2005 Intercorporate Services Agreement with EI in support of its request to recover any EI Corporate costs in 2005.

2. The Régie should not accept Gazifère’s 2005 O&M claim of $307,151 for EI Corporate costs, for the following reasons: (i) there is inadequate support for the benefit from the services; (ii) based on an independent review, the EI Cost Allocation Methodology is flawed and does not produce a fair allocation based on cost causality principles; and (iii) the EI Cost Allocation Methodology has not been accepted by the OEB for EI Allocations to EGD.

3. The Régie may choose to deem an appropriate (lower) amount for EI Corporate Costs for the purpose of establishing the O&M component of Gazifère’s 2005 Revenue Requirement. The Deloitte finding of a reduction of 1/3 in the EGD claim for recovery of 2005 EI Cost Allocations, agreed between intervenors and EGD and approved by the OEB, may assist in making a similar determination in respect of Gazifère. 

Alternatively, the estimate provided in this evidence (Appendix E, Table E.2) supports an allocation of about $195,000 rather than the claimed $307,200.

4. The Régie should direct Gazifère to file the new EI Corporate Cost Allocation Procedure, now being developed by Deloitte Consulting for EI/EGD, for review in its next rate case, and base any future claim for recovery of EI Cost Allocations on the new methodology.
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APPENDIX A:     CALCULATIONS, DATA AND REFERENCES UNDERLYING O&M ANALYSIS IN PART 1

Table A.1  Worksheet for Calculation of Gazifère TPBR O&M Expense

[image: image3.wmf]Avg.% 

Change

1999-2004

(column 1)

(column 2)

(column 3)

(column 4)

(column 5)

(column 6)

(column 7)

(column 8)

(column 9)

(column 9)

Total O&M $000

4,762.20

4,665.80

5,106.70

5,533.20

5,665.20

5,944.40

6,568.80

4.6

10.5%

Customers

22,121

23,661

24,343

25,661

27,063

28,610

29,394

5.3

2.7%

O&M/customer $

215.3

197.2

209.8

215.6

209.3

207.8

223.5

-0.6

7.6%

O&M/customer ($1999)

215.3

192.5

199.0

201.8

189.6

184.8

193.9

-2.9

4.9%

O&M Cost Data

1999

2000

2001

2002

2003

2004

2005

% Change 

2004-2005


* Calculated by ECS using formula: Charges t+1 = Charges t {[1 + croissance – (productivité + FPA)] (1 + inflation)}± Z

** For 1999, other Z factors are too numerous to list in a table. They are broken down on pp. 5 herein.

General Notes

Throughout this evidence, fiscal years are used. E.g., 1999 refers to the period October 1, 1998 to September 30, 1999.

Customer Growth is tabulated based on the customer numbers as per Table A.2. Sources for these numbers are provided below in the Table A.2 notes. 

Inflation, per GI-23, Doc 1, p. 8

Productivity and Stretch Factors per formula approved in D-2000-48, pp 57-58

Column 2, per D-2002-48, pp. 33-35, including footnote 100 on p. 35 and D-99-09, p. 6 and p. 35; we note that the $592,600 for Affiliate Charges in 1999 differs from the $491,000 (actual) reported by Gazifère in GI-4, Doc 1, p. 1, column 1, row 13. However, the $592,600 is provided in D-2002-48, p. 34 and is reconfirmed in GI-19, Doc 2, p. 7, Response 6.2. 

Column 3, per D-2000-48, p. 58 and p. 107

Column 4, per D-2001-55, p. 15; pp. 73-74

Column 5, per D-2002-45, p. 11-12

Column 6, per D-2002-283, pp. 8 & 18

Column 7, per D-2003-243, pp. 9 & 29

Columns 8 & 9, per R-3537-2004, GI-11, Doc 1, pp 9-11; GI-4, Doc 1, p. 1

Specific Notes on the Calculation of Total O&M

No formula was applied in 1998-99, which served as the base year for the formula, for which the first year of application was 1999-2000. See pp. 5-6 herein for more details on the calculation of the base amount for the O&M formula.

In 2000, the Régie stated that the O&M according to the formula is $3,794,800 (D-2000-48, p. 58), but that TOTAL CHARGES are $4,665,800 when corporate charges of $871,000 are added.

In 1999 and 2000, the “frais de gestion” (corporate charges) of $592,600 and $871,000, respectively, were not included in the base amount. It was agreed, however, that these charges would be incorporated in the formula as of 2001. The base amount was readjusted to include the corporate fees and to account for the latest growth and inflation figures, in D-2001-55, p. 11, according the following formula:

O&M 2000 rebased = base O&M x (1 + customer growth - productivity) X (1 + inflation) 

+ corporate charges 2000
Gazifère requested an amount of $4,715,200 as the adjusted base amount.

The Régie modified this amount slightly, using a different inflation rate (D-2001-55, p. 15) and ruled on $4,711,500, as the adjusted base amount, incorporating the corporate charges.
In 2001, the Régie states that the O&M according to the formula is $4,939,400 (D-2001-55, p. 73) and treats approval for deferral accounts a few points further down in the ruling at the end of the decision (D-2001-55, p. 74). In the deferral accounts ruling, the Régie authorizes Gazifère to recover in its rates an amount of $134,400, from the regulatory charges deferral account and $32,900 from the Y2K bug deferral account. We have calculated Total O&M as the sum of the deferral accounts and O&M as per the formula, that is $5,106,700.

In 2002, the Régie indicated the O&M according to the formula, $5,137,100, and mentions in the same section the deferred accounts charges (D-2002-45, p. 11-12), but does not explicitly state total O&M charges of $5,533,200 anywhere in the Decision. We have derived these charges by adding the deferral account charges to the O&M as per the formula. 

Table A.2  Worksheet for Calculation of Gazifère O&M Expense/Customer

[image: image4.wmf]TPBR

TPBR

TPBR

TPBR

TPBR

Year 1

Year 2

Year 2

 Year 3

Year 4

(column 1)

(column 2)

(column 3)

(column 4)

(column 5)

(column 6)

(column 7)

(column 8)

(column 9)

Fiscal Year

1999

2000

2001

2002

2003

2004

TPBR

COS

Customer Growth % (Croissance)

n/a

0.07

0.03

0.05

0.05

0.05

0.03

n/a

Inflation CPI %

n/a

2.45

2.88

1.38

3.35

1.80

2.50

n/a

Productivity % (Productivité)

n/a

1.67

1.67

1.67

1.67

1.67

1.67

n/a

Stretch Factor (FPA)

n/a

0.50

0.50

0.50

0.50

0.50

0.50

n/a

Calculated O&M per formula*

3634.50

3885.10

4786.84

4996.84

5319.71

5590.77

5759.04

n/a

Formula O&M per Evidence

3,634.5

3,794.80

$4,939.40 

5,137.10

5,306.40

5,641.00

5,943.10

n/a

Affiliate Charges

592.6

871

included

included

included

included

included

n/a

Other Z factors**

535.2

n/a

Regulatory Charges Deferrral Account

134.4

303.3

244.8

203.3

101.9

DSM (less LRAM) Deferral Account

92.8

114

100.1

160.4

Y2K Bug Deferral Account

32.9

6205.4

2005

Total O&M $000

4,762.20

4,665.80

5,106.70

5,533.20

5,665.20

5,944.40

6,568.80

Formula  factor

Base Year

COS vs TPBR

Rebasing


General Notes

The Total O&M $000 line item is from Table A.1. See explanations above.

The Customers  line item is derived from an array of sources and will be detailed in Specific Notes.

The O&M/customer $ line item is derived from ECS calculations (Total O&M $000/ Customers)

The O&M/customer ($1999) line item is derived from ECS calculations. The O&M/customer $ were rebased in 1999$ according to the CPI values used by Gazifère (per GI-23, Doc 1, p. 8)

Column 9, the Average % Change (1999-2000) is also derived from ECS calculations. We calculated the average of the % changes between each fiscal year for the respective periods of 1999-2000, 2000-2001, 2001-2002, 2002-2003, and 2003-2004.

Specific Notes on the Customer Numbers 

We put together customer numbers based on Régie decisions and past Gazifère filings. The sources are as follows:

In 1999, per GI-23, Doc 1, p. 8, R-3437-2004 (actual)

In 2000, per GI-2, Doc 2, p. 2, R-3464-2001 (actual)

In 2001, per GI-1, Doc 1.2, p. 1, R-3485-2002 (actual)

In 2002, per GI-2, Doc 1, p. 2, R-3514-2003 (actual)

In 2003, per GI-2, Doc 1, p. 2; R-3537-2004 (actual)

In 2004, per GI-2, Doc 1, p. 2; R-3537-2004 (projected)

In 2005, per GI-23, Doc 1, p. 8, R-3437-2004 (projected).

Table A.3  O&M per Gazifère’s IR Response in the Current Filing

	Year
	      O&M per formula
	Total O&M

	1998-1999
	4,755.1
	4,279.9

	1999-2000
	4,672.0
	4,359.3

	2000-2001
	5,106.7
	4,631.5

	2001-2002
	5,533.2
	5,150.8

	2002-2003
	5,665.2
	5,726.6

	2003-2004
	5,944.4
	6,169.3

	2004-2005
	6,598.8
	n/a


Note

Finally, as a point of clarification, we have reproduced this table as per R-3537, GI-19, Doc 2, p. 7, Response 6.1. In the IR, OC/ACEF asked Gazifère to provide a table with actual and O&M charges as per the formula for 1999-2005. The chart provided appears to supply Total O&M Charges under O&M per formula. However, these numbers do not correspond with the Régie-approved amounts for Total O&M per formula for the years 1999 and 2000. Given these discrepancies (and as stated above), our evidence was prepared with Régie-approved Total O&M and O&M per formula, as referenced in the yearly Régie decisions on Gazifère rate cases. This is because the revenue requirements and rates are based on Régie-approved O&M numbers.

APPENDIX B:     ENBRIDGE GAS DISTRIBUTION COST ALLOCATION SERVICE SCHEDULE FOR 2004

APPENDIX C:     DELOITTE CONSULTING CONCLUSIONS RE. EI CORPORATE ALLOCATION METHODOLOGY 

Enbridge Gas Distribution Inc. – Review of Corporate Cost Allocation Methodology

Deloitte & Touche LLP and related entities

Corporate Cost Allocation Methodology

2. 6.5 Conclusion

The following are our key conclusions with regards to EI Methodology:

· It would Assist EGD in supporting its Corporate cost allocations if EI and EGD took the perspective that EGD was a separate entity acquiring services from EI rather than an integrated element of the EI organization. Where this results in an increase in EGD’s prudently incurred costs, it should have an opportunity to recover that increase.

· Costs that would be incurred by EGD as a stand-alone entity should meet the cost incurrence test, while those that would not, should fail the test. This should be the case even if the costs are considered to fall within the category of “minding the investment”.

· The Corporate cost allocations should focus on services rather than cost centres. This will make it easier for EGD to support its Corporate cost allocations.

· It is appropriate for EI to continue to base its Corporate cost allocations on cost.

· If the cost incurrence and cost allocation tests have been adequately addressed, competitive tendering should not be required where services are provided by an affiliate on a shared service basis.

· EGD should move from its one-step approach, with the direct allocation of supporting costs, to a “loaded” approach whereby supporting costs are allocated to the services that they support and loaded onto their costs. The loaded costs should then be allocated to EGD on the same basis as the costs to which they were loaded onto.

· Where a capital employed ratio is used to allocate costs related to raising or maintaining capital, the FCER allocator should be used.

· With the above exception, the capital employed ratio should usually be replaced by alternative allocators that better reflect the causal relation of costs to affiliates, or where there is not a direct causal relationship, relative benefits received. However, if capital employed is to be used as a general allocator, the SCER or TCER allocator should be used.

· With the recommendation that the one-step (i.e., “direct”) approach should be replaced by a “loaded approach”, there is no need for the Corporate FTE allocator that EI currently uses.

· With the recommendation that the one-step (i.e., “direct”) approach should be replaced by a “loaded approach”, there is no need for the Calgary FTE allocator that EI currently uses.

· Documented time support will generally be the preferred and most accurate basis for establishing the time that employees spend on an affiliate or an activity. In the future, EI should employ time reports in allocating the cost of employees and related costs. Alternatives should be used only where it is expected that the alternatives will produce results that are not that materially different.

APPENDIX D:     DELOITTE CONSULTING REVISED 2005 COST ALLOCATION 

FOR EGD

Enbridge Gas Distribution Inc. – Review of Corporate Cost Allocation Methodology

Deloitte & Touche LLP and related entities

Table D.1  Application of Deloitte Methodology to EGD

Based on Tables 7.3.1/7.4.1 of Deloitte Review pages 63 and 64, Table D.1 presents EGD Corporate Cost Allocations for 2004 and 2005.

	Department
	Basis of 
Allocation
	As Filed

EI Budget

2004
	EI 2004 Budget Post-Reallocation
	2005

Allocation

(EGD)

	#
	Name
	
	
	
	

	(column1)
	(column 2)
	(column 3)
	(column 4)
	(column 5)
	(Column 6)

	10000
	CEO
	RA
	1,129,675 
	1,453,640
	-

	10001
	CIO
	EFTE/2
	2,043,883 
	3,229,202
	732.017

	10005
	Corporate Aviation
	SCER/2
	1,992,146
	4,128,825
	466,623

	10009
	Corporate IT Operations
	RA
	1,121,929
	-
	-

	10010
	Corporate IT Projects
	TCER
	811,721  
	2,142,188
	619,245

	10040
	EFS Strategy & Services
	EFTE
	-
	799,740
	362,581

	10041
	Pension Admin
	NA
	155,515 
	155,515
	-

	10041
	Pension Admin Credit
	NA
	(294,000) 
	(294,000)
	-

	10042
	Supplier Management
	TCER
	275,600 
	485,055
	-

	10043
	Investor Relations
	FCER
	1.159,055 
	2,907,447
	769,283

	10044
	Treasury
	TE
	2,970,945 
	5,741,240
	633,494

	10045
	CFO
	RA
	439,040 
	610,523
	-

	10047
	Corporate Controller
	RA
	2,095,848 
	3,784,479
	-

	10049
	Taxation Services (Calgary)
	TE
	688,052 
	1,401,346
	19,729

	10050
	Audit Services (Calgary)
	SCER
	487,045 
	932,671
	288,146

	10051
	Risk Management
	TE
	266,611
	509,270
	43,398

	10052
	Gas Accounting
	NA
	1129,377 
	288,592
	-

	10071
	Corporate Admin
	RA
	3,189,130
	-
	-

	10072
	Public Affairs & Corp Comm.
	FCER, EFTE
	2,290,856
	2,929,266
	259,575

	10075
	Records Management
	TCER
	291,521
	529,071
	152,939

	
	Corporate Law
	Not Allocated
	385,616 
	919,213
	-

	
	Corporate Secretarial
	TE
	1,392,631
	2,048,208
	143,912

	
	Corporate Security
	NA
	201,960 
	201,960
	-

	10090
	Learning & Leadership (Employee Dev)
	EFTE
	230,293 
	342,199
	155,144

	10091
	Total Compensation
	EFTE
	1,026,650 
	1,571,002
	712,250

	10092
	Corporate HR
	EFTE/2
	648,9084 
	1,296,350
	293,865

	10095
	HRIS Services
	EFTE
	952,834
	1,057,761
	479,561

	10093
	Labour Relations
	EFTE
	204,153
	376,920
	170,885

	10094
	Group VP Corp. Resources
	SCER/2 x 60%
	583,818 
	1,169,062
	79,274

	10100
	Northern P/I. Development
	NA
	480,095 
	800,995
	-

	10115
	G Projects
	NA
	689,000 
	689,000
	-

	10107
	Planning & Dev. (renamed from prior year)
	TE
	1,424,461 
	2,452,743
	158,830

	10109
	Planning & Business Development
	Not Allocated
	1,834,028 
	2,409,859
	-

	10110
	Gas P/L. Development
	NA
	799,914
	1,521,118
	-

	10116
	H Projects
	NA
	775,000 
	775,000
	-

	10011
	Group VP Gas Strategy & Corp Dev
	Not Allocated
	1,187,220 
	2,067,736
	-

	10108
	Ontario Business Development
	TE
	1,019,156
	1,416,158
	342,045

	10118
	Corp Climate Change
	TCER
	83,000 
	115,000
	33,243

	10112
	Acq. & Corp Dev Projects – “A” Project
	NA
	2,325,600 
	2,325,600
	-

	10112
	A& G Projects Capitalized
	NA
	(1.744,200) 
	(1,744,200)
	-

	
	Non-Corporate Allocations (Note 1)
	NA
	-
	5,115,427
	-

	
	
	Total
	35,293,262
	
	6,916,039

	(1) Represents allocations attributable to Other Business Units with direct employees in the Calgary Office

	
	
	
	
	
	


	General Expenses
	
	
	
	
	

	
	Audit Fees
	DC
	1,800,000 
	1,800,000
	512,333

	
	Insurance Premiums
	DC
	25,172,977 
	25,385,743
	4,484,000

	
	Directors Fees and Expenses
	SCER/2
	2,465,000 
	2,465,000
	278,584

	
	Legal Fees
	SCER/2
	500,000 
	500,000
	56,508

	
	Secretarial Fees
	FCER
	1,425,000 
	1,425,000
	313,575

	
	Business Taxes
	RA
	209,505 
	-
	-

	
	Rent & Leases
	RA
	3,904,863 
	-
	-

	
	Industry Associations
	RA
	335,350 
	160,050
	-

	
	Depreciation – Other Corporate
	RA
	3,869,106 
	0
	-

	
	Depreciation – Risk Management System  (50%)
	Usage
	467,241 
	467,241
	71,698

	
	Employee Benefits
	Corp Salaries
	6,404,845 
	-
	-

	
	Other Employee Benefits
	Corp Salaries
	4,969,002
	-
	-

	
	Stock Based Compensation
	Granted + Salaries
	4,400,000
	3,011,508
	680,838

	
	Stock Appreciation Right (SAR)
	NA
	(1,250,000
	(1,250,000)
	-

	
	
	
	 54,672,889
	33,964,542
	6,397,537

	
	
	
	
	
	

	Direct Charges
	
	
	
	
	

	
	Sox 404
	DC
	2,000,000
	2,000,000
	70,558

	
	EPI Charge
	RA
	2,682,574 
	23,000
	0

	
	EGD Charge
	Not Allocated
	
	215,000
	-

	
	
	
	 4,897,574
	2,238,000
	70,559

	
	
	
	
	
	

	
	
	
	
	
	

	Total
	
	
	94,863,574
	94,863,725
	13,384,135


Notes

Column 2, List of allocations to EGD per Table 7.3.1 of Deloitte review; the highlighted categories are applicable to Gazifère, per GI-4, Doc 7.3 (see also Appendix E-2). 

Column 3, Deloitte cost driver/allocators per Glossary, p. 64 of Deloitte Review (see below also).

Column 4, EI 2004 Department Budgets based on EI Allocation methodology per GI-4, Doc 7.2,  R-3537-2004.

Column 5, EI 2004 Department Budgets per Deloitte Review Table 7.4.1, p. 63 column 4 after loading support department costs and reallocations.

Column 6, 2005 allocation to EGD as developed by Deloitte (for information only).

Table  D.2  Key to Cost Driver Codes

	Glossary
	

	CFTE
	Corporate FTE

	COFTE
	Calgary Office FTE

	Corp Salaries
	Corporate Department Salaries

	DC
	Direct Charge

	EFTE
	Enterprise FTE

	EFTE/2
	Enterprise FTE divided by 2

	FCER
	First Capital Employed Ratio

	RA
	Reallocated to other Corporate Departments

	SCER
	Second Capital Employed Ratio

	SCER/2
	Second Capital Employed Ratio divided by 2

	TCER
	Third Capital Employed Ratio

	TE
	Time Estimate

	Usage
	Business Unit usage of risk management system


Prepared by ECS based on Table 7.3.1 from Deloitte Review.

APPENDIX E:     APPLICATION OF DELOITTE METHODOLOGY TO GAZIFÈRE

Table E.1  Calculations of FCER, SCER, TCER And EFTE For Gazifère 2003

	Capital

Component
	EI per 2003

Statements

$ million
	EI Adjusted

Capital

$ million
	Gazifère

GI-9 Doc 3.1

R 3537-2004

$ million
	Ratio

	First Capital Employed Ratio (FCER)

	ST debt
	709.1
	N/A
	0.02
	N/A

	LT Debt
	5,995.5
	N/A
	35.74
	N/A

	Equity
	4,126.0
	N/A
	26.75
	N/A

	Capital employed
	10,830.6
	N/A
	62.521
	0.00577

	Second Capital Employed Ratio (SCER)

	ST debt
	709.1
	992.8
	0.02
	

	LT Debt
	5,995.5
	7,555.7
	35.74
	

	Equity
	4,126.0
	4,884.4
	26.75
	

	Capital employed
	10,830.6
	13,432.9
	62.521
	0.00465

	Third Capital Employed Ratio (TCER)

	ST debt
	709.1
	992.8
	0.02
	

	LT Debt
	5,995.5
	7,555.7
	35.74
	

	Equity
	4,126.0
	1,955.0
	26.75
	

	Capital employed
	10,830.6
	10,503.5
	62.521
	0.00595

	

	Estimate of EFTE Allocator for Gazifère

	Total EFTE
	3,986
	
	54
	0.0136

	Percentage 
	100%
	
	1.36%
	1.36%

	
	
	
	
	


Notes:

ECS calculations based on Deloitte calculations for EGD in RP-2003-0203.

Exhibit I, Tab 18, Schedule 129 and Deloitte Review Section 6.4.4.3, p. 55.

APPENDIX E

Table E.2  ECS Estimate of 2004 and 2005 Cost Allocation to Gazifère Based on Deloitte Interim Methodology

	EI Department/

Function


	EI Cost Driver

Per Corporate 

Procedure
	Deloitte Cost

Driver


	EI Allocation

To Gazifère

2004 as filed

GI-4 Doc 7.3
	ECS Estimate of EI 

Allocation to Gazifère

2004 using Deloitte

Methodology
	ECS Estimate of EI

Allocation to 

Gazifère

2005 Using Deloitte

Methodology

	(Column 1)
	(Column 2)
	(Column 3)
	(Column 4)
	(Column 5)
	(Column 5+3%)

	Taxation (Calgary)
	Time Estimate
	TE
	1,920
	3,910
	4,028

	Total Compensation
	Enterprise FTE
	EFTE
	13,968
	21,366
	22,007

	Employee Development
	Enterprise FTE
	EFTE
	3,132
	4,654
	4,794

	Treasury
	Time Estimate
	TE
	15,216
	29,404
	30,286

	CEO
	Capital employed
	RA
	6,466
	-
	0

	CIO
	Enterprise FTE
	EFTE/2
	27,792
	21,959
	22,617

	Corporate Aviation
	Capital Employed
	SCER/2
	11,160
	9,600
	9,888

	Corporate IT Ops
	Corporate FTE
	RA
	5,952
	-
	0

	Corporate IT Projects
	Corporate FTE
	TCER
	4,308
	12,746
	13,128

	Supplier Management
	Capital Employed
	TCER
	1,548
	2,886
	2,973

	Investor Relations
	Time Estimate
	FCER
	5,616
	16,776
	17,279

	CFO
	Capital Employed
	RA
	2,460
	-
	0

	Corporate Controller
	Capital Employed
	RA
	11,340
	-
	0

	Corporate Admin
	Calgary Office FTE
	RA
	9,564
	-
	0

	Public Affairs /

Corporate Communic.
	Capital Employed
	FCER/EFTE
	12,516
	16,902
	17,409

	Records Management
	Capital Employed
	TCER
	1,632
	3,148
	3,242

	Audit Services (Calgary)
	Capital Employed
	SCER
	2,724
	4,337
	4,467

	Corporate HR
	Enterprise FTE
	EFTE/2
	8,820
	8,815
	9,080

	HRIS Services
	Enterprise FTE
	EFTE
	12,960
	14,386
	14,817

	Labour Relations
	Enterprise FTE
	EFTE
	2,772
	5,126
	5,280

	Group VP Corp. Resources
	Capital Employed
	SCER/2x0.6
	3,264
	1,631
	1,680

	Planning & Development
	Time Estimate
	Not Allocated
	3,117
	-
	0

	General Expense
	

	Directors Fees& Expenses
	Capital Employed
	SCER/2
	13,800
	5,731
	5,903

	Legal Fees
	Capital Employed
	SCER/2
	10,776
	4,476
	4,610

	Business Taxes
	Calgary Office FTE
	RA
	624
	-
	-

	Rent and Leases
	Calgary Office FTE
	RA
	11,712
	-
	-

	Industry Associations
	Capital Employed
	RA
	1,884
	-
	-

	Depreciation
	Capital Employed
	RA
	21,672
	-
	-

	Employee Benefits
	Corporate FTE
	Corp Salary
	33,948
	-
	-

	Other Employee Benefits
	Corporate FTE
	Corp Salary
	26,340
	-
	-

	EPI Head Office Support
	Corporate FTE
	RA
	14,540
	-
	-

	TOTAL
	
	
	303,543
	187,852
	193,487

	


Notes

Column 1, Rows Correspond to GI-4, Doc 7.3, Requête 3537-2004

Column 2, EI Cost Drivers per GI-4, Doc 7.2, p. 15 and EGD, Exhibit A6, Tab 17,

Schedule 2, pp. 11-12, RP-2003-0203 before the OEB

Column 3, Deloitte Cost Drivers per EGD, Exhibit A6, Tab 17, Schedule 3, pp. 11-12, 

RP-2003-0203 before the OEB (see also Appendix D, Table D.2)

Column 4, Allocations per GI-4, Doc 7.3, Requête 3537-2004

Column 5, Estimates derived by prorating allocations to Gazifère based on Deloitte Cost Drivers in Appendix D 

herein and Tables 7.3.1 and 7.4.1 based on Exhibit A6, Tab 17, Schedule 3, pp. 11-12, RP-2003-0203

 before the OEB --“Deloitte Review”.
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� Dr. Roger Higgin is an Associate Senior Consultant and Ms Brigid Rowan is an Associate Consultant with Econalysis Consulting Services Inc. ECS specializes in providing assistance and advice to public interest intervenors in Canadian regulatory proceedings. Please see � HYPERLINK "http://www.econalysis.ca" ��www.econalysis.ca� for information on ECS and the consultants’ full curriculum vitae.


� Régie-3397-98, Evidence of Mark Drazen, Lynn Pearson on behalf of Option consommateurs and FNACQ, August 1998, p. 11.


� OEB Decision E.B.R.O. 497-01, paragraph 2.1.5, p. 11


� OEB Decision with Reasons EBRO 497-01, Board summary of evidence of Dr. Joannes M. Bauer presented on behalf of OCAP et al, November 12, 1998, p. 6.


� Evidence of Dr Bauer in RP-1999-0017


� D-99-09, pp. 6 and 35.


� For source of the figures in the calculation, see D-2002-48, pp. 33-35, including footnote 100 on p. 35.


� We note that in the current application (GI-4 Doc 1, p. 1, line 14) Gazifère indicates that     the total O&M for 1999 was $4,279,900.  This number is derived from the regulatory closing of the books for 1999 (R-3441-2200). Our evidence was prepared with Régie-approved Total O&M, as referenced in the yearly Régie decisions on Gazifère rate case. This is because the revenue requirements and rates are based on Régie-approved O&M numbers.


� According to footnote 100 in D-2000-48, p. 35, the 3,634,500 figure was derived from the an adjustment of the proposed base in Gazifère’s evidence 3,694,600 less 149,300 imputed to ANR charges by the Régie plus the 86,100 originally imputed for ANR by Gazifère. However, 3,694,600 - 149,300 + 86,100 = 3,634,400, which is what we derive from our calculations based on the numbers in the Decision. Nonetheless, the approved amount is 3,634,500. This is the amount used as a base for the O&M formula. The $100 difference may be due to a rounding error, and is negligible.


� GI-19, Doc 2, pp 7-8,  Response 6.2


� R-3537-2004, GI-4, Doc 7, p. 1, row 1, column 4.


� ECS estimates this to be $110,000-$115,000 (see below Part 2).


� GI-4 Doc 1, p. 1, Requête 3537-2004


� GI-4, Doc 1, p. 1, Requête 3537-2004


� GI-4, Doc 7.3, p. 1, Requête 3537-2004


� GI-18, Doc 2, Response 3.2


� GI-4, Doc 7.2, pp. 1-24, Requête 3537-2004


� GI-11, Doc 1, p. 12 lines 28-30


� See p. 2 of 24, GI-4, Doc 7.2, Requête 3537-2004


� Ibid 14, p. 6 of 24


� GI-18, Doc 2, Réponse 3.2


� Deloitte Consulting Review, OEB Proceeding RP-2003-0203, Exhibit A6, Tab 17, Schedule 3, p. 66, Table 7.4.1


� GI-19, Doc 2, Réponse 8.4


� ibid.  Deloitte Review, Appendix 8, Section 8, p. 68
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						WorkSheet for Calculation of Gazifere TPBR O&M Expense

						Base Year		TPBR		TPBR		TPBR		TPBR		TPBR		COS vs TPBR

								Year 1		Year 2		Year 2		Year 3		Year 4		Rebasing

				(column 1)		(column 2)		(column 3)		(column 4)		(column 5)		(column 6)		(column 7)		(column 8)		(column 9)

				Fiscal Year		1999		2000		2001		2002		2003		2004		2005

				Formula  factor														TPBR		COS

						22,121		23,661		24,343		25,661		27,063		28,610		29,394		29,394

				Customer Growth % (Croissance)		n/a		0.07		0.03		0.05		0.05		0.05		0.03		n/a

				Inflation CPI %		n/a		2.45		2.88		1.38		3.35		1.80		2.50		n/a

				Productivity % (Productivité)		n/a		1.67		1.67		1.67		1.67		1.67		1.67		n/a

				Stretch Factor (FPA)		n/a		0.50		0.50		0.50		0.50		0.50		0.50		n/a

				Calculated O&M per formula*		3634.50		3885.10		4786.84		4996.84		5319.71		5590.77		5759.04		n/a

				Formula O&M per Evidence		3,634.5		3,794.80		$4,939.40		5,137.10		5,306.40		5,641.00		5,943.10		n/a

				Affiliate Charges		592.6		871		included		included		included		included		included		n/a

				Other Z factors**		535.2														n/a

				Regulatory Charges Deferrral Account						134.4		303.3		244.8		203.3		101.9

				DSM (less LRAM) Deferral Account								92.8		114		100.1		160.4

				Y2K Bug Deferral Account						32.9

				Total O&M $000		4,762.20		4,665.80		5,106.70		5,533.20		5,665.20		5,944.40		6205.4		6,568.80

				*Calculated by ECS using formula: Charges t+1 = Charges t {[1 + croissance – (productivité + FPA)] (1 + inflation)}± Z

				** For 1999, other Z factors are too numerous to list. They are broken down on p. X.

				O&M Cost Data		1999		2000		2001		2002		2003		2004		2005		Avg.% Change		% Change 2004-2005

																				1999-2004

				(column 1)		(column 2)		(column 3)		(column 4)		(column 5)		(column 6)		(column 7)		(column 8)		(column 9)		(column 9)

				Total O&M $000		4,762.20		4,665.80		5,106.70		5,533.20		5,665.20		5,944.40		6,568.80		4.6		10.5%

				Customers		22,121		23,661		24,343		25,661		27,063		28,610		29,394		5.3		2.7%

				O&M/customer $		215.3		197.2		209.8		215.6		209.3		207.8		223.5		-0.6		7.6%

				O&M/customer ($1999)		215.3		192.5		199.0		201.8		189.6		184.8		193.9		-2.9		4.9%

				%change t to t+1				-10.6		3.4		1.4		-6.1		-2.5		4.9

				% change for total O&M				-2.0		9.4		8.4		2.4		4.9		10.5

				% change total customers				7.0		2.9		5.4		5.5		5.7		2.7

				% change calc O&M/customer				-8.4		6.4		2.8		-2.9		-0.7		7.6

				% change O&M/customer in 1999$				-10.6		3.4		1.4		-6.1		-2.5		4.9
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						Base Year		TPBR		TPBR		TPBR		TPBR		TPBR		COS vs TPBR

								Year 1		Year 2		Year 2		Year 3		Year 4		Rebasing

				(column 1)		(column 2)		(column 3)		(column 4)		(column 5)		(column 6)		(column 7)		(column 8)		(column 9)

				Fiscal Year		1999		2000		2001		2002		2003		2004		2005

				Formula  factor														TPBR		COS

						22,121		23,661		24,343		25,661		27,063		28,610		29,394		29,394

				Customer Growth % (Croissance)		n/a		0.07		0.03		0.05		0.05		0.05		0.03		n/a

				Inflation CPI %		n/a		2.45		2.88		1.38		3.35		1.80		2.50		n/a

				Productivity % (Productivité)		n/a		1.67		1.67		1.67		1.67		1.67		1.67		n/a

				Stretch Factor (FPA)		n/a		0.50		0.50		0.50		0.50		0.50		0.50		n/a

				Calculated O&M per formula*		3634.50		3885.10		4786.84		4996.84		5319.71		5590.77		5759.04		n/a

				Formula O&M per Evidence		3,634.5		3,794.80		$4,939.40		5,137.10		5,306.40		5,641.00		5,943.10		n/a

				Affiliate Charges		592.6		871		included		included		included		included		included		n/a

				Other Z factors**		535.2														n/a

				Regulatory Charges Deferrral Account						134.4		303.3		244.8		203.3		101.9

				DSM (less LRAM) Deferral Account								92.8		114		100.1		160.4

				Y2K Bug Deferral Account						32.9

				Total O&M $000		4,762.20		4,665.80		5,106.70		5,533.20		5,665.20		5,944.40		6205.4		6,568.80
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