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INTRODUCTION

Option Consommateurs and Association Coopérative d’Economie Familiale de l’Outaouais (OC-ACEF) have engaged ECS
 to provide an independent commentary on matters related to their intervention in Gazifère’s 2006 rate application, Requête 3587-2006 – Phase 2. The ECS consultants who prepared this evidence are Dr. Roger Higgin and Dr. James Wightman.

Specifically, OC-ACEF have asked ECS to provide comments on the proposed Incentive Regulation Mechanism (IRM) of Gazifère Inc, as set out in the evidence at GI-9 and GI-10:
1. How the proposed Incentive Regulation meets the objectives of the company, ratepayers and the Régie regarding light handed regulation of Gazifère, including stability and fairness of rates and reduced regulatory burden and costs.

2. The specifics of the proposed Revenue Cap/Revenue Requirement indexing proposal and formula with a focus on key parameters such as:

 -Quebec Consumer Price Index (QCPI) vs. other indices such as Gross Domestic Product Implicit Price Index (GDP-IPI);

 -the discount factor (d) as a productivity challenge compared to Total Factor Productivity-based   productivity offsets, including stretch factors;

-the Cost of Capital Adjustment Factor (R) as an exogenous variable; and

-the Earnings Sharing (ES) mechanism and its relationship to Service Quality performance.

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.
Since that time he has, inter alia, provided consulting advice to public interest intervenors on regulatory matters, including Incentive Regulation/PBR for both gas and electric utilities. Dr. Higgin filed evidence of behalf of OC-ACEF in Gazifère’s 2004-2005 rate application, Requête 3537-2004 and appeared as an expert witness in the related hearings.

Dr. Wightman has a PhD in Natural Resource Economics, has taught courses on economics at the University level and worked in the regulatory field for several years including at the Ontario Energy Board where he was responsible, inter alia, for advising the Board on matters related to the Comprehensive Performance-Based Regulation Plan for Union Gas Limited.
Curriculum Vitae are attached as Appendix B.
The evidence prepared by ECS is organized as follows:
1. Regulatory Objectives for Incentive Regulation 

The first part of the evidence addresses the key objectives for achieving the benefits of Incentive Regulation compared to Cost of Service Regulation (COSR) and whether the proposed Incentive Regulation Mechanism (IRM) proposed by Gazifère meets these objectives.
2. Proposed Incentive Regulation Mechanism for Gazifère
The second part of the evidence is focussed on the details of the proposed IRM, including the reasonableness of and the assigned values for, the parameters in the annual revenue requirement adjustment formula.
1.
Regulatory Objectives for Incentive Regulation
1.1  Background to Gazifère’s Performance Based Regulation (PBR)/Incentive Regulation (IRM) Mechanism
Experience with incentive regulation in Quebec includes the incentive mechanisms for Gazifère (2000-2004) and for SCGM (2000-2005).

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

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 déterminée 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, p. 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.

Dr. Johannes Bauer, an expert in PBR, testified in E.B.R.O. 497-01 regarding Enbridge Gas Distribution’s TPBR Plan and 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 the Union Gas CPBR case, the following key principle is directly relevant to this case:

·  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]

Objectives for the SCGM IRM 
The SCGM IRM was approved by the Régie following a negotiated Settlement between the utility and stakeholders. The Settlement included a statement of principles and objectives subscribed to by the parties.
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1.2  Comments on Gazifère’s Cost of Service Regulation during TPBR Plan 2000-2004
From 2000-2004 Gazifère operated under Cost of Service Regulation plus a Targeted Performance Based Regulation plan for setting its annual Operating and Maintenance (O&M) expense. 

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&M1999x[1+customer growth–(productivity+stretch factor)]x1+inflation]± Z

The largest component of Gazifère’s annual O&M Expense is Salaries and Wages comprising about $5.1 million of the total O&M expense of just under $6.4 million (2004-2005).
 Total O&M comprises approximately 40% of the annual distribution revenue requirement (not including the cost of gas).

The other components of Gazifère’s annual distribution Revenue Requirement were set by a cost of service review, including a formula-based cost of capital applicable to the return on common equity. The customer growth, O&M expense and total revenue requirement are shown in Table 1 and graphically in Chart 1.
Table 1  Estimate of Gazifère’sTotal Revenue Requirement and O&M Expense (per TPBR formula 2000-2004) 

	Formula  factor
	Base Year
	TPBR

Year 1
	TPBR

Year 2
	TPBR

Year 2
	TPBR

 Year 3
	TPBR

Year 4

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005

	
	
	COSR +

TPBR
	COSR +

TPBR
	COSR +

TPBR
	COSR +

TPBR
	COSR +

TPBR
	COSR

	Customer Growth %
	n/a
	6.51
	2.80
	5.14
	5.18
	5.41
	6.10

	Net Productivity %
	n/a
	2.17
	2.17
	2.17
	2.17
	2.17
	n/a

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

	O&M Expense
	
	
	
	
	
	
	

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

	Affiliate Charges
	592.6
	871
	included
	included
	included
	included
	n/a

	Other Z factors
	535.2
	0
	167.3
	396.10
	358.8
	303.4
	n/a

	Total O&M $000
	4762.20
	4,665.8
	5,106.7
	5,533.2
	5,665.2
	5,944.4
	6,392.5 

	Revenue Requirement
	
	
	
	
	
	
	

	Total RR $000 #
	n/a
	13,503
	14,511
	15,120
	15,120
	15,462
	16,315



Notes

* 2005 data based on R-3537-2004, GI-11, Doc 1, p. 11, lines 8-10.
# Revenue Requirement Approved by the Régie from GI-7, Doc 3, Response 1.2.
Throughout this evidence, fiscal years are used. e.g., 1999 refers to the period October 1, 1998 to September 30, 1999.

Chart 1 Gazifère Revenue Requirement and O&M Expense 1999-2005
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1.3  Historical Revenue Requirement and O&M Per Customer 2000-2005 
A commonly used gas utility benchmark for comparing costs such as the total distribution Revenue Requirement, or a specific sub-component of that revenue requirement, such as Operating and Maintenance (O&M) costs is 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 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. Nonetheless, it is illustrative to examine the data for Gazifère over the historic period 1999-2005 and compare these data to projected IRM costs for 2006 and beyond.

Table 2  Gazifère Cost per customer 1999-2005

	Cost Component
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	Avg. Annual Change 

	Revenue Requirement$000
	
	13,503
	14,511
	15,120
	15,120
	15,462
	16,315
	3.9%

	Total O&M $000
	4,762.20
	4,665.80
	5,106.70
	5,533.20
	5,665.20
	5,944.40
	6,392.5
	5.1%

	Customers 
	22,107
	23,238
	24,379
	25,186
	26,209
	27,703
	29,394
	4.9%

	Revenue Reqrmt /customer $
	
	581
	595
	600
	576
	558
	555
	-0.9%

	O&M/customer $ Current
	215.42
	200.78
	209.47
	219.69
	216.15
	214.58
	223.47
	0.2%

	O&M/customer $1999
	215.3
	192.5
	199.0
	201.8
	189.6
	184.8
	193.9
	-2.1%


Note:  Data from Appendix A . Calculations by ECS.

Chart 2 Gazifère Cost  per Customer 1999-2005
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TThe chart above shows that the combined effect of the TPBR plan and Cost of Service Regulation 
was to constrain distribution cost increases per customer during the period 1999-2005. 
O&M per customer, decreased in real terms during the TPBR plan period (2000-2004). In addition, the overall cost (revenue requirement) per customer has decreased from 2000-2005 (nominal $).
1.4 Service Quality Under COSR/TPBR 2000-2005
Under COSR/TPBR Service Quality was measured by a set of four indices. Gazifère provided a summary of historic performance in IR Response GI-7, Doc 3, Response 11.1:
	Indices de qualité
	Indices de performance
	2000-2001
	2001-2002
	2002-2003
	2003-2004
	2004-2005

	Entretien préventif
	Respect du programme d'entretien préventif
	100%
	100%
	100%
	100%
	100%

	Rapidité de réponse aux situations d'urgence
	Réponse à l'intérieur d'un délai maximal de 35 minutes
	94,10%
	97,21%
	95,10%
	94,67%
	92,57%

	Fréquence de lecture des compteurs
	Pourcentage des compteurs lus selon la politique 
	96,25%
	98,03%
	97,40%
	97,95%
	94,90%

	Rapidité de réponse aux appels téléphoniques
	Réponse aux appels téléphoniques en 30 secondes ou moins
	86,75%
	90,42%
	93,50%
	93,08%
	93,33%

	Indice global (moyenne arithmétique)
	
	94,28%
	96,42%
	96,50%
	96,43%
	95,20%


The data indicate that service quality as measured by the four Service Quality Indicators (SQIs) has been maintained overall, with improvements in telephone response and a slight decrease in emergency response time.
1.5 Comments on Objectives for Proposed Gazifère IRM

1.5.1 The Case for IRM vs. COSR

Gazifère has set out its objectives for an IRM in GI-9, Doc 1 at page 1:
This rate-setting method proposed is designed to lighten the regulatory process, give the distributor an incentive to improve performance, while serving customer interests and providing sufficient regulatory oversight. The Company believes that the simple adjustment mechanism proposed is easy to understand, easy to apply and will result in stable and predictable rates for the term of the plan. 
(Emphasis added)
Our comments are based on experience with similar IRMs in Ontario. 

When considering whether to switch from Cost of Service Regulation (COSR) to Incentive Regulation, the regulator generally adopts the principle (as expressed by Dr. Bauer above) that both the utility and its shareholder and ratepayers will, at a minimum, be no worse off.

Dr. Lowry
 concludes that:
While results to date have been encouraging, the state of the art is not so far advanced that PBR is markedly superior to COSR in all cases. One problem area is risk. Compared with COSR, PBR will often expose utilities to more conventional business risk. 

and

Our analysis suggests that the advantages of PBR over COSR depend on the particulars of its application. PBR will generally be more advantageous to the extent that effective COSR is unusually costly. For example, when the unit cost of utilities is rising due to brisk input price inflation, frequent rate cases are required to compensate utilities under COSR whereas PBR can offer automatic inflation adjustments.

The regulator usually expects to be presented with a regulatory business case for the change from COSR to IRM. Part of that case includes:
a) Evidence on the current level of, and changes to, total distribution costs (and average rates) under COSR. 
This evidence may also include benchmarking the utility revenue requirement per customer relative to other gas distributors. Pacific Economics Group (PEG) (Dr. Lowry et al) have made a successful consulting practice based on advising utilities on Incentive Regulation and also benchmarking operating and total utility costs to other utilities.

Gazifère has not provided this information. Rather we have proved our estimates in Section 1.3 above. 
b) Evidence on the actual achieved shareholder returns under COS regulation.  
Gazifère has provided this evidence in response to information requests at GI-13, Doc1, UMQ response 11.1. This response demonstrates that from 2000-2004, Gazifère exceeded its allowed return on equity, except in 2003, and the average return over the period was 240 basis points above the allowed return.
	Année témoin
	Taux de rendement autorisé
	Taux de rendement réalisé
	Difference*

	1999-2000
	10,13 %
	15,14 %
	5.0%

	2000-2001
	10,01 %
	12,10 %
	2.1%

	2001-2002
	10,08 %
	12,32 %
	2.2%

	2002-2003
	10,30 %
	9,90 %
	-(0.4)%

	2003-2004
	9,86 %
	12,97 %
	3.1%

	Average 
	
	
	2.4%


* Calculated by ECS- not part of GI-13, Doc 1, Response 11.1.
c) Evidence regarding reduced regulatory burden and costs (regulatory efficiency) under IRM compared to Cost Of Service Regulation. 

Gazifère has not provided any evidence to support the claim that IRM will lead to greater regulatory efficiency. In response to an OC-ACEF information request (GI-7, Doc 3, response 1.1), Gazifère has provided only the historic regulatory costs below:
	Description
	1999-2000
	2000-2001
	2001-2002
	2002-2003
	2003-2004
	2004-2005
	Average* 

	Frais associés aux audiences des causes tarifaires (1)
	295 000
	193 000
	180 000
	98 000
	51 000
	218 000
	172,000

	Nombre de jours d’audience
	10
	5.5
	3
	0 (2)
	0 (2)
	3.5
	3.7


Note : (1) Ces frais correspondent aux frais liés aux audiences des causes tarifaires, soient les frais du procureur de Gazifère, des intervenants, de sténographe et d’interprète.  Ces frais sont directement liés au nombre de jours fourni à la ligne deux de ce tableau.


(2) Ces causes tarifaires ont été traitées sur dossier. 

* Calculation by ECS – not part of GI-7, Doc 3, Response 1.1.
A comparison with the annual O&M Cost and total Revenue Requirement in Table 2 indicates that in 2004-2005, Regulatory Expenses comprised about 3.3% of O&M and  1.3% of the Total Revenue Requirement.

d) Evidence on planned improvements in Service Quality. 
Gazifère has provided only historic data and not provided any projections for 2007-2010.
1.5.2  Proposed IRM : Type and Complexity; Rate Cap Versus Revenue Cap IRM
Assuming that an Incentive Regulation Mechanism for Gazifère is superior to Cost of Service Regulation, then the first question is what type of incentive regulation is most appropriate? The choices are some form of Rate Cap or some type of Revenue Cap Mechanism.
Dr. Lowry
 presents the merits of rate caps and comprehensive revenue caps and concludes that revenue caps have certain features that in our opinion, appear to fit with the forward business risks cited by Gazifère. Specifically, comprehensive revenue caps:
· Reduce gains and losses due to demand fluctuations

· Stabilize revenue and reduce cost of capital

· Incent energy conservation.
The main concern expressed by Dr. Lowry is that regulatory costs may be higher than under a rate cap regime (but lower than under COSR).
However, in our view, compared to a Rate Cap IRM, a Revenue Cap IRM may expose residential ratepayers to somewhat greater risks if there is a loss of large volume customers and throughput. This risk should be taken into account when considering the values assigned to the IRM Formula index and the earnings sharing.
Gazifère’s IRM is set out in GI-9, Doc 1, pages 6-7. Page 13 presents the one-time adjustment for 2006: 

Proposed Revenue Adjustment Formula
The proposed formula adjusts the annual distribution revenue requirement, expressed on a per customer basis, by a portion of the forecast rate of inflation, and provides for adjustments for cost of capital, for certain pass-throughs, for exogenous factors, if they occur, and earnings sharing. That is: 

RRt= (RRt-1/ Ct-1)*(1+d(CPIQ)*Ct+R+Y+Z+ES
Where; 

RR = revenue requirement 

C = average number of customers 

d = is a discount coefficient which serves as a productivity challenge 

CPI = forecast rate of inflation using the Quebec Consumer Price Index 

R = cost of capital adjustment 

Y = pass throughs 

Z = exogenous factors 

ES = earnings sharing adjustment 

The revenue requirement for the test year is equal to the revenue requirement of the previous year divided by the average number of customers in the previous year, multiplied by a portion of the forecast rate of inflation for the test year, multiplied by the forecast average number of customers for the test year, plus adjustments for the cost of capital, pass-throughs, exogenous factors and earnings sharing. 

Reference Year 

The mechanism is based on the revenue requirements of the 2005 rate case, determined according to the cost of service in the context of the application R-3537-2004, excluding the cost of gas and the deferral accounts (DSM, LRAM and regulatory expenses). The cost of gas will be settled through the quarterly rate adjustment mechanism. 
(…)

One-Time Adjustment For The Year 2006 

Since 2006 is a special year, Gazifère will add to the result of the formula the exceptional expenses that are not part of the distribution revenue requirements approved in the 2005 rate application. These expenses are: rent increase (Gazifère moved in December 2005), dispatch 24/7 (operational change), moving expenses, EnVision costs, and the increase in amortization due to the fact there are no more contributions (account 475) to be amortized in 2006. In year 2 (2007), these expenses will be an integral part of the distribution revenue requirements that will serve as the base to which the indexing will be applied; the one-time moving cost will, however, be excluded. 

The degree to which Gazifère’s stated objectives for the IRM will be achieved is, to a significant degree, dependent, among other factors, on the benefit to ratepayers, the simplicity/complexity of the IRM, its ability to deal with unforeseen circumstances and also its practical operation in terms of resetting the values and assumptions for the rate years 2007-2010.
A side by side comparison of the main features of the current SCGM IRM is useful, although we do not necessarily point to SCGM’s IRM as a model of simplicity and low regulatory burden.

Table 3  Comparison of Parameters in SCGM’s IRM with Gazifère’s Proposed IRM 
	Parameter
	SCGM’s CURRENT IRM
	GI’S PROPOSED IRM

	Inflation
	Quebec CPI for last 12 months, ending on July 31
	Quebec CPI/Average Inflation Forecast as of May 1

	X Factor
	0.5%
	No X factor;  CPI-X formulation replaced by an inflation discount coefficient of 0.89.

	Exclusions/Y Factors
	Costs of PGEE; revenue losses related to the PGEE; effect of variances in transmission and load-balancing rates; choice of new transmission or load-balancing tools; stranded costs from unbundled services.
	Upstream expenses: gas supply, transportation and balancing; deferral accounts (regulatory expenses, energy efficiency program expenses, LRAM, PBR, EnVision); cost of service impact of major investment projects over $450,000 approved separately by the Régie; impact of the weather normalization account.

	Exogenous/Z Factors
	Effect of weather on revenues; effect of changes in interest rates on the cost of capital (debt, equity and taxes) calculated on the capital structure
	Impact of regulatory decisions and orders, for example, a change in amortization rates; impact of changes in accounting requirements 



	Sharing Customers/Distributor

· Year beginning

· Year end
	Symmetric

50:50

75:25 (if the authorized rates generate at surplus)
	Asymmetric-no sharing of losses. 

Corporate earnings in year X, as determined in the 1st Q of X+1 are used to reduce RR for X+2, as follows:

ROE - 100 bp: 100% GI

next 250 bp: 50:50

beyond 350 bp: 100% customers 

	Review for Major Events
	No reviews even if overearnings = 350 basis points (bp)
	GI can apply to the Régie to make a COS application if “continued use of the mechanism produces results that threaten the financial viability of the company”. 

	FEÉ Contribution
	30%
	No FEE-style fund is being proposed for GI.

	FEÉ Contribution Holiday
	Holiday if interest > expenses

Review if interest > balance 

or balance < budget
	N/A

	CASEP (Account to Assist with Substitution of More Polluting Energy Sources)
	$1,000,000 non-exclusion
	No such account is part of the GI IRM.

	Incentive Related to the PGEÉ
	None 
	None

	Term
	Oct 1, 2004 – Sept 30, 2009
	Jan 1, 2006 – Dec 31, 2010

	Renewal
	Overall evaluation and addition of an evaluation grid after the 3rd rate case (2006) under this 2nd IRM
	Similarly, as soon as possible in the fourth year (2009), once 3 years of results are available, the mechanism will be evaluated with a view to its renewal. 

	Base Rate of Return


	Determined according to formula
	Determined according to formula

	Cost of Capital Adjustment
	Cost of capital is an exogenous variable ( Equity Only)
	Formula (GI-10, Doc 2.2)

Weighted Average Cost of Capital (WACC)

	Transmission, Load-Balancing Components in IRM
	IRM applies to transmission and load-balancing as well as distribution 
	IRM applies to only distribution revenues.


Note: Source of SCGM data: D-2004-41, Annexe I, p 20, Annexe 2, pp 9-14, and D-2004-196, p 13; source of GI data: GI-9, Doc 1 and GI-10, Doc 2.2.
It is our view that the proposed Gazifère IRM has certain characteristics that will diminish the realization of the full benefits of such an IRM for the Company, its ratepayers and the Régie. We will elaborate on our concerns below in Part 2 of this evidence.
1.6  2006 Revenue Requirement
2005 Rebasing
The rebasing of O&M expenses following Gazifère’s TPBR Plan, occurred in 2004-2005. 
In D-2005-58, the Régie approved an overall 2004-2005 revenue requirement of $16,315,000,  including O&M expense of $6,392,473. 
In the current proceeding, Gazifère is requesting a series of adjustments to the 2005 revenue requirement to arrive at the 2006 base for its proposed IRM. The first group of adjustments are known as exclusions or Y factors and are calculated outside of the adjustment formula. These exclusions are listed in Exhibit GI-9, Doc 1, page 9. 
The 2006 Exclusions are listed in Exhibit GI-10 Doc 2.3:  
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In order to arrive at the final 2006 revenue requirement, certain one time extraordinary costs (similar to Z factors) are to be added to the resulting 2006 formula revenue requirement to arrive at the total 2006 revenue requirement. These one-time costs are listed in Exhibit GI-9, Doc 1, p 12, as follows: 
rent increase (Gazifère moved in December 2005), dispatch 24/7 (operational change), moving expenses, EnVision costs, and the increase in amortization due to the fact there are no more contributions (account 475) to be amortized in 2006. In year 2 (2007), these expenses will be an integral part of the distribution revenue requirements that will serve as the base to which the indexing will be applied; the one-time moving cost will, however, be excluded
. 
1.7  Conclusions on Regulatory Objectives for the Proposed Gazifère IRM


Gazifère has not provided appropriate evidence that shareholders and ratepayers will be better off, or at least no worse off, under the proposed IRM than under continued cost of service regulation. Our review indicates that the historic period 2000-2005 was a period where under COSR plus TPBR regulation, ratepayers saw distribution costs per customer go down and service quality was maintained, while the shareholder realized actual returns on equity significantly above allowed levels. 

In order to better this record, the proposed IRM will have to provide improved customer benefits and greater regulatory efficiency. This is discussed in Part 2 of our evidence. 
2. Review of Proposed Incentive Regulation Mechanism for Gazifère
The second part of our evidence focuses on three key concerns with Gazifère’s proposed Revenue Requirement indexing formula under the IRM:
· The Discount Factor d as opposed to a true Productivity Offset/Challenge;

· The Cost of Capital Adjustment Factor R as an exogenous parameter; and

· The Earnings Sharing Mechanism ES, including the link to Service Quality.
We also have certain additional comments on the regulatory efficiency of some of the features of the proposed IRM.
2.1 Use of a Discount Factor

The primary concern with the Gazifère IRM proposal is the use of a discount factor d relative to QCPI rather than a more usual X factor based on Total Factor Productivity (TFP).
For any given year, the TFP essentially indicates the output per unit input (where an index is used to measure the level of input for the case of multiple inputs); over time, productivity changes are measured by the changes in this ratio.  For example, if, from one year to the next, the index of input use increased by 2% while output increased by 3.5%, we would say there had been a TFP increase of 1.5%.  If, however, for the same increase in input usage, output increased by 2%, we would say there had been no productivity improvement.  

In considering the appropriateness of Gazifère’s proposed discount factor of 0.89, it is useful to recall what the X-factor is intended to capture in an IRM that relies on CPI-X adjustment throughout its term, because the proposed discount factor is taking the place of the more conventional X factor and it is being used in conjunction with the Quebec CPI.

Generally, an IRM seeks to replicate, for the regulated firm, the economic environment in which a competitive firm operates and, in doing so, capture the societal benefits associated with a competitive industry.  In an IRM that employs CPI-X adjustments, the appropriate X-factor should provide a challenging yet attainable goal for the utility that delivers gains to consumers relative to alternative regulatory regimes.  The key input data required for calculating the X-factor are provided by the answers to the following three questions:

(i) “To what extent can the regulated firm attain future productivity improvements relative to other firms or industries in the economy?”;  

(ii) “To what extent will the regulated firm face lower input price inflation than other industries in the economy?”;
 and

(iii) “To what extent is an additional “customer dividend” or “stretch factor” appropriate?”

For example, if it were to be determined that the regulated firm could reasonably achieve a productivity improvement of 3% while facing input price inflation of 1%, while competitive industries could be expected to achieve a productivity improvement of 2% while facing input price inflation of 1.5%, then the appropriate X-factor, ceteris paribus,
 for the regulated firm would be (3-2) + (1.5-1) = 1.5%, assuming no stretch factor was to be provided.

In determining the answers to (i) and (ii) above, historical data are often used -- especially when there are no structural changes expected -- to form a basis for an X factor going forward.  With respect to the productivity component of the X factor, in going from a COSR regime to an IRM regime, given the stronger incentives for productivity improvements under the latter, it would be reasonable to expect better-than-historical productivity performance going forward.
  

With this background in mind, we interpret Gazifère’s proposal for a discount factor “d” of 0.89, which the pre-filed evidence indicates would be equivalent to an X factor of 0.2 when the CPI = 1.8%
 as follows: 

(i) When inflation is forecast (using the Quebec CPI) to be exactly 1.8%, the total benefit to ratepayers on a per customer basis, for productivity improvements, input price differential, and stretch factor would be a 0.2% reduction.  For lower forecasted inflation, the ratepayer benefit would be less, but as long as forecasted inflation were greater than 0.0%, revenue per customer would increase, year over year.
  

(ii) Under inflation forecasted to be 1.8% (or anywhere nearby), the implied X factor in Gazifère’s proposal is far below the productivity of 1.67% and the stretch factor of 0.5% approved by the Régie for Gazifère’s TPBR plan, 2000-2004.

(iii)  Under inflation forecasted to be 1.8% (or anywhere nearby), the implied X factor in Gazifère’s proposal is far below all of the X-factors cited by Dr. Lowry in Table 1, “X Factors Approved By North American Regulators For Gas And Electric Utilities” at page 55 of his report entitled “Second-Generation Incentive Regulation for Ontario Power Distributors,” which was filed as Exhibit GI-7, Doc 3.3 by Gazifère in response to interrogatory 2.1 by OC-ACEF.

(iv) Under inflation forecasted to be 1.8% (or anywhere nearby), the implied X factor in Gazifère’s proposal is at the low end of the estimated TFPs by Gazifère’s consultant, Mr. Seal, as reported on page 10, at Table 4, using “Customer” as the index of output. If the Regie accepts that the gains to ratepayers are solely to be in the form of some share of productivity increases (and no correction for the input price differential and no stretch), use of the proposed discount factor implies that Gazifère can only be reasonably expected to become only 0.2% more productive per year.  The TFP estimates provided by Mr. Seal range from 0.1% to 2.6% and, even in the absence of any correction for input cost inflation differential, the proposed implicit 0.2 factor seems to argue that the benefits of the plan to ratepayers are minimal, and perhaps negative, when compared with continued COSR.

(v) Compared to the use of a CPI – X adjustment with explicit and tested components of the X factor for productivity growth, input price differential, and stretch, Gazifère’s use of a d-factor as proposed is not transparent with respect to the assumed sub-components that would support an explicit d-factor.  Further, the proposed construct implies changing assumptions regarding these sub-components and this implicit assumption is not supported by GI’s evidence.
  Finally, in this respect, at a high level we note that the fixed d-factor of 0.89 implies a fixed relationship between inflation and revenue requirement which has not been supported.

Conclusions

1. Gazifère has not justified the use of their proposed d-factor of 0.89.

2. The implied productivity target at any recent forecast of inflation is anaemic and does not argue as to the benefits of the proposal to ratepayers.

3. If the Régie wishes to use an escalator for a revenue per customer IRM, using a CPI – X adjustment would be preferable to the proposal.  In this case, the Régie could approve a productivity factor component of the X factor based on the evidence before it; in addition, the Régie could seek the production of evidence with respect to an input price differential (i.e., over time, how have GI’s input costs tracked the output costs as measured by the CPI?); finally the Régie could approve an appropriate stretch factor.  The sum of these three components would yield an appropriate X-factor going forward.

4. Otherwise, the Régie, after weighing costs and expected benefits of GI’s proposed IRM and alternatives, may wish to continue with cost of service regulation. 
2.2 Cost of Capital Adjustment

As indicated on page 6 of Exhibit GI-9, Doc 1, in adjusting its revenue requirement per customer, Gazifère proposes to account for a cost of capital adjustment by means of an “R factor” to reflect changes in the market rate of interest and the derived allowed cost of equity, both of which, it is agreed, are beyond the control of Gazifère, i.e.  Gazifère is proposing that the Cost of Capital be treated, in essence as an exogenous factor.

GI-10, Doc 2.2 shows this adjustment and the forecast Weighted Average Cost of Capital (WACC) for 2006.  For test years 2007-2010, the base amount of the WACC, on a before tax basis, will be adjusted annually to reflect  the forward forecast of debt and equity rates and the difference in cost added to or deducted from the formula revenue requirement.  GI proposes no adjustments for any changes in tax rates affecting interest deductibility.  

This proposal is, to our knowledge, unique in terms of IRMs that have been approved in Canada.  GI confirms it is also unparalleled in Canadian experience: in response to interrogatory request 8.1 by OC-ACEF, GI replied that “[a]t this time, the Company is not aware of another approved IRM which includes a Cost of Capital Adjustment like that proposed by Gazifère.”  

Furthermore, most IRMs do not include an exogenous capital adjustment factor that includes short term debt costs, since this usually comprises less than 10% of Capital (only 5% in this case).

In our view the utility Capital structure and embedded cost of long term debt of a utility are generally stable over the relatively short term of an IRM. The main components that vary with market rates would be the short term debt rate and the allowed return on equity which, for most Canadian utilities including Gazifère, is based on a risk premium relative to risk-free long Canada bonds. 

It is our understanding that Gazifère relies on affiliated debt provided by Enbridge Gas Distribution at a premium.  We have not reviewed this arrangement, but our view continues to be that long-term debt should be viewed as an embedded cost of capital and should not be subject to an annual adjustment in debt rate during the term of the IRM. 

Further, in our view, as a matter of pure theory, there is no need for such an adjustment in a comprehensive IR plan that escalates revenues per customer based on an index of output prices such as the CPI or the GDP-IPI for the following reasons:

(i) Capital costs are included in the costs being escalated; and

(ii) Output price indices capture profits and debt costs.  The easiest way to see this is that with minor exceptions,
 the dollars paid by consumers for goods or services represent payments to all factors of production, including labour (wages), property owners (rental payments), debt holders (interest), and equity holders (profit).
  Furthermore, profits are by definition a residual, i.e., what is left from total revenues – which are the product of price and quantity – after paying all other costs.

The R factor is a significant complicating factor and our view is that after 2006 (which is in our view really a modified base year for the IRM), there should be no exogenous cost of capital adjustment, i.e. no R factor.  However, we acknowledge that the Régie has allowed  an annual cost of equity adjustment for SCGM.under its IRM.
Conclusion
In a comprehensive IRM that includes escalation by an index of prices such as the CPI, a further cost of capital adjustment is not necessary: To include such an augmentation to rates involves some degree of double counting.  

2.3 Earnings Sharing and Link to Service Quality
Gazifère has proposed an asymmetrical earnings sharing mechanism (ESM) with the shareholder bearing the risk of actual earnings falling below the approved ROE.  This mechanism is proposed as an added customer benefit, i.e., in addition to the use of the discount factor proposed to be applied to the CPI forecast.  

For any earnings above the allowed ROE, GI proposes a three-band structure, in which GI would (i) retain all earnings above the allowed ROE up to a deadband of 100 basis points (bp), (ii) share all earnings 50/50 with ratepayers for the next 250 bp, and (iii) credit all earnings in excess of ROE plus 350 bp to ratepayers.  The justifications
 for the three bands are (i) the first band is “an effective incentive for the utility to manage costs and seek efficiencies,” (ii) the second band provides an incentive to the utility while allowing ratepayers to share in efficiency gains, and (iii) the third band provides a safeguard against overearnings, effectively capping actual utility earnings at allowed ROE plus 225 bp. 

As a safeguard for the utility, GI can apply to the Régie to make a cost of service application if the financial viability of GI is threatened by continuing under its IRM.  As such, the proposal varies considerably from the earnings sharing mechanism currently approved for SCGM.
  

ECS makes the following comments with respect to this proposal:

(i) As this evidence shows earlier (Section 1.5.2), from 1999-2000 through 2003-2004, under a cost of service regime with no earnings sharing, the utility earned above the allowed ROE in all but one year, on average exceeding the allowed ROE by 240bp.  

(ii) While an ESM can be provided in an IRM as a ratepayer safeguard against misspecification of parameters, the ESM should not be used in an upfront attempt to correct for poorly specified parameters.

(iii) Notwithstanding the preceding observation, as a practical matter, if an ESM is approved, an asymmetrical ESM with a modest deadband applying to overearnings makes some sense as it avoids the earnings sharing exercise and its associated costs for cases where the overearning has been modest.  In this regard, a 50 bp deadband would suffice in the judgment of ECS.  A 50/50 sharing for earnings above the 50 bp deadband up to an overall cap would provide the utility with a financial incentive and ratepayers with a share of the gains.   If the overall cap determined by the Régie to be appropriate were to be reached in any year of an approved IRM plan, the Régie could consider a review of the plan to determine if the circumstance occurred due to stellar utility performance or, rather, inadvertent initial misspecification of the plan’s parameters.  In the latter case, either an off-ramp or a re-specification of the parameters would be appropriate.

(iv) In any IRM, there is always the possibility that the utility will reduce the quality of service in order to lower its costs and enhance its bottom line.  Reduction in quality is equivalent to an increase in price as the service received per dollar spent has decreased.  To provide some safeguard to ratepayer against this possibility, service quality indicators are usually proposed and/or approved.  

(v) A comparison of the SQIs proposed by GI in this proceeding and the SQIs approved by the Régie currently for SCGM are shown in the table below.
(vi) The most important difference between SCGM and Gazifère is that Gazifère does not have an overall customer satisfaction SQI. Addition of this SQI would provide an additional measure of information for ratepayers and the Régie.

(vii) SQIs should be set so, at a minimum, the utility can not decrease the quality of service below pre-IRM levels without consequences: in particular, it should not be profitable for the utility to provide worse service under an IRM than under COSR.  At a minimum, failure of GI to at least maintain service quality under an IRM should trigger a review as to the appropriate remedy to hold ratepayers harmless.
Table 4  Comparison of the Service Quality Indicators (SQIs) in SCGM’s Current IRM with Gazifère’s Proposed IRM (as per Current Filing) 

	SQI
	SCGM’s

CURRENT IRM
	GI’S 

PROPOSED IRM

	Greenhouse gases
	Reduction of 2% in GHGs of existing equipment 

(10% weight)
	N/A

	Collections policy
	-1% for each case of service interruption for payment default which violates the service interruption procedure

(5% weight)
	N/A

	ISO 14001
	10% weight
	N//A

	Call response time
	Percentage of weighted average according to objectives per customer class

(10% weight)
	Response to telephone calls within a period of 30 seconds 

(25% weight based on arithmetic average of 4 indicators)

	Frequency of meter reading
	Percentage of meters read according objectives per customer class

(10% weight)
	Percentage of meters read according to the policy

(25% weight based on arithmetic average of 4 indicators)

	Customer satisfaction
	Based on the number of customer responses of 8/10 or higher

(15% weight)
	N//A

	Preventive maintenance
	Percentage of achievement of the program filed every 6 months

(20% weight)
	Adherence to preventive maintenance program 

(25% weight based on arithmetic average of 4 indicators)

	Emergency response time
	Response within a maximum period of 35 minutes

(20% weight)
	Response within a maximum period of 35 minutes

(25% weight based on arithmetic average of 4 indicators)


Note: Source of SCGM data: D-2004-41, Annexe I, p 20, Annexe 2, pp 18-19; source of GI data: GI-9, Doc 1.

Conclusions
1. An asymmetrical ESM, featuring 50:50 sharing for earnings in excess of allowed ROE, with a deadband of 50 bp up to an overall cap, is reasonable for GI.  Should overearnings be such that the overall cap is reached, a narrow review as to the cause of this event and its remedy should be undertaken.

2. Gazifère should include an SQI for overall customer satisfaction similar to that for SCGM.

3. Overearnings should not be a result of providing reduced service.  A failure of the utility to attain target SQI levels should entail consequences for the utility in order to hold ratepayers harmless. 

2.4 Comments on other Features of Gazifère’s proposed IRM

Our review of the Gazifère’s proposal in GI-9-Doc 1 has resulted in some additional comments on features that may affect the regulatory efficiency of the proposed IRM.
2.4.1 Customer Forecast (C)
An important part of the IRM is the customer growth forecast for each test year. 

A similar customer growth factor was part of the TPBR. Under either COSR or IRM, the customer (or alternatively volume) forecast is an obvious source of error and could result in disputes between the Company and ratepayers at the time of the annual review/resetting of the revenue requirement.

In our view, it is inconsistent for Gazifère to propose several pass-throughs/adjustment factors to deal with the impact in changes in parameters that can affect the revenue requirement (such as temperature) and not to deal with the impact of errors in the customer growth forecast.

2.4.2  CPI Forecast

The CPI employed in the proposed IRM is of major issue for ratepayers as (i) it is a main driver of changes in revenue per customer due to construction, and (ii) the CPI to be used is not historical, but rather a forecast that is not proposed to be trued-up to actual.    

Gazifère’s proposal is to use a forward test year forecast based on a limited sample of sources for their forecast.  GI states, “the criteria Gazifère used in selecting the seven forecasters proposed” were/was that “they provide publicly available forecasts of QCPI.”
  

This seems to us to be a weak criterion (and one presumably met by other entities whose forecasts are not being used by GI), insofar as it does not preclude selection of some outliers that can bias the estimate upwards, to the utility’s benefit.  

An interrogatory request 
 that sought the seven forecasters’ historical QCPI forecasts over the past ten years – as they would have been available in August of the preceding year – received the response that “This information is not available.”
  As such, the record does not allow any testing of the proposed forecasters’ forecasts in respect of (historical) bias.

We propose that if a forward forecast is necessary, then a good alternative is the forecast provided in the monthly publication “Consensus Forecasts”. We note that the quarterly data published in the Consensus Forecasts in August, was used under Gazifère’s TPBR mechanism both for updating the formula base year and for the test year.

An acceptable alternative, accepting that the source of the inflation forecast is to be set at the outset, would be the less contentious approach (with respect to GI’s proposal) to use a historical index, similar to that adopted for SCGM.  It is our understanding that SCGM’s approach uses a historical QCPI, taken from the Statistics Canada Table 43 of the publication entitled “Retail Commerce and Consumer Prices by Province.” 
2.4.3 Y-factors

Gazifère is proposing several “pass-through costs” outside of the IRM. Most of these are of a type normally found in IRMs. 

Based on the regulatory principle that in order to qualify, pass-through costs should be material and to a significant extent, outside of the control of the utility. We accept that PGEE costs (including LRAM) meet these criteria. However we suggest that regulatory expenses will be significantly under the control of the utility once the IRM is in place. Gazifère has made no attempt to estimate these future costs (see GI-7, Doc 3, Response 1.4). 
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APPENDIX A:  CALCULATIONS, DATA AND REFERENCES UNDERLYING ECS ANALYSIS IN PART 1

Table A.1 Worksheet for Calculation of Gazifère TPBR O&M Expense
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Year 4

(column 1)

(column 2)
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(column 5)

(column 6)

(column 7)

(
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(column 8)

Fiscal Year

1999

2000

2001

2002

2003

2004

COS

Customer Growth % (Croissance)

n/a

6.51%

2.80%

5.14%

5.18%

5.41%

n/a

Inflation CPI %

n/a

2.45

2.88

1.38

3.35

1.80

n/a

Productivity % (Productivité)

n/a

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

n/a

Calculated O&M per formula*

3634.50

3885.10

4786.84

4996.84

5319.71

5590.77

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

n/a

Affiliate Charges

592.6

871

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

DSM (less LRAM) Deferral Account

92.8

114

100.1

Y2K Bug Deferral Account

32.9

Formula  factor

5,533.20

5,665.20

5,944.40

6,392..50

Total O&M $000

4,762.20

4,665.80

5,106.70

Base Year

COS 

Rebasing

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 R-3537-2004, 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

Column 8, per D-2005-58, p 35.

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 Revenue Requirement and O&M Expense/Customer
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Change

(column 1)

(column 2)

(column 3)

(column 4)

(column 5)

(column 6)

(column 7)

(column 8)

(column 9)

(column 10)

Revenue Requirement $000

13,503

14,511

15,120

15,120

15,462

16,315

3.9

5.5%

Total O&M $000

4,762.20

4,665.80

5,106.70

5,533.20

5,665.20

5,944.40

6,392.50

5.1

7.5%

Customers

22,107

23,238

24,379

25,186

26,209

27,703

29,394

4.9

6.1%

RR/Customer

581

595

600

577

558

555

-0.9

-0.6%

O&M/customer $

215.4

200.8

209.5

219.7

216.2

214.6

217.5

0.2

1.4%

O&M/customer ($1999)

215.3

196.0

198.7

205.6

195.7

190.9

188.7

-2.1

-1.1%

O&M Cost Data

1999

2000

2001

2002

2003

2004

2005

% Change 

2004-2005



General Notes

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

The Customers  line item is derived from R-3537-2004, GI-4, Doc 9, p 1.

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 R-3537-2004, 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.

APPENDIX B: CV’s for ECS Consultants
Econalysis Consulting Services

Roger M.R. Higgin
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(column 6)

(column 7)

(

c
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Fiscal Year

1999

2000

2001

2002

2003

2004

COS

Customer Growth % (Croissance)

n/a

6.51%

2.80%

5.14%

5.18%

5.41%

n/a

Inflation CPI %

n/a

2.45

2.88

1.38

3.35

1.80

n/a

Productivity % (Productivité)

n/a

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

n/a

Calculated O&M per formula*

3634.50

3885.10

4786.84

4996.84

5319.71

5590.77

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

n/a

Affiliate Charges

592.6

871

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

DSM (less LRAM) Deferral Account

92.8

114

100.1

Y2K Bug Deferral Account

32.9

Formula  factor

5,533.20

5,665.20

5,944.40

6,392..50

Total O&M $000

4,762.20

4,665.80

5,106.70

Base Year

COS 

Rebasing

2005


Roger Higgin brings over 30 years of senior executive experience in the energy and environment sectors in both the public and private sectors. He combines his policy, strategic business planning and regulatory experience in his consulting work. His recent appointments include regulation of gas and electric utilities with the Ontario Energy Board. His other executive positions include COO in a high-tech firm, CEO in natural gas R&D, Assistant Deputy Minister of Energy Ontario Government, Deputy Commissioner of Environmental Services City of Toronto.

Consulting Experience

Econalysis Consulting Services- Managing Associate Senior Consultant

2000 to present

· Provision of consulting and advisory services and regulatory intervention support for Electricity, Gas and Telecommunications Regulatory Proceedings



· Electricity

· Hydro Quebec Interruptible Power Rate
· OEB RUD Model for Distribution Rates
· Stakeholder Consultative-Independent Market Operator (IMO)
· Review of IMO 2002 Fees Submission
· Review of IMO 2004 Fees Submission
· Review of IESO 2005 Fees Submission
· Review of OPA 2006 Fees Submission
· Review of Manitoba Hydro Wuskwatim Project*
· OEB Review of Electric C&DM Programs
· OEB Review of 2006 EDR Rate Handbook
· HQD PGEE 2006-2010*
· Natural Gas 

· OEB Gas Distribution Access Rule

· OEB Natural Gas Forum 2004

· OEB Generic Gas DSM 2006

· Enbridge Consumers Gas (OEB)
· Consultative on Comprehensive PBR Plan
· Quarterly Rate Adjustment Mechanism Applications
· Consultative on Demand Side Management
· Review of 2002 Rates
· Review of 2003 Rates
· Review of 2004 Rates
· Review of 2005 Rates
· Review of 2006 Rates
· Union Gas (OEB)
· Unbundling of Rates and Services
· Consultative on Demand Side Management
· Quarterly Gas Cost Adjustment Mechanism Applications
· Review of 2004 Rates
· Review of 2005 DSM Program
· Review of 2006 Rates
· Review of 2006 Interim DSM Program
· Other
· Regie Societe en Commandite Gaz Metropolitain Unbundling *
· Natural Resource Gas 2001 and 2002 rates ADR Settlement
· BCUC Gas- Gas Cost Adjustment Mechanism Staff Paper
· BCUC Outsourcing of Customer Care to CustomerWorks LLP
· Sithe Energies Canada Application for natural gas Supply Pipeline
· ATCO Gas/Electric Transfer of Default Supply to Direct Energy *
· Gazifere 2005 Rate Application*
· Telecommunications Sector

· CRTC PN 00 27 
Restructured Bands
· CRTC PN 00 99 
Scope of Price Cap Review
· CRTC PN 01 125
Monitoring Canadian Telecommunications Industry
· Expert Witness

Regulatory Testimony/Expert Opinion
2005 

Regie De L’Energie Quebec 

-Hydro Quebec Distribution -Review of PGEE 2006-2010 
Testimony on behalf of Option Consommateurs
-Gazifere Inc. 2005 Rates-O&M Expense and Corporate Cost Allocations

Testimony on behalf of Option Consommateurs
2004

Manitoba Public Utilities Board

-Review of Manitoba Hydro Wuskwatim Project-

DSM, Windpower Alternatives and Business/Partnership Arrangements 
Testimony on behalf of Manitoba Society of Seniors (Public Interest Law Centre)
2003

Alberta Energy and Utilities Board

-ATCO Gas/Electric Transfer of Default Supply to Direct Energy *
“No Harm” Test in context of transaction/transfer

Testimony on behalf of City of Calgary

2001
Regie De L’Energie Quebec

-Societe en Commandite Gaz Metropolitain Unbundling of Rates

Testimony on behalf of Option Consommateurs
Employment History

Ontario Energy Board

Board Member 1996 to 2000 (Retired June 2000)

· Regulation of gas and electric utilities in Ontario.  Holding proceedings, writing and rendering Decisions and Orders.  Scope included facilities, rates, gas cost and generic proceedings.  Examples are rates for Enbridge Consumers Gas and Union Gas, PBR plan for Enbridge Consumers Gas, standard supply service for electricity distributors, revenue requirement and transmission rates for Ontario Hydro Services Company (now Hydro One).  
· Member of Rates and Licensing Committees of Board and team member for development of Codes.

· Deregulation
· Chaired/Participated in the Following Regulatory Proceedings:
· 1999 and 2000 revenue requirements and rates for Ontario Hydro Networks (now Hydro One) – Transmission and Distribution
· Hearing on Standard Supply Service (SSS)
· Rates for unbundled Transmission tariffs for Hydro One
· Member of Internal Committee on Codes and Standards:
· Transmission Access Code
· Retail Settlement Code
· Affiliate Relations Code
· Performance Based Regulation for Electricity Distributors
· Cost of Service Regulation
· Review of Ontario Hydro Rates 1988-91 
· Review of Ontario Hydro Conservation Programs
· Presided over and wrote numerous Rates and Facilities Decisions
· Targeted PBR Decision for Enbridge Consumers Gas
· Outsourcing of CIS-Union Gas Limited
· Separation of Ancillary Programs – Union Gas Limited
· Merger of Union Gas and Centra Gas Ontario
· Affiliate Relations Rule
· Gas Marketing Code
· Member Internal Rates Committee
Unisearch Associates Inc.

General Manager and Chief Operating Officer 1995 to 1996


· Responsible for Business Planning, Reorganization, Refinancing and Restructuring of $2 million high technology environmental instrumentation and service growth company. Establishment of marketing, production, financial management and securing new bank and equity financing. Strategic & Distribution alliances.
Gas Technology Canada and CGRI

President and Chief Executive Officer 1992 to 1995

· On behalf of Canadian Natural Gas Distribution Sector, operated $8 million Natural Gas Research and Development program including Canadian Gas Research Institute Laboratory and the Gas Technology Canada technology development investment portfolio.

Toronto Department of Public Works and the Environment

Deputy Commissioner Environmental Services Division 

1991 to 1992

· Responsible for new Environmental Services Division with 600 staff dealing with waste management, air and water quality, transportation systems management, infrastructure planning and development, Office of Energy Efficiency, departmental IT planning and capital budgeting.

Ontario Energy Board
Board Member 1988 to 1991


· Regulatory/Administrative Commissioner. Chairing Public Hearings-Electric & Gas Utilities. Review of Ontario Hydro Rates and Capital Plans. 

· Writing Decisions and Orders. 

· Representing Board at meetings & conferences.

Ministry of Energy

Assistant Deputy Minister- Programs & Technology Division

1984 to 1988


· Staff complement 74, annual budget - $35 million.

· Input to Policy and Strategy on all aspects of Energy Supply and Demand 

· Allocation of over 80% of the Ministry's budget to Conservation and Renewable Energy program priorities.

· Organizational design and organizational development in the Division.

· Federal/Provincial relations.  Representing the Ministry at numerous public events involving speaking engagements, TV and radio.

Ontario Energy Ventures

President 1986 to 1988
· In charge of the wind-up of Ontario Energy Corporation's subsidiary (OEV) and $100 Million in venture capital investments in technology companies.

· Director of eight of the subsidiary companies. Responsible for portfolio management, strategy and negotiations leading to divestiture, conversion of investments into carried interest or folding of companies.

Ontario Ministry of Energy

Executive Coordinator 1980 to 1984 

· Alternative and Renewable Energy Group.

Ontario Ministry of Energy

Senior Advisor 1974 to 1980 
· Special Studies and Renewable Energy.

Ontario Ministry of Environment

1973 to 1974 Branch Head

· Special Studies and Program Planning, Air Resources Branch.

Ontario Ministry of Environment

1971 to 1973 District Engineer 

· Air Pollution Abatement Section
1970 to 1971-Consulting Engineer (Self-Employed)

1968 to 1970 Univ. of Toronto Post-graduate Research Fellow and Lecturer

· Chemical Engineering Department

Directorships & Committee Memberships Held

1995-96 Director-Unisearch Associates Inc.
1991-1995 Director -Gas Technology Canada, CGRI, 

1984-88 Director - Ontario Energy Ventures 


1984-88 Chairman of the Board-Ontario Energy Consortium Kenya/Canada Energy Project

1991 Chairman Energy and Minerals Task Force

Ontario Round Table Environment and Economy

1982-1988 Member-University Research Incentive Fund Selection Committee
Scientific Advisor-Premiers Council Tech Fund and NSERC
Professional Affiliations

Professional Engineers of Ontario  

Education

Masters of Business Administration

University of Toronto, Faculty of Management Studies, Dean’s List 1986

Ph.D.

Fuel Science and Applied Chemistry, University of Leeds, England, 1968.

Thesis: "Shock Tube Ignition of Hydrocarbon Fuels" - high speed chemical reactions and computer simulation of reactions.

B.Sc. with 1st Class Honours

Fuel Science and Combustion Engineering, University of Leeds, England, 1965.

Majors: Heat Transfer, Chemical Reactions, Coal, Oil and Gas Production and Utilization.

Selected Publications/Presentations
· Demand Side Management   A Customer Perspective. CAMPUT Educational Conference Whistler BC April 2003

· PBR for Gas Utilities. Presentation to CGA Seminar. February 2002.

· Higgin, R.M.R., Dean, D.A., "Integrated Resource Planning", Presented at the Annual Meeting of the Ontario Natural Gas Association, Toronto, September 1990

· Higgin, R.M.R., "Non Utility Generation In Ontario", Presented at CAMPUT Educational Conference, Lake Louise, Alberta, May 1990

· Higgin, R.M.R., "Regulation of the Crown Owned Electric Utility In Ontario", Presented at CAMPUT Educational Conference, Lake Louise, Alberta, May 1990 

· Higgin, R.M.R., "Conversion of Refuse to Energy in Ontario Canada and the Provincial Energy from Waste Program", Conversion of Refuse to Energy Conference, Berlin, West Germany, October 1979

· Higgin, R,M.R., "Ontario Biomass/Energy from Waste Program", CSChE Conference, Halifax, 1978

· Orgill, J.F. and Higgin, R.M.R., "The Effect of Component Costs on Solar Systems Design", Renewable Alternatives Conference, Solar Energy Society of Canada, London, 1978

· Higgin, R.M.R., "Windpower Applications in Ontario", CSME Annual Meeting, Toronto, 1978

· Higgin, R.M.R., "Novel Energy Sources", 26th CSChE Conference, Toronto, 1976

· Higgin, R.M.R., "Solar Heating for Buildings in Ontario", Sharing the Sun, Joint ISES/SESCI Conference, Winnipeg, 1976

· Higgin, R.M.R. and Brown, C.K., "Preliminary Assessment of the Potential of Wind Generators as Fuel Savers in A.C. Community Diesel Power Systems in Ontario", Sharing the Sun, Joint ISES/SESCI Conference, Winnipeg, 1976

· Chisamore, G.C. and Higgin, R.M.R., "Ontario Resources Recovery Program", Conversion of Refuse to Energy Conference, Montreaux, Switzerland, 1975

· Higgin, R.M.R., Ogner, D.J. and Shenfeld, L., "Frequency and Particle Size Distribution of Lead in the Toronto Urban Aersol", 1975

· Higgin, R.M.R., "Shock Tube Studies of the Dissociation of Ammonia and Methane", Joint ACS/CSChE Conference, 1970

· Higgin, R.M.R. and Williams, A., "Ignition Delay of Methane/Oxygen Methane/Oxygen/Butane Mixtures in Shock Tubes", 12th International Symposium on Combustion, Poitiers, France, 1968

Articles

· Northern Miner, September 18, 1976; Renewable Energy Resources Merit Continuing Study" 

· Conservationist, March 1977

· Ontario's Energy from Waste Program: Perspective March 1981

· Time for Reassessment of Alternatives: Oil Week July 1982

Econalysis Consulting Services

James Wightman
James Wightman brings seven years experience in the regulation of the energy sector to ECS.  Prior to joining ECS, James has extensive regulatory experience and has managed gas rate cases and electricity cases at the Ontario Energy Board.  

At ECS, James provides support to intervenors at energy and auto insurance proceedings and assists public interest clients in preparing applications to regulatory boards.  

James has taught courses at York University, Algoma University, and at community colleges in microeconomics, macroeconomics, international trade, and mathematics.  James holds a BA in Economics/Mathematics, an MA in Economics, and a PhD in Economics specializing in Natural Resource Economics.

EXPERIENCE

Econalysis Consulting Services

Consultant, 2005-Present
· Provided consulting services, including analysis of pre-filed evidence, issue identification, informational requests, evidentiary support, hearing support, and submissions support to public interest clients based in Ontario, Manitoba, and British Columbia.

· Automobile Insurance
· Manitoba Public Insurance 2006 General Rates Application

·  Natural Gas
· Terasen Gas Vancouver Island Revenue Requirement 2006-07

· Terasen Gas Inc. Southern Crossing Pipeline and Inland Pacific Connector

· Greenfield Energy Centre LP Bypass Application

· Ontario Energy Board Natural Gas Electricity Interface Review

· Union Gas Limited 2006 rates

· Ontario Energy Board Minimum Filing Requirements Consultative

· Terasen Gas Inc. 2005 Annual Review

· Ontario Energy Board Service Quality Requirements Consultative

· Union Gas Limited Transactional Services Methodology

· Terasen Gas Inc./Terasen Gas Vancouver Island Return on Equity

· Terasen Gas Whistler Pipeline and Conversion from Propane 

· PNG West 2006 Revenue Requirement

· PNG North East 2006 Revenue Requirement

· Union Gas Limited 2007 Rates

· Union Gas Limited 2005 Deferral Account and Earnings Sharing Disposition

· Union Gas Limited Disposition of Proceeds from 2004 Cushion Gas Sale

· Terasen Gas Inc. Residential Commodity Unbundling

· Electricity
· Independent Electricity System Operator 2006 Fees

Ontario Energy Board

Project Advisor, 2004-2005
· Provided analytical expertise and case management services in regulatory proceedings by scheduling proceedings, retaining facilitators, drafting regulatory instruments (procedural orders, rate orders, interim orders, notices) and interrogatories, briefing staff counsel, preparing briefing notes, and assisting Board panels in drafting Board decisions and orders.

· Natural Gas
· Union Gas 2005 Rates (EB-2005-0211), disposition of 2004 deferral account balances, 2003 earnings sharing, and 2005 DSM plan

· Union Gas Motion to Vary (EB-2005-0189) Board’s 2005 earnings sharing decision

· Union Gas Quarterly Rate Adjustment Mechanism proceedings for July 1, 2005 (EB-2005-0290), April 1, 2005 (EB-2005-0232), January 1, 2005 (EB-2004-0499), October 1, 2004 (EB-2004-0416), and July 1, 2004 (EB-2004-0267)

· Union Gas response to Board’s M16 directive, transportation rates for embedded storage operators (EB-2004-0542)

· Union Gas 2004 Rates (RP-2003-0063), managed cost of service rebasing case including analysis and statistical material for cross-examination on applicant’s weather normalization proposal

· Enbridge Gas Distribution 2006 Rates (EB-2005-0001), provided analytical support to team, drafted interrogatories

Rates Advisor, 2000-2004
· Case Manager for all of Union’s main rates cases, NRG rates case, pooled transmission rates case, electricity distribution rates cases

· Proceeding scheduling, drafting regulatory instruments, analysis of evidence, preparation of briefing materials, assistance to panel in drafting decisions

· Natural Gas
· Union Gas 2003 Rates (RP-2002-0130), implementing rates for final year of trial PBR plan during Customer Review Process

· Union Gas 2001-2002 Rates (RP-2001-0029), implementing rates for first two years of trial PBR plan during Customer Review Process

· Union Gas 2000-2003 Rates, transitional rates for 2000 and for 2001-2003 rates under the first comprehensive gas PBR plan approved by Board; conducted the cross-examination of Union’s and intervenors’ expert PBR panels

· Case Manager, Natural Resource Gas 2000 Rates (RP-1999-0031)

· Electricity
· Project Lead for pooled wholesale transmission rates project (RP-1999-0044/RP-2001-0034/RP-2001-0035/RP-2001-0036) to set rates for Hydro One, Great Lakes Power, Canadian Niagara, and Five Nations Energy

· Great Lakes Power, load forecast and revenue requirement for pooled rates (RP-2001-0035)

· Kashechewan 2001 Interim Distribution Rates and 2002 Pre-Market Opening Rates, (RP-2001-0053)

· Fort Albany Interim Distribution Rates (EB-2001-0089)

Regulatory Officer, 1998-2000

· Member of Union Gas 1999 Rates (EBRO 499) team, providing analysis of prefiled evidence, drafting interrogatories

· Analysis of franchise renewal applications, gas storage applications

York University

Course Director, 1988-2004
· Delivered over 50 semester courses in introductory microeconomics, introductory macroeconomics, intermediate microeconomics, intermediate macroeconomics, international trade theory, project appraisal, and mathematics

EDUCATION
PhD, Economics
York University, Natural Resource Economics, 1994 

MA, Economics
York University, 1987

Honours BA, Economics and Mathematics
York University, 1985
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Les orientations et objectifs qui ont guidé la négociation de l’an 2000 ont été encore une fois suivis. Ils se


 résument à ce qui suit :





Approche coopérative, par laquelle on tente de trouver des solutions satisfaisantes pour chacun.





Création de valeur, c’est-à-dire inciter, dans une perspective de long terme, à :





 Accroître les revenus ;


Optimiser les coûts d’exploitation ;


Optimiser la gestion des actifs ;


 Améliorer l'efficacité de la consommation énergétique ;


Accroître les efforts de substitution des formes d'énergie plus polluantes.


Partage équitable des bénéfices et des pertes éventuelles, tout en assurant le maintien de la qualité de


service et de la sécurité du réseau ainsi qu'une diminution des impacts environnementaux et une


amélioration de l'efficacité des usages énergétiques finaux.





 De plus, tous doivent y trouver un avantage par rapport à un mode de réglementation traditionnel basé sur les coûts.





 Souplesse et simplicité, ce qui passe par :





un mécanisme global laissant à SCGM une certaine latitude ;


la mise sur pied d’un processus continu de concertation entre les intervenants et SCGM pour assurer une application harmonieuse ; ainsi que


le suivi efficace du mécanisme incitatif convenu.





Ce suivi continu des intervenants et de la Régie durant les années d’application du mécanisme est


d’ailleurs un aspect jugé essentiel dans ce processus.





 Pérennité, notamment par la mise en place d’un processus continuel de partage des gains de productivité


 ainsi que par l’établissement d’un processus de renouvellement avant son échéance.





 Conformité à l’intérêt public, notamment par l’intégration du concept de développement durable en


couvrant certaines préoccupations sociales et environnementales telles que la protection des personnes et


familles à faible revenu, la réduction des impacts environnementaux nets, dont ceux liés à l’émission des


gaz à effet de serre, et l'amélioration de l'efficacité énergétique. Le maintien d'objectifs de qualité de


service a aussi été pris en considération.








� Dr. Roger Higgin is an Associate Senior Consultant and Dr. James Wightman is a Senior 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.


� The SCGM IRM was extended to September 30, 2009, and is currently under review.


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


� Evidence of Dr. Bauer in RP-1999-0017


� D-2005-58, p 9, p 13, p 35.


� According to R-3537-2004, GI-1, Doc 1, p 1, revised on May 11, 2005, the distribution revenue requirement less the cost of gas was $16,315 million. Therefore, the $6,392.5 million of approved O&M expenses (as per D-2005-58, p 35) represents approximately 40% of the distribution revenue requirement less the cost of gas.


� M.N.Lowry Second Generation Incentive Regulation for Ontario Power Distributors June 2006. (Prepared under contract for Staff of Ontario Energy Board), page 10.


� Lowry op.cit


� We note that OC-ACEF has already expressed its concern with the justification of these one-time costs in its Phase I mémoire, and it is our understanding that OC-ACEF will formulate further comments on these adjustments in its final argument in the current proceeding.


� Input price inflation data is necessary to provide the link between the output price data (e.g., CPI) used as an escalator and input prices that are faced by the firm – the link has been referred to as an “input price differential”.  This is because an index such as CPI reflects a “typical” household bundle of goods purchased for consumption while a typical gas distributor faces input prices much more heavily weighted by capital costs.  This is consistent with the discussion at pp 44-49 of “Second-Generation Incentive Regulation for Ontario Power Distributors,” 13 June 2006, by Dr. Lowry, filed as Exhibit GI-7, Doc 3.3.  Further, in the case of the comprehensive PBR plan approved for Union Gas Limited by the Ontario Energy Board under docket number RP-1999-0017, the Board approved an X factor of 2.5%: 1.1% was due to the evidence that Union’s input costs had increased at an average rate of 1.1% per year less than the GDPPI (used to account for inflation in output markets) with the other 1.4% as a productivity target.


� For example, assuming no structural changes and that the regulated firm is “small” in terms of its ability to affect input prices by its purchasing decisions.


� This is assuming that a utility has not already exhausted all possibilities to improve productivity: if it has, the case for turning to an IR regime is notably weaker.


� This interpretation abstracts from the impacts of any potential cost of capital adjustments, pass-throughs, exogenous factors, and the earning sharing adjustment, which, in the case of the first three, are entirely exogenous pass-throughs.


� It is acknowledged that when forecast inflation is greater than 1.8%, benefits would increase, but the nature of the proposal is such that doubling of the forecast inflation to 3.6% would only increase the equivalent X factor to 0.4%.


� It is not clear, for example why the implied productivity factor, input price differential, and stretch factors should vary as forecasted inflation varies.


� More accurately, the proposal is to adjust the test year Revenue Requirement for changes in the cost of capital.


� We are aware that some Canadian IRMs include an exogenous adjustment for Return on Common Equity. However, to our knowledge, the majority do not.





� For example sales taxes and other “Indirect Business Taxes” represent amounts paid by consumers in sales prices that are not earned by any factor.  Also, depreciation is a real cost but not a cash flow to a factor.


� In fact, in constructing a measure of Gross Domestic Product, two alternative methods are typically mentioned in economics texts: (i) adding up spending on total output at market prices for consumption, investment, government, and net exports, and (ii) adding up the total factor income earned in production in terms of wages, rent, interest, and profits.  The second method yields the same figure for GDP when adjusted for indirect business taxes and depreciation.     





� GI-9, Doc 1, page 10.


� In contrast, under SCGM’s current IRM, sharing is symmetric between ratepayers and the shareholder, 50/50 at the beginning of the year and 75/25 at the end of the year if authorized rates generate a surplus.  There is no provision for a review even if overearnings amount to 350 bp.


� Document GI-7, Document 3, No. 6.4 on p. 24.


� GI-7, Document 6, No. 6.3 on p. 24


� Document GI-7, Document 3, No. 6.3 on p. 24.


� D-2001-55, p. 14.
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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

				(column 1)		(column 2)		(column 3)		(column 4)		(column 5)		(column 6)		(column 7)		(column 8)		(column 9)		(column 10)

				Revenue Requirement $000				13,503		14,511		15,120		15,120		15,462		16,315		3.9		5.5%

				Total O&M $000		4,762.20		4,665.80		5,106.70		5,533.20		5,665.20		5,944.40		6,392.50		5.1		7.5%

				Customers		22,107		23,238		24,379		25,186		26,209		27,703		29,394		4.9		6.1%

				RR/Customer				581		595		600		577		558		555		-0.9		-0.6%

				O&M/customer $		215.4		200.8		209.5		219.7		216.2		214.6		217.5		0.2		1.4%

				O&M/customer ($1999)		215.3		196.0		198.7		205.6		195.7		190.9		188.7		-2.1		-1.1%

				%change t to t+1				-9.0		1.4		3.5		-4.8		-2.5		-1.1

				% change for RR						7.5		4.2		0.0		2.3		5.5

				% change for total O&M				-2.0		9.4		8.4		2.4		4.9		7.5

				% change total customers				5.1		4.9		3.3		4.1		5.7		6.1

				% change RR/Customer						2.4		0.9		-3.9		-3.3		-0.6

				% change calc O&M/customer				-6.8		4.3		4.9		-1.6		-0.7		1.4

				% change O&M/customer in 1999$				-9.0		1.4		3.5		-4.8		-2.5		-1.1
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						Base Year		TPBR		TPBR		TPBR		TPBR		TPBR		COS

								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 8)

				Fiscal Year		1999		2000		2001		2002		2003		2004		2005

				Formula  factor																COS

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

				Customer Growth % (Croissance)		n/a		6.51%		2.80%		5.14%		5.18%		5.41%				n/a

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

				Productivity % (Productivité)		n/a		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				n/a

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

				Affiliate Charges		592.6		871		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

				DSM (less LRAM) Deferral Account								92.8		114		100.1

				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				6,392..50
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