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ALBERTA ENERGY AND UTILITIES BOARD

Calgary Alberta

ATCO GAS Decision 2006-004
2005-2007 GENERAL RATE APPLICATION -PHASE 1 Application No. 1400690
1 OVERVIEW

1.1 General

By letter dated May 13, 2005, ATCO Gas (AG, ATCO, or the Company), a division of ATCO
Gas and Pipelines Ltd., filed a Phase |1 2005-2007 General Rate Application (GRA) for ATCO
Gas North (AGN) and ATCO Gas South (AGS) (the Application). In the Overview of the GRA,
AG indicated that the 2005 revenue shortfall was $18.5 million for the AGN and $0.2 million for
AGS. The forecast AGS shortfall did not include costs in the amount of $9.4 million for 2005 for
the Carbon storage facility. In the Application, AG requested an approval of 50% of the forecast
shortfall for AGN, to be recovered from an across-the-board percentage increase to the existing
AGN rates on an interim basis.

Notice of Hearing for the GRA was mailed to all interested parties on May 20, 2005 and
published on May 26, 2005. The Public Notice indicated that the hearing would commence at the
Board’s offices in Edmonton on September 13, 2005.

The public hearing was convened in Edmonton, on September 13, 2005, before Board members
Mr. B. T. McManus Q.C. (Chair), Mr. G. J. Miller, and Ms. L. Bayda. The hearing was
completed on September 22, 2005.

Parties filed written argument and reply on October 14, 2005 and October 31, 2005, respectively.
Accordingly, the Board considers that October 31, 2005, was the close of record for this
proceeding.

Appendix 1 lists the parties who participated in the hearing.

1.2 GRA Application Timing and Updated Forecasts

In this section, the Board will deal with the timing of forecasts and when it is appropriate to
consider updated actual results that were not available, or subsequent events that were not
anticipated at the time forecasts were prepared.

Throughout the course of this proceeding, parties have provided their views regarding the timing
for filing of a GRA, process scheduling and the use of forecast versus actual data. In particular,
much discussion focused on the filing of actual data for the full year prior to a test year and the
use of such information to compare with the forecasts prepared prior to such information
becoming available. AG took the position that prospective ratemaking was premised on the use
of forecasts and that the objective of a GRA proceeding was to test the reasonableness of such
forecasts in light of the information available to management at the time they were prepared.*

! AG Argument, dated October 14, 2005, page 7
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AG submitted that subsequently available actual results should not be allowed to be substituted
for forecasts.

Interveners argued that the Board should be entitled to make use of the best information
available up to the close of the hearing to determine revenue requirement for each test year and

should not be bound to accept forecasts which are no more than projections based on less

complete information.

Specifically, the issue involves the use of 2004 actual results and other material events that
happened subsequent to the preparation of the forecasts contained in the Application. AG filed
its Application on May 13, 2005 and included 2004 actual results. AG claimed that it did not

have the use of the 2004 actual results when it prepared its 2005-2007 forecasts, since the

forecasts were prepared some time in 2004. AG did not review its 2005-2007 forecasts prior to
the Application filing date of May 13, 2005 to determine if any of its 2005-2007 forecasts should
be updated to reflect material changes in circumstances that may have affected its forecasting
criteria. AG proposed that its forecasts should be judged on their reasonableness using the
criteria available on the day that each forecast was prepared and that no consideration should be
given to updating the original forecasts for any changes in circumstances or criteria subsequent
to the date of initial preparation of that forecast. AG argued:

In Alberta, a regulatory trend has developed which tests a forecast against actual events
that have occurred between the preparation of the application and the oral proceeding.
Ostensibly, this information is used to further test whether the forecast was reasonable.
Not only does this place the applicant in a difficult position of having to support the
reasonability of its forecast on the basis of information it did not have at the time the
forecast was developed, but practically, the result can be asymmetrical with adjustments
in favour of customers through reductions in forecasts costs, or increases in expected
revenues while adjustments that would increase forecast costs or reduce expected
revenues being ignored.?

The Consumer Group (CG) stated:

AG challenges what it describes as a "regulatory trend" in Alberta where initial forecasts
are compared to actuals during the course of a particular proceeding. By definition, it is
suggesting that the Board should ignore reality and approve a forecast which is patently
inerror. ...

In recommending that the Board not consider "actual events that have occurred between

the preparation of the Application and the oral proceeding”,®* AG is inviting the Board to
ignore its legislated obligations. For example, the Public Utilities Board Act provides the
following instructions to the Board:

91(1) In fixing just and reasonable rates, tolls or charges, or schedules of them, to
be imposed, observed and followed by an owner of a public utility,

(a) the Board may consider all revenues and costs of the owner that are in
the Board's opinion applicable to a period consisting of:

2
3

AG Argument, dated October 14, 2005, page 7
AG Argument, page 7, lines 22 - 23
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(i) the whole of the fiscal year of the owner in which a proceeding
is initiated for the fixing of rates, tolls or charges, or schedules of
them .... [Emphasis added].

Although it is obvious, the legislature was not telling the Board to only consider forecast
revenues and costs. In fixing the fair return, the Board is given wide latitude and "... shall
give due consideration to all those facts that, in the Board's opinion, are relevant."*°

The Board also notes Section 40(a)(i) of the Gas Utilities Act, RSA 2000 c. G-5 (GUA) parallels
Section 91(1)(i) of the Public Utilities Board Act, RSA 2000 c. P-45 (PUB Act) in allowing the
Board to consider all revenues and costs of an owner of a gas utility that are in the Board’s
opinion applicable to the whole of the fiscal year in which a proceeding is initiated. In addition,
Section 91(1)(a)(ii) of the PUB Act and Section 40(a)(ii) of the GUA permits a consideration of
revenues and costs applicable to a subsequent fiscal year.

In recent years, when confronted with the question of whether or not to consider events that have
occurred after the preparation of revenue requirement forecasts, the Board has usually taken the
position that such information will be used in assessing the reasonableness and accuracy of the
forecasts and the methodology utilized in preparing the forecasts. The Board has not, however,
substituted the forecasts with the updated information, except with respect to certain specific
forecast items. For example, the Board has updated interest rate forecasts in determining the cost
of capital, income tax rates, opening balances for plant property and equipment and has excluded
amounts forecast for capital projects that did not proceed.® The Board has determined that the use
of updated information in these particular types of categories was in the overall public interest
and had as its objective an appropriate revenue stream without undue benefit or detriment to the
regulated utility. The utility has also always been able to update its application and its forecasts
to reflect any unforeseen increases in costs. The Board continues to be of the view that this is the
appropriate use of information that becomes available subsequent to the preparation of the
forecasts underpinning an application.

On the basis that the Board should have the best available information, the Board has expressed a
preference in having actuals for the full year prior to the test year where possible. Providing the
Board with the best available information at the time it must make its decision, will assist the
Board in determining a revenue requirement for the utility that most closely matches current
expectations and conditions. Properly considered, this should reduce the initial forecasting risk to
the utility and reduce the possibility of overpayment by ratepayers. This does not mean,

however, that an applicant must wait until the year prior to the first test year has ended before it
can file an application. The timing of a GRA application is within the control and discretion of
the applicant. Rather, an applicant should be prepared to provide updated actual information
whenever the processing of an application straddles the end of a fiscal year and the actual results
become available prior to the close of the evidentiary portion of the proceeding. Further, partial

* PUB Act, Section 90(3)

Reply of the Consumer Group dated October 31, 2005, pages 8-9

See for example: Decision U97065 1996 Electric Tariff Applications Alberta Power Limited, Edmonton Power
Inc., TransAlta Utilities Corporation, Grid Company of Alberta, dated October 31 1997 (opening balances);
Decision 2000-9 Canadian Western Natural Gas Company Limited Phase I, dated March 2, 2000 (risk free
rate); Decision 2001-97 ATCO Pipelines South 2001/2002 General Rate Application Phases | and 11, dated
December 12, 2001(opening balances, income tax rate adjustment); Decision 2003-100 ATCO Pipelines
2003/2004 General Rate Application Phase |, dated December 2, 2003 (opening balances, disallowance of costs
for cancelled project, income tax rate adjustment).

EUB Decision 2006-004 (January 27, 2006) « 3
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year results may also be required when an application is processed over an extended period of
time, provided the utility is offered the opportunity to put such partial results in the proper
context and to describe the limitations applicable to partial actual information.

In addition, the Board will utilize updated information in respect of matters of the kind
mentioned above (current interest rates, tax rates, status of projects etc.) in order to refine the
forecasts in the Application.

The Board has recently considered the use of actual results that became available subsequent to
the preparation of forecasts and prior to the close of the record in the proceeding. In

Decision 2003-071, relating to the ATCO Electric 2003-2004 General Tariff Application, the
Board stated:

Clearly, the Board acknowledges that the GTA regulatory process ordinarily relies on
forecasts of forward test years. The Board also considers that it ought to use reasonably
up-to-date actual data in assessing both the ability of the applicant to prepare accurate
forecasts as well as the implications of actual costs (and revenues) on the future test year
periods. The Board considers this view to be consistent with its views in the previous
Decisions noted particularly by FIRM. The Board acknowledges AE’s concerns
respecting the appropriate use of 2002 actuals and considers that the use of the data must
be balanced and fair.

The Board concludes that it is appropriate to utilize the 2002 actual data, in conjunction
with AE’s deviation explanations provided as in Exhibit 191, to assist in assessing the
accuracy and reasonableness of the 2003 and 2004 forecasts.’

This view was similarly expressed in the AG Gas 2003/2004 GRA, where the Board commented
on the 2003 and 2004 test year forecasts in light of 2002 actual results filed in of Exhibit 14-10
in that proceeding. The actual data for 2002 was not available at the time that the 2003 and 2004
forecasts were prepared and filed with the Board:

...the Board also acknowledges the CG’s comment that, if actual information provides
insights as to the appropriateness of forecasting methods and assumptions used by the
utility, those insights should be used to refine the Company’s forecasting methods for the
test years. Overall, the Board considers that examination of Exhibit 14-10 provided
evidence that the 2002 forecast was prepared based on a reasonable assessment of known
factors at the time, and agrees with AG that it is not possible to develop a forecast that
takes account of every possible contingency.

With respect to the issue of adjustment of test year forecasts in light of 2002 actual
results, the Board agrees with interveners that test year forecasts should reflect the fact
that actual 2002 data provides the most up to date information on the operations of the
utility, and should be adjusted as necessary to recognize this principle. The Board
considers that this principle in no way contravenes the concept of prospectivity, as
evidenced in Decision U97065,% dated October 31, 1997, Decision E89091,° and
Decision 2001-96,* where the Board concluded that forecasts were found to be deficient,

" Decision 2003-071, page 111
8 Decision U97065
®  Decision E89091
10 DPecision 2001-96
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as evidenced by actual information that became available during the course of the
proceedings.

While the Board will consider the applicability of this principle in other Sections of this
Decision, the Board is aware of the need to balance positive and negative unforeseen
circumstances. In this regard, the Board agrees with AG that focusing too heavily on
prior year results could potentially overshadow unique circumstances in those years or
changing circumstances in the test years.™

With respect to AG’s concern of an asymmetrical result from the consideration of actual results
or events that were not known at the time that the filed forecasts were prepared, the Board
considers that it is up to the applicant to determine if it would like to update the forecasts it has
provided in its application to reflect the updated information. If it chooses to do so, parties will
be provided the opportunity to review and test such new information. If it chooses not to, the
Board and parties may still make use of such information to assist in testing the accuracy and
reasonableness of the application forecasts and the methodologies employed in making those
forecasts.

In this Application, AG Gas identified a number of areas in Information Responses, Rebuttal and
during cross-examination where more recent information suggests costs are expected to be
higher than forecast. These included:

e Contractor costs for Mains Replacement ($1.7 million)*;

e Contractor costs for MRRP ($3.1 million)®;

e Fleet Fuel ($1.7 million in Operations and Maintenance and Capital)*;

e Natural Gas for Compressors and Building usage ($2.9 million)™;

e Capital costs related to flood damage in southern Alberta (greater than $500,000)";

e Implementation of the Tariff Billing Code ($ unknown)’;

e Work Management ($3.7 million)®;

e Job Redesign for Plant Employees ($1.3 million in operating costs over the test period)*;
e General increases due to effects of Hurricane Katrina ($ unknown).”

Regarding reductions in forecasts expenditures, AG identified in BR-AG-4 that the proposal to
relocate taps off the high pressure transmission lines would not be required in the 2006-2007
period.

Although it is within the control of the utility to amend its Application to adjust the applied for
revenue requirement in light of events subsequent to the filing of its Application, AG chose not
to do so in this instance. Instead, AG suggested that there was a balance of gives and takes in
putting forward forecasts and that the Board should be prepared, as AG was, to work with the

1 Decision 2003-072, pages 21 and 22
2 BR-AG-3

3 BR-AG-3

" Rebuttal, page 36

5 Rebuttal, page 36

16 Rebuttal, page 36

' BR-AG-15

" Transcript Volume 3, page 339

¥ BR-AG-19

2 Rebuttal, page 36
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forecasts submitted in the Application. Further, AG argued that the Board should accord
deference to management’s good faith judgement with respect to the operations of the utility.*
AG’s arguments with respect to a presumption of prudence with respect to forecasts are
discussed in Section 4.1 of the Decision.

Views of the Board

As described above, the Board does not share AG’s view that it should not reduce forecasts for
capital or operating expenditures to take into account information that becomes available since
the date the forecasts were prepared. The Board considers such a proposal would fetter its
statutory responsibility to fix just and reasonable rates and would ignore the authority it has to
consider all revenues and costs of the owner applicable to the year in which an application is
filed, or applicable to a subsequent year. As described above, the Board and parties should be
able to test the accuracy and reasonableness of the forecasts against prior year actual results, if
available, and to take into account certain specific information of the types described above.

Therefore, the Board will consider the forecasts submitted in the Application with the above
principles in mind. The Board makes its determinations with respect to forecasts of capital
expenditures and operating expenses in subsequent sections of this Decision.

2 RATE BASE

2.1 Rate Base Additions

AG forecast capital expenditures of $165.8 million, $159.1 million, and $158.8 million in 2005,
2006, and 2007 respectively. AG justified the quantum of the expenditures as required for the
continued provision of safe, reliable, and economic service to existing customers and for the
efficient extension of service to new customers, forecast at approximately 23,000 in each test
year.

2.1.1 Historical Forecasting Accuracy (Capital)

Section 4.1 discusses the appropriateness of comparing forecasts with actual expenditures and
whether or not an assessment of this nature can be useful in determining the reasonableness of
forecast expenditures.

CG observed that in addition to exceeding growth related capital expenditures in 2003 and 2004,
AG also exceeded discretionary expenditures such as Urban Mains Replacements ($1.5 and
$6.6 million), Moveable Equipment ($7.7 and $5.4 million) and Information Technology ($2.2
and $7.7 million). The CG was concerned that the AG operating budgets and the GRA budgets
were not the same, nor did they go through the same approval process. CG also noted that AG
listed capital expenses that have increased since the application was filed as support for its
original forecasts.

AG provided explanations for all significant deviations between forecast and actual expenditures
for 2003% and 2004.%2 AG believed the results from 2003 and 2004 supported its position that its

21
22

AG Argument, page 5, lines 3-4
Application, Tab 8
2 Information Workshop, IW-AG-02
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forecasting methodology was accurate. The increase in capital expenditures in 2003 and 2004
relative to the forecast was to a significant extent due to customer growth greater than forecast.
AG was required to undertake these capital expenditures by virtue of its franchise obligations.

As discussed in Section 4.1 of this Decision, the Board recognizes that during the past few years
there has been a continual restructuring of the industry and of AG in particular. The Board
considers that this provides a unique circumstance requiring consideration in keeping with the
Views of the Board as expressed in Decision 2003-072,* and as further discussed in Sections 4.1

and 1.3 of this Decision.

These events contribute to the difficulty in relying on comparisons of prior forecasts to actual
results as a tool in assessing the reasonableness of AG’s forecasts in this proceeding. This is
further aggravated by the fact that such comparisons are not available for AGN prior to 2003 due
to the existence of a negotiated settlement with ratepayers.

Views of the Board

The following tables compare AG’s (AGS and AGN combined) forecast capital expenditures to
actuals for 2003 and 2004. Since capitalized administration charges were disallowed in the
2003/4 GRA, they have been removed from the forecast to actual comparison.

Table 1.  AG 2003 Capital Forecast vs. Actual Expenditures ($000)*

Forecast Actual Difference
Workover/Recompletions $625 ($28) $653
Production/Storage Projects $2,745 $2,115 $628
Distribution Extensions $25,705 $28,749 ($3,044)
Distribution Improvements $21,260 $44,320 ($23,060)
New Urban Service Lines $15,280 $18,212 ($2,932)
Service Line Replacements $16,846 $2,977 $13,869
Meters & Regulators $22,737 $9,344 $13,393
Regulator and Meter Install $5,329 $6,113 ($784)
Land & Structures $10,009 $6,299 $3,710
Moveable Equipment $8,863 $16,522 ($7,659)
Communications Equipment $1,053 $1,097 ($44)
IT $6,469 $8,654 ($2,185)
TOTAL $136,919 $144,374 ($7,455)

24 Decision 2003-072

% |W-AG-03, Attachment (c)
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Table 2. AG 2004 Capital Forecast vs. Actual Expenditures ($000)*
Forecast Actual Difference

Workover/Recompletions $625 0 $625
Production/Storage Projects $1,757 $1,715 $42
Distribution Extensions $24,386 $31,347 ($6,961)
Distribution Improvements $25,312 $48,603 ($23,291)
New Urban Service Lines $15,738 $20,735 ($4,997)
Service Line Replacements $17,496 $3,241 $14,225
Meters & Regulators $23,840 $10,499 $13,341
Regulator and Meter Install $5,476 $6,008 ($532)
Land & Structures $7,086 $12,181 ($5,095)
Moveable Equipment $6,895 $12,269 ($5,374)
Communications Equipment $1,283 $1,455 ($172)
IT $2,476 $10,289 ($7,813)
TOTAL $132,370 $158,342 ($25,972)

The tables show that overall, there does not appear to be a trend of over forecasting of

discretionary capital expenditures. It can be seen that a large portion of the difference between

forecast and actual expenditures is due to requirements of AG’s franchise agreements. The Board

notes CG’s comments that it was “generally satisfied with growth related capital expenditures

except as noted...””

The following table compares capital expenditure forecasts to actuals from 2001-2004 for AGS.

Again, there does not appear to be an historical trend of over forecasting expenditures. In fact,
AGS has spent more on total capital expenditures than it forecast every year since 2002. The

Board is satisfied that there is no clear evidence that AGS has been over forecasting capital

expenditures.

Table 3. AGS 2001/04 Forecast & Actual Capital Expenditures®

2001F 2001A 2002F 2002A 2003F 2003A 2004F 2004A
Capital $51,590 |  $44,720 | $48,180 | $53,150 | $66,180 | $69,990 | $62,960 |  $68,080
Expenditures

The Board has some concerns regarding capital expenditures with respect to certain specific

programs which will be discussed in subsequent sections of this Decision.

2.1.2

Meter Relocation and Replacement Project (MRRP)

The forecast expenditures for the revised MRRP for the test years were $29.963 million,
$31.209 million and $31.286 million for 2005, 2006 and 2007 respectively.”

In the Application, AG submitted a revised plan for the MRRP from the plan approved in
Decision 2004-036. The new MRRP plan focused almost exclusively on safety and the relocation

of inside meters with underground entries. Meter sets with aboveground service entries were

proposed to be relocated only where there were safety or accessibility concerns. In addition, AG

% |W-AG-03, Attachment (d)
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CG Argument, page 4

%8 CG Argument, Attachment 1(A)

2 Application Volume 1, 2.1-43
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proposed that customer requested moves should be done at no charge. AG stated that this would
allow them to provide excellent customer service and be responsive to their customers.*

Views of the Board

The Board notes CG’s recommendation that the Board should reject the revised MRRP plan
because it increases costs to customers by 15.8%, 17.3% and 13.8% over the test period years.
CG contended that AG did not provide analysis demonstrating that safety conditions have
deteriorated sufficiently since the last MRRP plan was approved to warrant AG’s changes.* The
Board acknowledges the argument made by CG that AG has not demonstrated that safety
conditions have deteriorated beyond those addressed in evidence by AG, the CG and Calgary
which were adopted by the Board in Decision 2003-072.%

The Board also notes AG’s argument that the MRRP would improve safety, efficiency,
accessibility and would result in improved billing accuracy due to better meters and meter
reading effectiveness.* AG responded that its concerns about safety have not changed since the
compliance plan was approved.* The revised plan, AG argued, is different from the MRRP plan
approved in Decision 2004-036 in that it defers relocating meters with aboveground service
entries and focuses those resources on the primary safety concern, the need to relocate meters
with underground entries.*

In Decision 2003-072, the Board stated that the program should focus on replacement of
underground entries.* The Board directed AG in Decision 2003-072 that underground entries
should be relocated/replaced over a 10 year period.*” The Board notes the evidence presented by
AG that there are significant safety concerns regarding inside meter sets with underground
entries.® The Board notes that the new plan proposed by AG reduces that time frame
significantly, and notes AG’s contention that the new MRRP would improve safety for
customers.

The Board also notes that the majority of the cost difference between the MRRP plan approved
in Decision 2003-072 and the revised MRRP plan in this Application is due to increased costs
attributable to the increase in the number of customer requested moves. Previously, customer
requested moves were paid for by customers. AG would refund the customer 50% of these costs
if MRRP crews came into their neighborhood to do planned work within two years of the meter
move/replacement.®* AG set that policy because it was inefficient to mobilize a crew to move one
meter outside the program areas.®

The Board supports the revised MRRP plan proposed in the Application in that it prioritizes
moves of meters with underground entries. However, the Board disagrees that customer
requested moves should be performed at no charge to the customer. If customers outside of the

% Application Volume 1, 2.1-42

¥ CG Argument, page 6

¥ CG Argument, page 6

% Application Volume 1, 2.1-41

#  AG Argument, page 14

% AG Argument, page 14

% Decision 2003-072, page 81

3" Decision 2003-072, page 81

% Application Volume 2, BC-04, page 13
¥ Application Volume 2, BC-04, page 9
0 Application Volume 2, BC-04, page 9
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area of planned moves desire to relocate their meters, then those customers should be required to
pay for the moves. The Board considers that to do otherwise will not be cost effective and overly
burdens customers who pick up the extra costs of the moves outside of the scheduled areas.

Consequently, the Board denies the amounts requested for customer requested meter moves
outside the planned meter relocation areas and directs AG, in the Compliance filing, to reduce
the forecast capital expenditures by the amounts of $5.3 million, $5.3 million and $4.7 million
for 2005, 2006 and 2007 respectively. The Board directs AG to reflect the revised forecast costs
to the MRRP plan in its Compliance filing.

2.1.3 Urban Mains Replacement (UMR)

2005 Opening Balance in Property Plant and Equipment (PPE)

AG reported capital costs for UMR of approximately $7.0 million in 2003 and $15.0 million in
2004."* In Decision 2003-072, the Board reduced the proposed 2004 capital expenditure to a
level of $7.0 million in each year. AG actual expenditures were $8.1 million more than the Board
awarded amount over that period (2003/2004).

CG argued that AG expended some $8.0 million in excess of the amount approved by the Board
pending further discussion on the scope and goals of the program. CG’s recommendation was
that the Opening Balance of PPE for 2005 should be reduced by $8.1 million to reflect the fact
that AG exceeded the expenditures approved by the Board for 2003 and 2004.* CG argued that
AG had not demonstrated that those expenditures were urgently required for reasons of safety,
system, or customer requirements and, therefore, AG did not meet its burden of proof to
demonstrate that it replaced additional urban mains in 2003 and 2004 “on the basis of need.”*
CG proposed that if the Board found these expenditures to be prudent in the long term, they
should be included in the closing balance of PPE at December 31, 2005.*

AG provided reasons for the over-expenditures, such as: three projects were coordinated with
paving projects, two Black Diamond projects totaling $0.7 million were advanced from 2004 to
2003,* and the Crowchild Phase Il project at a cost of $0.5 million was advanced from 2005 to
2003.

AG responded to the CG’s submission that AG did not meet its burden of proof to establish that
the “additional urban mains” replaced in 2003-2004 were done on the basis of need. Areas of
concern were identified using the Demerit and ProLeak tools along with a further analysis using
available information to determine the need for replacement, and the boundaries of the
replacement area. The position of AG was that deteriorated mains must be replaced before the
level of safety declines. AG argued that its program was consistent with Decision C90026,
wherein the Board stated that “The Board expects that CWNG will replace pipe on the basis of
need without waiting for a GRA.”*

* Decision 2003-072, page 47

2 CG Evidence, page 16

** Rebuttal page 28, lines 22-23

* Transcript, page 1090

** BR-AG-4, 2003/2004 GRA, Piping Integrity Analysis, page 83
* Rebuttal, page 25, lines 11-13
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Views of the Board

In support of its UMR expenditures, AG provided Business Case 03-01, Analysis of
Condition of Underground Pipe. The program described in the report has evolved over a
number of years and has been examined by the Board in a number of previous
applications. No detailed examination of BC 03-01 was conducted by parties. The Board
reviewed the methods and selection criteria used to decide which mains should be
replaced and is satisfied that the selection criteria are consistent with the criteria used in
prior years and that they remain appropriate. In any case, due to the potential
consequences of natural gas leaks, the Board retains its view that AG is expected to
continually monitor its system and to effect any changes to its programs or replacement
schedules necessary in the interests of safety or need. However, reliance on the above
expectation is not sufficient by itself to support a determination of an appropriate PPE
opening balance where, as was the case in this Application, there has been a significant
over-expenditure when compared to existing Board approvals. The Board accepts AG’s
submission justifying this over-expenditure in the 2003-2004 time frame as shown in the
evidence and reasons for the extra expenditures.”” The Board considers this type of
submission as being proper in providing adequate justification to show that its past
decisions were prudent and in assisting the Board in determining the first test year’s
opening balances.

The Board accepts the AG’s argument and evidence regarding the need for and level of
the over-expenditures in 2003-2004 as compared with the forecast in the 2003-2004 GRA
and considers that the over-expenditures were shown in evidence to be prudent.
Therefore, the Board agrees that the over-expenditures for UMR in 2003-2004 were
appropriate and shall be included in the 2005 opening balances in PPE.

2005-2007 UMR Forecast

AG forecast expenditure for UMR over the test period in the amounts of $19.0 million in 2005,
and $15.0 million in each of 2006 and 2007. AG's evaluation and method for determination of
replacement projects was based on the Demerit Point System, the ProLeak model and
Engineering Analysis.®

CG argued that AG offered no adequate explanation or evidence as to the applicability of a
program designed for bare mains as being appropriate for cathodic protected and coated and/or
wrapped mains. AG had indicated that the original model has been appropriately adjusted, but
offered no evidence as to what the adjustments had been, or how they were tested. Nor did it
provide any analyses of AG’s evaluation of the adjustments. CG argued that there can be no
confidence that the modified Demerit Point System provides reasonable and accurate results.*”
CG did not take specific issue with the engineering assessments,* but did note the failure of AG
to provide information as to how the Demerit System and the Pro Leak model are integrated with
the Engineering Assessments.

CG noted AG’s statement in response to CG-11(b) that the average leak repair cost in the mains
replacement area was $7,900. CG observed that there was no cost benefit analysis contained in
the entire Application showing that repairs would or would not be more cost effective than the

4 ATCO Gas Rebuttal Evidence Pages 27 — 28 and 53 - 59
8 Application TAB 2 BC03-01

* " Transcript Volume 7, pages 1087 - 1088

*  Transcript Volume 7, page 1088
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proposed replacement program. Further, there was no supporting evidence that the leak
frequency had changed from that considered in developing the expenditure levels in the last
GRA.>! CG submitted that based upon the record, the Board should continue to support its
findings in the last GRA and allow approximately $7.0 million per year for this project for 2005
and 2006. The CG submitted that with some exceptions, like Rockyford, the UMR program
could be carried out on a programmed basis at a level of $7.0 million per year until the next
GRA.

AG suggested that the replacement of urban mains is a complicated and costly activity that is
undertaken only after it has completed a thorough and complete analysis. ATCO Gas stated that
the decision to replace is based on an engineering analysis of each area with a focus on the class
of leaks occurring in an area.

AG pointed out that, unlike Bare Mains, UMR is not a “program”. ATCO Gas argued that it has
been consistent in its methodology and forecasts for UMR and has forecast capital requirements
over the test years. Once projects are identified based on risk tools using the Demerit Point
System, ProLeak, and a detailed engineering analysis, detailed estimates for each project are
provided closer to the actual construction period.

AG is currently replacing approximately 1% of its steel system on an annual basis.>* Areas
requiring replacement are determined based on a logical and progressive analysis. AG contended
that replacements are undertaken in a cost effective and efficient manner.

AG argued that a full economic analysis of all related costs must include the probability and
potential impact of a leak resulting in property damage, injuries, and fatalities.

Views of the Board

The Board notes CG’s recommendation that the UMR program expenditures should be held at
the awarded level of the 2004 GRA. The Board also notes AG’s actual expenditures in 2004
were significantly higher than the 2004 award. In the preceding subsection, the Board concluded
that AG adequately justified the over-expenditure in 2004. Therefore, on the basis of the 2004
required program and the evidence submitted in this Application, the Board does not agree that
the CG recommended amount will be sufficient in the test years.

The Board also notes that the UMR program expenditures have escalated substantially from
2001 until 2004 and that the forecast for the test years indicates a significant increase above the
levels of actual expenditures in 2004.

Table 4. Historical and Forecast UMR Expenditures ($000)

2001A 2002A 2003A 2004A 2005F
AGS $1,530 $2,790 $4,890 $7,400 $9,690
AGN N/A N/A $3,610 $6,210 $9,410
TOTAL N/A N/A $8,500 $13,610 $19,100

AG submitted substantial evidence in BC-03* as justification for the extent of the UMR program
for the test years. However, the Board finds that the quantum of evidence has not persuaded the
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Transcript Volume-7, page 1086
Application, Volume 1, page 2.1-2
% CG Evidence, Attachment 1 (A) & (B)
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Board that the continued significant increases are justified. Therefore, the Board has determined
that a reduction of 10% from the requested amount for UMR in each test year for each of the
North and South zones would provide adequate funding to replace an appropriate amount of
deteriorated underground mains while maintaining an appropriate level of safety.

Therefore, the Board directs AG in the Compliance filing to reduce the forecast capital
expenditures for UMR by 10% in each test year for each of the North and South zones and to
reflect this reduction in all of the associated schedules.

Notwithstanding the above reductions, the Board reminds AG that it has the responsibility to
continually monitor its system using the tools it has to effect any changes to its programs or
replacement schedules. The changes may be equally applicable to a reduction in the scope of
annual expenditures as to increases in the program scope.

214 New Urban and Rural Extensions

AG requested $20.8 million, $21.4 million and $21.6 million for Urban and Rural Main
Extensions for 2005, 2006 and 2007 respectively. While generally satisfied with AG’s forecasts
for growth-related capital expenditures,® the CG had concerns with three components of this
area. Specifically, the CG was concerned about the per unit costs used for urban mains
extensions in Red Deer, the unit costs used to forecast commercial mains extensions in Calgary
and AG’s decision to not include contributions in its forecasts for mains extensions.

AG’s per unit residential main extension forecast for Red Deer was determined by taking the
average cost per lot for the three years preceding three years adjusting for inflation.” The CG
contended that based on this methodology the forecast unit costs should be $430, $443 and $456
per lot for each test year respectively. These per unit costs would reduce the overall urban mains
extensions forecast by $96,000, $102,000 and $107,000 for 2005, 2006 and 2007 respectively. In
its Rebuttal Evidence, AG stated that it agreed with the CG’s recommendation in this area.*®

The second concern brought forth by the CG pertained to per unit costs used to forecast
commercial urban main extensions in the City of Calgary. AG proposed taking the average of the
three year, four and five year average unit costs for Calgary commercial extensions and adjusting
that result for inflation.*® AG argued that the unit costs of commercial extensions can vary
significantly from project to project. According to AG, this volatility indicates that more
statistical smoothing would yield a more accurate per unit forecast. The CG maintained that a
simple three year average was sufficient to generate reasonable per unit forecasts and the CG
suggested that the AG’s approach appeared to be a selective modification to the three year
average rule.”®

The CG’s third concern regarding urban and rural extensions was that AG did not forecast
contributions. AG stated that according to its franchise agreements, AG is required to extend

> Application Volume 2, Tab 2.1, BC-03
% CG Argument page 14

% CG Argument, page 15

% CG-AG-8(a)

% AG Rebuttal Evidence, page 20

*®  AG Rebuttal Evidence, page 20

% CG Argument, page 15
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mains to any lot that is serviced by municipal water and sewer without a customer contribution.®
AG therefore only collects customer contributions for urban mains extensions for a small number
of customers who do not have municipal water and sewer. The CG contended that since AG has
collected contributions over the last 6 years,*> AG should forecast those contributions using a
simple three year average. AG stated that if the Board were to require AG to include
contributions with its main extension forecasts, AG would also suggest the three year average
approach.®

Views of the Board

Since both the CG and AG agreed with the per unit costs for Red Deer residential urban mains,
the Board accepts that recommendation and orders AG to reduce its urban mains forecast in this
area by $96,000, $102,000 and $107,000 for 2005, 2006 and 2007, respectively.

The Board has considered the suggestion by AG that, given the volatility in the Calgary
commercial extension cost category, a more complex averaging technique would yield a more
accurate per unit forecast cost. However, the Board agrees with CG that an exception to the three
year average approach in this case is unnecessary. Therefore, the Board has determined that
another reduction should be made to the Urban Mains Extensions forecast in the amount of
$56,000, $55,000 and $54,000 in 2005, 2006, 2007, respectively.

In its Argument, AG indicated that in its 2003/2004 GRA, the Board had examined the issue of
including contributions for Urban Mains Extensions with AG’s forecasts. In Decision 2003-072,
the Board accepted AG’s submission that contributions have not been forecast for this category,
since virtually all new customers in a municipal area are served by water and sewer.* Since it
continues to be the case that the vast majority of new customers are served by water and sewer,
the Board sees no reason to change its position regarding contributions at this time.

2.15 Other Replacement Projects
2.15.1  Urban Mains Relocations

AG forecast $545,000 in 2005, $585,000 in 2006 and $300,000 in 2007 for relocating
distribution facilities in mobile home parks.

CG argued® that consistent with the forecasting method for mains extensions, the forecast
mobile home park relocations should be based on the three year average adjusted for inflation.
From 2002-2004, the actual expenditures averaged $403,000. CG recommended that the forecast
of costs for mobile park mains relocations should be $411,000, $419,000 and $428,000 for the
three test years, 2005 — 2007 based upon the three year average method adjusted for inflation in
each year.

AG indicated® that the amounts were based on the forecast activity in each business unit. In its
Rebuttal Evidence®, AG provided an analysis of historical GRA forecast and actual amounts as
well as the forecast amounts in this Application.
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Views of the Board

The Board agrees with CG that the evidence does not support AG’s forecast. The Board accepts
CG’s argument that the forecasting method for mains extensions is also appropriate for urban
mains relocations and therefore accepts the CG suggested amounts of $411,000, $419,000 and
$428,000 for the 2005-2007 test years respectively as being a more reasonable forecast.
Therefore, the Board directs AG in the Compliance filing to revise its forecast expenditure in the
test years to these amounts.

2.15.2 Measurement Instrumentation

AG forecast expenditures for the purchase of new and replacement meters and instruments in the
amounts of $11.7 million, $15.8 and $14.6 million for 2005, 2006 and 2007 respectively.
Included in these expenditure forecasts, AG proposed a new program commencing in 2006 to
replace obsolete mechanical modules with electronic modules on rotary meters at a forecast
annual cost of $3.6 million in each of 2006 and 2007. These costs include $0.6 million in each
year for conversion kits and $0.6 million for the build up of working inventory.®

CG recommended that the program to replace obsolete mechanical modules be deferred until AG
demonstrated that the replacement of the mechanical modules was the most efficient and
economic option. CG noted that AG had purchased only 31 modules in 2002 and 2003 as
compared with the 1700 modules for 2006 as proposed in the Business Case. CG also noted that
AG had not experienced any catastrophic failures with the mechanical units in the past.* In
addition, CG argued that the Business Case did not show the full year impacts for the conversion
kits or the 25% extra modules acquired for rolling stock. The capital carrying costs were forecast
to increase from $362,000 in Year 1 to $2,341,000 in Year 6 ($2.517 million if the conversion
kits and rolling stock were included). The carrying costs of the project would decline thereafter
as the electronic modules were depreciated. Although AG had not provided a NPV analysis, CG
argued that the costs of replacing the mechanical modules far outweighed the best-case benefits.

CG submitted that AG did not justify replacing the mechanical modules on rotary meters on
either a cost-benefit/net present value basis or on the basis of obsolescence and, accordingly, CG
submitted that the $3.6 million of forecast capital expenditures in each of 2006 and 2007 should
be denied until AG can present a more convincing business case.

AG noted that there should have been an adjustment of $2.3 million in 2004 due to an incorrect
allocation of meters between North and South. AG reversed the incorrect allocation in 2005 as
shown in Table 2 of the Rebuttal Evidence.” The CG accepted the adjustment, but noted that
reversing the incorrect allocation in 2005 may affect the 2004 closing and 2005 opening balances
for AGN and AGS as well as related accounting entries. The Board agrees that the $2.3 million
incorrect allocation in 2004 should be reversed, and directs AG in the Compliance filing to
confirm that the correcting entries have been effected and that the 2005 opening balances for
AGN and AGS are correct.
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AG noted that a disadvantage of using the mechanical modules was a risk of parts availability
and re-certification and re-calibration costs. These risks were not quantified beyond stating that
one manufacturer has phased out making replacement parts for older models. AG argued that it
has an obligation to keep measurement equipment and instrumentation working as accurately and
efficiently as possible. As technology changes and improves, AG must determine the best time to
replace old equipment to ensure that it can be properly maintained, remain accurate and improve
reliability.

AG explained that $600,000 of the $3.6 million for conversion kits was a continuation of
upgrades of measurement that has been ongoing since 2004.™ This expenditure was not in the
business case for module replacement because it is a separate program. In addition there has also
been an ongoing replacement of obsolete instruments that was started in 2003 with a $430,000
expenditure, and continued in 2004 with an expenditure in the order of $1 million. The ongoing
replacement will be completed in 2006, with expenditures in the order of $2 million in each of
2005 and 2006. These costs were included in the total meter replacement costs.

AG noted that CG inferred that AG provided only anecdotal evidence that mechanical modules
would not pass a sampling process.”” AG replied that it presented evidence and that based on the
expertise and knowledge of AG, there had been enough failures to know that a sample would not
pass.”

Views of the Board

The Board notes that AG filed the Business Case related to the Mechanical Module Replacement
program with its Rebuttal evidence. Since this is a new program for which the total capital
expenditures are substantial, the Board reminds AG that it expects Business Cases for such
programs to be filed along with the Application.

Notwithstanding the late filing of the Business Case, the Board is of the view that sufficient time
was provided for evaluation. Based upon the projections in the Business Case, the Board is of the
view that the Mechanical Module Replacement project has merit from a financial and operating
perspective. Therefore, the Board approves the initiation of the Mechanical Module Replacement
program projected to commence in 2006 and approves the forecast capital expenditures for 2006
and 2007 as per the Application.

2.15.3 Moveable Equipment

AG forecast capital expenditures in the amounts of $9.4 million, $8.5 million and $7.7 million
for 2005, 2006 and 2007 respectively for additional and replacement vehicles. AG manages a
fleet of 960 vehicles ™ and replaces vehicles according to the following guidelines:™

GVW?' less than 17,500 Ibs 200,000 km (150,000 km pre-1999)
GVW over 17,500 Ibs 300,000 km
Highway Tractors 500,000 km
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Based on these criteria, AG targets replacements of smaller vehicles at 10 years (7-8 years pre-
1999). AG proposed to add 39, 38 and 12 new vehicles and to replace 133, 120 and 100 vehicles
in each of 2005, 2006 and 2007 respectively.”

CG noted its concern related to the acquisition of new vehicles required for growth.” CG argued
that growth was driven by number of employees, assuming constant productivity, and would not
be materially different than growth in customers or capital expenditures. The CG was concerned
that AG required 960 vehicles for 1742 employees™ for a ratio of 1.82 employees per vehicle and
encouraged the Board to carefully scrutinize new vehicle additions based on maintaining
productivity levels. The CG submitted that no more than 25 new vehicles should be added to
meet growth in the test years. Based on the AG forecast additions of 39, 38 and 12 new vehicles
in the test years,® new vehicle additions should be reduced by 14 in 2005 and 13 in 2006. At an
average cost of $57,000 per vehicle,® the reduction in new vehicles would translate to reductions
of $798,000 in 2005 and $741,000 in 2006. No changes to additions were determined in 2007
because AG did not segregate additions from replacements.®

CG also noted that AG introduced new evidence on fleet vintage in the form of Appendix 2. AG
noted that there had been an increase in fleet units beginning in about 1994 and that these units
were now 10 years old and would require replacement in the test period. CG considered that
AG’s comments about extending the life of units and the reductions due to the merger in 1999
were largely irrelevant because most of the units thus affected should be out of the system by
now.

The CG submitted that AG did not meet its burden of proof to demonstrate that it will require
133, 120 and 100 replacement vehicles in the test period. CG submitted that in the absence of
adequate proof, vehicle replacements should be limited to 100 units per test year. This translated
to reductions of 33 and 20 units in 2005 and 2006 or $1.39 million and $1.14 million
respectively.

CG remained concerned over the average unit price utilized by AG to develop its forecast
transportation equipment expenditures. CG noted that it was forced to rely on what AG chose to
provide and analyzed the mix of transportation units provided in CG-AG-17.

CG did not detect a material shift in the mix of vehicles from 2005 through 2007 and
accordingly, maintained its position that AG did not support the average cost of $68,800 per
vehicle in 2007 as determined from the information provided in CG-AG-17(a). Accordingly, CG
submitted that the $57,000 average for 2005 and 2006 ($44,100 in 2003 and $55,400 in 2004) as
noted in its evidence, should be utilized to determine 2007 vehicle expenditures with a resulting
$1,321,600 reduction ({68,800 — 57,000} x 112).
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AG argued that it “determines the need for additional vehicles based on its business requirements
primarily driven by growth in employees and not on a formula as suggested by the CG.”® AG
also criticized CG’s suggestion that the number of additional vehicles should be related to
growth and that CG’s determination of cost per vehicle was overly theoretical by using an
average cost per vehicle.

AG argued that the logic of the CG was flawed in three respects. First, as indicated by AG,*
vehicle additions were related to a number of factors, primarily its business requirements and
number of employees requiring access to transportation in the performance of their
responsibilities. Vehicle additions were not directly related to either customer additions or capital
additions, as suggested by the CG. Second, AG forecast vehicle additions on a case by case basis
to determine specific requirements. There was a significant range in the cost of individual
vehicles due to the variability in size and rig-up. AG argued that it was completely inappropriate
of the CG to apply a fleet average cost to determine a requirement in revenue requirements.®
Third, the vintage of the fleet is influenced by the new vehicles purchased for monthly meter
reading which, if disallowed from opening balance, would tend to make the overall fleet older,
increasing the need for replacements.

AG was also concerned with the CG’s approach to expenditures for replacement vehicles. AG
provided substantial evidence in its Application,® responses to Information Requests,®” and
Rebuttal.®® AG reiterated that the forecast expenditures for replacement vehicles were based on
specific assessments and analysis® rather than a general formula approach. AG argued that CG
did not provide any evidence that the vehicles identified for replacement were not required.

Views of the Board

The Board accepts AG’s justification that the number of new vehicles required for customer
growth is related to the mix of new employees requiring access to transportation in the
performance of their responsibilities. Therefore, the Board accepts AG’s forecast of the number
of vehicles required for growth. In addition, AG’s method for forecasting the cost of additional
vehicles using projected specific requirements for each vehicle will provide a more accurate
estimate for new vehicles, as compared with using a fleet average cost to forecast the cost of
additional vehicles for growth. Therefore, the Board accepts AG’s forecast of cost for new
vehicles required for growth.

Regarding the forecast number of replacement vehicles for each test year, the Board considers
that AG’s method of determining the replacement requirements based upon specific assessments
appears to account for the variations in circumstances for each vehicle service application, rather
than using a general formula approach. This method will likely result in a more accurate forecast
of replacement requirements. Therefore, the Board accepts AG’s forecast of replacement
vehicles along with the forecasted average cost for new vehicles in each year.

8 Rebuttal, page 35

8 Rebuttal, page 35, lines 4-17

% Rebuttal, page 35, lines 35-40

8 Application, Volume 1, Section 2.1.3.9
¥ CG-AG-17

%  Rebuttal, pages 34-35 and Appendix 2
8 AG Argument, page 20, line 20
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2.1.5.4  Pipeline Replacement Projects

AG forecast capital annual expenditures in the North of $5 million in each of 2006 and 2007 for
the relocation of distribution facilities (distribution mains and regulating meter stations) required
as a result of the relocation of taps off high pressure transmission systems.

CG objected to this forecast expenditure noting there was neither a business case, nor an estimate
for this $10 million expenditure. CG argued that AG seemed to be taking the position in Rebuttal
Evidence that these amounts have now become “unspecified expenditures” for projects that have
a likelihood of proceeding.* The CG stated “It is therefore impossible to assess either the need
for, the quantum of costs or the timing of these capital expenditures” and “Had this case been
tested in this proceeding based on the evidence provided, the CG considers there is little doubt
that these projects would not have been approved.”*

AG indicated that the plans for the replacement project were preliminary and that it no longer
forecast the $5 million level of expenditure. However, AG was maintaining its capital forecasts
as presented in the Application.®” AG argued that the Board must be cognizant of the
inappropriateness of using hindsight to test a forecast as well as the issue of asymmetry when
analyzing new, post-forecast evidence. AG claimed that the test of what is forecast to be “used or
required to be used” as part of forecast rate base is based on facts existing at the date of the
forecast, not facts that become available after the Application has been submitted. AG identified
other significant changes to its capital expenditures forecast as a result of more recent
information.

In addition, AG noted that Decision U96002 specifically contradicts the CG’s position:

The Board agrees with the submission of Centra that it is not required to prove that each
individual capital expenditure item will occur as forecast. The Board also agrees with the
submission of Centra that Centra’s actual capital expenditures are not required, or even
expected, to be identical to those approved by the Board for a test year. The Board agrees
with the position of Centra that it must build to fit the need rather than the forecast. *

AG therefore continued to consider that the inclusion of this cost would result in rates that were
just and reasonable and that the Board should approve the inclusion of the forecast amounts in
rate base.

Views of the Board

The Board does not share AG’s view that forecasts should be weighed for reasonableness only
on the basis of the facts available on the date when the forecast was prepared. In

Decision 2003-100,* the Board considered the revenue requirement forecast of ATCO Pipelines
which included an amount in respect of the Bretona Loop project. At the time of the forecast the
project was expected to proceed. Subsequent events lead to the conclusion that expenditures by
ATCO Pipelines would not be required as an alternative had been identified. ATCO Pipelines
submitted that its overall forecast of capital expenditures was reasonable and prudent, and that
approval of these forecast expenditures should not be affected by its decision not to proceed with

90
91

Rebuttal, page 36

CG Evidence, page 25

%  BR-AG-4

% Decision U96002, pages 23-24

% Decision 2003-100, ATCO Pipelines 2003/2004 General Rate Application Phase 1, December 2, 2003
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the Bretona Loop. In denying the inclusion of the capital expenditures for the Bretona Loop
project, the Board stated at page 18 of Decision 2003-100:

The Board has considered ATCO Pipelines’ argument that in accordance with
prospective ratemaking principles, the cancelled Bretona Loop project should remain in
rate base. However, the Board agrees with Calgary’s position and considers that inclusion
of the Bretona Loop would distort the forecast and would not meet the statutory rate base
tests, when clearly the loop would not be installed and neither the capital cost nor any
other associated cost would be related to a facility that was used or required to be used....

The Board considers that it is the responsibility of the utility to thoroughly demonstrate to
its customers and to the Board that projects and expenditures are both prudent and used
or required to be used. Should the Board find that these tests are not met, the Board will
disallow all, or a portion of, the project from rate base.

Later, at page 96 of Decision 2003-100, the Board stated:

ATCO Pipelines argued that altering forecasts used in the preparation of a regulatory
filing may damage the prospective nature of the rate-making process. However, as all
parties are aware, the time lapse between the filing of any original evidence and the time
of the subsequent hearing can be several months during which time certain costs or
parameters can change markedly. In the past, the Board has taken into account current or
updated information on actual costs in cases where the updated information is materially
different from the forecast information presented in the Application. In the Board’s view,
this practice is supported, in part, by Section 91 of the Public Utilities Board Act and is
consistent with the approach it took most recently in relation to the ATCO Electric Ltd.
2003-2004 GTA in Decision 2003-071% and the ATCO Gas 2003-2004 GRA in Decision
2003-072.%

The Board finds the foregoing reasoning equally applicable in the present circumstances in
respect of the forecast capital expenditures of $5 million in each of 2006 and 2007 for the
relocation of distribution facilities. The Board understands that forecasts must be prepared well
in advance of the close of record. However, should there be a change in circumstances
subsequent to the preparation of the original forecast that materially impacts the rationale
supporting any significant aspect of the applied for revenue requirement, the Board must take
that information into account in determining if the subject expenditure continues to be required
in respect of facilities that are used or required to be used to provide service to the public, and in
determining if the applied for revenue requirement will result in just and reasonable rates.

In this Application, the Board finds that the justification for the tentative relocation program of
taps off high pressure transmission systems is inadequate. By its own admission, AG no longer
expected this project to be required. However, AG requested the Board to permit the funding for
this program to remain in capital additions as an offset for probable projects that were identified
after the original forecast date®” and which would be additional to the original forecast. In
Argument, AG listed a number of areas where information subsequent to the preparation of the

% Decision 2003-071, ATCO Electric Ltd., 2003-2004 General Tariff Application, Rate Case Deferrals
Application, 2001 Deferral Application (October 2, 2003), pages 110-111

% Decision 2003-072, ATCO Gas, 2003-2004 General Rate Application, Phase | (October 1, 2003), pages 20-22

" AG Argument, page 12
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original forecast suggested projects in addition to the original forecast, for which funds were not
provided in the Application.

The Board does not accept the justification that funds should remain in capital additions where
AG has admitted that the project for which the funds were identified will not likely proceed. The
Board has stated its views regarding updated forecasts in Section 1.2 above. Therefore, the Board
directs AG in the Compliance filing, to reduce its forecast of capital additions in the North by

$5 million in 2006 and $5 million in 2007 and to reflect this change in all schedules that are
affected, including corresponding reductions to the operating and maintenance forecasts.

2.1.5.5 Fort McKay Project

The Fort McKay distribution project was proposed to serve residential development near

Fort McKay. Specifically, Athabascan Resource Company (ARC) approached AG to estimate
the cost of providing service to 500 homes in the first year with future growth to a maximum of
1200 lots. A Business Case in support of the project was included in the Application.

CG commented that the provincial and federal governments had not yet completed land transfer
agreements necessary to commence the project.”® CG stated that AG was not aware of who owns
the property, nor was AG aware of whether there may be additional land claims affecting the
land involved in the project.*® An October 7, 2004 letter from ARC indicated that an agreement
between the Fort McKay First Nation and CNRL had not been completed. AG also
acknowledged that until the agreement was completed, the exact schedule and details of the
project would be unknown.'®

In addition to unresolved land transfer issues, CG argued that AG also advised that the
negotiations amongst ARC, the Fort McKay First Nation and an investor remain unresolved at
the time of the proceeding and the project was put on hold.’®* Even if these negotiations were to
be resolved during the test period, the CG submitted that there was no evidence to indicate
whether Fort McKay, ARC or the investor has the financial and/or managerial ability to
complete the project.'®

The CG submitted that it appears highly unlikely that the land and investor issues will be
resolved so as to allow the Fort McKay project to commence during the current test periods.

CG argued that AG had not demonstrated there was even a reasonable likelihood the

Fort McKay project would proceed in the test years, and therefore recommended that the forecast
costs and contributions associated with the Fort McKay project should be removed in totality
from AG’s revenue requirement.

As ownership of the land has not yet been settled, AG acknowledged that it did not have a
franchise agreement with respect to this project. Moreover, if the project was on reserve land,
there would be the possibility of other distribution companies providing service to the project
area.'®

% Exhibit 02-015-005, CG.AG-58(h)

% Transcript Volume 1, page 145; line 8

100 Exhibit 02-001-001, Vol.2, Tab 2.1, BC 01-01, page 13 of 17 & T146; L17, V.1
191 Exhibit 02-015-005, CG.AG-58(i)

192 Transcript Volume 1, page 149, line 18

103 Exhibit 02-001-001, Volume 2, Tab 2.1, BC 01-01, page 7 of 17
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AG argued that CG’s suggestion, that the forecast costs and contributions associated with this
project should be removed from the revenue requirement on the basis of considerable post-
forecast evidence, should be rejected. AG considered that this issue was identical to the issues
discussed with respect to the Pipeline Relocation'™ project. AG restated the same objections to
the hindsight review CG conducted with respect to the Fort McKay Project.

Views of the Board

The Board finds that AG has not met the burden of proof that the Fort MacKay project will
proceed in the test years. Therefore, the Board denies the inclusion of the forecast amount of
$1.029 million in 2005 capital additions for this project, and directs AG in the Compliance filing,
to reduce this amount from its forecast of capital additions in the North for 2005. The Board
directs AG to reflect this change in all schedules that are affected, including any forecast revenue
from projected sales to customers and corresponding reductions to the operating and
maintenance forecasts.

2.1.5.6  Brooks Operating Centre

AG proposed to build a new operating centre in Brooks and forecast a capital cost of $982,000.
Land was purchased in 2004 for $160,000, with construction scheduled to begin in April 2005
with occupancy in October 2005.'%

CG argued that the costs associated with the Brooks Operating Centre should not be included in
rate base for the test years. CG contended that AG failed to demonstrate that AG’s request was
the lowest cost option. CG further suggested that, if the project is approved, it should be deferred
at least one year as the construction schedule appeared unrealistic.

AG argued that the Brooks Operating Centre was not justified based on a strict cost/benefit
analysis, but rather on the other issues as described throughout the Business Case. Based on the
present value calculation and the availability of suitable land/facilities, the only feasible option
was to build a new operating centre.

AG pointed out that the schedule included 19 days in December to rectify deficiencies.'® During
cross examination, Mr. Schmidt confirmed that construction had commenced and that occupancy
was forecast in the first two weeks of December.'””

Views of the Board

The Board accepts AG’s rationale and Business Case as appropriate justification for the need to
build a new operating center in Brooks on the land it acquired for the building. In addition, the
Board accepts AG’s expectation that the new Brooks Operating Center will be occupied prior to
end of 2005. Therefore, it is appropriate to include the project costs into the capital additions for
2005.

104
105

Application, page 2.1-27
Application Volume 1, page 2.1-48
16 BR-AG-60(a) Attachment 1

97" Transcript, Volume 1, page 157
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The Board notes that AG proposed to move the remaining undepreciated capital cost of the
vacated facility into non-utility accounts effective on October 1, 2005'*® and that AG’s intention
is to dispose of the facility.’® The Board also notes AG’s view that the disposition of the Brooks
facility would be outside the ordinary course of business and that, accordingly, AG intends to
submit an application for disposition.'™® The Board agrees that the disposition of the Brooks
facility falls outside of the ordinary course of business and, therefore, expects AG to apply, in
due course, for sale of the Brooks facility and disposition of proceeds. However, in the interim,
AG’s accounting treatment of the Undepreciated Capital Cost (UCC) and Capital Cost
Allowance (CCA) in this Application is not to be interpreted as having received any specific or
implied approval. The Board notes Mr. Beckett’s reference' to the appeal before the Supreme
Court of Canada of the Board’s decision'*? with respect to the Calgary Stores Block. The Board
will deal with the appropriate accounting treatment of the proceeds of sale upon receipt of an
application for sale and disposition of proceeds for the Brooks facility.

Therefore, until the Board deals with an application for the disposition of the vacated Brooks
facility, the Board directs AG to treat the remaining UCC and CCA as regulated assets held for
future disposition, but not included in the current rate base upon which a return would be
included in the revenue requirements for the test years. The issue of whether or not any return is
applicable to these assets held for future disposition will also be determined subsequent to the
decision of the Supreme Court of Canada.

2.1.5.7 Fort McMurray Operating Centre

AG forecast an amount of $3.2 million for 2007 to renovate and convert the existing
Fort McMurray Operating Centre to four bays and a warehouse and to construct a new 9,000
square foot office facility adjacent to the existing building.

The CG considered that the expansion of the Fort McMurray Operating Centre was excessive
and a scaled down version would be more appropriate. CG considered that AG, ATCO Electric
(AE) and ATCO Pipelines (AP) should share