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Chairman: Mx. Taylorx

MR. CHAIRMAN: You have the minutes of the last meeting. What is your pleasure?

Mx. Young that the minutes be received. Seconded by Dr. Webber. Are you
question?

Moved by
ready for the

(Motion carried)

MR. CHAIRMAN: We have  asked_  the Hon. James Foster, Attorney General, and  the
representatives of the Public Utilities Board commissioners to be with us +this moxrning,
and I will now ask Mx. Rogers if he will outline the sections in the public accounts that
deal with the board of public utilities commissioners. Mr. Rogers, please.

MR. GOGO: On a point of ordexr. Is the Attorney General represented by Mr. Pat Toole?
MR. FOSTER: It's going to be a long day, Mr. Chairman.

MR. CHAIRMAN: Thank you, Mr. Gogo. No, he hasn't changed his name. He hasn't had time
undexr The Change of Names Act. Mr. Rogers.

MR. ROGERS: Mr. Chairman, I'd like to refer to public accounts '75 -- '76, volume one,
page 104. Appropriation 1251 deals with the Public Utilities Boazxd. The 1legislative
appropriation was $1,018,355. There was a special warrant for $217,500. A total of
%$1,235,855, of which $1,036,285 was expended.

Oon page 108 the expenditure is classified by object of expenditure, and the details for
appropriation 1251 appear the last detailed column on that statement.

There's a small amount of revenue on page 110, of $17,997.

Mx. Chairman, those are the relevant sections of public accounts dealing with the Public
Utilities Boaxd.

MR. gHAiRNAN: Are there any questions involving the statement by the Provincial Auditor?
Mr. Clazrk.

MR, CLARK: Mr. Chairman, could the Provincial Auditor get a breakdown for us of -~ under
vote 1251, that portion dealing with fees and commissions ~- the $124,4247 First of all
could we get, perhaps, an explanation from the Public Utilities Board officials as to the

kind of work done undexr these fees and commissions, and then if we could get the names of
the individuals who did the wozxk?

MR. CHAIRMAN: Mx. Clark, the secretary didn't hear you. Would you mind .#.%.



MR. CLARK: Very ood. If we could first of all get from the Public Utilities Board
official the kind of parameters thes use for the fees and commissions area, and then
secondly, the names of the individuals who were engaged by the Public Utilities Board to
do the work, and the project or the purpose for each contract.

MR. CHAIRMAN: Do you want to have a reply to that now, oxr do you want to finish up with
Mzr. Rogers? Mr. Rogers, would you like to deal with your section?

MR. ROGERS: Was the request for a breakdowun of the $124,000? Mr. Chairman, I would have
to bxing that back at the next meeting. I will so do.

MR. CHAIRMAN: Any further questions to the Provincial Auditor?

MR. CLARK: Therxe is always the zossibility the Assembly may adjourn. I wonder if .#.%.
(interjections) Well, it's hopeful if the Minister of Municipal Affairs doesn't bring too
many more amendments.

But to %et back to the Public Utilities Board. Could we have the breakdoun, Mr. Rogezs,
prioxr to the next meeting? I am thinking, Mr. Chairman, if we don't meet again until the
spring session, would it be ossible to ask Mx. Rogers to send the breakdown of that

information to the individual members who are on the committee? Would that be possible,
Mr. Chairman?

MR. CHAIRMAN: I think, Mr. Clark, if the Provincial Auditox sent it to the chairman, then
I would distribute it to the members of the committee, if that is satisfactory with the
committee. Is that satisfactory?

Any further questions to the Provincial Auditoxr? TIf not, then, we have with us today
the Hon. James Fostexr, the Attorney General, and minister in charge of the board of public
utility commissioners, and Mr. Bill Horton, the chairman of the board of public utility
commissioners, and Mr. Bill Sharon the executive officexr of the board. We'd 1like to

welcome you to the meeting, gentlemen, and at this time I'll ask the hon. Mr. Foster if he
has an opening statement.

MR. FOSTER: Mr. Chairman, thank you very much. I think at the time this matter was placed
on the agenda of the committee there was an interest in the committee to discover a good
deal more about the PUB: how it functions, what it regulates, how many firms are involved,
what is its jurisdiction, and a great deal of information like that. I think it's now a
matter of public recoxrd -- but if not, let me make it so —-- that since that time the PUB
has prepared a very useiful overview document which I have in my hand and which I think you
will <recognize because +this has been circulated to all membexs of the Assembly, which
answers I think a great many general concerns about the role and function of the PUB and
actually hou the conduct hearings and the various factors involved in theix
consideration. So it wouldn't be my intention, Mx. Chairman, to deal with that, othex
than to identify the document foxr +the membexrs if they haven't had the opportunity of

reviewing it before now, and to note that that information has been made available to all
members of the committee.

MR. CLARK: When was that made évailable?

MR. FOSTER: This document was prepared in the late spring and I asked my office to send it
out to all members of the Assembly before the summexr. You should have a copy of it, and



%f there is some reason you haven't, I'll see you get it, because I wanted all members to
ave one.

MR. CLARK: We don't seem to have copies of it.
MR. FOSTER: Well, in that event, that's my oversight.
MR. CLARK: There's been a strange breakdoun.

MR. FOSTER: Yes, it is. This document is prepared for members of the House so that they
are aware of what's going on in the Public Utilities Board, and if membexs of the
opposition, Mr. Chairman, haven't got it, that's an oversight of my office staff foxr which
I have to assume responsibility, because it is to be available to you.

MR. CHAIRMAN: I have it. Mx. Notley.

MR. NOTLEY: Mr. Chairman, I wonder if we could move into this question that came up both
last spring in the Estimates and also the other day durin% a resolution on the Public
Utilities Boaxrd, and that 4is the question of the relationship between debt capital and
equity capital in the private investor owned utilities.

MR. TAYLOR: The secretary can't hear you.

MR. NOTLEY: Mr. Chairman, I'll speak up. . )
The question really relates to the relationship between debt capital and equity capital.

My gquestion f£irxst of all to the Attorney Generxral. It's my understanding that the rate of
return is based on 15 per cent on equity capital.

MR. TAYLOR: Mx. Horton.

MR. HORTON: Mx. Chairman, if I may resgond to the question. The rate of return of course
requires considerable qualification, and I very rarely answer questions in respect to rate
of return without requesting that the questioner define precisely what rate of return he
is talking about. For example, a very common term in regulatory cirxcles is +the overall
return on rate base. That may be expressed as one rate of return. There are, of course,
component or sub rates of returns; thexe is_a rate of return on debt capital; there is a
rate of zreturn on common equity capital; there is a rate of return on preferred share
capital; and of course there may be other forms of capital, each of which may demand a
certain rate of zxeturn or <cost rate, to use a synonym which is often used in public

utilities regulation, and for some forms of capital that cost rate may be determined by
the board to be zero. 1In other words, a zexo rate of return. .

But to answexr the specific question I think the membex was asking, I think his question
was directed to the rate of return, or cost rate foxr common equity capital. That rate of

return is really the product of a particular arithmetic calculation. It is really arrived
at by dividing the component of the overxall fair return <£ixed by the board, which is
deemed to be <requirxed by the equity capital which finances the total rate base, and
dividing that component of the total return by the total investment that is assumed to

have been made in the total rate base. So it's really a calculation. In each specific
case, the return on equity, oxr the cost rate for equity capital used to finance the rate
base, 1is a calculation. It is not a factor which in itself is detexmined. But it is a

factoxr which is dexived by calculation. The board f£ixes a fair return. One component of



that fair return is a return to equity capital, and that return is a determination made by
the board in each particular case, based on the mexrits of the case. In recent times the
range of that return has been in the oxder of 14 to 15 pexr cent for most Alberta
utilities. And this includes investoxr-owned utilities as well as a return to the equity
portion of +the =zrate base of municipally-owned wutilities which are under the board's

jurisdiction as well as the provincially-owned utility undexr the board's jurisdiction, the
Alberta Government Telephones.

MR. CHAIRMAN: Mr. Notley, first supplementary.

MR. NOTLEY: My first supplementar% question then is to Mr. Horton, and it's a follow-up
from his answer. We then, in de facto_terms, Mr. Horton, are looking at 1% to 15 per cent
as a ractice. I think that would be a fair conclusion from your comments. I'm not
asking that as a gquestion, but just to make surxe that I undexstand your answer; that it's
essentially an arithmetic formula, but it is worked out to 14 to 15 per cent in most
cases. Would that be a fair statement of your answer?

MR, CHAIRMAN: Mr. Horxton.

MR. HORTON: Thank _you, Mr. Chairman. Yes, I think as I said, in recent times the
calculation has resulted in a range of equity rate of rxeturn in the order of 14 to 15 pex
cent. But I do want to emphasize that that is the result. The determination is made on
the merits of each particular case after receiving a considerable amount of evidence,
basically opinion evidence, from the applicant utility company and the interxveners. The
board makes 1ts judgment based on its view of that evidence, after assigning appropriate

weight to the evidence of all the experts who testify in respect to the rate of retuzrn
question.

MR. CHAIRMAN: Mr. Notley; now your first supplementary.

MR. NOTLEY: Mr. Chairman, the question I would put to Mr. Horton then is: in determining
the balance between equity and debt capital, what guidelines specifically are used by _the
boaxd? The _reason I raise this is 1t seems to me that there is going to be obviously a
difference. If we're talking about a practice of 14 to 15 per cent on equity capital, on
the othex hand debt capital would be somewhat less, the borrowing of debt capital. So
that a high ratio, a 50:50 ratio, of equity to debt is going to be good for the company
and bad for the consumex.

I wuse the example to illustrate the point that I'm making, of the hassle we got into
between the Albexta Energy Company and Syncrude on debt equity. The Alberta Energ¥
Company wanted a ver¥ high debt equity ratio, and the company wanted a very low de
equity ratio. They wanted more debt and less equity because they were paying rates_  based
on the composite of the tuwo, and a composite based on high debt and low equity would mean
less dollars than high equity and a lower debt ratio. .

So it «really comes back to the question: what are the guidelines used by the boarxd in

det%rmining whether it should be a 90:10 xratio, a 20:80 ratio, a 50:50 ratio, or what have
you?

MR. CHAIRMAN: Mxr. Hoxrton please.

MR. HORTON: Thank you, Mr. Chairman. I think I should probably precede my remarKks by
apologising if I perhaps go beyond the particular question. This question is one that I



could talk for whatever remaining time is available, and I will try not to do that. I'll
try to be brief in my ansuex.

I think the first point that I would like to make is that the investor owned utilities

in Alberta obtain theixr capital, all forms of capital, <£rom the traditional capital
markets. So it zeally is that market which determines the cost of capital, both the debt
capital and the equity capital, and not the boaxd. I say that as a general remark because

in some cases the board must exexcise its judgment in respect to the appropriateness of a
particular capital structure that may exist with a particular investor owned utility.

Basically, the approach that the board takes -— and I should pexhaps comment that this
is covered in some detail in our overview that Mr. Foster referred to a few moments ago --
is first of all according to the direction of the statute. The board determines a rate

base for the utility company. That rate base is basically the net book wvalue of the
physical assets _and other assets that are wused oxr required to be used in providing
service, and an allowance for working capital. .

Having determined that rate Dbase, the statute then requires the boaxd to £fix a faixr
return on that rate base. What must be done as a step precedent to determining that fair
return, is to determine how that rate base is financed. The first evidence that the board
looks_at in respect to how the rate base is financed, or how it should be financed, is the
actual capital structure of the company itself. And if that capital structure is one
which has been fixed by the market -~ in othex words, if the shares of the company are
trading on the market -- then it is really the market that determines what the debt equity
ratio of the company should be, because the debt financiers will not lend money to a
utility company if they «consider the equity portion of their capital structure to be
insufficient. There is a danger, as I think you were indicating, that an_  _investor ouned
utility company may be tempted to increase its amount of equity capital if it expected to
receive a 15 per cent return on whatever equity capital it had, and a proportionately less
return on the debt capital. As you have indicated, there would be that temptation, or may
be that temptation. . .

So that in a wutility which 1is looking to the traditional capital markets for its
capital, it doesn't have that opportunity, because the market would not pezrmit it in
general. Bu there is another safeguard in that the board makes a determination whether
oxr not the actual capital structure of the wutility company is an appropriate one
considering how other utility companies are financed, considexing the capital structure of

other utility companies. And again we receive this evidence from both applicant witnesses
and intervenexr witnesses. The board makes a determination then what is the appropriate
capital structure for the particular utility company. In most cases the appropriate

capital structure is found to be the actual capital structurze. Thexefore the rate base
can be assumed to be financed in the proportion that each form of capital bears to the
total amount of capital.

As that  first step in the calculation, then, we subdivide the rate base into various
portions which are assumed to be financed by the various forms of capital.

In cases where the board considexrs the capital structure not to be appropriate -- and
this may happen where the operating utility company may be a subsidiary company of a
larger holding  company; 1in some cases c¢ompanies which arxe not subject to the boaxd's
jurisdiction, and may be engaged in non-utility activities —-- the board may not considex
that _the capital structure of such a company is appropriate, and if it so considers, then
it will impose its own judgment as to the appropriate capital structure, having hearxd the
evidence that is adduced at the hearing, and it will deem the rate base to be financed by
the appropriate capital structure, so that it will allow a return on equity capital and a

return on debt capital in accordance with the capital structure which the board determines
to be appropriate.



MR. CHAIRMAN: Mr. Notley, second supplementary.

MR. NOTLEY: Mr. Chairman, to Mr. Horton. What projections are undertaken by the board
with respect to the impact of this debt equity ratio_on pouwer rates? Let me illustrate
what I mean. The electric utilities planning council in 1975 suggests that we'ze going to
have more than a doubling of our use of electric pouwer between 1976 and 1986, <£rom about
3,000 megawatts to about 7,000 megawatts; so we've got more than a doubling in that period
of 10 years. I look at the projects_that have been identified in the ERCB report, and in
order to generate that additional amount of power, we're going to have to look at $3
billion to %4 billion of capital in 1975 terms. Heaven Knows what that would be in 1977
terms, but at least in 1975 dollars that would be a very large amount of money. .

My question zrelates to the projections the board does in advance to consider what this
would mean to pouwer rates, because a difference between a 50:50 debt equity ratio on this
additional expansion, and a 90:10, could well mean as much as $100 million a year in pouex
rates on the difference between normal conventional lending <rates and the =return on
equity. This is a hypothesis that's not obviously something that may be altered by other
calculations. But the point I would like to raise, and the question I am putting to you,
Mzx. Horton, is: what long-texm projections do you have, looking at the power requirements
of the province and the impact of that debt equity ratio on the rate structure?

MR. CHAIRMAN: Mx. Horton please.

MR. HORTON: Thank you, Mr. Chairman. Once again I have to provide a little bit of
background to make my answer perhaps more clearly understood. .

Qur board uses what is called in public utility circles, a future test year concept, in
determining public utility rates. The premise for using that future test year is that we
are setting rates for the future, so the information on which those rates are to be based
should be future information. The future test years that we look at din_ a normal  rate
hearing are generally ona or tuo years into the future. In the considexation of those
future test years we are determining what the future rate base is in those test years, and
what the future capital structure of the company will be to finance those rate bases in
the future. But it is an immediately ©prospective future. And we also, with this
immediately prospective view, take into considerxation the forecast of what the cost of the
various forms of capital will be in that shoxt range. .

Now once again, if the investor owned utility is obtaining its capital from the
traditional capital markets, it doesn't xeally have the ogtion of financing with a 90 iez
cent debt ratio as opposed to =a 50 per cent debt ratio. So I would suggest that the
question is really a hypothetical one, unless some form of guaranteeing the return of that
capital to the various financiers is devised, which does not exist at the present time in
the Albexrta climate.

So certainly I have to agree with the hypothetical question that if you could finance
your rate base with 90 per cent debt capital and debt capital cost 10 pexr cent, whezxeas
equity capital cost 15 per cent, then obviously the arithmetic says that that would impose
less cost on the utility customers in the future.

I had a meeting, in fact the board had a meeting, with a number of investors who are
traditionally in the utility capital market, providing capital to utility companies, and
they asked that question; basically the same area of gquestioning that you are concerned
with: what would the board like to see as faxr as a capital structure? And my answer was,
well, we would like to see every utility financed by 100 per cent debt capital, because
assuming that we could get the debt capital at_a 10 per cent <c¢ost that's obviously the
cheapest way to <finance utility plant. But, you Know, that was a facetious answer,
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because we're talking to the people who are putting up that capital, and there is no way
that they are going to put up 90 per cent debt capital in the face of 10 equity investment
by the equity ouners of the utility company.

So, again, the marKet determines what is possible, what is real, and I think little is
to be gained by philosophizing over hypothetical <c¢apital strxuctures that our present
system just would not tolerate.

I think that is probably all I should say on that subject for the moment.

MR. CHAIRMAN: Mz. Notley, thixd supplementary.

MR. NOTLEY: My final supplementary question. Let me just preface it by saying two things.
One, even though I have a rather definite view on how I think utility companies should be
ouned, I don't raise this in the context of our discussion.

MR. CLARK: That's a relief.

MR. NOTLEY: But the reason I raise the question of the debt equity issue is that even if
one assumes private ownership of the utility companies, the fact of the matter is that we
have invested large amounts of heritage money in Alberta Government Telephones in debt
capital. And one of the things that the government will have to <c¢onsider, +the hexritage
committee, and the people of Alberta, will be: is it appropriate .#.#

AN HON. MEMBER: In that oxderx.

MR. NOTLEY: .#.%#. 1in that order, would it be appropriate to make debt capital available
from the hexltage fund to the utility companies? So I say that the guestion can be raised
in not as hypothetical a sense as it might be raised in New BrunswicKk, or something, where
there is not an option that will have to be seriously considered, regardless of how one
views the ouwnership itself of the utility industzry.

The gquestion I  —would like to put to you, Mr. Horxton, and I don't expect you to ansuer
that because I realize that's something the government's 501ng to have to look at, is -~ I
understand that +the present ratio is in the case of Calgary Pouwer now about 50:50; am I
correct on that -- what is your assessment, your bhest guess, of the equity debt ratio that
is required in_ order to gain the confidence of the market place and to attract the debt
capital required? What's the lowest we can go? Because obviousl as consumers we're
interxested in the louwest possible ratio. Is it 50:50? Can we get it down to 80:20? Can
we get it down to 85:15? Or are we stuck somewhere around 50:507?

MR. CHAIRMAN: Mr. Horton please.

MR. HORTON: Mr. Chairman, I don't want to appear evasive, but_ the short answer to your
gquestion is: there is no single ansuwer. There 1s no one capital structure or capital
ratio that is applicable to all companies at all times and in all economic circumstances.
There seems to be a clustering, though, where the market is setting the capital structures
of electric utilities, for example. There seems to be a clustering of around 30 per cent
equity, 15 pexr cent preferred share capital, which is zeally equity. But when I say
equity I meant common equity. So about 30 per cent common equity, 15 per cent preferred
share capital, and about 55 per cent debt capital.

We have some unusual factors in Alberta, for example the border flowback funds, which
the board considers to be part of the capital of the company, and this is more applicable
to gas utilities than electrics, but I use that as an example of things that may influence
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the capital structure of a particulaxr utility company in a particular Jjurisdiction. We
have to_consider the differences in comparing a electric utility in the U.s., for example,
to an electric¢ utility in Canada. They may both be investor owned utilities who may both
be dealing directly with the capital markets for their funds. But the fact is in recent
times in Canada, preferred shares have become more attractive to the investing public, and
utility c¢ompanies have found it advantageous to increase that portion of theixr capital
structure in the preferred share area, and to reduce the common equity poxrtion of their
total capital structure. . -

The important thing is that whatever capital stxucture is used, a total cost of capital
results. .And you cannot change one element of the capital structure without, of course,
affecting the other elements, because they must total 100 per cent of course. But if the
debt capital is increased, if it could be increased, then of course there are terms and
conditions of dissuing that debt. For example, the so-called "times interxest coverage
test” which actually increased the amount of earnings the company must be allowed ox they
just won't be able_ to borrow any capital. So this is just an indication, and I Know it's
probably not vexry clear, but this is an indication of how the market controls what the
capital structure is for a particular company.

But I think the impoxrtant thing is that what the board is trying to do and what the
board insists that the utility companies do, the investor owned utility companies in
particular, is that they obtain the minimum cost_of total capital. Now that includes
having an appropriate capital structure. It also includes ensuring that they are doing
some hard-nosed bargaining when they go to the capital markets to make sure that they get
the best deal they can when they obtain that capital.

So the board is interested in having the louwest possible cost of total capital. And one
of the elements that affects that is the capital structure. 1In fact in the document that
‘Wwe have prepared there is a relatively simple illustration of how a change in debt ratio
frxrom 55 to 60 per cent actually results in a highexr cost of total capital. And that is
not b¥ any means the total answer, but it is an illustration of one of the components that
affect the cost of capital to utility companies.

Thank you, Mx. Chairman.

MR. CHAIRMAN: Mr. Gogo.

MR. GOGO: Thank you, Mr. Chairman. I would like to addrxess my questions to Mr. Horton, if
I might. In view that therxe are many members I am sure who have gquestions, I'll be
satisfied if the answer is in numbers, whether yes or no.

I have no qualms about some of the decisions made by the PUB in the past because I
happen to b2 one of those who believe that the protection of society is in many uways
served by investor owned utility. And I don't see many Albertans beating a path to the
doors of the stock maxket to buy shares in Calgary Pouer. Therxefore I would suggest that
the majority of the decisions by the PUB regarding increases of Calgary Power have
certainly not been giveaways at the expense of Albertans, because the earnings of Calgaxy

Power haven't been that great. So I would submit £for the benefit of members that indeed
the cost base that they have used indeed has been justified.
My question, Mr. Horton, is: under your jurisdiction, that is, the PUB jurisdiction --—

and perhaps at no other time in Alberta's history to my Kknowledge have Albertans as a
group been so concerned with wutility rates and increases in rates, and I think it's a
particularly important time, Mr. Chairman, to have the PUB hexe =-- how many utilities come
under youxr jurisdiction, appreoximately, within a hundred or so?

MR. CHAIRMAN: Mr. Hoxton.
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MR. HORTON: Again, this information is contained in the document, but from memoxry, it's in
the oxder of 1,000, Mr. Foster has just pointed to the number. It's 1,003 wutilities.
That =zxeally is not the total answer, because undexr The Gas Utilities Act virtually every
0il and gas company operating in Alberta is also subject to the jurisdiction of the board
because they are defined as a gas utilitg, and thexafore subject to The Gas Utilities Act.
So that numbex can be expanded considerably beyond 1,003. But we do have 1,003 c¢companies
that we are dealing with. _Some of these are, of course, municipally ouned utilities, one
is a provincially owned utility, most of them are investor owned utilities, and not all of
them are perhaps what most of you and perhaps most of the public think of as utilities if
you confine your definition to distribution utilities. There are a lot of other types of
utilities which are, of course, included undexr our jurisdiction by definition.

MR. CHAIRMAN: Mr. Gogo, first supplementary.

MR. GOGO: Does that include a municipally owned water system, Mr. Horton?
MR. CHAIRMAN: Mr. Horton.

MR. HORTON: Thank vyou, Mx. Chairman. Both The Public Utilities Boarxd Act and The Gas
Utilities Act have a provision whexeby a municipally owned system can by specific by-lau
submit their wutility system to +the Jjurisdiction of this board. In fact most of the
municipally owned gas utilities have done so in oxdexr +to obtain the benefits of the
government's natural gas price_ protection plan. L.

In other words, municipally ouwned utilities arxe specifically excluded Zfxom our
jurisdiction unless they pass a by-law submitting to our Jjurisdiction. However, the
Public Utilities Board does provide the possibility of an appeal from any consumer, any
customer, of a municipally owned utility if he considers that he is receiving
discriminatoxry <rate treatment at the hands of the municipally owned utility. So there is
a recourse to the board on appeal, but unless the municipally owned utility passes a by-
law submitting to our jurisdiction we do not have jurisdiction over such utilities.

MR. CHAIRMAN: Mr. Gogo, second supplementary.

MR. GOGO: Yes, Mr. Chairman. Well, a specific example, Mr. Horton. Last year Calgary
Power, which wholesales pouwer to the city of Lethbridge, had an increase of 15 per cent.

The c¢ity of Lethbridge, which retails it to the c¢itizens of Lethbridge, increased it a
further 15 per cent. Now for clarification, the c¢ity of Lethbridge c¢ould oppose the
increase by Calgary Powexr. Could the citizens of Lethbridge oppose the increase by the

city of Lethbridge to the Public Utilities Board?
MR. CHAIRMAN: Mr. Horton.

MR. HORTON: Thank you, Mx. Chairman. I think I can answer that briefly. The city of
Lethbridge, as_a wholesale customer of Calgary Power, certainly can oppose the proposed
increase by Calgary Pouexr to it. But the citizen of the ¢ity of Lethbridge, who is really
being served by the Lethbridge utility, has no status before our bhoard in_ that hearing.

As I have mentioned, he c¢an complain independently to the board under -- I don't Knouw the
erxact section of The Public Utilities Board Act ~—~ if he feels aggrieved by the zrates
imposed by the municipally owned utility. That c¢itizen c¢an complain to the boaxd if he

considexrs that he is receiving discriminatory rate treatment.
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MR. CHAIRMAN: The hon. Mx. Foster.

MR. FOSTER: If I could supplement that for the benefit of my colleague from Lethbridge and
suggest to all members, and indeed to the citizens of those communities whose municipal
%ove:nments establish rather high rates on utilities, that the most effective mechanism

or appeal is the local elected membexrs of city council and the mayor who make that

1
policy, and who make tﬁat decision, and who oppose those rates on the consumers in those
governments.

MR. CHAIRMAN: Mr. Gogo, thirxd supplementary.

MR. GOGO: I wonder if the recent municipal election in Red Deer wasn't indeed that very
thing, Mx. Chairman.

MR. FOSTER: I'd be quite happy to debate that, Mr. Chairman, if you want.
MR. NOTLEY: You won't get out of that (inaudible)

MR. GOGO: Finally., Mr. Chairman, to Mxr. Horton. Were thexe man¥ citizen interveners in

the %eaz 1976 with regaxrd to both Calgary Powexr, Alberta Governmen Telephone Telephones
and the natural gas?

MR. CHAIRMAN: Mr. Hoxton.

MR, HORTON: Thank vyou, Mr. Chairman. It is of considerable concern to the hoard that
although our heazxings arxe public hearings and although the notice of such hearings is
uidelg. published and_ served on persons whom we Know to he interested in the matter,
including generally all municipal governments as well as consumer interest organizations
hat have appeared before he board, it has bheen of concern to the board and remains a
great concern of the board that our public hearings generally seem to be boycotted by the
ublic. The public Jjust does not come to the hearings, with a feu exceptions. We have
ad, I would say, certainly fewer than 10 individual consumers appearing before our board
durlng the year 1976. We encourage their attendance. We of course have considerable
flexibility in the conduct of our proceedings so that they can appear and can be heaxd.
The counsel foxr the applicants are generally very lenient in respect to the attendance and
appearxance at the hearin%s by these people. In other words, they don't insist +that they
adhere to strict rules of legal evidence in the techniques of cross-examination. .

So the c¢limate_ is there, and the opening is there. _ However, the public, I'm afraid,
when they do attend they may attend for a few minutes and then they axe either over-awed
b{ the atmosphere or perplexed by the complexity of the issues being discussed and really
all they wanted to do in the first place was register their discontent with increasing
utlllt{ rates. And of course we already Know that. We Know that nobody likes increases
in utility rates. _So they £feel quite impotent to actually act;velg pazticigate in the
he:;zng. and zreally their representation can best be accomplished by some foxrm of group
action.

Our  feeling is that the municipalities which grant franchises to these investor ouned
utilities have a considerable responsibility to represent the citizens in whose interests
they signed the <£ranchise  contract, and we look to those municipalities to attend ouz
hearings and to represent their citizens. There is a problem, of course, when a municipal
government chooses to attend our hearings that if they are a wholesale customer of the
utility company there is some problem as to whether or not they are representing the
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citizens of their municipality, or whether they are representing some other interests of
that municipality.

But, just one further point _that I would like to make: all municipal governments, I
think without exception -- cexrtainly the vehicle is there; whether they are wusing it or
not I'm not completely certain —-- but I'm quite sure that all municipal governments impose
a franchise tax on investor owned utilities, either in the form of a works tax_ or a
revenue tax. So our feeling is that there could be no better use made of such funds than
to finance interventions before the Public Utilities Board ensuring that +the franchise
agreement +that they have enterxed into on behalf of the c¢itizens of that municipality
continues to be a valid and appropriate franchise agreement, including the rates that are
fired for utility sexvices for that particulaxr municipality.

MR. CHAIRMAN: Mr. Clarxk.

MR. CLARK: Mr. Chairman, I planned this morning to ask some rather general questions with
regard to the Public Utilities Boaxrd, but in light of the information hexe pexhaps we
could hold those gquestions until the next time the group appears before the committee.

I would like to_ ask, though, with regard to a specific hearxing. I don't have the exact
name here, mainly because I didn't think we'd get to that stage today, but it's the
hearing +that dealt with the price_of natural gas in the area right around Edmonton, the
price of natural gas that I think Celanese Canada Ltd. 1is ilng natural gas from --
members of +the Assembly will be quite familiax with a gentleman by the name of Roberxrt
Dickson from Calgary who has written members of the Assembly on a variety of occasions.

To you, Mr. Horton: I'd like you, if you could today, to trace what happened there. If
you can't, and I fully appreciate you have thousands of hearings before the bhoard, if vyou
could go back and then prepare for the chairman the sequence of events, also the costs
involved, and any consultants the board may have engaged, and things like that.

Because my understanding of the_ events -- and please correct me 1f I'm wrong -- was that
an application was made by a small Alberta company to have an adjustment in the pzice of
natural gas. The hearings c¢ommenced, and then the government introduced legislation
during the eriod of time that, I believe, we're loocking at Public¢ Accounts nou. What I

really wan to get at, Mr. Horton, are tuo things: what happened during that period of
time? I Know that you aren't responsible for what happened in the government as far as
legislation is concerned, but what happened from the time the application came to you
people to review the rate until the legislation went through the House which, in fact,
said then you have no more jurisdiction in this area unless you're asked to look at it by
the government?

Secondly, Mz. Horton, I'd like to know the costs involved. Now if you could give Kind
of a general overview of the thing now, but I fully appreciate that this might be an issue

that vyou'd like to reflect upon and then I would appreciate, though, if you'd give us the
information in some detail.

MR. CHAIRMAN: Mr. Horton.

MR. HORTON: Thank vyou, Mr. Chairman. As the member anticipated, I think it would be
inappropriate for me to trxry to extemporaneously recite in any detail the events
surrounding that particular application, and I would like to just take the question underx
advisement and I will provide the information that you have requested.

MR. CHAIRMAN: Mr. Clark.
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MR. CLARK: Without wunnecessarily trying to put you on the spot. Mr. Horton, could I ask
you, in general, though, that basically was the sequence of events as I outlined?

MR. HORTON: I +think in general the sequence that you have outlined is c¢orrect. But I
would have to check the files to be sure that it was completely accurate.

MR. CHAIRMAN: Mxr. Clark, first supplementary.

MR. CLARK: To Mr. Horton, Mr. Chairman. Mr. Hoxrton, would it be possible for you to pull
the information together and then get it to the chairman, and the chairman_ wuse the same
approach he has in the past to get the information in the hands of memberxs?

MR. CHAIRMAN: Mr. Horton.

MR. HORTON: That would be acceptable to the board, Mr. Chairman.
MR. CHAIRMAN: The hon. Mx. McCrae.

MR. McCRAE: I am confused as to the cost guesstimate that the hon. leader would like the
witness to bring to us. It's cost to whom? There were a number of geople before the

board, a number of interveners, are we talking about cost to the board? I'm totally
confused as to what he is aftex.

MR. CHAIRMAN: Mr. Clark.
MR. CLARK: Mr. Chairman, this isn't an unusual situation for my colleague.

MR. McCRAE: Mx. Chairman, I'd like to respond. It is not unusual when I'm listening to
his questions. I'm very often confused, I would agree with him.

MR. CLARK: We'll drop it there.
MR. McCRAE: Carry on.

ﬁr._Chairman, to the chairman of the board: pret obviously, Mr. Horton, you'd be in no
position to give an estimate of the cost to all he intervenors -- anyone else. I
wouldn't expect the Public Utilities Board to_go out and get information other than the

costs to the taxpayerxrs of Albexrta the Public Utilities Board incurred as a result of this
aboxrtive hearing.

MR. CLARK: We'll drop it there. Your confusion ma¥ grow deeper.

MR. CHAIRMAN: Satisfactory? Are you through, Mr. Clark? Dx. Webberx.

DR. WEBBER: Thank  you, Mr. Chairman. My first question to Mx. Horton is the following:
does the Public Utilities Board establish standards for measuring productivity and service
quality when applicants come to the board for rate increases?

MR. CHAIRMAN: Mr. Hoxton, please.

MR. HORTON: I would like to respond to the member's question again in a fashion that mag
appear somewhat evasive, but I assure you that I'm not trying to be evasive. The boar
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certainly has the responsibility to ensure that utilit% customers receive safe and
adequate service at just and reasonable rates. Those terms, by their vexry nature, imply
that productivity should be one of the criteria that is uppermost in the minds of utility
management in conducting the utility's affairs.

In recent times both in our Jurisdiction and in othexr public utilities' zregulatory

jurisdictions productivity measurement has become a very topical issue. We are beginning
to receive some evidence both from applicants and interveners in respect to productivity
measurement. LiKke most subjects in the field of economics, the uestion becomes quite

ethereal in a vexy short period of time and little light and little assistance has been
grov1ded to the board in this entire area of productivity measurement. I would also add
hag thigt is true in other Jjurisdictions as well. There is no simple measurement of
productivity.
Now beyond that, houwever, I think all members should be aware, and certainly I would
like to think that the gineral public would be satisfied that utility companies are run as
e

economically as possi by +the management of those companies -- and I'm_talking about
investor-owned utilities now, primarily, but not excluding municipally-owne and
government-owned wutilities in my comments =-- but certainly there is pressure on the

management of a utility company to conduct the affaixrs of that company in the most
economical fashion, in other words, the least-cost fashion. And that is really what we'xe
talking about when we're talking about.product1v1t§: .

Most of the  larger utility companies have sophisticated techniques to measure various
types of groductlv;ty, various factors in the total quality of sexvice. And the board
reviews those studies and reviews that information, both in the context of its public rate
hearings and_also in the context of its annual reviews of the affairs and accounts of the
various wutilities. By reviewing that information we are satisfied that the company is
being proge;ly managed and is providing safe and adequate service to the customexrs of the
utility at just and reasonable rates. . )

But the subject of productivity measurement in itself is relatively new to public
utilities' regulation and there's a great deal of controvers over how to measure
productivity, and certainly since it will be largely opinion evidence, it is my view that
the controversy is not likely to be solved in any jurisdiction in the near future.

MR. CHAIRMAN: Dxr. Webbexr, first supplementary.

DR. WEBBER: Thank you very much, Mzxr. Horton. 1I'd like to move to Alberta Government
Telephones for a moment, if I may. The distinction has been made between basic and_ non-
basic services. I also understand -- and maybe I'm wrong on this -- but I understand that
there's a contribution test that is referred to to make sure that_the non-~-basic _services
aren't subsidized by the basic services. My question is: in the last rate .#.#. I guess I
shouldn't say the last rate hearing, the hearing is still under way, but in the current
AGT rate c¢ase is there any evidence _to show that the basic sexrvices axe, in fact
subsidizing the non-basic services, which I suppose c¢ould be interpreted to 1lead to

interference in the competitive or free enterprise market where thexe's competition in the
non-bhasic sexvices?

MR. CHAIRMAN: The hon. Mr. Foster.
MR. CLARK: That's like asking the Public Utilities Board to inspect themselves.

MR. FOSTER: The question with respect to the AGT hearing I don't think should be pursued
at this time because the hearing is under way and I think that it would be inappropriate
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to do so. Moxreover, +that response would apply to any question relative to any hearing
currently before the board.

MR. CHAIRMAN: Dr. Webber.

DR. WEBBER: I will continue with anothexr question then, Mr. Chairxman. One of the concerns
that all of us as MLAs have encounterxed in the last while and has been mentioned hezxe
today is the rate increases -- constituents being concerned about the increasing cost of
utilities. One question that often comes up is: because of +the Anti-Inflation _ Board
guidelines, how c¢an_ the Public Utilities Board allow rate increases to go beyond those
guidelines? I would like to hear the chairman of +the Public Utilities Board state

ublicly at +this time how the PUB +treats the guidelines of the AIB in their public
earings.

MR. CHAIRMAN: The hon. Mr. Foster.

MR. FOSTER: Mr. Chairman, I'm sure that the chairxman of the boaxd .#.#.
(Mr. Foster rose)

MR. CLARK: The new chairman of the board.
MR. FOSTER: Yes.
MR. NOTLEY: We suspected that.

MR. FOSTER: I'm surxe the chairman of the board will want to supplement mﬁ remarks. No
%oubt I m%y go astray here and therxe, as I sometimes am inclined to do, and he will want

o correct me.

_This question has been discussed in the House on several occasions and perhaps I could
simply say_again genexally that the anti-inflation program in Canada does not control all
prices, all  wages, and all «costs. And the role of the Public Utilities Board is to
consider a fair rate of return, and indeed the increased costs to the various applicants.
So recognizing that the federal program _does not control all cost inputs, you surely
cannot then argue, Mr. Chairman, that the Public¢ Utilities Board should in any sense be
fully bound by the specific guidlines of the Anti-Inflation Boarxd. .

Let us recognize that he Public Utilities Board is in fact a regulatory agency in

itself. It is composed of several citizens of this grovince who werxe charged with the
gﬁszon51b111ty of, among other things, protecting the rights of the consumer and ensuring
a

the costs and charges that utility companies assess to the consumer are indeed fairx
and reasonable. So it is in fact, in that sense, a body that is carrying out some of the
same kinds of functions anticipated by the Anti-Inflation Board.

It dis simply illogical and impossible, Mr. Chairman, to have a hoard such as the Public
Utilites Board be fully bound_ by the precise_ guidelines of the Anti-Inflation Board,
recognizing as I've said earlier that not all cost factors and price increase factors are

contrxolled by the anti-inflation program. It may be that the chairxman of the board can
add to that as he chooses.

MR. CHAIRMAN: Mxr. Horton, please.
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MR. HORTON: Yes, I think I have very little to add, Mr. Chairman. However, I think two ox
three points should be made. One is that energy prices were specifically excluded <£from
the federals/provincial  agreement in respect o _the AIB guidelines, and of course the
energy component of utility rates is a significant element. A That is one of the ©cost
factors that is therefore not sgecifically subject to AIB guidelines.

Utility companies, and particularly the larger utility companies -~ those having more
than 500 employees -- are of course subject to the AIB guidelines in <respect to _wages.
They must comply with +the guidelines in_ respect to the wages and salaries of their
employees. Similarly, the investor—-owned utilities are subject to the AIB guidelines _ in
respect to dividends. And the board, of course, in the course of its rate hearings and in
the course of its reviews ensures that the utility companies are complying with those
provisions of the guidelines which are applicable to them. But as Mr. Fostexr has
indicated, the board is also responsible to ensure that the utilities are able to _zecover
their reasonable ¢&¥bs of providing vutility services through the rates charged to the
customers, and those reasonable costs include a fair return on the investment made by the
utility companies in oxdexr to provide that service.

MR. CHAIRMAN: Dr. Webber, third supplementary.

DR. WEBBER: Thank you, Mr. Chairman. I undexstand that the two items of public hearings
and interim rates tend to be unique features of the Public Utilities Board in Alberta
here, as compared to what it's like in other regulatory agencies in the country. And you
mentioned the public hearing process a_  few minutes ago and that they wexen't well
attended. With regard to that particular item I wonder if one of the reasons would be in
terms of the reasonable costs_being borne by the utilities being such +that not all the
costs are recoverable? I would liRe to make a comment on that.

Also on the interim rates -~ one of the things that bothers me as a politician is that
you read in the newspaper headlines a rate increase, and then a few months later the same
headline is there and it's relating to the same increase._ There's an interim increase and
these interim increases make it appear as_ though overall there's been half a dozen
increases taking place when, in £fact, possibly there's only one overall large increase.

Are there any methods or revisions of methods that the board is considering with regard
to making the regulatory process more expeditious? I realize that you mentioned that
there's ovexr 1,000 different utilities that make application to your board, but I wondex
if you'd make some general comments on that line if there are certain methods that c¢ould

que the whole process more expeditious and not drag it out over such a long period of
ime. :

MR. CHAIRMAN: Mx. Horton, please.

MR. HORTON: Thank you, Mr. Chairman. I think the member has touched on _a number of
subjects and I hope that I have jotted down notes that will zremind me of all of them.

MR. CHAIRMAN: I think he got three questions in that last supplementary.

MR. HORTON: At least three. First of all -- I'm sure it was unintentional -- I think you
may have given the impression that the concept of public hearings is unique to Alberta. I
think most =regulatory agencies do conduct their rate reviews in the form of public
hearings. However, the board has been gquite innovative and I think is generally accepted
as a leader in public utilities regulation in Canada in respect to many of the features of



-16-

regulation that have been adopted by this board which are currently only being considexed
by many other boards. . .

. One of the features is the wuse of interim rates. Many juxisdictions do not grant
Ainterim rates. Our board has taken the consistent position that if the evidence supports
an interim rate increase on a prima facie basis then it is moxe equitable to the
customexs, considering both current customers and future customexrs, _to have +the rates
imposed at the eaxliest possible time. . As I mentioned, generally the evidence is in
respect to a future test year, but it is an immediately prospective test year. Thexrefore
if a company, _for example, submits an application in the fall of 1977 one of its test
vears would be the year 1978. And it would generally accompany its overall application by
an application to impose interim rates effective January 1, 1978. The board considezrs
that since it has an opportunity to review all of the evidence relevant_ to the main rate
hearing -— although it doesn't have the opportunity to submit it to full cross-examination
and full testing -- but at least on a prima facie basis, if the board is satisfied that
that evidence supports the imposition of interim rates on Januaxy 1, the board considers
it's moxe equitable to do that than to wait until the hearing is £finally c¢oncluded, which
may be late in 1978, and if +the rates are then found to be reasonable it is not the
customers who uwere using the service during 1978 who would then be paying for the sexvice
but it would be the customers from 1979 onward.

Now you may say well, they're the same customers. Well, they're not exactly the same
customers. They may not be the same people and they certainly will not have the same
usage. So this term that we have used in_ respect to this issue -- a vexry fancy term which
we call 'interxgenerational equity' -- really means when iou are satisfied tha there is
going to be an increase, that an increase is_justified, then the earlier you can implement
that increase the fairer you are treating all customers, considering the customer of today
and the customexr of tomorrou. .

The other points I think that you invited comment on were some of the other innovative
steps that the board has taken to try to shorten the hearing process and to txry to provide
equitable treatment to customers and the owners of the utilities alike. One of the steps
the board has taken is the requirement to file all the evidence in_ advance. This has
greatly shoxrtened the public hearing time_by providing all the details supporting the rate
application to_all interested parties, well in_ advance of +the publi¢ hearing, so that
everyone, including the board, c¢an be well prepared to deal with the evidence in the
public hearing process basically by cross-—examination techniques and by board examination.
This has been a great saving and it is not followed by many other jurisdictions.

I mentioned the use of future test years a little while ago as another innovation. Many
other jurisdictions are using historical test-year data and while it has some merits 1it,
as I mentioned earlier, seems rather inappropriate to try to fix rates for the future by
looking backwards. . . . .

The <third item -- adhering to the chairman's categorization of the questions into three
areas -- I think the third question was in respect to costs. The Alberta board has_had a
unique practice of awarding costs to effective and responsibhle interveners and allowing
the utility compnay to recover those costs thrxough the customer rates. The basis ozr
foundation of that practice has been that the_ board considers that the applicant's case
must be tested. We consider, as I mentioned earlier, the testing should be done by the
customers ox the representatives of the customers who are receiving that service. If the
case is to be tested and it is to be tested by those customers, then the board considers
that that testing is of benefit +to the customers. And as long as the testing is of
benefit to all the customers of the utility, then the board has approved the reasonable
costs -- and I should say by a careful scrutiny of the costs, ensuring that they are
reasonably and necessarily incurred in the first place -- but then subjecting those costs
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te the £further test that they have been incurred in respect to responsible and effective
intervention and have benefited all the customers of the wutility +then the board has
approved those c¢osts being paid by +the utility company and recovered by that utility
company through the rates.

There arxe a number of alternatives: the obvious alternative is not to award costs. That
may have the effect of discouraging intervention and that is certainly not an objective of
the board. The interveners would be required to looK elsewhere for their funding, and
that elsewhexe genexally would be to the government. The board does not endorse
government funding of interventions because it seem to conflict with the basic premise
that the case should be tested by the customers and noet by the taxpayers. And i1f _the
government fund interventions then it is the taxpayers who are testing the utility
company's case, and our board has considered that not_ to be appropriate.

We think the cost-awarding system_ that is used in Alberta is unique. There are a number
of other jurisdictions who are now looking at our system and have, in fact, moved somewhat
in that direction. But most of the jurisdictions, particularly the U.S. jurisdictions,

just refuse outright to consider any applications in respect to costs of interveners being
awarded against an applicant.

Thank you, Mx. Chairman.
MR. CHAIRMAN: Mx. Stewart.

MR. STEWART: Thank ﬁqu. Mr. Chairman. My question is to Mr. Hoxrton: in this very complex
business of establishing rates of different utilities, do you have the opportunity to
compare with other Jjurisdictions their method of arziving at it? And have you had the
opportunity and the benefit of the experience of other Jjurisdictions in how you are

arriving at _some of +the <complex things that you have to do to justify each utility
company's application?

MR. CHAIRMAN: Mr. Horton, please.

MR. HORTON: Thank you, Mr. Chairman. I think the question provides me the opportunity of
again bragging about the initiative and leadexship of this board. Oour board has bheen
instrumental in c¢reating a very loose organization which we c¢all CAMPUT, which is the
Canadian Association of Members of Public Utility Tribunals.

AN HON. MEMBER: Sounds like a disease.

MR. HORTON: I emphasize +the looseness of +the association and the association of the
members. This organization has been functioning now for approximately two years and as a
matter of fact, our board will be hosting the annual meeting of the association next
April. We generally meet twice a year; once in respect to telecommunications matters and
once in respect to all matters.

This oxganization provides an_ opportunity to consult with members of other public
utilities' regulatory hoards in all the other provinces of Canada, and gives us an
opportunity on -an- information exchange basis to learn what is going on in other provinces
and learn hou other regulators are coping with, in many cases, similar problems. There
are many differxent configurations of regulatory boards across Canada, so not all the
problems are the same and not all the solutions are applicable to every jurisdiction. But
it does provide an excellent opportunity for dialogue so that our board can take advantage
of any innovative steps that arxe being taken in other jurisdictions in Canada.
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We are also a membexr of another association called NARUC, which is the National
Association of Regulatory Utility Commissioners, which is basically a U.S. oxrganization.
But that organization permits members of boards such as ours to be associate members, and
we do obtain a considerable amount of information <£rom that organization by attending
various conferences _and seminars that they sponsor, workshops and constructive programs
that are established foxr both membexrs and staffs of public utility =regulatoxry boards by
the exchange of information. . )

In addition to general reading of the public utilities regulatory literature, including
judgments of the courts -- both the appellate division of the Alberta Supreme Court and
the Supreme Court of Canada -- as well as judgments_ £rom other jurisdictions including the

U.S. jurisdictions, the board Keeps itself very well informed of developments in othex
jurlsdlctlons.

MR. CHAIRMAN: Mr. Stewart, first supplementazxy.

MR. STEWART: Thank you, Mr. Hoxrton, I have one supplementary. Do you feel that the
expanded use by industry of our utilities in a province such as ours which is experiencing
ver¥ fast expansion 1in the use of energ¥ -- of electric and natural gas —-- do you feel
that this has a tendency to increase our rxates at a faster scale than if we uwere more
stabilized such as possibly the rest of Canada? The othexr provinces are not experiencing
the rapid growth that we are and I wonder if this escalation of use is having the effect
of pushing ouxr rates up a little faster than other jurisdictions?

MR. CHAIRMAN: Mxr. Horton, please.

MR. HORTON: Again the question really can't be answered in any simple manner. I think it
can be said that generally —-- it not onl¥ can be said, it can't really be argued that we
do have considerxable growth in Alberta, in fact this government is encouraging growth.
Growth demands more services. More services demand more investment -- moxe plant -- and
more plant entails more cost; and therefore costs increase. .
To analyse then the effect of growth and the effect of costs incurred during
inflationary times on various groups of customers really I think would require much moze

time and_ _detailed study than I can provide extemporaneously here today. However I think
it is still generally true that by increasing the size of a utility there are economies of
scale to_ be gained which would redound to the benefit of all customers. In other worxds,

if there is growth, and that must be accepted, then there must bhe utility sexvices.

Now how are those services going to be provided? First of all a monopoly utility
company has an obligation to serve any customer within its franchise area. That's one of
the terms of obtaining the franchise. So they don't have a choice, they must provide the
service. In the case of some industrial customers there may be an  opportunity for that
industrial customexr +to0o provide its own electrical power, in other words, the self-
generation alternative. The utility companies can still obtain bhenefits £for all theizx
customers by competing for such loads. In other words, the larger your load the more you
can distribute the fixed costs; so by adding that customer they've added. somebody else
that they «can distribute £fixed costs to. So they still are actively competing for
industrial accounts, industrial loads, where it is economically viable to competa,. Nou
they will not impose burdens on their existing customers just to grouw, just to obtain that
industrial load. That is not the basis on which the investment decision is made. It must
be made, and the board must ensure that it is made, that any investments that are made in

respect to providing utility services are investments in plant that is used or zequired to
be used to serve the customers.
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I think there is_one other dimension +to the question and, again it is a very
argumentative one, and that is -- and I think you wexe alluding to the argument that  has
been made in many cases that we should treat one generation of customers differently than
.we treat another generation of customers. That_is perhaps an over-simplification of _the
no-grouth philosophy. But basically it says, all right, we have a cexrtain amount of plant
and it sexves these customers. So let's just set a rate for those customers based on the
investment to this period, and any new customers who come on the system -- who are coming
on because of the growth -- we'll charge them a new rate. We'll charxge them today's cost.
To introduce _tha kind of ghllosophy into the rate-~making procedure I think leads to
conclusions and_ leads to paths that genezrally would be unacceptable by the publi¢ because,
to its logical conclusion it means basically that everyone -- and certainly every
generation, and perhaps I can even restrict the generation to the customers of recoxd in
every year =-- 1if 1t's thought that they have some unique claim on low-cost plant and
therefore they should have the lower rates, we would have a tremendous problem in zrespect
to discriminatory _treatment of various utility customers in the province. I don't think
there's any easy solution to that problem.

MR. CLARK: Mr. Chairman, having regard to the fact that several of us have some questions
left, would it be agreeable to members of the committee if we ask Mr. Foster and his

associates to come back next wednesdag, on the presumption, Mr. Chairman, that the House
is going to go foxr some time aftexr that?

I would move, Mr. Chairman =-- and if T do this clearly enough I'm advised my colleague
to my left is going to second this motion -- that we adjourn until next Wednesday, and
that the chairman consult with the members of the committee in the early part of the week,
having regard with the business of the House, as to whether we go ahead with the meetin
next Wednesday oxr whether it's cancelled. That would then make it possible, if we cance
it, to bring the PUB people back, perhaps Public Accounts next vear sometime.

AN HON. MEMBER: Agreed.

MR. McCRAE: Mr. Chairman, the member has expressed himself with such unusual clarity that
I would like the honor of seconding his motion.

MR. CLARK: Oh my gosh! Maxk on the wall.
MR. CHAIRMAN: Satisfactory to the witnesses?
MR. HORTON: Mr. Chairman, this is next week at the same time?

MR. CHAIRMAN: This would be, as I undexstand the motion, it would be next Wednesday if the
House is still in session.

MR. CLARK: If it looKs like the House is (inaudible) for some time.

MR. CHAIRMAN: Yes. So it would be next Wednesday moxrning at 10 a.m.

MR. McCRAE: Subject to further consultation with the members if things are .#.#.
MR. CHAIRMAN: If the House should adjourn of course we'll let you Know.

MR. McCRAE: I'm sure the house will be in session, Mr. Chairman.



-20-

MR. CHAIRMAN: You have heard the motion. All in favox?
HON. MEMBERS: Agreed.

MR. CHAIRMAN: Against, if any?

(Motion carried)

MR. CHAIRMAN: I'd like to thank the witnesses and hope to see you next Wednesday morning.
MR. YOUNG: Mx. Chairman, I have .#.#.

MR. CHAIRMAN: Mr. Young.

MR. YOUNG: I have one brief matter which was raised in the minutes of the last meeting and
which I think we should deal with.

I would 1like +to move that this committee authorize the c¢hairman, in consultation with
the office of the Clerk of the Assembly to arrange for the retention and_storage of such

records as theg may decide,_ and conforming to the guidelines normally observed in the
keeping of recoxds of the Legislative Assembly.

I would understand that to mean that the basic records could be Kkept and that would be
the responsibility, if you so indicate to the Clerk, foxr the Clexk to undertake that work.
My understanding now for members of +the committee is that the chairman has in his
possession_all of the records of this committee going back about six years. I don't
really believe that that's something that the chairman ought to have the zesponsibility
for. So that's the rzeason for my motion.

HON. MEMBERS: Agreed.

MR. CHAIRMAN: You've all heard the motion?

HON. MEMBERS: Agreed.

MR. CHAIRMAN: Is there a seconder?

MR. NOTLEY: Seconded.

MR. CHAIRMAN: Seconded by Mr. Notley. All in favor? Against, if any?

(Motion carried)

MR. CHAIRMAN: Motion to adjourn would now be in order. Moved by Mr. Gogo, seconded by Mz.
Wolstenhoma. The meeting stands adjourned.

(The meeting adjourned at 11:35 a.m.)



