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ALBERTAUTILITIES COMMISSION

Calgary Alberta

ATCO UTILITIES

(ATCO GAS, ATCO PIPELINES AND ATCO ELECTRICLTD.) Decision 2010-102
2003-2007 BENCHMARKING AND Application No. 1562012
ATCO I-TEK PLACEHOLDERS TRUE-UP Proceeding ID. 32
1 INTRODUCTION

1. On February 21, 2008 ATCO Gas, ATCO Pipelines* and ATCO Electric? acting
collectively as the ATCO Utilities (ATCO or the ATCO Uitilities), filed an application (Original
Application) with the Alberta Utilities Commission (Commission or AUC) to true-up 2003-2007
revenue requirement placeholders® for information technology (IT) services and customer care
and billing (CC&B) services. The IT and CC&B services were provided to each of the three
ATCO Utilities by two affiliated companies, ATCO I-Tek Inc. (ATCO I-Tek or I-Tek) and
ATCO I-Tek Business Services Ltd. (ATCO ITBS or ITBS). ATCO I-Tek provided the IT
services and ITBS provided the CC&B services.

2. The Original Application proposed a true-up of the placeholders on the basis of a price
benchmarking report (Benchmark Report) prepared by Compass Management Consulting
Limited (Compass) with respect to IT services and Utilipoint International Inc. (Utilipoint) with
respect to CC&B services, (collectively, the Benchmarkers). A redacted version of the
Benchmark Report was attached to the Original Application and was described as being the
product of an extensive collaborative process between the Customer Group* (CG), ATCO I-Tek
and ATCO. The collaborative process was sanctioned by the Alberta Energy Utilities Board
(Board or EUB) and was monitored by EUB observers.

3. The Original Application requested approval of the following matters:

. that “the Benchmarking report meets the Terms of Reference pursuant to the decisions
and directives established by the AEUB;” and

« the ‘Increase/(Decrease) to Placeholders’ identified for each of ATCO Gas, ATCO
Pipelines and ATCO Electric on pages 1 and 2 of Attachment A to the Application.

! ATCO Gas and ATCO Pipelines are each operating divisions of ATCO Gas and Pipelines Ltd.

2 ATCO Electric Ltd.

Placeholders were established by the Alberta Energy and Utilities Board (EUB or Board) which was the
predecessor to the Commission. Placeholders are intended as a temporary measure to include an approximate
amount in revenue requirement in respect of a particular category of cost until such time as the final cost
amount is determined through additional applications or Commission determinations. The 2003-2007 IT and
CC&B placeholders in this Proceeding were established in respective GRAs/GTAS and subsequent decisions.
CG members per an April 23, 2008 letter includes: Alberta Association of Municipal Districts and Counties
(AAMDOC), Alberta Federation of REAs Ltd., Alberta Urban Municipalities Association, Consumers’ Coalition
of Alberta, The City of Calgary, City of Edmonton, Federation of Gas Co-ops, First Nations (includes Treaty 8
First nations of Alberta, Tall Cree Tribal Government, Maskwachis Cree, Sovereign Blackfoot Nation, Lesser
Slave Lake Indian Regional Council Confederacy of Treaty 6 First Nations, Assembly of First Nations
[Alberta], and Tsuu T’ina Nation), Public Institutional Consumers of Alberta and Office of the Utilities
Consumer Advocate
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2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up ATCO Utilities

ATCO indicated that Attachment A summarized the “True-Up” Tables and compared the
Benchmark Report’s fair market value (FMV) with the current placeholder amounts by year for
the 2003-2007 period.

4. The price benchmark report contains “True-Up” Tables which, as explained in the report,
are designed as the mechanism for translating the results of the benchmark fair market price of
the services provided by ATCO I-Tek Inc. and ATCO I-Tek Business Services Ltd. to the ATCO
Utilities into a final “True-Up” of IT and CC&B placeholders for the years 2003 to 2007.°

5. The Benchmark Report attached to the Original Application had certain material redacted
or omitted in order to protect its confidentiality. ATCO claimed that public disclosure of the
unredacted information would cause certain parties undue financial loss and prejudice their
positions in the marketplace.

6. The Original Application also attached an Evergreen Strategy document with
recommendations from the Benchmarkers regarding IT and CC&B costs for subsequent years
that were designed to:

1) Eliminate or at least minimize the challenges faced with benchmarking forecasts.
2) Enable ATCO to move forward with rates for 2008 and 2009.
3) Create a strategy for validating market rates going forward.

7. ATCO indicated that the Evergreen Strategy document was attached only for information
purposes and would be dealt with in future proceeding(s)® as the Original Application deals only
with the 2003 to 2007 period.

8. On April 9, 2008,” ATCO informed the Commission that the CG and ATCO had come to
a comprehensive agreement that resolved all of the outstanding issues regarding the Original
Application. ATCO attached an amended Attachment A from the Original Application which
purported to reflect the agreement of the parties.

9. The Commission issued Notice of the Original Application on April 29, 2008.® The
Notice was distributed electronically to interveners and interested parties from a number of
proceedings® and was published on the Commission’s website. Parties who wished to participate
in the proceeding (other than members of the CG who considered that their position was set out
in the CG’s correspondence to date) had to file Statements of Intent to Participate (SIP) by no

Exhibit 2, ATCO Utilities Application for the True Up of Information Technology (IT) and Customer Care and

Billing (CC&B) Placeholders Resulting from the Benchmarking of IT and CC&B Services from ATCO I-Tek

Inc. and ATCO I-Tek Business Services Ltd., page 2.

¢ ATCO Group, ATCO Utilities Evergreen Applications, Application No. 1577426, Proceeding ID. 77; and
ATCO Electric Ltd., ATCO Gas, ATCO Pipelines 2010 Evergreen Proceeding for Provision of Information
Technology and Customer Care and Billing Services Post 2009, Application No. 1605338, Proceeding ID. 240.

" Exhibit 6.

®  Exhibit 10.

®  Application No. 1553052, Proceeding ID. 11 — ATCO Gas 2008-2009 General Rate Application Phase 1;

Application No. 1527976, Proceeding ID. 13 — ATCO Pipelines 2008-2009 General Rate Application Phase 1;

Application No. 1465142 — ATCO Pipelines 2006 Other Pipeline Delivery Deferral Accounts;

Application No. 1500878 — ATCO Electric 2008 Distribution Tariff Phase Il; and

Application No. 1548626 — ATCO Electric 2008 Distribution Tariff Phase Il Refiling.
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2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up ATCO Utilities

later than May 7, 2008. In any SIPs filed, parties were requested to indicate their support or
objection to the Original Application as well as whether or not they would seek access to the
unredacted Benchmark Report on a confidential basis, if the Commission determined that it
would accept the unredacted Benchmark Report on a confidential basis. If any further comments
regarding the confidentiality request were submitted in the SIPs filed, ATCO and the CG were
instructed to provide any reply comments by no later than May 14, 2008.

10. Two SIPs were submitted on May 7, 2008; one from The City of Calgary (Calgary)* and
one from the Office of the Utilities Consumer Advocate (the UCA).** No other members of the

CG submitted SIPs. Following the filing of SIPs, Calgary and the UCA were the only members

of the CG to further participate in the Proceeding.

11.  On September 25, 2008 the Commission issued a letter directing ATCO to indicate how
it proposed to reflect the true-up of placeholders in the amended Attachment A attached to
ATCO’s April 9, 2008 letter in opening property, plant and equipment (PP&E) balances and
revenue requirements.

12. On October 3, 2008, ATCO submitted a Supplemental Filing*? setting out how it
proposed to reflect the true-up of the placeholders in the amended Attachment A in opening
PP&E balances and revenue requirements. ATCO requested that the AUC approve:

« the resulting impact on revenue requirement for each of ATCO Gas, ATCO Pipelines
and ATCO Electric as shown in the attached schedules;

. the present value payments to customers to allow the ATCO Utilities to retain its
existing rate base derived from the actual I-Tek charges included in opening PP&E
balances;

. the interest costs calculated on the outstanding amounts owed to/from customers in
accordance with AUC Rule 023 [Rule 023: Rules Respecting Payment of Interest
(Rule 023)]; and

« the refund/recovery proposals as outlined in each of ATCO Gas, ATCO Pipelines, and
ATCO Electric schedules.™

13.  The Commission will refer to ATCO’s Original Application dated February 21, 2008 and
the Supplemental Filing dated October 3, 2009 collectively as “the Application” in this
proceeding. To summarize, ATCO requested that the Commission approve:

1. The Benchmark Report.

2. The increased/decreased placeholder amounts.

3. The approach to quantify the revenue requirement impacts, including the adjustments to
PP&E, using the present value methodology.

4. The application of interest on revenue requirement amounts for ATCO Electric and
ATCO Gas as per the Commission’s Rule 023.

14. A public hearing was convened in Edmonton on December 1, 2009 before Commission
members Mr. W. Grieve (Chair), Mr. B. Lyttle (Commissioner), and Ms. A. Michaud

10 Exhibit 11.
11 Exhibit 12.
12 Exhibits 23 and 24.
13 Exhibit 23
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(Commissioner). The oral evidentiary part of the process was completed on December 3, 2009
followed by oral argument and oral reply argument on December 4, 2009. December 8, 2009 was
the date of receipt of the last undertaking from the hearing. Accordingly, for the purposes of this
Decision, the Commission considers the record to have closed on December 8, 2009.

2 HISTORY

15.  The historical and procedural background to this Decision has been lengthy and complex,
necessitating the presentation below of a certain amount of detail to assist the reader in
understanding the chronology of events leading up to this Decision.

16.  ATCO I-Tek was established in 1999 as an affiliated, non-regulated corporation to
undertake all computer equipment ownership, servicing and IT development for the regulated
ATCO Group companies.” Effective January 1, 1999, the computer assets of ATCO Electric,
ATCO Gas, and ATCO Pipelines were sold to ATCO I-Tek.” In April, 1999 ATCO Electric,
ATCO Gas and ATCO Pipelines each signed formal Master Service Agreements (Master Service
Agreements or MSAs) with ATCO I-Tek (Original ATCO I-Tek Master Service Agreements)
which delineated the service levels, volumes and price for the information technology services.*
The Original ATCO I-Tek Master Service Agreements had an initial term of five years, were
renewable each three years thereafter'” and contained provisions that required the entities to
conduct an annual price review.™

17.  Alsoin 1999, ATCO Electric, ATCO Gas and ATCO Pipelines changed the manner in
which customer care functions were performed by transferring these services to another non-
regulated affiliated company in the ATCO Group of companies, ATCO Singlepoint Ltd.
(ATCO Singlepoint), later named ITBS.* The functions assigned to ATCO Singlepoint
included maintaining customer information, preparing and issuing customer bills, processing
customer payments, invoking collection procedures for accounts in arrears, responding to
customer billing and service inquiries, and maintaining internal controls for each of these
functions.” ATCO Electric, ATCO Gas and ATCO Pipelines each signed Master Service
Agreements with ATCO Singlepoint (Original ATCO Singlepoint Master Service Agreements).

18.  As part of the applications that were addressed initially through EUB Decision 2002-069,
ATCO Electric, ATCO Gas and ATCO Pipelines requested, among other items, Board approval
of the computer asset transfer to ATCO I-Tek and the Original ATCO I-Tek Master Service
Agreements; Board approval of the Original ATCO Singlepoint Master Service Agreements; and
Board approval of the ATCO I-Tek and ATCO Singlepoint charges included in the 2001/2002
revenue requirements of the three utilities.*

" Decision 2002-069 — ATCO Group Affiliate Transactions and Code of Conduct Proceeding Part A: Asset
Transfer, Outsourcing Arrangements, and GRA Issues (Application No. 1237673) (Released: July 26, 2002),
page 39.

5 Decision 2002-069, page 40.

16 Decision 2002-069, page 40.

7" Decision 2002-069, page 50.

8 Decision 2002-069, page 60.

9 Decision 2002-069, page 52.

2 Decision 2002-069, page 52.

21 Decision 2002-069, page 5.
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19.  Through a series of Decisions, namely 2002-095,% 2002-096,* 2002-097,* 2002-111,%
2003-002,% and 2003-006,% the Board approved the sale of the computer assets to ATCO I-Tek
effective January 1, 1999 and set out the approved ATCO I-Tek and ATCO Singlepoint costs to
be included in the 2001/2002 revenue requirements of ATCO Electric, ATCO Gas and ATCO
Pipelines.

20. In the initial decision regarding the ATCO I-Tek and ATCO Singlepoint arrangements,
Decision 2002-069, the Board expressed concerns with respect to the price adjustment provisions
of the Original ATCO I-Tek Master Service Agreements and the Original ATCO Singlepoint
Master Service Agreements. The Board included the following directions in Decision 2002-069:

With respect to the future operation of the I-Tek MSA, the Board has continued
misgivings with respect to the operation of the pricing mechanisms within the agreement.
The Board directs ATCO, prior to any future material engagements of consultants to
undertake a price review applicable to I-Tek and the regulated Utilities, to file terms of
reference applicable to the engagements. Following participation of the parties, the
Board will make a preliminary determination as to the reasonableness of those terms of
reference to assist in providing a complete and useful record for future applications.?

Similar concerns were expressed in relation to the pricing provisions of the Singlepoint MSA.#

21.  On August 1, 2002, less than a week after Decision 2002-069 was released, ATCO
Electric Ltd. filed its 2003-2005 General Tariff Application.*® This filing did not include any
responses to Board Directions from Decision 2002-069. Subsequently, on December 2, 2002
ATCO Electric Ltd. refiled its 2003-2005 General Tariff Application. This refiling included
responses to Board Directions from Decision 2002-069. Included as part of these responses was
a letter dated October 25, 2002 with respect to not only ATCO Electric’s 2003-2005 General
Tariff Application but also to the 2003-2004 General Rate Application of ATCO Gas.* Included
in this letter was notification that revisions to the Original ATCO I-Tek Master Service
Agreements had been made. Regarding the Board Directions from pages 52 and 67 of Decision
2002-069 as shown in the previous paragraph of this Decision, the response was as follows:

22 Decision 2002-095 — ATCO Electric Ltd. Part A: Asset Transfer, Outsourcing Arrangements, and GRA Issues
Compliance Filing (Application No. 1278432) (Released: November 19, 2002).

2 Decision 2002-096 — ATCO Pipelines South 2001/2002 General Rate Application, and Part A: Asset Transfer,
Outsourcing Arrangements, and GRA Issues Compliance Filing (Application No. 1278433) (Released:
November 19, 2002).

#  Decision 2002-097 — ATCO Gas South 2001/2002 General Rate Application, Carbon Storage Transfer and Part
A: Asset Transfer, Outsourcing Arrangements, and GRA Issues Compliance Filing (Application No. 1278564)
(Released: November 19, 2002).

% Decision 2002-111 — ATCO Pipelines South 2001/2002 General Rate Application, and Part A: Asset Transfer,
Outsourcing Arrangements, and GRA Issues Second Compliance Filing (Application No. 1284317) (Released:
December 17, 2002).

% Decision 2003-002 — ATCO Electric Ltd. Part A: Asset Transfer, Outsourcing Arrangements, and GRA Issues
Second Compliance Filing (Application No. 1286362) (Released: January 14, 2003).

2" Decision 2003-006 — ATCO Gas South 2001/2002 General Rate Application, and Part A: Asset Transfer,
Outsourcing Arrangements, and GRA Issues Second Compliance Filing (Application No. 1286129) (Released:
January 21, 2003).

% Decision 2002-069, page 52.

#  Decision 2002-069, page 67.

% Application No. 1275494,

%1 Application No. 1275466,
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Both ATCO Gas and ATCO Electric have included forecasts of I-Tek and Singlepoint
(now referred to as I-Tek Business Services) charges in their applications.

ATCO Gas and ATCO Electric believe that the amounts included in their forecasts are
based on the Fair Market Value (FMV) of obtaining the IT services. The ATCO Utilities
wish to proceed with the benchmarking of these contracts (as discussed below). The
ATCO Utilities therefore propose that the forecast IT services in both applications be
treated as placeholders for the purpose of maintaining the current schedules for these
applications, and that the costs associated with affiliate transactions with I-Tek be treated
as a separate module once the benchmarking study results are available.

Both ATCO Utilities have included forecasts of the I-Tek Business Services costs based
on the MSA filed in the Affiliate application.

... The ATCO Utilities therefore propose that the forecast billing and customer care
services in both applications be treated as placeholders for the purpose of maintaining the
current schedules for these applications, and that the costs associated with affiliate
transactions with I-Tek Business Services be combined with the affiliate transaction with
I-Tek (described above) as a separate module once the benchmarking study results are
available.

The ATCO Utilities will approach intervenors to determine if it is possible to negotiate a
settlement determining the terms of reference of the benchmarking studies, the choice of
consultants, and the conduct of the review. If successful, a negotiated settlement on these
issues will be filed with the Board for approval. If negotiations are unsuccessful, the
ATCO Utilities will file the terms of reference applicable to the consultants to be engaged
to determine FMV of these two affiliate contracts for Board approval.

22, By letter dated October 25, 2002* ATCO Electric and ATCO Gas notified the Board that
ATCO Singlepoint had changed its name to ATCO I-Tek Business Services Ltd. ATCO also
advised that revisions to the Original ATCO I-Tek Master Service Agreements had been made.
ATCO indicated that the amounts included in the forecasted revenue requirement were based on
the FMV of obtaining the IT services. ATCO also indicated a desire to proceed to a
benchmarking of these contracts. Finally, ATCO informed parties that they had initiated
negotiations with ITBS to replace the existing contracts with new contracts which are more
closely aligned with the expected industry re-structuring.

23. In a letter dated December 5, 2002* ATCO advised the Board that interveners had been
approached to enter into a collaborative process to develop the Terms of Reference for an ATCO
I-Tek benchmarking study. The participants in the collaborative process requested that the
Board formally approve the collaborative process. In a letter dated December 13, 2002, the
Board approved the use of the collaborative process, and acknowledged that the eventual results
of the benchmarking study would be considered in the context of the ATCO Gas 2003/2004

2 Application No. 1275466.
¥ Letter from Brian R. Bale, Controller, ATCO Electric, Collaborative Process to Develop Terms of Reference
for an I-Tek Benchmarking Study, Application No. 1285881.
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General Rate Application, the ATCO Electric 2003/2005 General Tariff Application, and other
ATCO applications that may be impacted by those results. The Board established Application
No. 1285881 for this collaborative process proceeding. By letter dated December 20, 2002, the
Board notified parties that it would increase the scope of the collaborative process proceeding to
include service levels.*

24.  On February 19, 2003, in connection with the ATCO Electric 2003-2005 General Tariff
Application, the ATCO Gas 2003-2004 General Rate Application and the ATCO Pipelines
2003-2004 General Rate Application, Calgary requested directions from the Board to establish a
single process to deal with the Information Technology Master Service Agreements dated
September 27, 2002 (Renewal ATCO I-Tek Master Service Agreements), between ATCO I-Tek
and each of ATCO Electric, ATCO Gas and ATCO Pipelines. Such a proceeding would deal
with all matters relating to the agreements other than the FMV of pricing and service levels,
which were being conducted in the collaborative process proceeding.

25. By letter dated April 25, 2003, the Board advised parties that a preliminary proceeding
(MSA Module) would be conducted to deal with the Renewal ATCO I-Tek Master Service
Agreements, prior to proceeding further with the benchmarking aspect of the collaborative
process proceeding. The process of the MSA Module was related solely to IT matters and did
not deal with CC&B services. The scope of the MSA Module was to:

. compare the Renewal ATCO I-Tek Master Service Agreements with the Original
ATCO I-Tek Master Service Agreements;

. consider the appropriateness of the terms and conditions of the Renewal ATCO I-Tek
Master Service Agreements; and

« clarify what matters were to be addressed by the Board in the MSA Module; and

. include a review of service levels.*

26. In Decision 2003-040% the Board established a code to govern relationships and
transactions between regulated and non-regulated affiliates within the ATCO Group of
Companies. This code was named the ATCO Group Inter-Affiliate Code of Conduct (Code).
The Code was intended to supplement legislated code of conduct regulations® which focus on
retail affiliate matters.

27.  The Board issued Decision 2003-073 to address the Renewal ATCO I-Tek Master
Service Agreements. The Renewal ATCO I-Tek Master Service Agreements effectively
extended the term of the Original ATCO I-Tek Master Service Agreements from five years
starting January 1, 1999 to five years starting January 1, 2002.* The Board directed that certain
changes be made to the agreements. In addition the Board made the following findings:

#  Decision 2003-073 — ATCO Electric, ATCO Gas, and ATCO Pipelines (the ATCO Utilities) ATCO I-Tek
Information Technology Master Services Agreement (MSA Module) (Application No. 1285881) (Released:
September 26, 2003), page 3.

% Decision 2003-073, pages 1 and 2.

% Decision 2003-040 — ATCO Group Affiliate Transactions and Code of Conduct Proceeding Part B: Code of
Conduct (Application No. 1237673) (Released: May 22, 2003).

% Alberta Regulation 160/2003, Electric Utilities Act, Code of Conduct Regulation; Alberta Regulation 183/2003,
Gas Utilities Act, Code of Conduct Regulation

% Decision 2003-073, page 9.
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28.

The Board believes the matters to be addressed in this Decision will require a
consideration of substantial differences between the Original MSA and the Renewal
MSA, certain alleged non-standard provisions that may not be appropriate, and whether
or not the provisions of the Renewal MSA are, individually and collectively, reasonable
and prudent from the perspective of a public utility, and whether or not the Renewal
MSA can and should be benchmarked.*

The Board considers that it would assist all parties and the Board if the terms of reference
explicitly required the benchmarker to identify which elements of the Renewal MSA it
found to be non-standard or unusual, to explain how these non-standard components
compare to industry norms, to clearly provide a value for any appropriate price discount
or adjustment arising from each non-standard clause, and to comment on its ability to
provide a confident estimate of such discount or adjustment.*

The Board expects the benchmarker’s report would include its supporting documentation
for adjustments to prices relating to various components of the agreement. In particular,
the Board expects that the adjustments would be itemized, and that the benchmarker
would disclose the degree of confidence relating to specific adjustments (i.e. the number
of data points relied upon, etc.). The Board also expects the benchmarker to disclose the
degree of confidence for any price ranges developed and used in the process of
determining the FMV of ATCO I-Tek services. Inclusion of these various elements in the
benchmarker’s report would greatly enhance the transparency, and hopefully the
confidence of stakeholders, in the benchmarking exercise.**

The Board is hopeful that subject to a satisfactory Compliance Filing, ATCO and the
interveners will now be able to arrive at terms of reference for the benchmarking study
that are acceptable to all parties, and that can be submitted to the Board for approval as
originally required by Decision 2002-069.%

The compliance filings were submitted by ATCO Electric, ATCO Gas and ATCO

Pipelines on October 31, 2003. A status report filed by ATCO indicated that a draft Terms of
Reference document and draft Request for Proposal document were circulated for discussion
with respect to the ATCO I-Tek benchmarking study, and that a plan and associated timeline was
proposed with respect to the collaborative process.”

29.

The Board issued Decision 2004-026 to address the compliance filings. ATCO Electric,

ATCO Gas and ATCO Pipelines were directed to submit a second compliance filing by April 30,
2004. The Board also expressed concerns about the efficiency of the process regarding the
various outsourcing arrangements with ATCO I-Tek as shown below:

The Board is very concerned with the efficiency and effectiveness of the process by
which the various outsourcing arrangements with ATCO I-Tek have transpired. The
Board is not ordinarily interested in being involved in the affairs of the utilities under its
jurisdiction to the level or degree demonstrated in this Decision and in Decision 2003-
073. Furthermore, the present regulatory schedule makes such involvement problematic.

39
40
41
42
43

Decision 2003-073, page 14.

Decision 2003-073, page 42.

Decision 2003-073, page 42.

Decision 2003-073, page 45.

Decision 2004-026 — ATCO Electric, ATCO Gas, and ATCO Pipelines (the ATCO Utilities) Compliance
Filings Pursuant to Decision 2003-073 — ATCO I-Tek Master Services Agreement Module (Application Nos.
1319530 and 1319698) (Released: March 12, 2004) page 2.

8 .
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The Board is becoming increasingly concerned with the time and effort expended with
respect to the ATCO I-Tek contractual arrangements and the benchmarking processes. It
is incumbent on all parties to ensure they use the Board’s processes efficiently and that
they participate with the objective of contributing to a better understanding of the issues
before the Board.*

With the additional guidance from the Board set out in this Decision, the Board remains
hopeful that the ATCO Utilities and the interveners alike will redouble their efforts at
structuring appropriate terms of reference for the contemplated benchmarking study and
that terms of reference can be submitted to the Board for consideration within 3 months
of the date of this Decision. The Board further anticipates that the benchmarking process
can be completed shortly following the Board’s review of the terms of reference with an
application submitted expeditiously thereafter for approval of the benchmarking study
and the related cost placeholders from the GRA/GTA proceedings.*

30.  The second compliance filings were submitted by ATCO Electric, ATCO Gas and ATCO
Pipelines on April 30, 2004. The Board issued Decision 2004-055* to address the second
compliance filings.

31. On May 7,2004* ATCO submitted a proposed ATCO I-Tek Information Technology
Benchmarking Terms of Reference document as well as a Request for Proposal document to the
Board. These documents were submitted on behalf of the ATCO I-Tek Collaborative Process
Committee.® The ATCO I-Tek Collaborative Process Committee requested approval of the
ATCO I-Tek Information Technology Benchmarking Terms of Reference and indicated that the
Request for Proposal document was for the Board’s information. The Board issued Decision
2004-057* to address this request.

32, Included in Decision 2004-057 was some additional information regarding the ATCO I-
Tek Collaborative Process Committee’s efforts as follows:

The Committee submitted that the efforts to develop Terms of Reference and RFP
documents were fruitful and that it was now turning its attention to developing similar
Terms of Reference and RFP documents for the Customer Care and Billing (CC&B)
Master Services Agreements (MSAs). The Committee agreed to wait until completion of
Terms of Reference and RFP documents for the CC&B MSAs before issuing the IT RFP.
The Committee’s plan was to issue the RFP for both the IT and CC&B Benchmarking
studies together.*®

“ Decision 2004-026, page 14.

* Decision 2004-026, page 14.

“ Decision 2004-055 — ATCO Electric, ATCO Gas, and ATCO Pipelines (the ATCO Utilities) Second
Compliance Filings Pursuant to Decisions 2003-073 & 2004-026 — ATCO I-Tek Master Services Agreement
Module (Application Nos. 1319530 and 1319698) (Released: July 13, 2004).

4" Decision 2004-055, page 2.

*  The Committee members as listed in Appendix 1 of Decision 2004-057 were: Brian Bale, Bob Bruggeman, Bill
Follett, Jim Graves, Dan Macnamara, Greg Matwichuk, Robert Spencer, Jim Stephens, and Barry Temple.
Laurie Bayda was listed as the Board’s observer.

" Decision 2004-057 — ATCO Electric, ATCO Gas, and ATCO Pipelines (the ATCO Utilities) Benchmarking
Terms of Reference Pursuant to Decisions 2003-073 & 2004-026 — ATCO I-Tek Master Services Agreement
Module (Application No. 1347599) (Released: July 13, 2004).

%0 Decision 2004-057, page 1.
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33. In approving the ATCO I-Tek Information Technology Benchmarking Terms of
Reference in Decision 2004-057, the Board noted that the Terms of Reference were not finalized,
but were subject to the outstanding matters.

34.  On May 2, 2005, ATCO applied to the Board for approval of certain Customer Care and
Billing Master Services Agreements, approval of certain Information Technology Renewal
Master Services Agreements, and approval of an extension to the period covered by the
benchmarking project.® The Board established Application No. 1398892 for this proceeding.

35. In response to Application No. 1398892, the Board received comments from Calgary and
the Alberta Urban Municipalities Association (AUMA). Calgary indicated that it had been an
integral participant in the collaborative process proceeding which resulted in the agreements filed
with the application and accordingly it supported the application. The AUMA indicated that it
represented the FIRM Customers® (electric utility customers) and the North Core Customers®
(gas utility customers) on the ATCO I-Tek Collaborative Process Committee (CPC)* in
negotiating the revisions to the agreements filed with the application. The AUMA indicated that
the FIRM Customers and North Core customers supported the application and it understood that
the Office of the Utilities Consumer Advocate also supported the application.*

36.  The CPC requested approval of the following:

« An April 29, 2005 letter agreement between ATCO I-Tek Business Services Ltd. and
ATCO Gas and ATCO Electric Ltd. clarifying the ATCO-CIS License Agreement dated
effective as of December 1, 1998.

. Statements of work for the period January 1, 2003 to May 31, 2004 related to the
Customer Care and Billing Master Service Agreements effective January 1, 1999 (the
Original ATCO Singlepoint Master Service Agreements).

« Customer Care and Billing Master Service Agreements effective June 1, 2004 between
ATCO I-Tek Business Services Ltd. and ATCO Electric and ATCO Gas.

. Statements of work related to the Customer Care and Billing Master Service
Agreements effective June 1, 2004.

« Statements of work for the period June 1, 2004 to September 30, 2004 that are in
addition to those covered in the Customer Care and Billing Master Service Agreements
effective June 1, 2004.

. Amending agreements to the Customer Care and Billing Master Service Agreements
dated April 29, 2005.

1 Order U2005-376 — ATCO Electric Ltd., ATCO Gas and ATCO Pipelines Master Services Agreements and
Benchmark Extension (Application No. 1398892) (Released: October 7, 2005), page 1.

52 As included in footnote 1 of Order U2005-376 “FIRM Customers are comprised of AUMA, Alberta Irrigation
Projects Association (AIPA), the Alberta Association of Municipal Districts and Counties (AAMD&C), the
Consumer’s Coalition of Alberta (CCA), the Alberta Federation of REA’s Ltd. (AFREA’s) and the Public
Institutional Consumers of Alberta (PICA).”

¥ Asincluded in footnote 2 of Order U2005-376 “North Core Customers are comprised of PICA, AAMD&C,
AUMA, CCA, Canadian Forest Products & Ainsworth Lumber Co. Ltd., the City of Edmonton, Federation of
Alberta Gas Co-ops Ltd, Gas Alberta Inc. and Aboriginal Communities.”

*  Asincluded in footnote 3 of Order U2005-376 “Interested parties represented on the CPC included AAMD&C,
AFREA’s, AIPA, CCA, PICA, Municipal Interveners, the Federation of Alberta Gas Co-ops Ltd, Gas Alberta
Inc, Aboriginal Communities, Canadian Forest Products, Industrial Power Consumers and Cogenerators
Association of Alberta, Calgary, the City of Edmonton, Board observers and ATCO.”

> Order U2005-376, page 1.
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. Information Technology Renewal Master Service Agreements dated effective January 1,
2005 which were attached as Appendix 3 of the application. These included
Information Technology Renewal Master Service Agreements for each of ATCO
Electric, ATCO Gas and ATCO Pipelines.

. Extension of the period covered by the benchmarking from 2003 and 2004 to cover the
years 2005 and 2006 for both the CC&B component and IT component.>

37.  The CPC submitted that Board approval was required before the committee could finalize
the Customer Care and Billing Terms of Reference and the Customer Care and Billing Request
for Proposal and added that the approved Customer Care and Billing Master Service Agreements
would be used as the foundation for benchmarking.”” ATCO indicated that the Information
Technology Master Service Agreements approved in Decision 2004-055 were effective

January 1, 2002 with a term expiring December 31, 2006.%® With respect to the Information
Technology Renewal Master Service Agreements, approval of which was being requested in the
application, the initial term was effective January 1, 2005 and would expire on December 31,
2009.* The CPC added that the Information Technology Renewal Master Service Agreements
would form part of the benchmarking and must be approved by the Board prior to the
benchmarking.®® Upon approval of the Information Technology Renewal Master Service
Agreements, the ATCO CPC indicated that it would ask the Board to amend the ATCO I-Tek
Information Technology Benchmarking Terms of Reference approved in Decision 2004-057 so
that it incorporated the Information Technology Renewal Master Service Agreements and the
extension of the period covered by the benchmarking.

38. In Order U2005-376 the Board addressed the requests made in Application No. 1398892.
The Board’s approvals however were subject to any required changes that may be necessary as
the result of the sale by ATCO of the retail gas and electric business to Direct Energy Regulated
Services. The Board’s approval did not include approval of forecast volumes contained in the IT
Renewals MSAs. The Board also approved the request to amend the IT Terms of Reference
approved in Decision 2004-057 to include the IT Renewal MSAs for the years 2005 and 2006
and expand the period covered by the yet to be developed CC&B TOR to include 2005 and 2006.

39.  OnJuly 14, 2006, ATCO applied to the Board on behalf of the ATCO I-Tek
Collaborative Process Committee for approval of the Terms of Reference for the benchmarking
of Customer Care and Billing Services. The Board established Application Nos. 1454339 and
1470351 for this proceeding. The ATCO I-Tek Collaborative Process Committee also requested
that the Board approve an extension to the period covered by the benchmarking to include 2007
for both the Information Technology and Customer Care and Billing Services.® No parties who
intervened opposed the application.®

40.  The Board issued Order U2006-216 to address the requests made in Application Nos.
1454339 and 1470351. Included in Order U2006-216 was the following information:

*®  Order U2005-376, pages 2, 3, 4 and 5.

> Order U2005-376, page 2.

% Order U2005-376, page 4.

> Order U2005-376, page 4.

% Order U2005-376, page 4.

! Order U2006-216 — ATCO Electric Ltd., ATCO Gas and ATCO Pipelines Master Services Agreements and
Benchmark Extension (Application Nos. 1454339 and 1470351) (Released: August 31, 2006), page 1.

2 QOrder U2006-216, pages 1 and 2.

@
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The benchmark of CC&B Services will cover the prices of ITBS services to ATCO for
three periods:

e From January 1, 2003 to May 31, 2004 when ATCO performed the gas and electricity
regulated retail functions.

e From May 31, 2004 to September 30, 2004, the regulated retail transition period
immediately after ATCO’s regulated retail functions were transferred to Direct Energy.

e From October 1, 2004 through 2007, the period in which ATCO provides only
distribution service for gas and electric customers.®

The CPC indicated that, upon approval by the Board of both the TOR for CC&B
services, and the extension to 2007, the following tasks will be required to be completed
before the actual benchmarking exercise can commence:

1) Submission by the CPC and subsequent approval of the Board of an updated IT
TOR based on a Board approved CC&B TOR.

2) Submission of a CC&B RFP document by the CPC to the EUB for information
purposes.

3) Submission of a recommended benchmarking consultant(s) to the EUB for
approval.®

41.  The Board’s approvals in Order U2006-216 included the following:

Therefore, the Board accepts the use of the 2003 and 2004 volumes provided in
Application No. 1454339 as set out in the Application and that the CC&B TOR is in
compliance with Decisions 2005-037 and 2005-039.

Accordingly, the Board approves the TOR for the benchmarking of CC&B from ITBS in
Attachment 1 of this Order.

Accordingly, the Board approves 2003 to 2007 as the period to be covered by the
benchmarking for both the IT and CC&B MSAs.

The Board notes that the CPC is proposing to submit for approval by the Board, an
updated IT TOR based upon the CC&B TOR the Board has approved in this Order.®

42. By letter dated April 13, 2007, ATCO applied to the Board on behalf of the CPC for
approval of the following matters associated with the collaborative benchmarking process:

1. Approval of Compass Management Consulting Limited as the recommended consultant
to conduct benchmarking of the Information Technology and Customer Care and Billing
Services which the ATCO Utilities receive from ATCO I-Tek Business Services Ltd.;
and approval of UtiliPoint International Inc. to provide benchmarking assistance to
Compass Management Consulting Limited in connection with the Customer Care and
Billing Services benchmarking.

2. Approval of the Information Technology and Customer Care and Billing Services
benchmarking contracts.

% Order U2006-216, page 2.
®  Order U2006-216, page 4.
% Order U2006-216, page 5.
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3. Approval of the total costs of the Information Technology and Customer Care and Billing
Services benchmarking contracts of $1,765,000 plus disbursements and Goods and
Services Tax.

The allocation of the above-noted costs to the affected utilities.

Confirmation that there would be a process for the recovery of all reasonable costs
incurred by the ATCO I-Tek Collaborative Process Committee associated with the
Information Technology and Customer Care and Billing Services benchmarking projects
at the completion of the projects.®

S

43.  The Board approved the application in Order U2007-111 released on April 23, 2007.

3 BACKGROUND

3.1 The Application — Procedural Steps

44, On February 21, 2008, ATCO filed the Original Application that is the primary subject of
this Decision. As described in Section 1, Introduction, the Original Application proposed a
true-up of the IT and CC&B placeholders on the basis of the Benchmark Report. The
Benchmark Report was described as being the product of an extensive collaborative process
between the CG and ATCO. ATCO indicated that the CG, ATCO and ATCO I-Tek had all
signed off on the Benchmark Report agreeing that “[t]he report satisfies and meets the Terms of
Reference established pursuant to the Commission’s decision and directives ... .”%

45, In reviewing the Benchmark Report submitted as Attachment B of the Original
Application, the Commission observed two sign-off pages. The first sign-off page is on page 87
of Attachment B and is entitled “Appendix 3 — Project Charter Sign-off.” Included on this page
is the following: “[t]his section is for the signatures denoting formal acceptance of the AEUB
Sanctioned Collaborative Process Committee Benchmarking of IT and Customer Care & Billing
Services from ATCO I-Tek. This Project Charter is agreed to and accepted by this 5" day of
October 2007.” The following signatures were included on the page:

. Brian Bale, ATCO Utilities;

. Bobbi Lambright, ATCO I-Tek;

« Greg Matwichuk, Customer Group;
« Jon Brock, UtiliPoint; and

. Bill Fowler, Compass

46.  The second sign-off page is on page 101 of Attachment B and is entitled “Price
Benchmark Report Sign-off.” Included on this page is the following: “The parties below, by
their signatures, confirm that this Price Benchmark report satisfies and meets the Terms of
Reference established pursuant to the Commission’s decisions and directives noted therein
subject to the limitations described in the Project Charter and those others arising thereafter as
described elsewhere in this report. The parties further agreed “that such confirmation and
acknowledgement by the Customer Group and ATCO Utilities shall in no way prevent or limit

% Order U2007-111 — ATCO Electric Ltd., ATCO Gas and ATCO Pipelines Application for Approval of the
Contracts, Cost and Allocation of the Costs Associated with the Benchmarking of Information Technology and
Customer Care and Billing Services (Application No. 1509540) (Released: April 23, 2007), page 1.

7 Exhibit 2, cover letter, page 2 of 3.
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such parties’ rights to make further submissions to the AUC in subsequent proceedings.” The
same parties that had signed the Project Charter Sign-off page signed this page.

47. In the Original Application ATCO requested approval of the following:

. that “the Benchmarking report meets the Terms of Reference pursuant to the decisions
and directives established by the AEUB;” and

« “the ‘Increase/(Decrease) to Placeholders’ identified for each of ATCO Gas, ATCO
Pipelines and ATCO Electric on pages 1 and 2 of Attachment A” to the Application.

48.  On March 6, 2008, the CG submitted a letter® in which it indicated that while it
supported the requested approval of the Benchmark Report as meeting the Terms of Reference
pursuant to the decisions and directives established by the EUB, the CG did not support the
request that the AUC approve the “Increase / (Decrease) to Placeholders” identified for each
company on pages 1 and 2 of Attachment A to the Application.

49.  On April 9, 2008, ATCO informed the Commission that the CG and ATCO had come
to a comprehensive agreement that resolved all of the outstanding issues regarding the
Application. ATCO added that the CG now fully supported the ATCO Utilities request that the
AUC approve the “Increase/(Decrease) to Placeholders” identified for each of ATCO Gas,
ATCO Pipelines, and ATCO Electric on pages 1 and 2 as part of the amended Attachment A that
was included with the April 9, 2008 submission. ATCO indicated that the agreement was
conditional upon the following:

1) that the agreed upon resolution be accepted as a “package deal” and

2) that the Commission accept the filing of the unredacted Benchmark Report with the
Commission, subject to a prior direction that such unredacted version of the Benchmark
Report will be kept confidential.

50.  ATCO clarified that upon completion of the two steps indicated above, the Commission
would have two versions of the Benchmark Report, those being the redacted version initially
filed and the confidential full unredacted version. ATCO requested that the Commission confirm
that the AUC would receive the unredacted version of the Benchmark Report on a confidential
basis otherwise the agreement reached with the CG concerning the amended Attachment A
would be null and void.

51.  On April 11, 2008, the CG submitted a letter™ in which it indicated:

Based on the arrangements noted above and, as described in the Supplementary Filings, notably
that the matter is being brought forward by ATCO as a package deal, the CG concurs with and
supports the information provided in the revised Attachment A filed by the ATCO Utilities. The
CG submits that the information reflects the use of the Fair Market Value prices or values to carry
out the True Up calculations for the 2003-2007 period and further agrees that such calculations
are correct.

For clarity however, notwithstanding the foregoing, the CG reserves its rights in any Future
ATCO Proceedings to make submissions in respect of the compliance by any of the ATCO

8 Exhibit 7.
8 Exhibit 6.
0 Exhibit 8.

o
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Utilities with the provisions of Article 4 Transfer Pricing of the ATCO Utilities Interaffiliate
Code of Conduct established under Decision 2003-040.

52. In a letter dated April 23, 2008 the CG confirmed that all members had consented to the
sign off of the Benchmark Report and the matters raised in the April 11, 2008 letter.

53.  The Commission issued Notice of the Application on April 29, 2008.

54. Only Calgary and the UCA filed SIPs in the Proceeding. No other member of the CG
participated in the Proceeding following the issuance of the Notice.

55. In a letter dated June 25, 2008, the Commission issued its ruling on the confidentiality
request made by ATCO with respect to the unredacted Benchmark Report. The Commission
accepted that the information in the unredacted Benchmark Report should be filed with the
Commission and that it should be extended confidential treatment. On June 27, 2008,”> ATCO
confirmed that the unredacted Benchmark Report had been sent to Commission counsel.

56.  On September 25, 2008 the Commission issued a letter directing ATCO to indicate how
it proposes to reflect the true-up of placeholders in the amended Attachment A attached to
ATCO’s April 9, 2008 letter in opening PP&E balances and revenue requirements.

57.  On October 3, 2008, ATCO filed a supplemental filing with the Commission in response
to the AUC letter of September 25, 2008. The filing was intended to outline how each of the
ATCO utilities proposed to reflect the true-up of placeholders in the amended Attachment A and
the proposed recovery/repayment to customers of these amounts. ATCO requested that the AUC
approve:

« the resulting impact on revenue requirement for each of ATCO Gas, ATCO Pipelines and
ATCO Electric as shown in the attached schedules;

. the present value payments to customers to allow the ATCO Utilities to retain its existing
rate base derived from the actual I-Tek charges included in opening PP&E balances;

« the interest costs calculated on the outstanding amounts owed to/from customers in
accordance with AUC Rule 023; and

« the refund/recovery proposals as outlined in each of ATCO Gas, ATCO Pipelines and
ATCO Electric schedules.”

58. In response to the supplemental information and comments thereon received from parties,
the Commission issued a letter dated October 24, 2008.” The Commission indicated that the
Proceeding consisted of four distinct matters:

(a) Approval of the Benchmark Report.

(b) Consideration of whether the adjustments to the placeholders set out in the amended
Attachment A to the Original Application adjust the placeholders to the fair market value
for the services provided from 2003-2007.

' Exhibit 13.
2 Exhibit 14.
" Exhibit 23.
" Exhibit 27.
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(c) Whether the true-up of the ATCO Utilities’ revenue requirements and opening balances
should be determined based on the adjustments to the placeholders set out in the amended
Attachment A or based on some other level of adjustment as interveners suggest.

(d) What are the appropriate methods to true-up the ATCO Utilities’ revenue requirements
and opening balances and what are the amounts to be collected/refunded to customers to
reflect those true-ups?

59.  With respect to issues (c) and (d) certain interveners indicated that a further adjustment to
the amended Attachment A may be required to address the principles contained in ATCO Group
Inter-Affiliate Code of Conduct. In order to deal with these concerns the Commission set out a
full process to deal with issues (c) and (d). The Commission added that it appeared that no
further process was required with respect to issues (a) and (b).

60.  On December 5, 2008, Calgary filed a motion™ to compel full and adequate responses in
respect of responses to certain information requests filed by ATCO. This was followed by a
request from Calgary dated December 8, 2008, in which it sought leave to permit the filing of
supplemental information requests and suspend the date for the filing of intervener evidence and
further process steps pending disposition of its motion filed on December 5, 2008. The
Commission established a process by letter dated December 9, 2008, to deal with Calgary’s
motion.

61. The Commission issued its Ruling on the motion in a letter dated December 29, 2008.7
The Commission directed ATCO to file complete responses to a number of information requests
and the Commission also set out a revised process schedule for the remainder of the Proceeding.

62.  ATCO submitted additional information responses on the scheduled deadline date of
January 26, 2009."

63.  On February 18, 2009 Calgary filed its written evidence,® made a refiling on
February 19, 2009,% and filed a revised schedule on February 23, 2009.%

64.  ATCO filed a letter dated March 5, 2009% indicating that it intended to file expert
rebuttal evidence in order to address certain of the matters raised by Calgary in its evidence.
ATCO indicated its preference to engage Compass/Utilipoint to provide the expert rebuttal
evidence required and requested the permission of the AUC to do so.

> Exhibit 36.
% Exhibit 38.
T Exhibit 39.
8 Exhibit 42.
" Exhibit 49.
8 Exhibit 50.
8 Exhibit 51.
8 Exhibit 52.
8 Exhibit 55.
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65. Following receipt of comments on ATCQO’s request regarding the use of
Compass/Utilipoint to provide rebuttal evidence, the Commission issued a Ruling granting the
request on March 30, 2009.%

66. On May 1, 2009 ATCO submitted its rebuttal evidence® as scheduled. Upon review of
the rebuttal evidence, the Commission issued a letter dated May 7, 2009% in which it requested
clarification on the position taken by ATCO with respect to the negotiated settlement referred to
in ATCO’s submission dated April 9, 2008.%” In this same letter, the Commission also set out
deadlines for Calgary to comment on any clarification information submitted by ATCO, and for
ATCO to reply to any comments submitted by Calgary.

67.  The Commission issued a letter dated August 14, 2009% in which it found no basis for a
negotiated settlement agreement among the parties. The Commission noted Calgary’s position
that its agreement to the amended Attachment A to the Original Application was without
prejudice to the ability of the CG to pursue its concerns with respect to the Transfer Pricing
provisions of the ATCO Inter-affiliate Code of Conduct (the Code). The Commission observed:

It appears to the Commission that the ATCO Utilities were of the understanding that the
Negotiated Settlement amounted to a package deal arrangement on all matters relating to
the benchmarked services for the years 2003-2007. To achieve this settlement, the
ATCO Utilities were prepared to reduce the benchmarked amounts by $2 million as
reflected in the Revised Attachment A. In light of Calgary’s position that it wishes to
pursue approximately $27 million in additional potential reductions, the ATCO Utilities
submit that Calgary has repudiated the Negotiated Settlement and therefore the required
conditions for support of the Negotiated Settlement by the ATCO Utilities have not been
satisfied.

68.  The Commission found that, in light of the fact that there was no written negotiated
settlement, “there has been no consensus ad idem or a ‘meeting of minds’ on the fundamentals of
what was agreed to and on the commitments made by each party” and that “this matter must now
proceed on the basis that no agreement has been reached on any point.” The Commission added
that it will continue the Proceeding based on the Original Application as amended by the rebuttal
evidence.

69. In the letter of August 14, 2009, the Commission indicated that it was prepared to allow
interveners the right to review and, if necessary, file evidence and submissions regarding the
Original Application as amended by the rebuttal evidence. However, before permitting this, the
Commission considered that it may be more efficient for the parties to file argument and reply
argument on the main premise of Calgary, namely whether or not compliance with Article 4
Transfer Pricing provisions of the Code may require ATCO to obtain services from an affiliate at
prices that are something other than the fair market value of those services (the Code of Conduct
Issue). The Commission accordingly established a procedural schedule for the filing of
argument and reply with respect to the Code of Conduct Issue.

8 Exhibit 65.
8 Exhibit 67.
& Exhibit 68.
8 Exhibit 6.
8  Exhibit 72.
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70.  On August 19, 2009, Calgary submitted a letter® in which it requested that the
Commission rescind its direction to proceed with argument on the Code of Conduct Issue in
order to allow it to have the opportunity to cross examine the ATCO witnesses on the Code of
Conduct Issue at an oral hearing. Further, Calgary also filed a motion® to strike portions of the
ATCO rebuttal evidence.

71. Having received submissions from the parties, in a letter dated September 4, 2009, the
Commission denied the Calgary motion to strike portions of the ATCO rebuttal evidence. In the
same letter, the Commission addressed the Code of Conduct Issue request made by Calgary. The
Commission allowed Calgary the opportunity to cross examine the ATCO witnesses on the Code
of Conduct Issue at an oral hearing. Accordingly, the Commission terminated the written
process regarding the Code of Conduct Issue that had been included in the Commission’s letter
of August 14, 2009. The Commission indicated that an oral hearing would be held on
September 15-17, 2009.

72.  On September 8, 2009, Calgary submitted a letter® in which it requested that the
Commission reschedule the oral hearing as the proposed hearing dates of September 15, 16 and
17 would cause hardship and prejudice to Calgary and other interveners. ATCO and the UCA
submitted comments on September 8, 2009% and September 9, 2009,* respectively, regarding
Calgary’s request.

73. On September 10, 2009, Calgary filed a further motion® that included a number of
requests, more specifically regarding access to the full unredacted Benchmark Report that had
been delivered to the Commission®* and that Calgary be permitted to amend its evidence as may
be necessary to respond to the matters arising from the Original Application as amended by the
rebuttal evidence and the review of the full unredacted Benchmark Report.

74.  On September 11, 2009,*” the Commission adjourned the oral hearing until
December 1-4, 2009 to permit time to deal with the Calgary motion.

75. Following receipt of submissions from parties, in a letter dated September 23, 2009,% the
Commission granted the relief requested by Calgary in its September 10, 2009 motion for access
to the unredacted version of the Benchmark Report and approved Calgary’s request to file
additional evidence. The Commission also provided other interveners access to the unredacted
Benchmark Report, with all parties gaining access being required to sign a confidentiality
agreement. The Commission outlined the filing requirements associated with the confidential
material that was redacted in the original copy of the Benchmark Report filed with the Original
Application.

8 Exhibit 73.
% Exhibit 74.
%1 Exhibit 83.
%2 Exhibit 84.
% Exhibit 85.
% Exhibit 86.
% Exhibit 87.
% Exhibit 14.
% Exhibit 88.
% Exhibit 91.
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76. Executed confidentiality agreements were submitted by Calgary on September 30, 2009%
and October 21, 2009.° ATCO submitted executed confidentiality agreements on

October 2, 2009, October 9, 2009,'* and November 30, 2009.'* The UCA submitted executed
confidentiality agreements on September 30, 2009'* and November 23, 2009.'%®

77.  Calgary submitted additional evidence on October 19, 2009 which was revised on
November 10, 2009.°” A redacted version of the evidence was filed on October 21, 2009.%

78. A public hearing was held from December 1-3, 2009, followed by oral argument and oral
reply argument on December 4, 2009.

4 APPLICATION OVERVIEW

79.  The following overview was included in the executive summary of the Benchmark
Report:

Compass and UtiliPoint analyzed and benchmarked all of the IT and CC&B services
provided by I-Tek to the ATCO Utilities (Gas, Electric, and Pipeline) over the period of
2003 to 2007. Compass led the overall engagement as well as the benchmark of IT
Services. UtiliPoint led the benchmark of CC&B Services.

IT Services were governed by a separate but identical MSA for each Utility (ATCO Gas,
ATCO Electric, and ATCO Pipelines). A renewal MSA was entered into by each Utility
and I-Tek in 2005. The renewal MSAs were similar, but not identical, to the original
MSAs.

Similar to IT, CC&B Services were governed by separate but similar MSAs for each
Utility (ATCO Gas and ATCO Electric). Also similar is the fact that two distinct MSAs
(original and renewal) govern the benchmark period from 2003 to 2007. The CC&B

benchmark also had to consider the impact of the transition of ATCO’s retail business to
Direct Energy in 2004.

The overall results of the benchmark indicated that: I-Tek pricing is higher than Fair
Market Value (FMV). A review of the individual rates show a mixture of lower I-Tek
pricing in some areas and an opportunity to reduce to FMV in other areas.

I-Tek pricing structure for Call Center Services (price per agent per hour) is significantly
different than any found in the market. The most common market pricing structures
(price per call, price per call minute, price per active account) all render lower overall
cost for Call Center Services.

% Exhibit 95.
100 Exhibit 101.
101 Exhibit 98.
102 Exhibit 99.
103 Exhibit 122.
104 Exhibit 97.
105 Exhibit 106.
106 Exhibit 100.
07 Exhibit 104.
108 Exhibit 102.
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In analyzing the MSAs, neither Compass nor UtiliPoint found sufficient evidence of non-
standard clauses to justify a change to the overall FMV. This was also the case for
evaluating penalty provisions and gain sharing agreements.

In terms of the benefits of a single provider versus two providers (one for IT Services and
one for CC&B Services), Compass and UtiliPoint believe that the volume of services
required by ATCO are not sufficient to be efficiently served by multiple providers. We
also believe that the additional cost incurred by ATCO in managing multiple providers
would exceed any potential benefit of a multiple sourcing strategy.

Compass does believe that service provider pricing associated with delivering the IT
services similar to those in the IT MSA would reflect a risk premium equivalent to one
percent (1%) of the total contract value in the event that ATCO were to source the CC&B
services to one provider and the IT services to a second provider.'®

80.  ATCO submitted that the Benchmark Report established FMV for the services provided
by ATCO I-Tek and ITBS to the ATCO Utilities over the period 2003-2007, which resulted in
an aggregate reduction of $22.0 million to initially-requested GRA/GTA revenue requirement
amounts. To the extent that the Benchmark Report determined that charges for ATCO I-Tek or
ITBS services included in the applied for revenue requirement for each of the ATCO Utilities
was greater than FMV, the ATCO Utilities adjusted revenue requirement to reflect a reduction in
the applied for charges to the FMV. To the extent that charges for ATCO I-Tek or ITBS
included in the applied for revenue requirement for each of the ATCO Utilities was less than
FMV, the ATCO Utilities adjusted revenue requirement to reflect an increase in the applied for
charges up to the FMV.

81.  The first objective of the Benchmark Report was to:

Render an opinion as to whether the IT services at the specified volumes and service
levels set out in the I-Tek MSAs are individually priced at FMV taking into consideration
the Terms and Conditions of each Master Service Agreement.**

This objective is repeated at page 58 of the Benchmark Report with respect to CC&B services.

82.  The Benchmarkers conducted their analysis and benchmark of IT and CC&B services in
two major phases. The initial phase focused on benchmarking the scope, volume, and quality of
IT and CC&B services provided by ATCO I-Tek and ITBS to the ATCO Ultilities during each
year of the MSAs. The Benchmarkers described the methodology employed in conducting the
first phase of the benchmarking in the following way:

In conducting this price benchmark, Compass and UtiliPoint have developed a Fair
Market Value for the scope of services provided by I-Tek to the Utilities. The Fair
Market Value is calculated as the average of a set of “Reference Group” comparators
providing similar services with similar economies of scale. Material differences between
the scope of services provided by I-Tek and those of the Reference Group are stated and
adjusted for, as are material differences in environmental complexity, workload, and
service loads.'*!

199 Exhibit 2, Application, Attachment B, Price Benchmark Report, Executive Summary, pages 3-4.
110 Exhibit 2, redacted Benchmark Report, page 50.
11 Exhibit 2, redacted Benchmark Report, page 15.
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83.  The second phase of the Benchmarkers’ analysis involved translating the FMV
benchmark results into the line items defined in the “True-Up” worksheets developed by the
CPC."# This activity was required to fulfill the above objective of determining whether the IT
and CC&B services at the specified volumes and service levels set out in the MSAs are
individually priced at FMV.

84. In order to avoid a future complex and administratively difficult process of adjusting
capital items in rate base over the related asset lives, ATCO proposed a present value (PV)
methodology to allow ATCO to avoid adjusting opening PP&E balances for the related changes
in placeholder amounts while adjusting for the financial impact to customers that would occur if
rate base was adjusted to the FMV determined in the Benchmark Report. ATCO has reflected
reductions to O&M in accordance with the FMV determinations of the Benchmark Report.

85.  When the existing placeholders for ATCO Gas, ATCO Electric, and ATCO Pipelines are
compared to the FMV determinations in the Benchmark Report ATCO indicated that an
aggregate true-up increase for the ATCO Utilities of $15.83 million is required.**®

86. A summary of IT and CC&B Placeholder Adjustments resulting from the Benchmark
Report are shown in the following Table.

12 Exhibit 2, redacted Benchmark Report. pages 27 and 28.
"2 Exhibit 145.
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Table 1.  Summary of IT and CC&B Placeholder Adjustments**

AEUB Sanctioned Collaborative Process Committee
Benchmarking of IT and Customer Care & Billing Services From ATCO I-Tek
Summary of IT and CC&B Placeholder Adjustments

($000s)
True-Up of IT and CC&B Placeholders
Direct Other

0&M Capital Capital Total
ATCO Gas
2003 3960 3274 0 7234
2004 7041 6524 0 13565
2005 5888 -1163 -150 4575
2006 4701 -672 -230 3800
2007 1712 -1115 -330 266
Total 23302 6848 -710 29440
ATCO Electric
2003 -1908 68 59 -1781
2004 -2022 3540 -469 1049
2005 -2779 -30 -380 -3189
2006 -3677 4 -583 -4256
2007 -3963 -441 -716 -5120
Total -14349 3141 -2089 -13297
ATCO Pipelines
2003 -248 0 0 -248
2004 -65 0 0 -65
2005 0 0 0 0
2006 0 0 0 0
2007 0 0 0 0
Total -313 0 0 -313
ATCO Utilities
2003 1804 3342 59 5205
2004 4954 10064 -469 14549
2005 3109 -1193 -530 1386
2006 1024 -668 -813 -456
2007 -2251 -1556 -1046 -4854
Total 8640 9989 -2799 15830

87. Exhibit 137.03 provided the adjustments to the placeholders, the adjustments to revenue
requirement, present value of PP&E rate base reductions and the overall impact to revenue
requirements and amounts owing to/from customers on an aggregate basis per utility, north and
south for ATCO Electric, ATCO Gas, and ATCO Pipelines and transmission and distribution for

ATCO Electric at December 31, 2009.

U4 Exhibit 145.
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88. ATCO submitted that Exhibit 145 Attachment A contains the revised “True-Up”
Summary Tables which should be used as the mechanism for translating the results of the
benchmark fair market price of the services provided by ATCO I-Tek and ITBS to ATCO into a
final “True-Up” of IT and CC&B placeholders for the years 2003 to 2007 for each of ATCO
Electric, ATCO Gas and ATCO Pipelines.

5 DISCUSSION OF ISSUES

89. In reaching the determinations set out in this Decision, the Commission has considered
the record of this proceeding, including the Argument and Reply provided by each party.
Accordingly, references in this Decision to specific parts of the record are intended to assist the
reader in understanding the Commission’s reasoning relating to a particular matter and should
not be taken as an indication that the Commission did not consider other relevant portions of the
record with respect to that matter.

90.  While certain written evidence, oral testimony and argument was provided by parties on a
confidential basis, the Commission has determined that it is unnecessary for the purposes of this
Decision to make specific references to such confidential information.

91. Interveners raised several issues of concern regarding the Application, specifically:

1. whether further adjustment to placeholders are required, having regard for the transfer
pricing provisions under the Code;

2. whether ATCQO’s present value approach is the proper way to deal with adjustments to
rate base opening balances;

3. whether interest should be paid on balances owed or owing;

4. how the benchmarking processes should treat new services not previously benchmarked;
and

5. adetermination with respect to certain MSA non-standard clauses.

5.1  Application of ATCO Inter-Affiliate Code of Conduct

92. Decision 2003-040"* established the Code with respect to relationships and transactions
between regulated and non-regulated affiliates within the ATCO Group of Companies. Some of
the most relevant portions of the Code for the purposes of this Decision are set out below:

11 Purpose and Objectives of the Code
Objectives of Code

While the overall purpose of the Code is to establish standards and parameters
which prohibit inappropriate Affiliate conduct, preferences or advantages, which
may adversely impact the customers of regulated businesses, this purpose reflects
several important underlying objectives, including:

() creating a clearly defined set of rules designed to enhance inter-affiliate
transparency, fairness and senior management accountability with
respect to inter-affiliate interactions impacting regulated businesses;

115 Decision 2003-040 — ATCO Group, Affiliate Transactions and Code of Conduct Proceeding, Part B: Code of
Conduct (Application No. 1237673) (Released May 22, 2003), Appendix 5.
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(b) providing an environment in which inter-affiliate economies and
efficiencies can legitimately occur for the mutual advantage of both a
Utility’s customers and its shareholders;

2.1 Definitions

n) “Fair Market Value” means the price reached in an open and unrestricted market
between informed and prudent parties, acting at arms length and under no compulsion to
act.

0) “For Profit Affiliate Service” means any service, provided on a for-profit basis:

1) by a Utility to a Non-Utility Affiliate, other than a Utility Service; or
2) by a Non-Utility Affiliate to a Utility.

4 TRANSFER PRICING
4.1 For Profit Affiliate Services

Where a Utility determines it is prudent in operating its Utility business to do so, it may
obtain For Profit Affiliate Services from an Affiliate or provide For Profit Affiliate
Services to an Affiliate.

If a Utility intends to outsource to an Affiliate a service it presently provides for itself, the
Utility shall, in addition to any other analysis it may require to demonstrate the prudence
of a For Profit Affiliate Services arrangement, undertake a net present value analysis
appropriate to the life cycle or operating cycle of the services involved.

Each Utility shall periodically review the prudence of continuing For Profit Affiliate
Services arrangements.

4.2 Pricing For Profit Affiliate Services
4.2.1 Utility Acquires For Profit Affiliate Service

When a Utility acquires For Profit Affiliate Services it shall pay no more than the Fair
Market Value of such services. The onus is on the Utility to demonstrate that the For
Profit Affiliate Services have been acquired at a price that is no more than the Fair
Market Value of such services.

45 Determination of Fair Market Value

In demonstrating that Fair Market Value was paid or received pursuant to a For Profit
Affiliate Service arrangement or a transaction contemplated by sections 4.1, 4.2 and 4.4
hereof, the Utility, subject to any prior or contrary direction by the EUB, may utilize any
method to determine Fair Market Value that it believes appropriate in the circumstances.
These methods may include, without limitation: competitive tendering, competitive
guotes, bench-marking studies, catalogue pricing, replacement cost comparisons or recent
market transactions. The Utility shall bear the onus of demonstrating that the
methodology or methodologies utilized in determining the Fair Market Value of the
subject goods or services was appropriate in the circumstances.
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93. In Decision 2002-069*¢ the Board did not accept the Original ATCO I-Tek Master
Service Agreement and the Original ATCO Singlepoint (ITBS) Master Service Agreement
pricing mechanisms for the services being acquired by the ATCO Utilities. The Board directed
the ATCO Utilities to undertake a price review. The Board, in previous Decisions, allowed
placeholders to be set in respect of affiliate transactions pending its Decision on these matters.

94.  ATCO subsequently engaged in the collaborative process that led to and included the
benchmarking exercise in order to determine the FMV of I-Tek and ITBS For Profit Affiliate
service charges to meet the Code requirements. ATCO utilized the Benchmark Report as the
method to adjust the For Profit Affiliate Services that have been acquired from I-Tek and ITBS
to a price that was no more than the FMV of such services, in accordance with section 4.2.1 of
the Code. ATCO submitted that the Benchmark Report established FMV for these services
provided by I-Tek and ITBS to ATCO during the period 2003 to 2007, which resulted in an
aggregate reduction of $22.0 million to initially-requested GRA/GTA amounts which reflected
contract pricing under the ATCO I-Tek Master Service Agreement and the ITBS Master Service
Agreements.

95. In discussing the Benchmark Report it is necessary to observe the considerable confusion
and debate in the Proceeding with respect to terminology used in the Benchmark Report, the
written evidence and in the testimony of all parties. In particular, IT and CC&B “services” were
alternatively described in reference to the true-up worksheet line item level of the Benchmark
Report, the Master Service Agreement billing unit line level, in a collective sense when
referencing a group of related line items being the “service tower” level, and to the IT and
CC&B Master Service Agreement contract level. In addition, where individual service towers
were not separately available in the marketplace, services were discussed in terms of combined
or linked services.

51.1 Submissions of the Interveners

96.  Calgary compared ATCQO’s placeholder amounts with benchmark values determined by
the Benchmarkers in the Benchmark Report, applied an adjustment that it considered to be
necessary under the Code and estimated that the operating and maintenance (O&M) and capital
amounts for the benchmark years would be $9.0 million lower than placeholder amounts as
shown in column “E” in the table below.

118 Decision 2002-069, page 52 (Direction 11).
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Table 2. Comparison of Placeholder Amounts and Benchmark values
Benchmark ATCO Benchmark Placeholder Placeholder Benchmark
Values Code Applied | Valuesless | Amountsplus | Amounts less Values Minus
(Approved to ATCO Code ATCO ATCO Placeholder
Volume and Benchmark Applied to Adjustments Adjustments | Amounts minus
Dollars @ Benchmark as per ATCO less ATCO
Benchmark May 1/09 Benchmark Adjustments
Rates) Rebuttal Att A Values
(notin
Placeholder)
$ Millions
A B C=A-B D E=B-D F=A-D
ATCO
Gas T 96.60 82.00 14.60 86.00 (4.00) 10.60
ATCO
Electric IT 76.00 73.00 3.00 77.70 (4.70) (1.70)
ATCO
Pipelines IT 8.70 8.50 0.20 9.00 (0.50) (0.30)
ATCO
Utilities IT 181.30 163.50 17.80 172.70 (9.20) 8.60
ATCO
Gas CC&B 148.90 142.70 6.20 128.40 14.30 20.50
ATCO
Electric
CC&B 46.60 43.70 2.90 57.80 (14.10) (11.20)
ATCO
Utilities
CCé&B 195.50 186.40 9.10 186.20 0.20 9.30
ATCO
Utilities IT
and CC&B 376.80 349.90 26.90 358.90 (9.00) 17.90

Reference: Exhibit 100 (amended Tables 3 and 4, revising Tables 3 and 4 on pages 9 and 21 to Exhibit 51)

97.  Calgary agreed with ATCO that the overall amounts applied for in ATCO’s GRAs and
GTAs™ (which were based on the I-Tek and ITBS rates under the respective Master Service
Agreements) were $22 million higher than the overall FMV results derived from the Benchmark
Report and agree that this warranted an overall revenue requirement reduction of approximately
$22 million. However, Calgary argued that an additional reduction of $26.9 million was
required because the Code required that the lower of the line item prices shown in the
Benchmark Report and the line item prices shown in the MSAs should be used to make
adjustments to revenue requirements. In other words, the values shown in the Benchmark
Values Column in the Benchmark Report should be compared to the actual billings of ATCO I-
Tek and ITBS to the ATCO Utilities (ATCO Code GRA column) in order to comply with the
Code. This is illustrated in the following Table:

17 GRA refers to general rate applications of AG or AP; GTA refers to general tariff applications of AE.
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Table 3. Summary of the Impact of Applying the ATCO Code to each of the Affiliate Services
which were the subject of the Benchmark
GRA Amounts Benchmark GRA Less ATCO Code True-Up GRA
(Approved Values Benchmark GRA minus ATCO
Volumes and (Approved (Impact of Code GRA
Dollars @ I-Tek Volumes and Difference
Rates) Dollars @ Between
Benchmark |-Tek Rates &
Rates) Benchmark
Rates)
$ Millions
ATCO
Gas IT 100.3 96.6 3.7 82.0 14.6
ATCO
Electric IT 83.9 76.0 7.9 73.0 3.0
ATCO Pipelines
IT(2yr) 9.9 8.7 1.2 8.5 0.2
ATCO
Utilities IT 194.1 181.3 12.8 163.5 17.8
ATCO Gas
CCe&B 1485 148.9 (0.4) 142.7 6.2
ATCO Electric
CC&B 56.2 46.6 9.6 43.7 2.9
ATCO Utilities
CC&B 204.70 195.50 9.20 186.4 9.1
ATCO Utilities
IT and CC&B 398.8 376.8 22.0 349.9 26.9

Reference: Exhibit 51, Table 1, page 3 and Table 5, page 39.

98.  Calgary submitted that the Code was relevant to the true-up in respect of transfer pricing
and, more specifically, transfer pricing in the case where ATCO purchases For Profit Affiliate
Services from an unregulated for profit affiliate. Calgary considered that the price for inter-
affiliate services could be lower than FMV given that the Code states that ATCO shall pay “no
more than FMV” in respect of For Profit Affiliate Services. Therefore, Calgary submitted that
the cost allowed to be incurred for utility revenue requirement purposes for such services could
be less than FMV.

99.  Calgary referred to the following passage from Decision 2003-040:

The Board has previously noted its view that it is appropriate for affiliate transactions to
occur in situations where customers are not harmed by those transactions, and moreover,
where the choice of purchasing goods or services from the affiliate is prudent. In order
that customers are not harmed by affiliate transactions, it is necessary to ensure that these
transactions occur at a reasonable price, that the reasonableness of that price can be
clearly determined, and that the price paid is less than what it would have cost for the

AUC Decision 2010-102 (March 8, 2010) « 27



2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up ATCO Utilities

utility to either provide the goods or services itself or have them procured from a third
party, all else being equal.**® (emphasis added by Calgary)

100. Calgary submitted that the above passage from Decision 2003-040 applied to the present
situation should be:

...interpreted to be the lesser of FMV and the cost it would take for the utility to provide
similar services itself or have them procured from an arm’s length third party. For the
purposes of this evidence and related analysis, Calgary has used the rates and amounts
paid to I-Tek and ITBS as cost.**

101. On this basis, Calgary submitted that the transfer pricing provisions of the Code required
that the benchmark value determined under the Benchmark Report for a service should be
compared to the price otherwise paid by each of ATCO Gas, ATCO Pipelines and ATCO
Electric under the MSAs. The utility revenue requirement should reflect the lower of the price
actually paid under the MSAs and the benchmark value for the service determined under the
Benchmark Report.

102. Calgary submitted that it had not taken any position that suggested that any FMV
estimate, whether on a service line item basis or in respect of the benchmark or the contracts as a
whole, should be adjusted, nor had Calgary conducted any prudence review of the expenditures
of ATCO in these matters. Calgary indicated that its evidence does not suggest that the IT and
CC&B services could have been purchased in the marketplace between 2003 and 2007 for some
$26.9 million less than what ATCO forecasted it would pay in its GRAs and GTAs or what it, in
fact, did pay. Calgary submitted that what its evidence on the Code adjustment did was to
determine that adjustments to placeholders, in addition to those proposed by ATCO would be
required if the Code was applied to the benchmarking process.

103. Calgary submitted that the primary purpose and objectives of the Code are sufficiently
clear and can be summarized as follows:

« The Code exists to protect ratepaying customers from the potential abuses and harm that
may exist or arise between regulated utilities and their non-regulated affiliates.**

104. Calgary also noted that:

» acode of conduct should not be so restrictive as to preclude economically efficient
transactions, so long as rate payers are not harmed by the transactions.'*

« the benefits of an economically efficient marketplace should not exclusively flow to
shareholders.*”

105. Calgary argued that to the extent that ATCO I-Tek or ATCO ITBS prices were lower
than the FMV as determined by the Benchmark Report, that the benefit of these economic
efficiencies should not exclusively flow to its shareholders by recalibrating the price to FMV
after the fact, which was contrary to the Code’s express purpose and intent.

118 Exhibit 51.02, Corrected City of Calgary’s Evidence, Decision 2003-040, page 75.
19 Exhibit 51, Calgary Written Evidence, pages 15-16.

120 Transcript Volume 4, page 986, lines 13-19.

121 Decision 2003-040, page 36.

122 Decision 2003-040, page 36.
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106. Calgary submitted that the language of the Benchmark Report confirms that the
Benchmarkers were hired to render an opinion as to whether or not the IT and CC&B services, at
the specified volumes and service levels set out in the MSAs, are individually priced at FMV,
taking into consideration the terms and conditions of each MSA.

107. Calgary stated that the Terms of Reference were developed by the CPC. Calgary noted
that the cross-examination of ATCO expert witnesses, Mr. Fowler and Mr. Brock, indicated that
when they were responding to the RFP for the benchmark work, developing the project charter,
or otherwise dealing with benchmarking matters, they did not go back to the CPC and say ‘we
can’t do this job,” or “we will not do this job, because services at the line item level and what we
are being asked to do in respect of those services - to estimate prices at that level, those services
are not generally available in the marketplace.” Calgary asserted that these witnesses specifically
confirmed that so-called volume sheets were provided to them at multiple points in the
benchmarking process, and that indeed these volume sheets formed the basis for their own true-
up worksheets. Calgary thus argued that both the volume sheets and the true-up worksheets of
the Benchmarkers had services down to the line item level. Calgary submitted that the basis and
understanding for which the benchmark requirements were to be fulfilled and carried out were
with respect to services at specified volumes and individually priced.

108. The UCA and Calgary both agreed that the Code should consider FMV on a line item
basis and noted that Decision 2008-100*# and Decision 2009-176'* have dealt with this issue
and concluded that a determination of the reasonableness of inter-affiliate service costs on the
aggregate basis was not the proper approach.® The UCA submitted that ATCQO’s position was
contrary to the Commission findings in those Decisions and that ATCQO’s package-of-services
approach had previously been addressed by the Commission and found to impede its ability to
determine the necessity and reasonability of inter-affiliate pricing.

5.1.2 Submissions of ATCO

109. ATCO submitted that the Benchmark Report established FMV for the services provided
by I-Tek and ITBS to ATCO over the period 2003-2007 and reflected what the services overall
could be acquired for in the marketplace. ATCO further submitted that its application of the
Benchmark Report was in compliance with the requirements of the Code. This resulted in an
aggregate reduction of $22.0 million from initially-requested GRA and GTA amounts. ATCO
argued that Calgary had misinterpreted the Code requirements in suggesting that there should be
an additional $26.9 million reduction.

110. ATCO disagreed with Calgary’s assertions that the Application missed applying the
transfer pricing test in the Code. ATCO submitted that the position advanced by Calgary was
inconsistent with the application of the transfer pricing provision of the Code to inter-affiliate
transactions. ATCO also submitted that Calgary ignored the fundamentals that underpin the
whole Code and that the Code does not require the cost comparisons suggested by Calgary.'?
Accordingly, further adjustments to the subject transactions recommended by Calgary were not
required.

122 Decision 2008-100 — ATCO Electric Ltd. Stand Alone Study (Application No. 1562230, Proceeding ID. 18)
(Released: October 21, 2008).

124 Decision 2009-176 — AltaGas Utilities Inc. 2008-2009 General Rate Application Phase | (Application No.
1579247, Proceeding ID. 88) (Released: October 29, 2009).

125 Decision 2008-100, page 6 and Decision 2009-176, page 63.

126 Exhibit 67, Rebuttal Evidence, page 1.
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111. ATCO asserted that the line-by-line billing unit schedule analysis presented by Calgary
did not refer to services which are actually available in the marketplace and which ATCO could
purchase from a third party provider.'*

112. Referencing sections 4.1 and 4.2.1 of the Code, ATCO submitted that the issue being
addressed was the aggregate acquisition of IT and CC&B services provided by I-Tek and ITBS
and not some sub-set of the components that make up overall services being provided.’® ATCO
considered that a utility must demonstrate that it was not paying more than FMV for those
services and asserted that the Code does not require affiliate transactions to occur at less than
FMV and does not require an affiliate to provide services at cost.

113. ATCO submitted that Calgary sought to distort the Code requirements, and the Transfer
Pricing provisions included therein, to achieve a wholly unjustified and unwarranted result for
ATCO by dissecting the actual services that have been contracted. ATCO referenced Decision
2003-040, Decision 2002-069, and the Code as not supporting the positions being advanced by
Calgary. ATCO contended that Calgary ignored key portions of Decision 2003-040 and
incorrectly concluded that the wording of the Code supported pricing some affiliate services at a
level lower than FMV. ATCO further submitted that Decision 2003-040 provided for a utility to
obtain goods or services from a non-regulated affiliate at a FMV price, which was at a price
higher than the non-regulated affiliate’s cost, provided that the cost was less than what the utility
could provide itself.**

127 Exhibit 67, Rebuttal Evidence, page 2.
128 Exhibit 67, Rebuttal Evidence, page 2.
129 ATCO Rebuttal Evidence, page 4 and 5, paragraph 18, referencing Decision 2003-040, pages 76-77.
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114. ATCO updated adjustments to placeholder amounts as follows:

Table 4. Updated Benchmarking Amounts

Benchmarking of IT and Customer Care & Billing Services from ATCO I-Tek
Amounts Owed/(Owing) at December 31, 2009

($ Millions)
PV of Future PP&E
Revenue Requirement Reductions
Amounts
AP @ Owed from
(2005- Direct Other Direct Other (Owed to)

0&M 2007) Capital Capital  Total Capital Capital Total Interest ~ Customers
ATCO Gas
North @ 12.2 (1.5) 0.1 10.8
South @ 11.1 (0.8) 0.1 10.4
Total AG 23.3 N/A (2.3) 0.2 21.2 (5.6) (1.2) (6.7) 5.1 19.6
ATCO Electric
Transmission (0.8) - - (0.8)
Distribution (13.6) (0.5) 0.2) (14.2)
Total AE (14.4) N/A (0.5) (0.2) (15.0) (0.8) (2.4) (3.2 (2.9 (21.1)
ATCO Pipelines
North 0.2) 0.2) - 0.1 (0.3)
South 0.0 (0.2) - 0.1 0.1)
Total AP (0.3) (0.3) - 0.2 (0.4) (0.7) (1.0) (1.7 - (2.0)
ATCO Utilities 8.6 (0.3) (2.8) 0.3 5.8 (7.1) (4.4 11.6 2.2 (3.6)

Exhibit 137 as adjusted for DFSS error in True-Up Tables (Transcript, Volume 4, page 944, lines 14 and 15).
(1) ATCO Pipelines Revenue Requirement Impact of 2004 O&M True-Up.
(2) O&M amounts adjusted for DFSS error in True-Up Tables (Exhibit 123 as adjusted by Exhibit 145).

115. ATCO amended balances for the true-up of IT and CC&B placeholders are attached to
this Decision as Appendix 5.

116. ATCO also submitted that Calgary was avoiding the fact that the Code was the driver of
the full benchmarking exercise. The Code provided the context for the entire benchmarking
process, notwithstanding the fact that it arose out of the ATCO affiliate transaction proceedings.
The benchmarking exercise could trace its beginnings to Decision 2002-069, which was
acknowledged by the Calgary witness as the starting point of the whole exercise.**

117. ATCO submitted that it is simply not credible to suggest that this exhaustive
benchmarking exercise was completed in the overall context of the Code requirements, yet
somehow everyone was oblivious that the requirements would have to be met at the end of the
day and that a completely new and additional process would be needed to see if the Code

B30 Transcript Volume 2, page 582.
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requirements were met. At all times, the end result determination of FMV, as established in the
Benchmark Report, was intended to and did meet the Code requirements.

118. ATCO submitted that the Commission should reject the fundamental premise
underpinning Calgary’s entire position regarding the requested adjustments to the Benchmark
Report’s FMV determinations. Calgary’s requested disallowance was not supported by the
express language of the Code. It was also not supported by what happens in the marketplace, the
expert evidence of Compass/UtiliPoint, nor by the way the Commission itself has consistently
interpreted and applied all of the codes of conduct that have been established.

119. ATCO noted that in Decision 2002-069 the Board did not accept the MSA amounts for
the services being acquired by ATCO from I-Tek. Rather, the Board established placeholders
until a FMV determination of pricing could be provided. ATCO subsequently engaged in this
collaborative process that led to and included the benchmarking exercise in order to determine
the FMV amounts to meet the Code requirements.

120. ATCO submitted that it was also instructive to look at the definition of FMV in
section 2.1 n) of the Code which refers to FMV as a price reached in an open and unrestricted
market. As such, by definition, if a price cannot be established in an open and unrestricted
market, it is not FMV as that term was defined in the Code. This Code definition also refers to
the FMV as “the price reached” in that open and unrestricted market.

121. ATCO noted that section 4.2.1 of the Code, deals with a situation where a utility acquires
For Profit Affiliate Services. ATCO noted that the first sentence of that section 4.2.1 reads
“[w]hen a Utility acquires For Profit Affiliate Services, it shall pay no more than the Fair Market
Value of such services.”

122. ATCO submitted that the consultants for Calgary agreed that if a utility acquires services
at FMV, it meets the requirements of the Code as noted in the excerpt from the transcript below:

0620

01 Q Mr. Keough: If an affiliate transaction is priced at fair
02  market value, would you agree it meets the

03  requirements of the Code of Conduct?

04 A MR. MATWICHUK: | guess it would depend
05 on--

06 Q Not more than. | said "at."

07 A MR. JOHNSON: And that's what the

08  Commission approved in 2002-069 with respect to
09  Frontec and ATCO Travel where they found that
10 it was at fair market value.

11 Q Soisthe answer to my question "yes"?

12 A MR. JOHNSON: Depending on how you

13  define "transaction.” But because the code

14  uses the term "service," if the service was

15 acquired at fair market value, then my

16  understanding of the code would be the utility

17  would then satisfy the requirement of the Code,

18  and it would be a prudent amount.**

Bl Transcript Volume 2, page 620.
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123. ATCO submitted that expert witnesses from Compass/UtiliPoint indicated that they
benchmarked at the tower and overall contract levels, that benchmarking cannot occur at the line
item or billing unit level because these items were not available in the marketplace, hence a
FMV simply could not be determined for these items. By definition under the Code, they were
not services. The rebuttal evidence filed by Compass and UtiliPoint was clear on these points.
ATCO noted that during the hearing the benchmarking experts made it clear in both the RFP
response and during the benchmarking process that they did not benchmark at the line level.**

124.  ATCO noted that in Decision 2002-069, the Board rejected the argument of interveners
that suggested that the pricing of services for non-regulated affiliates should be the lower of
FMV or cost, but instead approved using FMV to set the pricing of affiliate transactions in order
to be fair to both utilities and ratepayers.***

125. ATCO also noted that in Decision 2003-040,"** the Board confirmed that it was fair and
appropriate for the services to be provided to the regulated utilities at FMV, notwithstanding that
the cost to the non-regulated entity was less than FMV. The Board understood that it would be
unfair to require the unregulated affiliate to provide the subject services at less than FMV simply
because the non-utility affiliate experienced lower costs.

126. ATCO submitted that Calgary’s response to information request AU-CAL-2(b)
confirmed that the subject services could not be obtained in the marketplace form a third party
provider for an aggregate price that is some $26.9 million less than the FMV reflected in the
benchmark values determined in the Benchmark Report. ATCO argued that the fact was, no
party would offer the services being acquired or that were acquired by ATCO at such a reduced
price and such a result would not comply with the Code. ATCO considered that this
acknowledgement confirmed that Calgary's suggestion was punitive in nature and wholly
inconsistent with the objectives of the Code, which includes a goal of being fair to both ATCO
and ratepayers. ATCO further stated that customers were not harmed if payment for the services
rendered is at FMV, as is the case in the True-Up, as FMV reflects what the cost to ratepayers
would be if the services were acquired from a third party provider in the marketplace.*®

127. ATCO submitted that the placeholder values were determined in the various ATCO
utilities” GRAs and GTAs. The whole true-up process uses the GRA/GTA-approved placeholder
numbers as one component of the equation that must be performed to complete the true-up
process. The only other number in the true-up equation was FMV as determined by the
Benchmark Report. These FMV numbers are subtracted from/added to GTA/GRA numbers or
values to complete the true-up process, with the difference between the two numbers being the
adjustment amount when compared to the original placeholders. ATCO referred to this as the
“plug and play”*** approach to determining the required adjustment to the placeholders.

128. ATCO submitted that the evidence, specifically of the expert witnesses from Compass
and UtiliPoint, demonstrated that the services provided to ATCO under the I-Tek MSAs were

32 Transcript Volume 1, page 218.

133 Decision 2002-069, pages 22 and 23.

134 Decision 2003-040, pages 76-77.

135 ATCO Rebuttal Evidence, page 6, paragraph 20.
3% Transcript Volume 1, page 231.
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simply not available in the marketplace on a line-by-line basis.*® Individual line items, or billing
units, did not represent services (as that term was defined in the Code) that were available in the
marketplace.”®® As noted above, ATCO submitted that Compass and UtiliPoint did not
benchmark at the line level. The allocation or translation of the line item level by the
Benchmarkers was done solely in order to meet the requirements of the CPC, which had
developed the true-up sheets initially.*** ATCO also submitted that the expert witnesses from
Compass/UtiliPoint also indicated in their rebuttal evidence that using an approach such as that
advanced by Calgary would yield a result that was below FMV and, therefore, inconsistent with
the benchmarking process.**

129. ATCO argued that the Board or Commission had never approached the determination of
FMV by attempting to dissect the subject services and prices put to them on a line-by-line basis.
ATCO also argued that the Commission had consistently and appropriately examined the overall
prices for the services that were being examined. Specifically, in Decision 2003-106,"** the
Board stated that “[h]owever, in the Board’s view it is the overall cost to customers, not the cost
of individual customer care services that should be considered when assessing fair market
value.”*

130. ATCO submitted that its arguments applied equally to the tower or service level, and that
approach would be equally inappropriate and lead directly to the same punitive treatment as the
line-by-line analysis.** ATCO argued that when the Commission had dealt with FMV issues
and the Code, it had looked to the overall price of the services being offered. ATCO submitted
that it had not been able to find a single decision where the Commission sought to dissect the
subject services into components and apply the lesser of FMV or cost at such component level.
To the contrary, the Commission had consistently acknowledged that it was the overall cost that
matters.™

131. ATCO submitted that the Compass/UtiliPoint witnesses indicated that while these towers
or services could be benchmarked individually, they were often not available in the marketplace
on other than a bundled basis.*** This was particularly true at the volume levels considered
here."*® It was also particularly true that certain of the services or towers, which contain low
margins, would simply not have been attractive in the marketplace at the volumes available from
ATCO.* ATCO submitted that a valid tower-by-tower pricing comparison was not even
available. This was not benchmarked. As such, ATCO submitted it would be entirely
inappropriate and inconsistent to use combined IT and CC&B volumes to get the best price
available and then segregate these on a tower basis for purposes of assessing FMV.'*

137
138
139
140
141

Transcript VVolume 4, page 910.

Transcript VVolume 4, page 910.

Transcript Volume 4, page 910, lines 1-12.

Transcript, Volume 4, page 911, lines 19-24.

Decision 2003-106: Direct Energy Regulated Services Electric Regulated Rate Tariff and Gas Default Rate
Tariff (Application No. 1302109) (Released: December 18, 2003).
192 Decision 2003-106, page 86.

3 Transcript Volume 4, page 923, lines 1-3.

¥4 Transcript Volume 4, page 923, lines 13-23.

Y5 Transcript Volume 4, page 924.

18 Transcript Volume 4, page 924.

Y7 Transcript Volume 4, page 924, lines 1-12.

8 Transcript Volume 4, page 929, lines 7-15.
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5.1.3 Commission Determination

132.  The principal issue in this proceeding is how the overall costs to be allowed in revenue
requirement by the Commission for the IT and CC&B services acquired by the ATCO Utilities
from its unregulated affiliates ATCO I-Tek and ITBS from 2003 to 2007 should be determined.
The ATCO Uitilities received approval from the EUB to acquire the services from unregulated
affiliates in 2002. It was not necessary in this Proceeding therefore, to re-examine the
requirements of the Code with respect to the prudence of the ATCO Utilities in outsourcing IT
and CC&B services to unregulated affiliates. In approving the respective Master Service
Agreements between ATCO I-Tek and ITBS and each of the ATCO Utilities, however, the EUB
had not accepted the prices these affiliates proposed to charge the ATCO Utilities. Placeholders
for the charges were established and the ATCO Utilities were required to demonstrate that they
would pay no more than the fair market value for the services provided by the affiliates.

133.  Section 4.5 of the Code states that a utility may choose any method to determine FMV
and ATCO chose to use a benchmarking approach, one of the approaches listed as acceptable to
the Board in section 4.5 of the Code. ATCO engaged in the collaborative process discussed
above in order to carry out the benchmarking exercise. The purpose of the benchmarking
exercise was to determine the FMV of the services provided by I-Tek and ITBS to the ATCO
Utilities for the period 2003 to 2007. The FMV results of the benchmarking exercise were to be
compared to the costs the ATCO Utilities would have incurred for the IT and CC&B services
under the Master Services Agreements with I-Tek and ITBS followed by an exercise to adjust
and finalize the placeholders.

134. Section 4.2.1 of the Code states that the onus is on ATCO “to demonstrate that the For
Profit Affiliate Services have been charged at a price that is no more than the Fair Market Value
of such services.” The practical effect of this Code requirement is, if the costs to the ATCO
Utilities resulting from applying FMV determined by the benchmarking exercise were higher
than the costs resulting from application of the Master Services Agreements, the Master Services
Agreements would be used to determine the allowed IT and CC&B costs for 2003 to 2007. If
the costs to the ATCO Utilities resulting from applying the FMV determined by the
benchmarking exercise were lower than the costs resulting from application of the Master
Services Agreements, the benchmarking results would be used to determine the allowed IT and
CC&B costs for 2003 to 2007. This interpretation of the Code was urged upon the Commission
by the ATCO witnesses'*® and agreed to by counsel for ATCO.™® Neither of the interveners took
issue with this interpretation.

135. However, parties did not agree on the process by which the benchmarking results should
be compared to the MSA and then used in adjusting and finalizing the placeholder amounts. The
Master Services Agreements include many line item prices. The True-Up Worksheets developed
by the CPC were used as the mechanism by which the Benchmarker translated the FMV
benchmark results into line items for purposes of determining the required revenue requirement
adjustments for each utility. Each of these line item prices was referred to as a FMV price.
When the overall cost of services determined by multiplying the line item prices in the MSA by
the approved volumes for each line item is compared to the overall cost of services determined
by multiplying the line item prices in the benchmarking study by the approved volumes for each

Y9 Transcript Volume 2, pages 435-438.
50" Transcript Volume 4, page 1146.
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line item, the result is that the overall benchmarking cost result is $22 million less than the
overall MSA cost result. This is the approach urged on the Commission by ATCO.

136. Calgary, supported by the UCA, argued that a proper application of the Code requires a
comparison of each line item in the Benchmark Report to each line item in the MSAs and
whichever line item number is lower is the one the Commission should use to determine the
allowed IT and CC&B costs for the ATCO Utilities. Using this approach, the lower of the two
line item prices multiplied by the agreed volumes would lead to the allowed IT and CC&B costs
for the ATCO Utilities being reduced by an additional $26.9 million to the $22 million argued by
ATCO. In other words, under the Calgary approach, the ATCO Utilities would be permitted to
recover, in 2003 to 2007 rates, costs for IT and CC&B services that are $48.9 million ($22
million plus 26.9 million) less than the overall MSA amount.

137. The Commission acknowledges that the benchmarking exercise was undertaken for the
purposes of complying with the Code and that the parties have all accepted the results of the
Benchmark Report subject to the provisos expressed in the Price Benchmark Report Sign-Off.™*

138. The Commission observes that the Calgary position with respect to the proper application
of Code to the Benchmark Report appeared to develop subsequent to the execution of the Price
Benchmark Report Sign-Off on February 14, 2008 as can be seen in the following exchange
between the Calgary witnesses and Commission Counsel:

Q Sir, would it have been a simple matter to

03 indicate in the language in the signoff that

04  there were reservations about how this

05  benchmarking report should be used and what
06  purpose it should be put to?

07 A MR. MATWICHUK: Yes, and | think at that
08  stage we hadn't resolved, in our minds, how the
09  Code of Conduct test would work.

10 Q Butitwas a concern to you?

11 A MR. MATWICHUK: It was a concern.

12 Q And the first time that this concern was

13  actually voiced to the ATCO Utilities was in

14 the ATCO Gas GRA?

15 A MR. MATWICHUK:  That's my recollection.
16 It may have been earlier, but that's my

17  recollection.

18 Q So that was quite a time after the signoff; is

19  that correct?

20 A MR. MATWICHUK: No, I don't believe so.
21 I will just check that.

22 Mr. McNulty, I'm reminded

23  that we filed our -- the Calgary evidence that

24 was filed in the ATCO Gas proceeding was filed
25 inearly April, so it was a month, month and a

51 Exhibit 2, Benchmark Report, page 101.
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0640
01

half, maybe a little longer after the signoff.

02 Q Soam I to understand, then, within a month to

03
04
05
06
07
08
09
10

month and a half, this concern that you had at
the time of the signing developed into an

actual action plan to actually address a code
issue; is that right? What you've told me at

the time of the signing, you weren't quite sure
how the handle this. Within a month to month
and a half, you determined how you were going
to do it?

11 A MR.MATWICHUK:  The City of Calgary

12
13
14

wanted to address it in the ATCO Gas
proceeding, yes, and developed evidence for
that.

15 Q So the determination of what to do with this

16
17

code issue didn't happen until after the
signoff; is that right?

18 A MR. MATWICHUK: That's correct, sir.
19 Q It happened within the month to month and a

20

half following; is that fair?

21 A MR. MATWICHUK:  Yes, generally speaking.
22 Q So, sir, | take it, then, it's also fair for me

23
24
25
0641
01
02
03
04
05
06
07

to say that at the time that the benchmarking
report was signed by you on behalf of the
Customer Group, that the formulation of a Code

of Conduct objection to the benchmarking, to
using the benchmarking report to determine the
fair market value or to use it in coming up

with the revenue requirement numbers to replace
existing placeholders, that was not a concern

of the Customer Group as a whole; it was an
embryonic concern of The City of Calgary?

08 A MR. MATWICHUK: I think, sir, that the

09
10
11
12

Customer Group was aware of the contents of the
signoff of the benchmark report, and the
embryonic nature, as you put it, was solely
Calgary's.

13 Q So, sir, what do you think the views of the

14
15
16
17
18

Customer Group were -- since as you mentioned
you indicated Calgary was leading the charge,
what do you think the intention of the Customer
Group was with respect to how the benchmarking
report would be used after the signoff?

19 A MR. MATWICHUK:  Well, I guess we were in

20
21
22
23
24
25

the position, as the Customer Group at the
time, sir, waiting to see how ATCO would file
to use the fair market values from the
benchmark report, use the benchmark results,
and translate that into revenue requirement, so
that was the position of the -- of the CG at

AUC Decision 2010-102 (March 8, 2010) « 37



2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up ATCO Utilities

0642
01  the time, was waiting so see how ATCO would
02 file.®?

139. Given the nature of a collaborative benchmarking exercise, namely a joint endeavor to
determine fair market value of IT and CC&B services acquired by the ATCO Utilities in an
effort to improve regulatory process, timing and cost efficiencies, the Commission has
significant concern with respect to the timing and the nature of how Calgary’s issues with the
Benchmark Report in light of the Code arose. In particular these concerns are with respect to
timing of the disclosure of these issues to ATCO and to the Commission and the extent to which
these concerns were or were not shared by all members of the customer negotiating group.
Nevertheless, Calgary’s submissions, supported by the UCA, do raise important matters
requiring consideration by the Commission.

140.  Atissue in this Proceeding is how the results of the Benchmark Report should be
interpreted and applied in order to comply with the Code. In this respect, the Commission agrees
with all of the parties that section 4.2.1 of the Code requires that the ATCO utilities pay the
lower of the benchmarked FMV and what the utilities are paying under the Master Services
Agreements with its for profit affiliates. For the reasons provided below, the Commission
considers that this Code requirement is satisfied if the aggregate amounts included in revenue
requirements for the ATCO Utilities for IT and CC&B services on a combined basis for the
2003-2007 period is lower than or equal to the FMV of those services.

141. Fair market value is defined in the Code as follows:
2.1 Definitions

n) “Fair Market Value” means the price reached in an open and unrestricted market
between informed and prudent parties, acting at arms length and under no compulsion to
act.

142. Inthe Commission’s view the only prices set out in the Benchmark Report that can be
used for the purposes of the Code are prices that were benchmarked and those prices must be for
services at volumes that can be acquired in the market.

143. Inthis case, even though the Benchmarkers labeled line item prices as “fair market
value” prices, it is clear from the record of this proceeding that the benchmarking did not occur
at the line item level. This is demonstrated by the following exchange amongst Mr. Fowler and
Mr. Brock, expert witnesses representing the Benchmarkers, and counsel for Calgary:

22 A MR. FOWLER: Well, the way the

23 benchmark was conducted, we took the aggregate
24 actual volumes that were being delivered to the
25  ATCO Utilities and from that developed the fair
0120

01  market value. So that was one step. The

02  second step was to translate that to the

03  true-up worksheet.

04 Q Butin the course of that first step, the fair

152 Transcript Volume 2, pages 639-642.
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05  market value, sir, my question was, Did you not
06  establish fair market value estimates or

07  determination for some 300 services in respect
08 of IT for each utility for each year and some

09 150 services provided on the CC&B side with
10  respect to ATCO Electric and ATCO Gas?

11 A MR. BROCK: On the CC&B side, no.
12 No, we did not.

13 Q How many, sir? How many, Mr. Brock?

14 A MR. BROCK: How many?

15 Q Yes, how many fair market prices did you

16  estimate?

17 A MR. BROCK: Subject to check, I'd

18  have to go back and look at the various areas.
19 I would estimate less than ten, mainly because
20  you cannot fair market value benchmark at a

21  line item level. We fair market benchmarked at
22 anarea level.”*®

144.  This was further clarified in the following exchange between Mr. Fowler, expert for
Compass and Commission Counsel:

I have questions to deal
20  with this later on, but since we're touching on
21  atopic now, Mr. Fowler or Mr. Brock, perhaps |
22 could ask you to clarify for me, when we look
23 ateach of the line items in the benchmarking
24 report, they are notionally assigned a fair
25  market value, correct, gentlemen?
0321
01 A MR.FOWLER: That's correct. When we
02 did the benchmark, we benchmarked -- we built
03 the fair market value around a tower or
04  service, and then we allocated that fair market
05 value to the appropriate line items in the
06  true-up worksheet. So what that represents is
07  pretty much a very rationalized pricing at each
08 line item.
0322
01 Q I wantto be clear about what you're saying,
02 sir.
03 A MR.FOWLER: Yeah. So in the fixed
04  area, where you've got actually volumes times a
05 rate, those -- we did the benchmark based on
06 the actuals and came up with a fair market
07  value for that entire suite of services or
08 area, the tower, if you will, and then we
09 allocated that on a unit basis back to various
10 line items in the true-up worksheet.
11 So each of those rates
12 reflect the fair market value for that

153 Transcript Volume 1, pages 119-120.
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13 particular line item, but it's based on the
14 aggregate services that were delivered around
15  the tower.

16 Q So that's where I'm going. But initially |

17 would like to ask you, sir, Are you -- when you
18 look at the individual line items, are you

19  suggesting that the fair market value of that

20  line item is -- has been benchmarked for that
21 line item?

22 A MR. FOWLER: No, we can't benchmark
23 for an individual line item."*

145. Itis also clear that the parties engaged in the CPC knew that the benchmarking had not
occurred at the line item level as demonstrated by the following exchange between the Calgary
witness panel and Commission Counsel:

03 Q AnNd, sir, you were aware that each line item

04  had not been separately benchmarked, correct?
05 A MR. MATWICHUK:  We were aware that it
06  could be not separately benchmarked, but they
07  were ascribed a fair market value.

08 Q What was your understanding of what was

09 benchmarked?

10 A MR. MATWICHUK:  Our understanding was
11  that the service towers were benchmarked and

12 then there were, as you heard, allocated in

13 some manner down to the fair market value items
14  atthe service line item level >

146.  As noted in the quotations above, the benchmarking occurred at the tower level not at the
line item level. Given that the benchmarking was not carried out at the line item level, reliance
on the line item “fair market value” prices in the Benchmark Report alone would not be
sufficient to assess whether the ATCO Utilities paid no more than FMV for affiliate services as
required by section 4.2.1 and 4.5 of the Code (which is the section that requires a Utility to
demonstrate FMV). Accordingly, no reliance can be placed on the Benchmark Report’s True-Up
Worksheet line level allocations in demonstrating FMV pricing for the comparison purposes
required by the Code.

147.  Further, the Code’s definition of FMV requires consideration of whether the price can be
reached in an open and unrestricted market. It follows that when conducting a price
benchmarking of services, those services must be available in an open and unrestricted market if
the exercise is to result in a relevant FMV price determination for those services. The above
quotations from the transcript demonstrate that services could not be separately purchased in the
market at the line item level.

B Transcript Volume 1, pages 320-323.
5 Transcript Volume 2, page 650.
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148.  Given the above considerations, it would be improper to compare the line item level
FMV price allocations provided in the Benchmark Report’s True-Up Worksheets to the line level
prices set out in the MSAs for purposes of assessing compliance with the Code.

149. Itis clear that the benchmarking was done at the service tower level. Testimony in this
Proceeding demonstrated, however, that full reliance should not be placed on the FMV
determinations at the tower level in adjusting the ATCO Utilities placeholders. While
benchmarking was at the service tower level, the Benchmarkers were instructed to do their
benchmarking analysis on the basis of combined utility volumes and on combined IT and CC&B
volumes. This was done to achieve the benefits of lower price from the combined volumes.**
The Compass approach to the benchmarking exercise was described in the Benchmark Report as
follows:

Compass conducted its analysis and benchmark of IT services in two major phases.
The initial phase focused on benchmarking the scope, volume, and quality of IT
services provided by I-Tek to the Utilities during each year of the agreement.
Consistent with paragraph 3.2.2 of the Terms of Reference for IT services,
Compass sized the comparators for mainframe processing and application
development and maintenance based on the combined volumes provided under
both the IT and CC&B MSAs.*’

150. The Commission also heard testimony that not all service towers were separately
available in the marketplace. Some towers would only be offered by a service provider in
conjunction with other towers.**® The impact of combining volumes and the grouping of service
towers to an understanding of the benchmark results was discussed in the following exchange
between Mr. Bale on behalf of the ATCO Utilities and Commission Counsel:

11 Q So, sir, is that what the bottom-line message
12 isin terms of the ATCO application to us

13  today, that the Commission should be looking at
14 the ATCO I-Tek CC&B and ATCO I-Tek IT services
15 as a package and that all the services rolled

16  up together, as long as they, on a fair market

17  value basis, for all the services collectively,

18 that that is a proper way to look at the

19  services and how to update the placeholders and
20  update revenue requirement?

21 A MR. BALE: Well, that is in fact how

22 they were benchmarked, and that's what the

23  terms of reference required, is for them to be

24 looked at together overall. That was a

25  specific requirement in there. That's how the
0456

01  exercise was undertaken, and consistency would
02 say that's how this all should be looked at.***

15 Exhibit 67.07, Rebuttal Testimony of Jon Brock, pages 5-6.

7 Exhibit 2, Benchmark Report page 27. Note: UtiliPoint confirmed at page 28 that it had “...conducted its
analysis and benchmark of CC&B services in largely the same fashion as Compass.”

Transcript Volume 1, pages 368-269.

Transcript Volume 2, pages 455-456.

158
159
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151.  This view was shared by the benchmarking experts as expressed in the following
exchange with Commission Counsel:

24 Q Mr. Fowler and Mr. Brock, is that consistent
25  with what you have done and determined, looking
0449

01  atthe ATCO services; you have looked at it on
02  awholistic basis, looking at all the services,

03  and you have determined, looking at all the

04  services together, to come up with an answer to
05 pay for all those services collectively at fair

06  market value, if the aggregate is above the

07  fair market value in total, and less than fair

08  market value, if the aggregate was less than

09  fair market value?

10 A MR. BROCK: That is what we have done
11  onthe CC&B side, and that is what we do in the
12 industry as well.

13 Q Thank you, sir.

14 Mr. Fowler?

15 A MR. FOWLER: Yes, that's correct. |

16  agree.'®®

152. It is apparent from the above evidence that employing the line item “fair market value”
allocations or the individual benchmarked service tower FMV prices would not be in compliance
with the requirements of the Code that the benchmarked services be available in the market at
those volumes. Only the results of the Benchmark Report taken at the aggregate level, for all
MSAs and for both IT and CC&B, meets both tests of the definition of FMV. It is only at this
level that a benchmarked FMV determination has been made of services available in the
marketplace. The benchmark was undertaken at the aggregate level and the services at the
aggregate level would be available in the market.

153. In addition, while arguing for the adoption of the line by line approach to employing
results of the benchmarking study, Calgary agreed that the Benchmark Report reflected FMV for
the services, subject to the proviso under which it signed-off on the Benchmark Report. In the
Commission’s view, it is inconsistent with the purpose of the Code to suggest that the aggregate
cost to the utility of the services it acquires from an affiliate should be reduced for revenue
requirement purposes to an amount less than the aggregate FMV of those services unless the
parties have expressly contracted for the services on that basis or the services are available
competitively in the market.

154. Calgary and the UCA argued that Decision 2008-100 and Decision 2009-176 had
provided that a determination of the reasonableness of inter-affiliate service costs on an
aggregate basis is not the proper approach. The Commission has considered the Decisions cited
by Calgary and the UCA. The subject of those Decisions was the allocation of shared services
costs. The issue in this Proceeding is not related to shared services costs but, rather, to pricing
for services acquired from a for profit affiliate. The criteria to be considered by the Commission

180 Transcript Volume 2, pages 448-449. See also Transcript Volume 2, pages 457-459 and Transcript Volume 1 at
pages 344-345.
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for shared services are set out in section 3.3.4 of the Code.* The Decisions to which Calgary
and the UCA referred would have similarly been subject to the criteria set out in section 3.3.4 of
the Code.

155.  Further, the Commission finds that its approach in this Proceeding is consistent with the
approach taken by the Board in past considerations of similar issues. In Decision 2005-105"
the Board stated:

With respect to future guidance, the Board considers it appropriate to provide some
elaboration on its views in Decision 2003-106 with respect to a unit cost analysis versus
an overall cost per customer analysis. An excerpt from Decision 2003-106 is shown
below:

With respect to the unit costs of the customer care services set out in the MS
Agreement, the Board notes the position of interveners such as the Consumer
Group that the base billing charge and the call centre cost per call appear to be
higher than fair market value. The Board notes that the base billing charge of
$2.20/customer/month is approximately 14% above the high end of the range
identified by Dr. Chwalowski.

However, in the Board’s view it is the overall cost to customers, not the cost of
individual customer care services, that should be considered when assessing fair
market value.

While the Board indicated that it was the overall cost to customers, not the cost of
individual customer care services, that should be considered when assessing FMV, it was
not the Board’s intention to limit or dictate the approach or methodology to be used in the
benchmarking study, nor was it the Board’s intention to dictate the measure(s) to report
in the study findings. The Board was not indicating that a unit cost analysis approach
should not be done but rather if such analysis was done, it was important to aggregate the
results in some manner to understand the overall cost impact of the various customer care
service components.

The Board agrees with DERS that under the pricing structure in the MSA, it is the unit
pricing, applied to activity or usage, which determines the overall cost to customers. The
Board also agrees that it is important to focus on the total or overall cost to customers
resulting from the application of unit pricing to activity because the resultant cost per
customer for any individual service may be higher or lower than the benchmark value due
to the pricing structure inherent in the individual agreements.*®

156. The Commission agrees with the Board.

161 Decision 2003-040, Appendix 5:

3.3.4 Shared Services Permitted

Where a Utility determines it is prudent in operating its Utility business to do so, it may obtain Shared Services
from, or provide Shared Services to, an Affiliate. Utilities shall periodically review the prudence of continuing
Shared Services arrangements with a view to making any necessary adjustments to ensure that each of the
Utilities and its Affiliates bears its proportionate share of costs.

Decision 2005-105 — Direct Energy Regulated Services Benchmarking Study of Customer Care Services
(Application No. 1361950) (Released: September 13, 2005).

183 Decision 2005-105, pages 17-18.

162
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157.  Therefore, the Commission is satisfied that the Benchmark Report meets the Terms of
Reference as previously approved by the Board and that it has determined a FMV for IT and
CC&B services at a level that is available in the market. The Commission considers that the
FMV reductions to the Master Service Agreements as proposed by ATCO to be applied to IT and
CC&B pricing are reasonable and consistent with the Code.

158.  The origin of this Proceeding ultimately traces back to 1999 as outlined in Section 2 of
this Decision. All parties expressed frustration and concern with the extraordinarily complex and
protracted nature of this Proceeding and various related proceedings, including the multi-year
collaborative benchmarking exercise that was followed. The Commission is also concerned, in
light of the fact that collaborative processes are agreed to by the Commission in order to improve
the efficiency of the regulatory process and, more particularly, the administrative law principle
that decisions must be fair to both the utility and to ratepayers and that fairness requires a timely
determination of matters impacting rates. If a collaborative benchmarking process is to be
employed in the future in respect of any affiliate for profit service arrangement, the Commission
will require that parties participating in the process explicitly agree to the following matters in
order to minimize some of the difficulties encountered in the present proceeding:

1. Timing of steps from start of process to filing of a final application with the Commission

including project management techniques to maintain schedule

Terms of Reference for the Benchmark Engagement;

Scope and Obijectives of the Benchmark Report;

Quialifications of the Benchmarker;

Relative comparator groups;

Definition of fair market value(FMV);

The level at which the benchmark will be conducted: line item, tower level, contract

level, multi-contract level and whether it is to be conducted on a single utility or multi-

utility basis;

8. Interpretation of the Code, specifically Transfer Pricing;

9. The use of, and access to, confidential information;

10. If Benchmark Report findings are binding on all parties;

11. Approach to reconcile the benchmark results with placeholders or revenue requirement ;
and

12. Treatment of interest.

Nogakown

5.2 True-Up Methodology and Present Value Adjustment

159. ATCO proposed a present value (PV) methodology to deal with the true-up required by
this proceeding so that the considerable accounting adjustments after 2007 could be avoided.
The proposed approach would allow the ATCO Utilities to keep unchanged the existing direct
capital and other capital amounts that had been approved for the rate bases of the ATCO Utilities
for the 2003-2007 period. These amounts were based on the prices I-Tek and ITBS had actually
been charging during the period. As a result, the rate bases would remain at a higher level than
what it would be if the adjustments were made. This, in turn would mean that customers would
be paying higher rates in the future than they would be paying if the correct adjustments were
made to reflect the determinations of the Benchmark Report. ATCO proposed to keep customers
whole by providing customers with a one time credit to each utility equal to the present value of
the financial impact of not adjusting the rate base to the FMV determined in the Benchmark

44 « AUC Decision 2010-102 (March 8, 2010)



2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up ATCO Utilities

Report. ATCO has reflected reductions to O&M to reflect the FMV determinations of the
Benchmark Report.

160. ATCO submitted that its PV approach was necessary to be in keeping with the
requirements of audited financial statements and income tax filings which reflect books of
account that are done at the time on an actual basis with actual property, plant and equipment
balances. The PV approach would also avoid the administrative effort and complexity involved
with making rate base adjustments to reflect the Benchmark Report FMV determinations,
adjustments that would be required annually until the assets were fully depreciated. Mr. Bale
described these issues in response to a question from counsel for the UCA:

03 So what you're going to

04  have is a situation where you're going to have
05 to have essentially two sets of books: You're
06  going to have to have the books that are there
07  for accounting purposes, which recognize the
08 actual cost, and then you're going to have to
09 have the regulatory -- a different number for
10  regulatory purposes.

11 And that adjustment will

12 have to be made continually, and that

13 reconciliation between actuals will have to be
14 done continuously until the items have

15  depreciated.

16 Now, there's a number of

17  issues related to that. You have to -- there's
18  over a hundred property, plant, and equipment
19  accounts that you have to look after that show
20  these differences and have to be administrated
21  differently. You have to keep track of the

22  accumulated depreciation and depreciation

23 expense differently than what you would be
24 doing for accounting purposes.

25 You have to look after the tax related to that differently, the
02 capital cost allowance, because for tax

03  purposes, it's going to be based on actual; it
04 isn't going to be based on the separate amount.
05  So you have to make sure that you've got a

06  process in place to look at this exception and
07  you're going through it and making sure that
08 it's continuously done and done properly for
09 all those years.

10 And then you have to make

11 sure that when we do filings for the Commission
12 that this adjustment is made.

13 And also as we go through

14 revenue requirements and all these years and
15  bring it up, interveners and others will be

16  looking and have to expend effort to make sure
17  that this difference has been properly

18  accounted for for all these years as well.

19 Q Mr. Bale, doesn't ATCO Gas have to restate
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20  their financial statements or amend them when

21  they have tax rulings come down after the test

22  vyears close or have decisions from the

23 regulator come down which require amendments?
24 Doesn't that require the restatement of this

25  financial data?

0099

01 A MR.BALE: Often when that

02  happens -- well, when that happens, the

03 adjustments are for accounting purposes and

04  regulatory purposes are one and the same,

05  because we've done some estimates. But in this
06  particular case, you have to remember, we have
07  physically paid these dollars, and these are in
08  fact our actual costs.

09 If what we've actually

10  paid, if that is not allowed or able to be put

11 in for revenue requirement purposes, we have a
12 fundamental difference.*®

161. ATCO submitted that keeping track of the numerous adjustments otherwise required to
be made in future years would be impractical and would result in significant administrative
burden not only for ATCO but also for the Commission and interveners. ATCO submitted that
its proposal was no more than a pragmatic approach that avoids extensive administrative effort
on an annual basis for many years and removes the need to update numerous accounts on a
yearly basis, absent the one-time adjustments.

162. ATCO determined the amount of the credit due to customers by calculating a return on
rate base, depreciation and income effects in respect of the capital adjustments. ATCO estimated
the return, depreciation and income tax effects until the capital was essentially fully depreciated
at the end of a forty-year period. ATCO calculated the PV of the sum of return, depreciation and
income tax impacts using a weighted average cost of capital. The credit was calculated as

$11.6 million, as shown in the following Tables.

Table5. PV of ATCO Gas PP&E Reductions

ATCO Gasl6s
North | South
$000s
PV of Future 2003 - 2007 PP&E Reductions - Direct Capital (782) (504)
PV of Future 2005 - 2007 PP&E Reductions - Direct Capital (1,966) (2,398)
PV of Future 2005 - 2007 PP&E Reductions - Other Capital (609) (449)
(3,357) (3,351)

164" Transcript Volume 1, pages 97-99.
185 Exhibit 49.01, CAL-AU-27, Appendix A, page 1 of 17.
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Table 6. PV of ATCO Pipelines PP&E Reductions

ATCO Pipelines166

North | South
$000s

PV of Future PP&E Reductions - Direct Capital (337) (337)
PV of Future PP&E Reductions - Indirect Capital (612) (408)

(949) (745)
Table 7. PV of ATCO Electric PP&E Reductions

ATCO Electric?6?

Transmission |  Distribution
$000s
PV of Future 2003 - 2004 PP&E Reductions - Direct Capital (22) (422)
PV of Future 2005 - 2006 PP&E Reductions - Direct Capital 9 (42)
PV of Future 2007 PP&E Reductions - Direct Capital (14 (319)
PV of Future 2003-2004 PP&E Reductions - Other Capital (195) (303)
PV of Future 2005-2006 PP&E Reductions — Other Capital (446) (630)
PV of Future 2007 PP&E Reductions - Other Capital (322) (473)
(1,008) (2,189)

163. ATCO requested one-time adjustments to customers determined by the PV calculations,

which allowed the retention of opening PP&E amounts based on actual I-Tek charges and
provided the financial impact to customers of adjusting rate base to the FMV determined in the
Benchmark Report.*® ATCO proposed to incorporate the 2008 opening rate base adjustment for
ATCO Gas into the Application as ATCO Gas’ 2008 opening PP&E was approved in Decision
2008-113.%° 0 \With respect to ATCO Electric, as the impact of the changes to 2003-2007
placeholders on opening rate base for all years was calculated, ATCO suggested that no further
adjustments to other ATCO Electric rate applications were necessary.'”* With respect to ATCO
Pipelines, opening 2008 PP&E balances were adjusted based on actual expenditures for
2005-2008."

5.2.1

164. Calgary disagreed with ATCO’s proposed PV approach. Calgary submitted that if the
benchmark results were applied correctly, future customers of the ATCO Uitilities would see a
reduction in the ownership costs (depreciation, return and income tax) related to IT and CC& B
charges from I-Tek and ITBS instead of a perpetuation of incorrect and excessive costs proposed
by ATCO. ATCO’s proposal would leave the applicable capital accounts (property, plant &
equipment) unadjusted for the 2003-2007 benchmark period and for future years.

Submissions of the Interveners

165. Calgary maintained that the opening balances for 2008 PP&E for each of ATCO Gas,
ATCO Pipelines and ATCO Electric:

186 Exhibit 67.04, ATCO Utilities Rebuttal Evidence, Attachment 2, Schedule 1.

167 Exhibit 34.01, CAL-AU-I (1), Schedule 2, pages 1 and 2.

168 Exhibit 23.01, Supplemental Filing, page 3 of 5.

169" Decision 2008-113 — ATCO Gas 2008-2009 General Rate Application Phase | (Application No. 1553052,
Proceeding ID. 11) (Released: November 13, 2008).

0 Exhibit 34.01, UCA-AU-1(c).

1 Exhibit 23.01, page 4 of 5.

172 Exhibit 67.01, paragraph 39, page 10.
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a) should be derived from capital expenditures using actual volumes and benchmark prices
(for Fixed items) and Benchmark Values (for Variable items), and

b) expenditures incurred during the benchmark years, once determined, should be subject to
the ATCO Code test, regardless of whether or not there were GRASs or placeholders
covering the benchmark years.

166. Calgary submitted that, under the methodology used by ATCO, opening balances for
2008 PP&E were excessive and recommended the following in respect of determining opening
PP& E balances:

a) restate all actual capital and other capital for each of the benchmark years using
Benchmark rates (Fixed items) and dollar values (Variable items) approved in this
proceeding;

b) for New Services where there are actual volumes and variable amounts were not subject
to the benchmark exercise, and to determine, appropriate rates and volumes through the
use of proxies (with the onus on ATCO to demonstrate that no more than FMV is paid for
any service provided by a non-regulated affiliate);

c) implement the Code requirements; and

d) adjust the 2008 opening PP&E to reflect the above and the appropriate depreciation
rates.'”

167. Calgary submitted that ATCO’s request that ATCO Pipelines opening 2008 PP&E
amounts be based on actual I-Tek and ITBS charges was not appropriate as the request violates
the accepted regulatory approach to determining opening PP&E together with the purpose of the
Benchmark. Calgary noted that the Benchmark values were different than 1-Tek and ITBS rates
and that the Benchmark values, applied in conjunction with the Code, would determine the
appropriate values. Calgary further submitted that to properly determine the appropriate
cumulative opening PP&E, and to follow regulatory principles and the purpose of undertaking
the Benchmark, the actual capital amounts for 2003-2007 should be determined as follows:

a) Fixed — actual volumes x Benchmark Values;
b) Variable — actual dollar amounts at the Benchmark Values; and

c) both of resulting fixed and variable amounts in i) and ii) would be assessed against the
Code and reduced further.

168. Calgary submitted that ATCO’s proposal for an adjustment of amounts for ATCO
Electric in 2008 based on Benchmark values is not appropriate as there is another proceeding'™
to address 2008 and subsequent adjustments. Calgary therefore recommended that any
adjustments to AE’s balances be determined through that proceeding.

169. Calgary further maintained that the ATCO PV approach should be rejected because it:

173 Exhibit 51.02, Corrected City of Calgary Evidence, page 34.
174 Application No. 1577426, Proceeding ID 77, ATCO Utilities Evergreen Applications.
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a) does not appear to be based on any accounting requirements or other precedents;

b) would cause intergenerational equity in the years 2008 and beyond, in that savings arising
from the benchmarking that would otherwise occur in the years 2008 through 2047 would
be applied in either 2008 or 2009;

c) violated the matching principle in that it attempts to amend rates and revenue in 2008 (the
year of the refund) for cost reductions arising in years well after 2009 (and as far out as
2047); and

d) does not achieve intended results of the benchmarking exercise as the outcome produces
a net zero sum to customers and shareholders, with the effect that the net long-term
impact will be as if the Benchmark did not take place.

170. Calgary submitted that the Commission should focus on the merits of ATCO’s proposal

to keep the rate base accounts at actual costs versus the Calgary proposal to use actual volumes

but multiply them by the applicable FMV estimate determined by the Benchmarkers as adjusted
for the Code. Calgary was not looking to adjust any FMV estimates or to review any prudence

issues with respect to the volumes applicable in the proceeding. Calgary argued that this matter
involves determining what numbers should be used for the purposes of determining the opening
rate base balances.

171. Calgary noted that the PV of the revenue requirement impacts of this overcharge was
$11.6 million. ATCO’s approach of using one-time adjustments was that $11.6 million
payments to current customers will be collected from future customers, assuming the same return
and depreciation, and that income taxes remain the same over the next 40 years.

172. Calgary considered that if the benchmark estimates for the capital items were applicable,
up to $13 million would be carried in the opening balances for 2008 that should have been
reduced based upon the benchmark. Calgary noted that, from Table 7 of the Calgary evidence, it
was not able to estimate the capital impacts of the Code because the CC&B volumes were not
available at the time that the table was prepared.

173. Calgary disagreed with ATCO’s claims that there would be administrative effort and
complexity involved with making the adjustments to rate base as suggested by Calgary.

174. Calgary argued that ATCO has regularly performed these kinds of one-time adjustments
to its regulatory accounts and the situation was no different with its PV proposal. Calgary
understood that what was proposed to be carried in the accounts were amounts that were found
by the Benchmarkers to be too high and accordingly are in breach of the Code.

175. Ina prudence review, Calgary argued that there was sometimes the requirement for
utilities to have to reduce booked rate base amounts if the capital expenditures incurred between
hearings, and not otherwise forecasted, were found in a subsequent hearing to be excessive.

176. The UCA supported Calgary’s position that the 2008 opening balances to PP&E should
be based on actual volumes and benchmark prices and should also be subject to the Code. The
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ATCO PV proposal would result in 2008 opening balances for all three utilities being
excessive.'”

177. The UCA agreed with Calgary that the ATCO PV proposal would result in customers
paying higher rates for the next 40 years than they should be.

178. The UCA questioned the relevance of the booked deferred taxes example used by ATCO
as justification for the use of the PV approach for PP&E. The UCA submitted, as a matter of
principle, that the 2008 opening balances of PP&E for each of ATCO Gas, ATCO Electric, and
ATCO Pipelines should be adjusted to reflect the actual volumes and benchmarking prices,
including the application of the Code. The UCA considered that these adjustments would ensure
that future customers receive the benefit of the educed capital charges resulting from the
Benchmarking study while maintaining the integrity of the property records of the utilities.

5.2.2 Submissions of ATCO

179. ATCO disagreed with Calgary that ATCO Electric’s amounts were proposed to be
adjusted in 2008 based on the Benchmark values. ATCO asserted that the Application did not
adjust amounts in 2008 for O&M or capital, as these amounts would be trued-up in the
Evergreen Application. ATCO further asserted that ATCO Electric’s adjustment in 2008 was
just to true-up its 2008 approved revenue requirement from ATCO Electric’s 2007-2008 GTA
application for the impact of adjustments to opening 2008 PP&E balances, resulting from
adjustments to 2003-2007 capital placeholders and their impact on opening 2008 rate base.
ATCO noted that ATCO Electric calculated the impact from the changes to 2003-2007
placeholders on opening rate base for all years for which it had approved revenue requirements
and used a PV approach to account for the years subsequent to its last approved revenue
requirement.

180. ATCO argued that the result of its proposal was that shareholders and customers would
be indifferent. ATCO disagreed with Calgary that ATCO’s proposed methodology for a PV
approach did not appear to be based on any requirements or precedent. ATCO noted that a PV
approach was approved in Decision 2003-071'" for ATCO Electric and that the ATCO Utilities
have developed this approach in order to deal with this matter in an efficient and fair fashion.
ATCO noted that the PV approach was used, for example, to deal with the loss of benefits
associated with booked deferred taxes.

181. ATCAO disagreed with Calgary’s assertion that ATCO’s proposed methodology using a
PV approach would cause intergenerational inequity in the years 2008 and beyond. ATCO
considered that the impact on revenue requirement would not materially affect customer rates in
the years beyond 2007 and determined that the impact on revenue requirement ranges from

a) 0.265% (in 2009) to 0.002% (in 2047) in relation to ATCO Gas’ approved 2009 revenue
requirement,

b) 0.048% (in 2009) to 0.013% (in 2047) in relation to ATCO Pipeline’s approved 2009
revenue requirement, and

> Transcript Volume 4, page 1069, lines 16-20; Exhibit 51.02, Corrected City of Calgary Evidence, page 22,
line 23.

176 Decision 2003-071 — ATCO Electric Ltd., 2003-2004 General Tariff Application, Rate Case Deferrals
Application, 2001 Deferral Application (Application Nos. 1275494, 1275539, and 1275540)
(Released October 2, 2003).
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c) 0.101% (in 2009) to 0.002% (in 2047) in relation to ATCO Electric's approved 2008
revenue requirement.'”’

182. ATCAO disagreed with Calgary’s assertion that opening PP&E balances under ATCO’s
methodology were excessive and should be reduced. The ATCO Utilities submitted that the
subject transactions meet Code requirements and that Calgary's methodology was therefore
inappropriate and would unfairly penalize ATCO.

183. ATCO asserted that they did not benefit from the PV approach. ATCO noted that an
estimate of the benchmarking impact was included in ATCO Electric’s 2007 audited financial
statements. ATCO also noted that the PP&E balances included in ATCO Electric’s 2007
financial statements were not reduced or written down for the impact of the benchmarking
process since carrying value did not exceed the total cash flows expected from its use and
eventual disposition. Accordingly, the ATCO Utilities submitted that PP&E matters had been
dealt in with in conformity with generally accepted accounting principles.*”

184. ATCO Utilities argued that any adjustment that was purportedly based on an
interpretation and application of the Code should be rejected and therefore, the Benchmark
values should be used for determining 2008 opening PP&E adjustments using the PV approach.

5.2.3 Commission Determination

185. The Commission has considered the concerns of Calgary and the UCA with respect to
ATCO’s proposed PV approach in lieu of restating all actual capital and other capital for each of
the benchmark years using Benchmark rates (Fixed items) and dollar values (Variable items)
approved in this Proceeding and adjusting 2008 opening PP&E balances. All parties agreed that
the benefits of the Benchmarking process will extend over future periods. The Commission has
also considered the reasons for the proposed approach advanced by ATCO, including the
concerns with respect to future administrative burdens that would arise absent the Commission’s
approval of the PV approach.

186. The Commission recognizes that the use of PV analyses per se is acknowledged as a
method to determine the current value of benefits or costs that could be expected to occur over a
period in the future and that previous use of this method for that purpose in other situations has
been accepted for regulatory purposes.'” The Commission therefore does not agree that the use
of the PV approach should be automatically precluded. In each situation in which a PV approach
to address a rate adjustment arises, an assessment of the benefits and concerns of using the PV
approach, including the fairness of the approach to the utility, present ratepayers, and future
ratepayers, must be made in the circumstances of the particular situation.

187. The Commission notes that the one-time credit adjustments proposed by ATCO are

$6.7 million for ATCO Gas, $1.7 million for ATCO Pipelines and $3.2 million for ATCO
Electric (aggregate $11.6 million). The Commission also notes ATCO’s explanations for use of
the PV method and that it has calculated the respective impacts on revenue requirements for each
of ATCO Gas, ATCO Pipelines, and ATCO Electric to be less than one percent over the PV

Y7 Exhibit 76, ATCO Rebuttal Evidence, page 12.

8 Exhibit 34.01, CAL-AU-22, page 2 of 2.

% Decision 2003-071 — ATCO Electric Ltd., 2003-2004 General Tariff Application, Rate Case Deferrals
Application, 2001 Deferral Application (Application Nos. 1275494, 1275539, and 1275540)
(Released: October 2, 2003).
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periods involved. Specifically, the range of impacts on revenue requirement was estimated by
ATCO as follows:

« 0.265% (in 2009) to 0.002% (in 2047) in relation to ATCO Gas’ approved 2009 revenue
requirement,

« 0.048% (in 2009) to 0.013% (in 2047) in relation to ATCO Pipelines’ approved 2009
revenue requirement, and

« 0.101% (in 2009) to 0.002% (in 2047) in relation to ATCO Electric's approved 2008
revenue requirement.

188. The Commission agrees with ATCO that its PV approach will not have a material impact
on customers now or in the future. The Commission also agrees with ATCO that the proposed
PV approach is practical and expedient under the circumstances. Balancing the materiality of
ratepayer impact over time and the practicalities of dealing with the matter in the present
circumstances, the Commission will accept ATCO’s use of the PV approach in determining the
benefits associated with each of ATCO Gas’, ATCO Pipelines’ and ATCO Electric’s direct and
indirect capital arising from the Benchmarking process and which will be refunded to its
respective customers. Accordingly, the Commission will not require that 2008 opening balances
for the impacted ATCO capital accounts be adjusted for the respective amounts determined for
PV purposes for the period 2003-2007.

53 Interest

189. ATCO requested approval of the interest costs calculated on the outstanding amounts
owed to/from customers in accordance with AUC Rule 023. ATCO has calculated the aggregate
amount of interest owed from customers for the 2003-2007 period to be approximately

$2.1 million,*®

5.3.1 Submissions of the Interveners

190. Calgary submitted that interest should not be charged to customers for true-up
adjustments. Calgary further submitted that the AUC’s proposal for interest does not meet the
criteria required under AUC Rule 023: Rules Respecting Payment of Interest (Rule 023).

191. Calgary submitted that Rule 023 indicates that a Utility may request the payment of
interest on adjustments of utility company rates, tolls or charges or other costs administered
within the Commission’s jurisdiction. As such, the payment by customers of interest to the
utility is not a requirement, nor is it automatic.

192. Calgary further asserted that the Commission has a set of criteria for interest payments.
One criterion essentially states that the adjustment must be the greater of, + or - $1,000,000, or
+ or - 3 percent, of the revenue from rates being revised. Calgary submitted that it would appear
that none of ATCO Gas, ATCO Electric or ATCO Pipelines met that criterion for any of the
years 2003 through 2007. Therefore, on the basis of Rule 023, no interest would be applicable to
the amounts applied for by ATCO in this Proceeding.

180 Exhibit 137.
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5.3.2 Submissions of ATCO

193. ATCO included a request in the Application for an interest component with respect to the
collection of the adjustments during the Benchmark Years. Further, ATCO suggests that the
application of interest for collection is supported by the AUC’s Rule 023.%%

194. ATCO submitted that a review of the revenue requirements of ATCO Gas and ATCO
Electric and the amounts that are outstanding to be collected or paid, the 3 percent threshold
required by Rule 023 is satisfied over the benchmark period.

195. ATCO submitted that it has properly applied Rule 023 and that the Commission should
accept this proposal and authorize the payment or charging of interest as appropriate.

196. ATCO also noted that its proposal is consistent across the different circumstances of each
of the ATCO utilities. As a result, interest is not being sought for ATCO Pipelines, as it did not
meet the 3 percent threshold required by Rule 023.

197. ATCO disagreed with Calgary that interest charges for interest on the true-up were not
proper. ATCO submitted that the amounts at issue were material and have been outstanding for
the period 2003-2007. ATCO considered that as several years have been taken to finalize these
matters, ATCO should not be prejudiced by being denied the ability to apply interest to the
outstanding balances, which would ignore the time value of money and result in the collection of
less than the agreed upon FMV prices for the services provided to them. Consequently, ATCO
considered that the AUC’s Rule 023 applied in the circumstances and that any threshold amount
set out in Rule 023 was not an absolute requirement.

5.3.3 Commission Determination
198.  Section 3(2)(c) of Rule 023 states:

3(2)  The Commission shall, when considering a request received under subsection 3(1) of
these rules, consider the following:

(©) for general utility rates, the minimum amount of the forecast aggregate change in
revenue shall ordinarily be the greater of +$1,000,000 or + 3% of the revenue
from the rates being revised which may be tailored where unusual circumstances
or conditions preclude its use or where acceptable procedures already exist;

199. The Rule allows the Commission to tailor the minimum thresholds in unusual
circumstances. While the Commission concurs with Calgary that the adjustments to
placeholders resulting from the Application do not meet the minimum threshold requirements if
assessed on an individual year basis with respect to the eligibility for interest, the Commission is
of the view that this Proceeding presents unusual circumstances. The Commission is adjusting,
in 2010, rates that were billed and collected as far back as 2003. In the Commission’s view, it
would be unreasonable not to recognize the time value of money associated with outstanding
amounts for the period of 2003-2007 when making a decision on the issues in 2010. The
Commission therefore approves ATCO’s interest rate calculation as determined in the
Proceeding based on the Bank of Canada Rate plus 1.5 percent for ATCO Gas and ATCO
Electric. Approval of interest was not sought for ATCO Pipelines and none is granted.

181 ATCO Utilities Supplementary Application, October 3, 2008, pages 2 and 3 of 5.
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5.4 Non-Standard Clauses

200. On May 1, 2009, the ATCO Utilities filed its Rebuttal Evidence which included an
amendment to its Application, in particular with respect to the true-up of CC&B placeholders.
This evidence contained information from the unredacted Benchmark Report with respect to the
existence of certain non-standard clauses in the ATCO Utilities MSAs relating to a certain
CC&B methodology used and the hourly rates of certain ITBS personnel. These issues were
referred to as the “Untested Issues” and were addressed in the confidential portion of the
Proceeding. As a result, evidence and argument relating to non-standard clauses and the subject
hourly rates were subject to a confidential process.

201. Upon review of submissions regarding this confidential portion of the Proceeding, the
Commission is satisfied that Untested Issues can be addressed in a sufficient manner within this
Decision without the need to specifically refer to confidential materials.

54.1 CC&B Methodology
5.4.1.1 Submissions of the Interveners

202. Calgary argued that the contested CC&B methodology employed by ITBS was atypical
to the comparator group used in the benchmarking. As a result, Calgary submitted, the
application of the methodology produced significantly higher prices over the five-year term
under review meriting a further reduction beyond the $22 million aggregate reduction to FMV
identified by the Benchmark Report.

5.4.1.2 Submissions of ATCO

203. ATCO submitted that the benchmarking process included several process steps to
normalize the comparator group to the I-Tek and ITBS MSAs as was required by the agreed-
upon and Commission-approved terms of reference. Having made these adjustments, the
benchmarker was able to benchmark this item and determine a FMV, as it was required to do.
ATCO submitted that as a result of these adjustments already made by the benchmarkers, and the
determination of FMV, no further adjustment is required for the existence of any non-standard
clause. A further adjustment as sought by Calgary would result in a double adjustment, hence a
price below FMV.

204. ATCO submitted that neither Compass nor UtiliPoint found sufficient evidence of non-
standard clauses to justify a change to overall FMV, and that this was also the case for evaluating
penalty provisions in gain-sharing agreements.*® The Benchmarker never intended that ATCO
be punished for the existence of a pricing methodology that was reflected in the MSAs.

5.4.1.3 Commission Determination

205.  With respect to the particular CC&B methodology forming part of the Untested Issues,
the Commission considers that no further adjustment is required based on the FMV
determinations in the Benchmark Report. The Commission is satisfied with the conclusions
reached by Compass/UtiliPoint that there was not sufficient evidence to justify a change to
overall FMV due to non-standard clauses, as was also the case for evaluating penalty provisions
in gain-sharing agreements.*®

182 Redacted Benchmark Report, page 4.
183 Redacted Benchmark Report, page 4.
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206. In addition, the Commission recognizes that a further reduction to the aggregate FMV of
CC&B services would result in a determination below FMV which is unwarranted on the basis
of the record.

207. The Commission also notes that Calgary, as a member of the CG, confirmed and
acknowledged by its Project Charter Sign-Off and by its Price Benchmark Report Sign-Off
respectively, the following:

. formal acceptance of the AEUB Sanctioned Collaborative Process Committee
Benchmarking of IT and Customer Care & Billing Services from ATCO [-Tek.

« the Price Benchmark report satisfied and met the Terms of Reference established
pursuant to the Commission’s decisions and directives noted therein subject to the
limitations described in the Project Charter and those others arising thereafter as
described elsewhere in this report. The parties further agree that such confirmation and
acknowledgement by the Customer Group and ATCO Utilities shall in no way prevent or
limit such parties’ rights to make further submissions to the AUC in subsequent
proceedings.®

208.  While noting the proviso that execution of the Price Benchmark Report Sign-off “in no
way prevent or limit such parties’ rights to make further submissions to the AUC in subsequent
proceedings,” had Calgary or the CG been concerned that Untested Issues raised significant
concerns with the fundamental nature of the Benchmark Report, namely to establish the FMV of
IT and CC&B services, the Commission would have expected that the sign-off would not have
occurred or, at a minimum, include a specific reservation or qualification in the Price Benchmark
Report Sign-off so as not to give the wrong impression to parties and to the Commission. No
such concern or issue was included.

54.2 CC&B Personnel
5.4.2.1 Submissions of the Interveners

209. Calgary noted that the True-Up Tables included an hourly rate for certain ITBS personnel
for providing a particular service despite the fact that the Benchmark Report indicated that the
Reference Group analysis had determined a FMV value of $0 for this service. Accordingly,
Calgary submitted that the True-Up Tables needed to be reduced to reflect the FMV
determination of $0.

5.4.2.2 Submissions of ATCO

210. ATCO submitted that the Benchmarker intended that a FMV of zero be attached to the
CC&B personnel charges which were part of the Untested Issues and the fact that this was not
done appears to have been an oversight on behalf of the whole CPC. Therefore, ATCO agreed to
update the placeholder adjustments accordingly.

5.4.2.3 Commission Determination

211. The Commission notes that although the Benchmarker indicated that it intended that a
FMV of zero be attached to the hourly rate for the applicable CC&B personnel, it mistakenly
included a charge in the true-up worksheets for the total period 2003 to 2007. ATCO agreed

184 Exhibit 2 Attachment B, Price Benchmark Report, Appendix 3, Project Charter Sign-Off and Price Benchmark
Report Sign-Off, pages 87 and 101.
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with Calgary that a reduction to the placeholder adjustments is required. Based on a review of
the updated schedules filed by ATCO in its confidential Rebuttal Evidence, the Commission is
satisfied that ATCO has applied this reduction to the placeholders.

55 New Services
55.1 Submissions of the Interveners

212. Calgary submitted that the Application references certain services (New Services) for
which there are actual fixed unit volumes and actual variable dollars but there are no
corresponding previously approved forecast fixed unit volumes or previously approved forecast
variable dollars. Calgary suggested that there are no benchmark values for these New Services
to use in the true-up process because the Benchmark Report was based on services for which
there were approved fixed unit volumes and variable dollars.*®

213. Calgary described the implications regarding New Services as follows:

« First, the ATCO Code requires ATCO to discharge its onus to demonstrate that it has
paid no more than FMV for any service provided by a non-regulated affiliate, which, for
New Services, ATCO has not discharged its onus.

« Second, for amounts that determine customer rates to be included in costs, parties and the
Commission must have a method of determining an appropriate value associated with the
units and dollars related to New Services.'®

Calgary considered that the Benchmark Report neither provided the necessary data for the New
Services nor any measure, on the record of these proceedings such as an amended I-Tek MSA, to
estimate the FMV.

214. Calgary disagreed with ATCO’s assertion that the actual IT and CC&B amounts incurred
by ATCO in respect of these New Services were subject to testing and review in each of the
utility’s respective GRA/GTASs and was not part of the scope of this Proceeding. Calgary
submitted that these fixed unit rates and variable dollar amounts were specifically not approved,
but moved to this Proceeding and that the rates and dollars associated with the New Services
have neither been tested in a GRA nor subject to being benchmarked. However, Calgary
considered that it would not be a prudent course of action to undertake a further benchmark of
New Services but, nonetheless, they should be dealt with in this Proceeding.

215. To deal with New Services, Calgary proposed a method by which a reasonable proxy for
New Services could be determined.

216. Calgary also maintained that ATCO also introduced new items for CC&B capital dollars
at the bottom of the total IT actual volumes and actual dollars columns in the AG/AE IT 2003-
2007 worksheets. Calgary submitted that these new items were not presented in worksheets to
the Benchmark Consultant.*®’

18 Exhibit 51, Calgary Written Evidence, page 34.
18 Exhibit 51, Calgary Written Evidence, page 35.
187 Exhibit 51, Calgary Written Evidence, page 44.
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55.2 Submissions of ATCO

217. ATCO disagreed with Calgary that it had introduced new service items. ATCO
submitted that the schedules in CAL-AU-27 identified billing items that had new descriptions
relative to the Benchmark True-Up Tables and advised that the majority of these items were
revised descriptions for existing services. ATCO agreed with Calgary that the materiality of
these New Services does not warrant further benchmarking activity.

218. ATCO submitted that it took new service items into account in determining the
adjustments required to opening PP&E for all three utilities. ATCO described the methodology
used by them:

a) apply the overall True-Up FMV adjustment percentage for a given year (as determined in
the True-Up) to the actual expenditures shown in CAL-AU-27, and

b) apply this FMV adjustment to all actual expenditures, to determine the adjustment to
capital items and ultimately PP&E, which resulted in all actual capital expenditures being
adjusted by the same percentage, on an overall basis, as the adjustment to the True-Up
amounts. ™

219. ATCO disagreed with the line by line adjustment proposed by Calgary and asserted that
the approach it had taken was consistent with the Benchmark FMV results, was simpler than the
Calgary approach, and ultimately was not materially different in terms of the end result. ATCO
noted that its methodology results in an increased Capital and Other Capital of $1.81 million
over the five-year period, as compared to the amount of $2.01 million determined using
Calgary’s proxy methodology, and considered that the difference between the amounts was
immaterial.'®

220. ATCO disagreed with Calgary that it had introduced new items for CC&B capital dollars
on worksheets in CAL-AU-27 that were not presented to the Benchmark Consultant. ATCO
advised that the additional CC&B capital dollars identified by Calgary were not additional
dollars and that in the schedules originally sent to the Benchmark Consultant, CC&B capital
dollars were presented as follows:

« 2003/04 actual data — ITBS worksheets reflected combined CC&B O&M and capital
dollars, and

. 2005/06/07 forecast data — CC&B capital dollars were included within the IT
worksheets.

221. ATCO submitted that the schedules sent to the Benchmarker and in CAL-AU-27 are
distinct analyses based on different assumptions and the differences between them do not in any
way represent the introduction of new items for CC&B capital.

55.3 Commission Determination

222. The Commission accepts ATCO’s explanation with respect to the renaming of certain
billing items and notes that Calgary agreed to accept ATCO’s explanation and methodology for
dealing with the total amounts identified as constituting new, as opposed to renamed, services.
During questioning by Commission Counsel, Calgary did not object to the adoption of ATCO’s

188 Exhibit 67, Rebuttal Evidence, page 14.
189 Exhibit 67, Rebuttal Evidence, page 14.
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proposed method to deal with these items that were not benchmarked. This is demonstrated by
the following exchange:

223.

In paragraphs 59 through 62, ATCO explains how

05 they dealt with new services, first by

06 indicating that what Calgary referred to as new
07  services were in part existing services and

08 that they had just been given a new name.

09  Where there were actually new services, not

10  renamed services, they have come up with a

11 benchmark value for them by applying the

12 overall true-up value market value adjustment
13  percentage for a given year.

14 This results in an

15 increase in capital and other capital of

16  $1.81 million over five years using the ATCO
17 method, and comparing that to Calgary's method
18 is 2.01 million. ATCO goes on to state that

19  the difference between the two methodologies is
20  not material. Do you agree with that, sir?

21 A MR. MATWICHUK: 1 agree that there's a
22  difference, sir.

23 Q And do you agree that it's immaterial which

24  methodology is used?

25 A MR. MATWICHUK: Well, again, I think it's a definition of materiality, and so
I'm not

02  surethat --

03 Q Would Calgary object to the Commission adopting
04  the ATCO-proposed methodology and accepting
05 their explanation?

06 A MR. STEPHENS: No.™*

The Commission also accepts ATCO’s explanation and methodology used in accounting

for the New Services. No further adjustments to the Property, Plant and Equipment accounts are
necessary to reflect actual expenditures for the New Services.

6

224,

DECISION SUMMARY

In summary, the Commission accepts the Benchmark Report as filed as meeting the

Terms of Reference pursuant to the directions and directives of the EUB. The Commission also
approves subject to the direction in paragraph 225:

the increase/decreased placeholder amounts for each of ATCO Gas, ATCO Pipelines
and ATCO Electric for 2003-2007 as identified in the True-Up Summary Tables in
Exhibit 145, being an update of amended Attachment A;

the approach to quantify the revenue requirement impacts, including the adjustments to
PP&E, using the present value methodology; and

1% Transcript Volume 3, pages 786-787.
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« interest on revenue requirement amounts for ATCO Electric and ATCO Gas as per
Rule 023.

225. ATCO is directed to file a compliance filing by March 25, 2010, that confirms that
Exhibit 145 contains the correct placeholder adjustments by utility (ATCO Gas, ATCO Electric,
and ATCO Pipelines), the interest amount to be applied by ATCO Electric and ATCO Gas, and
reconcile any differences, including differences between direct capital and other capital amounts
set out on Table 1 and Table 4, which may exist. In the compliance filing ATCO shall indicate
the processes and timing by which each of the ATCO Utilities will implement the necessary
collection/credit rate rider applications.

7 ORDER

226. ITISHEREBY ORDERED THAT:

1) The 2003-2007 Benchmarking and ATCO I-Tek Placeholders True-Up
Application of ATCO Gas, ATCO Pipelines and ATCO Electric is approved in
accordance with the determinations set out in this Decision.

Dated March 8, 2010.

ALBERTA UTILITIES COMMISSION

(original signed by)

Willie Grieve
Chair

(original signed by)

Bill Lyttle
Commissioner

(original signed by)

Anne Michaud
Commissioner
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APPENDIX 1 - REGISTERED PARTICIPANTS

Name of Organization (Abbreviation)
Counsel or Representative

ATCO Utilities (ATCO Gas, ATCO Pipelines, and ATCO Electric
L. G. Keough
R.B. Williams
Bennett Jones LLP

The City of Calgary (Calgary)
D. I. Evanchuk
N. T. Mather
McLennan Ross LLP

Office of the Utilities Consumer Advocate (UCA)
C. R. McCreary
Reynolds Mirth Richards & Farmer LLP

The Consumers Group (See Footnote 4)
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