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Section 1 – Introduction  

 

Q1. Please state your name and business location. 

A1. My name is Russ Bell, and I am based in Edmonton, Alberta 

 

Q2. What are your qualifications? 

A2. I hold a Bachelor of Commerce Degree from the University of Alberta and am a 

Chartered Professional Accountant (CPA). 

 

Q3. What is your business and regulatory experience in the regulated natural gas and 

electrical industry? 

A3. I have worked in the natural gas and electric utility industry for over 35 years.  I have 

worked in the natural gas and electric distribution and transmission sections.   I have 

provided evidence to the Alberta Utilities Commission, the British Columbia Utilities 

Commission, the Yukon Public Utilities Board, and this Board in the past.  I have filed 

evidence on forecast accuracy, allocation methodologies, business plans, and more lately 

on Performance Based Regulation (PBR).  I have attached my CV to this evidence.  

 

Q4. On whose behalf is this written evidence prepared? 

A4. This evidence is written on behalf of the City of Yellowknife and the Town of Hay River 

(YK/HR). 

 

Q5. What is the purpose of this evidence?  

A5. This evidence looks at the forecast accuracy of NTPC as it relates to the 2015/2016 year. 

 

Q6. Why is forecast accuracy important? 

A6. Under a forecast test period model, utility rates, including NTPC’s, are set based on an 

approved forecast of costs.  This provides an incentive to the utility to become more 

efficient, as the shareholder then benefits from any savings in the test period.  In theory, 

customers benefit from lower costs in the future too, provided that forecasts are 

accurately adjusted to incorporate past savings.  This model also creates an incentive to 
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provide higher forecast costs, first to offset any potential reductions by the regulator, and 

second, to ensure the likelihood of increased returns.  Given these incentives to over- 

forecast, it is incumbent on any regulator to rigorously test forecasts, and to assess 

forecast accuracy. 

 

Further, assuming that the incentives to become more efficient result in true efficiency 

gains, there is an expectation that, after the completion of a test period, these efficiencies 

will be passed along to customers through lower costs.  If this is true, and if forecasts 

were truly based on a reasonable estimate of costs, one would expect that, over time, the 

utility would become more and more efficient, and it would become more and more 

difficult to improve efficiency, and make over-forecasting less prevalent. 

 

Utility management has an obligation to find such efficiencies and to the extent that 

management is aware of any efficiencies, must include the impact of known or 

anticipated efficiency gains in a GRA forecast.    In Alberta the Commission made such a 

ruling. 

 

With respect to a standalone utility, the directors and management have 

responsibilities to ratepayers that include the following: 

a. Capturing all efficiencies that will reduce the cost of utility service to 

ratepayers. 

b. Accessing the lowest cost financing at the best terms available to finance 

utility operations. 

c. Maintaining the safe, efficient and reliable operation of the utility.
1
 

 

Q7. What is your concern with NTPC’s forecasting? 

A7. I have two concerns.  First, I note that NTPC has significantly over-forecast certain costs 

in the 2015/2016 year, the most recent year for which actual costs are known, and second 

this over-forecast has a bias that pushes costs onto wholesale customers.   

 

                                                 
1
 AUC Decision 2008-100, page 6 
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Q8. Please explain why you focus on the 2015/2016 year. 

A8. On March 1, 2017, NTPC filed updated schedules that incorporate 2015/2016 actual 

results.  This is significant as the NTPC year end was March 31, 2016, some three 

months prior to the date of the NTPC filing of June 30, 2016.  As the 2015/2016 forecast 

in the initial application was filed some three months after the end of the fiscal year, one 

would expect that the 2015/2016 actual results would inform and impact the forecast 

amounts.   

 

Q9. What did your analysis of O&M demonstrate? 

A9. The following table summarizes the O&M variances for 2015/2016 are taken from 

Schedule 5.0 of the initial application, and from the March 1, 2017 update. 

 

 
 

Further, when one examines the trend in actual costs compared to forecast for costs used 

to serve wholesale customers, there is a pattern of flat costs in the actual history. 

 

 
 

The 2014/2015 actual costs are $26.9 million, and the 2015/2016 actual costs are $$26.7 

million.  This is two actual years of virtually flat costs.  Costs are then forecast to 

increase significantly in 2017/2018.  I note the major increase in forecasted Common 

2015/16 

Actual

2015/16 

Forecast Difference %

Functions impacting Wholesale 

Hydro Generation 3,802 3,813 -11 -0.29%

Transmission 624 775 -151 -19.52%

General Expense Functions 2,875 3,489 -614 -17.59%

Administration Functions 1,986 2,060 -74 -3.60%

Common Costs 17,380 19,527 -2,147 -10.99%

26,667 29,664 -2,997 -10.10%

Other Functions

Thermal Generation 12,180 11,426 754 6.60%

Distribution 3,046 1,318 1,728 131.10%

Billing & Customer Accounting 282 490 -208 -42.47%

15,508 13,235 2,274 17.18%

Total 42,176 42,899 -723 -1.69%

2013/14 

Forecast

2013/14 

Actual

2014/15 

Actual

2015/16 

Actual

2016/17 

Forecast

2017/18 

Forecast

2018/19 

Forecast

Hydro Generation 3,106 3,084 3,260 3,802 3,413 3,470 3,524

Transmission 780 358 1,048 624 720 733 747

General Expense Functions 3,491 3,307 2,899 2,875 2,842 2,893 2,944

Administration Functions 2,764 2,214 2,158 1,986 2,094 2,147 2,189

Common Costs 14,699 15,785 17,572 17,380 17,871 18,301 18,574

24,839 24,747 26,939 26,667 26,939 27,545 27,977
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costs, and the major driver is in corporate costs, which do not directly maintain the 

system as do costs like Transmission or General Expenses.  

 

Q10. Is there a similar pattern for Capital Additions? 

A10. Yes, while not as pronounced, capital additions for Transmission plant are lower than 

forecast for the 2015/2016 year. 

 

Q11. What conclusions do you draw from this analysis? 

A11. As noted above, the NTPC application was filed on June 30, 2016, some three months 

after the NTPC year end of March 31, 2016.  As this is the case, one would expect that 

the variances would be much smaller.  I also note that there appears to be a bias in the 

variances, with functions that are attributable to the retail and distribution functions 

having cost forecasts that are too low, and the cost forecasts that are allocated to the 

wholesale rate, which my clients are subject to, are too high.   

 

Also, if NTPC cannot produce a forecast for a year that is complete with more accuracy, 

it draws its entire forecast methodology into question.   

 

As such, I recommend that the O&M costs for Hydro Generation, Transmission, General 

Expense Functions, Administration Functions, and Common Costs for the test period be 

reduced to take the impact of the 2015/2016 actual results into account. 

 

Q12. Do you have any other observations? 

A12. Yes, in the March 1, 2017 submission NTPC indicates that it has provided variance 

explanations in its report of finances and operations.  These explanations are at a very 

high level, and do not provide the level of detail that would be required to assess the 

forecast accuracy of the NTPC forecast.   

 

Further, NTPC does not appear to have taken the actual costs experienced into account in 

the forecasts of test period costs.  As I note above, it is incumbent on management and 
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the regulator to ensure that all efficiencies experienced in the periods prior to the test 

period be incorporated into forecast costs to the benefit of customers.   

 

Further, it is my experience that a regulator should incorporate the best available 

information at the time it renders its decision into the approved forecast costs.  As such, 

the impact of actual cost savings should be reflected in updated forecasts for the test 

period.   

 

Q13. Please summarize your recommendations. 

A13. I recommend that the forecast O&M costs for Hydro Generation, Transmission, General 

Expense Functions, Administration Functions, and Common Costs for the test period be 

reduced to take the impact of the 2015/2016 actual results into account.  If one were to 

use the variance of the 2015/2016 actual results to forecast, that would be a 10% 

reduction in the test period forecasts for Hydro Generation, Transmission, General 

Expense Functions, Administration Functions, and Common Costs, resulting in a $2.694 

million reduction in 2016/2017, a $2.754 million reduction in 2017/2018, and a $2.798 

million reduction in 2018/2019. 

 

There is a pattern based on the actual costs of no cost increases for Hydro Generation, 

Transmission, General Expense Functions, Administration Functions, and Common 

Costs.  Accordingly, as an alternative approach, the maximum forecast for the test period 

should be the average of the 2014/2015 and 2015/2016 costs, which would result in 

reductions of $0.136 million, $0.742 million and $1.174 million in 2016/2017, 

2017/2018, and 2018/2019 respectively. 

 

Q14. Does this complete your evidence? 

A14. Yes, at this time. 

 

 

 

 

 


