


 
 
 
 
 
 
 

Response to Interrogatories from Commission Staff 
with respect to the 

Comprehensive Review 
of the 

Energy Cost Adjustment Mechanism 
 

Docket UE20603 
 
 
 
 
 
 

Submitted June 24, 2021 
  



(UE20603) Comprehensive Review of the 

Energy Cost Adjustment Mechanism 

Maritime Electric to Commission Staff 

 

1 

The Island Regulatory and Appeals Commission (the "Commission"), in assessing the 

Comprehensive Review of the Energy Cost Adjustment Mechanism submitted by 

Maritime Electric Company, Limited ("Maritime Electric" or "MECL"), requests 

responses to the following interrogatories: 

 
IR-1 The Murphy Report filed in 2004 concluded that capacity costs should not properly be 

recovered through the ECAM. The Report stated that capacity costs are able to be 

reasonably forecast for inclusion in basic rates. However, MECL is proposing that 

capacity costs (namely account 7002 & account 7049) remain in the ECAM. 

 
a. Please provide justification for continuing to recover capacity costs through the 

ECAM. 

 
 

Response: 
 

In the Company’s Comprehensive Review of the Energy Cost Adjustment Mechanism (“ECAM 
Report”) filed with the Commission on June 1, 2020, the criteria used to recommend costs that 
should remain in ECAM are: 
 

▪ The account and changes in the costs included therein are largely outside the control of 
the Utility; and 

▪ The potential variance from forecast, individually or in aggregate, may have a significant 
or material impact on customer rates or the Company’s earnings in a particular year. 

 

Further, the JT Browne Consulting Report1 provided the following opinion: 
 

 “the ECAM proposed in the MECL Report, including the criteria for including the accounts 
in the ECAM is consistent with established regulatory principles and practice.” 

 
For customer rate setting purposes, the annual forecast amount for capacity costs are included 
in the ECAM Base Rate2 calculation and recovered annually through basic rates. As a result, only 
the variances outside the Company’s control are deferred in the ECAM balance on the Company’s 
balance sheet. 
 
The capacity costs recorded in account 7002 and 7049 should continue to be recovered through 
the ECAM because there is the potential for these costs to vary significantly and these variations 
are largely outside the Company’s control. 

 
Account 7002 records the cost of Firm Capacity that is forecast a year or more in advance of 
when it is needed and is currently based on pricing in the current Energy Purchase Agreement 

                                                
1 The JT Browne Consulting Report, also filed with the Commission on June 1, 2020, is a report by an independent 

third party engaged by the Company to provide an opinion on whether the on the Company’s ECAM as proposed 
in the Comprehensive Review of the Energy Cost Adjustment Mechanism is consistent with established regulatory 
principles and practices. 

2 The ECAM Base Rate per kWh is calculated as the total forecast energy costs applicable to ECAM divided by the 
total forecast net purchased and produced energy in kWh. 
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(“EPA”) with New Brunswick Energy Marketing (“NBEM”). Account 7049 records the cost of 
incremental capacity that is generally identified a month or less in advance of when it is needed 
and must be purchased outside the EPA. 
 

There are two primary elements that influence the total cost of a product, price and volume 
demand. In theory, if both price and volume are stable and predictable then the total cost can be 
accurately forecast. 
 

The following discussion will demonstrate that the unit price of capacity, up to the forecast level 
in the EPA, is stable and predictable; however, the volume is not. The variability caused by volume 
(i.e., demand for energy) can significantly impact the level of capacity required (and resulting cost) 
and Maritime Electric cannot control that variability. Furthermore, the unit cost of the excess 
capacity is not known in advance, and while Maritime Electric negotiates in good faith to secure 
a fair unit price for excess capacity, Maritime Electric is essentially a ‘price taker’. 
 

Unit Price of Capacity 
Maritime Electric is currently purchasing system capacity3 from NBEM under a five-year EPA that 
will expire on December 31, 20264. During the negotiation of this EPA, Maritime Electric provided 
NBEM with a forecast of the expected capacity for the five-year term of the agreement. See 
Table 1 which is Appendix 3 from the EPA. In this regard, the supply of capacity up to the forecast 
level and the corresponding unit price is stable and predictable. 
 

Table 1 
Appendix 3 of the Energy Purchase Agreement 

 
The unit price of any excess capacity, if required, is negotiated as needed and may be higher 
than unit pricing secured through the EPA. This introduces variability in the forecasting of capacity 
costs. 

                                                
3 Purchasing system capacity includes reserving the required generating capacity and associated transmission 

capacity in order to deliver the product to PEI. 
4 The contract, originally set to expire on February 29, 2024 was extended to 2026 on October 22, 2020. 
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It should be noted that the forecast capacity secured in the EPA is the amount of capacity Maritime 
Electric is obligated to purchase even if the actual required capacity turns out to be lower. 
However, if Maritime Electric is able to provide NBEM with two-years written notice5, Clause 3.2-
b(i) in the EPA allows a decrease in Firm Capacity below those levels in Appendix 3. Removing 
this portion of capacity cost from the ECAM would also remove the ability to return to customers 
any cost savings that result from any decreases in the forecast level of capacity. 

 
Volume of Capacity 

Capacity volume, more accurately referred to as demand, is measured in megawatts (“MW”) and 
system capacity (i.e., total capacity) must equal or exceed peak load6. There are a number of 
factors outside the Company’s control that can cause peak load to change and those factors most 
relevant to Maritime Electric’s peak load are discussed below. 
 

Weather and Heating Load 
On Prince Edward Island (“PEI”), peak load has occurred during the winter season due to heating 
load7, as such winter weather trends play a significant role in estimating future peak load. As the 
use of electricity for space heating increases and/or winter weather is colder than normal, 
Maritime Electric’s peak load will continue to be difficult to accurately forecast. Such variability is 
outside the Company’s control. 
 

For example, in 2019 the winter peak load for January and February was trending higher than 
expected. This meant that the 2019 capacity forecast provided to NBEM was too low. Maritime 
Electric informed NBEM additional capacity of 30 MW in January and 15 MW in February was 
needed. The cost of this incremental capacity was approximately $200,000 and was recorded in 
account 7049. The ability to record this additional cost through the ECAM allowed the Company 
an opportunity to recover a cost required to serve customers over which it had no control. 
 

Electrification of Space Heating and Transportation 
Electrified space heating has been on an upward trend for the past decade and has driven most 
of the load growth experienced by the Company in recent years. Government incentives related 
to heat pumps is expected to prolong this trend. With more reliance on electric space heating and 
the impact that climate change is having on winter weather patterns, variability in load projections 
is expected to increase. 

 
Electrified transportation currently has little penetration in the PEI passenger vehicle market and 
negligible impact on energy demand requirements. However, Federal and Provincial purchase 
enticements for electric vehicles (“EVs”) and plug-in hybrid EVs will incent earlier adoption than 
previously planned. This will increase energy demand and will likely increase peak load, which 
will increase the level of capacity needed. The rate at which this will occur is unknown and outside 
the Company’s control. 

 
  

                                                
5 While the EPA requires two-years written notice; NBEM has, on occasion, accepted a shorter notice period. 
6 Peak load is the maximum energy demand at a point in time. 
7 The use of electricity for space heating increases heating load. Use of air conditioning in the summer is also 

contributing to load growth. However, summer peak load continues to be lower than winter peak load, which means 
only the winter peak load currently drives the need for more system capacity. 
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Electrification of space heating is having a more immediate impact on Maritime Electric’s peak 
load than electrification of transportation. However, continuing to allow capacity costs to be 
recovered through the ECAM will allow the Company an opportunity to recover any incremental 
capacity costs, which are outside the Company’s control. 

 
Impact of the Economy 

The expansion or contraction of the economy on PEI affects the demand for electricity which, in 
turn, impacts peak load, and the impact can happen quickly. 

 
For example, Table 2 shows the Company’s forecast of Firm Capacity per the EPA that was 
signed in February 2018 compared to an updated forecast as of November 2019. 
 

Table 2 
Firm Capacity Forecast 

Period 
Firm Capacity 
Forecast as of 

February 2018 (MW) 

Firm Capacity 
Forecast as of 

November 2019 (MW) 
Variance (MW) 

Mar 1, 2019 - Dec 
31, 2019 

95 115 + 20 

Jan 1, 2020 - Dec 31, 
2020 

95 120 + 25 

Jan 1, 2021 - Dec 31, 
2021 

95 125 + 25 

Jan 1, 2022 - Dec 31, 
2022 

130 160 + 30 

Jan 1, 2023 - Dec 31, 
2023 

130 160 + 30 

Jan 1, 2024 – Feb 
29, 2024 

130 160 + 30 

 

Shortly after the February 2018 EPA was signed, the PEI economy started to grow faster than 
anticipated and the Company’s analysis indicated that the February 2018 forecast of Firm 
Capacity had quickly become outdated and too low. In less than 24 months, as of November 
2019, the five-year forecast of Firm Capacity increased by 20 to 30 MW per year. This change in 
forecast capacity was outside the Company’s control and would have had a material negative 
impact on the Company’s earnings if capacity costs were no longer permitted to flow through the 
ECAM. 

 
This demonstrates that the variability in capacity costs can be significant and it can occur with 
very little lead time. 
 

Capacity Decreases 
The discussion of weather and heating load, electrification of space heating and transportation, 
and the economy relate to factors that are expected to increase the need for capacity. However, 
if forecast capacity is determined to be too high, Clause 3.2-b(i) in the EPA allows a decrease in 
Firm Capacity below those levels in the EPA Appendix 3 – Firm Capacity Pricing if two-years 
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written notice8 is provided. Therefore, continuing to permit capacity costs to flow through the 
ECAM also allows decreases in capacity costs to be passed on to customers. 
 
Multi-Year Rate Setting Periods 

The Company and the Commission have both recognized that multi-year rate setting periods are 
a cost effective9, beneficial means of providing predictable customer rate adjustments. However, 
it is important to note that variability does occur between the forecast of capacity costs for a multi-
year period and actual capacity costs, and that variability can be significant. 

 
Table 3 provides a comparison of the forecast capacity costs for the 2016 General Rate 
Agreement (“GRA”) and the 2019 General Rate Application to the actual capacity costs incurred 
for those periods10. 
 

Table 3 

Forecast versus Actual Capacity Costs 

Description 
2016 GRA 2019 General Rate Application 

2016 2017 2018 2019 2020 2021 

Firm Capacity (Account 7002) 

Application Forecast 

 $
 1,418,00
0 

 $
 2,846,15
4   $750,000  

 $
 5,086,50
0  

 $
 6,600,00
0  

 $
 6,600,00
0  

Actual Incurred* 1,418,000 2,550,000  3,075,000  5,199,100  7,156,200  7,500,000  

Over (Under) 
Variance** - (296,154) 2,325,000  112,600  556,200  900,000  

Other Capacity (Account 7049) 

Application Forecast 84,099  - - 52,063  9,907  19,329  

Actual Incurred*  136,386   110,000   159,475  240,625  - 14,000  

Over (Under) 
Variance** 52,287   110,000   159,475  188,562  (9,907) (5,329) 

* 2021 is an updated forecast amount as the actual incurred amount will not be known until the 
end of the year. 

** Over variance to be recovered from customers and under variance to be refunded to 
customers. 

 
The variances in Table 3 demonstrate that even during a relatively short period of time (i.e., a 
three-year period) there can be significant variability between forecast and actual capacity costs, 
further supporting the continued recognition of capacity costs through the ECAM. 

 

                                                
8 While the EPA requires two-years written notice, NBEM has, on occasion, accepted a shorter notice period. 
9 Murphy Report, 2004, page 2, “Time and cost savings relating to fewer and/or shorter rate hearings”. 
10 The comparisons provided in the Comprehensive Review of the ECAM Report to the Commission were to the 

corresponding year’s annual budget, which are updated throughout a rate setting period as new information 
becomes available. 
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IR-2 The Murphy Report concluded that volume fluctuations (i.e. costs for the volume of 

energy above the budget level) should not properly be recovered through the ECAM. 

 
a. In light of the Murphy Report, please provide justification for continuing to 

recover volume fluctuations through the ECAM. 

 

Response: 

 

As demonstrated in the discussion that follows, the Murphy Report conclusion pertaining to 
volume fluctuations is incorrect. Therefore, fluctuations in the volume of energy sold should 
continue to be recovered or refunded through the ECAM to ensure the Company has a fair 
opportunity to recover the costs of providing service. 

 

Fundamental cost accounting principles define a cost variance as the difference between actual 
and budget cost and is made up of two elements, a price variance and volume variance. 

 

A price variance is the difference between the actual versus expected price of whatever is being 
measured, multiplied by a standard number of units. Electric rates are designed by the Company 
to collect revenue from customers that includes a forecast base energy cost per kWh (i.e., price), 
which is based on a forecast. To the extent that actual energy costs incurred are above or below 
the forecast base energy cost per kWh, this variance currently flows through to the ECAM balance 
on the Company’s balance sheet. 

 

A volume variance is the difference between the actual versus expected unit volume of whatever 
is being measured, multiplied by a standard price per unit. In the case of ECAM, the volume 
variance is the difference between the actual net purchased and produced energy11 (“NPP”), 
measured in kWh, and the budget NPP energy multiplied by the ECAM Base Rate. To the extent 
that the Company sells more energy than expected, the additional energy cost (i.e., increase in 
kWh sold multiplied by the base ECAM rate) is currently passed through to the Company’s income 
statement. Alternatively, if the Company sells less energy than expected, the reduced energy 
costs are passed through to the Company’s income statement. This is a critical step to ensuring 
that the energy costs that flow through to the income statement reflect changes in sales volume 
from budget. 

 

The Murphy Report was written in 2004 and is now almost 17 years old. At the time, Mr. Murphy’s 
evidence looked solely to historical fuel adjustment mechanisms that existed in the 50 years prior 
to 2004 and has no resemblance to energy cost deferrals in Canada as they exist today12 which 
appropriately capture variances in both price and volume. 

 
  

                                                
11 Net purchased and produced energy is the summation of the energy produced by Maritime Electric-owned 

generation plus energy purchased from external generation both on- and off-Island less energy consumed by 
Maritime Electric facilities. The net total represents the energy consumed by customers. 

12 See Appendix 3 of the JT Browne Consulting Report on the Energy Cost Adjustment Mechanism provided as 
Appendix 2 to the Comprehensive Review of the Energy Cost Adjustment Mechanism filed with the Commission 
on June 1, 2020. 
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On page 5 of the Murphy report, it states: 

 

It is forecast that during 2004, MECL’s total volume of energy [purchased] will be 
9,995,0000 kWh above the level that was predicted when the budget for 2004 was 
prepared… thus MECL’s proposed ECAM costs must be reduced by the amount of the 
average incremental purchased energy cost of 6.71 cents/kWh times the increased 
volume, an amount of $670,655.” 

 

This leads to the Murphy Report’s first conclusion on page 6 that “Costs for the volume of energy 
above the budget level” should not be included in ECAM. 

 

Where Mr. Murphy erred is that the ECAM formula as it exists already addresses the issue of 
increased volume due to higher sales. This is accomplished by charging the actual NPP multiplied 
by the forecast energy cost per kWh to the income statement. Table 1 shows the operation of the 
ECAM formula as it exists compared to Mr. Murphy’s erred assumption on its application. 
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TABLE 1 

Comparison of Maritime Electric and the Murphy Report’s Interpretation of the Operation of ECAM 

2004 ECAM Reconciliation  

Maritime Electric 
(1) 

Murphy 

(2) 

Difference 

(3 = 2-1) 

Actual Gross Energy Costs A  $ 74,070,532  $ 74,070,532  $ - 

Lepreau Amortization B   560,293   560,293   - 

Total Costs Applicable for ECAM C = A + B   74,630,825   74,630,825   - 

Adjustment re: Murphy Report D -   (670,665)   (670,665) 
 

E = C + D  $ 74,630,825  $ 73,960,161  $ (670,665) 

     

Total NPP (kWh) - Actual vs Budget F   1,058,466,149 
 

1,049,743,000   (8,723,149) 

ECAM Base Rate G   $ 0.0673  $ 0.0673   $ 0.0673  

Total Base Energy Costs H = F x G  $ 71,234,772  $ 70,647,704  $ (587,068) 

     
ECAM Adjustment per Income Statement 
(difference between Actual and Base) I = E - H  $ 3,396,053  $ 3,312,457  $ (83,597) 

     
Net Energy Costs per Income Statement  J = A - I  $ 70,674,479  $ 70,758,075  $ (83,597) 

     

Reconciliation of Difference     
Forecast 2004 NPP (kWh) per Appendix 2 of Murphy Report K    1,059,738,000 

Actual NPP (kWh) for 2004 as per F above  L    1,058,466,149 

Volume Variance  M = K - L    (1,271,851) 

ECAM Base Rate  N = E   $ 0.0673 

Cost of Volume Variance O = M x N   $ (85,596) 

     
Difference in NPP (kWh) per Appendix 2 Murphy Report P    9,995,000 

ECAM Base Rate  Q = N  $ 0.0673  
Rate used by Murphy to calculate difference 

(page 21 of Murphy Report) R   0.0671  

Difference in Energy Cost per kWh per Murphy Report S = Q - R    0.0002 

Total Difference due to Rate Differential  T = P x S   $ 1,999 

     
Reconciled Difference  U = O + T   $ (83,597) 
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Under item (7) on page 21 of his report, Mr. Murphy states that “… MECL recovers its costs for 
this additional costs at its tariff rates.  Allowing such costs as part of ECAM would mean that 
MECL would be recovering these costs twice.”  This statement could only be true if the volume of 
energy passing through to the income statement is the budget NPP, as illustrated above in Mr. 
Murphy’s operation of ECAM. However, that is not how the ECAM formula operates as illustrated 
above by the Maritime Electric operation of ECAM. 

 

As per the letter from J. W. Geldert to IRAC dated January 5, 200513, the Company choose to 
expense the adjustment of $670,655 proposed in the Murphy Report (dated December 28, 2004) 
in order to close the books for 2004 even though the Company considered this an error by Mr. 
Murphy in his conclusions. In doing so, the Company essentially double charged its income 
statement for the energy costs associated with the additional volume of energy required to meet 
sales as follows: 

 

1. The actual energy costs as a result of higher sales volume are included in Gross Energy 
Costs but excluded from flowing through to ECAM, and remain as an expense on the 
Income Statement. 

2. Base energy costs were recorded at the actual NPP multiplied by the ECAM Base Rate 
thereby expensing the associated energy costs for higher sales volume a second time. 

 

As a result, the ECAM adjustment reported on the Company's Income Statement for 2004 was 
$2,725,389 ($3,396,053 - $670,655) and Net Energy Costs were $71,345,143 ($70,674,479 + 
$670,655). This is a direct contradiction to Mr. Murphy’s conclusion on page 21 of his report and 
is illustrated Table 2. 
 

TABLE 2 

Comparison of 2004 Results Under Normal Operation of ECAM and Actual Results Including Murphy Adjustment 

2004 ECAM Reconciliation  

Normal Operation 
of ECAM 

Actual 2004 
Financial 

Statements14 

Overstatement of 
2004 Net Energy 
Costs Expensed 

Actual Gross Energy Costs A  $ 74,070,532  $ 74,070,532  $ - 

Lepreau Amortization B   560,293   560,293   - 

Total Costs Applicable for ECAM C = A + B   74,630,825   74,630,825   - 

Adjustment re: Murphy Report D -   (670,665)   (670,665) 

 E = C + D  $ 74,630,825  $ 73,960,161  $ (670,665) 

     

Total Actual NPP (kWh) F   1,058,466,149   1,058,466,149   - 

ECAM Base Rate G   $ 0.0673  $ 0.0673  $ - 

Total Actual Base Energy Costs H = F x G  $ 71,234,772  $ 71,234,772  $ - 
     

ECAM Adjustment per Income Statement 
(Difference Between Actual & Base) I = E - H  $ 3,396,053  $ 2,725,389  $ (670,665) 
     
Net Energy Costs per Income Statement J = A - I  $ 70,674,479  $ 71,345,143  $ (670,665) 

     

  

                                                
13 Attached hereto as IR #2 – Attachment 1 for ease of reference. 
14 Month end financial statements for December 31, 2004 are attached hereto as IR #2 – Attachment 2. 
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Changing the ECAM mechanism to operate in this manner would expose the Company to 
significant risk when sales volume variances occur. This can be demonstrated by comparing the 
financial results for each of the last two fiscal years when the Company experienced significant 
fluctuations in sales volumes compared to budget. Fiscal year 2019 demonstrates the impact of 
an unexpected increase in sales volume while fiscal 2020 demonstrates the impact of an 
unexpected decrease in sales volume. 

 

In 2019, the economy on PEI was accelerating with new housing starts well above historical levels 
and high uptake of government programs supporting electrification of space heating. This led to 
sales being 4.7 per cent higher than plan. Had the Company reduced the gross energy costs 
flowing through the ECAM by the energy costs incurred to meet the increased sales volume in 
addition to recording base energy costs at the actual NPP, the Company would have recorded 
additional energy costs of $5.5 million. 

 

As illustrated in Table 3, higher energy costs of $5.5 million would have more than offset 2019 
RORA adjustment of $3.5 million and reduced regulated earnings by $1.3 million (after factoring 
in the income tax impact). The Company’s resulting Regulated ROE would have been 8.50 per 
cent, well below the allowed ROE of 9.35 per cent. 
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Table 3 

Comparison of Actual 2019 Financial Results to 2004 Murphy Report Adjustment 

2019 ECAM Reconciliation  

Maritime 
Electric  

2004 Murphy 
Adjustment  

Overstatement 
of Net Energy 

Costs 
Expensed 

Actual Gross Energy Costs A  $ 127,020,670   $ 127,020,670  

Insurance, Property Tax and Training 
not included in ECAM B   (828,143)    (828,143)  

Lepreau and DSM Amortization C   250,598    250,598  

Total Costs Applicable for ECAM D = A + B + C   126,443,125    126,443,125  

Adjustment re: Murphy Report E   -    (5,451,062)  

 F = D + E  $ 126,443,125   $ 120,992,063  
      

Total Actual NPP (kWh) G 

 
 1,385,298,41
0    1,385,298,410  

ECAM Base Rate H  $ 0.09161   $ 0.09161  

Total Base Energy Costs I = G x H  $ 126,907,187   $ 126,907,187  

 
    

 

Difference Between Actual and Base J = F - I   (464,062)    (5,915,125) (5,451,062) 

      

Net Energy Costs per Income 
Statement K = J - A  $ 127,484,732   $ 132,935,795  $ 5,451,062 

      

Regulated Earnings per 2019 Financial 
Statements L  $ 14,262,630    
Increase in Energy Costs per Murphy 
Report M   (5,451,062)    
Reversal of 2019 RORA Adjustment N   3,509,123    
Tax Impact of Additional Energy Costs 
and RORA 

O = (M + N) x 
31%   602,001    

Revised Regulated Earnings P = L + M + N + O  $ 12,922,692 V = P/S 8.50%  
      

Average Regulated Common Equity per 
2019 FS Q  $ 152,614,404     

After Tax Adjustment of Murphy Report 
Adjustment @ 50% 

R = (M + N + O) x 
50%   (669,969)     

Revised Common Equity S = Q + R   151,944,435 W = S / U 39.23%   

Average Total Debt per 2019 FS T   235,414,037 X = T / U 60.77%   

Revised Average Total Debt & Equity U   $ 387,358,472   100.00%   

 

While 2020 started out on a similar trend to 2019, the onset of the COVID-19 pandemic in mid-
March had a dramatic impact on the Island economy and electricity sales growth dropped 
accordingly. Sales in 2020 were 4.7 per cent below plan. Had the Company increased the gross 
energy costs flowing through ECAM by the energy costs saved from the reduced sales volume in 
addition to recording lower base energy costs at the actual NPP, the Company would have 
recorded $5.4 million less in energy expenses. 
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As illustrated in Table 4, lower energy costs of $5.4 million would have resulted in the Company 
recording a corresponding RORA adjustment of $5.0 million in 2020 and increased regulated 
earnings by $0.3 million (after factoring in the income tax impact), thereby achieving the 
Company’s maximum Regulated ROE of 9.35 per cent. 

 

Table 4 

Comparison of Actual 2020 Financial Results to 2004 Murphy Report Adjustment 

2020 ECAM Reconciliation  

Maritime 
Electric  Murphy 

Understatement 
of Net Energy 

Costs Expensed 

Actual Gross Energy Costs A  $ 129,519,544   $ 129,519,544  

Insurance, Property Tax and Training 
not included in ECAM B   (904,732)    (904,732)  

Lepreau and DSM Amortization C   221,047    221,047  

Total Costs Applicable for ECAM D = A + B + C   128,835,859    128,835,859  

Adjustment re: Murphy Report E   -    5,405,587  

 F = D + E  $ 128,835,859   $ 134,241,446  

      

Total NPP (kWh) G 

 
 1,391,802,56
6    1,391,802,566  

ECAM Base Rate H  $ 0.09161   $ 0.09161  

Total Base Energy Costs I = G x H  $ 127,503,033   $ 127,503,033  

      

Difference Between Actual and Base J = F - I   1,332,826    6,738,413 5,405,587 

      
Net Energy Costs per IS K = J - A  $ 128,186,718   $ 122,781,131  $ (5,405,587) 
      
Regulated Earnings per 2020 Financial 
Statements L  $ 14,382,353    
Decrease in Energy Costs per Murphy 
Report M   5,405,587    
Adjustment to RORA N   (5,025,000)    
Tax Impact of Additional Energy Costs 
and RORA O = (M + N) x 31%   (117,982)    

Revised Regulated Earnings P = L + M + N + O  $ 14,762,940 V = P / S 9.35%        
Average Regulated Common Equity per 
2020 FS Q  $ 157,695,640     

After Tax Adjustment of Murphy Report 
Adjustment @ 50% 

R = (M + N + O) x 
50%   190,294     

Revised Common Equity S = Q + R   157,885,934 
W = S / 

U 39.26%   

Average Total Debt per 2020 FS T   244,291,569 X = T / U 60.74%   

Revised Average Total Debt and Equity U   $ 401,177,503   100.00%   

 

  



(UE20603) Comprehensive Review of the 

Energy Cost Adjustment Mechanism 

Maritime Electric to Commission Staff 

 

13 

Approved basic customer rates are set based on recovering energy costs at the ECAM Base 
Rate. The ECAM, as it currently operates, adjusts energy costs due to volume changes in kWh 
sales by recording energy expenses at the actual NPP incurred multiplied by the ECAM Base 
Rate, thereby ensuring a proper matching of revenue and expense. Changing the mechanism to 
exclude gross energy costs due to sales volume changes while still recording base energy costs 
at the actual NPP results in double counting variances in energy costs due to volumetric changes 
in sales, as first demonstrated in the Table 2. Additionally, Tables 3 and 4 further demonstrate 
how changing the mechanism in this manner would introduce improper matching of revenue and 
expense and result in earnings volatility for the Company and customer electricity rate instability. 
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IR-3 With respect to Account 7415 - MICF Government-Owned Miscellaneous Labour & 

Expense, the account description indicates that costs incurred in the maintenance of 

Government-owned facilities associated with the Maritime Interconnection are 

included in this account. 

 
a. Please explain why this account cannot be appropriately budgeted and included 

in base rates. 
b. Please provide further justification for the inclusion of this account in the 

ECAM. 
 

 

Response: 
 
a. Account 7415 captures all costs associated with operating and maintaining the four 

Government-owned submarine cables, which is required by the cable interconnection 
lease agreements. Such operating and maintenance costs include: (i) the cable 
interconnection debt collection payments; (ii) NB schedule 9 charges; (iii) contributions to 
the cable contingency fund; and (iv) cable inspections and testing costs, and repairs and 
maintenance costs. For customer rate setting purposes, the annual forecast costs are 
included in the ECAM Base Rate calculation and recovered annually in customer basic 
rates. As a result, only variances outside the Company’s control are captured in the ECAM 
balance on the Company’s balance sheet. 

 
Cable Interconnection Debt Collection Payments 
The cable interconnection debt collection payments are fixed for the current five year term, 
March 1, 2017 to February 28, 2022, of the PEI-NB Interconnection Facilities Debt 
Collection Agreement (the “Agreement”). However, under the terms of the Agreement, the 
debt collection renewal rates will be adjusted to incorporate any changes required to the 
allocation of cost to the City of Summerside and Maritime Electric (i.e., the collection 
ratios), changes in the interest rate available to the PEIEC, and any shortfall in collections 
due to other input changes during the term of the agreement. 

 
The debt collection payment also includes contributions to a sinking fund that may be 
adjusted when the debt collection agreement is renewed15. The Company’s next General 
Rate Application (“GRA”) will be for a three-year rate setting period beginning on March 1, 
2022. The debt collection payments for that three-year period will not be known prior to 
the filing of the GRA and the debt collection payments will likely change during that three-
year period. Furthermore, the Company has no control over the extent to which the debt 
collection payments may change. To ensure the Company has a fair opportunity to recover 
the debt collection payment amount, variances in that amount should continue to be 
included in the ECAM. 

 
NB Schedule 9 Charges 
The NB Schedule 9 charge is incurred monthly under the current terms of the NB Power 
Open Access Transmission Tariff (“OATT”). The NB Schedule 9 charge is an operating, 
maintenance and administration (“OM&A”) related carrying charge and includes both 
direct and indirect OM&A expense and taxes. Maritime Electric incurs a NB Schedule 9 

                                                
15  The current term of the agreement will expire on February 28, 2022. 
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charge related to the direct assignment interconnection facility at Cape Tormentine. 
Similar to Maritime Electric’s OATT, the NB Power OATT is updated regularly to ensure 
that the OATT rates are fair and reasonable. Hence, the amounts charged are subject to 
changes and Maritime Electric has no control over the timing or amount of changes to the 
tariff. To the extent that NB Power experiences a material change in its OM&A charges, it 
is reasonable to assume that it would request and receive approval for a change to the 
NB Schedule 9 charge to recover those costs. To ensure the Company has a fair 
opportunity to recover NB Schedule 9 charges, variances in that amount should continue 
to be included in the ECAM. 

 
Contributions to the Cable Contingency Fund 
Under the terms of the PEI-NB Interconnection Lease Agreement, Maritime Electric is 
required to remit $375,000 annually to the PEIEC for a Cable Contingency Fund (the 
“Fund”) until the balance of the fund reaches $5.0 million16. The Fund will be held in trust 
with interest by the Prince Edward Island Energy Corporation (“PEIEC”) for Capital 
Replacements up to the amount of the fund. 

 
While there is limited risk that the annual contribution will change, the Company 
recommends that all costs related to the submarine cables, including the contribution to 
the Fund, continue to be recorded in account 7415. 

 
Cable Testing and Inspections, Repairs and Maintenance Costs 
The four submarine cables are in the Northumberland Strait which experiences harsh 
weather conditions. The Company budgets annually for inspections17 and electrical testing 
for the cables on a rotational basis. It is difficult; however, to accurately predict the cost to 
remediate issues that may be uncovered through the inspection process. 

 
The Northumberland Strait also experiences high volumes of marine traffic from small 
fishing vessels to large cargo and cruise ships. In December 1997, a potato vessel 
dragged its anchor across one of the original cables and severed the connection. The 
resulting repairs took several weeks to complete and the costs were significant. In this 
incident, the repairs were covered by Maritime Electric’s insurance18; however, any 
insurance claim is susceptible to denial and there could be instances where such an 
incident would not be covered by insurance. 

 
In 2012, a leak in one of the original submarine cables resulted in significant repair and 
remediation costs over the course of two years. The majority of the costs were approved 
for recovery from the Cable Contingency Fund. However, not all costs were recovered 
and as a result, significant variances19 from budget were incurred by the Company and 
flowed through the ECAM account. 

                                                
16 Based on Maritime Electric’s contributions to the fund from 2013 to date, it is expected that the fund will reach the 

$5.0 million balance in 2027, depending on the outcome of the Maritime Electric’s Complaint filed under Section 
12.5 of the OATT filed with the Commission on February 3, 2021. 

17 Inspections require hiring highly experienced diving teams to perform visual inspections of the cables for 
undermining (exposed areas under the cables), areas of the cables where the top is exposed, leaks in the oil 
system for Cables 1 and 2, etc. 

18 Under the terms of the lease agreements in place, the Company is required to insure the cables at replacement 
cost. 

19 In 2012, actual costs were $389,000 or 1,435 per cent higher than budget and in 2013 actual costs were $401,000 
or 1,375 per cent higher than budget. 
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As demonstrated by the above examples, there is a significant uncertainty in forecasting 
the cost of testing, inspecting, repairing and maintaining the submarine cables. To ensure 
the Company has a fair opportunity to recover these costs, variances should continue to 
be included in the ECAM. 

 
b. Maritime Electric does not own the four submarine cables. However, under the terms of 

the cable lease agreements, Maritime Electric shall operate, maintain and repair the 
cables in accordance with Good Utility Practice. In urgent or emergency situations, without 
Owner consultation and prior approval, Maritime Electric shall respond with operating, 
maintenance and repair actions. This obligation creates an uncertainty around budget 
amounts, and as outlined in the response to part a. of this interrogatory, and a potential 
variance, could have a material impact on customer rates or the Company’s earnings. For 
these reasons, Account 7415 – M.I.C.F. Government-Owned Miscellaneous Labour & 
Expense should remain in ECAM. 
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