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Albertans have recently witnessed dramétic increases in natural gas and eectricity prices. The purpose
of this study isto investigate how those increases have effected - and are likely to effect - community
recregtion facilities in the Province.

Thegenerd outline of this paper isasfollows:
A discussion of deregulation of both eectricity and naturd gas, particularly asit effects
municipdities;
An analysis of the rebate provisons of the Alberta Government and their impacts on community
recregtion facilities;
Case sudies of municipditiesin the Province and how they are coping with the changes,
A summary of findings regarding eectricity and natural gas prices and impacts on community
recregtion facilities;
Some recommendations for the Alberta Recreation and Parks Association (ARPA) regarding
mitigation of increased energy prices.

ELECTRICITY DEREGULATION
Reasonsfor Electricity Deregulation

Electric utilitiesin Alberta have traditiondly been verticaly integrated, with the generation, transmission,
digtribution, and retall of eectricity dl usualy owned by one entity and regulated by the Alberta Energy
and Utilities Board (AEUB) or the councils of owner municipdlities.

The former arrangement meant that customers had no choice regarding who provided their service.
Location dictated ownership and hence supplier. The AEUB or municipa council was responsible for a
fair assessment of what the charge of dectricity should be, taking into account the costs of supply and
dlowing for some return on investment. 1n essence, the industry was regulated by the AEUB or owner
municipaitiesin order to counter the potentia disadvantages of the monopolies that supplied dectric
power.

In the early nineties, the Province of Albertadecided to initiate the study of eectricity deregulation. The



reasons for thisincluded:

The generation of eectricity had evolved to the point where it was no longer necessary to have
large, expensve, centra generating facilities which could only be financed by large companies,

In place of these older-style generation facilities, one of the intents of deregulation would be to
promote new and more environmentdly friendly methods of producing eectricity, such as co-
generation or wind power - sources which are cheaper and fagter to build than the giant cod-
fired plants;

Regulatory codts - the cogts, both in terms of time and money associated with regulatory
procedures and hearings - were becoming increasingly higher;

It was feared that a regulatory system would not be responsive enough to the forces of rapid
change occurring around the world;

Given the downess of the regulated system, and the time that it took to get gpplications
approved, regulators were required to forecast power needs a decade in advance. Thisoften
led to very codtly timing errors regarding the building of new plants. This was one of the Sgns
that the system was dow to respond to changing needs and demands.

Other jurisdictions began developing unregulated systems, ones intended to be more responsive,
efficient, and flexible and it was feared that Alberta would be out of step in the globa
environmen;

Deregulation had been successfully applied to a number of industries, again throughout the
world, induding tedlecommunicetions and arlines,

The competitive marketplace that would result from deregulation would result in the *“ natural”
functioning of supply and demand forces, thereby putting a downward push on pricesin the long
run;
Competition encourages and promotes efficiency, which should dso combat rising prices,
A competitive process would encourage retailers to offer various combinations of services and
prices to customers, alowing customers the ability to choose which retailer best suited their
needs, instead of having this dictated to them by location.

The Electricity Deregulation Process

Thetimelines for the deregulation of eectricity in Alberta have been as follows:

1992: Consaultation with industry players began.



1995: The Electric Utilities Act was passed, opening up the door to deregulation.

1998: Amendments to the Act were made, aimed at encouraging individuas and businessesto
pursue energy development opportunities on aleve playing field.

1998: Three new, independent bodies were established to ensure open, competitive, and fair
market access: The Power Pooal, the Transmission Administrator, and the Market Surveillance
Adminisrator.

1998-2000: Interest in new kinds of eectricity supply began, including co-generation, biomass,
and wind micro-turbines.

2000: Codes of conduct for retailers were established.

Sdle of Power Purchase Agreements took place through the Power Pool, indicating
prices that retallers are willing to pay for dectricity in the future.

January 1, 2001: Customer Choice began. All resdents and businesses in Alberta now
have the opportunity to choose their own retailer.

The Regulated Rate Option

In order to provide for trangtion to a competitive system, a Regulated Rate Option has been
introduced for an interim period, alowing consumersto take their time in determining their retaller. This
option is available to about 85 % of Alberta s dectricity consumers. It isavailable to smal industria
and commercid consumers for three years - to the end of 2003 - and to farm and home consumers for
five

Any community recregtion facility which has an individua power meter with areading of less than
250,000 kwWh annudly is digible for the Regulated Rate Option (RRO). Thisinvolves virtudly al such
facilities across the Province. They are digible for the RRO until the end of 2003, having been grouped
with the “smal indudtrid and commercia consumers’.

Locd distribution companies are respongble for providing the Regulated Rate Option (RRO).
Depending on where a customer lives, this may be an investor-owned utility, a municipaly owned
system or arura eectrification association.

The RRO gpprova processis amilar to the procedures of the former regulated system in that the
investor-owned utilities must have their RRO approved by the AEUB while municipa wire owners will
be able to go to their loca councils.

The Four Components of Electricity under Deregulation



As noted at the beginning of this section, in the past the four components of eectricity - generation,
transmission, didribution, and retall - were generdly verticdly integrated within one company and were
regulated by the AEUB or owner municipdities. Under deregulation, the four components of eectricity
have been split up and are now structured as follows:

Generation - deregulated

Trangmisson - regulated

Didribution - regulated

Retall - deregulated

The rationde behind this Sructureis asfollows:

Generation and retail are deregulated in order to permit and promote competition. Without
regulations, the forces of demand and supply will be dlowed to prevail.

Transmission and distribution are regulated in order to ensure that al providers of eectricity
have fair and equal access to the electric wires through which the eectricity must flow.

In essence, regulation in the system only remains so as to ensure that the deregulated parts can operate
in afair, open, and competitive manner. The remaining aspects of the syssem which are ill regulated
operate asfollows:

A Transmission Administrator has been established to ensure open and non-discriminatory
access to the transmission system throughout the Province by buyers and sdllers. It setsrates
for accessing the system and coordinates the overall operation of the transmisson system.

Utility companies, municipdities, and rurd dectrification associations (REAS) who own their
own digtribution systems charge dl retallers for the use of their wires. This chargeis passed on
to the retailers by means of a Distribution Tariff. Utility companies must have their distribution
tariffs gpproved by the AEUB whereas municipdities and REAS decide their own rates and file
these with the Board.

Implications of the Four Componentsfor Municipalities

When municipalities are trying to sort out what they need to know about the deregulated world, it is
easest to answer this question in terms of the four components.

Generation:
Thiswill be looked after by the open market, as businesses ook for opportunitiesin Alberta. It
ismogt likely that the only municipdities likely to become involved are Cagary and Edmonton,
through their wholly owned eectricity subsidiaries, ENMAX and EPCOR respectively. (Itis
aways possible that as smaller and chegper generation cells are developed, some municipdities
may wish to get into the generation business, if they are willing to take the business-associated



risks.)

Transmisson:

Didribution;

No involvement by municipditiesis needed. Pertinent metters are in the hands of the
Transmisson Adminigtretor.

At present, severa municipditiesin Alberta own their own digribution sysems. These are:
Edmonton, Cagary, Lethbridge, Medicine Hat, Red Deer, Fort McLeod, Crowsnest Pass,
Ponoka, and Cardston. Since the owner of didtribution wiresis permitted to charge a
digribution tariff to retailers, it is possble that more municipaities may wish to acquire their own
digtribution systems. In other words, if the asset is owned, money can be made on an ongoing
basis through the digtribution tariff. However, acquisition costs are likely to be quite redtrictive.

Municipdities who do not own their own distribution systems can charge a franchise fee

to the company that owns the distribution system within their boundaries. Under these
“franchise agreements’, the utilities pay municipdities afeein return for the exdusiveright to
congruct, maintain, and operate the digtribution systems serving the residents within the
municipdities. However, municipdities should be aware that the company will include the cost
of that franchise fee in their distribution tariff; in other words, the costs of franchise feesto the
utility companies will somehow be passed on to consumers.

Retall:

: Municipd councilswill definitely have to become knowledgeable about eectricity retail, not for
the individua resdents and businesses within their boundaries, but in terms of municipal needs.
These include such things as sreetlights, community recreation facilities, and municipa
buildings. Hence the bulk of this report will be focusing on the retail aspect of dectricity.

Aggregation

One of the strongest wegpons at the disposal of municipalitiesin order to ded with increasing pricesin
electricity isto band together and tender ajoint request for proposals from retallers to supply their
energy needs. In genera economic theory, many users operating as a unit should be able to get alower
price for any good than an individua operating in the marketplace.

During 2000, the Alberta Urban Municipdities Association (AUMA) sought to reduce electricity costs
for its members by means of an aggregeate agreement. The founding principle was that, if members
aggregated their needs, they would be likely to get a better price for ectricity within the newly
deregulated retail market, than if they were to individudly try to srike deds with retallers. AUMA
sought one retaller from whom a group of municipdities could purchase dectricity, rather than each
municipdity going through the exercise of finding its own retailer.

Almogt one-haf of AUMA members and associate members signed the agreement with ENMAX
Energy Corporation at the end of 2000: 194 of 410 members. These included approximately 170



member urban municipalities, plus associate members who included water commissions, rurd
municipdities, and non-profit groups. Essentidly, these entities felt that the price being offered to them
by ENMAX was better than the Regulated Rate Option.

In order to be able to Sgn the agreement, there were two prerequidites. Firgly, the entity had to bea
member or associate member of AUMA. Secondly, each entity wishing to Sign had to pay a
membership fee to become part of this aggregate group. Generdly, the larger municipdities (with the
obvious exceptions of Cagary and Edmonton who have their own retailers) joined, while many smaler
municipdities, particularly villages and summer villages, did not. Essentialy, an aggregate agreement for
electricity would be of no interest to an entity smal enough not to have its own community recregtion
fadilities, Sreetlights, or municipa buildings

For municipalities who signed this agreement, one of the mgor reasons to participate would be because
of the large expenses associated with community recregtion facilities. The agreement includes not only
munidpaly-run facilities, but facilities owned and operated by nonprofit associations listed in the
agreement whose hills go through the respective municipaities. Other mgor users include streetlights
and municipd buildings.

The specific price structure agreed to under that agreement is not public and therefore cannot be
recorded here. However, those municipdities who signed the agreement would argue that the main
benefit of the agreement is price stability. Effective January 1, 2001, dl entities Sgning the agreement
have a guaranteed, consstent price per unit for eectricity for five years. Of course, the main hope of
the participants would be that they would get alower price than if they had not aggregated. It will be
impossible to conclusively determine whether or not participants were better off to join until al of the
five years are completed, given the unpredictability and volatility of the market. Only hindsght will tell
thetde. But, at least when preparing their municipa budgets over the next five years, they can be
assured of astable per unit cost of eectricity being applied to dl of their facilities. Intimes of such
turbulence, there is a definite risk avoidance in this approach.

Part of the agreement includes time of use metering. Electricity will now be priced differently during
peak and non-peak periods, with lower prices naturaly being available during non-peak periods.
Those members signing the aggregate agreement will therefore be encouraged to promote operationd
efficienciesthat stress non-pesk use. ENMAX Energy, within the terms of the agreement, will help
sgness regarding their use of interval meters and operationd efficiencies. The concept of operational
efficiencies and time of use meterswill, of course, have impacts on the running of community recreation
fadilities. While municipditieswill be encouraged to maximize off- peak use, the redities of the Stuation
arethat it will be difficult to force hockey teams and swimmers to use facilities during periods of lowest
prices (eg., typicaly from midnight to 6:00 am.) On the other hand, clear efficiencies can be had by
reducing the use of ice making equipment a pesk times.

At thistimeit is unknown whether ENMAX will extend its offer to other members during the course of
the agreement. And, with this particular agreement being in effect until December 31, 2005, no thought
has been given to renewing this agreement. The next five years will give evidence regarding future



approaches.

The Alberta Association of Municipd Didricts and Counties (AAMD& C) has not done asmilar kind
of aggregate agreement. At present, there are sixty-seven counties, municipd districts, specidized
municipdities, and improvement digrictsin the Province. As noted above, some rura municipdities are
associate members of AUMA and have taken advantage of that aggregate agreement.

The AAMD& C has severd ways of dedling with eectricity prices. They are a strong lobbying force and
will continue to express their concerns at the highest politica levels, both on behdf of the municipdities
themsdaves, aswell as on behdf of their taxpayers. They are presently a members of Alberta Resource
Development’s Advisory Committee. And they will be included in the committee currently being st up
- announced by the Premier in early February - to take along-term look at dectricity prices. Similar
lobbying measures are used by AUMA.

Impact of Electricity Deregulation on Prices

All Albertans know that electricity costs have increased over recent years. However, Albertans cannot
agree on why prices have increased. Some blame deregulation itself and the way the changes were
implemented. Those who believe in deregulation may point to a number of other factors, including the
increase in natura gas prices - especidly a atime when naturd gas is becoming more sgnificant in the
generation of dectricity. Since the purpose of this paper is to discuss the impacts and implications of
electricity price increases rather than the reasons for those increases, the latter will not be pursued here.

At present, the output of eectricity in Albertais about 10,000 megawetts per years. By the end of
2005, an increase of 4,400 megawaits is expected. It is predicted that thiswill be sufficient to keep up
with demand. Hence, the increase in supply should have a positive, downward result on prices.

This has, in fact, sarted to hgppen. The eectricity auction in December of 2000 resulted in a market
price of between 11 and 12 cents per kilowatt-hour. By 2002, the auction priceis 6.8 centsand, in
2003, the price isdown to 6 cents.

Asnoted earlier, new legidation ensures a Regulated Rate Option for community recregtion facilities
until the end of 2003. The RRO for 2001 is 11 cents per kWh. What the future RRO will be, we do
not know. However, given auction prices for 2002 and 2003, we can perhaps be hopeful that it will be
lower than 2001. The Regulated Rate, decided &t the discretion of the Provincid Government, will use
this auction price as only one of the factors in determining the RRO. Other factors will include advice
from policy makers and economists, the costs incurred by utility companies, retallers, and generators,
and a determination of appropriate profit earnings

by investors. Of course, participantsin the AUMA aggregate agreement do not have to worry about
the Regulated Rate Option.

Furthermore, on February 6, 2001, Premier Klein announced plans to create a multi- party advisory
committee to advise on longer-term eectricity planning. This advisory committee has been struck to



“...provide alonger-term outlook that will enhance stability and confidence in the Province s energy
future’. The members, composed of diverse stakeholders involved in the eectricity industry, areto
provide both policy recommendations and analysis to the Government. 1t will be incumbent upon
interested groups to express their interest in this committee.

NATURAL GASDEREGULATION

The Natural Gas M arket

A diversity of playersisinvolved in the buying and sdling of gas: producers, marketers, midstream
companies, utilities, industrid consumers, and commercid and residentiad consumers.

Naturd gasisinitidly owned by agas producer. The producer has the option of retaining ownership of
the gas right up until it is delivered to the end-use consumer, or sdlling it a any of anumber of points
aong the way: the wellhead, the processing plant, on the transmission system, or a the inlet to a utility
system. Theinitid owner of the gasisresponsble for paying any costs that may be incurred up to the
point of delivery, including processing, storage, and transmission cods.

In most instances, the producer retainstitle to the gas until it leaves the processing plant or it reachesa
clearing point on the Nova Gas Transmisson system. At thistime, it is then sold to a marketing
company which has the transmission capacity to deliver the gas to a utility, alarge industrial company, or
other marketer. Alberta utilitiestypicdly buy from marketers and producers and transport the gasto the
consumer’ s gas meter.

When ancother retailer enters the picture and wishes to supply gas to a consumer, the retailer usudly
buys gas from a producer or marketer and arrangesto ddiver the gasto the utility that owns the local
disgtribution system serving that consumer. The retailer needs to aso hold trangportation capacity on the
utility’s system for ddlivery of the gasto the consumer on the consumer’s behalf.

The Gas Deregulation Process

Before 1975, there were no price controls on naturd gas. At that time, natural gas was often il
viewed as a by-product of ail; its use was very limited compared with today. For example, outside of
Alberta, it was not frequently used to heat homes. Nether wasit used by large industrid users nor in
the generation of dectricity asisthe case today.

In 1975, as the demand for natura gas began to increase, a concern about a shortfdl of supplies began
to arise. In order to attract drilling activity, prices were regulated to increase the price of naturd ges.
Indeed, following hearings by the Energy Resources Conservation Board, the price of natura gas dmost
quadrupled, from about 16 cents a thousand cubic feet to about 60 cents. Prices increased to such an
extent that consumers became concerned and the Federal Government threatened to intervene to keep
priceslow.

Eventudly the Province of Alberta and the Federd Government came to an agreement on prices. This



involved a price schedule that saw different prices within Alberta, in Toronto, and outsde Canada. As
part of the Nationa Energy Programme, gas prices were linked with oil prices. Asoil priceswent upin
the early eighties, so did gas. In Alberta, the Government chose to subsidize naturd gas pricesto
protect consumers.

However, the dramatic increase in naturd gas prices had the effect of spurring on huge drilling activity.
Suddenly there was a predicted thirty year surplus where only recently there had been fear of supply
shortages. Under natural market forces, this increase in supply should have put a downward push on
prices. However, the regulated price did not alow thisto happen. Therefore, on October 31, 1985,
with the Sgning of the Agreement on Natural Gas Markets and Prices- involving Alberta, British
Columbia, and Saskatchewan, as well as the Federd Government - natural gas prices were
deregulated. From this point onward, prices have been set by buyersand sdlers. At thetime, “buyers’
were generaly utility companies and large industrids while the sdllers were gas producers.

In 1988, deregulation was extended to include smal industrid consumers. Under the Gas Utilities
Statute Amendment Act, passed in 1990, dl Alberta consumers were given the right to select their gas
supplier. It took five years of negotiation to determine the gppropriate regulations to accompany this
Act - regulations which would protect individuad consumers and commercid enterprises. Therefore it
was not until 1995 that rules regarding the sale of natural gas to residentia and commercid consumers
were established.

In late 1998, resdentid retailers began entering the Alberta marketplace. However, gas prices were
generdly so low that choice of supplier was not an issue with consumers. It is only recently, with the
sgnificant price escadations, that consumers have begun to demand choice. Likewise, the Situation did
not attract alot of sdlers. At thistime, EPCOR is the only company sdling natural gas across the
Province.

Natural Gas Price Changes Under Deregulation

What has been the effect of gas deregulation since 1985? Initidly, drilling increased, surplus increased,
and pricesfell. In 1986, natural gas prices averaged about $1.50 to $2.00 aGJ. From then until 1998,
with a couple of minor “blips’, prices stayed rdatively constant. By 1998, the surplus was being eroded
across North America, as we began finding new uses for it. This began to force gas prices up and
drilling picked up. By late 1998, ail prices began to drop and drilling went into adump (Generdly,
when companies drill they do not know if they are going to find il or naturd or in what combinations -
hence the price of oil has an impact of drilling for gas). By the end of 1999, consumers were paying
between $3.00 and $4.00 per GJfor gas.

With the reduction of drilling in 1999, prices began rising Sgnificantly in 2000. As much of North
America had one of the coldest early winters on record, demand in November and December of 2000
shot up to about $10 aGJ. In essence, the two strongest influences dictating natural gas prices -
westher and drilling - merged to increase prices. Since then, with warmer temperatures and more
drilling, prices have been morein the range of $7 aGJ. Given the time lag between drilling activity and
when that gas is available to the consumer, the increased drilling in 2000 is liable to keep prices lower in



2001 than those witnessed at the end of 2000.

Predictions for the future indicate that the price of natura gas next January may be about $5 US - or
$7.50 Canadian - per GJ. Inthe long run, forecasters are estimating that gas will drop to the range of
$3 to $5 Canadian. Thisis about the same price range as we experienced in mid-2000. These
projected figures are also about double those being paid in 1998. So, while we can assume that the last
few months and the immediate future will be particularly harsh and that prices will go down, we camnot
assume that prices will, in the foreseeable future, return to the rates to which we had become
accustomed in the 1990's. Hence, we must conclude that natural gas will not return to pre-2000
levelsin the foreseeabl e future; this has significant implications for future planning by
municipalities.

Essentidly, the gas market has undergone afundamenta change. New sources of demand, particularly
for the generation of dectricity, are arising. Thisis beginning to sretch frontier supply sources, and we
are anticipating pipelines from Alaska and the Mackenzie Ddlta, as well asthe transport of natura gasin
liquified form from Audtrdia and the Mid East. Theincreasein prices of natural gasis aso encouraging
the return of cod for dectricity generation - in amuch more environmentdly friendly format. Of course,
if these factors eventually lead to an over supply Stuation, naturd gas prices could again fdl a some
point in the future.

REBATES

In order to counteract the increasing prices of naturd gas and dectricity, the Provincid Government
introduced rebates towards the end of 2000. It is essential to view the electricity and gas rebates
as two distinct programmes. The eectricity rebates are being financed by the net proceeds of
electricity auctions. Theintent isto redistribute the $2.2 hillion received from these proceeds back to
the people of Albertaduring 2001. Gas rebates are coming from genera revenue. The two rebate
programmes, a thistime, are intended to last for different periods of time.

Electricity Rebates

Virtudly al community recreation fadilities throughout Alberta- as long as they have independent
metered readings of less than 250,000 kWh annualy - will be digible for the Regulated Rate for
eectricity through their suppliers. In addition, they will receive arebate of 3.6 cents per kWh. With a
regulated rate of 11 cents per KWh and arebate of 3.6 cents, the net cost will be 7.4 cents per kwWh.
Therefore, when budgeting for 2001, those facilities on the Regulated Rate can assume a cost of 7.4
cents per kWh.

Wha isthe impact on those facilitieswho are included in the AUMA Aggregeate Agreement? Quite
amply, whatever price they have agreed to pay, they will till get the 3.6 cents per kilowatt rebate for all
of 2001.



There are no guaranteed electricity rebates after December 31, 2001.
Gas Rebates

Initidly, gas rebates were only targeted at individual homeowners. Since the original announcement,
there have been changes that quite clearly include municipdities and community recregtion facilities
Unlike eectricity rebates whose funding is coming from a specific, identifiable source, gas rebates are
coming from generd revenues.

Gas rebates will be in effect from January 1 to April 30, 2001. These months were chosen because
they are when gas prices are usudly at their highest and demand is pegked. Rebates will bein the
amount of $6 per Giggjoule up to a maximum of 5000 Giggjoules (GJ) per month for each of those four
months. Every entity billed - e.g., each arena, swimming pooal, or leisure centre - isindividudly digible
for thisrebate. The rebate will automatically appear on each entity’ s bill every month of the programme.

The question israised, then, as to the impact of this figure on community recreetion facilities. A smdl
rink uses about 800 Gj of gas per month. At $6 per Gj, thiswill result in a rebate of $4800 per month.
A swimming pool using 1700 Gj per month will receive arebate of $10,200 per month. A large leisure
centre, using 4300 Gj per month will get a monthly rebate of $25,800. Generally, the intent of the
programme isto get rates back to what they were in 1998.

In addition, a contingency fund has been set up to ded with cases of further need. The Provincid
Government will review access to this contingency fund on an individud basiss

There is no guarantee regarding rebates as of May 1, 2001. However, the present government is
committed to monitoring the Stuation with the intent of not causing undue strain on Albertans.

CASE STUDIES

In order to get a better understanding into how price increases are impacting municipdities, case sudies
were pursued as part of thisstudy. The following case studies were used:
. County of Y ellowhead

Town of Jasper

Town of Vermillion

City of Red Deer

City of Edmonton (city owned and operated facilities)

City of Cdgary (facilities owned and/or operated with community partnerships)

County of Yellowhead
The issues of energy and eectricity costs in the County of Y ellowhead have begun taking on ahigh

profile over the last few months. There are eight recreation boards throughout the County, composed
of volunteers, who manage three curling rinks, an arenalagricultural complex, and several community



halls. The County itsdf only runs one swimming pool. Hence, the mgority of facilities are run by non
profit groups.

In essence, these nontprofit groups, assigned the task of running community facilities, have a significant
roleto play in the County. Like many volunteer groups, it islikely thet their time is dways & a premium
and that thisis not the only use of their volunteer time. To add to their burden, they must dso ded with
deregulation processes and rebates. The increases in energy and electricity costs and the need to
manage these further put a significant onus on these volunteer recreation board members.

Another factor to which there may be alack of sengtivity isthe fact that each board runsits facility asan
independent venture. In cases where municipdities run facilities, it may be possible to take money from
one part of abudget to put into another. Recreetion boards running individua facilities do not have this
luxury; they are not part of a“bigger picture’. Moreover, their ways of rasng money - including some
monies from the municipdity, from Agricultural Societies, bingos, suppers, bake sdes, etc. - are limited.
All these factors together put quite a pressure on board members.

Energy and eectricity prices were not enough of an issue to cause amgor concern within the County of
Yelowhead in 2000. Thered problems became evident with the preparation of the 2001 budget, and
the hills that appeared at the end of 2000 and the beginning of 2001.

Naturd gas hills for the fourteen facilities within the County totaled $4,620 for January 2000. A year
later, in January 2001, the totd was $10,200, an increase of 120%. However, with the rebate
programme of $6 a GJ, based on a January 2001 consumption of 1400 GJ, the actua cost will be
$1800. So, while the boards likely had difficulty in raising the money before the rebate programme
became fully effective, in the find andys's costs were less than haf of what they were in January 2000.
The rebate programme had a dramatic effect. The worry iswhat will happen in the future, with the
uncertainty of rebates and pricesin the future.

On the assumption that rebates cannot be relied upon in the long run, the main impact of increased costs
has been felt by user fees. The amount of the user fee increases has varied from one board to another.
Minor operationa changes, such as turning down hest in some buildings, have aso been indituted.
Thereisthe fear and recognition that one way of handling the financia concern could be to take money
from programming into operations. However, reducing the numbers of programmes and increasing user
fees will together have the impact of decreasing the numbers of people using the facilities.

The rebates over the past few months have been appreciated. However, there is concern with what will
happen after the end of April 2001 regarding gas and at the end of 2001 regarding eectricity.

Town of Jasper
The Town of Jasper has an Activity Centre (arena, curling rink, racquet and squash courts, hall,

daycare, lounge, nursery school, meetings rooms, etc) and a swimming pool that are owned and
operated by the Jasper Improvement Digtrict.



The price of natural gas during the year 2000 ranged from $2.37 to $5.77 a Giggoule, with the highest
figures occurring in the last months of the year. Asthe year 2001 began, the figure was $8.77. The
total amount spent on natura gas for the facilities noted above was over $107,000 for 2000. Without
rebates, the 2001 figure would have been just about exactly double that: $214,000. Assuming the
rebate programme until the end of April, no financid assistance after that, and a constant price of $8.77
for the rest of the year, the costs will gtill be about $165,000 for 2001 - an increase of more than 50%
over 2000.

Given the likelihood of price increases, the Improvement Didtrict had budgeted for an overal budget
surplus of $80,000 in 2000 in order to provide acushion. The increases that occurred resulted in
wiping out that planned surplus. In order to acquire that surplus, and to account for the rising costs of
various supplies and materias associated with the running of the community recregtion facilities, user
fees have risen about 4% over each of the last four years.

Town of Vermillion

With a population of 4350, Vermillion’s community facilities are: two arenas, a curling rink, a culturd
centre, and aswimming pool. The first three are owned and financed by the Town. However, the
curling rink isleased to the curling club by the Town. The Town charges the club for 100% of the
operating cods of the facility and it is up to the club to recover those cogtsin any way it can. The pool
isowned and operated by Lakeland College. The Town's contribution to the running of the pool isthat
it equaly shares the annud deficit with the College.

In 1998, Vermillion was paying $2.40 per giggoule for gas (thisis aweighted average which reflects the
fact that more energy is used in the winter months). The figure in 1999 was $2.35 and in 2000 it was
$3.60. When the 2001 budget was initidly prepared - in the summer and fal of 2000 - afigure of
$4.00 per giggoulewas used. At that rate, energy costs of running the Town’s key community
recregtion facilities (two arenas and curling rink) were estimated to be $32,000 for 2001. With the gas
rebates for the first four months of 2001 and then assuming the present $8.77 for the rest of the year,
the figure is now estimated to be $40,000 for thisyear. If the current rate continues for al of 2002 and
if there are no rebates, the annud figure for 2002 will be $66,000 for natural gas. Thisis more than
doubled the figure for 2000 which was $29,000.

Electricity figure for the three facilities were $59,000 in 1999 and $61,000 in 2000. The estimate for
2001 is $70,000, with the inclusion of the 3.6 cent per kWh rebate. Since Vermillion is part of the
AUMA aggregate agreement, it knowsits rates for 2002 to 2005 inclusive. Without rebates, those
annua cogts will be $97,000.

The summary of figuresis asfollows

1999 2000 2001 (budget estimates, assuming rebates)
Electricity ~ $59,000 $61,000 $70,000



Naturel Gas  $ $29,000 $40,000

It is noteworthy that ectricity costs are higher than naturd gas for this municipdity - e.g., predicted to
be $70,000 and $40,000 respectively. Thisis because of the types of facilitiesinvolved. Making and
keeping ice and lighting the arenas and curling rink are huge eectricity users. Very little of the buildings
need to be heated - e.g., dressng rooms and some hesting in the sands. Indeed, if the buildings are
heated too much, of course, eectricity costs go up to keep theicel!

In total the energy and eectricity rates for 2000 were $90,000. With current rebates, the total for 2001
is$110,000. If there are no rebatesin 2002, total costs will be $163,000 (assuming $8.77 per GJ for
gas and the AUMA rate for eectricity). Thus, the increase from 2000 to 2002 for these utilities could
be over 80%.

Because of the AUMA aggregate agreement, Vermillion can predict its maximum dectricity costs until
the end of 2005 (i.e., excluding any further rebates). Gas codts are far more unpredictable at thistime
and therefore present the greater budgeting question.

Vermillion'srule of thumb isto recover 509% of its costs from user fees. Recently, user fee increases
have been minimal. Next year, they may have to increase 15 to 20%. Even at that, with utility cogts
increasing 80% over the last two years, thiswill do little to compensate.

The Town isfortunate in that therr facilities arein good condition. No mgor renovations, additions, or
new facilities are anticipated in the near future.

The Town is presently waiting for billsto come in to determine what, if any, operational measures can
be applied to help reduce cogts. They will discussissues with user groups to then determine how to
ded with increased cogts. Options may include energy audits, user fee increases, and efficiency
measures - e.g., making changes to roofs to reduce melting on the ice surfaces.

City of Airdrie

Most of the community recreetion facilities in Airdrie are operated by clubs or groups. Theseinclude
three sheets of indoor ice, owned by the City and leased to the Agriculture Society; the Town and
Country Centre which has eight sheets of ice for curling and two hals, owned by the City, but leased to
severd groups for operation; and a swimming pool and fitness centre owned and operated by the City.

The dectricity cogsfor dl of these facilities are included in the AUMA aggregate agreement, in which
Airdrie decided to participate. Even a that, dectricity costs are becoming an issue. The City would
like to assume that the ice sheets are being operated by the Agriculture Society without any implications
on the municipa budget. However, the City is presently in negotiations with the Society about the future
finances of these facilities. At this point, the Society istalking about a possible increase in user fees.
Tentetively, they have indicated to their user groups that fees will rise from $89.50 an hour to $94.50 an
hour, effective September 1, 2001. The Society isaso in the midst of tendering for an audit process that



will help them determine how to be more efficient with their use of dectricity and naturd gas.

Inthefdl of 2000, the City went to the Regiona Recrestion Board, asking for increases in user fees.
The Board did not agree, suggesting that an overal tax spread should not be ruled out. They generdly
felt that it was too soon to be recommending changes, that some history and better understanding of the
financia stuation were needed before changes were recommended.

Rebates are clearly making a difference. For example, natura gas costs in January 2001 were actudly
less than January 2000. Aslong asred market ratesto not have to be paid, the Stuation is not difficult.
At present, the City fedsthat it isin awaiting period to determine longer run implications.

City of Red Deer

The City of Red Deer owns and operates five arenas, two pools, a campground and an outdoor athletic
park. The new Collicutt Centre - over 20,000 square meters conssting of awave pool, other water
activities, afield house, two indoor soccer pitches, an indoor arena, gymnastics centre, an indoor
walking/jogging track, and various meeting rooms - will not be consdered here because much of the
facility isnot yet opened. In addition, there are anumber of community shelters operated by community
associations.

The operating figures for the Red Deer Areng, the biggest ice surface operated by the City, are as
follows

1998 1999 2000 2001(budget)
Electricity $52,000 $59,000 $65,500 $60,000
Natural Gas $14,000 $11,000 $24,000 $18,000

Thefiguresfor the Kinex Arena, asmadler rink in a building with afew meetings rooms are as follows:

1998 1999 2000 2001(budget)
Electricity $23,000 $28,000 $22,500 $28,000
Natural Gas $9,000 $8,000 $15,000 $12,000

The City of Red Deer is deding with the increased dectricity and energy costsin aunique way. Over
the years, Red Deer has acquired a Sgnificant cash reserve - the result of sound fisca management and
“planning for arainy day”. For the year 2001, aportion of thisis being set asde for the particular
purpose of paying for the increase in dectricity and gas prices. No matter what the extra costs are
above and beyond the budgeted figures, the extramoney will be coming from this account. Thetrue
budget figures for 2001 will then be used as a benchmark for future budgets. Given the volatility of
these cogts, exactly how these benchmark figures will remain amatter for discussion later this year,
during budget preparation. At that time, for example, the 2000 rebates will be taken into consideration
and a decison made regarding the likelihood of their being continued in the future.

Red Deer has aso been very adept at using specia funds and grants to retrofit and renovate its
community facilities buildings. These sources are generdly the Federd and Provincid governments.



Back in the 80's, under the Provincid Energy Management Programme, renovations were being done.
Most recently, under the Centennia Programme (a.combination of Federal and Provincid money), the
centra recreation adminigiration building is being renovated. Hence, knowing where the grants are, how
to access them, gpplying for them, and recaiving the funding has been another sound management
principle employed by the City.

The community associations who are respongible for running community shelters (often smal buildings
used as “ changing rooms’ for adjacent ice surfaces) are having problems. A recent meseting between
City of Red Deer administrators and representatives from these community associations reveded that
these groups are facing a combination of problems. One is the operating codts of their buildings. The
City has been giving each association an annua operating grant of $3250. In the pagt, this used to
cover operating cods, it no longer does. There is nothing left to be used for maintenance funding or to
pay for vanddism.

In addition, community associaions are finding it increesingly difficult to find the manpower needed to
man the facilities. Some volunteers are using their talents with specid events that have a clear beginning
and end. Finding volunteers who are interested in working at the community level on a continuing basis
is becoming increasingly difficult. Having to face the chalenge of dedling with risng operating costs just
adds to the volunteer burden.

City of Edmonton

The City of Edmonton was included in this study for the purposes of examining only those recreation
facilities that are owned and operated by the City. In particular, the ice facilities under consderation
involve four twin arenas, ten stand alone arenas, and five “shells’ - shdltersthat have been built over ice
surfaces, involving minima enclosed facilities (e.g., dressng rooms, washrooms, and minima ad hoc
Seeting capacity). Pools include two aguatic and recrestion centres and nine leisure centres, two senior
complexes and a city arts centre are dso included in this “pool” category in the City’ s budgeting
process. Within each of these two groupings (i.e., pools and arenas), thereis an understanding that it is
asagroup, rather than for each individua facility, that the budget has to be balanced.

The City also has anumber of “enterprise portfolios’ which are revenue generators and are expected to
operate at some profit. These categoriesinclude: attractions (e.g., Fort Edmonton and the VValey Zoo);
sport and fitness (e.g., Kinsmen Centre); the Muttart Conservatory and Municipa Golf Courses; the
City Archives, and severd cemeteries. Each of these are subsdized to a certain point through tax
levels. The remainder of their budgets are expected to come from revenues. However, to alow better
comparisons with other, smdler communities, the main discussion here will focus on arenas and pools.

Regarding the arenas indicated above, the actua budgets (rounded figures) for 1998, 1999, and 2000,
aswell asthe predicted budget for 2001 are:
1998 1999 2000 2001
Power* $1,188,000 $1,073,000 $1,063,000 $1,210,000
Gas $262,000 $285,000 $454,500 $398,000



* Power includes water, sewer, and dectricity

Given other datain this report, it may seem odd to see figures faling when significant increases could
have been expected. The power figure falling between 1999 and 2000 is one such anomoly. The
primary reason for thisfdl resulted from initiating the principle of “power shedding”, a policy
implemented in conjunction with the City’ s power provider, EPCOR. In gpplying this principle to
arenas, this essentidly means that the City intentionally shedsiits peak power |oads a arenas by shutting
the plants down for amaximum of two hours during peak times. 1t has been determined thet the ice will
not start to melt during this amount of time.

Another figure which may seem odd is the drop in gas prices from 2000 to 2001. Thisisexplained as
follows: In budgeting for gas from 2000 to 2001, the City chose to use the 2000 anticipated budget
figure, rather than the actua budget figure, asabase. Using that 2000 budget figure, an increase of
28% was used to caculate the 2001 figure. While the actual gas used in 2000 was as stated above
(over $450,000), the budgeted figure was only about 2/3 of that: $310,000). So the City got its 2001
by increasing that anticipated figure by 28%, arriving a $397,000. Somehow, the extra costs will be
absorbed somewhere esein the budget. The City has determined that thisis the way it wishes to dedl
with the voldility of the Stuation for the time-being. One of the issues that senior managers at the City
are presently dedling with is how to handle and distribute the gas rebates among City departments.

Essentidly, like Red Deer, the City of Edmonton has chosen a unique way to ded with the volatility of
the situation, using a method to take money from other sources in the short term. Once the Stuation
ettles down and becomes more predictable, alonger term gpproach to budgeting will be devised.

Also, like Red Deer, the City of Edmonton has been trying to cut dectricity and naturd gas costsfor a
number of years. Efficiencies have been targeted at both operation and construction.

Regarding operations, audits are continually being done to discover more efficient waysto run facilities.
New technologies are being used, such as roofs on arenas that help prevent theice from mdting. Staffs
are being trained to be energy conscious. The City has created an Energy Management Committee
which has energy projects throughout the City. And, when congtructing new facilities, the most energy
efficient products are used.

City of Calgary

In order to examine some different stuations from the City of Edmonton, the City of Cagary was
included in this sudy in order to acknowledge those recregtion facilities which are operated by
partnerships between the City and other bodies. These partnerships generdly arise when the City owns
land, but the facility is operated by another entity, sometimes with funding assstance from the City.

The mgority of these facilities recelves the Regulated Rate Option for dectricity, as previoudy outlined,
aswell asthe dectricity rebate. Because they generaly consume less than 5000 GJ of natural gas per
month, they aso receive the gas rebate as previoudy outlined.



Nonethdess, these facilities are noting the following problems:

uncertainty related to the nature of the rebate programmes,

consequent inabilities to do rdiable budgeting for the future;

resulting strain on volunteers and daff, as the environment gets less predictable and more
sressful;

congderation being given to reducing hours of operation and/or increasing fees,

cash flow problems;

depletion of reservesin order to combat cash flow problems;

concerns with the long-term viability of some community associations.

The City of Cagary has adopted a strategy for working with communities in attempting to solve these

probl

ems, asfollows:

establishment of an emergency fund of amaximum of $3 million to finance an energy assstance
programme aimed &t the targeted organizations;

secondment of temporary staff resources, using the above funds, to facilitate and coordinate
messures amed a dleviating the Stuation;

edtablishment of aworking committee, comprised of community members, City gaff, and
Enmax to draw up an energy contract for the targeted organizations,

advocacy and lobbying measures largely directed at the Provincid Government;

crestion of acommunity education programme to assist not-for-profit groupsin dedling with
energy pricing and itsimplications;

adminigtrative leadership and support for community groups to promote and investigate the
advantages of aggregation aswell asaleve playing field for al groups, regardless of past credit
higtory.

Given these case studies, some generd conclusions and recommendations can be made and these

follow.



FINDINGS
Prices

1. Both eectricity and natural gas prices, now that they are deregulated, are influenced by awide
variety of market factors, and are therefore very difficult to predict for the future.

2. This cursory andysswould optimigticaly indicate that prices for both natural gas and eectricity may
have peaked for the foreseeable future and are on adownward dope. However, the extreme volatility
of both markets makes predictions very unrdiable.

3. All community recrestion Sites who use less than 250,000 kwWh of power annudly are digible for the
Regulated Rate Option until the end of 2003. For 2001, that rateis 11.0 cents per kWh. However,
that figure can be changed at the discretion of the Provincid Government.

4. The Regulated Rate Option for 2002 and 2003 has not yet been determined. Therateis set by the
Provincid Government, in response to avariety of market factors. While the dectricity auction figures
for those years show a significant drop and a reduced Regulated Rate is hopeful, that will not necessarily
be the case.

5. Naturd gas prices are likely to remain high for 2001 and into 2002.

6. Roughly, longer term gas prices can be anticipated in the $3 to $5 per GJrate, in the same range as
rates in the year 2000.

7. Electricity rebates will be available until the end of 2001, a arate of 3.6 cents per kWh.
8. Naturd gas rebates, at $6.00 per Giggjoule, are only guaranteed until the end of April 2001.

9. Further rebates - and any changes to existing rates - for both natural gas and electricity are a the
discretion of the Provincid Government.

10. Rebatesfor eectricity are separate from the Regulated Rate Option or the AUMA aggregate
agreement. Any entity recelving ether can further deduct any pertinent rebate.

11. Municipdities can generdly benefit from becoming a part of aggregate agreements for eectricity.
Price gability isthe key attraction.

12. Naturd gas prices are likely to be more of an issue than eectricity. Prices are rigng fagter, the
current rebate programme will end soon, market prices are liable to remain high for some time, and
there is nothing smilar to the Regulated Rate Option and long term retall agreements which are
benefitting eectricity prices.



Impacts of Priceson Community Recreation Facilities

1. Community facilities run by medium to large municipdities may, in the short term, not be as
ggnificantly affected asthosein smdl communities. Thisis because the larger municipdities are cgpable
of “spreading out” the problem over alarger budget.

2. Conversdy, if prices continue to be high for long periods of time and if the rebate programmes are
hated, these larger municipadities will be a a dramatic disadvantage because of the large dollars
involved. Finding hundreds of thousands of dollars over ayear or two may be accommodated in the
short term through setting up specia accounts, drawing from reserves, or spreading out the problem but,
if the problem remains, huge amounts of “new money” will have to be found.

3. Fadlities run by community groups - whether in rura or urban settings - are particularly vulnerable to
fluctuations because they are independent and not part of alarger budget. In addition, they are often
run by volunteer groups who have limited means for raisng money and do not have the time to become
involved in the detalls of deregulation, pricing trends, and rebate offers.

4. Municipdities who have retrofitted their community facilities or built within energy conserving
guidelines are presently regping the rewards.

5. Community facilities can benefit from operationd efficiencies associated with the use of eectricity
and natura gas.

6. Theimpact of prices increases has not been as dramatic as was feared. This has primarily been
because of the Provincia rebate programmes.

7. Sudden halting of the rebate programmes will have serious consequences to community recrestion
fadlities

8. Municipdities are generally reacting to the price increases by a combination of user fee increases and
investigating operationd efficiencies.



Recommendations

1. Municpdities should investigate the benefits of aggregating their eectricity loads with other
municipdities and finding aretaler for the group, rather than individualy. The exception to thiswould
be smdl municipalities who do not have their own recreation facilities, streetlights, and/or municipa
buildings. Interested municipdities may gill be able to join existing aggregete arrangements.

2. Municipdlities should attempt to have community recreation facilities run by non-profit groups listed
as part of their aggregate agreements in order to provide them with ass stance regarding electricity cods.

3. Municipdities should work with their dectricity retailersin order to determine how to best use
electricity a both peak and non-peak periods.

4. The Alberta Recreation and Parks Association needs to recognize the increasing burden felt by
volunteer clubs, boards, and groups running community recreation facilities and determine if there are
ways of supporting or assgting them.

5. The Alberta Recreation and Parks Association should recognize the importance of energy auditsto
promote the efficient operation of community recregtion facilities. There may be away thet the
Association can spearhead or promote efforts amongst its membersin this regard.

6. The Alberta Recreetion and Parks Association should similarly recognize and promote the building
and retrofitting of energy efficient community recreation facilities.

7. The Alberta Recreation and Parks Association may wish to consder gpproaching the Provincid
Government about setting up afund explicitly for the financing of operations of community facilities, or,
dternatively, afund which gives municipdities the option of using the fund for operationa or capital
expenditures.

8. The Alberta Recreation and Parks Association should impress upon its members the importance of
knowing about al possible grants from Provincid and Federa Governments, aswell as from private
trusts and endowments, for the purposes of building and operating community recregtion facilities.
These sources of funding should be pursued to the maximum. There may be arole for the Association
to play in terms of gathering and communicating this information and even in asssting in the submission
of gpplications.

9. The Alberta Recreation and Parks Association should consider how it wishesto expressitsinterest in
the newly announced Advisory Committee on Electricity - likely on its own or through the Alberta
Urban Municipalities Association and/or the Alberta Association of Municipa Districts and Counties.

10. The Alberta Recreation and Parks Association should lobby for the continuation of rebates for
community recreation facilities.
11. The Alberta Recreation and Parks Association should lobby the Provincia Government regarding



the “stacking” effect of compound events on community recreation facilities. These include:

. increased downloading of responghilities on municipdities over the last number of years,
consequent municipa budget condraints;
the importance of a hedthy lifestyle, the role of community recreation facilities in promoting thet,
and the pogitive impacts of that on the costs of hedlth provison in the Province;
the importance of kegping user fees a aminimum and the impacts of increases,
the increase in energy cogts and the dramatic and negative impact those increases would have
without rebates.

12. The Alberta Recreation and Parks Association should determine a means of keeping their members
informed of energy price and rebate changes on an ongoing basisin order to ensure that information
being tranamitted is accurate, timdly, and useful.



