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URB Hearing

The Retail Gasoline Dealers Association (RGDA) of Nova Scotia has been the voice
of gasoline retailers for over 60 years (from 1948 —2011). During most of this
time, the Industry operated under Petroleum Products Pricing Regulations
administered by the then Board of Public Utilities. To help understand the role
and history of the RGDA, we have included in our brief a copy of our 40"
Anniversary Commemorative Publication as well as recent copies of Industry
media that helps describe the manner in which we currently communicate to the

Industry.

The Association has always been governed by an Executive Director, a board of
directors and office manager. Board members normally serve 3 year terms and

are geographically representative of the province (attachment A).

The RGDA has periodically appeared before the Public Utilities Board during these
years to apply for adjustments to retail margins or respond to other important

issues affecting retailers and/or the Industry.
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After 35 years of Petroleum Products Pricing Regulations in Nova Scotia, in 1991
they were discontinued. At that time there were 925 retail outlets and retailer

margins were 4.6¢ litre for full service (attachment B).

From the time pricing regulations were discontinued in 1991 up to the year 2005
when the Association responded to retailer’s requests to fight for a return to

regulations, the number of outlets had declined to 503.

Reasons for retail outlet closures included the advent of self service, changing
vehicle technology, government legislation, more demanding business operating
skills, volatility in prices and declining retail margins. As a consequence of retailer
closeouts, it followed that average annual volume sales per outlet increased

(attachment C).

The challenges retailers around the province faced during 2003-2005 from
uncontrolled pricing activity from wholesalers were so serious that during 2005
up to March 29, 2006, there were 70 retail outlet closures (attachment D). Every
county in Nova Scotia except Guysborough experienced retail outlet closeouts

during this period.
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The high rate of retailer closeouts and motoring public discontent with every day
pricing uncertainty prompted the then Conservative Government to establish an
All Party Select Committee to review petroleum products pricing practices within
the Industry. The outcome of the Select Committee Hearings and resulting
recommendation ultimately led to the reinstatement of Petroleum Product

Pricing Regulations effective July 1, 2006.

The reintroduction of regulations created a renewed confidence in the Industry
and in the years following, new retailers invested in opening or reopening outlets
around the Province. The new outlet openings also contributed to growth of new
independent oil company wholesalers entering the Industry, especially in rural

areas of the province (attachment E).

Currently, there are two more independent wholesalers entering the Industry,
namely Sonic Fuels and Parkland Fuels, which bring the total number of oil

company wholesalers in the province to 27 including the majors.
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While these positive signs of new Industry investment are beneficial to retailers,
and the motoring public, factors beyond the Industry are now creating serious
challenges to the economic viability of retailing gasoline throughout the province
regardless of whether they are independents, corporates, agency operations or
otherwise. Higher costs of business arising from minimum wage increases, rising
product costs, credit card costs, utilities, and more make it necessary for retailers
to generate more margin from gasoline sales in order to survive and keep up with
new investment requirements related to security as well as credit card processing

technology advancements.

Every retailer in the province has been equally impacted by increases in minimum
wages, credit card costs and utilities. Since 2006 almost all other operating
expenses have increased as well however, the impacts from other operating
expense increases vary by retailer. For this exercise we will focus on the 3 main
operating expense lines, as mentioned because combined they can normally

represent about 60-70% of the total cost of doing business.
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Minimum Wage Increases

Since petroleum product regulations were introduced in 2006, minimum wage

rates have increased by 35%.

Year Rate % increase
April 1, 2006 $7.15 5.1
May 1, 2007 $7.60 6.2
May 1, 2008 $8.10 6.6
April 1, 2009 $8.60 6.1
April 1, 2010 $9.20 6.9
October 1, 2010 $9.65 4.9

April 1, 2006 (7.15) to October 1, 2010 (9.65) = 35%

Minimum wage increases have a greater impact upon the retail gasoline Industry
than on many other Industries. Reasons for this include the majority of attendants

hired at retail outlets are paid minimum wages as many are part time, students or
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new workers. Furthermore, minimum wage increases have a ripple affect on the
entire payroll. In other words as the wage rate spread or range between higher
paid attendants and those paid minimum wages shrinks, retailers face increased

pressures from higher paid employees to maintain their differentials.

For these reasons, gasoline retailers for the most part feel the full impact from

minimum wage increases.

Retail gasoline margins throughout the province vary significantly. Retailers not
on regulation are subjected to whatever margins the wholesaler will provide. It is
our understanding that self serve margins average 4.0 cents a litre and slightly
higher for full serve. Retailers who are on regulation earn consistent margins
between 4.0-5.5 on self serve, with urban markets priced more at the 4.0¢/litre
margin and rural markets, lower volume outlets, closer to, or at, maximum
margins. Self serve industry volume within the province is estimated at 80% or
more of the entire Industry volume. For this reason, we are using 4.0¢/litre in our

illustration describing the impact of minimum wage increases upon retail margins.

Generally accepted management practices within the retail gasoline Industry

suggests that payroll costs for self serve offerings range from 25-40% of retail
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margin and 50-70% for full service. In this scenario, a 35% increase in minimum

wages since 2006 would affect retail margins as follows:

(Assuming wage costs @ 30% of margin for self serve and 60% for full serve, the

impact upon retailer margins is as follows)

Impact on Retail Margins @ 4.0 ¢/litre
Self Serve ¢/litre Full Serve ¢/litre

Wage Costs 1.2 -
S/s @ 30%
Wage Costs - 2.4
F/s @ 60%
Minimum Wage 42 .84
increase @ 35%
New Wage Costs 1.62 3.2
Cents/litre

As can be seen, the 35% increase in minimum wages since 2006 is having a
significant impact upon retailer margins. It is challenging especially for
independent retail gasoline dealer operations where average annual volumes
tend to be lower. In this example at minimum regulated margin levels, approval of
the 1 cent/litre application would provide a net margin improvement of 0.58

cents/litre for self serve and 0.16 cents/litre for full serve to cover all other
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expenses. Further insight into the impact upon independent retailers from
minimum wage increases is referenced in the attached article from the Canadian

Federation of Independent Business.

Credit Card Surcharges

The cost of providing credit card services continues to be a high cost of doing
business. When gasoline prices rise, not only does cost of product require greater
capital investment (i.e. inventory and cash flow) but the cost of handling and
processing credit cards increases as well. An unfortunate fact of life within the

industry, product shrinkage and drive offs have become more expensive as well.

Halifax Regional Police Captain Kevin Tulk advises that 1,862 reported thefts
under $5000 occurred at gas stations in HRM in 2010. He calculates an average
cost of $14.60 per incident. Industry experience around the province indicates the

problem is much more severe with many thefts not reported.
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A $14.60 theft based upon a 1.00/litre purchase price and 4.0 cents/litre margin
requires additional sales of over $360.00 or about 7 fill ups, to recover the loss

(attachment F).

Bank credit cards i.e. Visa, Mastercard, American Express, Debit and Fleet Cards
cost retailers about 2% of the value of every credit card purchase. Transaction
fees range from 1.80% - 2.10% and processing equipment (i.e. G Site or PassPort
Systems) can cost 12-15 thousand dollars. As well, inevitably there are charge

backs and/or thefts.

In this industry, the overwhelming majority of gasoline sales are paid by credit
cards. Credit card sales can range from 60%-75% of total sales for the business.
Assuming an average of 70% of sales being on credit cards, the cost to all retailers
in the province resulting from regular unleaded product prices since 2006 is as

shown:
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Halifax (HRM ¢ Minimum Prices
Year End Self Serve Regular | Credit Card Costs
Unleaded Prices @ 70% (¢ /litre)
2006 $104.0 1.46
2007 $107.2 1.50
2008 $117.7 1.65
2009 $96.3 1.35
2010 $105.8 1.48
2011 Y.T.D. $116.3 1.63

Source: The Kent Group http://www.kentmarketingservices.com

As can readily be seen, credit card costs represent a huge portion of the total
retail margin and are more costly to rural retailers than urban because of
transportation costs. Credit card costs combined with wage costs together can

be great enough to almost equal minimum regulated margins.

Utility Costs

Heat, light and water costs have risen substantially since 2006. For the most part,
after wages and credit card surcharges, utilities can be the next highest cost of
doing business. Since March 2006, the commercial rate for hydro alone has risen

by over 26%.


http://www.kentmarketingservices.com/

13 |

Year % Rate Increase (Sm Gen)
March 10, 2006 8.6
April 1, 2007 4.7
January 1, 2009 9.3
January 1, 2011 3.5

From 2006 ¢ 2011 the increase is 26.1%

Again, such a large increase in a major expense line makes it impossible for

retailers to absorb or find alternatives to offset the impact.

As indicated, retailers throughout the province, regardless of operation have all
been equally hit by rising costs of minimum wages, credit cards costs and utility

costs.

Examples from the attached 20 financial data reports illustrates the costs of

utilities on a cents/litre basis (attachment G).

e S Cost of Utilities S 222,403
e Average Utility Costs S 11,120

e Total Gasoline Volume (litres) 52,256,000
e Average Gas Sales (litres) 2,612,800

e Average Utility Costs — ¢/litre 0.43
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URB Application
2010 Retailer Reports @tility Costs0- ¢ per Litre
2010
Retailer # Utility Costs $ | 2010 Volume mL
1 $4,113 1,565
2 $ 4,389 1,342
3 $ 15,957 5,419
4 $ 18,223 1,018
5 $ 12,342 4,016
6 $ 9,906 2,671
7 $ 12,762 3,842
8 $ 10,061 1,410
9 $ 10,432 1,340
10 $ 14,621 4,945
11 $ 8,080 3,383
12 $ 6,330 791
13 $ 2,500 905
14 $ 2,940 765
15 $ 5,677 2,084
16 $ 24,398 4,180
17 $ 4,892 2,708
18 $ 41,140 6,257
19 $ 12,890 3,165
20 $ 750 450
Totals $ 222,403 52,256 mL
Averages $11,120 2,612 mL
Utility Costs - ¢/litre 0.43 ¢/litre
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A quick summary of the impact upon retail margins in 2011 from minimum wages,

credit card charges and utilities only is as follows:

Self Serve Costs ¢/litre ¢ 2011

Minimum wages 1.62
Credit Cards 1.63
Utilities 0.43
Total 3.68

The attached financial data reports received from most counties within the
province present an overview of other related operating expenses that further
illustrates the need for greater retail margins. As well, the Nova Scotia C.P.l. has
risen by over 6 % on all items excluding energy (attachment H) i.e.2006

Consumer Price Index @ 107.1 and 2010 C.P.I. @ 113.9.
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Again, because of the variation in fixed and variable expenses from retailer to
retailer we have only used 3 main expense lines in the illustration. Other expenses
such as advertising & promotion, licenses, taxes, fees, maintenance & repairs,
supplies, telephone, vehicle expenses, rent/mortgage, travel, office training, shop
supplies, tools and more can, be seen on the attached financial reports. Average
other expense costs taken from the financial reports illustrates these costs can

normally range from 1.4 ¢/litre up to 10.4 ¢/litre, making it difficult to average.

Cumulative Average Retailer Operating Costs 7 cents/litre

e Minimum Wages $1.62
e Credit Cards $1.63
e Utilities S .43
e Average Other Expenses $3.00

Total Average Costs (cents/litre) $6.98

As can readily be seen our application for a 1¢/litre increase in self serve margins

will be fair and reasonable in light of the additional costs of doing business.
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URB Application
2010 Retailer Reports O/ OE A O

% @RAlitrd© A O 6

Excluding Wages, Credit Cards and Utilities

Annual
Gasoline Sales Costs Z
Retailer # Other Expenses (m/litre) cents/litre
1 $22,594 1,565 1.4
2 $ 29,086 1,342 2.2
3 $148,196 5,419 2.7
4 $41,201 1,018 4.0
5 $ 76,840 4,016 1.9
6 $ 63,725 2,671 2.4
7 $171,494 3,842 4.5
8 $ 81,469 1,410 5.6
9 $36,488 1,340 2.7
10 $151,988 4,945 3.1
11 $122,698 3,383 3.6
12 $30,174 791 3.8
13 $30,369 905 33
14 $14,896 765 1.9
15 $21,757 2,084 10.4
16 $53,590 4,180 1.3
17 $120,999 2,708 4.5
18 $235,697 6,257 3.8
19 $148,411 3,165 4.7
20 $2,700 450 0.6
Totals S 1,604,372 52,256 mL 3.0
Average Operating Costs 3.0 ¢/litre
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Affordability of Increase Application

Since 2005 the RGDA has tabulated weekly pump price survey results, excluding
taxes, from 60 major Canadian cities. This survey is conducted by M.J. Ervin &
Associates Inc/Kent Marketing Services.com, well known, respected and generally
regarded as experts in this area of statistical gathering and presentation. This
weekly National pump price comparison has been very helpful to, not only better
understand the impact from Petroleum Product Pricing Regulations in Nova Scotia
vis-a-vis the rest of Canada, but also to illustrate average pump price differentials

on a cents/litre basis across the country (attachment |).

The 2010 year end survey results indicated that since regulations were
introduced, Halifax retail prices, excluding taxes, for regular unleaded gasoline,
were again lower more often than the Canadian average. As well, the weekly
comparison of 2010 indicates that an additional 1.0 cent/litre increase in retail
prices would not significantly change the positioning of Nova Scotia within the
survey. Had the 2010 prices in Nova Scotia reflected the proposed 1.0¢/litre
increase, the number of weeks Halifax prices would have been lower than the

Canadian average would have been 36 versus 47. We feel this scenario further
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justifies the approval of our application for an increase. Attached year end 2010
letter to the Premier of Nova Scotia outlines our efforts to communicate this

information to all interested stakeholders within the province.

Impacts From Approval of Application

The majority of the motoring public would be impacted from an increase of 1
cent/litre in self serve retail margins. There would be negligible impact from a 2.5
¢/litre increase in full serve minimum margins. Only those retailers who sell full
serve gasoline at self serve prices would potentially be impacted by our
application. Currently there is no difference in minimum margins for self serve
and full serve i.e. 4.0¢/litre so no differential exists in these very limited
circumstances. Our application would create a differential 1.5 ¢/litre from self
serve minimum prices to full serve minimum prices thereby making it impossible
for prices to be the same at minimum levels. However at maximum self serve
margins and minimum full serve margins, there could be identical prices for those

retailers choosing to price that way.
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In Prince Edward Island, Newfoundland and New Brunswick there are regulations
that mandate differentials that effectively prevent this pricing anomoly from

occuring.

In terms of the impact upon Nova Scotian motorists from essentially the one

cent/litre increase in self serve margins, the following examples are illustrations:

Average Cost Per Registered Vehicle in the Province:

e Total Estimated annual Industry Volume 1,190 billion litres

e Estimated Self Serve Industry Volume @ 80% 952 million litres

e |ncrease of 1¢ litre @ self serves $9,520,000

e Total number registered vehicles in Province 686,713

e Average Annual Cost/Registered Vehicle $13.80

o Average Weekly Cost/Registered Vehicle $0.27 cents
(Attachment J)

More specific examples of costs to some of the motoring public resulting from

approval of our application are as follows:
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e Assume Annual Kilometers Driven @ 25,000 km

e Assume 60% City and 40% Highway Driving

2011 Chev Malibu 7 Vehicle Consumption & Cost

City Highway
22MPG or 7.3 km/litre 33MPG or 11km/litre
15,000 km driven 10,000 km driven

Litres Consumed
15,000 k + 7.3 k/l = 2,054 litres 10,000k + 11.0k/I = 9009 litres

e Total litres consumed are 2,963 litres per year

e Additional costs from 1¢ litre increase is $29.63 or 57¢ weekly

(attachment K)
1998 Tovota Tercel
City Highway
27MPG or 9km/litre 35 MPG or 11.7km/litre
15,000km driven 10,000km driven
Litres Consumed
15,000 + 9 km/litre = 1,333 litres 10,000 + 11.7 km/litre = 854 litres

e Total litres consumed are 2,187 per year
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e Additional costs from 1¢/litre increase is $21.87 or 42¢ weekly

(attachment L)

2007 Honda Fit

City Highway
28MPG or 9.3 km/I 34MPG or 11.3km/I
15,000 km driven 10,000 km driven

Litres Consumed
15,000 k + 9.3 km/I = 1,612 litres 10,000k + 11.3km/| = 884 litres

e Total litres consumed are 2,496 litres per year
e Additional costs from 1¢ litre increase is $24.96 or 48¢ weekly

(attachment M)

2006 Chevrolet Silverado 7 8 cvl & 4 wheel drive

City Highway
15MPG or 5km/litre 19 MPG or 6.3km/litre
15,000km driven 10,000km driven

Litres Consumed
15,000 + 5 km/litre = 3,000 litres 10,000 + 6.3 km/litre = 1,587 litres

e Total litres consumed are 4,587
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e Additional costs from 1¢/litre increase is $45.87 or 88¢ weekly

(attachment N)

As can readily be seen, approval of the application will mean an additional cost
to the motoring public of Nova Scotia equivalent to far less than the cost of a

weekly cup of coffee.

Every province in Canada east of Ontario has some form of Petroleum Products
Pricing Regulations. Nova Scotia and Prince Edward Island regulate maximum and

minimum margins.

Currently in Prince Edward Island minimum self serve margins are 4.5 ¢/litre and

the maximum margin is 6.5¢/litre.

Full serve minimum is 6.5¢/litre and maximum is 9.5¢/litre. In New Brunswick,
maximum self serve margins are 5.0 ¢/litre and full serve is 7.5¢/litre. The New
Brunswick EUB has currently engaged Gardner Pinfold Consulting Economists Ltd
to provide the board with an analysis of the Industry since margins, delivery costs

and full service charges were last established.
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In Newfoundland, the retail margin for regular unleaded self serve is 6.25 ¢/litre.
Full service margins are 8.90 ¢/litre and there is a 3.0¢/litre maximum difference

between self serve and full serve prices.

Atlantic Canada Gasoline Margins ¢/litre
Self Serve Full Serve
Min Max Min Max
1. New Brunswick n/a 5.0 n/a 7.5
2. Newfoundland n/a 6.25 n/a 8.9
P.E.I 4.5 6.5 6.5 9.5
Nova Scotia (Existing) | 4.0 5.5 4.0 n/a
3.  Nova Scotia (Proposed) | 5.0 6.5 6.5 n/a




23 |

1. Petroleum Product Prices in New Brunswick are currently under

review for fall of 2011.

2. Retailers in remote locations in Newfoundland are allocated
additional 2.35¢/litre for full service i.e. 11.25 ¢/litre. Full Serve set at

maximum 3.0¢ per litre above self serve.

3. Approval of this application going forward will position retail gas
margins in Nova Scotia at essentially the same level as the rest of

Atlantic Canada.

While the recommended increase in minimum full service margins of 2.5 ¢/litre
may appear to be significant, there are several issues related to this

recommendation that require elaboration.

Full service gasoline sales represent an estimated 15-20% of the entire Industry
volume in Nova Scotia. Furthermore, based upon the RGDA weekly prices survey,
the majority of full serve outlets are already priced well above the proposed

minimum margin for full serve (attachment P). As has been shown, Newfoundland
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and Prince Edward Island already have differentials between self serve and full
serve minimumes, as well New Brunswick has a maximum retail margin differential

of 2.0¢/litre between self and full service.

Full service offerings have declined significantly over the years and there is a
growing segment of the population that continues to express a desire to stop this
decline and in fact encourage more retailers to reinvest in full service. Seniors,
disabled persons, tourists and new drivers will continue to require full service

offerings.

For a variety of reasons, some retail outlets both independent and oil company
controlled, continue to sell full service at the same minimum price as self service.
These outlets may be adversely affected by an increase in the minimum price for
full service, especially if they try to compete head on with a self service outlet
nearby. None the less, if the Industry is to be encouraged to invest in new
employment opportunities, training and associated costs of providing a full
service offering, as well as to respond to the growing needs of seniors, disabled
persons, tourists and new drivers, something must be done to stabilize this

investment area of opportunity.



25 |

Retail gasoline dealers in Nova Scotia have been hit very hard by the rapid
increase in costs of doing business. It has been 5 years since retail margins were
adjusted. Approval of the application by the RGDA will help enable retailers,
especially independent rural retailers, to remain in business so that the motoring
public throughout the province will continue to have reasonable access to full

serve and self serve levels of service.



