
 

 

Reply to:  Leigha Worth 
lworth@bcpiac.com  

Ph: 604-687-3034  

Our File:   

 

June 14, 2018 

VIA EMAIL 
 
 
Mr. Patrick Wruck  
Commission Secretary and Manager  7661 
Regulatory Support  
British Columbia Utilities Commission  
Sixth Floor – 900 Howe Street  
Vancouver, BC V6Z 2N3    
 

Dear Mr. Wruck: 
 
Re: FortisBC Energy Inc. 2017 Price Risk Management Plan ~ Project 

No.1598917 
 
Please be advised that we continue to represent the British Columbia Old Age 

Pensioners’ Organization, Active Support Against Poverty, Disability Alliance BC, 

Council of Senior Citizens’ Organizations of BC, and the Tenant Resource and Advisory 

Centre: the ratepayer group known in this and other BCUC regulatory processes as 

BCOAPO et al. and BCOAPO.  The constituent groups of BCOAPO represent the 

interests of low and fixed income British Columbians and, more specifically in this 

process, the interests of FEI’s low and fixed income residential ratepayers. . As such, 

BCOAPO’s member organizations have a direct and material interest in the outcome of 

the application dealing with FEI’s hedging activities. 

 

Introduction 

 

This is a process arising out of Commission Order G-168-17: an order that directed FEI 

to revise or file addenda to its 2017 Price Risk Management Plan (“PRMP”) to address 

a number of BCUC issues identified in its August Scoping Decision.  FEI then filed the 

current revised PRMP Application on January 5, 2018, calling it its 2018 PRMP. 
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FEI engages in Price Risk Management Planning in an effort to mitigate the potential 

volatility in the price of natural gas by purchasing hedges to preserve the current price 

lows as far as possible into the future while balancing cost and the ever present risk that 

the cost going forward will remain flat or even decrease, rendering purchases made 

now valueless or losses. 

 

Submissions on the 2018 PRMP 

 

BCOAPO has reviewed the record and does not oppose the Application but would like 

to offer its views on the proposal. 

 

BCOAPO’s main concerns with hedging plans generally are three-fold: 

(i) Hedging activities may not materially reduce volatility; 

(ii) Activities that are initially hedging in nature at some point 

metamorphosize into speculative ventures; and  

(iii) Hedging may achieve a reduction in volatility but at an excessive 

cost. 

 

In respect of the first point, BCOAPO inquired at Exhibit B-7 BCOAPO IR 1.4.1 about 

the perceived lack of evidence regarding hedging’s performance in reducing volatility.   

 

The IR and FEI’s response are reproduced below. 

 

4.0  Reference: Exhibit B1, Application and 2017 Price Risk Management Annual 

Report  

 

4.1  There appears to be no information in the application or in the Annual 

Report with respect to volatility reduction due to hedging. Can FEI confirm 

that it has no evidence in support of its volatility reduction objective at this 

time?  
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Response:   

  

Not confirmed. FEI has included information with respect to volatility reduction 

due to hedging in both the 2018 PRMP and the 2017 Annual Report. The 2017 

Annual Report includes Figure 3 and provides a discussion of projected gas 

costs with and without hedging. Section 4.3.1 of the 2018 PRMP discusses how 

fixed price swaps are an effective way of locking in market prices to reduce the 

impacts of market price volatility on gas costs and commodity rates. Figure 4-5 in 

the 2018 PRMP shows the potential results of a hedging strategy, combined with 

the rate setting mechanism and deferral account, in mitigating commodity rate 

volatility as compared to one without the use of hedging. Furthermore, the results 

of the survey, discussed in Section 3.3 and provided in Appendix A of the 2018 

PRMP, provide evidence of the preference by customers for bill stability.  

 

BCOAPO concedes that FEI has provided some information on volatility reduction in its 

evidence but BCOAPO was hoping that FEI would have this information in a 

quantitative form measured in terms of standard deviation.  This information would have 

had a greater impact on our ability to assess FEI’s PRMP. 

 

Figure 3 of the 2017 Annual Report appears to show only that the CCRA WACG was 

lower with hedging than without hedging over the period April 2017 – November 2017.  

It is not apparent, visually at least, that there is any difference between the two cases in 

terms of volatility.   

 

BCOAPO agrees that the description provided in Section 4.3.1 provides a qualitative 

explanation as to how hedging reduces volatility. 

 

With respect to Figure 4-5 in the 2018 PRMP, the graph looks as though there is less 

volatility in the hedging simulation versus the base case going forward.  BCOAPO will 

refine future requests on this issue to request the statistical reduction in standard 
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deviation and the coefficient of variation (standard deviation divided by mean) for 

graphical evidence. 

 

In respect of the question of speculation versus hedging, in this instance BCOAPO is 

satisfied by the responses provided by FEI at Exhibit B-5 BCUC IR 1.5.1 and Exhibit B-

7 BCOAPO IR 1.3.1and 1.3.2. 

 

Concerning the issue of hedging benefits coming at excessive costs, BCOAPO notes 

that the historical hedging gains/losses per GJ provided at Exhibit B-7 BCOAPO IR 

1.5.1 show that there are many more years of hedging losses than gains.  To BCOAPO, 

that, in itself, is not of concern.  What concerned BCOAPO was that for most of the 

years that losses were realized the magnitudes were significant with respect to (i) the 

AECO/NIT prices of gas provided at Exhibit B-1-2 on page 6 in Figure 3.1 and (ii) the 

historical FEI commodity rate data provided at Exhibit B-1-2 PRMP Figure 3-7. 

 

However, BCOAPO was satisfied with FEI’s explanation regarding hedging losses in a 

period of falling commodity prices, the layering approach, the fact that the losses 

occurred in a historically atypical period of declining spot prices, and that FEI’s strategy 

has been refined going forward.  Further, BCOAPO appreciates that per para 42 of 

FEI’s argument there are no incremental administration costs of implementing its 

hedging proposal. 

 

BCOAPO submits that so long as future volatility is reduced at a reasonable cost (in 

terms of associated administrative costs and hedging losses) it is of benefit to 

ratepayers who value bill stability – a concern shared especially by low-income 

ratepayers.  

 

BCOAPO agrees that there is currently far more commodity price upside risk than there 

is on the downside: as such, BCOAPO fully supports efforts to lock in current low price 

levels for a future in which commodity prices are likely to increase. 
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BCOAPO requests that for future PRMP applications, (i) FEI attempt to develop a 

methodology that would allow a comparison of volatility with and without hedging 

measured statistically ex post, and (ii) FEI give some thought to developing an overall 

metric by which to evaluate the efficacy of its hedging strategy ex post.  Such a metric 

could involve the resource and execution costs of the program, the ex post reduction in 

volatility, hedging gains/losses for example. 

 
 

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

 
Original on file signed by 
 
Leigha Worth 
Executive Director, General Counsel 
 
cc. BC Hydro Regulatory Group 
 
 


