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COMMERCIAL ENERGY CONSUMERS ASSOCIATION 
OF BRITISH COLUMBIA 

INFORMATION REQUEST #2 TO ELENCHUS ON THE RATE DESIGN REPORT 

FortisBC Energy Inc. 2016 Rate Design Application Project No. 3698899 

19. Reference: Exhibit A2-10 page ii and page 6 

1. Rate shock 

• There are no generally <Jccepted principles t!1at provide clear guidance to 

regulators for defining rate increases that constitute rate shock. 

• Wl1enever a customer ci<Jss is faced witt1 <J !urge mte increase. it is reason<Jble for 

a regulator to consider w11et11er the increase will result in sufficient rate s11ock for 

customers in t11e ci<Jss to Wtlm:mt some fom1 of mih£taUon 

• While many utilities <:md regulatory Jgencies have no estatJiislled mettlo(J for 

quantifying rate st1ock, at least t\vo C<:madian regulators of natural gas utilities do 

address the issue of rate st1ock using Jn esta!Jiislled and consistent metlloclology. 

• Elenclius llJS ol)served that a common tllreshold for deftmng J rate/bill increase 

t11at constitutes rJte st1ock is a douiJie-digit increJse (i.e., greater t11an 1 0%). 

For electricity clistributors, the OEB has a policy requiring the filing of <J mitig<:~tion pl<:~n 

when the totJI bill impact is 10% or more for any customer class. The OEB expects all 

otller utilities to propose mitigJtion plans, or explain w11y a plan is not requirecl, wt1en tt1eir 

proposJis result in mGteriJI irnpacts to custorners 11 . 

The AUC considers tl1e overall cll<:mge in total custorner bills w11en tlpplying tile l 0% 

tl1resllold as tile potential rate shock indicator 1
::: 

19 .1. Are there regulators in the US of which Elenchus is aware that address the issue of 
rate shock using an established or consistent methodology and thresholds employed? 
If so, please provide the names of regulator, its jurisdiction and the methodology and 
thresholds employed. 

{00812969;1} 
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20. Reference: Exhibit A2-10 page 7 

• Tile first concept of f<Jimess rei<Jtes to tile ai)solute level of r<Jtes. Tile rates implied 

by <l regui<Jtor's analy1ic findings \.Vitll respect to a utility's revenue requirement 

cost alloCiJtion and rGte design, taking into Gccount all consicleratlons other t11an 

rate sl1ock will, by definition, i)e rates that are fnir and equitable in tem1s of the 

slrme of costs recovered from eacl1 class ancl from inclividu<:~l customers witllin 

each CIClsS. 

• Tile second concept of fairness relates to the rate of change in rates, or more 

importantly t11e change in a customer's average monthly bill 13 , as a result of the 

justified rate changes. In many circumstances, a significant increase in customer 

bills can result in real or perceived hardship for customers that are sufficiently 

severe that the increase is considered inequitable. Tl1is inequity may justify 

moderating the impact on customers by reducing the increase that would otherwise 

be implemented, although t11e necessary consequence is that some other 

customers will have higl1er rates than would have been required in the absence of 

the mitigation of rate shock for the customers with the largest increases. 

20.1. Please confirm that rates already found 'fair and equitable' by regulators may be 
adjusted by regulators and still be 'fair and equitable' even ifthere has been no 
change in the cost structure. 
20 .1.1. If not confirmed, please explain why not. 

20.2. Please confirm that the existence of rate shock does not preclude the Commission 
from addressing other considerations and balancing these considerations against the 
bill impacts. 

21. Reference: Exhibit A2-10 page 8 

Elenchus has observed that a common tl1reshold for defining a rate/bill increase that 

constitutes rate shock is a double-digit increase (i.e., 10% or more). Tl1is view of rate 

shock appears to be more reflective of perceived societal values than any analytic basis 

for defining undue hardship resulting from a rate increase. Indeed, the hardsllip resulting 

from a rate increase is more closely correlated to income than the rate increase itself. 

Further, since customers tend to focus on the change in their total bills, ratl1er than 

changes in individual components of the bill, it is typical, and in tile view of Elenchus more 

appropriate, to define rate shock in terms of tile increase in tile total bill. 

21.1. Please confirm that a 10% rate increase does not in and of itself constitute rate shock, 
and that the percentage rate increase should reasonably be evaluated along with other 

{00812969;1} 
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issues such as the actual increase when the Commission evaluates the existence of 
rate shock. 
21.1.1. If not confirmed, please explain why not. 

22. Reference: Exhibit A2-10 page 9 

FEI's proposed rates for all rate classes are within the i 0% rate increase tl1resl1old. 

Furthermore, FEI's approach as indicated in the Procedural Conference dated April 5, 

2017, appears to be consistent witll tile approach tl1at lias been accepted in otl1er 

jurisdictions. 

22.1. Is Elenchus referring to the OEB and the AUC as the 'other jurisdictions'? 
22.1.1. If not, please identify the 'other jurisdictions' to which Elenchus is referring. 

23. Reference: Exhibit A2-10 page 10 and 11 and page 13 

charge. It is common for utilities to also recover some portion of customer-related costs 

through the volumetric charge, presumably with the rationale that the volumetric charge 

is a proxy for the value of service to customers. Maintaining a low fixed basic monthly 

charge also serves to maintain custorner connections even for customers witll low 

demand. This approach is consistent with the rnarginal cost of serving connected 

customers (i.e., it is financially beneficial for a utility to encourage connected customers 

to continue to take service, even if their volume is rninimal, and avoid 11aving them 

discontinue natural gas service). Nevertheless, there appears to be a trend toward 

recovering a larger proportion of customer-related costs through the monthly basic 

charge, which improves equity as measured by fully allocated costs. 

Conceptually, cost allocation principles imply that to reflect cost causality the fixed charge 

sl1ould mirror customer-related costs as identified in tl1e cost allocation model, wl1ile 

variable energy and demand charges should reflect energy and demand-related costs. 

Nevertheless, rate-setting is also often influenced by value of service considerations that 

result in a lower fixed charge wl1icl1 keeps bills down for customers witl1 below average 

demand. This approach can encourage increased penetration in terms of the number of 

customers connected although this is arguably accomplished by embedding a cross

subsidy of low-volume users by the higl1er volume users in t11e same rate class. 

23 .1.1. Please confirm that 'value to customers' is covered by the Bonbright Principle 
for efficient pricing, and if not, please describe how it fits into Bonbright Principles. 

{00812969;1} 
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24. Reference: Exhibit A2-10 page 14 

There appears to be two primary reasons for utilities not recovering their fixed costs 

through fixed charges: 

1. Doing so may result in rate shock to customers' bills. 

2. This approach may run counter to a Government policy objective of encouraging 

conservation. 

Alternatives to FEI's one time 5% increase proposals could include: 

• No one-time increase 

• One time 5% increase and subsequent annual adjustments to the fixed cl1arge(s) 

• One time increase greater than 5% 

These are commented on in the following subsections. 

24.1. Please confirm that another reasonable option would be a one-time increase of a 
lower amount (eg 2%) with subsequent increases to the fixed charge or multiple 
increases of different sizes. 
24.1.1. If not confirmed, please explain why not. 

24.1.1.1. If confirmed, please also confirm or otherwise explain that the 
advantages of such a proposal would be a directional 
improvement in cost/cost causation, directional improvement in 
the ability for FEI to recover its costs, and minimization of rate 
impacts. 

24.1.2. If confirmed please also confirm or otherwise explain that the disadvantages 
of such a proposal would be that the improvement in cost/cost causation and 
the ability for FEI to recover its costs would be delayed vis a vis the 
alternative. 

25. Reference: Exhibit A2-10 page 9 and page 14 and page 15 

FEI is proposing a one-time 5% increase to fixed daily basic charge and corresponding 

decrease in the volumetric delivery charge. This type of changes is typically referred to 

as a change in the fixed-variable split. As indicated in the delivery cost COSA rnodel, 

The benefits of no one-time increase are that it would eliminate potential bill impacts for 

low-use customers and it would be consistent witll Government policy of encouraging 

customers to reduce their consumption of natural gas. 

{00812969;1} 
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The disadvantages of no one-time increase are that fixed cl1arges billed to customers will 

deviate further from the fixed costs imposed by customers on tile utility and a larger 

proportion of fixed costs would be recovered through the variable charge resulting in more 

uncertainty to the utility of recovering its approved revenue requirement. In addition, 

keeping a higher variable charge is a disincentive for the utility to maximize the 

effectiveness of its conservation progran1s. 

Please confirm that the advantages of an increase in fixed charges include improved cost/cost 
causation relationships within the rate class. 
25 .1. Please confirm that the disadvantages of no increase also include ongoing 

subsidization of lower volume customers by higher volume customers. 
25 .2. Please elaborate on the uncertainty FEI could experience in recovering its approved 

revenue requirement due to having a higher proportion of fixed costs recovered 
through the variable charge. 
25.2.1. Please explain how this uncertainty is affected by PBR and by cost of 

service ratemaking. 

26. Reference: Exhibit A2-10 page 15 and page 16 

3.3.2.3 MORE THAN 5% ONE TIME INCREASE 

Taking into consideration potential rate shock to customers, especially low use 

customers, another alternative to FEI's one time 5% increase is to increase the fixed 

charge by more than 5% based on what is considered to be the maximum tolerable bill 

impact for low use customers. Low use customer could be a customer that used natural 

gas only for cooking, for example. A 5% increase in the fixed distribution charge will result 

in a smaller percentage increase in total customer bills after commodity and transportation 

cl1arges are taking into consideration. 

The benefit of this alternative is that it will allow t11e utility to recover a larger proportion of 

its fixed costs from tile fixed cl1arge and better align fixed cl1arges witll fixed costs. 

The disadvantage of this alternative is that it runs counter to Government objective of 

encouraging conservation by increasing fixed charges and reducing variable c11arges 

sending the opposite price signal to customers tl1at reduced energy consumption results 

in lower customer bills. 

{00812969;1} 



6 

Please confirm that the benefit of aligning fixed charges with fixed costs is primarily one of 
improved fairness related to cost causation. 

27. Reference: Exhibit A2-10, page 16 

Elenchus notes that increases in the fixed monthly charge in excess of 5% l1ave been 

cornrnon in tl1e Ontario electricity sector; however, these increases have been the direct 

result of the OEB's policy decision to require all distributors to transition to a fully fixed 

distribution charge. In addition, large percentage increases in fixed charges are common 

in cases where utilities l1ave a relatively low basic monthly cl1arge and increase the 

cl1arge by a relatively srnall dollar amount, especially in cases w11ere the utility maintains 

a rounded amount (for example, an increase from $20 to $25 would constitute a 25% 

increase but would typically not be considered to result in rate sl1ock). 

27 .1. Please elaborate on why the 25% increase discussed above would not be considered 
to result in rate shock. 

28. Reference: Exhibit A2-10, page 20 

Specifically, AltaGas excluded tl1e gas cost recovery c1'1arge when calculating the cross 

over point between small and large general service classes38 , wl1icl1 is different from the 

metl1od used by FEI. 

4.3 ELENCHUS ANALYSIS 

It is noted that tile gas cost recovery charge is collected through a rider at the same rate 

for small and large general service customers served by AltaGas, which means that the 

economic crossover volume is the same whether the commodity cost is included in or 

excluded from the calculation. However, this is not the case for FEI where different 

commodity costs exist for small and large commercial customers. The difference is due 

to the different method of regulating gas costs. For Alta Gas, gas costs are excluded from 

the cost of service study and are recovered by a mont111y rider applied to all sales service 

rates unless othervvise specified to ensure that customers pay neither more nor less than 

the actual costs39 For FEI, the commodity component of the gas cost is allocated to 

customers based on throughput while storage and transport components are allocated 

using the load factor adjusted volumetric basis. 

It is common practice to recover commodity costs in a separate commodity rate; hence, 

commodity costs will not have an impact on tile cross-over volume. Excluding commodity 

costs therefore simplifies the calculation with no loss of information. 

{00812969;1} 
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28.1. Please provide Elenchus' view ofFEI's allocation ofthe commodity component of 
the gas cost based on throughput. 

29. Reference: Exhibit A2-10, page 21 and 22 and 25 

2 

• A review of the benefits/disadvantages of requiring a minimum load factor to 

qualify for a specmc rate for industrial rate classes 

·=· What is a typical minimum toad factor used in other jurisdictions, if any? 

·=' An explanation of the benefits/disadvantages of different load factor levels. 

FEI does not have a minimum load factor requirement for the industrial rate classes and 

it is not proposing to introduce a minimum load factor although many other natural gas 

distributors do have a minimum load factor. 

There are four utilities in the jurisdictional revle·w that require a minimum load factor to 

qualify for specified industrial rate. vl'hich is one method that can be used to provide high 

load factor custorners v.;ith lower rates that are reflective of their lower causal costs 

relative to volume. Table 2 below summaries the load factors requirements. 

Higher load factor custorners are less expensive to serve on a volurnetric basis than lower 

load factor custorners since they require less distribution capacity, less storage for load 

balancing and/or less upstream transportation for a given volume of natural gas. 

Consequently, lower rates are justified for higher load factor custorners unless the rate 

structure consists of customer, demand and energy rates that correspond closely to the 

corresponding costs drivers. 

{00812969;1} 

Hov.;ever, Elenchus notes that the effects of a minimum load factor can be quite complex. 

For example. Enbridge proposed to lov.1er the load factor requirement from 50% to 40% 

under Large Volume Load Factor in proceeding EB-2012-045950 . It was stated that the 

reason for lo'Nering the load factor requirement vias based on tvlo concerns: 

• To facilitate continuity of service under this rate for custorners 'Nho implement 

energy efficiency rneasures: and 

• To provide a choice for general service customers with load factors greater than 

40% to take service under tl1is rate. 
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29.1. Would it be reasonable for FEI to introduce a minimum load factor? Please explain 
why or why not. 

29.2. Please provide Elenchus' views as to any impact that would likely arise from the 
introduction of a minimum load factor. 

30. Reference: Exhibit A2-10 page 33 

Table 4: R:C Ratio Range of Reasonableness 

AltaGas61 95'10 to 105% 

ATC062 95%) to 105% 

Union Gas63 Close to unity64 

Enbridge65 Close to unity 

Centra Gas66 1 oo~~0 

SaskEnergy67 95% to 1 05C}'0 

51 AUC Decision 2014-139 (May23, 2014), page 17. 

52 EUB Decision 2006-062 (June 27, 2006), page 3. 

53 OEB EB-2011-0210, Decision and Order, page 81. 

64 Elenchus interprets "Close to unity" as a smaller range than 95% to 105%. 

50 OEB Order EB-20 12-0459, page 6 of 63. 

66 Centra Gns tvli:lnitob<1 Inc. 2013.114 Generul Rate Application, Appendix 15.2, page 2 of 5. 

67 SaskEnergy lncorporutecl Rate Application - 20 16, slide 1 \J 

68 Exhibit B-1. Section 6, p<1£1e 6.34, lines 22 to 23 

30.1. In some cases following up on the above did not result in available information. 

{00812969;1} 
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31. Reference: Exhibit A2-10 page 34 

For example, if the range of acceptable R:C ratios in a jurisdiction is between 0.90 and 

1.10 and customer class A has a ratio of 0. 91 and customer class B has a ratio of ·1.11, 

rebalancing in order to bring the ratios to '-lvithin the acceptable range ~ovoulcl require that 

the R:C ratio for customer class B be reduced to 1.1 0 and customer class A v;ou\d have 

to have its rates increased to absorb the reduction in revenues from custorner class B. 

probably resulting in a ratio for customer class A that would be higher than 0.91. There 

is no requirernent to bring the R:C ratios for either customer class to be equal to ·1.00. 

Rebalancing is done to bring all customer classes within the accepted range of R:C ratios. 

Any resulting shortfall in revenue requirement resulting from reducing rates to customer 

classes that have R:C ratios that are above the upper end of tl1e accepted range, would 

be recovered from customer classes that have R:C ratios be\0\v 1.00 and/or that have the 

lowest R:C ratios. The exact steps used to rebalance rates vary across jurisdictions with 

no approach being analytically superior to any other. The preferred methodology is a 

matter of jliclgment. 

31.1. Please provide the Fortis BC Rate Rebalancing and Rate Design presentation at 
https :/ /www .fortisbc.com/ About/Regulatory Affairs/Elec Utility/Documents/RDA %200pen% 
20House%20presentation%20July%2026%20final.pdf 
31.1.1. Please confirm that the above presentation is a F ortisBC presentation for a 

Public Open House. 
31.2. Please provide the FortisBC Inc. 2009 Rate Design and Cost of Service Analysis 

Decision at http://www .ordersdecisions. bcuc.com/bcuc/ decisions/en/111613/1 I document. do. 

31.2.1. Please confirm the above Decision is a BCUC decision for FortisBC Rate 
Design and Cost of Service. 

{00812969;1} 
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32. Reference: Exhibit A2-10, page 40 and page 41 

10. 

The Ministry of Social Development and Social Innovations (the Ministry) runs crisis 

assistance progran1s tl1at are designed to help lovv income customers. Under the 

Essential Utilities Supplement Prograrn, a crisis supplernent for essential utilities may be 

provided if recipients have reacl1ed their monthly or annual limit for crisis supplements, 

exhausted all resources, and do not have the ability to maintain essential utilities for their 

horne ~;vhen served with a disconnection notice or faced \Viti! tl1e inability to re-establish 

essential utilities. The essential utilities supplement counts tov-lards a recipient's 

cumulative annual limit for crisis supplements. Another progran1 administered under the 

Ministry's supervision is tile Utility Security Deposit program under 'Nhich a supplernent 

may be provided to assist recipients of income. hardship. and disability assistance vvith 

the cost of securing service for electricity or natural gas81 . 

32.1. Please provide the level of assistance that is available through the Ministry of Social 
Development and Social Innovations under the Essential Utilities Supplement 
Program. 

33. Reference: Exhibit A2-10, page 41 

In Alberta, an one-time financial assistance to lov/ income individuals or families facing 

utility disconnection is provided by Alberta Works/Alberta Supports or Canadian Red 

Cross84 . For Manitobans, the Employment and Income Assistance Program (EIA) provide 

lo'..v-incorne consumers help with their utility costs85 . 

3 3 .1. Would Canadian Red Cross assistance likely be available in BC as well? Please 
explain. 

{00812969;1} 




