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Topic 1:  FEI Obfuscation of Amalgamated Transmission Cost of Service for  
  Large Industrial Customer Firm Service and Current R:C Ratio  
  Significance in Rate Design 
 
FEI is proposing to combine the VIGJV, BCH IG, and Creative Energy under a new proposed 
RS22.  In FEI’s opinion these 3 customers are similar and in BCUC’s IR No. 1 the Commission 
asked the following [1], 
 
===================================================================== 

 
================================================================== 
 
The Commission’s question was asking for FEI’s opinion on the similarities and differences 
amongst 3 distinct customers and the average RS22 customer.  The Commission was also asking 
FEI for the “existing R:C ratios and M:C ratios before rate design proposals and rebalancing”.  
FEI’s response was that the VIGJV and BCH IG R:C and M:C ratios were “not applicable”.  
Previous utilities have disclosed VIGJV’s R:C ratio [2], so it follows VIGJV’s R:C ratios have been 
historically applicable to rate design.  It appears that FEI is communicating the VIGJV R:C ratio 
“after” rate design proposals, but appears to be silent on the current R:C ratio for the VIGJV. 
 

1. What is the current R:C ratio for the VIGJV, calculated as per the past practice of 
other utilities that have served the VIGJV (namely exclusion of distribution plant costs 
for the VIGJV)?  In your response please use the current amalgamated utility cost of 
transmission service, not the regional cost of transmission service. 
 

2. What is the current R:C ratio for the BCH IG, calculated as per the past practice of 
other utilities that have served BCH IG (namely exclusion of distribution plant costs 
for the BCH IG)?  In your response please use the current amalgamated utility cost of 
transmission service, not the regional cost of transmission service. 

 
Catalyst Paper asks that FEI exclude distribution demand costs in answering the two questions 
above so that a reader will be informed of how the VIGJV’s current R:C ratio before rate design 
proposals and rebalancing compares to historical R:C ratios.   
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The recent process of amalgamation and postage stamp rate design resulted in a rate reduction 
because the amalgamated utility’s average cost of service was less than the equivalent cost of 
service within the smaller utility, FEVI [3].  The same should apply to the VIGJV, where previously 
FEVI’s cost of transmission demand on a volumetric basis was higher than the amalgamated 
utility’s average cost of transmission demand.  From this it follows that the VIGJV  should see a 
lower cost of service under the amalgamated utility.   
 

3. Please confirm that VIGJV’s current and proposed RS22 rates have benefitted from 
FEI’s amalgamation. 

 
Using disclosed information, Catalyst Paper estimates that the current R:C ratio for the VIGJV 
under amalgamation (existing firm revenue compared to fairly allocated amalgamated service area 
transmission costs) is 163 % based on [4] and [5].  In a rate design process to combine certain 
customers into groups it is essential to know the starting point for each customer in terms of R:C 
ratio in the amalgamated service area as well as the proposed Final COSA R:C ratios. 
 

4.  Please submit FEI’s estimate for VIGJV’s current R:C ratio detailing how the cost 
allocation is performed with respect to distribution costs and definition of 
transmission service area. 

 
FEI supported all FEVI core customers receiving a rate reduction from amalgamation [6].   
 

5. Please confirm if FEI supports similar treatment for the VIGJV and BCH IG under 
amalgamation?  If not please explain.  

 
6. Please confirm that the VIGJV’s current cost of service on a volumetric basis is less 

than it has been in historical COSA such as [2].   If this is not the case, please explain. 
 
FEI’s Written Reply Argument on COSA and revenue to cost ratios stated, “Catalyst disagrees that 
it should be allocated distribution costs under the proposed Rate Schedule 22, especially in 
comparison to the grandfathered treatment of Rate Schedules 22A and 22B.” [7]. 
 
The VIGJV has not had distribution demand costs allocated to it in any COSA since 1991 and RS 
22A and 22B have not had distribution costs allocated since at least 1993.  There is no precedent or 
history to justify adding distribution demand costs to the VIGJV, nor 22A and 22B.   
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7. Please confirm that FEI believes all transmission customers should be allocated a 
portion of distribution demand costs. 

 
8. Please confirm that FEI believes distribution customers and transmission customers 

should be charged the same rate. 
 
In previous Commission decisions, the Commission has explicitly acknowledged a distinction 
between “distribution” and “transmission” customers when it stated, “The Commission is cognizant 
both of fairness considerations and the possible disincentives to potential new transmission 
customers.  Therefore, it intends to monitor Centra’s rates for both distribution and transmission 
service to ensure that no undue burden is placed on any one customer class.” [8]    
 

9. Please confirm that FEI acknowledges the existence of transmission customers within 
the amalgamated utility. 

 
10. If there are no transmission customers within the utility, please provide the date when 

FEI’s last transmission customer stopped operating. 
 
In the previous Commission decision, the accepted cost allocation for “transmission” customers was 
a fully allocated cost of service [FACOS] for Firm Transportation [FT] and the utility’s cost 
allocation was described by the Commission as, “Centra allocates transmission capacity costs 
using a one coincident peak methodology.  Centra defines this method as the allocation of demand 
(transmission capacity) cost on the basis of a single demand value for each class at the time of the 
transmission system peak demand.  Specifically, Centra proposes to allocate transmission capacity 
costs based on the firm contract demands of customers and the physical design capacity of the 
system.  Centra allocates transmission capacity for the CDS [Centra Distribution System] as the 
residual of total system capacity less the contract demands of the Joint Venture, BC Hydro and 
Squamish Gas.” [9] 
 
The Commission’s determination was that the full cost of service for “transmission” customers was 
$ 0.749/GJ (not including RDDA amortization), as proposed by the utility [10].  
 

11. Please confirm that FEI’s proposed RS22, which allocates distribution costs to the 
VIGJV and BCH IG is consistent with previous Commission approved cost allocation 
methodologies for transmission customers. 
 

12. If not, please detail differences between the proposed RS22 and previous 
methodologies. 
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Topic 2: “Postage Stamp Rate Design” of Large Industrial Firm Service 
 
FEI is proposing to combine the VIGJV, BCH IG, and Creative Energy under a new proposed 
RS22.  In FEI’s opinion these 3 customers are similar, should be combined, and that by combining 
these 3 customers a valid cost of firm service for all large industrial customers in the amalgamated 
service area can be established. 
 
FEI also has 14 other similar large industrial customers (non-bypass) in the same amalgamated 
service area that have identical requirements in terms of high volume, firm service. 
 
FEI in this application has justified the combination of the VIGJV, BCH IG, and Creative Energy as 
following from amalgamation and common rates design [11].  In FEI’s 2012 Common Rates, 
Amalgamation and Rate Design Application [12], FEI states the following, 
 
================================================================= 

 
====================================================================== 
 
Since FEI is now proposing to have similar large volume, firm transportation customers in the 
amalgamated service area with wildly varying rates (22A, 22B, and 22 proposed), it appears that 
FEI is not following their own stated goal that, “Postage stamp rates will be equitable for all 
customers and eliminate the rate discrepancies across FEU service areas.”  (emphasis added). 
 
If FEI were to combine all 17 non-bypass similar Large Volume Firm Transportation (LVFT) 
customers across the common service area, and apply transmission costs only for cost allocation 
(RS22A, RS22B, VIGJV, and BC Hydro IG [2],[8],[9],[10] and [13]), this would represent a true 
cost of providing this service across the region. 
 
As Mr. Todd explained during the SRP, “… you may want to consider picking different classes if 
there is customers who cannot be served at distribution pressures.”,  “… you don’t want to 
differentiate customers by how they’re served because of location, but how they’re served because 
of what their requirements are.”, and “this becomes what we call classification, how we structure 
our rate classes and it’s not really a cost allocation issue, because the way you structure rate 
classes then has an effect on the way you do cost allocation.” [14]  (emphasis added). 
 
From this it follows that LVFT customers should be grouped together in a common rate class.  This 
common rate class should be treated equally irrespective of where they are located on the Fortis 
transmission system.   
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13. Please confirm that FEI agrees with Mr. Todd’s assertion that customers should be 
served on the basis of what their requirements, rather than where they are physically 
located within the service area. 

 
14. Please confirm that FEI agrees with Mr. Todd that customers that cannot be served 

with distribution pressures/mains may be treated differently than distribution 
customers that have lower requirements for pressure and volume. 

 
15. Please confirm and detail if FEI has explored the option, has performed any 

calculations, of a LVFT rate class across the amalgamated service area.  If yes, please 
provide the data. 

 
 
 
According to FEI’s table below [16] the total firm demand of all 17 high volume, industrial 
transmission customers is 37,008 TJ/year.   
 

16. Please state the total cost of service for the combined group in total dollars per year 
excluding distribution demand costs in $ per year.  
 

17. Please calculate the average volumetric cost of transmission service ($/GJ) for this 
group of 17 large, firm industrial customers. 

 
18. Please summarize in a table the variance between the cost of service calculated in (17) 

and the cost of service for each of  RS22A, RS22B, VIGJV, and BCH IG. 
 
 
 
 
 
 
======================================================================= 

 
======================================================================= 
 
In FEI’s 2012 Common Rates, Amalgamation and Rate Design Application, FEI stated the 
following about postage stamp rates [19], 
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======================================================================= 

 
======================================================================= 
 
As FEI and EES Consulting state, “… it is difficult to justify the continued rate disparity given the 
precedent of postage stamp rates in the Province and the variations in cost of service within 
postage-stamped service areas of the FEU already”, and “ … customers are grouped into rate 
classes to reflect differences in usage patterns and connection costs.”[19]   (emphasis added). 
 
Additionally, in FEI 2016 RDA, FEI highlighted the government’s support for postage stamp rate 
design with letters to the Commission noting [20], 
 
 
 
===================================================================== 
 

 

 
======================================================================= 
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The government stressed, and FEI endorsed, that common rates benefit all customers and provide 
access to services at the lowest average cost and promote investment equality across common 
service areas. 
 

19. Please describe and justify whether the proposed RS22 reflects the postage stamp rate 
design principles as described in the quotes above. 

 
20. What type of roadblocks to implementing a single LVFT rate class would FEI expect? 

 
21. Would these roadblocks differ significantly from the roadblocks FEI encountered in 

proposing postage stamp rates in FEI’s 2012 Common Rates, Amalgamation and Rate 
Design for all core customers?  If so, how would they differ? 

 
 
Topic 3:  Alternatives to the Proposed RS22 
 
If the RS22 proposal is accepted, the cost of service for all future industrial firm transmission 
customers would not be the lowest average cost of service at $ 0.972/GJ, and that may hinder future 
investment. 
 

22. Please confirm if FEI believes the proposed RS22 promotes future investment at the 
average cost of service for all LVFT customers?  If yes, please explain. 
 

23. Please confirm whether FEI is open to considering modifications to RS22 as proposed. 
 
 
Topic 4:  VIGJV Firm and Interruptible Revenue in Rate Design 
 
The treatment of VIGJV’s revenue has varied over time.  During the SRP when Mr. Gosselin was 
asked about the treatment of VIGJV revenue in the 2012 COSA, and Mr. Gosselin stated, “I believe 
all of the JV’s revenues, IT, firm, were brought as credits to the cost of service and allocated 
across.” [21]    
 

24. Please fill in the table below to indicate where the VIGJV revenue has been accrued 
and allocated.  This will enable the reader to understand the historical and current 
treatment of VIGJV revenue with respect to rate design and how the revenue has been 
allocated into deferral and surplus accounts that have had material impact on system 
wide rate design decisions.  (Numbers shown in the table are not real, they are for 
illustrative purposes only). 

 

 
 
In FEI 2012 Common Rates, Amalgamation and Rate Design Application, FEI was proposing to set 
postage stamp rates and the overall impact was that FEVI and FEW rates were to drop and FEI 
Mainland rates were to increase over time, resulting in a common, flat rate across the service area.  
Surplus funds from FEVI, mainly the $ 90.3 M surplus in FEVI’s RSDA, would be transferred to 
FEI and used to mitigate the rate increases for other FEI customers [22].  Essentially, FEVI 
customers were handing over the RSDA surplus to FEI Mainland customers up front to offset some 
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of the rate adjustments resulting from amalgamation.  In return for the upfront payment, FEVI core 
customers received reduced rates under amalgamation. 
 

25. Please explain/detail, with the use of the data submitted in the above table, how much 
VIGJV total revenue went into the RRDA, 2009 Surplus Account, and RSDA.  How 
much of the $ 90.3 M surplus in FEVI’s RSDA transfer to FEI was directly attributed 
to VIGJV revenue? 

 
26. Was the VIGJV revenue contribution to the $ 90.3 M RSDA FEVI transfer to FEI 

considered when FEI was contemplating rate design options for the VIGJV?  If yes, 
please explain what credit was allocated to the VIGJV.  If no, why not? 

 
27. Has any quantity from the FEVI RSDA transfer been allocated to any other rate 

class?  If yes, please detail the amount by rate schedule. 
 
FEVI core customers received a benefit for their contribution to the RSDA, but FEI is proposing to 
allocate zero benefit to VIGJV for its contribution to the RSDA as the VIGJV’s contract is set to 
expire.  
 

28. Please provide the rationale for allocating no benefit to the VIGJV for its contribution 
to the RSDA. 

 
FEI/EES have stated numerous times that, “… interruptible loads cannot be measured in a cost of 
service study …” [23].  However, FEI has many years of historical experience in serving 
interruptible loads and therefore should have some data from which to extrapolate some estimates. 
 

29. What is FEI’s best estimate for the cost of interruptible transmission service on a $/GJ 
basis?     
 

In the FEI 2016 RDA, Annual Review for Compliance Filing [24], FEI reported the revenue and 
volume as shown in the table below.  FEI shows all revenue, including revenue from bypass, special 
rates, and RS22 interruptible, but the purported revenue from VIGJV on line 50 excludes VIGJV’s 
interruptible revenue.   
 

30. Why does FEI not forecast interruptible revenue from VIGJV and does forecast 
interruptible revenue for RS22 and RS22B?   

 
In previous determinations with respect to the handling of VIGJV’s interruptible revenue, the 
Commission has acknowledged, “In certain situations IT revenues may be credited to the customer 
cost of service, …”, “The reduction to the RDDA [Revenue Deficiency Deferral Account] balance 
will substantially benefit the CDS [Centra Distribution System] and other HPTS [High Pressure 
Transmission System] customers over time.”, and “Also recognizing that circumstances change, the 
Commission directs Centra to review the allocation mechanism in its next Rate Design 
Application.” [25].    
 

31. Does FEI believe its circumstances are sufficiently different from that of Centra Gas to 
trigger a review the allocation mechanism for VIGJV’s IT revenue? 

 
It appears that the VIGJV IT revenue that was allocated to Centra/TGVI’s RDDA was determined 
by the Commission to, “benefit the CDS and other HPTS customers over time.” [25]  It appears that 
the definition of CDS and HPTS customers covered all Vancouver Island gas utility customers 
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including the VIGJV and BCH IG, but excluded Mainland, Columbia, and Inland customers.  From 
this it follows that the removal of VIGJV’s IT revenue as a credit to its cost of service was not 
intended to be for the benefit of FEI Mainland customers. 
 
 

32. Please confirm whether the VIGJV has received any benefit for its contribution to the 
former Vancouver Island utility’s RDDA, 2009 Surplus Account, or RSDA. 

 
 
 
 
=================================================================== 

 
===================================================================== 
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Topic 5:  Comparison of VIGJV, BCH IG, and Creative Energy in the Proposed  
  RS22 
 
 

33. Does FEI consider the impact of rate increases on energy intensive trade exposed 
customers differently than customers that are not (e.g., regulated utilities) 

 
 
 
 
Topic 6:  Vancouver Island Transmission System Capacity, Usage and  
  Implications for Transportation Balancing Costs 
 
Historically, gas utilities on Vancouver Island considered the total High Pressure Transmission 
System (HPTS) capacity and allocated peak day demand for customers accordingly [27], see below. 
====================================================================== 

======================================================================= 
 

34. Please fill in the table below, as per [27 ] above, to enable the reader to understand the 
historical increase in peak day demand and transmission on the Vancouver Island 
transmission system and how the Mt. Hayes facility has been used to accommodate 
actual peak day demand. 
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The VIGJV delivers its own gas to Huntingdon/Sumas on a daily basis, and expects FEI to transport 
their gas from point A to point B on a daily basis.  VIGJV does not expect FEI to store VIGJV’s gas 
on a daily or weekly basis.   
 

35. Please explain how the VIGJV’s take-or-pay firm contract demand causes FEI to 
incur daily balancing costs.  Please provide an example to show the cost components.  
If Mt. Hayes is used to supply a portion of this commitment please show how this cost 
is calculated. 

 
36. Does VIGJV’s interruptible service attract balancing costs to FEI, if so please 

quantify?  
 

37. What is the forecast balancing cost for VIGJV’s interruptible service under FEI’s 
current proposal? 

 
38. Please calculate the R:C ratio for VIGJV’s IT balancing service.   

 
 
Topic 7:  Treatment of RS22 Proposed vs. RS22A and RS22B 
 
As noted in the TGVI 2010 COSA [2], VIGJV and BCH IG have consistently and historically been 
allocated solely transmission plant costs (no distribution costs).  
 
This historical treatment of distribution costs by the gas utility for the VIGJV is similar to FEI’s 
historical treatment of distribution costs for RS22A and RS22B as Mr. Gosselin described during 
the SRP, “When developing the COSA and making decisions internally to grandfather 22As and 
B’s, terms and conditions, we continued to allocate costs to those two rate groups similarly as we 
have done in the past. … So that is the reason why they weren’t allocated distribution-related 
costs.” [13]. 
 
If it is fair and equitable to continue the past practice of excluding distribution costs from RS22A 
and RS22B when calculating the cost of service, then it would follow that it is fair and equitable to 
exclude the same distribution costs from the VIGJV COSA going forward. 
 
The cost causation of all the groups is similar, in that they all use the transmission system for firm 
transportation service, and do not rely on the extensive, costly distribution network to receive 
service, but FEI is proposing to “add” distribution costs for the VIGJV.  
 

39. Please explain FEI’s justification for including distribution costs to the VIGJV cost 
allocation. 

 
40. Please explain FEI’s justification for including distribution costs to BCH IG’s cost 

allocation. 
 

41. Please explain FEI’s justification for excluding distribution costs for RS22A and 
RS22B. 

 
FEI 2016 RDA Tables  9-23  and 9-26  [28], [29] are shown below.  This shows the proposed 
demand charge and firm delivery charge up to 147 % and up to 39 % higher for the proposed RS22 
(VIGJV included) relative to RS22A and RS22B customers.   
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======================================================================= 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
======================================================================= 
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A comparison of the 3 rate schedules is shown below in the table.  This analysis clearly shows an 
inequity in the charges for firm service within the large industrial customer groups.  Despite this 
difference in charges the “apparent” R:C ratios for the rate schedules appear “similar” per FEI 2016 
RDA Table 12-3, shown below, as 113 %, 103.1 %, and 100 % for RS22A, RS22B, and RS22 
proposed.  This discrepancy appears to be the result of FEI’s proposal to add distribution costs to 
the VIGJV and BCH in the proposed RS22, but not RS22A or RS22B. 
 

42. Does FEI believe a reader would conclude that the treatment of customers in RS22A, 
RS22B, and RS22 is similar based on the Table 12-3? 

 

 
 
======================================================================= 

 
======================================================================= 
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Topic 8  Final COSA 
 
In FEI’s Final COSA 2016 test year, Appendix 12, financial schedule 7 [30], shown below, line 2 
incorrectly states the firm sales volume for Rate 22 Firm as 34,372 TJ.  This sales volume includes 
interruptible sales volume, and according to FEI’s COSA methodology interruptible revenue and 
costs are not allocated in the Final COSA when calculating the cost of service, revenue, and R:C 
ratios.  The sales volume of 34,372 TJ appears to be the sum of: 
 

• Creative Energy’s firm volume,  
• the existing RS22’s interruptible volume,  
• the VIGJV’s firm volume, and  
• BCH IG’s firm volume.   

 
This “apparent” Rate 22 Firm value can be calculated from [31] as shown below as the sum of 732 
+ 12,457 + 4,758 + 16,425 = 34,372 TJ.  The use of this “apparent” sales volume in the Final COSA 
financial schedules makes it impossible for a reader to correctly interpret the revenues and costs on 
a per GJ basis for comparison to other rate classes. 
 
According to FEI’s Final COSA, Schedule 7, line 28 [30], shown below, the total utility cost of 
service for the proposed Rate 22 Firm is $ 0.623 / GJ.  If FEI was proposing a R:C ratio of 100 % 
with the proposed RS22, then the charge for Rate 22 Firm would be $ 0.623 / GJ according to FEI’s 
Final COSA, Schedule 7, not $ 0.972 / GJ as noted by FEI.  This Final COSA financial schedule 
appears to be inconsistent with respect to Rate 22 Firm.  
 

43. Please update Schedule 7 to reflect firm revenue, costs, and volume only or, if it does 
include interruptible volume, please include the corresponding interruptible revenue.   
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===================================================================== 

 
==================================================================== 
 
 
 
================================================================= 

 
============================================================ 
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Topic 9  COSA and R:C ratios 
 
In response to the BCUC’s question from IR No. 1 [32],  
======================================================================= 

 
======================================================================= 

 
FEI provided the following table, 
 
======================================================================= 
 

==========
============================================================= 

 
Please clarify the response to facilitate a better understanding of the way in which FEI used 
background data to create the message in Table 1. 
 

44. Is distribution demand cost allocated to each BC Hydro, Joint Venture, and Creative 
Energy in the table? 

 
45. Please detail the distribution demand cost allocation for each customer in the table. 

 
46. Explain the allocation method for distribution demand cost for each customer, e.g.  is 

each customer allocated distribution demand based on contract demand or peak day 
and if so, is the allocation from the amalgamated distribution rate base or regional 
distribution rate base?  

 
47. Is the transmission demand cost allocation based on peak day or firm demand for each 

customer?   
 

48. Is the transmission rate base used in allocated costs the amalgamated utility 
transmission rate base or the regional transmission rate base for each customer? 
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49. Please provide the reference for BC Hydro IG’s allocated cost, i.e., which COSA 
report is it derived from. 

 
FEI states the costs are “from the COSA” [33].  
 

50. Please clarify which COSA FEI is referring to? 
 

51. If it is the Initial COSA, please detail the calculation and cost allocation for each 
customer. 

 
52. If it is the Initial COSA with distribution demand cost allocation, can FEI confirm that 

the R:C ratio presented in Table 1 is not the current R:C ratio for the Joint Venture 
under existing rates and rate structures? 

  
53. If it is the Final COSA, can FEI confirm that the R:C ratio presented in Table 1 is not 

the current R:C ratio for the Joint Venture under existing rates and rate structures? 
 

54. Are interruptible service costs represented in Table 1?  If yes, please detail the 
quantity by customer. 
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