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Allwest Reporting Ltd.,  Vancouver, B.C. 

      VANCOUVER, B.C. 

      November 27th, 2017 

 (PROCEEDINGS RESUMED AT 9:00 A.M.) 

CHAIRPERSON:   Have a seat, please. 

  Welcome back, everyone.  We're here this 

morning to hear the arguments for FEI's proposals 

related to transportation service review, and we'll 

start with appearances.  Mr. Miller?   

MR. MILLER:   Thank you, Madam Chair.  The first in the 

order of appearances is the applicant, FortisBC Energy 

Inc.   

MR. BYSTROM:   Good morning, Madam Chair, Commissioners.  

Chris Bystrom, last name is spelled B-Y-S-T-R-O-M.  

Counsel for FortisBC.   

MR. MILLER:   Industrial Customers' Group.  

MR. BURSEY:   Good morning.  David Bursey for the 

Industrial Customers' Group.  Thank you.   

THE CHAIRPERSON:   Good morning.   

MR. MILLER:   Shell Energy North America.   

MS. McCORDIC:   Good morning.  Mary McCordic, Shell Energy 

North America.   

MR. MILLER:   Commercial Energy Consumers' Association of 

British Columbia.   

MR. WEAFER:   Good morning, Madam Chair, members of the 

panel.  Chris Weafer, spelled W-E-A-F-E-R, appearing 

for the Commercial Energy Consumers.  Thanks.   
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THE CHAIRPERSON:   Good morning.   

MR. MILLER:   B.C. Sustainable Energy Association and the 

Sierra Club B.C.  

MR. ANDREWS:   Bill Andrews for BCSEA and Sierra Club B.C. 

MR. DIXON:   Tom Dixon, Access Gas.   

MR. MILLER:   That completes the order of appearances, 

Madam Chair.   

THE CHAIRPERSON:   Okay.  Mr. Bystrom.   

ARGUMENT BY MR. BYSTROM: 

MR. BYSTROM:   Good morning again.  I was reading over the 

transcripts since last week, and I think oral argument 

may have already been given, but nonetheless, here I 

am.  And I have handed out a paper, a written copy of 

my argument.  So I hope you have that in front of you.   

  So as you know in this final argument is 

going to be addressing the transportation service 

review, which is in Chapter -- or Section 10 of the 

application.  And in that section, FEI has described 

how it has reviewed the transportation model and 

generally found that it is working well, but that 

changes are required to the balancing rules to require 

all transportation customers to balance daily, and 

within more reasonable parameters.  

  Paragraph 3 of my submission.  In this 

component of the proceeding, FEI is requesting the 

Commission to approve item 10 in the list of approvals 
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sought on page 2-4 of the application.  And there is 

two items there.  It's the amendments to the 

transportation rate schedules:  that's 22, 22A, 22B, 

23, 25, 26, and 27; to implement daily balancing for 

all transportation customers; and amendments to the 

transportation rate schedules to reduce the daily 

balancing tolerance to a 10 percent threshold and to 

introduce a balancing charge of 25 cents per gigajoule 

for gas supply shortfalls within a 10 percent to 20 

percent tolerance level.   

Proceeding Time 9:03 a.m. T2 

  So all these proposed amendments are 

included in the blacklined rate schedules at Appendix 

11-3 of the application.   

  I'm going to structure my submissions in 

two main parts first.  I'm going to first address the 

daily balancing proposal and then I'm going to address 

the proposal to introduce the 10 percent tolerance 

level with the 25 percent gigajoule balancing charge.  

After those two parts I'm going to address some of the 

related matters that came up at the SRP.   

  So turning to Part 2, which is beginning at 

paragraph 8 of the written submission, FEI's current 

transportation schedules, as you're familiar by now, 

are a mix of daily and monthly balancing rules.  And 

I've summarized the key balancing rules in a table 
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just below paragraph 8 of the written submission.  I 

personally found this helpful to get this in my head, 

but in the Daily column there you have 22 and 22A.  

Those are the rate schedules that are subject to the 

daily balancing rules, and I've summarized some of the 

key points.  And then you have 22B which really 

doesn't have much, anything in the way of balancing 

rules at the moment.  Then there is monthly balancing 

rules for 23, 25, 26 and 27.  And the key point here 

is that the monthly balancing rules are significantly 

more relaxed than the daily balancing rules.  Daily 

balanced customers pay for any balancing gas for 

under-deliveries and the daily balancing charge if 

they under deliver by 20 percent or more.  In contrast 

the monthly balancing customers do not pay any 

balancing charges other than the cost of monthly 

balancing gas at the Sumas daily price average for the 

month. 

  So FEI proposes to require all 

transportation customers to balance daily.  And the 

reasons for this can be grouped into five points.  (a) 

FEI's proposed daily balancing will bring the 

transportation rate schedules into closer alignment 

with the intent of the rate schedules that the 

customers or shipper agent provide daily supply based 

on a best estimate daily demand.  (2) FEI's proposal 
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will more closely align FEI's transportation model 

with industry standard practice.  (3) FEI's proposal 

is appropriate as all transportation customers are now 

able to manage under daily balancing provisions and 

should therefore be treated equally.  Fourth, FEI's 

proposal will reduce opportunities for arbitrage.  And 

fifth, FEI's proposal will improve efficiency and 

fairness.  So I'm going to discuss each of these 

points in a little more detail.   

  So beginning on paragraph 12 of the written 

submission, FEI's proposal for daily balancing is 

consistent with the spirit and intent of the 

transportation rate schedules.  The terms and 

conditions of the rate schedules already require the 

customer or the shipper agent to provide daily supply 

based on their best estimate of consumption each day.  

This is true even for the monthly balanced balancing 

rate schedules.  Section 7.2 of the rate schedule 

subject to monthly balancing states:   

"The shipper's requested quantity for each 

day will equal the shipper's best estimate 

at the time of notification to FortisBC 

Energy of the requested quantity, of the 

quantity of gas the shipper will actually 

consume on each day." 

  Section 5.2 of Rate Schedule 22B similarly 
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states: 

"The shipper's requested quantity each day 

will equal the shipper's best estimate of 

the quantity of gas the shipper will 

actually consume on such day."   

    Proceeding Time 9:07 a.m. T03 

  And consistent with those requirements, 

Section 3.1 of the shipper agent agreement also 

specifies that "the shipper agent is responsible for 

the management of all balancing gas for the group and 

its members".  This makes it clear that it is the 

responsibility of the shipper agent, not FEI, to 

balance supply and demand for transportation 

customers.   

  Now, the interpretation of these rate 

schedules was considered previously by the Commission 

in FEI's 2014 application to amend the balancing 

charges.  Now, on page 13 of the decision on that 

application, the Commission agreed with FEI's 

assessment of the intent of the rate schedules, 

stating -- I've provided the quote under paragraph 15 

of the written submission: 

"The Panel agrees with FEI that shippers, 

shipper agents, should make their best 

efforts to balance deliveries to customer 

load requirements on a daily basis." 
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  Now, while all shippers or shipper agents 

should supply their best estimate of daily 

consumption, they are not all behaving in the same 

way.  And as was discussed in this proceeding at the 

SRP presentation, FEI presented the days of inventory 

for monthly and daily balanced groups in 2015, and an 

updated version was presented in the presentation.   

  As shown there, FEI sees a consistent 

pattern of monthly balance groups undersupplying each 

money, whereas daily groups tend to oversupply each 

month.  Therefore clear that although the obligation 

to provide a best estimate each day is common across 

the transportation rate schedules, it is the price 

signals from the balancing rules that influence 

behaviour.  

  Therefore, requiring all transportation 

customers to abide by daily balancing rules should 

bring customers' behaviour closer in line with the 

spirit and intent of the transportation rate 

schedules.  

  I'm turning to my second point, beginning 

at paragraph 18 of the submission.  FEI's proposed 

move to daily balancing will also bring FEI's 

transportation model closer in line with standard 

industry practice.  So the Commission has the benefit 

of two jurisdictional reviews in this proceeding; one 
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from Black & Veatch, and one from Elenchus.  Both 

conclude that daily balancing is the industry standard 

practice.   

  Black & Veatch study is included in 

Appendix 10-1 of the application, and Black & Veatch 

concludes that FEI's balancing provisions are 

significantly more accommodating than its North 

American peers, and that daily balancing is the 

general industry practice today.  Elenchus, consistent 

with Black & Veatch, concluded at page 37 of its rate 

design report that jurisdictional review indicates the 

daily balancing provision for transportation service 

is the standard industry practice.  Daily balancing is 

consistent with the normal operating parameters of 

natural gas distribution systems.   

  And consistent with both of these 

jurisdictional reviews, FEI is held to daily balancing 

by its upstream pipelines.  So this change in industry 

practice to daily balancing is affecting all 

participants.  And FEI's proposal to move to daily 

balancing will bring the balancing rules into closer 

alignment with the industry practice today.   

  Third point I'd like to focus on is that 

all transportation customers or the shipper agents are 

able to balance today, and should therefore be treated 

equally.  As Ms. Salbach described at the SRP, the gas 
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industry has evolved since the inception of the 

transportation model in 1985.  When the model first 

began, fax machines were used to transmit gas 

nominations and supply to and from pipelines, 

supplying customer demand, or manually updated on a T 

record and made available to marketers on a bi-weekly 

basis.  There were just two gas cycles to make supply 

adjustments within the day.   

  In contrast, today all transportation 

customers have the tools to daily balance.  The 

information provided to transportation customers has 

evolved since 1985.  Today, 99 percent of all 

transportation customer sites have automatic meter 

reading, which reports metered consumption daily.  All 

transportation customers have access to FEI's web 

information and nomination system, or WINS.  WINS is a 

self-serve web-based application to view individual 

customer and group demand by day, historical customer 

consumption, authorized supply from the interconnect 

system inventory, and imbalances.   

  And nominating practices have also evolved 

to accommodate daily balancing.  There are now five 

nomination cycles; two prior to the day, and three 

inter-day. 

Proceeding Time 9:12 a.m. T4 

 The three inter-day nomination cycles enable shipper 
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agents to reflect changes in demand caused by weather 

or customer behaviour.   

  And as also noted by myself at the SRP, gas 

marketers themselves have become more sophisticated 

over time.   

  From the evidence it's also clear that 

daily balancing is in fact occurring today.  So FEI's 

largest and most volatile industrial -- and by 

volatile I mean customers with the volatile load; the 

customers themselves aren't volatile, thankfully.  And 

they are currently required to daily balance.  In 

addition, if monthly balanced customers are grouped 

with daily balanced customers, then the daily 

balancing rules apply to the whole group.  So as a 

result, many transportation customer groups already 

balance daily.  And as shown in the application and 

discussed at the presentation on Wednesday, the 

current daily balanced groups have both large and 

small daily profiles and include customers in the 

Lower Mainland and in Interior.   

  And as seen from the jurisdictional 

reviews, transportation customers in other 

jurisdictions are subject to daily balancing, with 

much lower balancing tolerance levels than proposed by 

FEI.   

  So in summary, the combination of improved 
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technology and increased nomination cycles provides 

the ability for all market participants to manage 

within daily balancing provisions.  This is proven out 

by the fact that many customer groups of different 

sizes are in fact daily balancing today.  Consistent 

with the rate design principle number 8, avoidance of 

undue discrimination, it is therefore appropriate that 

all transportation rate schedules be treated equally 

and be required to daily balance.   

  Turning to my fourth point beginning at 

paragraph 28 of the written copy of the submission, a 

benefit of FEI's proposal is that it will reduce 

opportunities for arbitrage created by the monthly 

balancing provisions.  FEI has not sought in this 

proceeding to prove that arbitrage is actually 

occurring.  But there is no doubt that there are 

opportunities for it to occur.  Elenchus concluded in 

its rate design report that such gaming is inevitable.  

Elenchus stated: 

"More flexible load balancing requirement 

will inevitably facilitate gaming of the 

system by sophisticated customers so as to 

maximize their access to pre-storage and 

minimize their total commodity costs."   

  The monthly balancing rules facilitate 

arbitrage or gaming because there are no charges for 
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drafting a system, and monthly balancing gas is 

charged at the Sumas daily price average for the 

month.  Shipper agents are therefore able to draft the 

system to take advantage of the difference in price of 

gas they can get from FEI at the end of the month 

versus the price of gas in the marketplace.   

  An example of this type of arbitrage 

opportunity was provided by the scenario from 

Commission Staff in an Information Request as follows.  

Scenario 4:  The shipper agent generally makes an 

effort to balance to the group's load requirements on 

a daily basis, with the exception of four days that 

the shipper agent significantly reduces its supply 

during a high price period, makes up part of the 

shortfall later in the month, and incurs a balancing 

gas quantity of 2,281 gigajoules.  So given that the 

shipper agents have the ability to draft under the 

current monthly balancing provisions without incurring 

any charges, under this scenario a shipper agent could 

gain the system.  Instead of supplying gas based on 

their best estimate of daily demand, they can instead 

deliberately undersupply to reduce their total 

commodity costs.  And this is achieved at the expense 

of sales customers since midstream resources must be 

used to balance the system when a mismatch between 

supply and demand occurs.   
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  Another opportunity for arbitrage that has 

been discussed on the record is brought on by the 

coexistent of the monthly and daily balancing 

provisions and the ability to net out the difference 

between imbalances.  This allows shipper agents to 

oversupply the daily groups and undersupply the 

monthly groups and net the difference to avoid 

balancing charges. 

Proceeding Time: 9:16 a.m.  T5 

  So, FEI's proposal to move all customers to 

daily balancing will reduce these opportunities for 

arbitrage.   

  The fifth and final point that I wish to 

emphasize begins at paragraph 35.  FEI's proposal to 

move all transportation customers to daily balancing 

aligns with rate design principles.  Specifically, it 

will improve fairness, consistent with rate design 

principle number 2, fair apportionment of costs 

amongst customers, and efficiency of the system, 

consistent with rate design principle 3, price signals 

that encourage efficient use.   

  The move to daily balancing will require 

all transportation customers to pay for balancing gas 

at the daily Sumas price, and also pay balancing 

charges for undersupplying gas above the tolerance 

levels.  In this way, the daily balancing provisions 
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provide better price signals to limit the reliance on 

transportation customers on FEI's midstream resources 

for balancing.  Reducing the extent to which midstream 

resources are relied up on by transportation customers 

will improve the efficient use of FEI's resources, and 

increase fairness from a cost causation perspective.  

In short, daily balancing will cause transportation 

customers to bear more of the cost of managing the 

supply and demand of their own customers, instead of 

leaning on the midstream resources contracted by FEI, 

and paid for by sales customers alone. 

  So, in conclusion, FEI submits that the 

record establishes that a move to daily balancing is 

warranted at this time.  Daily balancing will bring 

FEI's transportation model more in line with the 

intent of the transportation rate schedules, industry 

standards, and rate design principals.  As all 

transportation customers now have the ability to daily 

balance, they should all be treated equally, and rely 

less on mid-stream resources that FEI requires on 

behalf of sales customers.  FEI requests that the 

commission approve the daily balancing proposal as 

filed.   

  So, in part 3 of the submission I am now 

going to address the proposal to introduce a new 

balancing charge at a 10 percent tolerance level.  So, 
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based on the existing rules, gas supply frequently 

deviates from demand by as much as 50,000 gigajoules 

per day.  In 2015, the imbalances in supply and demand 

from transportation customers in a single day ranged 

from negative 10 to positive 14 percent total demand.  

In short, the daily balances between supply and demand 

for transportation customers represents significant 

volumes relative to total demand.   

  The fundamental issue with the imbalances 

caused by transportation customers, is that FEI must 

manage those imbalances using the midstream resources 

that are paid for by sales customers.   

  So, to encourage transportation customers 

to match supply and demand more closely, FEI proposes 

to introduce a new balancing charge that would apply 

to under deliveries from 10 percent up to 20 percent.  

FEI's existing balancing charge on under supplies of 

20 percent or more would remain in place so that there 

would be a tiered balancing charge.   

  Now, as I've already discussed with respect 

to daily balancing, the intent of the rate schedules 

is that transportation customers supply based on their 

best estimate of daily demand, and that there are 

tools available now that allow transportation 

customers or their shipper agents to balance more 

closely than when the rules were first approved.  
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Those two points apply equally to FEI's proposal for a 

10 percent tolerance level.   

  In short, the tools are available for 

customers or their shipper agents, to balance supply 

and demand more closely than when the balancing rules 

were first approved.  

  In addition, there are five points in 

support of the 10 percent balancing charge that I will 

go through as well.  First, the current 20 percent 

balancing tolerance is substantially more 

accommodating than the industry standard.  

  Two, the addition of a 10 percent tolerance 

level brings FEI within industry norms, and is a 

reasonable addition to FEI's current balancing 

tolerance level. 

  Three, the proposed 10 percent tolerance 

balancing charge of 25 percent per gigajoule is based 

on FEI's cost of balancing gas on the system, and 

would reasonably compensate sales customers for the 

cost of managing imbalances.  

  Fourth, the alternative of a balancing fee 

on all throughput is not necessary or effective at 

reducing imbalances.   

  And finally, fifth, the resulting tiered 

balancing charge sends the appropriate price signals 

to increase efficiency and fairness.  And again, I'll 
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walk through each of these five points in a little 

more detail.    

    Proceeding Time 9:21 a.m. T06 

  So beginning with the first one.  The 

jurisdictional reviews conducted by Black & Veatch and 

Elenchus indicate that FEI's balancing charge on 

under-deliveries of 20 percent or more is lenient, 

compared to industry standards.  Black & Veatch 

summarize their findings on the balancing threshold as 

follows: 

"Many local distribution companies across 

the U.S. and Canada set balancing thresholds 

at approximately 5 percent, a level that 

applies to both monthly and daily balancing 

transportation to customers.  Thresholds 

rarely exceed 10 percent, and sometimes are 

as low as zero percent." 

  Black & Veatch also noted in the response 

to an Information Request,  

"The most similar utilities are in the 

Pacific Northwest, and they have balancing 

tolerances between 3 and 5 percent."  

 Black & Veatch also noted that 5 percent is a fairly 

common median balancing tolerance level.   

  The jurisdictional review conducted by 

Elenchus similarly shows balancing thresholds of 5 
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percent and lower.  And again, consistent with these 

findings, FEI is being held to much tighter tolerances 

from its upstream pipelines than ever before.   

  So in short, the jurisdictional survey 

provided by Black & Veatch and Elenchus show that 

FEI's 20 percent threshold is substantially out of 

step with industry practice.   

  So in light of the results of the 

jurisdictional review, FEI's proposal to add a 10 

percent tolerance is a reasonable tightening of the 

balancing requirements.   

  Just a few points here to kind of show why 

10 percent is a good amount.  First, Black & Veatch 

observed that imbalancing tolerance levels in the 

industry rarely exceed 10 percent.  This suggests that 

10 percent is the highest tolerance level that FEI 

could introduce that would be within industry 

standards.  A 15 percent tolerance, for instance, 

would not bring FEI in line with industry practice.   

  Under the transportation rate schedules, 

FEI already reserves the right to impose a 5 percent 

tolerance undersupply constraints.  This makes the 

addition of a 5 percent threshold somewhat redundant.   

  The third point, a 10 percent tolerance is 

realistic and achievable, as many shipper agents 

balance to within a 10 percent tolerance today.  This 
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was shown in Table 10-8 of the application.  It 

received quite a bit of attention at the SRP.  It was 

the table with the bright red line.  And it indicated 

that 10 of 23 shipper agent groups are managing with 

less than 20 occurrences of imbalances at or above 10 

percent.   

  The shipper agent groups who operate within 

the 10 percent tolerance level, they both have large 

and small portfolios and are in both the Lower 

Mainland and the Interior.  As noted by Ms. Salbach, 

the shipper agents that are managing daily balanced 

groups within these tighter tolerances today also 

manage the customers in the Columbia region.  

  So in summary, a 10 percent tolerance level 

is at the high end of industry norms, but fits nicely 

within FEI's existing 20 percent tolerance and ability 

to impose a 5 percent tolerance when needed.  10 

percent tolerance is not overly onerous as shipper 

agents are already managing within this level today, 

and transportation customers still receive the benefit 

of no charges on imbalances of up to 10 percent unless 

there is a supply constraint.  

  The 10 percent tolerance is therefore a 

reasonable step towards a more industry-standard 

balancing charge.  

  Now, on paragraph 50 of the submission, FEI 
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derived its 25 cents per gigajoule balancing charge 

using a cost-based approach.  It was based on the 

variable costs required to balance the system.  

Customers with undersupplies of 10 percent to 20 

percent would pay this charge, which would reasonably 

cover FEI's variable costs of balancing.  The charge 

is not onerous, as transportation customers are given 

access to FEI's midstream resources only at the 

variable cost FEI incurs; i.e., not fixed costs.  The 

balancing charge revenue would be a credit to the 

midstream portfolio and would therefore compensate 

sales customers who pay for the midstream resources 

used to balance the system.   

  Fourth point, FEI's proposal to introduce a 

tighter balancing tolerance represents a targeted 

approach to remedying the issues of the transportation 

model, compared to a balancing fee on all throughput.   

  So as Black & Veatch discussed in the 

report and at the SRP, there are two types of 

balancing charges out there in the industry.  One is a 

volumetric fee that applies to all gigajoules of 

throughput. 

Proceeding Time 9:26 a.m. T7 

 And the second is a tiered charge approach, which FEI 

is proposing, where there are higher charges as the 

size of a customer's imbalance increases.   
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  So FEI -- Black & Veatch, sorry, explained 

in their presentation how they -- that they first set 

out to derive a volumetric fee that would apply to all 

throughput.  I won't go through how they did that 

today, but their conclusion was that FEI's balancing 

service for transportation customers has a significant 

market value.  And as I’ve quoted there on paragraph 

54 of the written submission, Black & Veatch state: 

"Taken as a whole, the replacement cost of 

providing balancing resource analysis shows 

that the balancing resources FEI provides 

have significant value in the market.  While 

there are several assumptions that could be 

adjusted to change the base case value, all 

results point towards a relatively constant 

range of values.  For the 20 percent 

threshold case, which corresponds to FEI's 

current balancing provisions, the calculated 

values ranges from $.119 per gigajoule to 

$.167 per gigajoule."   

  So while FEI did consider this option, FEI 

consulted with its customers prior to filing the 

application and determined that it should not propose 

a charge on all throughput for a number of reasons.  

And the first of these is that a fee-based approach is 

not aligned with FEI's objective to reduce the 
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volatility or large imbalances on the system.  A fee-

based approach applies to all throughput and therefore 

does not provide an incentive to balance more closely 

on a system.  It essentially removes the shipper 

agent's responsibility to manage and match supply and 

demand. 

  Second, a volumetric rate would apply to 

all customers and even those shipper agents who are 

already balancing their groups within a 10 percent 

threshold on a daily basis.   

  FEI's proposed threshold, on the other 

hand, achieves the objective of reducing volatility or 

imbalances with less change to the transportation 

model and with minimal impact on the customer groups 

that are already balancing to a reasonable level.  For 

these reasons the addition of a 10 percent tolerance 

level is preferable to a fee on all throughput.   

  And turning to point (e) in the written 

submissions at paragraph 56, FEI's proposal results in 

a tiered balancing charge which would send the 

appropriate price signals to increase efficiency and 

fairness.  The tiered balancing charge is presented in 

a table below in the written submission as shown on 

page 10-37 of the application.  And as you can see in 

the table, there are three charges.  The first one, 

there's no fee.  Second tier it's 25 cents per 
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gigajoule.  And the third tier, the charges are higher 

at 30 cents in the summer and $1.10 in the winter.   

  So according to Black & Veatch it is common 

in the industry to have a tiered charge that assesses 

higher charges as the size of a customer's imbalance 

increases.  Black & Veatch indicates that the tiered 

charge approach is appropriate for FEI.  As I've 

quoted there at paragraph 57, Black & Veatch states: 

"An alternative method of assessing 

balancing charges is to incentivize the 

reduction of large imbalances on the system 

by charging progressively higher amounts for 

larger imbalances.  This type of charge 

focuses on addressing an important goal for 

FEI; that is, to reduce the high daily 

imbalance levels on the system, rather than 

attempting to collect an amount based on the 

cost of the underlying resources or the 

benefit transportation customers receive 

from those balancing resources.  In fact, 

charging customers based on the level of 

imbalance is an appropriate method that will 

allow FEI to reduce the level of imbalances 

on its system while also recovering the 

costs of providing balancing resources." 

  And consistent with Black & Veatch's 
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analysis, FEI sees two main benefits of a tiered 

approach from a rate design perspective.  First, the 

tiered balancing charge sends the appropriate price 

signals to transportation customers and the shipper 

agents.  The proposed tiered approach provides an 

incentive to balance within 10 percent and a greater 

incentive to balance within 20.  The more the 

tolerance is exceeded the greater the charge.  This 

should result in transportation customers or the 

shipper agents balancing their daily supply and demand 

more tightly than today.   

Proceeding Time: 9:31 a.m.  T8 

  Reducing the extent to which transportation 

customers rely on FEI for balancing will increase the 

efficient use of FEI's midstream resources.  This will 

bring FEI's transportation model in closer alignment 

with rate design principle number 3, price signals 

that encourage efficient use. 

  Second, the balancing charge revenue would 

be a credit to the midstream portfolio, so that sales 

customers would be compensated for the use of 

midstream resources used to balance the system.  This 

would increase fairness, as it would improve the fair 

apportionment of costs amongst customers according to 

cost causation. 

  Transportation customers would bear more of 
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the costs related to balancing their own supply and 

demand, and compensate sales customers for the use of 

midstream resources when large imbalances occur.  This 

will bring FEI's transportation model in closer 

alignment with rate design principle number 2, fair 

apportionment of costs amongst customers. 

  So, in concluding my submissions on the 10 

percent tolerance level, I'd like to address the tenor 

of some of the questions of the SRP that FEI should 

instead be focusing its efforts on the worst 

offenders, so to speak, rather than imposing a rule 

that applies to everyone.  This, in effect, is an 

argument for the status quo, suggesting that FEI 

should use the tools under their rate schedules to get 

transportation customers or their shipper agents to 

balance more closely.   

  And to sum up the points I've already made, 

there are a number of reasons why this is not a 

reasonable option.   

  First, placing the responsibility on FEI to 

manage transportation customer imbalances would be 

unfair to sales customers, and an inefficient use of 

system resources.  It would require FEI to expend more 

midstream resources to manage the supply and demand of 

transportation customers each day, which is actually 

the responsibility of the shipper agents.  As the 
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record in this proceeding shows, shipper agents 

respond to the price signals sent by the balancing 

rules.  Improving the price signals sent by the 

balancing rules as FEI has proposed, will incent 

improved behavior, and is a more fair and efficient 

way to ensure tighter balancing, compared to FEI using 

midstream resources to monitor and correct shipper 

agent behavior each day.   

  Second, it would not be effective, as 

shipper agents may not be responsive to FEI's request 

to bring supply and demand in balance.  The evidence 

shows that shipper agents may ignore or be slow to 

respond to FEI's requests.  Even if FEI adjusts a 

shipper agent's nominations, a shipper agent can 

actively work against FEI by readjusting its 

nomination later in the day.  FEI has in fact been 

holding transportation customers more accountable for 

their imbalances since 2014.  But it is not surprising 

that shipper agents naturally respond to the price 

signals of the balancing rules, rather than requests 

for FEI.  Improving the price signals of the balancing 

rules as FEI proposes would appeal to the economic 

interests of the shipper agents, and would therefore 

be more effective.   

  Third, if the status quo is maintained, 

FEI's transportation model would continue to remain 
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out of step with industry practice.  Tolerance levels 

of 10 percent are rarely seen in the industry, let 

alone 20 percent.  FEI's balancing rules should be 

more in line with its peers throughout north America, 

and in the Pacific Northwest in particular.   

  So, in sum, it’s neither fair nor efficient 

for FEI to be put in the position of balancing the 

supply and demand of transportation customers through 

repeated warnings, resending of nominations, or other 

tools.  Transportation customers should be subject to 

reasonable rules consistent with the intent of the 

rate schedules, and industry standard practice, as FEI 

has proposed.  Overall, FEI's proposal is reasonable 

and appropriate.  The proposed 10 percent tolerance 

balancing charge will increase the alignment of the 

transportation model within industry practice and rate 

design principles, and would not unduly burden 

transportation customers. 

  So, with that, I'm going to turn to part 4 

of the written submission, which addresses four 

related topics that were a theme of some of the 

questions at the SRP last week, and in particular 

making the submission that, 1) over-deliveries from 

transportation customers are not a benefit.  2) The 

introduction of balancing charges on over-deliveries 

is not needed at this time.  3) Imbalance returns 
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should remain a business practice to provide FEI with 

flexibility to adapt to change of circumstances and 

operations.  And 4) there is no need to phase in the 

proposed rules.  

    Proceeding Time 9:36 a.m. T09 

  So, turning to the first one of these 

points, beginning at paragraph 65 of the written 

submission, FEI was clear that the testimony at the 

SRP, that positive imbalances are not a benefit to FEI 

or its sales customers.  FEI cannot rely on positive 

imbalances for planning purposes and may, in fact, 

have to incur variable costs to manage them.  So FEI 

sales customers pay for midstream resources that can 

be reliably called upon to meet system needs.  These 

include contracted capacity at the Mist storage 

facility, Jackson Prairie storage facility, and 

Northwest Pipeline, to name a few.   

  FEI cannot similarly rely on positive 

imbalances from transportation customers as a 

midstream resource, because they are uncertain in both 

timing and location.  First, the positive imbalances 

attributable to the transportation customers is 

volatile throughout the year, and you may recall from 

the presentation that the squiggly line going across 

the days of the year, which showed the volatility of 

the balance of supply and demand for transportation 
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customers.  FEI therefore cannot reasonably predict 

how much will be available at any one time.   

  Second, the presence of a positive 

imbalance in one location may not coincide with the 

location of a supply constraint.  There is therefore 

no guarantee that having a positive imbalance will 

actually resolve a consistent constraint or a need for 

gas.   

  As both the amount and location of positive 

imbalance is volatile and uncertain, FEI cannot 

reasonably rely on it as part of its annual 

contracting plan; therefore, cannot use positive 

imbalances to reduce the fixed costs that sales 

customers pay for midstream resources.   

  Moreover, positive imbalances may in fact 

require FEI to incur variable charges to manage the 

imbalance.  The volatility due to imbalances is in 

fact something that FEI must manage on a day-to-day 

basis.  As explained by Ms. Salbach and Mr. Hill at 

the SRP, FEI may have to reduce planned resources or 

move gas into storage in response to a positive 

imbalance.  In addition, FEI may incur variable costs 

in the future to return the positive inventory through 

imbalance return.  Positive imbalances can therefore 

represent a cost to FEI rather than a benefit.   

  And FEI is not alone in the industry in 
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viewing positive imbalances as a cost.  As we've seen 

from the jurisdictional review conducted by Black & 

Veatch, all other local distribution companies that 

they surveyed charge for positive imbalances.  Other 

transportation customers across North America are 

charged a fee for over-deliveries, just as they are 

for under-deliveries.   

  Finally, at paragraph 70 of the submission, 

if there are any potential benefits from a positive 

imbalance on a given day, the balancing rules provide 

the quid pro quo.  Transportation customers do not 

incur charges for positive imbalances, even though FEI 

may incur variable charges to manage it.  

Transportation customers can access imbalance returns 

free of any charge, even though FEI may incur variable 

charges to return it.  Transportation customers may 

under-deliver by up to 10 percent without incurring 

balancing charges other than the cost of gas.  This is 

despite the fact that FEI may use its fixed resources 

and incur variable charges to address the shortfall.  

  FEI's proposed balancing charge of a 10 

percent tolerance only recovers FEI's variable 

charges, not the fixed costs of the assets used to 

manage the imbalance.   

  So in summary, FEI does not consider 

positive imbalances as a benefit, and this view is 
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consistent with the industry practice of charging for 

oversupplies.  If there is any potential benefit of 

positive imbalances, it is a moot issue, because FEI 

does not charge for oversupplies.  Moreover, there is 

other leniency built into the balancing rules that 

more than compensate for any purported benefits of 

positive imbalances.   

  So, despite saying all those things, FEI 

currently does not impose balancing charges on over-

deliveries, and does not propose to introduce such 

charge.  And there are a few reasons for this.   

  One, FEI has been able to manage over-

deliveries using its two- to three-day pack rule and 

imbalance return.  And this is shown today by the 

shipper agents who adhere to daily balancing within 

the two- to three-day pack rule.  FEI believes it will 

continue to be able to manage over-deliveries in this 

manner.   

  Second point is that FEI does not expect 

over -- positive imbalances to increase dramatically.  

The economics of oversupply are different than 

undersupply.  Customers or shipper agents have to pay 

for the gas and this provides a natural check on the 

amount of positive imbalance.   

  Third, FEI has the ability under the rate 

schedules to return inventory to customers if needed.  
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It is understandably easier to return a positive 

imbalance than to force a customer or shipper agent to 

bring on more supply.   

  FEI is not averse to a symmetrical charge 

at the end of the day, but it is important to 

emphasize that at this time FEI does not believe it's 

necessary and that now is not the time to introduce 

more change than what is proposed. 

Proceeding Time 9:41 a.m. T10 

  FEI's proposed move to daily balancing and 

the introduction of a 10 percent balancing tolerance 

charge represents a reasonable step towards balancing 

rules that are more in line with industry standard 

practice.  Rather than introducing more change to 

which shipper agents must adjust, it would be prudent 

in FEI's submission to monitor the changes in 

behaviour brought on by FEI's current proposals and 

determine if any further changes, such as a balancing 

charge for oversupplies, are required.  As indicated 

at the SRP in response to a question from Commission 

Staff, after sufficient time and experience is gained 

with the new balancing rules, FEI is open to reporting 

back to the Commission on the implications of the 

implementing balancing charges on oversupplies.   

  Turning to the third point of Part 4 of the 

submission beginning at paragraph 74, the topic of 
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imbalance return was also discussed at the SRP, and in 

particular the potential to move the detailed rules 

related to imbalance return into the terms and 

conditions of the rate schedules.  In FEI's view, 

keeping the details and the business practices is 

appropriate and provides flexibility to respond to 

changing circumstances.   

  Imbalance return, as I think you're 

probably familiar by now, but as a refresher, allows 

the shipper agents with daily balance groups to use 

their stored inventory as a source of supply.  Ms. 

Salbach walked through exactly how that would work on 

a given day in her presentation in answering questions 

at the SRP.  Historically FEI limits the amount of 

imbalance return to 40,000 gigajoules per day in the 

Interior, and an additional 40,000 gigajoules per day 

in the Lower Mainland, including Vancouver Island.  

The limit of 40,000 gigajoules per day per region is 

the maximum FEI has found to be operationally 

manageable during the year under normal weather 

conditions.  The rate schedules allow for imbalance 

return, but the amount of imbalance return and the 

allocation process by which it is returned to 

customers is a part of FEI's business practices.   

  In FEI's submission, the details of the 

imbalance return should remain as business practice to 
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provide FEI with the flexibility to change in response 

to changing markets and system conditions.  As 

business practices, FEI can respond to customer 

concerns, consult and make changes relatively quickly.  

For instance, if FEI's proposed rules result in more 

demand for imbalance return, FEI has the ability to 

look into the existing processes and change them in 

consultation with customers if warranted.  If 

customers believe that FEI is not carrying out its 

business practices fairly, customers have the option 

of filing a complaint to the Commission, in which case 

the Commission can commence a process if necessary. 

  So in summary, FEI believes the existing 

process for managing the balance return is working and 

should remain as a business practice to maintain 

flexibility in the future.   

  And the final point I will be making this 

morning, the topic of a potential phasing in of the 

proposed changes was also raised at the SRP.  And FEI 

does not see a need to phase in the proposed changes 

to the balancing rules.  First, there is no reasonable 

way to phase in the proposal to move to daily 

balancing.  The evidence is clear that all groups can 

be held to daily balancing today, and there should be 

no consideration of phasing in these changes in my 

submission.   
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  Second, FEI does not believe that a phasing 

in of the 10 percent tolerance level is necessary, for 

three reasons.  First, many shipper agents are already 

balancing daily within 10 percent tolerance FEI has 

proposed.  As I've mentioned, the shipper agent groups 

that are managing this way are in different locations 

and have different size groups and different load 

profiles. 

  Second, FEI's proposals already represent a 

reasonable step in the right direction rather than a 

drastic change to the much tighter standards we see 

throughout North America.  Jurisdictional analysis 

shows that FEI's proposal to introduce a 10 percent 

tolerance is at the high end of industry norms.   

  Third, it will have been two years from the 

time when FEI first consulted on its proposals filed 

in the application and when the proposed rules would 

be in place in 2018.   This is a sufficient amount of 

time to adjust to the rules, in FEI's submission.        

Proceeding Time: 9:46 a.m.  T11 

  So, given these considerations, FEI's 

proposals represent a reasonable, and achievable 

change in the balancing rules, and we see no reason to 

phase in the proposals.   

  So, that brings me to my conclusion.  And 

in our submission, the evidence demonstrates that 
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FEI's proposed changes to the transportation service 

model are just and reasonable.  They represent a 

reasonable tightening of the balancing rules that will 

bring FEI more in line with the intent of the rate 

schedules, industry practice, and rate design 

principles.  And FEI submits that its propose changes 

should be approved 

  That concludes my submissions, subject to 

any questions. 

THE CHAIRPERSON:   Mr. Bursey, are you ready to go?  Or 

would you like a few minutes? 

MR. BURSEY:   I actually think it would be more 

appropriate for the Commercial (inaudible) I don’t 

have the mic. 

  I think it is more appropriate that Mr. 

Weafer go next, because his group is supporting 

everything in the application, I believe. 

THE CHAIRPERSON:   Okay, are you ready to go, Mr. Weafer? 

MR. BURSEY:   And I am ready to go after that. 

THE CHAIRPERSON:   Thanks. 

ARGUMENT BY MR. WEAFER:   

MR. WEAFER:   I won't be giving him much time to prepare, 

so, I'll be brief. 

  The CEC is, subject to the comments below, 

generally supportive of the FEI application in regard 

to the Exhibit B-1 section 10 of the application, 
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which are the matters before the panel in this SRP.  

The CEC has participated in the fairly lengthy review 

of the application through workshops and through 

information requests, and through the SRP, and on 

review of the evidence finds that the company has 

generally met the test that they put forward, fair, 

just, and reasonable proposals.  And we recognize, as 

commercial customers, we act for the CORE.  We also 

have some customers that are transportation customers, 

and still based on the assessment of what we've seen, 

we think that this is an application which should be 

approved, subject to one primary comment. 

  We are mindful, and we have heard from the 

shippers, there are some concerns with respect to the 

amount of change being implemented as part of the 

application.  There are some changes that we think may 

require some review at a future date.  And the CEC 

would suggest that in year three of the application 

there be a review, and we have three areas that we 

think should be topics for that review. 

  One, again mindful of the comments of the 

sales agents that have appeared -- and I will make one 

comment to that process.  It would have been very 

helpful in this process if the sales agents had put 

forward a body of evidence.  We did hear concerns 

through cross-examination, through discussions, but I 



FEI 2016 Rate Design Application                         
November 27, 2017, Volume 7                Page:  757 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

think the panel would have benefited from more 

coherent presentations from the sales agents with 

respect to their concerns.  That’s not on the record, 

so we deal with the evidence we have. 

  So, with that said, in that future review, 

and we would say three years down the road, that there 

should be a test as to whether these changes have 

impacted the gas supply marketplace in a way that is 

adverse to customers, and potentially adverse to the 

sales agents.  If they can show that at a future 

review, so that will be one general area.  They are 

not specific questions, just three general areas of 

concern that we have.  And there may be others for a 

review.  That the charges associated with the 

transportation services are being appropriately 

allocated to the parties causing the costs.   

  And with that question, in a third way, 

fundamental to the CORE, is the CORE being fairly 

protected and compensated for the use of assets paid 

for by the CORE?  Which is clearly what has been an 

objective of the application, and to look at a future 

date three years down the road as to whether that has 

worked as planned or could it be improved.  For 

example, we've heard around tolerance levels that the 

10 percent is appropriate.  We've had some discussions 

where that could be tighter and generate more benefit.  
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The CEC has also pursued in IRs a volumetric charge in 

terms of the balances, as opposed to a tiered 

approach.  And we didn’t file evidence on it to the 

contrary, but we think it is something that at a 

future date may be worth looking at.  But as I've 

said, there is a lot of change being implemented 

through this application.  It may be disruptive, we 

don’t think there needs to be more change right now, 

but certainly a review three years down the road we 

think would be beneficial.   

  With that said, those are our submissions, 

but the CEC is supportive of the application.  Thank 

you. 

THE CHAIRPERSON:   Thank you, Mr. Weafer.  Mr. Andrews? 

ARGUMENT BY MR. ANDREWS:  

MR. ANDREWS:   Yes, BCSEA and Sierra Club of B.C. support 

the three elements of Fortis Energy's proposals 

regarding the transmission service customers, the 

daily balancing, the 10 percent tolerance, range and 

the tiered charge for imbalance.   

    Proceeding Time 9:51 a.m. T12 

  The reasons are -- and I'll just summarize 

them.  The fair apportionment of costs, system 

efficiency, jurisdictional support and, in the case of 

the imbalance charges, sending the appropriate price 

signal.   
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  Concerning Mr. Weafer's and the CEC's 

proposal for a three-year review, my clients certainly 

support the concept that there be monitoring and 

evaluation of changes in behaviour, as associated with 

these new rules, whether that is exactly at a three-

year time frame, my clients take no position on it.   

  Subject to any questions, those are my 

submissions.   

THE CHAIRPERSON:   Okay, thank you.   

ARGUMENT BY MR. BURSEY: 

MR. BURSEY:   Thank you.  I was just waiting to see if 

anybody else wanted to jump up and have a go at the 

microphone.   

  So, in this proceeding, there are two 

issues.  One is the move to eliminate the monthly 

balancing provisions entirely for the transportation 

model, and require all transportation customers in all 

service areas to balance daily.   

  The Industrial Customer Group supports that 

change.  The Industrial Customer Group is made up of 

customers that are daily balanced in any event.   

  The second change proposed by FEI is to 

amend the balancing tolerances from 20 percent to 10 

percent and implement a tiered charge approach whereby 

charges increase as tolerance ranges are exceeded.  

The Industrial Customer Group opposes this change and 
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instead urges the Commission to adopt a phased 

approach to considering that proposal.  I'll summarize 

the points that we'll make and then I'll go into more 

detail.  

  Number one, FEI has not demonstrated a 

pressing need for the change.  In the Information 

Request round, FEI was open to a phased approach.  We 

heard this morning that FEI does not support a phased 

approach at this point.  

  The second reason is, moving all customers 

to daily balancing should resolve any concerns about 

imbalances in the system, or the excessive imbalances 

in the system.  

  The next point would be the shift to daily 

balancing tolerances would be too much for the key 

customers.  We've heard about the significant amount 

of change already, moving from monthly balancing to 

daily balancing, and to add to that the tightening of 

the daily tolerances would be too much.   

  And it's more than just being too much.  

There are important details that have not been worked 

out.  Mr. Bystrom this morning spoke about the 

imbalance return, and the informal operating practice 

that West Coast -- or, sorry, FEI follows, related to 

imbalance return.  

  Also the penalties were set years ago and 
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have not been recalibrated to this new set of 

tolerances.  And finally, FEI has adequate remedies in 

its tariff to increase balancing discipline on its 

system now.   

  To avoid unintended consequences, the 

Commission should direct FEI to adopt a phased 

approach to the move to the daily balancing now, and 

then report back in three years on the balancing 

metrics on its system, to see if a tightening of the 

daily balancing tolerances is required.  

  I'll now turn to address the points that I 

outlined at the beginning, the first being that FEI 

has not demonstrated a pressing need for both changes. 

In response to Information Request 1, question 57.1, 

from the BCUC, FEI talked about the phased approach. 

Proceeding Time 9:56 a.m. T13 

 The question read:   

"Please discuss the pros and cons of a 

phased approach whereby monthly balancing is 

eliminated in the first phase, and the 

tolerances are adjusted in the second phase, 

with the opportunity to first assess the 

extent to which the elimination of monthly 

balancing has reduced the magnitude of the 

aggregate daily transportation service 

imbalances on the FEI system." 
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  FEI responded to that question as follows: 

"FEI believes that shipper agents can and 

should be able to manage the change of 

moving to exclusive daily balancing as 

research conducted by Black & Veatch 

indicates this is common industry standard.  

Implementing the proposed changes together 

should be a relatively seamless change, as 

many marketers today already hold exclusive 

daily groups and balance under a 10 percent 

tolerance.  From FEI's perspective there are 

no major pros and cons to a phased approach 

as FEI is able to make these changes to the 

WINS system at any time.  Implementing the 

changes in a phased approach would be 

acceptable to FEI, but given that some 

existing shippers are already managing 

within the 10 percent tolerance, FEI's 

preference would be to implement both 

changes at the same time." 

  So it's important to note FEI was quite 

open to approaching these two changes in a phased 

approach in that response.   

  Also in the same information question, but 

a sub-question, 57.1.1, the Commission Staff asked: 

"Please discuss the extent to which FEI 
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anticipates that the elimination of the 

opportunity for shipper's agents to transfer 

balances from daily balance groups to 

monthly balanced groups to avoid balancing 

charges will incent shipper agents to 

balance more closely each day, thereby 

eliminating the magnitude of the aggregate 

daily transportation services imbalances on 

the FEI system." 

  FEI's response: 

"FEI believes that imposing daily balancing 

provisions across all service areas will 

incent shipper agents to match supply and 

demand more closely on a daily basis.  As 

shown in Table 10-8 in the application, some 

marketers today hold exclusive daily balance 

groups and maintain system imbalances within 

the two- to three-day pack bandwidth." 

  This was also explored further during the 

SRP through questioning.  At transcript pages 711 to 

712 Ms. Marr was questioning the FEI group and there 

was some discussion about the magnitude of the 

changes.  Mr. Hill responded as follows: 

"So I guess, Cathy -- yeah, so I think when 

we put our proposals forward in this 

application after some of the discussions at 
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the workshops and what our research told us 

about third parties, and yeah, we considered 

other things, but what we landed on is what 

our approach is and what our asks are here 

in the application.  

 You know, in my opinion or whatever, to 

go right to daily balanced eliminates a lot 

of the stuff to do with monthly or daily, 

did you look at that, did you look at this, 

or whatever.  It's industry practice.  I 

think there's some support from some of the 

marketers themselves that view that as 

something that we should be doing. 

 You know, looking at phasing it, and 

all that kind of stuff, you know, that's not 

something that we thought would be -- we 

wanted to move along the pendulum and we've 

done that, and we think that's a good step." 

  Sorry, reading the transcript verbatim but 

the gist of it is there's significant changes that are 

being made and Mr. Hill was sensitive to that issue 

about the amount of change that the market could 

absorb.  And the key point there, which is moving to 

my second point, that moving all customers to daily 

balances should resolve any concerns FEI has about 

balancing its system.  And one of the concerns that 
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was raised related to arbitrage.  There was some 

discussion about that in the information requests that 

the BCUC Staff asked as well.    

    Proceeding Time 10:01 a.m. T14 

  The first one I want to refer to is 

Information Request No. 1, question 55.1.1, and the 

response FEI gave to that was,  

"In general, daily balanced groups tend to 

pack while monthly balanced groups tend to 

draft the system.  Although the aggregated 

inventory levels are typically positive, as 

indicated in the below figures, the two 

balancing practices clearly incent different 

behaviour.  FEI would like to remove monthly 

balancing provisions to incent consistent 

balancing behaviours across all shipper 

agents."  

  So eliminating the monthly balancing will  

-- FEI wants to try to incent behaviour that would 

have all of the shippers, the key transportation 

shippers, behave like the current group of daily 

balanced shippers, and that group tends to pack, while 

monthly balance groups tend to draft the system.  

  Another Information Request deals with the 

issue of gaming.  BCUC IR No. 1, question 58.3. 

"Does FEI anticipate that FEI's proposal, on 
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page 10-41 in Exhibit B-1, to eliminate 

monthly balancing and require daily 

balancing for all transportation service 

rate schedules would prevent the 'gaming' 

exhibited by shipper agents in scenario 4?  

If not, please elaborate." 

 FEI responds: 

"FEI cannot say with certainty that the 

elimination of monthly balancing would 

eliminate the potential for shipper agents 

to game the system.  A shift to exclusive 

daily balancing will reduce gaming, but it 

is difficult to say to what extent." 

 And this morning Mr. Bystrom also talked about this 

point in the reduction in the incentive to arbitrage.   

  The response continues: 

"As FEI is unaware of the commercial 

arrangements made by shippers for themselves 

on behalf of the customers, the proposals in 

this application would effectively level the 

playing field across all shippers agents and 

their customers and provide everybody with 

one set of rules to manage." 

  Also about what sort of behaviour you can 

expect from moving from monthly to daily, there's 

another question that the BCUC Staff asked in 
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Information Request round No. 2, question 86.1.  The 

question was: 

"Does FEI anticipate that the proposed 

changes to exclusive daily balancing may 

result in a tendency for the aggregated 

transportation service inventory levels to 

be greater positive balances than currently 

experienced?"  

 FEI's response: 

"FEI does not anticipate an excessive 

oversupply beyond reasonable levels, as 

there would be cost implications to either 

the shipper agent or the customers to pay 

for the excess supply." 

 You'll notice the answer is nuanced.  It does not 

anticipate excessive oversupply.   

  The answer continues: 

"There are tools within the transportation 

rate schedules which give FEI the ability to 

take action to manage oversupply situations 

should they occur." 

 And later in the response, essentially FEI has the 

right to remove any excess inventories beyond 

reasonable limits and return these volumes at a later 

date.  So FEI has the tools to manage the imbalances.   

  And finally, there was an exchange between 
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Mr. Langley and the FEI panel about gaming the system.  

And this is at transcript 636, and Ms. Salbach said:  

"Yeah, there is multiple reasons that 

marketers behave in the way that they do 

today.  We haven’t been able to specifically 

pinpoint or ascertain gaming, nor have we 

tried to pinpoint this in this application. 

 We expect that it's occurring, but we 

can't say with certainty, but certainly 

levelling the playing field and putting 

everybody on the same set of rules will 

potentially address this concern.  As you 

say, the gaming."   

Proceeding Time: 10:06 a.m.  T15 

  I'd like to turn now to the third point 

about the shift to daily balancing tolerance, in 

addition to the change to move everybody to daily 

balancing is too much for the system to absorb.   

  The current approach has been in place for 

20 years, at transcript page 702, Mr. Hill spoke about 

this.  He is in a discussion with Ms. Marr from the 

Commission Staff, and he says as follows, 

" So Cathy, I think when we looked at the 

proposals and what the industry practice 

was, and where our existing tariff was 

today, we saw us at one end of the pendulum 
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versus where industry practices are, and we 

viewed our approach here in this rate design 

as moving us along the pendulum back to what 

industry practice is. 

 And this is the key part to focus on. 

"And recognizing that we're making multiple 

changes here to a commercial marketplace 

that customers have become aware of and 

understand, so we didn't want to go right 

down to the other end of the pendulum 

without evolving and see how we go with 

these changes.  And they have to be approved 

first and then see where we're at.  Rather 

than going to something like -- that has a 

bandwidth on the upside and the downside.  

That's a big change on top of all the -- 

already the other changes that we're making. 

  My customer group agrees that you have to 

be careful about how many changes you make at once. 

  And further, at transcript page 708, Mr. 

Hill continued, 

" I don’t think, Cathy, we have any problems 

with that, or something, but it has to be 

some time to allow the rules and the market 

conditions, and allow the marketers and the 

shipper agents to change their behavior over 
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time too.  You can't -- you know, it’s a 

process. 

 We've gone 20 years considerably 

without changing the rules or whatever.  So, 

it has to be, in our view, have to allow 

some of the rules to play out and have some 

data to go on in different market conditions 

and that kinda thing." 

  And also in exchange with Mr. Langley about 

the physical changes in that time period, Mr. Langley 

asked at page 627, 

"Is it also true that in the 25 years since 

the 20 percent balance window was 

established, that there has been no change 

to the access to market area storage in 

Fortis's service area? 

MR. HILL:   So physically, Jim, I think the 

storage is generally the same." 

  So, another sub point within this bigger 

issue about the shift being too much, is the important 

details have yet to be worked out.  And significant 

detail is this imbalance return practice.  There is an 

exchange at transcript 684, with Ms. Marr was asking 

about this practice, 

"MS. MARR:   Okay.  My next question is 

whether the tariff actually reflects that 
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process of nominating and authorizing and 

what was discussed earlier about how that's 

allocated.  Is there anything in the tariff 

itself, either the current or the proposed 

tariff, that puts down in words what that 

nomination, authorization and allocation 

process looks like? 

MS. SALBACH:   Not to that degree of what we 

just talked about, what you were just 

talking about, about the process of 

nominating or requesting imbalance return, 

and Fortis authorizing, per se, in those 

words -- "   

 At transcript 686, Mr. Hill added, 

"MR. HILL:   I guess, Cathy, just to add -- 

I think what Stephanie alluded to about how 

that -- like, we have some business 

practices, if you will, that are not well 

understood by the shipper community and us 

about the 40,000 at the Interior and the 

Lower Mainland for imbalance return, and 

then how that's allocated.  Yeah, the exact 

words are not in the -- as Colleen just read 

out, but we've put some business practices 

around how to administer that.  Because -- 

so that everybody kind of understands how it 
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works.  And that's how we've evolved a 

little bit, trying to take what's the spirit 

of the tariff and putting some practical 

transparency to it. 

 Ms. Marr continued, 

"MS. MARR:   Is there any thought to putting 

further words in the tariff to describe how 

that happens so it's clearer? 

MR. HILL:   We haven't had any thoughts on 

that ourselves specifically.  I can speak 

for ourselves, I think we've developed these 

practices with the marketers and things over 

years, and we haven't had a request to ask 

for that.  … "   

Proceeding Time: 10:11 a.m.  T16 

  So Mr. Bystrom this morning at paragraph 75 

of his written submission talked about this imbalance 

return and the 40,000 GJ per day in the Interior and 

in the Lower Mainland and explained that the rate 

schedules allow for imbalance return, but this is a 

business practice that's evolved and there's no need 

to try to put that into a tariff or have clearer rules 

around it because it's a business practice and FEI can 

adjust and work things out with its customers and oh, 

by the way, if there's a problem, the customer can 

complain to the Commission.  There's a whole series of 
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problems with that. 

  That imbalance return, that business 

practice is going to be under greater pressure, 

because if everybody's moved to daily balancing and 

there's a tendency for everybody on daily balancing to 

oversupply, there's going to be a greater use of the 

imbalance return.  And if there's not clearer rules 

around it there's going to be a contest between 

competing interests.  And working out with FEI, yes, 

it's good that FEI works with its customers and tries 

to sort things out as best it can, but if there's 

greater pressure on that 40,000 -- those two 40,000 

pools on imbalance return, there's going to be a need 

for clearer rules around it. 

  And filing a complaint with the Commission 

is not an easy process.  It's a very expensive 

process, especially for a shipper agent to undertake.  

You don’t recover the cost of that effort, whereas 

when FEI files an application it can recover its 

costs.  So it's not a useful approach to say, "Well, 

you can just file a complaint with the Commission if 

you have any trouble."  There's huge economic and 

effort threshold to filing a complaint with the 

Commission.  It's much better that FEI have clear 

rules that can govern the behaviour at the outset. 

  And on this issue of greater incentive to 
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pack the system to avoid drafting and incurring 

penalties, it's important to remember that there 

penalties for being in a draft situation, but no 

penalties for being in a pack situation.  This was 

addressed in BCUC IR No. 1, question 59.3.  The 

question was: 

"Are the balancing tolerances of other LDCs 

typically applicable to both packing and 

drafting the LDC?  Please identify any LDCs 

that have tolerances only applicable for 

drafting." 

 FEI's response: 

"Black & Veatch has observed that the LCDs' 

balancing tolerances are typically 

applicable for both positive imbalances 

packing and negative imbalances drafting.  

In its review on the balancing provisions of 

more than 20 LDCs, Black & Veatch did not 

note that any had tolerances that only 

applied to negative imbalance quantities." 

  So we're not arguing that it's necessary to 

add tolerances for packing or penalties for packing, 

it's more that if you're in a situation where you're 

trying to move the system to daily balance and there's 

going to be a great incentive to avoid drafting, you 

have to have rules in place to figure out how you deal 
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with the imbalances on the packing side. 

  So moving to a 10 percent tolerance will 

just tighten up that tendency that will already be in 

place with the move from monthly balancing to daily 

balancing.  So to avoid the unintended consequences 

it's important to move in a measured way based on good 

information in the market place and a chance for the 

behaviours to change. 

  The penalties also, at the outer edges, 

were set years ago and have not been recalibrated to 

these new tolerances.  FEI, if it has any issues with 

the daily tolerances, has adequate remedies in its 

tariff to increase balancing discipline on its system.   

I refer the Commission to the response in BCUC IR No. 

2, 86.1. 

 Proceeding Time 10:16 a.m. T17  

  Mr. Bystrom, in the argument today pointed 

to a table -- it's near the beginning.  In paragraph 8 

there's a table that shows that the balancing charges 

and the remedies FEI has under daily balancing is a 5 

percent tolerance can be imposed during times of 

supply constraints.  So if there's an issue where the 

system is tight, FEI can impose a 5 percent tolerance 

because that's even stronger than 10 percent.   

  Also Ms. Gravel, at page 685 of the 

transcript read out the provision that related to 
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imbalance return.  I'll just read it for the record: 

"When on any day the shipper delivers  

more gas to the interconnection point than 

its actual consumption, except for gas 

purchased by FortisBC Energy under Section 

22.8, shipper's gas, FortisBC Energy will 

maintain an inventory account for the 

shipper and will increase the balance in the 

account by the excess amount received.  

FortisBC Energy reserves the right to limit 

gas quantities maintained in the shipper's 

inventory account and will, from time to 

time, at its discretion, and in consultation 

with the shipper, return excess inventory at 

no charge to the shipper.  This will not 

relieve the shipper from its obligation to 

provide accurate nominations pursuant to 

Section 8.1, requested quantity." 

  And Mr. Bystrom did spend some time talking 

about the use of the tools, and seem to suggest that 

it shouldn't be on West -- sorry, FEI, to have to make 

use of those tools to enforce balancing discipline on 

its system, but that's what those tools are there for; 

they should be used.  And Mr. Bystrom also indicated 

that since 2014 there's been a greater effort by FEI 

to make use of those tools.    



FEI 2016 Rate Design Application                         
November 27, 2017, Volume 7                Page:  777 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  There was an exchange in the SRP between 

Ms. Marr and Ms. Salbach about that point, looking at 

the table to show the historic imbalance on the 

system.  Ms. Marr says: 

"Okay, so based on the information that is 

in that table provided in response to BCUC 

IR 89.2 there is -- you can see there is 

substantial drop in the monthly balancing 

gas revenue that was collected.  It was in 

the range of 1 million to 1 million and a 

half per year, then it dropped to something 

in the order of four to 500,000. 

 Would you say that was due to FEI's 

increased use of the tools it has in its 

tariff as encouraged by the Commission in 

the monthly balancing decision, or is it 

something -- some other factor such as 

weather? 

MS. SALBACH:   We'd like to think it's maybe 

a combination of greater consultation with 

marketers, managing monthly balancing more 

tightly, as well as the decision encouraged 

FEI to use the tools available to us today 

in order to enforce more closely or tighter 

balancing tolerances." 

 So that is available to FEI if it keeps the balancing 
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tolerance at 20 percent.   

  Mr. Bystrom also noted that the 

marketplaces had two years notice of this change, and 

so the marketers should all be ready to make that 

change now, and the customers should be ready. 

  There's been discussion with FEI through 

the pre-application process and the application 

process where FEI has proposed a change, but that 

change doesn't come into effect until the Commission 

approves it.  So there is not two-year's notice.  That 

presumes that FEI is going to get what it wants. 

    Proceeding Time 10:21 a.m. T18 

  And in the pre-hearing workshops, there was 

a number of discussions back and forth about, what's 

the nature of the discussion?  Is it a negotiation, is 

it an information session?   

  And it was really more in the nature of an 

information session.  And to illustrate that point, in 

the transportation review workshop summary of notes, 

which is attached as a appendix to the FEI 

application, Exhibit B-1, in the summary of the 

questions and comments in slide 2, there is a comment 

from the customer group.   

"The discussions are piecemeal, and there 

may be opportunity to influence what you put 

in your application.  Are you going to 
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change your application, or is this just 

notice of what you're going to put in your 

application?"   

  And the response is equivocal. 

"This is all about understanding the key 

issues related to rate design application.  

We have identified key discussion topics for 

today's workshop.  We're open to discussion 

topics and issues you may have.  These key 

issues will help focus the scope of the RDA.  

We will look towards addressing those key 

issues at a time when we file our 

application." 

  So there's no back-and-forth.  It's really 

West Coast -- or, sorry, FEI -- I have to stop that 

association.  There is no back-and-forth.  It's really 

FEI explaining what it proposes to do, and then 

answering questions about that.   

  So, to suggest that that was a consultation 

where there is equal parties at the table, and you're 

working through a proposal to come up with something, 

is not accurate in any measure.   

  So in the end, we suggest that there's no 

compelling reason to make the change to the tighter 

daily balancing tolerances.  There is every reason to 

expect that there is going to be a dramatic change in 
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behaviour when you move all of the transportation 

customers to daily balancing, and one of the outcomes 

is likely to be a strong tendency to be in a pack 

situation rather than a draft situation.  FEI is not 

well-equipped to deal with that situation in terms of 

the imbalance return and the rules for imbalance 

return, but they are able and equipped to deal with 

balancing its system with the tariff tools that it has 

in place today.   

  I would also note, on a related -- to this 

change, and tying it to the rate balancing discussion, 

that FEI's proposing to make changes to the Schedule 

22A daily balancing tolerances, which is a significant 

change to the tariff and the terms and conditions of 

that service.  This will come up again in the rate 

rebalancing discussion, about why that group is not 

treated like other customers in the rate rebalancing.   

  Subject to any questions the Commission 

has, those are my submissions.   

THE CHAIRPERSON:   Thank you, Mr. Bursey. 

  Go ahead.   

ARGUMENT BY MR. DIXON: 

MR. DIXON:  Access Gas thanks the panel for this 

opportunity to present an argument, and with respect 

to proposal 1, the elimination of monthly balancing, 

the activity Fortis is trying to rectify would almost 
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entirely be solved if FortisBC just enforced the 

spirit of the existing rate schedules, as they pertain 

to shipper agents managing large volume customers with 

a daily balancing requirement.   

  By permitting multiple customer groups at a 

single delivery point, FortisBC has been complicit in 

exacerbating historical imbalances.  When I first 

started in this business in 2001, I spent a great deal 

of time ensuring I was proficient in the 

transportation rate schedules, and for 12 years would 

regularly turn away and avoid customers with a daily 

balancing requirement. 

 Proceeding Time 10:26 a.m. T19  

  I did this in order to ensure our company 

retained enough operational flexibility to meet the 

unsophisticated balancing needs of our target mid-

market customers.  After twelve years of operating in 

the province, I was very surprised to find out that 

FortisBC permitted the operation of both a daily and 

monthly shipper group at a single delivery point with 

the unfettered option to transfer month-end inventory 

between the two.  There is no mention of this in the 

rate schedule.   

  The implication was that large volume 

shipper agents, who I thought were required to balance 

daily pursuant to the tariff, did not truly have that 
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obligation at all.  To be certain, I was pleased to 

discover this work around but disappointed it was not 

communicated sooner.   

  The point is that FortisBC made a choice 

when they decided to permit the unfettered transfer of 

inventory between daily and monthly groups, and that 

choice was clearly a material contribution to the 

problem they are telling us exists today. 

  When we look at the slide on page 22 from 

last week's SRP handout, I postulate that all of the 

shipper agents with both daily and monthly groups at a 

single delivery point would have managed their 

capacity in a manner wholly consistent with those 

holding only a single daily group at a delivery point. 

  In consideration of that chart, it can be 

conferred that if the spirit of the tariff were 

followed and only a single shipper group was permitted 

at a delivery point, we would expect to see 97 percent 

of transportation demand fall within the universe of 

shipper agents below the noted 10 percent red line. 

  I was not around in the '90s, but I'm 

certain it was recognized at the time that smaller 

shipper groups comprised of commercial customers have 

less impact on system imbalances when compared to 

customers that burn more in a few days than the 

average commercial customers burns in a year.  That 
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should continue to be recognized in the context of 

this application. 

  In summary, and it looks like I may be the 

only one here today, with respect to proposal number 

one, FortisBC should maintain the prevailing rate 

schedules which include provisions for monthly 

balancing and eliminate the undocumented two-group 

inventory work around they currently permit to occur. 

  Further, if FortisBC remains concerned that 

the month-end balancing mechanism for monthly groups 

can provide an arbitrage opportunity, then that 

specific problem should be addressed.   

  FortisBC's previous application to add a 

dime to the balancing charge did not adequately 

address that problem.  The easiest fix would be to 

change the balancing charge from the average price for 

the month to the price on the very last day of the 

month.  Then there would not be a financial incentive 

to end the month short.   

  With respect to proposal number two, the 

amendment of balancing tolerances from 20 to 10 

percent, while it is true that technology has made the 

nomination process easier, I argue that there has been 

little change to the actual load forecasting 

methodology that existed in the '90s when the current 

rate schedules were introduced, that are still being 
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used today.  We are still using historical data 

combined with a weather forecast.  Yes, we can now get 

the information on line, but it remains of limited 

value during dramatic weather swings. 

  With respect to comparisons made to tolerance levels 

in other jurisdictions, these comparisons are 

misleading because in many jurisdiction the LDC 

provides a forecast against which shippers must 

balance.  In the case of the Elenchus response to 

Access Gas IR No.  1, the statement they made was 

factually incorrect and entirely misleading.  Access 

accepts that we are currently responsible for 

forecasting load, but notes that in the other daily 

balancing jurisdictions in which we operate, we are 

provided with LDC dictated volume requirements around 

which we must balance within five percent, positive or 

negative, and we are not forced to buy from the LDC 

when -- when not in tolerance -- or sorry, within that 

tolerance. 

Proceeding Time: 10:30 a.m.  T20 

  In the event it is determined that Access 

customer consumption varies from the LDC forecast, 

then inventory is adjusted, and there are no penalties 

applied.  This provides more certainty for all parties 

involved, shipper, shipper agent, and customer.  

FortisBC's system is not as advanced, and provides a 
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great deal for post-flow risk to shippers and shipper 

agents in this regards.  Again, smaller shippers can 

have unpredictable swings on a percentage basis, but 

those swings are not material relative to the on/off 

nature of large industrial customers.   

  Forecasting limitations in this market 

segment should be recognized here today, and the 

change to a 10 percent tolerance 365 days a year is 

not palatable given the post-flow risk of the current 

system.  Further, FortisBC retains the ability to 

restrict to a 5 percent tolerance to constraints.   

  Lastly on this topic, Access Gas has 

experienced material prior period adjustments due to 

metering issues that have been large enough to wipe 

out multiple years worth of income had they occurred 

at the wrong time of year or at the wrong delivery 

point.  FortisBC should only be allowed to adjust 

inventory, and should not be allowed to penalize 

shippers or shipper agents for volumetric changes due 

to a prior period adjustment.   

  In summary, proposal number 2 is overly 

restrictive, and the balancing tolerance level should 

not be changed from 20 to 10 percent. 

  With respect to proposal number 3, the 

introduction for tiered balancing charges.  Access 

notes that FortisBC's contention that from zero to ten 
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there are no costs, or zero to 20 under the existing 

rate schedule is just not true.  Of our current five 

shipper groups on the FortisBC system, the Sumas Gas 

Daily Index is almost always punitive in four of these 

groups.  In addition, a shipper agent holding T-south 

capacity, there are often times when the Sumas Gas 

Daily Index would be punitive to us at Huntingdon.  

Regardless of the proposed tiered approach, there will 

remain a huge incentive to perpetually over-deliver 

every day of the year, subject to imbalance return 

availability.  While FortisBC does provide limited 

access to imbalance return, we have concern with 

respect to its allocation, and I will touch on that 

shortly.   

  In summary, proposal number 3 is overly 

punitive, because it effectively adds an additional 

penalty to what is already a penalty, and is going to 

create an even greater incentive for shippers to 

perpetually over-deliver on the system. 

  I'd like to briefly touch on the potential 

issues arising out of imbalance return.  As one of the 

many implications of a change to daily balancing for 

all shippers, is that shipper agents will be incented 

to provide FortisBC with a perpetual inventory.  In 

order to avoid that -- in order to access that 

inventory, all of the shipper agents on the system 
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will be required to nominate imbalance return.   

  In the event the panel determines universal 

daily balancing is the appropriate path, the 

allocation methodology currently being employed by 

FortisBC must be reviewed, because the existing 

methodology does not fairly allocate to shippers.   

  Under the current methodology, two shipper 

agents requesting the same amount of gas would be 

allocated the same volume of imbalance return, even if 

one of them is burning 1 gigajoule per day, and is a 

single customer, and the other is burning 100,000 

gigajoules per day, with 100 customers.  Further, 

companies requesting a balance return may not even 

require or use the volume they're requesting, which 

takes capacity away from the shippers that may 

actually want to use it.   

  In summary, Access would request a formal 

review of the imbalance return allocation methodology, 

or the formation of a working group that includes 

shipper agents to determine an appropriate allocation 

methodology that is fair to all participants.   

  Finally, in our view, if the proposed 

changes are implemented, they will negatively impact 

transportation service customers, and are likely to 

force a change to the contractual obligations 

suppliers are willing to provide them going forward.  
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Risk will fall back to the customer.  In addition, I 

believe these changes will exacerbate price volatility 

in the Huntingdon market beyond what we're currently 

observing.  And I can't help but wonder if that is 

actually the aim of the changes being proposed. 

    Proceeding Time 10:35 a.m. T21 

  In summary, Access recognizes FortisBC has 

a desire to move to daily balancing for all shippers.  

However, FortisBC is overshooting in their ask, given 

they allowed inventory transfers to flourish, and even 

encouraged them at onset.  

  Under the current structure that provides 

monthly and daily balancing, shippers should only be 

permitted a single group at a delivery point, and this 

should be enforced.  The universal daily balancing 

should be set aside and reviewed in the future.   

  That said, in the event the panel 

determines that universal balancing across all groups 

should be implemented, tighter tolerances and 

additional penalties should not be introduced at this 

time, and reserved for future consideration.  

Universal daily balancing alone is an extremely 

material change to the way business is conducted on 

the FortisBC system.   

  And, yeah, thank you, and Access looks 

forward to having more certainty in our working 
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relationship with Fortis once this is over.   

  Questions?  

COMMISSIONER ENNS:   Yes.  You mentioned in other 

jurisdictions, at least I think I heard you say in 

other jurisdictions you have more information, or 

better information to work with.   

MR. DIXON:   Yes.  

COMMISSIONER ENNS:   Which jurisdictions are those, and 

does that involve Fortis?  

MR. DIXON:   So my company -- no, it doesn't.  So my 

company -- I personally manage nominations and 

balancing, on four LDCs, and the only market that 

requires that we're required to daily balance in is in 

Alberta.  And they have a tolerance that's set -- they 

provide the number to which we balance, and they 

provide a tolerance against which -- they provide the 

number, and we balance around that number.   

  So it's different -- it's a different 

system.  Whereas in -- with the Fortis system, we end 

up with a bunch of -- you know, we guess, and then we 

do our best, or especially during curtailments, you 

know, we want to avoid charges.  We do our best, or we 

completely overdeliver, because we don't know.  And 

those numbers can change later, and we -- and the 

penalties flow through those later.   

COMMISSIONER ENNS:   And the other jurisdictions, other 
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than Alberta, are they similar to British Columbia?   

MR. DIXON:   I don't know.  You know, that's part of the 

reason why I submitted an IR to Elenchus.  And I don't 

-- you know, I can -- the response was wrong, because 

I operate in one of the markets I was asking about.  

But I don't know about other jurisdictions.   

COMMISSIONER ENNS:   Oh, I'm sorry, I misunderstood.  I 

thought you were operating in four jurisdictions.   

MR. DIXON:   Yeah.  B.C. -- so, four.  PNG, Fortis, Alta, 

and ATCO.   

COMMISSIONER ENNS:   Okay, thank you.   

MR. DIXON:   And then B.C. is all monthly balancing for us 

as a shipper agent.   

COMMISSIONER ENNS:   So, thanks.   

COMMISSIONER EVERETT:   You say daily balancing will 

incent the oversupply?   

MR. DIXON:   Yes.   

COMMISSIONER EVERETT:   I think that's the point you were 

making. 

MR. DIXON:    Yes. 

COMMISSIONER EVERETT:   But one of the consequences you're 

worried about is that, how was that oversupply 

reallocated to those who caused the oversupply, or 

provided the oversupply?   

MR. DIXON:   Well, with respect to imbalance return --  

COMMISSIONER EVERETT:   Yes.   
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MR. DIXON:   -- the current methodology, my understanding, 

you know, we don't nominate into it, because we're not 

-- I think we're the only one here who's just a 

monthly shipper.  And so, we don't nominate into 

imbalance return, but my understanding is that 

imbalance return is just spread out -- you know, 

there's 40,000 divided by the number of shippers 

requesting it.  And that's what's made available -- 

can be made available to each shipper.   

  Whereas, you know, if there's a shipper 

that's a very small shipper, and that one that's very 

large, they may end up with the same amount of 

authorized imbalance return.  

COMMISSIONER EVERETT:   Even though one of them may have 

contributed a lot more to the imbalance.  

MR. DIXON:   Correct.  

COMMISSIONER EVERETT:   I see.   

THE CHAIRPERSON:   Thank you, Mr. Dixon.   

MR. DIXON:   Okay, thank you.  

ARGUMENT BY MS. McCORDIC:  

MS. McCORDIC:   Shell Energy only has four points to 

discuss.   

  Item 1, Shell Energy supports the 

elimination of monthly balancing at both BC Gas 

Interior and BC Gas Lower Mainland.  

 Proceeding Time 10:40 a.m. T22  
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   Point 2, Shell Energy does not support 

amending the daily balancing tolerance from 20 percent 

to 10 percent.  In response to question 56.1 of BCUC 

Information Request No. 1, where the BCUC asked FEI to 

discuss the pros and cons of a phased-in approach, FEI 

noted that there are no major pros or cons to a 

phased-in approach.   

  Given that Fortis is relatively indifferent 

to a phased-in approach, Shell Energy would like to 

see the daily balancing tolerance remain unchanged.  

After a period of at least one full gas contract year, 

Shell Energy would recommend an assessment be 

undertaken by FEI to determine if the elimination of 

the monthly balancing provisions has achieved the 

desired results, in which case further tightening of 

the balancing tolerance would not be required. 

  Fortis also noted in their response to 

question 56.1 that some existing shippers are already 

managing within the 10 percent tolerance.  It is Shell 

Energy's position that once monthly balance groups are 

eliminated, balancing to a 10 percent tolerance will 

be much more difficult to achieve.   

  Currently there's no benefit for monthly 

balanced groups to nominate an imbalanced return. 

However, going forward, in order to minimize balancing 

penalties, shipper agents will enter imbalance 
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requests for all their customer groups.  Therefore, 

the amount of imbalance return currently available to 

daily balance groups will decrease, making it more 

difficult to balance accurately on a daily basis.  

  Point 3, Shell Energy does not support 

limiting the amount of imbalance return to 40,000 

gigajoules per day in the Interior and 40,0000 in the 

Lower Mainland.  Shell Energy acts as Catalyst Paper 

Corporation shipper agent.  Catalyst Paper is a member 

of the Vancouver Island Gas Joint Venture.  If, in the 

future, the Vancouver Island Gas Joint Venture members 

were to decide to become Rate 22 customers, each 

company would need to be allotted a discreet allowable 

imbalance return to be allocated to the mill's shipper 

agent.  Without such an allowable imbalance return, 

the mills would be a distinct disadvantage. 

  And finally, point four, Shell Energy 

strongly objects to imposing balancing provisions on 

customers in the Columbia region.  It is Shell 

Energy's position that the Columbia region should 

remain exempt.  As noted in responses to question 

number 1 of Shell Energy's Information Request No. 2, 

FEI's overall supply and demand is balanced with 

Foothills B.C. and EKE.   

  FEI also notes that if FEI were not 

balanced at EKE, Foothills B.C. may take increased 
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actions regarding imbalances at all taps. 

  Given that Foothills B.C. monitors 

imbalances at each tap separately, it is Shell 

Energy's position that the fact that the FEI is 

balanced as EKE has no bearing on the imbalance 

allowed at the Sparwood tap.   

  FEI also illustrated in its response to 

question 2 of Shell Energy Information Request No. 2, 

that it is does not nominate accurately for the core 

market at the Sparwood tap.  For the most part, Shell 

Energy is unconcerned with FEI's nominating practices 

because Teck Coal's loads more than offset any pack or 

draft created by FEI in its management of the core 

market. 

  As FEI also noted in the response to 

question number 2, FEI would make supply adjustments 

at the tap when imbalances are extreme.  Shell Energy 

does not understand how this explanation could be 

true.  It is our understanding that FEI manages the 

core market requirements at Sparwood and makes no 

attempts to balance Teck Coal's imbalance.  Nor should 

they.  The service is neither desire nor required.  

Teck Coal is capable of managing its own imbalance.  

It has done so for years and would like to continue to 

do so in the future. 

  And finally, in question 3 of Shell 
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Energy's Information Request No. 2, Shell Energy asked 

how, when FEI receives a call from Foothills 

requesting either an increase or a decrease in supply 

and Shell Energy responds to that request directly, 

FEI could purport to utilize midstream assets. 

  FEI responded by provided a list of assets 

throughout Western Canada and the U.S. and by stating 

that while Shell Energy resolves the imbalance, FEI 

provides balancing to this location. 

  How can Shell Energy resolve the imbalance 

while at the same time FEI provides balancing to this 

location?  Shell Energy has requested to resolve the 

imbalance and takes action to balance, yet FEI says 

that they are also providing balancing.  How can both 

things be true?  It can't be possible for both parties 

to be balancing. 

  That's it.  Any questions?  

THE CHAIRPERSON:    Thank you. 

MR. MILLER:    Madam Chair, we have an additional argument 

from Absolute Energy. 

THE CHAIRPERSON:    Okay.    

ARGUMENT BY MR. GREWAL: 

MR. GREWAL:    Good morning.  David Grewal, Director of 

Energy Services, Absolute Energy. 

  Absolute Energy is one the largest shippers 

on the FortisBC system, managing a diverse portfolio 
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of customers as a shipper agent and supply manager.   

Proceeding Time 10:45 a.m. T23 

  Our clients include some of the largest 

industrial customers on the Fortis system, with 

volatile demand profiles and complex supply and 

transportation requirements.  Some of these customers 

have already registered as interested parties in the 

rate design application process.   

  As a precursor to our comments I'd just 

like to note that the staff at Fortis and particularly 

in Gas Supply, Gas Control and Industrial Customer 

Services have always provided a high level of service 

and professionalism in their interactions with 

Absolute Energy, in all aspects of supply and 

transportation scheduling.   

  With regards to the Fortis proposal to move 

all shippers to daily balance provisions, Absolute 

Energy is in agreement.  With regards to the Fortis 

proposal to move all shippers from a 20 percent to 10 

percent daily balancing threshold, Absolute Energy is 

in opposition.  In this matter we provide the 

following comments and argument. 

  Absolute Energy has been balancing its 

entire customer load at several interconnects on the 

Fortis system exclusively under daily balance rules 

for a number of years.  This has required the 
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implementation of daily load forecasting and customer 

communication for our large industrial accounts and 

the application of a diverse range of supply and 

transportation resources and tools to ensure we are at 

minimum within the current Fortis system threshold of 

20 percent.   

  One of these resources is access to 

imbalance return.  And imbalance return is an 

essential tool that Fortis currently makes available 

to daily balance shippers to manage swings in customer 

demand, and also to draw down inventory levels on the 

Fortis system when they are exceeding the accepted two 

to three days of customer burn.  Imbalance return is 

included as a part of the total supply volume when a 

shipper submits a nomination through WINS, which of 

course is the Fortis gas scheduling portal.   

  Our objection to this proposed change is 

twofold.  Number one, based on the shipper group 

information provided by Fortis, by moving all shippers 

to daily balance rules, the number of daily shipper 

groups will move from 6 to 14.  It is our opinion that 

this change will significantly impact the amount of 

imbalance return available to each shipper and impinge 

upon their ability to effectively balance customer 

loads to within the proposed 10 percent threshold.  

There is a finite amount of the amounts returned 
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currently available to daily shipper groups of 40,000 

gigajoules.  If shipper group requests for imbalance 

return volumes double from the current levels, then it 

is safe to assume that the current imbalance return 

volumes available to each shipper will be cut by 50 

percent.   

  Number two, customer usage data access 

through WINS is current provided with a 48-hour lag to 

the gas supplies -- to the day in which gas supplies 

are ordered.  There are some large volume customer 

accounts that are provided with real time usage data 

by Fortis, known as SCADA, but the majority of 

accounts experience a 48-hour or two-day lag.  A daily 

balance shipper therefore does not accurately know 

where their total customer demand is until after the 

gas day has been closed.  While shippers can utilize 

load forecasting models to estimate custom usage, if 

some customers have unexpected operating upsets or 

demand swings outside of normal ranges, then it is 

incumbent on the shipper, on the shipper agent to 

ensure adequate supplies are brought in to keep daily 

balances inside the current 20 percent threshold.  

However, there is limited to no access to interday 

supplies at Sumas.  Furthermore there is no Y-day 

market or mechanism to access supplies for prior 

periods as there is in other jurisdictions such as 
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Alberta.  Fortis contracts storage resources as part 

of its annual contracting plan.  It should be noted 

that the majority of shippers and customers on their 

system do not.   

  Our main goal as intervener in the rate 

design application process is to ensure our customers 

receive fair and equitable service from Fortis and are 

not penalized in a punitive fashion, especially as a 

result of changes to customer usage levels that are 

often beyond their control.  Some large sophisticated 

industrial customers operate with multiple fuels and 

load forecasting that is highly complex and constantly 

in a stage of flux.  

  We therefore find the proposed changes to 

move from 20 percent to 10 percent will cause two 

results.  Firstly, some customers constantly receiving 

penalty charges for being outside the ten percent rage 

and secondly, shippers consistently ordering an 

excessive amount of supply in attempt to remain within 

the ten percent range and avoid penalties. 

 Proceeding Time 10:149 a.m. T24  

 If access to imbalance return is in fact reduced on 

average, then shippers will also struggle with drawing 

high inventory levels down.  

  The final part of the argument for its 

proposed changes to balancing rules in the Columbia 
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region.  Currently there are no balancing provisions 

in place for this region, other than that shippers use 

best efforts to trend their imbalances towards the 

zero balance.  If the shipper's imbalances are 

becoming too large, then Fortis communicates this and 

the shipper takes the appropriate action to rebalance.  

Balancing customer loads in the region is restrictive, 

in part due to the lack of supply options, and also 

due to limited firm capacity coming out of Alberta on 

the Foothills system.  

  We do not expect to see these conditions 

change in the foreseeable future and as such, believe 

that enforcing tighter balancing rules will result in 

customers paying balancing charges to Fortis. 

  We are therefore opposed to the Fortis 

proposal to include the Columbia services territory 

with all the other regions on the Fortis system 

regarding the proposed changes to balancing rules.  We 

appreciate this opportunity, thank you.   

  Any questions? 

COMMISSIONER ENNS:   I have one question.  Now, I had 

understood you to say that if the changes that would 

lead to increase packing, the reduction of it from 20 

to 10, are going to increase the level of inventory 

and that is going to affect the daily balance return, 

and you mentioned that if that quantum doubled, the 
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daily balance return would be cut in half.  Is that a 

calculated amount in your mind, or is that something 

that's in the evidence? 

MR. GREWAL:    It's just an assumption that when you are 

going from 6 to 14 that naturally there would be a 

reduction.  And so that's what we're basing that on. 

COMMISSIONER ENNS:    So it's an assumption. 

MR. GREWAL:    That's right 

COMMISSIONER ENNS:    Thank you.   

THE CHAIRPERSON:    Mr. Bystrom, how much time do you 

need?  We'll take a break but -- 

MR. BYSTROM:    Until quarter after at the earliest would 

be nice. 

THE CHAIRPERSON:    Okay, we'll come back at 11:15.  

 (PROCEEDINGS ADJOURNED AT 10:51 A.M.) 

 (PROCEEDINGS RESUMED AT 11:31 A.M.)   T25/26 

THE CHAIRPERSON:   Have a seat. 

REPLY BY MR. BYSTROM:   

MR. BYSTROM:   Hello again.  So, I've done my best to try 

and organize my submissions in response to what I've 

heard, but I will be sort of fumbling around from time 

to time, I expect, so if you can excuse me in advance 

for that. 

  So, I am going to proceed basically by 

intervenor, in the order of the submissions that we 

heard.  And the first point of reply is to Mr. 
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Weafer's proposal for a review in, I believe he 

proposed three years, and he suggested three items for 

that review.  FEI has no concerns with the concept of 

a review, or the three items mentioned by Mr. Weafer.  

Mr. Hill mentioned at the SRP that three to five years 

would be an appropriate time for a report back.  There 

is the need for a sufficient amount of time to see how 

the proposed rules, if approved, actually work in the 

market, and how it works in different market 

situations over time.  So, I just don’t think we 

should be in a rush to do that too soon, otherwise it 

won't be a fruitful review.  So, three to five years 

is what FEI would propose for that review or reporting 

back. 

  Turning then to Mr. Bursey, Mr. Bursey's 

first submission was that FEI has not presented a 

pressing need for change.  And in particular, for the 

10 percent tolerance level charge.  Mr. Bursey, as 

you'll recall, didn’t oppose the daily balancing, A 

move to daily balancing, because his clients already 

daily balance. 

  And so FEI obviously disagrees that we have 

not put forward a pressing need for change.  And I 

note that Mr. Bursey and all the shipper agent groups 

studiously ignored rate design principles and matters 

related to cost allocation.  The primary, fundamental 
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issue with the current balancing rules is that the 

costs to balance are borne by sales customers, but the 

imbalances that are occurring today on the system, are 

caused in part by transportation customers.  So, this 

is a cost allocation rule.  Principles of rate design 

is that customers should pay for the cost they cause.   

Proceeding Time 11:34 a.m. T27 

 So right now there is a lack of fairness from a rate 

design perspective.  And this is a rate design 

proceeding, and that is, in my submission, a pressing 

need for change.   

  We've also seen that although industry has 

evolved over the past 20-30 years, nomination 

practices with increased information, with increased 

sophistication, the rate design balancing rules have 

not changed.  And the result is that the balancing 

rules are significantly out of step with industry 

practice.  Right now we're frankly outside the 

ballpark.  We're not on the charts.  We need to get 

the rules more in line with what's seen out there in 

North America.  And shipper agent groups have not 

demonstrated why FEI, its system is so unique that our 

rules should be significantly more lenient than every 

other local distribution company in North America.   

  And I will not -- I should mention that I 

have addressed a lot of the points in my initial 
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submission.  I'm not -- I'm going to try not to bore 

you with repeating the same points, but if I don't 

reply to a particular point it's not that I agree, 

it's just that I believe I think we've covered a lot 

of the points in the initial submissions.   

  And I want to next address the point, 

there's a theme of Mr. Bursey's submission that, you 

know, daily balancing is already a significant change 

and that therefore we need to phase in the 10 percent 

tolerance proposal.  So first of all, as Mr. Bursey 

indicated, his clients already daily balance.  So for 

them, the switch to daily balancing will not be a 

significant change.  And if there is no implementation 

of a higher tolerance, or I guess it's a lower 

tolerance level, there will be no significant change 

at all and we will just be continuing the same problem 

that's occurred for the 30 years of not moving along 

and developing the balancing rules to reflect industry 

practices.   

  And Mr. Bursey quoted from the transcript, 

from Mr. Hill talking about the pendulum swing.  And 

Mr. Bursey appeared to be indicating that his 

interpretation of Mr. Hill's remarks were that the 

daily balancing change alone was a significant change.  

I mean that's just not accurate.  That's not FEI's 

position, and a review of the transcript and all the 
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other evidence on the record shows that FEI's position 

is that the daily balancing and 10 percent tolerance 

level as a package is a reasonable change.  And those 

were my submissions earlier this morning and I can 

repeat them now, but -- so Mr. Bursey's reference to a 

number of things on the record suggest that we were 

saying that daily balancing alone is a significant 

change and that therefore, you know, a 10 percent 

tolerance shouldn't be done.  It's just not an 

accurate characterization.  

  The two components together, we believe, 

are a reasonable and achievable change.  And I've 

outlined how.  Industry standard practice, tolerance 

levels are usually 5 percent or lower, and we're 

moving from 10 from 20.  So we think that's a 

reasonable shift and that if there is no shift then 

we're really making very little change by just moving 

off of daily.  

  Frankly, the move from monthly to daily is 

a bit of a no brainer.  It's not industry standard 

practice and it doesn't make sense for FEI to have 

both sets of rules operating at the same time.   

  Mr. Bursey also claimed that removing the 

daily balancing should address all the concerns.  He 

suggested that that one proposal, that'll do the 

trick, you don't need to do anything more.  And FEI 
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disagrees.  In particular, it won't address the large 

swings volatility that we're currently seeing between 

supply and demand for transportation customers.   

    Proceeding Time 11:38 a.m. T28 

  And you'll recall from the presentation 

that Ms. Salbach presented first, the tendency for 

monthly customers to undersupply, and the tendency for 

daily customers to oversupply.  And then the next 

slide was combined, net view of the volatility.   

  So that volatility that we see throughout 

the year is a combination of both.  And that's the 

volatility that won't be fixed by simply moving to 

daily balancing.   

  And again, at the risk of being repetitive, 

that volatility causes imbalances which FEI manages on 

a daily basis using midstream resources paid for by 

sales customers.  And right now, with the 20 percent 

tolerance level, daily balanced groups can undersupply 

by up to 20 percent without any balancing charge.  

Yes, they have to pay for the gas.  If they don't 

provide the gas for their customers, then FEI will 

provide it, and FEI charges them at the Sumas daily 

price.  But in my submission, that is the cost of 

doing business, as Mr. Hill said at the SRP.  The gas 

has to be paid for by somebody, and it's charged at a 

market rate, the Sumas daily price.  And I'll address 
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that a bit later in my submissions as well.   

  Another theme of Mr. Bursey's submissions 

were that FEI has the tools to manage supply, so we 

shouldn't introduce a 10 percent tolerance level.  FEI 

can already do this.  And I addressed this in some 

detail in my submission this morning.  And just to 

summarize those points, as I pointed out, there is no 

indication that that will be effective.  FEI has to 

send requests to shippers, and request again and again 

and again, then make a renomination, and then they can 

renom it back.  And this would happen every day.  And 

all those resources are at the expense of sales 

customers.   

  So shifting the onus back on FEI simply 

increases the unfairness of the current system.  And 

when I -- you know, "unfairness", I don't mean 

unfairness to FEI, I mean unfairness to the sales 

customers.   

  I also talked about how it's the existing 

policy of just having FEI try to manage this is 

inefficient and unfair.  I talked about how it's 

actually the onus of the shipper agents to do this.   

  And Mr. Bursey talked quite a bit about how 

the length of time that has passed since the rules 

were in place, and seems to be implying that this 

length of time is a reason to avoid, you know, 



FEI 2016 Rate Design Application                         
November 27, 2017, Volume 7                Page:  808 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

introducing a 10 percent tolerance.  In my submission, 

the shoe is on the other foot.  The balancing rules 

have remained the same for too long, frankly, and the 

length of time since they've been in place speaks to 

the fact that this review is right, and that changes 

need to be made now.   

  I will now speak to the topic of imbalance 

return that was brought up quite a bit by Mr. Bursey, 

and I'll also try to address here the comments made by 

Mr. Dixon and others as well.  

  So, the first point I'd like to make is 

that 80,000 gigajoules is the amount of imbalance 

return that's currently available:  40,000 in the 

Lower Mainland, 40,000 inland.  This is not an 

insignificant amount.  The total throughput for 

transportation customers is about 75 GJs a year.  If 

you divide by 365, that's about 205,000 gigajoules per 

day.  So that's an average of 205,000 gigajoules per 

day.  And those throughput numbers are on the record.  

  So, 80,000 gigajoules is about 40,000 of 

the average daily throughput for transportation 

customers.   

VOICES:   40 percent.  

MR. BYSTROM:   40 percent, thank you.  So that's not an 

insignificant amount. 

  And as I mentioned in my submission this 
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morning, and as it says in the application, that 

amount is based on system operating constraints.  So, 

FEI is not being capricious and just setting an amount 

arbitrarily.  It's based on what it can provide, 

operationally.   

    Proceeding Time 11:43 a.m. T29 

  The rules around how FEI manages imbalance 

return, the amount and the allocation process, were 

developed with marketers.  They understand how it 

works, because they use it every day, or can use it 

every day.  The ones with daily balancing, FEI has 

said on the record that it hadn't had -- there were no 

concerns expressed with this.  How the marketing -- 

sorry, imbalance return works.  FEI completed its 

review of the transportation model, consulted with 

customers, and concluded that, you know, it's 

generally working well.  So now we're here today and 

hearing concerns about it.  

  So, and if you recall in my submissions 

this morning, a benefit of having imbalance return 

rules, the details anyway, in the business practices, 

is that it provides FEI with flexibility to make 

changes. 

  So if FEI sees that there is an issue with 

the allocation process, once these new rules are 

proposed, it can make changes.  Right now the 
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allocation process is based on requests, and, you 

know, that is something that can be considered.  And 

FEI can do that as part of its regular review of its 

business practices.  

  Mr. Bursey suggested that he'd like to see 

his customer -- or clients would like to see it in the 

tariff, and of course that's an option.  You can 

always move business practices into tariff language.  

  The downside is that if it's in the tariff, 

then FEI must abide by those rules.  It has no 

flexibility to say, you know what?  You're right.  

Customers -- that doesn't quite make sense any more, 

let's change that up.  It's in the rules, it's in the 

terms and conditions.  There is no flexibility.  And 

changing it requires process.   

  So, you know, it works.  It can work either 

way.  In FEI's view, it's worked well today, and it's 

the flexibility will -- may be important going forward 

as the new rules come into play, and we see how 

imbalance return is affected.  

  And you know, one more point about 

imbalance return is that it's accessed free of charge.  

FEI allows customers to accumulate a positive balance 

and at no charge, they are given access to imbalance 

return.  They can get that positive balance back at 

any time, subject to the rules.   



FEI 2016 Rate Design Application                         
November 27, 2017, Volume 7                Page:  811 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  And it's important to note that those -- 

that inventory that's accumulated is a paper 

inventory.  It's virtual.  It's not when they 

accumulate a positive imbalance, it's just not sitting 

there on the system, it's -- you know, that's a paper 

record.  So when customers request imbalance return, 

FEI has to bring that gas on and may incur variable 

charges to do that.  So that's a free service that FEI 

provides.   

  And in terms -- imbalance return, Mr. 

Weafer brought up the point of a review in three to 

five years.  And imbalance return can be added to the 

list of things to review at that time.  In my 

submission that would be a fair way to deal with the 

issue.   

  Mr. Bursey, in his submissions on -- along 

the theme that FEI has the tools to manage supply 

noted the tools implement a 5 percent tolerance when 

there are supply constraints.  So, FEI does have that 

ability to impose a 5 percent tolerance level.  It 

does that when there are supply constraints, and it 

doesn't happen very often.  There's a limited number 

of days.  There is a table in Cascadia IR 1.12(b), 

which shows the number of times that's implemented in 

a year.  And it's a very limited number of days.  

  But at the end of the day, it's pointing to 
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tools in the tariff, or -- such as the 5 percent 

supply constraint rule, misses the point.  The point 

is that when imbalances occur due to transportation 

customers, FEI manages them with the resources of 

sales customers.   

  So those tools come at a cost.  They are -- 

FEI is able to manage because it has procured fixed 

resources on behalf of sales customers, incurs 

variable charges to move gas around and that all goes 

into the midstream charge. 

Proceeding Time 11:48 a.m. T30 

 And so yes, we have the tools, but they're not free, 

and right now the folks that are paying for those, the 

allocation is not -- doesn't reflect cost causation.  

And that's what we're trying to address here today.   

  I'm going to move on to Mr. Dixon's 

submissions.  And just as a preliminary point, Mr. 

Dixon in the course of his argument put forward a 

number of new points of evidence about, for example, 

post-flow risk and prior -- I actually don't know what 

those are.  Prior price adjustments.  The fact is I 

don't know what they are because they're not on the 

record and we haven't had a chance to explore those 

with Mr. Dixon, haven't had a chance to ask IRs. 

  Mr. Weafer brought up in his submission 

that it would have been beneficial for the shipper 
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agents to put forward evidence, and we agree, and it 

puts us in the awkward situation of having to deal 

with new evidence in argument, which is procedurally 

unfair.  But in any case, so in terms of what the 

Commission does with that, the traditional approach is 

it goes to weight.  So Mr. Dixon's comments and others 

that have put forward new evidence, the Commission 

typically -- it will hear those things and it will go 

to the weight given at the end of the day, knowing 

that the evidence hasn't been tested, that interveners 

had an opportunity to file evidence but did not, and 

so forth. 

  Mr. Dixon is the only intervener to oppose 

the monthly balancing proposal.  And as I've said in 

my submission, the switch to daily balancing for 

everyone is a bit of a no brainer.  Monthly balancing 

is not industry practice, standard industry practice, 

but having both together at once no longer makes 

sense.  It's not fair to sales customers because the 

monthly balancing rules are more lenient.  They're 

able to draft the system without any balancing charges 

throughout the month.  It's not fair to transportation 

customers because they all have the capability to 

daily balance, and yet some are given more lenient 

rules than others.  And it's not efficient use of 

system resources, because FEI is forced to use its 
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resources to balance transportation customer supply 

and demand imbalances.   

  Mr. Dixon made a point that FEI is 

complicit because we've allowed the transferring at a 

single point between monthly and daily.  Well, the 

nature of Commission process is that they're forward 

looking.  We're here today with a proposal to remedy 

what we see as unfairness and inefficiencies in the 

current rules.  So, you know, when people ask me what 

I do, one of the things I'd say that I like about it 

is that it's forward looking.  We're not looking -- 

the Commission doesn't usually make decisions about 

who's to blame for this, you know.  It's about, you 

know, what's in the public interest going forward.  

And so what we've made, a proposal for what we think 

is fair and reasonable going forward.  And we're not 

going to get into the game of trying to seek who's to 

blame for what rules that were previously put in 

place.   

  Mr. Dixon mentioned that the proposed 

charge is punitive, the proposed charge at the 10 

percent tolerance level.  In my submission that's just 

not the case by any standard.  FEI has proposed a cost 

base charge, 25 percent per gigajoule.  This charge is 

based only on the variable cost that FEI incurs to 

move gas, if it needs to manage an imbalance. 



FEI 2016 Rate Design Application                         
November 27, 2017, Volume 7                Page:  815 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  In addition to the variable charges there 

are the fixed costs of the underlying assets, the 

pipeline capacity, the storage assets.  Those costs 

are not included in the 25 cent gigajoule charge.  So 

frankly, the 25 cents gigajoule is pretty cheap access 

to FEI's midstream resources.  It covers the variable 

costs, but not the fixed.   

  Neither is the cost of daily balancing gas 

punitive, in my submission.  As I've said, this is -- 

daily balancing gas is charged if there is an 

undersupply.  So if the customers are consuming more 

gas than supplied, FEI needs to supply the gas.  And 

we charge a rate based on the Sumas daily price.  It's 

a market base price.   

  I think I'm going to turn now to the topic 

of the Columbia region in particular.  The 

representative of Shell talked about how in her 

submission you can't have Teck and FEI balancing, so 

how does that make sense?  And FEI addressed this in 

its response to Teck's letter of comment.  And FEI 

also addressed this in its response to Shell's 

information requests, second round.   

Proceeding Time: 11:54 a.m.  T31 

 So the response to the Teck letter of comment was 

Exhibit B-13, and I'm just going to pull the exhibit 

out here.  But there is a few points that were made 
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there. 

  First, FEI holds the operating balancing 

agreements with the upstream pipeline Foothills B.C.  

So, when there is an issue, Foothills calls FEI, 

because FEI is the counter-party to the agreements. 

  Another key point is that FEI manages the 

Foothills B.C. pipeline as a whole.  So, the Foothills 

B.C. pipeline is a strip that comes down -- pipe that 

comes down the southeastern side of B.C., if I have my 

geography right, and there is a bunch of taps on 

there.  And there is then one big one called East 

Kootenay.  That’s where the Southern Crossing pipeline 

connects -- right.  And the throughput through that 

connection is much greater than all the other taps.  

And the exact amounts were provided in the Teck letter 

of comment and response.  And in that response we 

called it the -- the East Kootenay exchange was called 

the Yakh, that was explained in the Shell letter 

responses.   

  But, at Yakh or East Kootenay, there is 20 

to 100 TJs of throughput.  And so since that is so 

much larger than all the other taps, FEI manages that 

location within balances, and that keeps, essentially 

keeps Foothills B.C. happy with the overall balance on 

its system. 

  So, FEI's point was, that the Columbia 
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region customers are seeing the benefit of FEI's 

actions at East Kootenay.  FEI keeps the upstream 

pipeline happy by balancing the largest piece of the 

pie, and then they're essentially more lenient with 

large swings on the smaller taps.  And as shown in 

FEI's response to letter of comment to Teck Coal, 

there are large swings on that tap.  If the claim is 

that they are balancing on that tap, it doesn’t appear 

to be borne out by the evidence of the actual swings 

there.  There are large swings.  And it’s figure 1 in 

Exhibit B-13, you can see the swings.  

  And I'm not going to address that any 

further, but in FEI's submission, Columbia customers 

are currently receiving the benefit of FEI's actions 

of balancing the Foothills B.C. pipeline.  FEI holds 

the OBA with the upstream pipelines, and in our 

submission that it’s fair to expect those customers to 

adhere to industry standard practices with respect to 

balancing, just like it is fair for everyone else. 

  Now I'm going to have to do some bumbling 

about, as I warned you, because I need to make sure 

I've covered all the points I wish to cover.  I mean, 

there is two large kind of points that I just wanted 

to emphasize.  One, kind of the thrust of Mr. Bursey's 

submission about no pressing need suggests that this 

is a physical problem.  And I just wanted to emphasize 
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again, it is not a physical problem.  FEI can manage 

the imbalances, right?  We have the resources.  It’s 

not about the system is going to collapse.  It’s about 

rate design, it’s about cost allocation, it’s about 

fairness.  It’s about efficiency.  Those are the 

reasons for these proposals. 

  And another sort of overarching point is 

there is a lot of concern expressed about incurring 

charges.  And I certainly understand shipper agents do 

not want to incur charges.  It's a cost.  The point 

is, that the Commission needs to ask itself, are those 

charges fair, just and reasonable?  In our submission, 

they are.  What we're proposing is a reasonable cost-

based variable cost charge for imbalances of 10 

percent or greater.  And then keeping the 20 percent 

level of tolerance -- tolerance level in place as 

well.   

    Proceeding Time 11:59 a.m. T32 

  As I said in my initial submissions, there 

is a lot of leniency built into the rules, even with 

those changes.  Customers are not charged for 

oversupplies like they are in other jurisdictions, 

even though that can cost FEI variable costs to move 

gas around and manage those imbalances.  Customers are 

not charged for imbalance return, even though that can 

come at a cost to FEI.  Customers are not charged for 
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imbalances under demand up to 10 percent, even though 

FEI has to manage those imbalances, and even over 10 

percent, they're only charged the variable costs.   

  At 20 percent the charges go up, but by 5 

percent in the summer -- 5 cents in the summer, and in 

the winter it's a more -- it's a larger, more punitive 

charge.  It reflects that in the winter-time variances 

of greater than 20 percent should not be happening.  

And they don't happen a lot today, as Mr. Hill stated 

at the SRP.  So that those rules seem to be working 

well, in terms of deterring 20 percent variances.   

  So at the end of the day, our proposals are 

not Draconian.  They are a reasonable shift to more 

industry standard practice.  There's still lots of 

leniency built in a system, and we can look at where 

we go next, in three to five years, if the Commission 

thinks -- concludes, that FEI has not gone far enough, 

or that maybe some of the rules need to be tweaked.  

But for now, FEI believes that it has examined the 

rules, made a reasonable assessment of the issues, and 

proposed a reasonable solution that all customers 

should be able to implement.  

  I'm getting the okay that I might be good.  

Is there any questions I might address? 

COMMISSIONER ENNS:   I have none.   

THE CHAIRPERSON:   No questions.  Thank you very much, Mr. 
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Bystrom. 

  And thank you all for participating in our 

oral argument session.  And we will include this -- 

our determinations on this topic as part of our 

overall decision.  Thank you.  

 (PROCEEDINGS ADJOURNED AT 12:02 P.M.) 
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