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COMMERCIAL ENERGY CONSUMERS ASSOCIATION  
OF BRITISH COLUMBIA 

FINAL SUBMISSIONS 

FortisBC Energy Inc. 2017 Price Risk Management Plan 
Project No. 1598917 

______________________________________________________________________________ 

FortisBC Energy Inc. (“FEI” or the “Company”) has applied for Commission approval of its 2018 
Price Risk Management Plan (“PRMP” or the “Plan”)  

The Commercial Energy Consumers Association of BC (“CEC”) represents the interests of ratepayers 
consuming energy under commercial tariffs in applications before the British Columbia Utilities 
Commission (“BCUC” or “Commission”).  

The CEC has participated in the BCUC process for the above-noted proceeding and provides the 
following comments for the Commission’s consideration.  

A. Introduction and CEC Summary Position 

1. FEI submits its 2018 Price Risk Management plan as a revised version of its 2017 PRMP. 

2. FEI seeks approval from the Commission to: 

i) extend the currently-approved medium-term hedging horizon out to October 2021;  

ii) adjust the current winter and summer term fixed price hedging targets to account for 
seasonality in market prices, as well as the one-year term hedging price targets; and  

iii) implement hedging with terms up to five years out to October 2024.1, 2 

3. FEI outlines its specific requests in Section 5 of the Application and in the Confidential 
Application which includes the price targets. 

4. The maximum hedging for any term is limited to 50% of the FEI commodity supply portfolio.  
Hedges can include fixed price financial swaps or physical fixed price purchases.  No hedges 
would be executed if the hedge price targets listed above were not reached.  

5. The CEC has reviewed the evidence and provides the following comments for the 
Commission review and consideration.   

                                                 
1 FEI Final Argument page 1 
2 FEI Identifies these as its ‘Proposed Strategies’  
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6. The CEC believes that a hedging program could appropriately be undertaken with the intent 
of generating financial benefits for ratepayers.  The CEC considers that FEI likely has the 
requisite understanding and expertise to conduct hedging activities in the current market 
environment. 

7. The CEC recommends that the Commission provide FEI with the opportunity to conduct the 
hedging activities as proposed by FEI.  

8. The CEC accepts the targets established by FEI as being appropriate.  

9. The CEC submits that to the extent FEI’s program results in costs for ratepayers the hedging 
program should be eliminated or scaled back.  

10. The CEC recommends that the Commission approve the FEI proposal with the proviso that 
regular annual reporting must demonstrate that benefits are meeting or exceeding the costs of 
the program, and if not the program will be discontinued.  

B. CEC Submissions 

FEI OBJECTIVES 

11. FEI’s stated objectives in the 2018 Price Risk Management Plan Application are to: 

i) mitigate market price volatility to support rate stability; and 

ii) capture opportunities to maintain commodity rates at historically low levels for core 
sales customers that purchase their commodity supply directly from FEI.  

12. FEI is of the view that the current low market price environment provides the opportunity for 
FEI to meet these objectives. 

13. The CEC agrees that it is worthwhile for FEI to seek to capture market opportunities for the 
benefit of ratepayers but submits that it is important that the benefits of the hedging activities 
at least equal or outweigh the costs.  

14. The CEC does not agree that mitigating volatility to support rate stability for ratepayers is an 
important objective to be sought through hedging activities and would not support having FEI 
incur significant risks or costs to do so.  The CEC appreciates the benefits of rate stability to 
the extent it is a by-product of seeking market opportunities.  



 

{01028811;1}   

- 3 - 

MITIGATING MARKET PRICE VOLATILITY 

15. FEI provides evidence that customer research indicates that customers would prefer smaller, 
less frequent rate changes, and that the majority of customers (62%)3 would pay a small 
premium in the order of 3.6% to 4.6% of their total bill4 to ensure a more stable natural gas 
bill.  FEI calculates this to be an average of about 19%-24% on the commodity rate 
component of the bill.5  FEI would need to be ‘out of the money’ in the order of $0.60/GJ - 
$0.62/GJ to equate to this cost.6 

16. FEI also states that in recent years the impact of market price volatility have twice caused FEI 
commodity rate increases that have amounted to more than 10% bill increases for customers.7 

17. The CEC is of the view customer surveys do not necessarily provide a sound view of 
customer preferences as many customers do not have a good understanding of the actual 
impact to their bill from volatility in terms of dollars and the likely potential for volatility in 
the current low priced market environment.   

18. Additionally, the CEC notes that the 62% majority includes only 19% that “like it’ and 43% 
that find ‘it ok’.  By contrast 31% indicated they would not be willing to pay a premium while 
7% were uncertain.8 

19. The CEC made several information requests to FEI regarding the survey and the responses are 
provided in Exhibit B-8.  The CEC believes there was a multitude of weaknesses in the survey 
and notes that customers were not provided with information about the relative size and value 
of the commodity portion of their gas bill, data on FEI’s cost of gas or any proposed hedging 
impact on the customer’s cost of gas over time.  Further, the questions regarding tolerance of 
the natural gas bill fluctuations were based on bill increases of 25%, 50% and 100% due 
exclusively to increases in the cost of natural gas which is unlikely in the current market 
environment.9  

20. The CEC submits that the survey can be construed as leading the respondents to a preferred 
response and submits that the above results do not suggest an overwhelming preference for 
mitigation of volatility from customers. 

21. FEI acknowledges that it has other price risk management tools at its disposal to help to 
mitigate market price volatility; but they do not consider that they provide the same degree of 

                                                 
3 Exhibit B-5, BCUC 1.27.4 
4 Exhibit B-5, BCUC 1.8.2 
5 FEI Final Argument page 2 
6 Exhibit B-5, BCUC 1.19.4 
7 Exhibit B-1-2 page 12 and 13 
8 Exhibit B-5, BCUC 1.27.4 
9 Exhibit B-8, CEC IRs 6-12 
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price volatility mitigation as the proposed fixed price hedging because they do not directly 
mitigate the volatility in the actual market price at which FEI procures the commodity.10   

22. The CEC notes that customers have the option of participating in an Equal Payment Plan 
(“EPP”) and only 33% of customers elect to sign up for this EPP.11  

23. The CEC is doubtful that the customers surveyed were made fully aware of these alternatives. 
The CEC recognizes that several other factors influence participation in the EPP12 but 
nonetheless considers that taken as whole, there is no significant customer demand for FEI to 
incur costs to reduce the risk of market volatility. 

24. Overall the CEC is of the view that reducing the risk of market volatility is a beneficial 
addition to the hedging program, it should not serve as an objective. 

25. The CEC would not recommend Commission approval of the 2018 PRMP application if 
market volatility management was the only or primary expected outcome.  

CAPTURING MARKET OPPORTUNITIES FOR CUSTOMER BENEFIT 

26. FEI states that the present natural gas market presents an opportunity for FEI to lock in 
historically low gas prices for the benefit of customers.  The low-priced environment is ‘one 
where market prices fall to near historical lows and natural gas break-even cost levels, so that 
it has more potential upside price movement than downside.13  

27. The following is the FEI Historical Commodity Rate overlaid with the actual weighted 
average cost of gas in FEI’s commodity portfolio. 

                                                 
10 FEI Final Argument page 1 
11 Exhibit B-1-2, page 32 and Appendix B page 5 
12 Exhibit B-5, BCUC 1.27.1 
13 Exhibit B-1-2, page 6 
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28. FEI discusses the contributors to the low-price environment and potential for market price 
increases at Section 3 of its Application.  

29. The CEC agrees with FEI’s analysis and that there currently exists a low-price environment 
that provides opportunities for FEI to create price benefits for ratepayers.  The FEI commodity 
rate is near its lowest levels in the past two decades and gas producer costs and forward 

                                                 
14 Exhibit B-8, CEC 1.4.1 
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market prices suggest there is greater potential for upside price moves while downside priced 
movements will likely be limited.15 

30. The CEC submits that this environment provides good justification for the Company to pursue 
hedging activities for the benefit of its ratepayers. 

31. FEI states that its hedging strategy is aligned with a risk view rather than a market view.  That 
is, FEI does not try to predict the market or whether it may rise and fall. Rather, the objective 
is to capture opportunities to provide customers with more affordable rates and maintain low, 
but not necessarily ‘the lowest’ rates for customers relative to where rates have been in the 
past.16  Price risk management strategies are not being proposed to “beat the market”, but 
rather capture opportunities to lock in prices that are favourable relative to historical market 
price levels and reduce rate volatility.17 

32. The CEC agrees that an appropriate hedging objective need not be to capture the ‘lowest 
possible rate’ for customers, but that it should be to improve upon the rates that customers 
would otherwise experience absent the hedging program.    

33. FEI provides the following figure in its Application at page 28. 

 

                                                 
15 Exhibit B-1-2, Section 3 
16 Exhibit B-1-2, page 5 
17 Exhibit B-1-2, page 28 
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34. The CEC does not believe that a hedging strategy that serves only to reduce market volatility 
and does not result in lower or equivalent prices relative to market prices or that which could 
be achieved with FEI’s other tools at its disposal is of value, and instead confers cost risk on 
the ratepayers. 

35. The CEC submits that if the hedging program does not match or ‘beat’ the market over a 
determined period of time, then the risk profile FEI has identified is not correct and the 
program should likely be discontinued or scaled back.  

36. The CEC recommends that the Commission set FEI’s objective to include creating financial 
benefits for customers vis-a-vis the rates they would experience absent the hedging program.  

C. FEI Strategies and Tools  

37. FEI is proposing refinements to its existing hedging program which addresses both medium 
and longer term hedging.  These include: 

i) lowering the hedging price targets from those in the 2017 PRMP; 

ii) the addition of seasonal price targets, and  

iii) extending the years over which FEI will enter into hedges (i.e. the hedging horizon).18 

38. FEI’s proposed strategies are supplemental to its existing price risk management tools which 
range from physical gas contracting tools, rate setting mechanisms and deferral accounts and 
optional customer tools.19  

39. FEI provides an overview of these tools at pages 7-9 of its Final Arguments. 

40. FEI provides an overview of optional customer tools at pages 9-11 of its Final Arguments and 
CEC 1.13.5.  

41. FEI confirms that its hedging program adds no risk to FEI’s security of supply.20 

42. FEI would consider altering its hedging price targets if there was market knowledge indicating 
that the market price would likely decline dramatically in the future. FEI would consider this 
information as well as several other factors in its determination of its hedging price targets.21 

                                                 
18 FEI Final Argument page 11 
19 FEI Final Argument page 6 
20 Exhibit B-8, CEC 1.1.1 
21 Exhibit B-8, CEC 1.2.1.1 
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MEDIUM TERM HEDGING PROGRAM REFINEMENTS 

43. FEI’s changes to its existing, opportunistic, medium-term hedging program include: 

 lowering the hedging price targets from the 2017 PRMP; 

 having different winter and summer price targets; and  

44. and extending the hedging horizon.  

45. FEI’s intention in introducing different summer and winter price targets for one year hedges is 
to account for seasonality in market prices as well as the one year term hedging price targets.22 

46. FEI’s price targets are provided in the Confidential Application.  

47. No hedges will be executed if the hedges price targets are not reached. 

48. The CEC has reviewed the price targets provided in the Confidential Application and other 
evidence and is satisfied that they are appropriate in the current market environment.  

49. The maximum hedging for any term is limited to 50% of the FEI commodity supply portfolio.   

50. Hedges can include fixed price financial swaps or physical fixed purchases.  

51. FEI’s implementation plan allows the hedges to be implanted over a period rather than all at 
once to balance capturing the low prices with reducing the risks of potential hedging costs.  

52. The CEC agrees that this is an appropriate strategy.  

53. The CEC believes that FEI has developed an appropriate Price Risk Management hedging 
strategy for its medium term program.  

54. The CEC considers that FEI has the requisite skills and experience to implement its strategy. 

55. The CEC submits that to the extent that the program results in costs to ratepayers it would be 
appropriate for the program to be scaled back or cancelled.  

56. The CEC recommends that the Commission approve the mid-term hedging program with the 
proviso that it will be monitored and adjusted if it results in costs to ratepayers. 

HEDGING TERMS UP TO 5 YEARS 

57. FEI requests approval for a hedging strategy that includes hedges with terms of up to five 
years in order to reduce volatility and capture prices for a longer period.23 

                                                 
22 Exhibit B-1-2 page 1 
23 Exhibit B-1-2, page 2 
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58. The hedging price target for the longer term hedges is the same as those for the one year terms 
under the medium-term hedging strategy for up to 25% of the portfolio.  

59. The total hedging for any term in combination with the medium-term hedging program is 
50%.24  

60. In a previous decision25 the Commission denied any extension of the hedging horizon beyond 
3 years because it was concerned that the definition of a ‘low-price’ market environment was 
not clear and at what price point a low-market environment ceases to exist, and what 
methodologies would be appropriate under different conditions.26  

61. FEI defines a low-priced environment for the AECO/NIT market as a market where prices are 
near or below about $3.00 per GJ, with the occasional price spikes above $3.00 per GJ. 

 

27 
 

62. The CEC submits that a 5 year term is reasonable in the current marketplace and recommends 
that the Commission approve the extension with the proviso that the program will be scaled 
back or discontinued in the event of significant or ongoing negative ratepayer impacts. 

                                                 
24 Exhibit B-1-2 page 38 
25 Order E-10-16 and Letter L-15-16 approving 2015 PRMP 
26 Exhibit B-1-2, Appendix C page 3 
27 Exhibit B-1-2, page 6 
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D. Alternatives 

63. FEI identifies a variety of alternatives that may be of value under differing circumstances.  
This includes investment in gas reserves as a potential for managing longer term market price 
increases and volatility but is not planning to explore this option as this time.28 

64. The CEC submits that it is appropriate for FEI to continue to monitor the market situation and 
assess the appropriateness of examining alternative strategies and tools as the market changes. 

E. Cost Management  

65. The CEC is concerned with the potential costs that may arise from the various types of 
hedging activities to be undertaken by FEI.  The CEC notes that FEI’s historical hedging costs 
have significantly exceeding its hedging gains as provide in BCOAPO 1.5.1. 

 

 

                                                 
28 FEI Final Argument page 10 
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66. FEI also considers that price risk management objectives should be achieved in a cost-
effective manner and states that the key to a successful program is its ability to meet the 
objectives without incurring significant hedging costs for a period.  FEI notes that while there 
is always the potential for hedging costs (as well as gains) the current market environment is, 
characterized by a healthier gas supply outlook, forward market prices are at lower levels and 
closer to gas production costs for many gas plays.  As such, the likelihood and amount of 
potential hedging costs is significantly reduced when compared to previous years.  

67. FEI recommends implementing fixed price swaps only in relatively low market price 
environments in the interests of preserving relatively low commodity rates for customers.  
Other hedging instruments, such as call options or costless collars, which provide downside 
price participation, could be used in higher priced environments.29 

68. The CEC is satisfied that FEI has the requisite understanding to appropriately manage the 
costs of its program, but submits that these should be carefully examined to ensure that 
ratepayers do not experience costs without commensurate or greater benefits.  

69. The CEC therefore recommends that the Commission undertake to scale back or cancel the 
hedging program if the program costs are demonstrated to exceed program benefits.  

F. Reporting 

70. FEI plans to continue to monitor the market price environment and the effectiveness of its risk 
management practices.  They will submit to the Commission an Annual Report by May 1st 
each year which discusses the effectiveness of the hedging program.  The report will include: 

 A financial summary of any gains or costs, which have resulted from hedging activities. 

 A description of the impact on rate volatility of any hedging activity as compared to what 
would have occurred had hedging not been undertaken. 

 The commodity rates achieved relative to historical averages. 

 An overall assessment of the effectiveness of any hedging activities undertaken and 
comments on potential improvements or changes. 

 A description of the impact on rate volatility related to the implementation of the recent 
enhancements made to the commodity rate setting mechanism and comments on any 
issues arising. 

71. FEI suggested that the strategies be reviewed through this update report on an annual basis to 
discuss how the strategies have worked so far and if any refinements need to be made. If 

                                                 
29 Exhibit B-1-2, page 27 
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refinements are recommended, FEI expects it would discuss these with stakeholders and, if 
supported, bring these forward to the Commission for approval in a subsequent application.30 

72. FEI notes that the effectiveness of the hedging program should be evaluated over a period of 
several years but an annual report will help to provide some initial indications of 
effectiveness. 

73. The CEC agrees that an annual report is necessary in order for the Commission to be able to 
effectively monitor the results as they proceed.  

74. The CEC accepts the FEI reporting proposal as being appropriate information for the 
Commission to receive.  

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

David Craig 
______________________________________________________________ 
David Craig, Consultant for the Commercial Energy  
Consumers Association of British Columbia 

 
__________________________________________ 
Christopher P. Weafer, Counsel for the Commercial  
Energy Consumers Association of British Columbia 

                                                 
30 Exhibit B-1-2, page 42 


