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Please be advised that we submit the following final argument regarding the above noted 
Application on behalf of our client groups known in this and other PNG regulatory processes as 
BCOAPO or BCOAPO et al. The constituent groups of BCOAPO et al. represent the interests of 
residential energy consumers in British Columbia, and more specifically in this process the 
interests of PNG’s residential ratepayers. As was noted in its intervenor registration form, 
BCOAPO has been actively involved in the regulation of PNG for years, intervening on behalf of 
its residential ratepayers. BCOAPO represents a large and diverse population of PNG’s 
ratepayers and such, a CPCN like this with its attendant costs, risks, and benefits will inevitably 
and materially impact their interests. 

INTRODUCTION 

On October 9, 2020, PNG filed this Application for a Certificate of Public Convenience and 
Necessity (CPCN) for the Salvus to Galloway Gas Line Upgrade Project (STG Project or 
Project), seeking the British Columbia Utilities Commission’s (BCUC) approval pursuant to 
sections 45 and 46 of the Utilities Commission Act (UCA) to be used for: 

• Works necessary to repair metal loss (corrosion) and dents along that section of the 
pipeline; 

• Increasing the depth of the covering over the pipe in certain high-risk areas; 

• Improving the pipeline’s right of way access; and 

• Addressing geohazards PNG submits are cost-effective to remediate.1 

In its Application, PNG asserts that the significant remediation planned in the STG Project is 
needed in order to align the Salvus to Galloway section of the PNG Western Transmission Gas 
Line with current regulatory requirements and to ensure the continued safe and reliable 
delivery of natural gas to its customers2.  

 

Summary of BCOAPO Position 

 

After considering the evidentiary record, BCOAPO acknowledges that PNG’s Application for a 
CPCN checks all the boxes. There is sufficient, persuasive evidence on the record regarding the 
need for the project, the identification and evaluation of the proposed alternatives, and the 
reasonableness of the project’s definition and cost estimate.  We have also reviewed the 
Application and IR evidence on PNG’s consideration of the environmental and archeological 
impacts to date and its stakeholder engagement activities.  We find that evidence persuasive on 
a balance of probabilities so, in the absence of any evidence or knowledge to the contrary, we 
are also of the view that PNG’s evidence on those issues is sufficient to support its Application.  

So, in light of this, what is BCOAPO’s position on the Application? 

                                                           
1 Exhibit B-1, p. 1 
2 Exhibit B-1, p.1 
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BCOAPO’s intervention in this process is on behalf of PNG’s residential ratepayers as set out in 
our intervention document, but BCOAPO’s interventions cannot be summarized as a “keep rates 
low at all costs”. Our clients recognize the vital importance of keeping rates low to protect the 
interests of those within the utility’s residential rate class who struggle to afford the basics of life, 
including their natural gas but they also recognize that there are unavoidable cost impacts 
associated with necessary, reasonable, and justifiable utility activities. As a result, there is a 
significant tension that occurs in cases such as this, where the evidence of the unmitigated rate 
impacts of the proposed project is, to be frank, alarming (11%3) presented in conjunction with the 
evidence already referred to above plus the knowledge that a PNG failure to engage in prudent, 
cost-effective remediation in a timely manner has not only possible safety and service 
ramifications, but also cost ones: the cost of such deferred work only increases over time and the 
cost to address a catastrophic failure is likely to be…well, catastrophic. 

PNG has presented evidence to support its RECAP mitigation scenarios and BCOAPO agrees 
that it does appear to be a much-needed opportunity to mitigate the significant standalone rate 
impacts of the STG project, but we cannot ignore that there are risks PNG ably summarized in its 
Application and Final Argument: “there is inherent risk associated with development projects such 
as those underlying RECAP demand, including the requirement to obtain BCUC approval of 
CPCNs for incremental capital expenditures as well as other regulatory approvals.”4 

 to relying upon a project that has not yet been filed, let alone approved, and we also note that 
there is uncertainty about how much mitigation the four new Transportation Service Agreements 
PNG has executed (65 MMSCFD total) RECAP project will generate. This leaves BCOAPO 
feeling very much like it is painted into a corner. There is no clear solution that does not put PNG’s 
ratepayers at risk of significant and unmitigated rate increases, whatever the Utility may have 
planned.   

If there is one thing the last year has shown, it is that the old Yiddish adage, “Der mentsh trakht 
un got lakht” (Man plans and God laughs) is far more true than many of us realized. We have no 
doubt that PNG truly believes that its RECAP plan will go ahead as planned, but it was only when 
the Utility indicated it would: 

- if considered necessary, apply to the BCUC for approval of a new deferral account to 
defer some or all of the incremental costs of service associated with the Project with 
amortization of the account planned to take place using RECAP revenues; and 

- potentially seek approval of a rate smoothing deferral account to help mitigate its 
customers’ rates if any such volatility occurs before the RECAP revenues are 
received.5 

While this does not entirely allay BCOAPO’s concerns regarding the unmitigated rate impacts and 
the lack of certainty around the RECAP project, it does make enough of a difference that BCOAPO 
is prepared to support this project. 

In addition, BCOAPO accepts PNG’s proposals with respect to the capitalization of project costs, 
net salvage and Allowance for Funds Used During Construction (AFUDC). 

                                                           
3 PNG Final Submission, page 11, para 38 
4 PNG Final Submission, page 11, para 37 
5 Exhibit B-1, pp 108-109 
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Future PNG Applications and Compliance Reports 

 

Notwithstanding that BCOAPO supports PNG’s Application for BCUC approval of STG CPCN, 
we have identified a number of issues we respectfully submit to the Panel consider when issuing 
its Order in this matter should the Panel be persuaded that a CPCN in this case is warranted.  

In our view, it is important that PNG fully address climate change and decarbonization policy 
considerations as part of its future CPCN’s and Long-Term Resource Plans.  Failure to do so as 
we go forward could result in PNG falling afoul of government policy, regulations or legislation – 
an unattractive possibility at best. This is not only in the Utility’s best interests, but also our clients’ 
as its ratepayers, and it most definitely serves the public interest as well.   

We also ask that the Panel direct PNG to report on any material changes to the Project generally 
but also to the Class 3 cost estimate, within 30 days of the date on which the material change 
occurs and on a semi-annual basis. We do not do so lightly, but we view this as necessary to 
ensure that the Commission can know that the Project is progressing as expected and, if not, 
why.  We also ask that the Panel define “material” in its order in order to ensure there is no 
confusion that might result in PNG being deemed as over or under reporting changes to the 
Project or its cost estimate. 

In a similar vein, BCOAPO respectfully requests that the Panel direct PNG report on any material 
changes within 30 days and provide semi-annual reporting on moderate to high environmental 
and archeological impacts.  We also see considerable value in the Utility providing the same level 
of reporting in regards to its engagement with Indigenous groups affected or potentially affected 
by the Project. 

And finally, because the RECAP project is, in more than one way tied to the STG, we ask that the 
Commission direct PNG to formalize and file a rate impact mitigation plan as part of the 
forthcoming RECAP CPCN Application. 

Project Justification 

 
In its Application and subsequent materials, PNG provides a number of justifications for its plan 
to remediate the STG Section of the PNG Western Transmission Gas Line.  
 
The first of those justifications is the duty of safety PNG owes to its customers, the public, its 
employees, and the environment as it seeks to provide reliable delivery of natural gas6. PNG is 
proposing this significant refurbishment of the approximate 80-kilometre STG segment of its 
Western Transmission Gas Line built in 1968 because of its age, along with evidence of its 
degradation along with the practices used in the construction of the legacy pipeline, and the 
remote and rugged terrain have contributed to the current situation where significant repair and 
upgrade are required.7   

PNG has identified that this pipeline segment is “susceptible to high hazard and risk associated 
with threats including corrosion, mechanical damage, and geohazards.”8   The remediation work 
is proposed by PNG which characterizes it as a necessary and cost-effective solution to address 
existing compliance deficiencies relating to applicable pipeline standards to ensure the continued 

                                                           
6 Exhibit B-1, page 49 
7 Exhibit B-1, page 50 
8 Exhibit B-1, page 3 
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provision of safe, reliable natural gas service to PNG’s customers in the Prince Rupert and Port 
Edward areas.9  PNG also asserts there is a potential for rupture and loss in service to customers 
served unless the work proposed as part of this Project is undertaken. 

Secondly, PNG relies on the fact that the Western Transmission Gas Line (WTGL) is critical 
infrastructure: it is the only source of natural gas supply that goes to the Northwest Coast of our 
province10.  More specifically, the Utility has stated that the remediation of the STG segment of 
its system is necessary to maintain the WTCL as it is key to ongoing and long-term economic 
development and associated opportunities for both existing and new customers for a number of 
reasons.  As the only source of natural gas supply to the northwest coast of British Columbia, the 
WTGL and, by extension, the STG, provide fuel gas for operations associated with the export of 
grain, coal, propane, wood pellets, other rapidly growing needs associated with Canada’s third 
largest port exporting domestic goods to overseas markets while also providing fuel supply for 
BC Hydro’s emergency backup generating facilities supporting sustained electric power supply to 
the Prince Rupert and Port Edward areas for planned powerline maintenance and emergency 
response and long-term economic development opportunities for a number of Indigenous 
communities.11 

PNG also asserts that the STG pipeline segment is subject to greater risk of rupture and loss of 
service due to pipeline integrity issues related to its overall physical condition and external forces 
imposed by geohazards12.  The specific work that PNG has identified as critical in this Application 
includes geohazard mitigation, repairs to address pipeline integrity issues, depth of cover, and 
access management13  The identification of this work is pursuant to PNG’s Integrity Management 
Program designed to meet the requirements of the CSA and BC OGC regulations14.  

Relying on the evidence on the record, PNG asserts that the status quo is not an option any more.  
“Following more than two decades of “prudently deferring certain maintenance and integrity 
management practices in order to operate the utility without the contribution of significant 
industrial customers, PNG must now look to undertake projects and investment that allow for the 
significant repair and upgrade of aged assets in order to safeguard the integrity and safety of its 
pipeline system.”15 In other words: it is no longer an option to put off the repairs and maintenance 
activities the STG includes.  PNG’s evidence showed through a variety of means, the STG poses 
a significantly higher risk of rupture or loss of service than the rest of its system.  After 
experiencing the effects of the Enbridge explosion, both as ratepayers and participants in 
subsequent BCUC processes, BCOAPO has no desire to see another event of its kind occur so 
any such statement warrants serious attention as does any proposed plan for remediation. PNG’s 
evidence regarding the STG’s current state lacking compliance with codes, standards and 
regulations including CSA Z66216, its Integrity Management Program, and industry accepted risk 
levels for corrosion, dents, or geotechnical hazards17 is also of serious (albeit less alarming) 
concern to not only the Utility, but BCOAPO.   

                                                           
9 Exhibit B-1, page 51 
10 PNG Final Submission, page 1, para 2 
11 Exhibit B-1, page 28 
12 Exhibit B-1, page 14 
13 Exhibit B-1, page 30 
14 Exhibit B-1, page 19 
15 PNG Final Submission, page 6, para 20 
16 Exhibit B-2, BCUC IR 1.11.4 
17 Exhibit B-1, page 52 
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Throughout the process, PNG has made it clear that it does not believe any of the proposed work 
can be deferred given that the proposed scope is limited to the highest-priority corrosion-related 
metal loss, dents, and very-high risk geohazard. BCOAPO has reviewed the evidence on the 
record in this proceeding and finds that PNG has presented sufficient evidence that, on a balance 
of probabilities, justifies the need for the STG Project, particularly when the potential impacts of 
the risks to existing and future customers are considered.  It appears that failing to undertake the 
recommended remediation or choosing a project that undertakes the recommended remediation 
at a slower pace are not acceptable options.   

Climate Change & Decarbonization 

 

We note that Section 6 on page 9 of the BCUC CPCN Application Guidelines addresses Provincial 
Government Energy Objectives and Policy Considerations.  Specifically, in the section titled 
APPLICATION REQUIREMENTS it states: 

An application under sections 45 and 46 of the UCA should contain the following 
information: 

… 

6. Provincial Government Energy Objectives and Policy Considerations  

(i)  Discuss how the project is consistent with and will advance the government’s 
energy objectives as set out in the Clean Energy Act, Part 1 – BC Energy 
Objectives. If the nature of the project precludes a direct link to the energy 
objectives, the application should discuss how the project does not hamper other 
projects or initiatives undertaken by the applicant or others, from advancing these 
energy objectives.18 

In this Application, PNG has taken the position that sections 6 and 19 of the Clean Energy Act 
(CEA) are electricity-centric and therefore not applicable to its operations, nor this Application.19  
PNG’s only concession in this regard is an acknowledgement that Objective (k) in section 2 of the 
Act is applicable. 20 As Objective (k) addresses the desire “to encourage economic development 
and the creation and retention of jobs”, we submit that arguing its lack of applicability would be 
laughably difficult and certainly not something we would expect PNG to do. In its materials, PNG 
indicates that the STG Project will support the objective of encouraging economic development 
and the creation and retention of jobs during the construction phase, an assertion BCOAPO takes 
no issue with.   

PNG also states that the Project will also support the connection of new large industrial customers 
as part of its RECAP, providing employment benefits to local and provincial economies. We again 
note that, while this is PNG’s intention, there remain significant, unresolved risks associated with 
this asserted benefit.   

                                                           
18 BCUC, 2015 Certificate of Public Convenience and Necessity Application Guidelines, Appendix A to Order G-20-
15, page 9 (as found at https://www.bcuc.com/Documents/Guidelines/2015/DOC_25326_G-20-15_BCUC-2015-
CPCN-Guidelines.pdf) 
19 Exhibit B-1, page 142 
20 Exhibit B-1, page 142 

https://www.bcuc.com/Documents/Guidelines/2015/DOC_25326_G-20-15_BCUC-2015-CPCN-Guidelines.pdf
https://www.bcuc.com/Documents/Guidelines/2015/DOC_25326_G-20-15_BCUC-2015-CPCN-Guidelines.pdf


7 
 

BCOAPO does not subscribe to PNG’s interpretation of the applicability of the CEA to its 
operations. In our submission, it is – at worse – far from clear that the provincial energy objectives 
related to government climate change and decarbonization are not applicable to PNG aside from 
Section 2(k) and quite likely the CEA’s provisions are far more applicable to the Utility’s operations 
than it is currently willing to consider, either directly or indirectly because there is no arguing that 
the CEA is fully applicable to its customer, BC Hydro. 

BCOAPO notes that government climate change and decarbonization policies are continually 
evolving as the science and the effects of climate change become clearer and, while the direct 
impacts of such policy on specific projects may not be readily discernible in the short-term, it is 
only prudent that where there is even a chance of it applying or becoming applicable, Applicants 
like PNG should address the issues, risks and opportunities that are inherent in these evolving 
policies over the long-term. In our submission, this would satisfy the spirit and intent of section 6 
of the BCUC CPCN Application Guidelines while reducing the risk to PNG and its ratepayers 
should its position on this matter be proven incorrect.  Accordingly, BCOAPO recommends that 
this Panel take this opportunity to direct PNG to acknowledge and address to the extent possible, 
the issues, risks and opportunities associated with climate change and decarbonization policies 
in its future CPCN Applications and long-term resource plans. 

Project Alternatives 

 

PNG has provided evidence of a variety of alternatives to the STG.  As expected, the Utility 
considered a variety of ways to address the issues it has identified with the STG segment of its 
system with the assistance of a variety of experts to inform the process.21 

Evaluation of the SGT Project Alternatives 

 

PNG’s evidence is that it examined four alternatives and four sub-alternatives to find a solution 
that would have the lowest overall impact in terms of technical design, scope, complexity, cost, 
construction, environmental, archeological and societal impacts.  The four alternatives PNG 
considered are: 

(1) Status Quo;  

(2) Replace Pipeline;  

(3 Pipeline Upgrade (and its four sub-alternatives) and  

(4) Deactivate Pipeline and Supply with LNG22. 

PNG asserts that it determined that alternatives 1,2 and 4 were not feasible on bases best 
summarized as follows for the purposes of this submission: 

Alternative 1: the Status Quo alternative is not feasible given the age, historical incidents, 
the 2018 inspections, the only source of natural gas supply to the Westcoast in Northern 
BC, and the potential for the loss of gas supply;  

                                                           
21 Exhibit B-1, pp. 54, 55 & Footnote 18 on page 73 
22 Exhibit B-1, page 52 and PNG Final Submission, pp. 8-9 
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Alternative 2: the Replace Pipeline alternative was determined to be cost prohibitive, 
costing three times more than PNG-West’s entire Rate Base; and   

Alternative 4: the deactivate Pipeline and Supply with LNG alternative is not feasible as it 
was determined to be cost-prohibitive lacking operational reliability, long-term capacity or 
meet the timelines required by PNG.    

Refurbishment Alternatives’ Evaluation Framework   

 

To compare the feasible refurbishment options, PNG developed an evaluation framework that 
weighted non-financial criteria 60% (integrity management = 40% and project execution = 20%) 
and financial criteria 40% (NPV = 80%, rate impacts = 20%)23.  PNG has submitted evidence 
indicating the criteria weightings were reviewed by PNG’s internal subject matter experts24 from 
a variety of departments (senior management, engineering, project delivery, operations, 
regulatory and finance25) based on experience with similar projects and the project objectives and 
were supported and those analyses were then validated by third party experts. 

Evaluation of SGT Pipeline Upgrade Sub-Alternatives 

 

In addition to the four project alternatives discussed above, PNG evaluated four pipeline upgrade 
sub-alternatives: UA 1, UA 2, UA 3, and UA 4.26 Each sub-alternative evaluated was built on the 
prior alternative adding an incremental scope of work as shown in Table 5-6, reproduced below: 

 

                                                           
23 Exhibit B-1, Tables 5-2 and 5-5, p. 61 
24 Exhibit B-1, page 56 
25 Exhibit B-2, BCUC IR 1.14.1 
26 Exhibit B-1, page 62 
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Initially, PNG deemed each of these four sub-alternatives feasible27 but when the Utility applied a 
second level of assessment, only UA2 emerged as a viable option. In making its decision to 
proceed with UA2, PNG has indicated it used project criteria of integrity management, project 
execution and financial impacts along with engineering analysis28, and a project-specific decision 
tree29.  

Upon evaluation of the evidence found in the Application and that which PNG provided in 
response to a number of IR’s (for example, those that sought information on issues like the 
upgrade requirements of each UA30 and each UA’s anticipated additional required sustainment 
capital projects31 it appears reasonable that PNG would screen out Alternatives 1, 3 and 4. In 
BCOAPO’s submission, Alternative 1 poses too great a risk to justify the necessary expenditures 
it would require and Alternatives 3 and 4 fail in comparison to UA2 due to their prohibitive cost 
and the fact that these last two sub-alternatives require greater time. It is difficult and, quite frankly, 
unpalatable to our clients to imagine circumstances where those additional two years and the 
significantly higher project costs attributed to UA3 and UA4 could represent the best of the 
available options, and certainly not something we would suggest this Commission Panel entertain 
when UA2 represents a far better balancing of PNG’s needs and goals with the many constraints 
within it must operate, including the ability of its ratepayers to absorb the project’s rate impacts 
while also taking into consideration the current conditions of the STG segment and the need to 
begin the remediation work expeditiously. 

 

It is notoriously difficult to make definitive judgements regarding utilities’ identification and 
evaluation of project alternatives: standing outside and looking in simply does not lend itself well 
to such certainty and the highly technical nature of the subject matter certainly does not help.  
However, while we acknowledge that difficulty, we and our experts have applied a 
reasonableness test to PNG’s evidence regarding the outcomes of its evaluation and the 
evaluation process itself.  None of us noted any significant issues in these regards.   

So, while the selection of the evaluation framework is largely a matter a judgement while still 
based on the evidence, it appears to BCOAPO that PNG has reasonably balanced its project 
objectives by assigning a slightly higher weight to non-financial criteria. We agree that is 
appropriate given the main driver of the proposed project is to ensure continued safe and reliable 
service while ensuring that remains reasonably balanced against the project’s economics. 

Project Definition and Cost Estimates 

PNG has provided evidence to support its position that it appropriately defined the project and 
cost estimates, project risk and the processes in place to manage that risk.  

Project Scope   

PNG asserts that the evaluation of the best course of action has been under development since 
201732 is intended to achieve an acceptable level of maintenance and mitigation required to 
continue to provide safe reliable service to PNG customers and to meet the regulatory 
requirements of the British Columbia Oil and Gas Commission (BCOGC), including Order 2011-
                                                           
27 Exhibit B-1, page 63 
28 Exhibit B-1, Table 5-13, page 73 
29 Exhibit B-1, page 66 
30 Exhibit B-2, BCUC IRs 1.15.3, 1.15.3.1, and 1.15.4 
31 Exhibit B-2, BCUC IRs 1.15.1 and 1.15.2 
32 Exhibit B-1, page 75 
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03 which related to a STG failure33 as well as the operational and operational and maintenance 
requirements of the CSA.   

The scope as discussed above include: 

(1) Repairs to the highest risk metal loss features and dents; 

(2) Line lowering activities in high-risk areas;  

(3) Two valve site installations deemed essential for future strategic system isolation; 

(4) Mitigation of one very high risk geohazard34.   

PNG states that, together with its third-party expert, Lauren Services, a comprehensive review 
has been undertaken to summarize the physical environment, operating conditions, design 
requirements, and methodologies for pipeline and civil design. PNG states that the design and 
construction of the pipeline upgrades will meet or exceed minimum standards and code 
requirements including the Oil and Gas Activities Act, the CSA, applicable PNG Standard Practice 
Instructions, and other standards and codes summarized in Table 6-1, reproduced below35: 

 

Class 3 Capital Cost Estimate   

PNG’s evidence is that it sought the input and development of its cost estimate in collaboration 
with numerous third-party subject matter experts through a series of estimating workshops to 
minimize the risk that there were gaps or duplication in its execution36.   PNG’s overall Class 3 
cost estimate was verified and validated in collaboration between it and Lauren Services with a 
comprehensive review undertaken by Revay and Associates as part of the quantitative risk 
analysis37 and in its final form the Project cost estimate is developed at a P85 confidence level 
and includes a 20% contingency and a 5% management reserve.38  PNG states its P85 
confidence level and associated contingency to establish the control budget are based on 
numerous project-related complexities and the remoteness of the Project’s work.39  

BCOAPO’s review of the evidence on this subject has not revealed any concerns with PNG’s 
approach.  

                                                           
33 Exhibit B-2, Appendix B 
34 Exhibit B-1, pp 3-4 
35 Exhibit B-1, page 76 
36 Exhibit B-1, page 87 
37 Ibid. 
38 Exhibit B-1, page 84. 
39 Exhibit B-1, page 85 
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Project Development and Execution Schedule, and Project Team 

 

PNG has detailed a project schedule, activities with their respective milestone dates for each of 
the three years of construction for the STG Project, reproduced below40: 

 

According to the Utility, project activities are in various degrees of development or completion but 
that it anticipates construction will begin immediately and follow the schedule above should it 
receive BCUC CPCN approval by June 30, 202141.   

PNG’s evidence discusses the steps it has taken to maximize its chances of having the Project 
work performed by contractors who will have the experience and resources to safely and 
efficiently complete it.  These steps include that potential contractors will be identified and 
engaged early to ensure they have sufficient time to establish beneficial partnerships and joint 
ventures with local and Indigenous businesses and service providers prior to the competitive 
bidding process. Then, the contractors will be evaluated, and work awarded, based on 
predetermined weighted criteria, including such factors as capability, safety, schedule, cost and 
local resource and Indigenous community affiliation42.  

Project Impacts  

 

In BCOAPO’s submission, PNG has provided sufficient evidence to consider whether the Utility 
has adequately assessed the Project’s impacts, including environmental, cultural, socio-
economic, and environmental. 

While there are challenges in assessing such assertions from the outside, BCOAPO’s counsel 
and experts could find nothing on the record that indicated there was a reason for concern.  
However, we do so taking into account our earlier recommendation to this Panel that PNG be 
directed to report any material changes within 30 days and provide semi-annual reporting on 
moderate to high environmental and archeological impacts as well as any material changes in the 

                                                           
40 Exhibit B-1, page 88 
41 Exhibit B-1, page 88 
42 Exhibit B-1, pp 88-89 
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nature or temper of its engagement with Indigenous groups affected or potentially affected by the 
Project. 

Project Risks 

 

PNG asserts that it has undertaken an appropriate level of work to date to identify and quantify 
the risks associated with this project including the creation of a risk register “through a series of 
workshops undertaken in 2020 where all project risks, probabilities, impacts, potential mitigations, 
and post-mitigation residual risks were identified and examined in association with eight identified 
risk categories: Stakeholder; Environment; Land; Regulatory; Construction; Procurement; 
Engineering; and Project Management.”43  This register was developed using lessons from 
previous similar projects and a summary of its findings can be found at Table 6-7 of the 
Application. 

In addition, PNG engaged in a quantitative cost risk analysis for the selected project alternative 
with its findings summarized in Figure 6-5 reproduced below44: 

 

 

 

That, in conjunction with the evidence we have reviewed regarding its multi-year analysis and the 
appropriate underlying developmental work to support approval of the CPCN, and the information 
it has filed with respect to the project’s engineering, cost estimating, schedule, permitting, project 
impacts, and project management present a convincing body of evidence to consider. 

Cost-Effectiveness  

 

According to Section 5(iii) of the BCUC CPCN Application Guidelines, the cost estimate for a 
CPCN should have, at a minimum, a Class 3 degree of accuracy.  In those guidelines, the BCUC 
also notes that a Class 3 estimate is typically prepared to support full project funding requests 

                                                           
43 Exhibit B-1, page 96 
44 Exhibit B-1, page 101 
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and become the first project phase control estimate against which actual costs will be monitored, 
until replaced by more detailed cost estimates. 

In its Application, PNG indicates that its capital cost estimate for the Project is forecast at $84.8 
million in as-spent dollars and has selected a P85 confidence level and associated contingency 
(20% contingency and 5% management reserve) to establish the control budget for the Project.45  

Based on the challenges of this segment and risk to safe and reliable service to customers, 
BCOAPO would be supportive of using the contingency and management reserve to the extent 
possible, for further cost-effective remediation work on the STG segment that may be identified 
as construction progresses.   

Material Changes Reporting  

 

PNG notes that the Project cost estimate will be used as the control budget and will be refined 
following certain critical project stages such as contractor and materials procurement. The 
performance of the Project against the control budget will be tracked through implementation of 
a project-specific cost control and reporting plan. PNG also states that should the need to access 
contingency arise, the Senior Project Manager will be responsible for accessing contingency 
within the approved project budget.46 BCOAPO understands that, given the physical complexities 
and legacy construction practices associated with the STG segment pipeline, construction-related 
issues pose a significant risk to the STG in terms of both schedule and cost.   

BCOAPO recommends that if there is a material change associated with the Project and/or in the 
Project Cost Estimate including flowing from critical project stages noted above, that BCUC direct 
PNG to file both semi-annual and material change reports.  We submit this is not a unique or 
novel request: a similar directive was issued by Order G-12-20 in FEI’s Inland Gas Upgrade 
Project.47  Under this directive, PNG would be required to notify the BCUC of material changes 
within 30 days of the date on which a material change occurs, based on criteria specified by the 
BCUC.   

Accounting for the STG Project  

BCOAPO has reviewed the accounting treatment of the STG project costs, net salvage and 
Allowance for Funds Used During Construction (AFUDC), projected rate impacts and potential 
rate impact mitigation measures outlined in Section 7 of the Application.48 

Capitalization of Project Costs, Net Salvage and AFUDC  

 

With respect to accounting treatment, PNG outlined the following49: 

• The STG Project will consist of multiple discrete remediations on specific pipeline 
segments which are scheduled to be placed into service as each specific remediation is 
completed with most of the associated capital costs to be included in PNG’s rate base for 

                                                           
45 Exhibit B-1, pp. 82 - 85 
46 Ibid  
47 Directive #3 – items #1 and #2 
48 Exhibit B-1, pp. 102 - 111   
49 Exhibit B-1, pp. 104 – 105  
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the year the asset is placed into service (forecast to be $24.8 million in 2021, $44.2 million 
in 2022 and $15.7 million in 2023)50.   

• Depreciation will commence the year following the year the asset is placed into service; 

• The net salvage provision is forecast to be approximately $17.0 million as calculated by 
applying a 20% net salvage rate on transmission mains; and 

• For those capital expenditures that are carried over into a future year, PNG will apply 
AFUDC at its after-tax weighted average cost of capital (WACC). 

Overall, BCOAPO accepts PNG’s proposals with respect to the capitalization of project costs, 
depreciation, net salvage, and AFUDC as reasonable. 

Rate Impacts 

 

The record indicates that PNG has been actively trying to attract and attach new customer load 
to its Western Transmission Gas Line to increase the base over which its costs are allocated and 
to reduce existing customer rates.   

PNG’s evidence in this regard can be summarized as follows: 

• In June 2020, PNG conducted a competitive auction process for the allocation of 
reactivated capacity (RECAP) on the Western Transmission Gas Line to assess the 
demand for and value of available capacity on the pipeline system, resulting in two 
proponents entering into Transportation Service Agreements (TSAs) for a total of 65 
MMSCFD51;   

• PNG recognizes that there are inherent risks associated with the RECAP Project, 
including the requirement to obtain BCUC approval of CPCNs for incremental 
interconnection infrastructure capital expenditures as well as other regulatory approvals52; 

• PNG’s position is that meeting incremental load from RECAP customers is not the driver 
of the STG Project. However, without the proposed remediation work as part of the STG 
Project, PNG would be unable to reliably meet the RECAP demand and operate the 
Western Transmission Gas Line at pressures required to serve RECAP customers in a 
safe and reliable manner53; and 

• PNG expects that the incremental RECAP revenue will be sufficient to more than offset 
the entire cost of service impact of the STG Project in the average initial 20-year terms of 
the TSAs under incremental scenarios of 65 and 30 MMSCFD, and that residential 
delivery rates could decline between 12% and 44%54, all else being equal. 

With respect to the short-term projected rate impacts, PNG estimated the following year-over-
year rate changes: 

                                                           
50 Exhibit B-1, Table 7-3, p. 104  
51 Exhibit B-1, p. 105 
52 Ibid 
53 Exhibit B-1, p. 29 
54 Exhibit B-1, pp. 107 - 108 
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1. STG Project on a standalone basis is projected to be -0.4% (2021), +4.3% (2022), +8.3% 
(2023) and +2.8% (2024)55; 

2. STG Project plus 65 MMSCFD RECAP Scenario is projected to be +2.0% (2022), -15.8% 
(2023), -2.8% (2024), -7.6% (2025)56; and 

3. STG Project plus 30 MMSCFD RECAP Scenario is projected to be +3.9% (2022), -3.1% 
(2023), -13.9% (2024), -4.8% (2025)57. 

With respect to potential rate impact mitigation measures, PNG states that a primary objective of 
PNG is to minimize significant fluctuations in rates and to provide customers with rate stability.58 
PNG provided a high-level description of opportunities to smooth out the rate impacts that will 
arise as a result of the combination of the significant STG Project capital costs and the potential 
for incremental margin from RECAP revenues.  

The measures that PNG has identified at the point of the STG Project CPCN include PNG’s 
existing rate smoothing deferral account, the Large Volume Industrial Deferral Account (LVIDA) 
approved in BCUC Order G-35-20, and the potential for a new STG Project specific deferral 
account to defer some or all of the incremental cost of service associated with the STG Project in 
its initial years to mitigate rate volatility59.  

PNG provided two illustrative examples of how these deferral accounts could be used to manage 
rate volatility under various RECAP scenarios which involved smoothed inflationary rate increase 
of approximately 1.7% to 1.8% annually60 over the six-year period from 2022 to 2027. The two 
illustrative examples are designed to provide flexibility in avoiding rate shock if and when the 
RECAP contracts expire and to mitigate rate impacts of unforeseen circumstances in the future.  
These scenarios appear to show the build up of rate smoothing deferral accounts in the order of 
$41.0 million to $99.9 million by 2027.  

PNG indicates that it plans to file a RECAP Project CPCN early in 202161. 

In its Application, PNG cautioned that the rate smoothing scenarios were for illustrative purposes 
only and that it will bring forward a comprehensive strategy to provide rate stability in future 
revenue requirement Applications (RRA)62. 

Allocation of Risk and Cost between the STG Project and the RECAP Project 

 

BCOAPO notes that the year-over-year rate increases to existing customers (including residential 
customers) would be in excess of 15% on a cumulative basis over the four-year period between 
2021 and 2024, in absence of the RECAP Project.  There is uncertainty as to the magnitude (of 
revenues and expenses) and timing of the RECAP Project, which if left unmanaged could lead to 
significant increases to existing customers in the short-term (2022 to 2023) as a result of the STG 

                                                           
55 Exhibit B-1, Table 7-5, p. 106 
56 Exhibit B-1, Table 7-7, p. 107 
57 Exhibit B-1, Table 7-8, p. 108 
58 Exhibit B-1, p. 108 
59 Exhibit B-1, p. 109 
60 Exhibit B-1, Tables 7-9 and 7-10, pp. 110 and 111, respectively 
61 Exhibit B-2,(BCUC IR1 32.5 
62 Exhibit B-1, pp. 109 & 111 
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Project, only to be followed by even more significant rate decreases thereafter once the RECAP 
Project is completed.  

BCOAPO agrees with the objective of rate stability and the use of rate smoothing mechanisms to 
mitigate rate volatility.  PNG should not proceed with rate increases to existing customers in the 
short-term (2022 to 2023) in the event that the RECAP Project is delayed or because of potential 
uncertainty of the costs and revenues of this project. 

While recognizing that the two rate smoothing scenarios are for illustrative purposes only, 
BCOAPO is concerned about the potential magnitude of the balance building up in the rate 
smoothing deferral accounts relative to size of PNG’s overall revenue requirement.  It questions 
whether the imposition of 1.7% to 1.8% inflationary annual rate increases would be an appropriate 
balancing of the public interest when considering the absolute magnitude of the rate smoothing 
deferral account balances as projected. 

In summary, BCOAPO appreciates that PNG has addressed the objective of rate stability on a 
conceptual basis in the STG Project CPCN.  BCOAPO is concerned about the formalization of 
this objective into a plan being delayed to future RRA’s.  While the STG Project need can be 
justified on a standalone basis, there are obvious interdependencies between it and the RECAP 
Project, as noted above.  Had timing of the RECAP Project allowed, the two projects could have 
been presented in a common CPCN, which would have provided the opportunity for more than a 
conceptual discussion of a rate impact mitigation plan. 

BCOAPO’s view is that the conceptual discussion with respect to rate stability needs to be 
developed into a rate impact mitigation plan on a pro-active basis and on a timely fashion, as 
opposed to a reactive basis in a future RRA.  BCOAPO submits that the appropriate allocation of 
risk and cost between the STG Project (existing customers) and the RECAP Project, needs to be 
considered on an ex-ante basis.  Accordingly, BCOAPO recommends that the BCUC direct PNG 
to develop and file a Rate Impact Mitigation Plan as part of its forthcoming CPCN Application for 
the RECAP Project (expected to be filed early in 2021). 

Environmental & Archaeological Impacts  

 

In its Application, PNG provides justifications for its position that the STG Project is expected to 
have minimal irreversible or deleterious environmental and archeological impacts and that any 
impacts can be appropriately mitigated.63  

PNG intends to obtain necessary permits, approvals and authorizations to meet the Project 
schedule.  PNG has identified a number of key regulatory permitting requirements and processes 
at both the federal and provincial level that will be required for work related to the STG Project.  
Federal permitting requirements include the Species at Risk Act and Fisheries Act and Provincial 
requirements including the BC Oil and Gas Commission and BC Parks.  PNG will adhere to all 
applicable directives in government sanctioned documents with respect to land use management 
and planning.64 

PNG has concluded that the STG Project is expected to have minimal irreversible or deleterious 
environmental and archeological impacts.65 PNG asserts that the STG Projects is expected to 
have minimal irreversible or deleterious environmental and archeological impacts and that 
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identified impacts can and will be mitigated through implementation of best management 
practices.  PNG’s third-party consultants (Khtada) produced an Environmental Constraints 
Report66 considering the following environmental components (1) aquatic species and habitats 
(2) water quality and quantity (3) terrestrial species and habitats (4) species at risk and (5) 
administrative boundaries and requirements.  A detailed screening of project specific 
environmental components was undertaken by breaking down the STG Project work to address 
four pipeline segments.  PNG engaged Roy Northern to conduct an Archeological Overview 
Assessment and a Preliminary Field Reconnaissance Report which identified areas with 
archeological potential and anticipates that further field reconnaissance activities will be 
undertaken67. Six Indigenous communities were identified as part of this work and further field 
reconnaissance activities will be undertaken to flag areas of archeological potential and to 
determine site-specific mitigations and avoidances.68  

PNG states that it will continue its investigations through the pre-construction phase to get a better 
understanding of the potential risk to various species and habitats to minimize impacts to project 
costs and timelines.69  All work will be performed in accordance with PNG’s Environmental 
Standard Practice Procedures (1) work will be performed in least risk timing windows as much as 
possible (2) environmentally sensitive areas will be clearly identified prior to commencement of 
construction activities  (3) all work will be undertaken and completed in a manner so as to prevent 
the release of silt, sediment or sediment-laden water, or other deleterious substances into any 
ditch, watercourse, drainage or environmental sensitive area (4) construction practices within 
environmentally sensitive areas will be subject to restriction and additional environmental 
protocols70.  PNG will develop site-specific mitigation plans as potential environmental impacts 
are identified, require contractors to provide site-specific plans prior to commencement of work 
and ensure that environmental monitoring is conducted by qualified personnel including the 
involvement of project-impacted Indigenous communities.71  Potential archeological impacts that 
have been identified will be further assessed to develop site-specific mitigation plans and address 
any potential impacts associated with the STG Project work and PNG will engage Indigenous 
communities for archeological and cultural monitoring during work in sensitive areas.72 

Overall, BCOAPO is satisfied with the information on the record with respect to the steps and 
assessment of environmental and archeological impacts undertaken to date and those planned 
as the project progresses.  

BCOAPO notes that PNG has identified the permits or authorizations that are likely required from 
all levels of government to complete construction. Environmental Constraints Report, an 
Archeological Overview Assessment, and a Preliminary Field Reconnaissance Report appear to 
support PNG’s overall conclusion that the STG Project is expected to have minimal irreversible 
or deleterious environmental and archeological impacts.    

BCOAPO supports PNG’s intention to develop site-specific mitigation plans as potential 
environmental impacts are identified and ensure that environmental monitoring is conducted by 
qualified personnel including the involvement of project-impacted Indigenous communities. 

                                                           
66 Exhibit B-1, Appendix O 
67 Exhibit B-1, p. 93 
68 Exhibit B-1, p. 122 
69 Exhibit B-1, p. 112 
70 Exhibit B-1, p. 113 
71 Exhibit B-1, p. 117 
72 Exhibit B-1, p.123 



18 
 

Additionally, potential archeological impacts that have been identified will be further assessed to 
develop site-specific mitigation plans.  

BCOAPO also supports PNG’s intention to engage Indigenous communities for archeological and 
cultural monitoring during work in sensitive areas. 

Environmental & Archaeological Impacts 

 

BCOAPO notes that while PNG’s overall assessment is that the STG Project is expected to have 
minimal irreversible or deleterious environmental and archeological impacts and can be 
appropriately mitigated, given the geographic location, topography and terrain associated with the 
Project, there is always the risk of identifying areas of moderate to high potential as construction 
progresses.  BCOAPO expects that PNG will be vigilant to identify areas of moderate to high 
potential and be open to adjusting its plans and developing appropriate mitigation strategies as 
the STG Project progresses.   

BCOAPO recommends that the BCUC direct PNG to file the following: 

• Information with respect to the identification of moderate to high environmental and 
archeological impacts as part of Semi-Annual Progress Reports on the STG Project; and 

• Material Change Reports on any material changes to environmental and archeological 
impacts, within 30 days of the date on which a material change occurs, based on criteria 
specified by the BCUC. 

Stakeholder Engagement Activities  

In its Application, PNG provides various justifications for its position that its consultation and 
engagement with the Public and Indigenous Groups have been sufficient and reasonable to meet 
the requirements established in the BCUC CPCN Guidelines.73 

PNG created a communication and engagement plan to provide a framework and guide for 
stakeholder engagement.  The PNG communication and engagement plan identified Indigenous 
communities and other key stakeholders that may have an interest in the STG Project, lists 
potential issues and provides an overarching approach to consultation and communication.  Key 
components of PNG’s project development process including early consultation and maintaining 
two-way communication with affected and interested parties and used a three-tiered engagement 
strategy (low, moderate and high potential impact)74.  Stakeholders that have been engaged or 
will be engaged as the STG Project advances include (1) general public – residents, business, 
industrial customers, impacted landowners (2) BC provincial government agencies (3) Federal 
government agencies (4) municipal and regional governments and (5) Indigenous communities75. 

PNG engaged identified stakeholders through multiple communication channels, including direct 
mail notifications, phone calls and emails.  PNG offered to meet with a number of stakeholders, 
including local governments and followed up on any requests for further information.  In addition, 
PGN created regional public awareness of the STG Project through print, radio and social media 
and two virtual public awareness sessions.76   
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PNG conducted a focused effort to engage with Indigenous communities.  PNG engaged 
Indigenous communities to identify how they would like to participate in the process, began 
discussions how they could meaningfully contribute to the planning, provide input and participate 
in economic activities through the construction phase of the STG Project.  PNG commenced a 
focused effort to engage and consult with six Indigenous communities potentially impacted by the 
STG Project in late 2019, with initial engagement being primarily through email.  Given the COVID 
19 pandemic, follow-up discussions were primarily conducted through telephone and video 
conferencing.  PNG indicated that to date there are no substantive issues have been raised by 
Indigenous communities that remain outstanding.77  

PNG is committed to engage with all identified stakeholders throughout the STG Project. PNG 
will continue to engage with stakeholders and the general public as the STG Project advances on 
matter such as schedule/timelines, construction spaces, potential impacts to natural gas service 
or possible traffic disruption78. PNG will continue to consult and engage with Indigenous 
communities throughout the development and execution phases of the STG Project79, including 
engagement ahead of permitting Applications, to accommodate and mitigate any concerns, where 
possible.  PNG is committed to addressing all questions, concerns or issues raised and to working 
with stakeholders to minimize STG Project impacts80. 

Overall, BCOAPO is of the view that the record with respect to PNG’s stakeholder engagement 
activities thus far is adequate. BCOAPO notes that the STG Project is challenging with respect to 
geographical location and multiple stakeholders and permitting agencies, and that PNG 
developed a robust engagement and communication plan to guide its engagement activities, 
including a three-tiered engagement strategy.  

On balance, PNG appears to have undertaken appropriate steps to be proactive, identify 
impacted stakeholders or agencies that it requires approval from to proceed, provide information, 
respond to questions, encourage feedback and incorporate that feedback into its project planning. 
BCOAPO is satisfied that PNG has expressed a willingness and commitment to continue to 
engage and consult with stakeholder groups (including the Indigenous communities and general 
public) that are most impacted by the STG Project. 

Indigenous Engagement Activities  

 

As noted above, PNG indicates that to date there are no substantive issues have been raised by 
Indigenous communities that remain outstanding.  However, based on the evidence, and 
particularly considering the challenges presented by the COVID 19 pandemic, it is difficult for 
BCOAPO to fully conclude on the sufficiency of Indigenous engagement activities to date.  In 
BCOAPO’s view, the current status of Indigenous engagement presents an element of risk to the 
execution of the STG Project and believes this is a risk that the BCUC should be proactive in 
monitoring in the planning and construction of the STG Project. 

Consistent with the views expressed in the previous section (with respect to environmental and 
archaeological impacts) and considering the risks, BCOAPO expects that PNG will be vigilant in 
its commitment to encouraging Indigenous engagement in the STG Project and be open to 
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adjusting its plans and developing appropriate strategies to incorporate Indigenous feedback and 
concerns, as well as economic opportunities, as the Project progresses.   

BCOAPO recommends that the BCUC direct PNG to file the following: 

• Information with respect to its on-going Indigenous engagement activities, feedback 
received and related project outcomes, as part of Semi-Annual Progress Reports on the 
STG Project; and 

• Material Change Reports on any material changes to the GTS Project scope or costs 
precipitated by Indigenous feedback and concerns raised, within 30 days of the date on 
which a material change occurs, based on criteria specified by the BCUC. 
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