
 

 
Patrick Wruck 
Commission Secretary 
 
Commission.Secretary@bcuc.com 
bcuc.com 

 
Suite 410, 900 Howe Street 
Vancouver, BC  Canada  V6Z 2N3 
P:    604.660.4700 
TF:  1.800.663.1385 
F:    604.660.1102 

 

File 54361 |FEI 2016 RDA BCUC IR No. 2 to Elenchus – Rate Design Report 1 of 1 

August 10, 2017  
 
Via eFile  

FEI 2016 RATE DESIGN 
                                               EXHIBIT A-12 

Mr. John Todd 
President, Elenchus Research Associates Inc. 
34 King Street East, Suite 600  
Toronto, Ontario M5C 2X8 
jtodd@elenchus.ca 
 
Re: FortisBC Energy Inc. – 2016 Rate Design Application – Project No. 3698899 
 
Dear Mr. Todd: 
 
Further to your Review of FortisBC Energy Inc. Rate Design Methodology for the 2016 Rate Design Application 
dated June 23, 2017 (Rate Design Report), please find enclosed the Commission’s Information Request No. 2 to 
Elenchus regarding the Rate Design Report. In accordance with the regulatory timetable please file your 
responses with the Commission no later than Thursday, August 31, 2017. 
 
Sincerely,  
 
Original signed by: 
 
Patrick Wruck 
Commission Secretary 
 
 
ES/kbb 



 

 
 
 
Suite 410, 900 Howe Street 
Vancouver, BC  Canada  V6Z 2N3 
bcuc.com 

 
 
 
P:    604.660.4700 
TF:  1.800.663.1385 
F:    604.660.1102 

 

FEI 2016 RDA BCUC IR No. 2 to Elenchus on Rate Design Report 1 of 9 

FortisBC Energy Inc. 
2016 Rate Design Application 

 
British Columbia Utilities Commission 

Information Request No. 2 to Elenchus on the Rate Design Report 
 
 
Table of Contents Page no. 

A. Chapter 2 – RATE SHOCK ...............................................................................................................................2 

B. Chapter 3 – FEI RATE DESIGN FOR RESIDENTIAL CUSTOMERS .....................................................................3 

C. Chapter 4 – FEI RATE DESIGN FOR COMMERCIAL CUSTOMERS ...................................................................3 

D. Chapter 5 – FEI RATE DESIGN FOR INDUSTRIAL CUSTOMERS .......................................................................5 

E. Chapter 7 – FEI’S USE OF REVENUE TO COST RATIO RANGE OF REASONABLENESS ....................................6 

F. Chapter 10 – CRISIS INTERVENTION FUNDS FOR RESIDENTIAL CUSTOMERS ...............................................8 

G. Chapter 11 – DISCONNECTION POLICIES FOR RESIDENTIAL CUSTOMERS ....................................................8 

 
  



FEI 2016 RDA BCUC IR No. 2 to Elenchus on Rate Design Report 2 of 9 

A. CHAPTER 2 – RATE SHOCK 

 Reference: RATE SHOCK 10.0
Exhibit A2-10, Section 2, pp. 4, 8; Section 6.3, p. 29  
Mitigation of rate shock 

On page 4 of Exhibit A2-10, Elenchus states:  

… whenever a customer class is faced with a large rate increase, it is reasonable for a 
regulator to consider whether the increase will result in sufficient rate shock for 
customers in the class to warrant some form of mitigation. 

On page 8 of Exhibit A2-10, Elenchus provides an example of a situation where rate shock mitigation can 
be employed: 

As an example, if the monthly fixed charge is proposed to be increased by 50% from $10 
to $15 and the variable charge is proposed to be maintained at current levels, (0% 
change). Customers with minimal usage may experience an increase in their bills close 
to 50%. To mitigate the impact on low volume customers, the change in the fixed 
charge could be spread over two years resulting in the first-year fixed charge being 
$12.50. The target of $15 would not be reached until the second year. In order to 
recover the approved revenue requirement in the first year, the variable charge will 
need to be increased to recover the foregone $2.50 per month fixed charge not 
implemented in the first year. [Emphasis Added] 

10.1 Considering the example provided by Elenchus in the preamble above, please explain if it is 
standard industry practice to implement rate shock mitigation for an entire rate class if the 
proposed rate changes result in significant bill increases to only a portion of the customers in 
that rate class (for example low volume customers only). 

10.2 Please discuss Elenchus’ views on whether rate shock mitigation should be implemented for an 
entire rate class if the proposed rate changes result in significant bill increases to only a portion 
of the customers in that rate class. 

On page 8 of Exhibit A2-10, Elenchus states: 

Elenchus has observed that a common threshold for defining a rate/bill increase that 
constitutes rate shock is a double-digit increase (i.e., 10% or more). 

On page 29 of Exhibit A2-10, Elenchus provides analysis regarding FEI’s proposal to replace a declining 
block rate structure with a flat rate structure for Fort Nelson customers and states that “[t]he transition 
to a flat rate structure may result in significant bill increases for some customers.”  
 
10.3 Please explain Elenchus’ opinion on whether rate shock mitigation should occur for a specific 

rate class when moving from a declining block rate structure to a flat rate structure if customers 
with higher than average use within that specific rate class experience a rate increase of greater 
than 10 percent. 
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B. CHAPTER 3 – FEI RATE DESIGN FOR RESIDENTIAL CUSTOMERS 

 Reference: FEI RATE DESIGN FOR RESIDENTIAL CUSTOMERS 11.0
Exhibit A2-10, Section 3.2, p. 11; Section 3.3.1, p. 13  
Cross-subsidization within a rate class 

On page 11 of Exhibit A2-10, Elenchus states:  

In its 2003-2004 and 2005-2007 General Rate Application Phase II Review, ATCO Gas 
suggested that the fixed charge for the Low Use rate group should be moved from the 
existing level which recovers 73% of the customer classified costs allocated to the rate 
group to recovering 100% of such costs. ATCO Gas indicated that such treatment is 
required to ensure that higher-volume customers within the rate group are not cross 
subsidizing lower-volume customers within the same rate group. [Emphasis Added] 

On page 13 of Exhibit A2-10, Elenchus states: 

Conceptually, cost allocation principles imply that to reflect cost causality the fixed 
charge should mirror customer-related costs as identified in the cost allocation model, 
while variable energy and demand charges should reflect energy and demand-related 
costs. Nevertheless, rate-setting is also often influenced by value of service 
considerations that result in a lower fixed charge which keeps bills down for customers 
with below average demand. This approach can encourage increased penetration in 
terms of the number of customers connected although this is arguably accomplished by 
embedding a cross-subsidy of low-volume users by the higher volume users in the same 
rate class. 

11.1 Please confirm, or otherwise explain, that the lower the percentage of fixed cost recovery 
through the fixed charge, the higher the cross-subsidization of customers with below average 
use by customers with either average use or above average use within the same rate class. 

 
C. CHAPTER 4 – FEI RATE DESIGN FOR COMMERCIAL CUSTOMERS 

 Reference: FEI RATE DESIGN FOR COMMERCIAL CUSTOMERS 12.0
Exhibit A2-10, Section 4, p. 20;  
Exhibit B-5, BCUC IR 21.5, pp. 93–94; BCUC IR 22.1, p. 96  
Economic crossover point calculation 

On page 20 of Exhibit A2-10, Elenchus states: 

For FEI, the commodity component of the gas cost is allocated to customers based on 
throughput while storage and transport components are allocated using the load factor 
adjusted volumetric basis. … It is common practice to recover commodity costs in a 
separate commodity rate; hence, commodity costs will not have an impact on the cross-
over volume. Excluding commodity costs therefore simplifies the calculation with no loss 
of information. 

In response to BCUC IR 21.5, FEI demonstrates that its economic crossover point calculation includes 
cost of gas, which is the sum of the (i) Commodity Cost Recover Charge ($2.050/GJ for both RS 2 and 
RS 3); and (ii) Storage and Transport Charge ($1.020/GJ for RS 2 and $0.851/GJ for RS 3), but excludes 
the associated rate rider.  
 
In response to BCUC IR 22.1, FEI states:  
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The factors that would have contributed to the misalignment over the past 15 years 
would be the changes in the Cost of Gas, Basic Charge, and Delivery Charge. … Since 
2001 the average cost of gas has decreased significantly, albeit with periods of high gas 
costs such as around 2008. As demonstrated in the example in the response to BCUC-FEI 
IR 1.21.6, gas costs (combined commodity and midstream) declines at different rates 
between RS 2 and RS 3/23 can cause the economic crossover to move away from 2,000 
GJ. 

 
12.1 Considering that FEI’s Storage and Transport Charge is $1.020/GJ for RS 2 and $0.851/GJ for 

RS 3, will excluding the cost of gas result in the same economic cross-over volume that FEI has 
calculated? 

12.2 Given FEI’s commodity cost recovery structure, please explain whether it is reasonable for FEI to 
include the Commodity Cost Recovery Charge in its economic crossover point calculation.  

 
12.3 Given FEI’s response to BCUC IR 22.1, please discuss methods that result in stability for the 

economic crossover point during times of changing gas prices. For example, is one option to set 
the economic crossover point based on current gas prices and have it adjusted if and when 
there is a significant change in price? If possible, please provide several alternatives and include 
example calculations in your response. In your response please consider the following scenarios: 

i. An increase in gas prices to 2008 levels over a period of 5 years; and 
ii. A decrease in gas prices by 50 percent over a period of 2 years. 

 

 Reference: FEI RATE DESIGN FOR COMMERCIAL CUSTOMERS 13.0
Exhibit B-5, BCUC IR 21.4, p. 93; Exhibit B-1-1, Appendix 11-3; 
FEI 2016 Fourth Quarter Gas Cost Report, p. 21 
Economic crossover point calculation – Rate Riders 

Appendix 11-3 of Exhibit B-1-1 include FEI’s RS 2 and RS 3 tariff pages which show that Commodity 
Related Charges include “Rider 6 per Gigajoule.” 
 
In the FEI 2016 Fourth Quarter Gas Cost report dated November 23, 2016, FEI explains that: 

MCRA [Midstream Cost Reconciliation Account] Rate Rider 6 was established to 
amortize and refund / recover amounts related to the MCRA year-end balances. 
Pursuant to Commission Order G-138-14, one-half of the cumulative projected MCRA 
deferral balance at the end of the year will be amortized into the following year’s 
midstream rates. 

In response to BCUC IR 21.4, FEI explains that rate riders were excluded from the economic crossover 
calculations for the following reasons: 

1. Rate rider recoveries are not part of the current period utility revenues from 
customers, but are recoveries or refunds of previous period deferred charges. 

2. Rate riders related are generally temporary in duration, usually in place for a 
pre-determined period of time. For example, the amalgamation-related rate 
riders are only in place to phase in the transition to common rates over a three-

                                                           
1 https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasBCUCSubmissions/Documents/161123_FEI_2016_Q4_Gas_Cost_Report_FF.pdf  

https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasBCUCSubmissions/Documents/161123_FEI_2016_Q4_Gas_Cost_Report_FF.pdf
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year period, and are also set at different levels for different service areas. 

3. An individual rate rider can vary between recoveries and refunds depending on 
whether there were over or under-recoveries of the relevant costs or revenues 
in the prior period. 

13.1 Please explain whether Elenchus considers FEI’s explanation for excluding rate riders from its 
economic crossover point calculation reasonable. Please take into consideration the purpose 
and operation of Rider 6. 

 
D. CHAPTER 5 – FEI RATE DESIGN FOR INDUSTRIAL CUSTOMERS 

 Reference: FEI RATE DESIGN FOR INDUSTRIAL CUSTOMERS 14.0
Exhibit A2-10, Section 5.2, pp. 22–23 
Interruptible customer rates 

On page 22 of Exhibit A2-10, Elenchus states:  

Interruptible rates are generally set at a lower rate than the equivalent firm service as 
interruptible customers cause lower costs that firm customers. In Ontario, the OEB 
approved interruptible rates for large contract customers who have the capacity to 
maintain operations during gas service curtailments using traditional cost allocation 
methods. Union and Enbridge use cost causality principle to establish interruptible rates. 

Table 3 on page 23 of Exhibit A2-10 compares firm and interruptible rate classes for Union and Enbridge. 
 
14.1 For Union and Enbridge, please state the revenue to cost ratio for each of the interruptible rate 

classes presented in Table 3 of Exhibit A2-10. 

14.1.1 Please explain if Union and Enbridge aim to achieve revenue to cost ratios for the 
interruptible rate classes that are within a predefined range of reasonableness.  

14.2 Please explain if the utilities in Elenchus’ jurisdictional review considered the risk of interruption 
when determining interruptible rates for sales or transportation customers. 

 Reference: FEI RATE DESIGN FOR INDUSTRIAL CUSTOMERS 15.0
Exhibit B-1, Section 9.6.1, pp. 9-24 – 9-25;  
Exhibit A2-10, Section 5.3.2, p. 25 
Interruptible rates as discount to firm rates 

On pages 9-24 to 9-25 of Exhibit B-1, FEI states: 

FEI’s interruptible rates are designed to provide sufficient incentive to encourage 
existing customers to remain on interruptible service and attract new interruptible 
customers. For interruptible customers, contributors to their cost of taking interruptible 
service are factors such as: 

• the customer’s capital costs to install a backup energy system; 
• the cost of the alternate backup fuel; 
• the opportunity cost to the customer of potential lost production, should they 

need to curtail their operations; and 
• the potential frequency and level of service curtailment to the customer. 

To compensate for these costs, FEI offers the service at a discount from the General 
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Firm Service rate. Specifically, the existing delivery charges for RS 7/RS 27 are based on 
the General Firm Service RS 5/RS 25 Demand Charge based on an 80% load factor, plus 
the RS 5/RS 25 Delivery Charge. 

15.1 Please explain if Elenchus observed other utilities in the jurisdictional review that set 
interruptible rates based on a discount from their firm sales and firm transportation rates. 

 
On page 25 of Exhibit A2-10, Elenchus states: 

Conceptually, it is reasonable to provide a discount for interruptible service that result 
in the total annual lost revenue being no more than the annualized costs avoided as a 
result of the ability to curtail the interruptible customers. 

15.1.1 Please provide an example, with calculations, that further explains the above statement 
from page 25 of Exhibit A2-10. 

 Reference: FEI RATE DESIGN FOR INDUSTRIAL CUSTOMERS 16.0
Exhibit A2-10, Section 5.3.2, pp. 25–26 
Economic interruptions 

On page 25 and 26 of Exhibit A2-10, Elenchus states: 

Interruptible service can also permit interruptions for economic reasons: the customer’s 
service may be interrupted if the value of the resources that are made available to the 
utility due to the interruption (possible including diverted gas supply) are more valuable 
than the revenue that would be received for the interruptible service. For example, 
service curtailments may enable the utility to engage in spot transactions at a high 
market price. 

16.1 Please state the utilities in Elenchus’ jurisdictional review that actively engage in interruptions 
for economic reasons. For each of the utilities stated, please provide the utility’s justification for 
engaging in this type of interruption. 

16.1.1 Please discuss the benefits and disadvantages to the: (i) utility; (ii) utility’s firm sales 
customers; and (iii) utility’s firm transportation customers of interrupting interruptible 
customers for economic reasons. 

 
E. CHAPTER 7 – FEI’S USE OF REVENUE TO COST RATIO RANGE OF REASONABLENESS 

 Reference: FEI’S USE OF REVENUE TO COST RATIO RANGE OF REASONABLENESS 17.0
Exhibit A2-10, Section 7.2, Table 4, p. 33 
R:C ratio range of reasonableness 

On page 33 of Exhibit A2-10, Elenchus summarized the R:C ratio range of reasonableness for different 
utilities, which was accepted by other regulators. 
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On page 33 of Exhibit A2-10, Elenchus states that: “Elenchus’ review did not identify any other Canadian 
utility using M:C ratios.” 
 
17.1 Please confirm, or otherwise explain, that all of the utilities above included commodity, storage 

and transport costs in the COSA model that was used to determine the allocation of costs to be 
used in the R:C ratio. 

 Reference: FEI’S USE OF REVENUE TO COST RATIO RANGE OF REASONABLENESS 18.0
Exhibit A2-10, Section 7.2, Table 4, p. 33; Exhibit B-5, BCUC IR 14.2, p. 59 
COSA Data used in R:C ratios 

On page 33 of Exhibit A2-10, Elenchus summarized in Table 4 the R:C ratio range of reasonableness for 
different utilities, which was accepted by other regulators. 
 
In response to BCUC IR 14.2 FEI discusses the quality of its customer data, load data and costing data. FEI 
states: 

… For Residential, Small Commercial and Large Commercial Sales Service, which make 
up the majority of the customer demand, the available data is from monthly customer 
meter reads, which occur in multiple cycles throughout the month. This is an 
improvement from 1993 when these customers’ meters were typically read every 
second month. However, even with these improvements the necessary data to know 
what actual customer consumption is during peak conditions is not available. As such, 
the load factors of individual customers, and even the residential and commercial 
classes as a whole, continue to be estimates, meaning there is still a measure of 
uncertainty in the demand allocators in the COSA. … 

18.1 For each of the utilities listed in Table 4 on page 33 of Exhibit A2-10, please state the frequency 
of meter reads for: 

i. Residential 
ii. Small Commercial 

iii. Large Commercial 
 

18.2 Please explain if and how each of the utilities listed in Table 4 have the capability of determining 
actual customer consumption during peak conditions. 

18.3 Based on FEI’s entire response to BCUC IR 14.2, does Elenchus consider FEI to have similar 
capabilities to the utilities listed in Table 4 of Exhibit A2-10 for determining actual customer 
consumption during peak conditions? Please explain your response. 
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F. CHAPTER 10 – CRISIS INTERVENTION FUNDS FOR RESIDENTIAL CUSTOMERS 

 Reference: CRISIS INTERVENTION FUNDS FOR RESIDENTIAL CUSTOMERS 19.0
Exhibit A2-10, Section 10.2, pp. 41–42 
Crisis Intervention Fund or similar program 

On pages 41 and 42 of Exhibit A2-10, Elenchus provides the results of its jurisdictional review on crisis 
intervention funds. On page 41, Elenchus states: 

In Ontario, low income customers can apply for the Low-income Energy Assistance 
Program (LEAP) which provides a maximum $500 one-time assistance for their natural 
gas bills. … The LEAP is funded by all ratepayers through each distributor’s rates and the 
funds must be used only for that distributor’s customers.  

19.1 Please explain if the term “funded by all ratepayers” includes (i) all firm customer rate groups; 
(ii) all interruptible customer rate groups; (iii) all bypass customers; and (iv) all non-bypass 
contract customers. 

19.2 Please explain how the LEAP program is funded. Include a discussion of how the contributions to 
the fund from the different rate classes/groups are determined. 

19.3 Please explain if any utility in Elenchus’ jurisdictional review managed the Crisis Intervention 
Fund program in-house. 

19.4 Please explain the benefits and disadvantages to the utility of having a separate agency or 
network of agencies administer the Crisis Intervention Fund program. 

 
G. CHAPTER 11 – DISCONNECTION POLICIES FOR RESIDENTIAL CUSTOMERS 

 Reference: DISCONNECTION POLICIES FOR RESIDENTIAL CUSTOMERS  20.0
Exhibit A2-10, Section 11, pp. 42, 43 
Written notice period 

On page 42 of Exhibit A2-10, Elenchus states: 

Section 23.1 states that “FortisBC Energy may discontinue Service to a Customer with at 
least 48 Hours written notice to the Customer or Customer's Premises, or may refuse 
Service for any of the following reasons.” 

On page 43 of Exhibit A2-10, Elenchus provided information regarding the disconnection policies in 
Alberta and Ontario. 
 
20.1 Please state what the written notice period is for residential customers in (i) Alberta; and (ii) 

Ontario. 

 Reference: DISCONNECTION POLICIES FOR RESIDENTIAL CUSTOMERS  21.0
Exhibit A2-10, Section 11, p. 43 
Disconnection policies in Alberta and Ontario 

On page 43 of Exhibit A2-10, Elenchus states:  

In Alberta, natural gas providers are compelled to include in their terms and conditions 
agreements the condition that they may not disconnect natural gas service between the 
dates of November 1st and April 14th, or at any time when the forecast for the next 24 
hours indicates temperatures below 0 degrees. After April 14th, natural gas providers 
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may disconnect gas service at their own discretion. 

21.1 Please explain if natural gas providers in Alberta have any conditions other than forecast 
temperature in their terms and conditions agreements that would prevent them from 
disconnecting natural gas service. 

21.2 Please explain if the disconnection policies in Alberta or Ontario are specific to a particular 
subset of residential customers (for example low/steady-income residential customers). 

21.2.1 If the disconnection policies in Alberta or Ontario are specific to a particular subset of 
residential customers, please state the applicable residential customers.  

 
On page 43 of Exhibit A2-10, Elenchus states:  

The research indicates that some regulators enforce strict rules about disconnection 
during winter to protect vulnerable energy consumers. Elenchus notes that these rules 
reflect social policy consideration and they are therefore normally based on legislated 
requirements. 

21.3 Please state the regulators that enforce strict rules about disconnection policies during winter to 
protect vulnerable energy consumers. 

21.3.1 For each of the regulators stated above, please provide these rules with appropriate 
references. 

21.3.2 For each of the regulators stated above, please quote the section of the relevant 
legislations that provide the ability for the regulators to enforce strict rules about 
disconnection during winter to protect vulnerable customers. 
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