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A. PROJECT DESCRIPTION NEED AND JUSTIFICATION  

 Reference: Project Description  1.0
Exhibit B-1 (Application), Section 2.1.2, p. 5 
Background 

On Page 5, Pacific Northern Gas (N.E.) Ltd. (PNG[NE])states in its Application: 

On October 19, 2016, AltaGas NPLP reached a Final Investment Decision 
(FID) for the construction, ownership and operation of phase one of the 
North Pine Facility to be located approximately 40 kilometres northwest of 
Fort St. John, British Columbia. 

The North Pine Facility will be a 20,000 Bbls/d natural gas liquids (NGLs) 
separation and handling industrial operation that will provide local natural 
gas producers with a new facility that is located close to production zones 
and has the capacity to process the NGL stream by separating it into its 
marketable components... 

Furthermore, it states that “The target commissioning and testing start date of the North 
Pine Facility is November 2017, with commercial operation planned to commence in 
December 2017.” 
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1.1 Please confirm that the North Pine facility is already constructed and in operation. 

 
Response: 
 
Confirmed.  The North Pine Facility has been constructed and was commissioned and operational on 
November 9, 2017.  
 
 

 
1.1.1 If not confirmed, please provide a schedule for construction and operation. 

 
Response: 
 
Not applicable.  Please see the response to Question 1.1. 
 
 

 
1.2 Please list the marketable components that the North Pine Facility will produce. 

 
Response: 
 
The North Pine Facility is designed to receive a Natural Gas Liquids mix (C3+), to fractionate that 
stream into three product streams: propane (C3); butane (C4); and natural gas condensate (C5+). 
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1.2.1 Please provide, in graph form, the expected 20-year demand forecast for the 

components produced at the North Pine Facility.  

 
Response: 
 
The following graphs (source: BMO Capital Markets, October 24, 2017) illustrate the Canadian supply 
and demand for propane, butane and condensate.  While not for the 20-year period requested, they 
are considered illustrative of the forecast demand.   
 
Propane 
In the case of propane, the graph shows the projected AltaGas Ridley Island export volumes in bright 
blue (this project is currently under construction – COD 2019). 
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Butane 
Butane supply and demand is a balance between domestic consumption (refinery/petrochemicals) 
and exports to the US and Asia (AltaGas/PetroGas Energy Ferndale Washington, export facility). 
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Natural Gas Condensate 
The demand for natural gas condensate is principally for use as diluent for the Alberta oil sands 
production. 
 

 
 
 

 
1.2.2 Please confirm if the North Pine Facility has secured long term contracts for 

supplying propane and other marketable components. 

 
Response: 
 
AltaGas NPLP has secured long-term contracts for the export to Asia of the propane production from 
the North Pine Facility.  Contracting for butane and condensate sales is typically done on a spot or 
one-year term basis. 
 
PNG(NE) notes that regardless of the contracts AltaGas NPLP has secured for the output of the North 
Pine Facility, as noted in response to Question 1.4, provisions in the TSA guarantees PNG(NE) “… the 
net present value of the Firm Demand Charge for the Contract Demand for the remainder of the 
Primary Term” in the event that the North Pine facility ceases operation and the TSA is terminated. 
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1.3 Please detail all operational risks associated with the North Pine Facility. 

 
Response: 
 
The North Pine Facility is a state of the art fractionation facility with truck loading/unloading and rail 
loading facilities designed to process natural gas liquids produced from the Montney Basin natural 
gas liquids-rich production area on both a merchant and take-or-pay processing basis.  The facility 
can receive feedstock by truck or pipeline and deliver its products to market via truck or rail.   
 
The most significant operational risks generally relate to the reliability of the natural gas fuel supply, 
power supply and the transport of the products away from the plant.  AltaGas NPLP is able to burn 
propane as fuel, has some backup power capability and product storage to manage minor 
disruptions. 
 
 

 
1.4 Should the North Pine facility cease operation before the end of the 20-year North 

Fuel Pipeline contract, please explain the financial effects this will have on the Owner 
and Operator of the North Fuel Pipeline. 

 
Response: 
 
The contractual arrangements established for PNG(NE)’s acquisition and operation of the Fuel Gas 
Pipeline have been structured so as to keep PNG(NE) and its ratepayers whole in the event that the 
North Pine facility ceases operation before the end of the 20-year Primary Term of the TSA. 
 
As per section 7.1 of the TSA filed as Appendix D to Exhibit B-1, as Owner and Operator of the Fuel 
Gas Pipeline, PNG(NE) is entitled to “… the net present value of the Firm Demand Charge for the 
Contract Demand for the remainder of the Primary Term” in the event that the North Pine facility 
ceases operation and the TSA is terminated. 
 
Should such an event occur, PNG(NE) anticipates that a termination payment would be recorded in a 
deferral account and amortized against the cost of service over the remaining years in the Primary 
Term, thereby protecting ratepayers from adverse impacts.  
 
 

 
1.4.1 Please explain how these effects will accrue to the accounts of ratepayers, 

shareholders and/or other stakeholders. 

 
Response: 
 
Please see the response to Question 1.4. 
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On page 5 of the Application, PNG(NE) states: 

AltaGas NPLP is also constructing two eight-inch diameter NGL supply 
pipelines (Liquids Supply Pipelines), each approximately 40 km in length, 
which will connect AltaGas' existing Townsend Truck Terminal to the North 
Pine Facility” 

1.5 Please confirm who will own and operate the two eight-inch diameter NGL supply 
pipelines constructed by AltaGas? 

 
Response: 
 
AltaGas NPLP owns and operates the two eight-inch diameter NGL Liquids Supply Pipelines, which 
connect the North Pine Facility with the AltaGas owned and operated Townsend truck terminal 
located approximately 40 km to the Northwest. 
 
 

 
1.5.1 If not PNG(NE), please provide a detailed discussion as to why it is 

appropriate for PNG(NE) to own and operate the North Pine Fuel Gas 
Pipeline but not the Liquids Supply Pipelines. 

 
Response: 
 
AltaGas NPLP is the owner of both the Townsend truck terminal (NGL receipt point) and the North 
Pine Facility (NGL delivery point).  PNG(NE) does not own or operate any NGL pipelines and hence 
does not have the core competency to own and operate NGL pipelines.   
 
PNG(NE)’s core competency is the operation and maintenance of natural gas transmission and 
distribution pipelines for the purpose of delivering natural gas to customers in its service areas.  The 
North Pine Facility would be considered to be located within PNG(NE)’s service area and therefore 
PNG(NE) is interested in delivering service to and gaining the North Pine Facility as a customer which, 
as described in the Application, will provide benefits to all existing PNG(NE) customers. 
 
PNG(NE) also notes that owning and operating the North Pine Fuel Gas Pipeline will provide a 
platform for potential future growth in this area. 
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 Reference: Project Description  2.0

Exhibit B-1, Section 2.2, p. 6 
North Pine Fuel Gas Pipeline Project 

On page 6 of the Application, PNG(NE) states:  

…Fuel requirements for phase one of the North Pine Facility have been 
estimated to be 280,000 GJ per year. Fuel requirements are expected to 
double to 560,000 GJ per year with the completion of phase two of this 
project. 

To meet these supply requirements, a three-inch fuel gas supply pipeline, the 
Fuel Gas Pipeline, has been constructed to tie-in with the closest source of 
supply, which is the Canadian Natural Resources Limited…. 

2.1 Please confirm if construction of the pipeline is complete. 

 
Response: 
 
Confirmed.  Construction of the Fuel Gas Pipeline is complete. 
 
 

 
2.1.1 If not complete, please provide the completion date and operation date. 

 
Response: 
 
Not applicable.  Please see the response to Question 2.1. 
 
 

 
2.1.2 If complete, please confirm the final cost of the pipeline and planned 

operation date. 

 
Response: 
 
The final cost of the Fuel Gas Pipeline is anticipated to be $1,712,431.  Please see the table provided 
in response to Question 4.1 for details on the composition of this cost.   
 
As noted in response to Question 1.1, the North Pine Facility has been constructed and was 
commissioned and operational on November 9, 2017.  In the interim, AltaGas NPLP is operating the 
North Pine Fuel Gas Pipeline to transport its contracted gas supply from CNRL’s Stoddart processing 
plant which feeds the Fuel Gas Pipeline. 
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2.1.2.1 Please confirm if there are any outstanding dispute or litigation 

claims regarding the construction of the pipeline. 

 
Response: 
 
Confirmed.  There are no outstanding disputes or litigation claims regarding the construction of the 
Fuel Gas Pipeline. 
 
 

 
2.2 What is the capacity of the North Fuel Pipeline? 

 
Response: 
 
The maximum capacity of the Fuel Gas Pipeline is 5.9 mmscfd.  The Fuel Gas Pipeline was designed 
and built to accommodate future expansion of the North Pine Facility (phase one plus phase two), 
plus potential for PNG(NE) customers that may locate in the vicinity of the pipeline (up to an 
additional 3 mmscfd).  88.9 mm (NPS 3) pipe was chosen over 60.3 mm (NPS 2) due to hydraulic and 
pressure drop limitations of the 60.3 mm (NPS 2).  PNG(NE) notes that the capital cost differential 
between the use of 88.9 mm (NPS 3) and 60.3 mm (NPS 2) pipe was determined to be negligible as 
the cost difference between 88.9 mm (NPS 3) pipe and 60.3 mm (NPS 2) pipe was offset by the need 
for more welds on 60.3 mm (NPS 2) pipe given its shorter joint lengths.  A further benefit of the 88.9 
mm (NPS 3) size is the avoidance of future social or environmental disturbance from construction of 
any future expansion.  The difference in pipe size has no impact on operating costs.   
 
 

 
2.3 Please clarify if the North Fuel Pipeline as built is sized for only phase one or for 

phase one and two. 

 
Response: 
 
Pleases see the response to Question 2.2. 
 
 

 
2.3.1 If sized for phases one and two, please provide a discussion of the expected 

differences in construction and operating costs for the North Fuel Pipeline 
had it been built to accommodate phase one demand only. 

 
Response: 
 
Pleases see the response to Question 2.2. 
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2.4 If sized for phase one only, please clarify when phase two is expected to commence. 

 
Response: 
 
Not applicable.  Please see the response to Question 2.2.  
 
 

 
2.4.1.1 Please explain the degree of confidence that phase 2 will 

commence according to this schedule, and who bears any risks 
associated with changes to that schedule and/or phase 2 not 
commencing at all in the foreseeable future?  

 
Response: 
 
Although the North Pine Facility is designed and currently permitted for both phases, the economics 
for the Fuel Gas Pipeline project were determined exclusively on the basis that only a standalone 
phase one project would commence operations.  Should phase two be completed, for which there is 
no current timeline, incremental margin would be to the benefit of PNG(NE)’s existing customers.  
Therefore, PNG(NE) bares no risk related to changes in timeline for a phase two project.   
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 Reference: Project Description  3.0

Exhibit B-1, Section 2, p. 6 
Pipeline Construction  

On page 6 of the Application, PNG(NE) states: 

Given the proximity of the Fuel Gas Pipeline to the other infrastructure being 
constructed for the North Pine Facility, a key consideration for the project 
was the evaluation of two distinct alternatives for the construction of the 
Fuel Gas Pipeline, 1) construction by PNG(N.E.); and 2) construction by 
AltaGas NPLP. 

3.1 What alternatives, if any, were consider instead of constructing a new pipeline? 

 
Response: 
 
There were no Fuel Gas Pipeline alternatives other than to burn the products of the North Pine 
Facility which would have resulted in increased operating costs and greenhouse gas emissions for the 
facility. 
 
 

 
3.2 What alternatives, to PNG(NE), were considered for the ownership and operation of 

the Fuel Gas Pipeline? 

 
Response: 
 
AltaGas NPLP did consider owning and operating the Fuel Gas Pipeline but as noted in response to 
Question 1.5.1, AltaGas considers that PNG(NE)’s core competency is the operation and maintenance 
of fuel gas pipelines and this is not core to the AltaGas NPLP North Pine Facility business.  Factors 
influencing this decision are not dissimilar to those of other industrial customers served by PNG(NE), 
including reduced project capital and operating and maintenance costs related to fuel gas supply. 
 
 

 
3.2.1 Did AltaGas NPLP considered owning and operating the Fuel Gas Pipeline 

itself? 

 
Response: 
 
Please see the response to Question 3.2. 
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3.2.1.1 If not, please explain. 

 
Response: 
 
Please see the response to Question 3.2. 
 
 

 
3.2.1.2 What factors led to the decision that AltaGas NPLP should 

construct the Fuel Gas Pipeline and PNG(NE) should purchase and 
operate the new pipeline? 

 
Response: 
 
AltaGas NPLP had originally intended that PNG(NE) would construct, own and operate the Fuel Gas 
Pipeline.  However, as noted in the Application, due to a lower cost forecast and significant 
qualitative considerations around permitting, consultation, routing and work scheduling 
requirements, the decision was made for AltaGas NPLP to construct the Fuel Gas Pipeline with 
PNG(NE)’s direct and active involvement in the development of this pipeline and for PNG(NE) to 
subsequently purchase and operate it subject to regulatory approvals.   Please also see the response 
to Question 3.2. 
 
 

 
3.3 Please list all identified risks associated with the construction and operation of the 

Fuel Gas Pipeline. 

 
Response: 
 
The risks pertaining to the safe construction and operation of the Fuel Gas Pipeline are identical to 
the risks that PNG(NE) manages on a daily basis within its business of operating and maintaining its 
current distribution and transmission systems.  Specific risks and response measures are documented 
in detail in PNG(NE)’s extensive policies and procedures manuals, risk management programs and 
emergency response procedures which can be made available but are too expansive to list here. 
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3.4 Please provide a table of comparison between AltaGas NPLP operating the Fuel Gas 

Pipeline and PNG(NE) operating the pipeline; in particular please show the 
differences between operational benefits, risks and costs. 

 
Response: 
 
PNG(NE) does not have information with respect to AltaGas NPLP operating metrics including 
operational benefits, risks and costs necessary to provide the requested comparison.   
 
This Application and the contractual arrangements underlying this transaction were prepared in 
response to a request for service from a customer. PNG(NE)’s response in this case is considered 
typical to that which would be made by the utility for any request for service, including a proposal for 
service under an existing tariff for an established period, secured by fixed take or pay volumes that 
will ensure PNG(NE)’s recovery of its anticipated costs of providing service. 
 
Discussions with AltaGas NPLP around PNG(NE)’s proposal advanced to planning the most efficient 
and cost-effective pathway for constructing the facilities necessary to provide service and to securing 
definitive contractual arrangements to document the arrangements. 
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B. PROJECT COST  

 Reference: Project Cost Update 4.0
Exhibit B-1, p. 17  
Cost Forecast 

On page 17 of its Application, PNG(NE) states:“…AltaGas NPLP has updated its cost forecast and now 
estimates the actual cost of construction to be in the range of $1.7 million to $1.8 million.” Page 17 
also includes Exhibit 4-1 which includes an estimated final cost of $1,832,176. 
 

4.1 Please provide an update of the current anticipated final cost using the same cost 
categories as Exhibit 4-1.  

 
Response: 
 
Please see the table that follows illustrating the breakdown of the current anticipated final cost of 
the Fuel Gas Pipeline. 
 
Table 4.1 – Cost Forecast Update 
 

 
 
 

 
4.1.1 Does the anticipated final cost include the cost of all equipment necessary 

for PNG(NE) to satisfy the requirements of the TSA and the General Terms 
and Conditions for Industrial Firm Transportation Service, including but not 
limited to measuring equipment? 

 
Response: 
 
Confirmed.  The final cost includes the cost of all equipment necessary for PNG(NE) to satisfy the 
requirements of the TSA and the General Terms and Conditions for Industrial Firm Transportation 
Service, including the measuring equipment. 

 Original Estimated Cost

May 2017 

 Anticipated Final Cost

December 2017 

 Final Cost

February 2018 

35,189$                                  30,333$                                  58,633$                                  

260,719$                                260,719$                                260,719$                                

552,438$                                273,494$                                292,705$                                

740,029$                                497,705$                                494,009$                                

550,305$                                440,558$                                430,658$                                

61,103$                                  68,790$                                  48,964$                                  

2,199,783$                             1,571,598$                             1,585,687$                             

183,515$                                183,515$                                63,427$                                  

219,978$                                77,063$                                  63,317$                                  

2,603,277$                             1,832,176$                             1,712,431$                             

Description

Regulatory, Land, Survey

Engineering

Procurement

Construction

Subcontractors & Field Services

Common

Sub-Total

PST

Contingency

Total
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 Reference: Project Cost Estimate 5.0

Exhibit B-1, Section 3, Section 5, p.3, 18, 20 
NPLP Cost Estimate 

On page 18 of the Application, PNG(NE) states: 

Based on the identified scope of work, PNG(NE) developed a Class 4 cost estimate 
to support the development of this project.” And “AltaGas NPLP has developed a 
Class 3 cost estimate to support the construction of the Fuel Gas Pipeline.” 

Furthermore, on page 20 PNG(NE) states: 

The PNG(N.E.) comparative project cost estimate has been prepared on a Class 4 
basis. While this differs from the stated requirement for a Class 3 level of accuracy 
as per the Commission’s CPCN Guidelines, PNG(N.E.) submits that as there is no 
risk of asset stranding and that there are positive rate impacts for other customers 
from this project, the Class 4 level of accuracy for such a comparative estimate is 
sufficient for the review of this Application.” 

5.1 Given that PNG(NE) and AltaGas PNLP were working to a similar scope of work, 
please explain why PNG(NE) believes it is accurate to compare two different cost 
classes. 

 
Response: 
 
PNG(NE) is not clear of the intent of this question.  Final costs for the project are now known and 
there is no budget risk.  The budget risk for the project was addressed at the time of finalizing 
contracts, specifically via the $1.8 million cap incorporated into the CRA. 
 
In discussions with AltaGas NPLP it became clear that irrespective of the cost class estimate, PNG(NE) 
had factored in additional cost components such as right-of-way negotiation and acquisition costs, 
First Nations consultation, and extensive permitting costs that AltaGas NPLP had already completed 
for its Liquids Supply Pipelines.   
 
 
 

5.1.1 What, if any, of the costs could not be quantified by PNG(NE) that were 
quantified by AltaGas PNLP? 

 
Response: 
 
Please see the response to Question 5.1. 
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5.2 What other cost estimates were used as a guide for comparison? 

 
Response: 
 
PNG(NE) works extensively with pipeline construction contractors in northeastern British Columbia 
and has standardized rate sheets for all construction activities it undertakes on its system.  PNG(NE) 
makes use of this information in making cost estimates for projects under consideration as it believes 
it provides excellent transparency as to what pipeline construction costs would be under normal 
conditions such as those in the case with the Fuel Gas Pipeline. 
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C. FINANCIAL BENEFITS  

 Reference: Financial Benefits 6.0
Exhibit B-1, pp. 1–2, 12; Confidential Exhibit B-1-2 
Depreciation  

On pages 1–2 of its Application, PNG(NE) states that: 

Based on serving phase one of the North Pine Facility at the minimum take-
or-pay volume established for the firm contract demand, PNG(N.E.) 
estimates incremental revenues with a net present value of $2.333 million 
will be realized and will provide for the full recovery of the capital cost of the 
pipeline, as well as $6,000 in incremental margin during the initial 20-year 
term of the transportation service agreement. [Emphasis added] 

Page 12 of the PNG Application includes the following exhibits: 

 Exhibit 3-1 – NPV of Incremental Margin Over 20 Years – Standard Depreciation (1.94% or 
51.5 years) 

 Exhibit 3-2 – NPV of Incremental Margin over 20 Years – Accelerated Depreciation (5% or 20 
years) 

 
Using the minimum take-or-pay volume of 240,000 GJ per year, the NPV of the incremental margin is 
$523,266 in Exhibit 3-1 (1.94% depreciation rate) and $6,000 in Exhibit 3-2 (5% depreciation rate). 
PNG(NE) states that Exhibit 3-2 has been prepared for “illustrative purposes.” 
 

6.1 Please clarify whether PNG(NE) proposes to use a depreciation rate of 1.94% or 5% 
for the North Pine Fuel Gas Pipeline in its revenue requirements calculation.  

 
Response: 
 
PNG(NE) proposes to apply the standard depreciation rate of 1.94% applicable to its distribution 
pipelines to the assets acquired in the proposed transaction.  PNG(NE) presented the analysis 
presented in Exhibit 3-2 with a 5% depreciation rate for “illustrative purposes” to show that the 
arrangements in place provide for the full recovery of the capital cost of the pipeline over the 
Primary Term.   
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6.1.1 Based on the proposed depreciation rate confirmed above, please clarify if 

the estimated NPV of the incremental margin, using the minimum take-or-
pay volume, which will impact PNG(NE)’s revenue requirement over 20 
years, is $523,266 or $6,000. 

 
Response: 
 
As noted in response to Question 6.1, PNG(NE) proposes to apply the standard depreciation rate of 
1.94% applicable to its distribution pipelines to the assets acquired in the proposed transaction, 
resulting in incremental margin NPV of $523,266. 
 
 

 
6.2 In the event that a depreciation rate of 1.94% is used for the North Pine Fuel Gas 

Pipeline, please provide the undepreciated balance of the asset at the end of the 20-
year TSA term.  

 
Response: 
 
Applying a depreciation rate of 1.94% to the $1.8 million capital cost will leave an undepreciated 
balance of $1,119,600 at the end if the initial 20-year term of the TSA. 
 
 

 
  



 Pacific Northern Gas (N.E.) Ltd. 
  CPCN for North Pine Fuel Gas Pipeline 
  Response to Commission IR No 1 
 February 23, 2018 
 Page 19 

 

 
6.2.1 If the asset is no longer used and useful at the end of the 20-year term, what 

is the proposed regulatory accounting treatment, and resulting rate impact, 
for the undepreciated balance of the North Pine Fuel Gas Pipeline? Please 
include supporting calculations in the response.  

 
Response: 
 
PNG(NE) is confident that the Fuel Gas Pipeline will continue to be used and useful at the end of the 
20-year term as the North Pine Facility is expected to continue operations and potentially expand 
and commence operating phase two of the project.  However, should the situation arise whereby the 
pipeline is no longer used and useful at the end of the 20-year term, PNG(NE) expects that the asset 
would be deactivated and retired for regulatory accounting purposes.   
 
This would result in the undepreciated balance of $1.1 million plus minimal costs required for its 
deactivation to be recorded in the plant gains/losses deferral account to be amortized over a 5-year 
period.  PNG(NE) is not able to determine the resultant rate impact as it does not have a 20-year 
forecasting model.  However, for illustrative purposes, using the 2018 assumptions in the PNG(NE) 
2018-2019 Revenue Requirements Application (filed with Commission on November 30, 2017) as a 
base, PNG(NE) estimates that the revenue deficiency would be impacted by approximately $285,000 
which would result in approximately a 2% increase to residential customers.   
 
PNG(NE) notes that current and future customers will be benefiting from the incremental margin 
received from AltaGas NPLP over the 20-year contract term as PNG(NE)’s analysis indicates 
incremental margin with a positive NPV from this customer.  Please also see the response to 
Question 11.1. 
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6.2.1.1 Please update Exhibit 3-1 and confidential Exhibit B-1-2 to include 

the regulatory accounting impact of the undepreciated balance of 
the asset at the end of 20-years. 

 
Response: 
 
PNG(NE) has updated the analysis as per confidential Exhibit B-1-2 to reflect the regulatory 
accounting treatment described in response to Question 6.2.1.  A copy of the updated Exhibit B-1-2 
Excel spreadsheet has been filed with the Commission on a confidential basis as “Attachment BCUC 
IR 6 2 1 1 Retire after 20yrs North Pine Economic Test 2017 - standard depreciation - $1 8 – 
CONFIDENTIAL”. 
 
The table that follows represents an update to Exhibit 3-1 from the Application based on the analysis 
being updated to reflect the regulatory accounting treatment described in response to Question 
6.2.1.   This analysis reflects revenues over the initial 20-year term and costs over the initial 20-year 
term plus the 5-years subsequent over which the undepreciated capital cost is amortized in the plant 
gains/losses deferral account.  
 
Table 6.2.1.1 – Asset Retirement after 20-Year Initial Term 
 

 
 
On a gross basis, the minimum contractual arrangement of 240,000 GJ/year generates a negative 
incremental margin of $281,000 due to the amortization of the plant gains/losses deferral account in 
years 21 to 25.  However, on a Net Present Value basis, there is a positive incremental margin of 
$159,000.  Under this scenario, customers will see a savings over the first 20 years, followed by an 
increase in years 21 to 25.  Under the contracted firm demand basis of 280,000 GJ/year, both the 
gross total incremental margin and the Net Present Value of the incremental margin are positive. 
  

Base Case - 20-year Contract at Standard Depreciation; Retire after 20 Years

Demand (GJ) 240,000                 280,000                 

Revenue 3,895,461$           4,421,420             

Cost of Service

Rate Base Items 3,787,048             3,787,048             

O&M Costs 389,275                 389,275                 

4,176,322$           4,176,322$           

Incremental Margin (280,861)$             245,098$               

Net Present Value 5.58%

Revenue 2,332,675$           2,647,629$           

Cost of Service 2,173,516             2,173,516             

NPV of Incremental Margin 159,158$               474,113$               



 Pacific Northern Gas (N.E.) Ltd. 
  CPCN for North Pine Fuel Gas Pipeline 
  Response to Commission IR No 1 
 February 23, 2018 
 Page 21 

 

 
 Reference: Financial Benefits 7.0

Exhibit B-1, pp. 20–21 
Cost of Service Forecast 

On page 20 of its Application, PNG(NE) states that “[r]atebase items in the cost of service forecast 
include provision for depreciation, taxes, capital cost allowance, interest, and return on equity. These 
costs are estimated to be approximately $126,000 annually.” 
 

7.1 Please clarify if the rate base cost estimate of $126,000 is based on a depreciation 
rate of 1.94% or 5% for the North Pine Fuel Gas Pipeline. 

 
Response: 
 
The rate base cost estimate of $126,000 is based on a depreciation rate of 1.94%.   
 
 

 
On pages 20–21 of its Application, PNG(NE) states: 

As the Fuel Gas Pipeline is a newly constructed asset, annual operating costs 
are expected to be negligible and over the 20-year term of the TSA are 
anticipated to relate primarily to meter reading, billing activities, fuel gas 
costs, and property taxes. Given the proximity of the Fuel Gas Pipeline to the 
AltaGas NPLP Liquids Supply Pipelines, PNG(N.E.) anticipates right-of-way 
maintenance will primarily be undertaken by AltaGas NPLP. Therefore, 
operating costs are estimated to be approximately $16,000 annually. 

7.2 Please provide a breakdown of the annual estimated operating costs of $16,000 into 
meter reading, billing activities, fuel gas costs, property taxes and any other relevant 
cost categories.  

 
Response: 
 
PNG(NE) has estimated the annual maintenance and operating expenses based on costs recorded in 
BCUC Account 675 Mains and Services (Operating) and Account 875 Mains and Services 
(Maintenance).  Activities for which costs are recorded in these accounts include leak surveys and 
leak repairs, line locates, valve servicing, right-of-way maintenance, close interval surveys, and 
investigative digs.  PNG(NE) has estimated the cost of operating and maintenance activities on the 
Fuel Gas Pipeline based on the cost of activities recorded in BCUC Accounts 675 and 875 and the 
total gross plant in service (GPIS) recorded in BCUC Accounts 473 (Services) and 475 
(Mains).  PNG(NE) has used the resultant calculated cost factor of $8.77 per $1,000 of GPIS and has 
applied it to the capital cost of the Fuel Gas Pipeline to arrive at an estimate for annual operating and 
maintenance expenses of $15,786.  
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7.3 Does the cost of service forecast include an estimate of annual maintenance costs 

associated with the pipeline?  

 
Response: 
 
Please see the response to Question 7.2. 
 
 

 
7.3.1 If so, please provide the estimated annual maintenance costs. If not, please 

explain why not. 

 
Response: 
 
Please see the response to Question 7.2. 
 
 

 
7.3.1.1 To the extent that some costs identified in response to the 

questions above include any cost sharing with AltaGas NPLP, 
please provide details on the method that will be used to allocate 
costs between the two entities.  

 
Response: 
 
The costs previously identified do not include any provisions for cost sharing arrangements with 
AltaGas NPLP.     
 
 

 
7.4 What contingency costs or capital cost plans have been considered for potential 

major maintenance costs, such as pipeline rupture, leakage, NDT etc.? 

 
Response: 
 
As the Fuel Gas Pipeline is a new, relatively small pipeline, and based on PNG(NE)’s own experience 
with assets of this nature, the very low risks of rupture, leakage and unlikely need for non-destructive 
testing (NDT) in the initial 20-year term of the TSA, no operating or capital contingencies have been 
made for unforeseen events or circumstances. 
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7.4.1 If none, how will PNG(NE) cover such costs?  

 
Response: 
 
PNG(NE)’s revenue requirements include certain general operating and capital cost provisions for 
unspecified activities of this nature based on its recent experience.  As noted in response to Question 
7.4, the Fuel Gas Pipeline is a new asset and is a relatively small pipeline, there is a low likelihood of a 
major event and such costs, if any, would be covered by these general provisions.  However, in the 
event that there were some material costly event PNG(NE) may consider applying to the Commission 
for approval for the recovery of such costs.  
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 Reference: Financial Benefits 8.0

Exhibit B-1, pp. 1–2, 12 
Additional Costs 

Page 12 of the Application includes the following exhibits: 

 Exhibit 3-1 – NPV of Incremental Margin Over 20 Years – Standard Depreciation (1.94% or 
51.5 years) 

 Exhibit 3-2 – NPV of Incremental Margin over 20 Years – Accelerated Depreciation (5% or 20 
years) 

 
Using the minimum take-or-pay volume of 240,000 GJ per year, the NPV of the incremental margin is 
$523,266 in Exhibit 3-1 (1.94% depreciation rate) and $6,000 in Exhibit 3-2 (5% depreciation rate).  
 

8.1 Please provide a list of current and future project costs incurred by PNG(NE) with 
respect to the North Pine Fuel Gas Pipeline, including but not limited to:  

 Regulatory costs associated with the current proceeding; 

 Preparation and execution of all agreements associated with the North Pine 
Fuel Gas Pipeline; 

 Cost estimates for the North Pine Fuel Gas Pipeline. 
 

Response: 
 
All of the activities in respect of the Fuel Gas Pipeline, including planning, estimates, contractual 
arrangements and regulatory matters, have and will continue to be undertaken in-house by PNG 
employees as part of their normal duties and hence there are no incremental costs for these 
activities.  PNG(NE) notes that there will be incremental costs pertaining to the instant regulatory 
proceeding for Commission and Intervener costs, however, these are not expected to be significant. 
 
 

 
8.1.1 Are the costs identified above included in the economic test summarized in 

Exhibit 3-1 and 3-2? Please discuss why or why not. 

 
Response: 
 
As noted in response to Question 8.1, the only incremental costs anticipated relate to this regulatory 
proceeding and these costs are expected to be negligible as they pertain mainly to internal costs and 
have not been factored in to the economic test. 
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8.1.1.1 If so, provide particulars of those costs. 

 
Response: 
 
Please see the response to Question 8.1.1. 
 
 

 
8.1.1.2 If not, please discuss how those costs will be treated. 

 
Response: 
 
PNG(NE)’s revenue requirements include certain general cost provisions for regulatory proceedings.  
As noted in response to Question 8.1, these costs are expected to be negligible and will be expensed 
as incurred and generally covered by the general provisions. 
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 Reference: Financial Benefits 9.0

Exhibit B-1, p. 11; Commission CPCN Application Guidelines; Confidential 
Exhibits B-1-1 and B-1-2 
Rate impact 

On page 11 of the Application, PNG(NE) states: 

The acquisition and operation of the Fuel Gas Pipeline by PNG(N.E.) will 
provide financial benefit to other customers in the Fort St. John/Dawson 
Creek service area. This benefit will be realized in the form of the positive 
rate impacts of the incremental margin realized from providing service to 
AltaGas NPLP. 

The British Columbia Utilities Commission’s (BCUC, Commission) Certificate of Public Convenience 
and Necessity (CPCN) Application Guidelines state that an application under sections 45 and 46 of the 
Utilities Commission Act (UCA) should contain “[a] schedule calculating the revenue requirements of 
the project and feasible alternatives, and the resulting impacts on customer rates.” 
 

9.1 Please provide the number and class of the ‘other’ customers in the Fort St. 
John/Dawson Creek service area who will benefit from the acquisition and operation 
of the Fuel Gas Pipeline. 

 
Response: 
 
The incremental margin associated with the Fuel Gas Pipeline will benefit all PNG(NE) FSJ/DC rate 
classes other than RS 7 which is a special fixed rate tariff.   
 
For illustrative purposes, applying 2018 assumptions from the PNG(NE) 2018-2019 Revenue 
Requirements Application (filed with Commission on November 30, 2017), the tables that follow 
summarizes the number of customers, the forecast deliveries, and the allocation and rate impacts of 
the incremental average annual margin as presented in Exhibits 3-1 and 3-2 of the Application and as 
supported by confidential Exhibits B-1-1 and B-1-2 filed with the Commission. 
 
 
 
 
 

 
  



 Pacific Northern Gas (N.E.) Ltd. 
  CPCN for North Pine Fuel Gas Pipeline 
  Response to Commission IR No 1 
 February 23, 2018 
 Page 27 

 

 
Table 9.1a – Illustrative Rate Impacts of Incremental Margin – Standard Depreciation 
 

 
 
Table 9.1b – Illustrative Rate Impacts of Incremental Margin – Accelerated Depreciation 
 

  

Exhibit B-1-1 - Anticipated Scenario - Standard Depreciation

Depreciation Rate 1.94%

Incremental Margin (per 20yr Contract Term) 976,859

Average Incremental Margin (per yr) 48,843

Estimated Annual Bill

2018 Test Year 2018 Gross Allocation of Rate Change from Impact from

Forecast Deliveries Margin Incremental Margin 1 Incremental Margin Incremental Margin

(GJ) ($) ($) ($/GJ) ($)

[A] [B] [C] [D] = [C}/(Sum[C]-RS7[C])xSum[D] [E] = [D]/[B] [F] = [B]/[A]x[E]

Residential (RS1) 17,388 1,722,258 8,381,170 26,393 (0.015) (1.52)

Commercial

Small Commercial (RS2) 2,672 1,337,779 4,321,829 13,610 (0.010) (5.09)

Large Commercial Firm (RS3) 21 338,800 790,448 2,489 (0.007) (118.53)

Commercial Transportation (RS23) 21 68,500 196,505 619 (0.009) (29.47)

Small Industrial Sales (RS4) 10 498,000 837,447 2,637 (0.005) (263.72)

Industrial Transport

RS6 12 270,000 488,097 1,537 (0.0057) (128.09)

RS7 1 1 980,025 205,825 0 0.0000 0.00

RS10 2 5 475,570 494,440 1,557 (0.0033) (311.41)

Total 20,130 5,690,932 15,715,761 48,843
1  RS7 is a special fixed-price contract and does not benefit from Incremental Margin
2  RS10 includes North Pine Facility at a full year demand of 240,170 GJ

Note:  Each customer class share of the incremental margin is allocated based on the proportion of each customer class gross margin to total gross margin 

times the incremental margin.  The allocated margin divided by forecast deliveries equals the illustrative rate change.

2018

Customer

Count

Customer Classification

Exhibit B-1-2 - Illustrative Scenario - Accelerated Depreciation

Depreciation Rate 5.00%

Incremental Margin (per 20yr Contract Term) 242,000

Average Incremental Margin (per yr) 12,100

Estimated Annual Bill

2018 Test Year 2018 Gross Allocation of Rate Change from Impact from

Forecast Deliveries Margin Incremental Margin 1 Incremental Margin Incremental Margin

(GJ) ($) ($) ($/GJ) ($)

[A] [B] [C] [D] = [C]/(Sum[C]-RS7[C])xSum[D] [E] = [D]/[B] [F] = [B]/[A]x[E]

Residential (RS1) 17,388 1,722,258 8,381,170 6,539 (0.004) (0.38)

Commercial

Small Commercial (RS2) 2,672 1,337,779 4,321,829 3,372 (0.003) (1.26)

Large Commercial Firm (RS3) 21 338,800 790,448 617 (0.002) (29.36)

Commercial Transportation (RS23) 21 68,500 196,505 153 (0.002) (7.30)

Small Industrial Sales (RS4) 10 498,000 837,447 653 (0.001) (65.33)

Industrial Transport

RS6 12 270,000 488,097 381 (0.0014) (31.73)

RS7 1 1 980,025 205,825 0 0.0000 0.00

RS10 2 5 475,570 494,440 386 (0.0008) (77.15)

Total 20,130 5,690,932 15,715,761 12,100
1  RS7 is a special fixed-price contract and does not benefit from incremental margin
2  RS10 includes North Pine Facility at a full year demand of 240,170 GJ

Note:  Each customer class share of the incremental margin is allocated based on the proportion of each customer class gross margin to total gross margin 

times the incremental margin.  The allocated margin divided by forecast deliveries equals the illustrative rate change.

Customer Classification

2018

Customer

Count



 Pacific Northern Gas (N.E.) Ltd. 
  CPCN for North Pine Fuel Gas Pipeline 
  Response to Commission IR No 1 
 February 23, 2018 
 Page 28 

 

 
9.2 Please identify any known future customer of the pipeline. 

 
Response: 
 
At this point in time, fuel gas transported by the Fuel Gas Pipeline will only be consumed by the 
North Pine Facility.   
 
While there are currently no additional customer requests for service that could be served by the 
Fuel Gas Pipeline, the location of this pipeline asset positions PNG(NE) to capitalize on opportunities 
when economic activity increases.  The Fuel Gas Pipeline is situated in the central part of the 
Montney shale formation which has significant industrial activity related to natural gas extraction.  
Further, the Fuel Gas Pipeline was designed with a riser located at the Beatton River road crossing for 
the purpose of future expansion north to the area around Buick and south to areas in and around 
Shepherds Bush, providing the capability for future fuel gas deliveries to production facilities in these 
areas. 
 
 

 
9.2.1 Are any of the other or future customers expected to be direct recipients of 

fuel from the North Pine Fuel Pipeline? Please explain. 

 
Response: 
 
Please see the response to Question 9.2. 
 
 

 
9.2.1.1 If the above customers will be direct recipients of fuel from the 

North Pine Fuel Pipeline, please provide the estimated demand 
for these customers. 

 
Response: 
 
Please see the response to Question 9.2. 
 
 

 
9.3 Please provide the annual impact on customer rates by rate class during the TSA 

term, including supporting calculations, which correspond to each of confidential 
Exhibit B-1-1 and confidential Exhibit B-1-2.  

 
Response: 
 
Please see the response to Question 9.1. 
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9.4 Please discuss whether the incremental margin associated with the North Pine Fuel 

Pipeline will benefit all PNG(NE) rate classes or only specific rate classes. 

 
Response: 
 
The incremental margin associated with the Fuel Gas Pipeline will benefit all PNG(NE) rate classes 
other than RS 7 which is a special fixed rate tariff.  Please see the response to Question 9.1.   
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 Reference: Financial Benefits 10.0

Exhibit B-1, p. 3 
Financing 

On pages 3 of its Application, PNG(NE) states that it is “capable of financing the acquisition of the 
Fuel Gas Pipeline either directly, or indirectly, through its association with PNG and with the AltaGas 
group of companies.” 
 

10.1 Please discuss whether PNG(NE) has the required financing at present to acquire the 
North Pine Fuel Gas Pipeline.  

 
Response: 
 
PNG(NE) would finance this transaction in the normal course of business of funding its annual capital 
expenditures.  As noted in PNG(NE)’s recently approved Financing Application, PNG(NE) has 
adequate facilities available and would draw on its Revolving Credit Facility to finance the acquisition 
of the North Pine Fuel Gas Pipeline.   
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 Reference: Financial Benefits 11.0

Exhibit B-1, p. 12; Commission CPCN Application Guidelines 
CPCN Guidelines 

The Commission’s CPCN Application Guidelines state that an application under sections 45 and 46 of 
the UCA should contain the following information, among other things: 

 A schedule calculating the net present values of the incremental cost and benefit cash flows 
of the project and feasible alternatives, and justification of the length of the term and 
discount rate used for the calculation; 

 A schedule calculating the revenue requirements of the project and feasible alternatives, and 
the resulting impacts on customer rates; 

 
Page 12 of the PNG Application includes the following exhibits: 

 Exhibit 3-1 – NPV of Incremental Margin Over 20 Years – Standard Depreciation (1.94% or 
51.5 years) 

 Exhibit 3-2 – NPV of Incremental Margin over 20 Years – Accelerated Depreciation (5% or 20 
years) 

 
11.1 Does PNG consider that the analysis provided in Exhibits 3-1 and Exhibit 3-2 provides 

both the net present value of the incremental cost and benefit cash flows and the 
revenue requirements of the North Pine Fuel Gas Pipeline? Please discuss.  

 
Response: 
 
The underlying analysis supporting the information presented in Exhibits 3-1 and 3-2 summarizes the 
incremental margin to be realized from the proposed arrangements underlying the Application on a 
gross and net present value basis.  PNG(NE) considers the incremental margin approach to be a proxy 
for the evaluation of the anticipated positive revenue requirement impacts. 
 
On this basis, the analysis is also considered to present the net present value of incremental costs 
and benefits.  However, as one of the incremental costs is the depreciation of the capital asset 
acquired, the analysis does not reflect cash flows.   
 
PNG(NE) is of the view that the analysis presented is appropriate to support the approvals sought 
and that a pure cash flow analysis would not add material support or further understanding of the 
impacts being illustrated.  In addition, PNG(NE) notes that the analysis presented isconsistent with 
the Commission’s Utility System Extension Test Guidelines. 
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D. SCHEDULES 

 Reference: Application Overview 12.0
Exhibit B-1, Section 1, pp. 3, Appendix A 
Appendix A 

On page 3 of the Application, PNG(NE) states: “PNG, in turn, is a wholly-owned subsidiary of AltaGas 
Utility Holdings (Pacific) Inc., which in turn is wholly-owned by AltaGas Ltd. (AltaGas).”  

 
Appendix A to the Application shows the current AltaGas organizational chart illustrating the related 
party nature of the relationship between PNG(NE) and AltaGas NPLP 

 
12.1 Please provide PNG’s code of conduct for business relationships between PNG(NE) 

and AltaGas NPLP, relevant to this Application.  

 
Response: 
 
PNG’s most recently approved Code of Conduct (COC) and Transfer Pricing Policy (TPP), both dated 
November 2011, are appended for reference as Attachments 12.1A and 12.1B, respectively.  These 
policies were approved under Commission Order G-130-12.   
 
PNG acknowledges that an update to the COC and TPP are in order, particularly as they pertain to 
activities and transactions with related corporate entities.  PNG observes a plan is in place to carry 
this out, however, this activity has been deferred due to higher priority matters in recent years.  PNG 
will undertake to complete an update of the COC and TPP to be filed with the Commission for review 
and approval during 2018. 
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12.1.1 Please highlight all areas relevant to this Application. 

 
Response: 
 
The COC and TPP were prepared in consideration of the Commission’s Retail Market Downstream of 
the Utility Meter (RMDM) Guidelines and primarily to address matters regarding non-regulated 
business (NRB) activities and govern the provision of utility resources and services to PNG’s non-
regulated businesses and affiliates (collectively referred to as NRBs in the COC). [Emphasis added] 
 
In the context of this Application, AltaGas NPLP would be considered an affiliate of PNG.  And while 
the COC and TPP are structured to address NRBs and RMDM matters, the spirit of these policies has 
guided PNG(NE)’s conduct with AltaGas NPLP as it pertains to the proposed transaction.  In 
particular, the following sections of COC are considered to be relevant: 
 

Section 2. Price for Provision of Utility Resources and Services 

 PNG(NE) has proposed providing service to AltaGas NPLP under an established and 
approved tariff and is seeking Commission approval of this proposal. 

 PNG(NE) has complied with acceptable business practices in its negotiations to purchase 
assets from AltaGas NPLP at AltaGas NPLP’s cost to construct and is seeking Commission 
approval of the proposed transaction. 

 
Section 4. Preferential Treatment 

 PNG(NE) is proposing to provide service to AltaGas NPLP under an established and 
approved tariff generally available to any party with similar requirements.  There has 
been no favoured treatment extended to AltaGas NPLP. 

 
 

 
12.1.2 If there is no code of conduct for business relationships, please explain why.  

 
Response: 
 
Please see the responses to Question 12.1 and Question 12.1.1. 
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E. AGREEMENT FOR FIRM TRANSPORTATION SERVICE 

 Reference: Agreement for Firm Transportation Service 13.0
Exhibit B-1, Appendix D, Section 1.1 
Definitions 

Appendix D of the Application includes the Service Agreement for Firm Transportation Service (TSA) 
between PNG(NE) and AltaGas Northwest Processing Limited Partnership. Section 1.1 of the TSA 
includes definitions.  
 
Schedule A of the TSA indicates that the Shipper Service Request Date is December 1, 2017.  
 

13.1 Please provide the status of each of the four “Commencement Requirements” 
identified in section 1.1 of the TSA.  

 
Response: 
 
The following summarizes the status of the four “Commencement Requirements” identified within 
section 1.1 of the TSA: 
 

i) The pipeline has not been acquired by the “Transporter” (PNG(NE)) as a BCUC Certificate of 
Public Convenience and Necessity (CPCN) has not yet been granted. 
 

ii) The leave to open the pipeline was granted by the British Columbia Oil and Gas Commission 
on November 1, 2017. 

 
iii) The pipeline is available and currently providing fuel gas supply to the North Pine Facility. 

 
iv) Shipper (AltaGas NPLP) will request service on the date (“Shipper Service Request Date”) that 

the North Pine Fuel Gas Pipeline is acquired by PNG(NE) following the granting of the CPCN. 
 
 

 
13.1.1 At present, what is the expected Commencement Date for the TSA? 

 
Response: 
 
The expected Commencement Date for the TSA is the day after the date on which the Fuel Gas 
Pipeline is sold to PNG(NE) following the granting of the CPCN.  PNG(NE) is optimistic that this can be 
achieved prior to May 1, 2018. 
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 Reference: Agreement for Firm Transportation Service 14.0

Exhibit B-1, Appendix D, Section 1.1 
Credit Support and Guarantees 

Section 1.1 of the TSA includes definitions for “Credit Support” and “Guarantee”. 
 
14.1 Please provide all applicable credit ratings available for AltaGas NPLP.  

 
Response: 
 
AltaGas NPLP is 100% owned subsidiary of AltaGas Ltd. and does not have a credit rating.  AltaGas 
Ltd. has a Standard and Poor’s (S&P) BBB credit rating.   
 
 

 
14.2 Do either the TSA or General Terms and Conditions require AltaGas NPLP to provide 

PNG(NE) with Credit Support, as defined in section 1.1? If yes, please provide the 
relevant section(s) that outlines this requirement.  

 
Response: 
 
Article 10 of the General Terms and Conditions appended to the TSA as Schedule “C” provides details 
of credit support that may be required. 
 
 

 
14.3 Please provide details of any Guarantees and/or Credit Support under the TSA 

provided by AltaGas or any of its related entities or otherwise in favour of PNG(NE) 
that provide assurance regarding AltaGas’ obligations under the TSA.    

 
Response: 
 
AltaGas NPLP will enter into a parental guarantee in favor of PNG(NE) upon final closing and transfer 
of the Fuel Gas Pipeline assets to PNG(NE). 
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14.4 What financial security, if any, do the AltaGas group of companies provide PNG(NE) 

as the owner and operator of the North Fuel Pipeline in the event AltaGas NPLP 
terminates operations at the North Pine Facility for any reason, including, but not 
limited to, bankruptcy or insolvency, prior to the expiry of the Primary Term, or any 
extension thereof, under the applicable agreements. 

 
Response: 
 
As noted in response to Question 14.1, AltaGas NPLP is 100% owned subsidiary of AltaGas Ltd. and 
does not have a credit rating.  AltaGas Ltd. has a Standard and Poor’s (S&P) BBB credit rating.   
 
PNG(NE) requires that AltaGas NPLP enter into a parental guarantee in favor of PNG(NE).  Should 
there be a change in the AltaGas Ltd. credit rating, PNG(NE) retains the rights to require additional 
security as it deems reasonable. 
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 Reference: Agreement for Firm Transportation Service 15.0

Exhibit B-1, Appendix D, Sections 2.1, 5.1 and 7.1, Schedule C 
Termination 

Section 5.1 of the TSA states that:  

The term of this Agreement shall be from the Effective Date until the end of 
the Primary Term, plus any extension effected pursuant to section 5.2, unless 
this Agreement is terminated earlier in accordance with the General Terms 
and Conditions.  

Section 7.1 of the TSA states that: 

…if the Shipper terminates this Agreement on the basis of default, 
bankruptcy, insolvency or any other failure to perform by Shipper prior to 
the end of the Primary Term, Shipper shall pay  Transporter an amount equal 
to the net present value of the Firm Demand Charge for the Contract 
Demand for the remainder of the Primary Term. 

15.1 Please explain how the Shipper would be able to pay the Transporter an amount 
equal to the net present value of the Firm Demand Charge for the Contract Demand 
for the remainder of the Primary Term in the event the termination is a result of the 
bankruptcy or insolvency of the Shipper and whether, related entities in the AltaGas 
group of companies are providing a guarantee in favour of PNG(NE) for such 
payments. 

 
Response: 
 
PNG(NE) monitors the credit ratings of its customers and should there be a deterioration of AltaGas 
Ltd.’s credit rating, PNG(NE) reserves its right to request additional security in a form acceptable to 
PNG(NE), such as a letter of credit or cash deposit up to the amount representing the net present 
value (NPV) of the remainder of the firm demand charges under the take-or-pay contract.   
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15.2 Please provide a summary of all termination provisions included in the TSA and 

General Terms and Conditions and the description of the contractual obligations of 
each party on termination and include, in each termination circumstance, which 
party(s), if any, provide guarantees in favour of PNG(NE) of payments of an amount 
equal to the net present value of the Firm Demand Charge for the Contract Demand 
for the remainder of the Primary Term. 

 
Response: 
 
Termination provisions are set out in Article 7 Termination of the TSA: 
 

“7.1 The parties agree that if Shipper terminates this Agreement on the basis of 
default, breach, bankruptcy, insolvency or any other failure to perform by Shipper 
prior to the end of the Primary Term, Shipper shall pay to Transporter an amount 
equal to the net present value of the Firm Demand Charge for the Contract Demand 
for the remainder of the Primary Term.  This payment shall constitute the sole and 
exclusive remedy for Transporter in the event of such termination.  Transporter 
shall use commercially reasonable efforts to mitigate the expenses for which 
Shipper is obligated to reimburse Transporter under this Section 7.1.” 

 
If the Shipper terminates for any reason, the Shipper must pay to the Transporter an 
amount equal to the NPV of the firm demand charge for the remainder of the contract term.  
In such circumstance, PNG(NE) will exercise its entitlement through the parental guarantee 
if necessary. 
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15.3 Please discuss how termination of each of the other agreements pertaining to the 

ownership and operation of the Fuel Gas Pipeline (CRA, PCA, and MMA) would affect 
the TSA.  

 
Response: 
 
As noted in response to Question 13.1 and 13.1.1, the Commencement Date of service under the TSA 
can only occur when:  
 

1) The Fuel Gas Pipeline has been acquired by PNG(NE) (contingent upon Commission 
granting of CPCN);  
 

2) Leave to open has been received (complete); 
 

3) The Fuel Gas Pipeline is available for service (currently operating); and  
 

4) AltaGas NPLP requests service under the TSA (contingent upon the sale of the pipeline).   
 
In this context, the impact the termination of the other agreements (CRA, PCA, MAA) would have on 
the TSA is as follows: 
 

1) Cost Reimbursement Agreement (CRA) – If the CRA is terminated prior to “BCUC Approval”, 
PNG(NE) is not responsible for any costs associated with the Fuel Gas Pipeline and the TSA 
would not come into force as AltaGas NPLP would not request service.  Practically speaking, 
the pipeline is currently built and operational and therefore BCUC Approval is the final 
requirement for the CRA to become effective. 
 

2) Pipeline Conveyance Agreement (PCA) – If the CRA is terminated prior to the closing date, 
the PCA shall automatically terminate and shall be of no further force and effect and the TSA 
would not come into force as AltaGas NPLP would not request service. 

 
3) Master Access Agreement (MAA) – The MAA terminates only after the abandonment and 

removal of the AltaGas NPLP or PNG(NE) pipelines from the common right-of-way.  If the 
Fuel Gas Pipeline remains in place and the AltaGas NPLP Liquids Supply Pipelines are 
removed the TSA is not affected by the MMA termination. 
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 Reference: Agreement for Firm Transportation Service 16.0

Exhibit B-1, Appendix D, Section 6.3; Exhibit A2-1, Rate Schedule 10 
Tolls for service and Rate Schedule 10 

Section 6.3 of the TSA states that the “Parties agree that tolls payable by Shipper for Service under 
this Agreement will be as described in Schedule ’B’.” 

 
On page 1 of its Application, PNG(NE) states that: 
 

Under the TSA PNG(N.E.) will provide service to AltaGas NPLP at the Small Industrial Service 
Rate (RS10) applicable to the Fort St. John/Dawson Creek service area for a firm volume of 
280,000 GJ per year, with a minimum monthly take-or-pay commitment based on the 
equivalent to 240,000 GJ per year, thereby providing PNG(N.E.) with a minimum guaranteed 
revenue stream over the term of the contract. Any supplemental volumes required by the 
North Pine Facility that are in excess of the contracted firm deliveries will be provided at the 
RS10 rate, but on a non-firm, interruptible basis. 
 

Rate Schedule (RS) 10 states that it is available as follows: 

In the City of Fort St. John, Village of Taylor, City of Dawson Creek and in 
surrounding areas where customers are serviced from a direct extension of 
the respective distribution systems, or from connection directly to 
transmission lines. [Emphasis added] 

16.1 Please explain if the service contemplated by the TSA meets all of the availability 
requirements of RS 10.  

 
Response: 
 
PNG(NE) submits that the service contemplated by the TSA does meet all the availability 
requirements of RS10.  The Fuel Gas Pipeline is connected to the Canadian Natural Resources (CNRL) 
Stoddard transmission pipeline and provides transportation service to AltaGas NPLP’s North Pine 
Facility at transmission pressure.  The Fuel Gas Pipeline will therefore become a new pipeline asset 
located in PNG(NE)’s Fort St. John service area. 
 
Upon receiving approval of its CPCN Application, PNG(NE) will acquire the Fuel Gas Pipeline.  The cost 
of the asset will be reflected in the ratebase of Fort St. John and Dawson Creek, and all costs 
associated with owning, operating and maintaining this asset will be included in the revenue 
requirement of Fort St. John and Dawson Creek.  The Fuel Gas Pipeline will therefore be treated as an 
inseparable component of the annual revenue requirement and the incremental margin generated 
by this asset will benefit all customers of Fort St. John and Dawson Creek.  
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16.2 Please discuss why RS 10 was chosen as the appropriate rate for the TSA, including a 

discussion of the cost basis for using this rate.  

 
Response: 
 
PNG(NE) reviewed the tariffs available to this customer and also considered RS 6 which is another 
Small Industrial Service Rate available to customers.  Using its Mains Extension Test, PNG(NE) 
completed an analysis of the economic benefit associated with providing service under both the RS 6 
and RS 10 rates.  For the minimum take-or-pay commitment entrenched in the TSA, the present 
value of the margin generated under either RS 6 or RS 10 exceeds the present value of the costs 
associated with owning, operating and maintaining the Fuel Gas Pipeline.   
 
As the project progressed and costs and volumes were being finalized, PNG(NE) worked with the 
customer to determine the best outcome for both PNG(NE) and the customer and concluded that, 
based on the minimum take-or-pay commitment made by the customer, that the RS 10 rate would 
be in the best interest of both the customer and PNG(NE). 
 
 

 
16.3 Please discuss if PNG(NE) considered any rate alternatives to RS 10 for the service 

provided to Alta Gas under the TSA and include the pros and cons of each 
alternative.  

 
Response: 
 
Please see the response to Question 16.2. 
 
 

 
16.3.1 Did PNG(NE) consider a specific rate using directly assigned costs for the 

service provided to Alta Gas under the TSA? Please discuss the pros and cons 
of this type of rate for the TSA with AltaGas.  

 
Response: 
 
PNG(NE) did not consider a specific rate using directly assigned costs for the service provided to 
AltaGas NPLP under the TSA.  The RS 10 rate selected met the Mains Extensions Test requirements 
and the customer did not request an alternate type of rate.  The Fuel Gas Pipeline is being tolled on a 
rolled-in basis and the revenues generated through the provision of service under RS 10, and the 
certainty of those revenues as ensured by the minimum take-or-pay provision in the TSA, provides a 
net benefit to all customers of Fort St. John and Dawson Creek. 
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F. COST REIMBURSEMENT AGREEMENT 

 Reference: Cost Reimbursement Agreement 17.0
Exhibit B-1, Appendix E, Section 1 
Operation date and approvals 

Section 1(f) of the Cost Reimbursement Agreement (CRA) defines the Commercial Operation Date as 
“the date on which PNG receives written notice from AltaGas that Work is complete and the Pipeline 
is ready to commence the commercial transport of fuel gas to the North Pine Facility.” 
 

17.1 Has PNG(NE) received written notice of the Commercial Operation Date? If so, please 
provide the date that it was provided. If not, please provide the estimated date.  

 
Response: 
 
PNG(NE) has not received notice of Commercial Operation Date.  The notice is subject to PNG(NE) 
receiving BCUC Approval of this CPCN Application and is expected to be delivered to PNG(NE) 
subsequent to BCUC Approval. 
 
 

 
Section 5 of the CRA relates to PNG Third Party Approvals, which are defined in Section 1(k) as: 

any required regulatory, government or third party (including without 
limitation landowners and co-owner) approval or consent for the purchase of 
the Pipeline and the transactions contemplated by this CRA, including BCUC 
Approval. 

17.2 Please identify any required PNG Third Party Approvals, other than BCUC approval, 
and indicate if the approval has been obtained.  

 
Response: 
 
No other third party approvals are required. 
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 Reference: Cost Reimbursement Agreement 18.0

Exhibit B-1, Appendix E, Section 9 
Termination 

Section 9 of the CRA relates to Termination and states that:  

In the event of termination of this CRA at any time following receipt of BCUC 
Approval and for the duration of the term of this CRA, by AltaGas pursuant to 
Paragraph 8 of this CRA, AltaGas shall use reasonable commercial efforts to 
mitigate costs and PNG shall, not later than the ninetieth (90th) day following 
such termination, pay to AltaGas one hundred percent (100%) of the actual out-
of-pocket costs incurred by AltaGas with respect to the Work (excluding any 
salaries, wages and benefits of AltaGas employees) up to and including the date 
that the notice of termination by a Party is received by the other Party and one 
hundred percent (100%) of the actual out-of-pocket equipment restocking and 
cancellation or shut down costs or other costs and expenses for which AltaGas is 
liable in connection with the Work, following which neither AltaGas nor PNG 
shall have any further liability to each other except as provided in Paragraph 
9(d). 

18.1 In the event that the CRA is terminated by AltaGas pursuant to section 9 of the CRA, 
please discuss if PNG(NE) would propose to include any costs paid by PNG(NE) to 
AltaGas in its revenue requirements for recovery from its ratepayers. Please discuss 
why or why not. 

 

Response: 
 
The CRA is the agreement that establishes the assets to be acquired and the maximum price to be 
paid for these assets.  The referenced preamble from Section 9, subsection (b) of the CRA, addresses 
AltaGas NPLP’s termination of the CRA in the event that PNG(NE) fails to provide “financial 
assurances” to AltaGas NPLP following Commission approval of this application.  The “financial 
assurances” in question is effectively PNG(NE)’s payment for the Fuel Gas Pipeline assets.  PNG(NE) 
cannot anticipate a situation in which it would not carry through with the proposed transaction once 
Commission approval has been granted when it would be bound to pay the underlying cost of these 
assets.   
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18.2 In the event that the CRA is terminated by AltaGas pursuant to section 9 of the CRA, 

please discuss the impact that this would have on the status of the TSA.   

 

Response: 
 
In the event that the CRA is terminated pursuant to section 9, the PCA also terminates (section 9(e)).  
With these terminations, the Commencement Requirements of the TSA would not be met, 
specifically requirement (i), “the Pipeline has been acquired by Transporter from Shipper”.  Service 
under the TSA would only begin upon satisfaction of all Commencement Requirements.  Please also 
see the response to Question 15.3. 
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 Reference: Cost Reimbursement Agreement 19.0

Exhibit B-1, Appendix E, Section 10 
Set-off  

Section 10 of the CRA states that: “…AltaGas may set off any amount unpaid hereunder against any 
sums due or accruing due to PNG from AltaGas or any of its affiliates under any agreement whether 
executed before, or after the CRA.”  

 
19.1 Please describe the meaning of “set off” in the context of section 10 of the CRA and 

discuss the type of agreements that this may be applicable to. 

 
Response: 
 
“Set off” in the context of Section 10 of the CRA means that in the event PNG(NE), per the terms of 
the CRA, does not reimburse AltaGas NPLP for the pipeline, AltaGas NPLP may “set off” that amount 
against any and all amounts due from AltaGas NPLP to PNG(NE). 
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 Reference: Cost Reimbursement Agreement 20.0

Exhibit B-1, Appendix E, Schedule B 
Cost estimate  

Schedule B of the CRA includes a cost estimate for the North Pine Fuel Gas Pipeline Estimate of 
$1,700,623.53. 

 
20.1 Please provide the most up-to-date cost estimate applicable to the CRA, if one is 

available.  

 
Response: 
 
Please see the responses to Question 2.1.2 and Question 4.1. 
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SCOPE 
 
This Code of Conduct (COC) governs the provision by Pacific Northern Gas Ltd. (PNG), a 
utility regulated by the British Columbia Utilities Commission (Commission), of utility 
resources and services to PNG’s non-regulated businesses and affiliates (for ease of reference, 
jointly referred to herein as NRBs).  This COC applies to the conduct of PNG’s wholly-
owned subsidiary Pacific Northern Gas (N.E.) Ltd. [PNG(N.E.)], also a utility regulated by 
the Commission.  This COC was drafted having regard to the Commission’s “Retail Markets 
Downstream of the Utility Meter” Guidelines of April, 1997 (Guidelines).  The Commission 
Code of Conduct Principles from the Guidelines are attached as Appendix A.  
 
This COC is being drafted in the context of PNG’s current corporate structure where its NRBs 
are owned directly by PNG.  Currently, PNG(N.E.) does not own any interest in an NRB.  
Further, PNG is only developing and operating renewable power projects through its NRBs 
and has no intention of participating in retail markets downstream of the utility meter.  Should 
these circumstances change, PNG will file amendments to this COC with the Commission as 
may be required to reflect the impact of changed circumstances.   
 
PNG is filing a Transfer Pricing Policy dated November 2011 (TPP) with the Commission 
concurrently with the filing of this COC.  The TPP will be used in conjunction with this COC 
to establish pricing for the utility resources and services provided by PNG to its NRBs, other 
than PNG(N.E.) which is an affiliate of PNG.  The services provided by PNG to PNG(N.E.) 
are covered by a shared services arrangement which is reviewed regularly by the 
Commission.  
 
 
APPLICATION OF COMMISSION PRINCIPLES 
 
1. Shared Services and Personnel 
 
This COC recognizes the potential benefits to PNG of using its employees to provide services 
to NRBs. 
 
PNG may provide services to NRBs, including supervision and management, while ensuring 
that ratepayers will not be negatively impacted by the provision of PNG of those utility 
services.  The costs of providing such services will be determined in accordance with the TPP. 
 
NRBs may contract PNG utility personnel provided PNG complies with Section 3 of this 
COC, Provision of Information by PNG, and no conflict of interest exists which will 
negatively impact ratepayers. 
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2. Price for Provision of Utility Resources and Services  
 
The price for the provision of services by PNG to NRBs shall be determined in accordance 
with the TPP.  PNG will comply with acceptable business practices if it wishes to purchase 
assets, goods or services from an NRB. 
 
3. Provision of Information by PNG 
 
PNG will not provide to an NRB any information that would inhibit a competitive energy 
services market from functioning. 
 
The following should act as a guideline for employees confronted with issues related to the 
sharing of confidential information: 
 


a) This COC precludes PNG from releasing confidential customer specific 
information without the consent of that customer.  If a customer agrees to a general 
release of customer specific information, that information must be made available 
to any market participant who requests it and is willing to pay costs associated 
with the provision of the information, without discrimination as to access, timing, 
cost or content.  If a customer requests customer specific information be provided 
to a specific market participant, only that participant may receive the information, 
subject to payment of associated costs incurred to provide the information. 


 
b) PNG may disclose to any market participant that requests it and is willing to pay 


the appropriate transfer price, customer information that is aggregated or 
summarized in such a way that confidential information would not ordinarily be 
ascertained by third parties. 


 
c) PNG may provide or sell any non-customer specific information to any market 


participant that requests it and is willing to pay the appropriate transfer price. 
 
4. Preferential Treatment 
 
PNG will not state or imply that favoured treatment will be available to its customers as a 
result of using any service of an NRB.  In addition, no PNG personnel will condone or 
acquiesce in any other person stating or implying that favoured treatment will be available to 
PNG’s customers as a result of using any product or service of an NRB. 
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5. Equitable Access to Services 
 
Except as required to meet acceptable quality and performance standards, and except for some 
specific assets or services which require special consideration as approved by the 
Commission, PNG will not preferentially direct customers seeking competitively offered 
services to an NRB or a specific retailer. 
 
6. Compliance and Complaints 
 
PNG will advise all of its employees of their expected conduct pertaining to this COC, with 
annual updates for employees who may be directly involved with NRB activities. 
 
PNG will monitor employee compliance with this COC by conducting compliance reviews 
from time to time.  The results of a compliance review will be set forth in a report to be filed 
with the Commission within 60 days of the completion of each such report.  These reviews 
will be performed annually unless otherwise directed by the Commission. 
 
Complaints made to PNG by third parties about the application of this COC, or any alleged 
breach thereof, will be promptly investigated by PNG’s senior management.  PNG will notify 
the complainant and the Commission in writing of the results of the investigation, including a 
description of any course of action which will be or has been taken promptly following the 
completion of the investigation.  PNG will endeavour to complete this investigation within 30 
days of the receipt of the complaint. 
 
Where PNG determines that the complaint is unfounded, PNG may apply to the Commission 
for reimbursement of the costs of the investigation from the third party initiating the 
complaint or where this is not possible, for inclusion of those costs in rates.  
 
7. Financing and Other Risks 
 
PNG will not undertake any financing or other financial assistance on behalf of an NRB that 
exposes utility ratepayers to additional costs or risks, unless appropriate compensation is 
received by PNG for such financing or other financial assistance, and such financing or other 
financial assistance is approved by the Commission. 
 
8. Use of Utility Name 
 
PNG agrees that newly established NRBs will not use PNG’s name as the primary identifier 
within British Columbia, and will not use PNG’s name in a manner that indicates that PNG’s 
utility resources will support the NRB. 
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9. Amendments 
 
In order to ensure that this COC remains workable and effective, PNG will review the 
provisions of this COC on an ongoing basis and as required by the Commission, but with a 
maximum of three years between reviews. 
 
Amendments to this COC may be made from time to time as approved by the Commission. 
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APPENDIX A 
 
 
COMMISSION CODE OF CONDUCT PRINCIPLES 
 
The Commission has established the following code of conduct principles in the Guidelines: 
 
i) The regulated company will not provide to the NRB any market-sensitive or 
confidential information that would inhibit a competitive energy services market from 
functioning.  If customers agree to a release of customer information to the NRB, it should be 
provided to other market participants under the same terms and conditions and for the same 
price.  Should an individual customer make a specific request to have information released to 
a particular third party, it will be released to that party only.  The utility will be able to recover 
from the customer the costs associated with the provision of this information. 
  
ii) No regulated company personnel will state or imply that favoured treatment will be 
available to customers of the company as a result of using any service of an NRB.  In 
addition, no regulated company personnel will condone or acquiesce in any other person 
stating or implying that favoured treatment will be available to customers of the company as a 
result of using any service of an NRB. 
  
iii) No regulated company personnel will preferentially direct customers seeking 
competitively offered services to an NRB.  If a customer, or potential customer, requests from 
the regulated company information about products or services offered by an NRB or its 
competitors in downstream markets, the regulated company may provide such information, 
including a directory of retailers of the product or service, but shall not promote any specific 
retailer in preference to any other retailer. 
  
iv) The regulated company will formally advise all employees of expected conduct related 
to these principles and it will undertake to perform periodic audits of the relationships to 
ensure compliance with these principles.  These audits will be performed no less than once a 
calendar year and filed with the Commission. 
  
v) Complaints by non-affiliated parties about the application of these principles, or any 
alleged breach thereof, will be brought to the immediate attention of the senior management 
of the regulated company and subsequently a report of the complaints, and action taken, will 
be filed with the Commission.  The report will be filed with the Commission within one 
month of the complaint being made.  
  
vi) The financing of the utility and NRB will be accounted for entirely separately with the 
financing costs reflecting the risk profile of each entity.  No cross-guarantees or any form of 
financial assistance whatsoever should be provided directly or indirectly by a utility to its 
NRB without approval of the Commission. 
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vii) Use of the utility name by a related NRB will require approval by the Commission to 
ensure that its use will not interfere with the Commission’s ability to protect ratepayers. 
 
In those cases where retail customers have direct market access to the commodity, the utility’s 
code of conduct will also include the following provision, 
 
viii) The regulated company will treat all requests for distribution system access for the 
purpose of direct commodity marketing equitably and according to the requirements approved 
for direct commodity marketing in British Columbia. 
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Scope 
 
This Transfer Pricing Policy (TPP) addresses the pricing of resources and services provided 
by Pacific Northern Gas Ltd. (PNG), a utility regulated by the British Columbia Utilities 
Commission (Commission), to non-regulated businesses and affiliates (for ease of reference, 
jointly referred to herein as “NRBs”).  This TPP has been drafted giving regard to the 
Commission’s “Retail Markets Downstream of the Utility Meter” Guidelines of April, 1997 
(Guidelines).  The Commission’s transfer pricing principles from these Guidelines are 
attached as Appendix A.  
 
Further, this TPP has been drafted in the context of PNG’s current corporate structure where 
its NRBs are owned directly by PNG.  At this time, PNG’s involvement in NRBs consists 
mainly in developing and operating renewable power projects. 
 
This TPP applies equally to the conduct of PNG’s wholly-owned subsidiary, Pacific Northern 
Gas (N.E.) Ltd. [PNG(N.E.)], also a utility regulated by the Commission.  Currently, 
PNG(N.E.) is not involved in NRBs. 
 
PNG is filing a Code of Conduct dated November 2011 (COC) with the Commission 
concurrently with the filing of this TPP.  This TPP will be applied in conjunction with the 
COC to ensure that PNG receives adequate compensation for resources and services provided 
to NRBs, thereby protecting ratepayers from subsidizing activities carried out by PNG that are 
not related to its utility services to its utility customers.  The services provided by PNG to 
PNG(N.E.) are covered by a shared services arrangement which is reviewed regularly by the 
Commission.  Therefore the TPP will not apply to PNG services rendered to PNG(N.E.). 
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Policy 
 
Transfer prices charged to NRB activities by PNG will ensure PNG ratepayers are not 
adversely affected and will be established using the following principles: 
 
1. Pricing Rules 
 


i. The transfer price for resources and services will be set at full cost (see Section 
4 below). 


 
ii. In situations where it can be shown that an alternative transfer price will 


provide greater benefits to the ratepayer, PNG may apply to the Commission 
for special pricing consideration. 


 
 
2. Resources and Services 
 
For the most part, the types of resources and services that can be provided to NRBs by PNG 
are human resources and associated facilities.  Though not envisioned at this time, instances 
may occur where PNG vehicles or other equipment are used for NRB activities.   
 
Notwithstanding the resources and services described above, any resources or services that are 
directly used for NRB activities will be separately accounted for and charged directly to the 
appropriate entity or activity, including third-party costs and other incremental expenditures. 
 
If other utility resources or services are used by an NRB that are not described by this policy, 
then PNG will make an application to the Commission on a case-by-case basis.  An example 
of this would be the determination of costs for a PNG asset permanently transferred to an 
NRB. 
 
 
3. Service Term 
 
Resources and services will be provided by PNG to NRBs on an “as required” basis.  “As 
required” means that the resources and services are not specifically committed to the NRB.  
PNG will record the cost of the actual employee time incurred to perform the work to the 
receiving entity (i.e. the NRB).  As part of its annual budgeting process, PNG will estimate 
resource and service requirements related to NRB activities. 
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4. Determining Full Costs 
 
For the purposes of this TPP, full cost for the resources or services provided by PNG to an 
NRB will be based on PNG’s costs as described below.   
 
4.1 Human Resources 
 
PNG will track actual employee time incurred to perform work in connection with NRB 
activity.  The full cost of providing service to NRBs includes direct labour costs as well as 
benefits loadings and corporate facilities and overhead loadings applied to the direct labour 
costs.   
 
4.2 Vehicle Usage 
 
PNG will track actual vehicle usage in connection with NRB activity and this use will be 
charged out on an hourly basis.  The vehicle class will determine the appropriate charge-out 
rate.  The charge out rate is calculated to recover fleet operating expenses and is based on 
forecast utilization of the vehicles. 
 
4.3 Other Large Assets 
 
Should there be significant usage of other larger value assets for NRB activity, specific 
charges related to the asset would be allocated to the NRB (operating and maintenance costs). 
 
 
5. Research and Development Activities 
 
5.1 Research Costs 
 
As research is regarded as a continuing activity required to maintain PNG’s business and its 
effectiveness, such expenses shall be borne by PNG.  However, where it is evident that certain 
research activities are clearly directed towards specific non-regulated pursuits, PNG will 
ensure that these activities are identified as NRB activities and that the cost of these activities, 
determined according to the pricing rules defined in Section 4, net of any quantifiable benefits 
received by PNG, is tracked and excluded from PNG’s cost of service for rate making 
purposes. 
 
5.2 Development Costs 
 
Development costs for new non-regulated products and services will be tracked and recorded 
as NRB activities according to the pricing rules defined in Section 4, net of any quantifiable 
benefits received by PNG, and excluded from PNG’s cost of service for rate making purposes. 
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5.3 Transfer of Costs 
 
Research and development activities initially undertaken within PNG may, from time to time, 
be transferred to an NRB with Commission approval.  If the underlying cost of these activities 
was historically excluded from PNG’s cost of service no further benefit will be conferred to 
PNG ratepayers on the transfer of these costs.  If the underlying cost of these activities was 
historically included in PNG’s cost of service for rate making purposes, the NRB shall 
reimburse PNG for these costs using the appropriate pricing rules as defined in Section 4. 
 
Costs associated with transferring an activity to an NRB, and the start-up of NRB activities, 
shall be borne by the NRB.  To the extent that these activities involve PNG resources during 
the transfer, the NRB shall reimburse PNG using the appropriate pricing rules as defined in 
Section 4.  Costs relating to the termination of an activity within PNG shall be borne by PNG. 
 
 
6. Cost Collection Procedures 
 
PNG will be responsible for establishing and monitoring processes to ensure that the 
appropriate employees charge all time spent engaged in NRB activities.  These processes will 
ensure that all related vehicle and equipment use for NRB activities is also captured.  PNG’s 
corporate accounting group will be responsible for administration of these processes. 
 
6.1 Time Sheets 
 
Individuals performing service for NRBs must report all time spent on that service by coding 
their time to the appropriate NRB activity.  Time sheets are to be sent monthly to the 
immediate supervisor or PNG’s Payroll Department.  The NRB shall also review the validity 
of these time sheets. 
 
The methodology for determining a labour cost for time charges is on the basis of the average 
pay (includes base and incentive pay) in the case of management and exempt employees or 
the exact wage grade in the case of bargaining unit employees. 
 
6.2 Labour Cost Loadings 
 
Loadings are defined as the recovery of costs that, by their nature, would be administratively 
prohibitive to charge directly to each business activity.  Loadings will be based on the 
expected actual cost of the expense and allocated on a reasonable and consistent basis.  Where 
applicable, loadings will be the same as those used for all other PNG activities. 
 
Benefits Loading 
All regular labour charged to NRB activities will attract a benefit loading calculated to 
recover the cost of employee benefits over hours available for work.  Benefit costs include 
pension plan contributions, savings plan contributions, statutory benefit contributions, flexible 
benefit contributions and other items.  See Schedule 1 for current loading rates 
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Corporate Facilities and Overhead Loadings 
All regular labour charged to NRB activities will also attract a corporate facilities and 
overhead loading calculated to recover the cost of office facilities and supplies and general 
corporate costs over hours available for work.  Facilities costs include office rent, utilities, 
office supplies and other items.  Corporate costs include director fees, exchange and listing 
fees and other corporate costs.  See Schedule 1 for current loading rates. 
 
6.3 Vehicle and Equipment Charges 
 
Vehicle and equipment use generally follows the time recorded by field employees assigned 
to a particular vehicle or unit of equipment.  When field staff members allocate time to NRB 
activities, the cost of any vehicles or equipment used in these activities will also be charged to 
the NRB activity. 
 
Vehicle and equipment use charges will be based on actual use for NRB activities and this use 
will be charged out on an hourly basis.  The vehicle and equipment class will determine the 
appropriate charge-out rate and charge-out rates will be the same as those used for all other 
PNG activities.   
 
6.4 Invoicing 
 
On a quarterly basis, the NRB activity will be invoiced or allocated costs of services and 
resources provided during the period.   
 
 
7. Budgeting for Services 
 
PNG will estimate or forecast NRB service levels as part of the revenue requirements 
application process.  These estimates or forecasts will be consistent with the relevant costs 
and assumptions contained in the applicable application.  In addition, this process will include 
a review and update of all numerical inputs and cost assumptions used to calculate loading 
rates. 
 
 
8. Financing and Other Risks 
 
PNG will not undertake any financing or other financial assistance on behalf of an NRB that 
exposes utility ratepayers to additional costs or risks, unless appropriate compensation is 
received by PNG for such financing or other financial assistance, and such financing or other 
financial assistance is approved by the Commission. 
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9. Review and Amendments 
 
In order to ensure that this TPP remains workable and effective, PNG will review the 
provisions of this TPP on an ongoing basis as part of the COC compliance review and as 
required by the Commission, with a maximum of three years between reviews.  However, 
PNG may make application to the Commission for approval of changes to this TPP, including 
the pricing rules and the formula for determining full costs as and when required. 
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SCHEDULE 1 
 


 
LOADING RATES 


 
 


 
 
 
 
  


Benefits Loading 37.6%


Corporate Facilities and Overhead Loading 28.7%


Note:  The above rates are the rates in effect at the time of writing of this policy. 
Actual rates may be adjusted from time to time to ensure appropriate recovery of costs.


Example:  Determining Cost for Service for Employee at Daily Pay of $300


Base Pay (Daily): 300.00$        


Plus: Benefits @ 37.6% 112.79          


Plus: Corporate Facilities and Overhead @ 28.7% 86.15            


Total employee cost per day 498.94$        


Cost Ratios: To base pay 1.66             
To loaded labour 1.21             
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APPENDIX A 
 
 


TRANSFER PRICING PRINCIPLES 
 
The British Columbia Utilities Commission (Commission) has established the following 
transfer pricing principles in the “Retail Markets Downstream of the Utility Meter” 
Guidelines of April, 1997: 
 
i) The operating costs of non-regulated activities are not to be reflected in the utility’s 
cost of service. 
  
ii) The costs of developing new business ventures are to be charged to and recovered 
from the NRB. 
  
iii) The accounting costs are to be transparent and will normally fully recover costs for all 
services, including overhead, space, employee benefits, inconvenience, and a profit margin 
where appropriate.  If the service provided by the utility to the related-NRB could also be 
obtained from an independent supplier, the price paid by the related-NRB to the utility should 
be no less than the competitive market price and will never be below the incremental cost. 
 
iv) The financial costs of each business are to be borne by the specific business.  In the 
exceptional case where the utility provides guarantees for NRBs, the utility must be given 
financial compensation. 
 
v) Utilities will be required to file periodic reports which demonstrate that they are 
adhering to the transfer pricing policy.  The form and timing of the report will be determined 
by the Commission. 
 
 







