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A. PRICE RISK MANAGEMENT OBJECTIVES 

 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  1.0
Exhibit B-1-2, p. 4; FEI 2015 Price Risk Management (PRM) Application, Exhibit B-1, 
p. 1; FEI 2015 PRM Order E-10-16, Letter L-15-16 and Decision dated June 17, 2016 (FEI 
2015 PRM Decision), p. 9 
Price risk management plan objective 

FortisBC Energy Inc. (FEI) states on page 4 of its 2018 Price Risk Management Plan Application (Revised 
Application) that: 

FEI’s objectives for its price risk management, which includes hedging, include the 
following: 

• Mitigate market price volatility to support rate stability [objective 1], and 
• Capture opportunities to maintain commodity rates at historically low levels 

[objective 2]. 

FEI stated on page 1 of its 2015 Price Risk Management (PRM) Application that: 

FEI believes that the workshop process has helped to re-affirm its price risk 
management objectives which include the following: 

• Mitigate market price volatility to support rate stability; and 
• Capture opportunities to provide customers with more affordable rates [2015 

objective 2]. 

FEI stated on page 9 of the FEI 2015 PRM Decision that “the Panel is not persuaded that the objective of 
capturing opportunities to provide customers with more affordable rates has application beyond the 
current market-pricing environment.” 
 
1.1 Please explain 1) why and 2) how objective 2 contained in the Revised Application has been 

modified from those contained in the 2015 PRM Application. 

1.2 Please provide FEI’s view on the difference in interpretation between objective 2 in the Revised 
Application and objective 2 in the 2015 PRM Application. 
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1.3 In the Revised Application, would it be fair to say that FEI is ultimately striving for two 
objectives: (i) rate stability and (ii) low commodity rates? If not confirmed, please elaborate. 

1.3.1 Please confirm that (a) mitigating market price volatility and (b) capturing opportunities 
are actionable items to achieve the two objectives, and that FEI could take other actions 
to achieve those objectives. If not confirmed, please explain otherwise.  

1.3.2 Please clarify whether FEI’s objectives are to achieve low and stable overall rates or 
commodity rate (e.g. cost of gas) only. 

1.4 Please clarify whether FEI’s two PRM objectives in the 2018 PRM must be considered jointly, 
have certain priority sequence, or should be considered in isolation (i.e. achieving one of the 
two is sufficient). 

 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  2.0
Exhibit B-1-2, p. 4; FEI 2017 Long Term Gas Resource Plan (LTGRP), Exhibit B-1 pp. 142–
143; FEI and FortisBC Energy (Vancouver Island) Inc. 2011-2014 Price Risk 
Management Plan, Order G-120-11 and Reasons for Decision, dated July 12, 2011, 
Appendix A, pp. 20–21 
Consistency with the FortisBC Energy Inc. 2017 Long Term Gas Resource Plan  

FEI states on page 4 of its Revised Application: 

FEI’s objectives for its price risk management, which includes hedging, include the 
following: Mitigate market price volatility to support rate stability [objective 1], and 
Capture opportunities to maintain commodity rates at historically low levels [objective 
2]. 

FEI states on page 142 of its 2017 LTGRP Application that “FEI has developed diversified procurement 
strategies and utilized PRMPs to manage commodity price risk and facilitate competitive and affordable 
natural gas rates” [emphasis added]. FEI further states on page 143 of its LTGRP that “FEI’s price risk 
management objectives include mitigating market price volatility to support rate stability and capturing 
favourable prices to provide customers with more affordable rates” [emphasis added]. 
 
On page 21 of Appendix A to Order G-120-11 it was stated that: 

The Commission Panel finds that the need for an objective related to the 
competitiveness of natural gas with other energy sources has not been established” It 
further states on page 21 that “Considering only the commodity price and ignoring the 
potential for responding to competitive threats more broadly is in our view an 
inadequate response. 

2.1 Please reconcile the PRMP objectives stated in the Revised Application with those stated in the 
FEI 2017 LTGRP Application. In particular, please explain whether “affordable and competitive 
rates” as stated in the LTGRP is one of the objectives of PRMP. 

2.2 Please explain whether the PRMP objectives stated in the Revised Application in effect 
“facilitate competitive and affordable natural gas rates.” 

2.2.1 If yes, please comment on how FEI has considered the findings contained in Order G-
120-11 in reaching the objectives proposed in the Revised Application. 
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 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  3.0
Exhibit B-1-2, pp. 1, 7, 11; FEI 2015 Price Risk Management Plan, Exhibit B-1, p. 8 
Market price environment 

FEI states on page 1 of its Revised Application that “Market prices are near the level of many gas 
producers’ break-even production costs, indicating that there is little room for further downward 
movement.” FEI further states on page 7 that “Gas producers in North America continue to lower costs 
and improve drilling techniques such that they have reduced their break-even costs over time “, and 
presents Figure 3-2 to show the WCSB Gas Producer Break-Even Costs: 
 

 
 
FEI also presents Figure 3-1 on page 6 of its Revised Application, showing a historical high price 
environment and low price environment over the November 1999 to November 2017 period. 
 
3.1 Please replicate Figure 3-2 above for year 2007, and layer Figure 3-2 contained in the application 

on top of the replicated Figure 3-2 for year 2007. 

3.1.1 Please comment on whether the break-even cost in 2007 was higher, same, or lower 
than in 2017. If the break-even cost has changed overtime, please explain the factors 
that contributed to this change. 

3.1.2 Please present the market price in 2007, and comment on whether the market price in 
2007 is aligned with the gas producer break-even cost in 2007. 

3.2 With reference to the historical market price and producer break-even cost in the past 10 years, 
please comment on whether gas producers’ break-even costs have historically informed the 
likelihood and directional change in future market prices.  

In FEI’s 2015 PRM Application, FEI presented the projected gas producer break-even cost on page 8, 
replicated below: 
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3.3 Please confirm, or explain otherwise, that both of the gas producer break-even cost Figures 

included in the 2015 PRM and in the Application referenced above are reflective of a “low price 
environment” as characterized in Figure 3-1 of FEI’s Application. 

3.4 Based on the two Figures referenced above showing the gas producer break-even costs in the 
Revised Application and in the 2015 PRM Application, please comment on whether the two 
Figures shows that break-even cost has reduced between 2015 and 2017. 

3.4.1 If the two Figures referenced above are not directly comparable, please reproduce 
Figure 3 from the 2015 PRM Application to match the format presented in Figure 3-2 in 
the 2018 Application.  

3.5 Please comment on whether FEI considers that the break-even cost can be further reduced in 
the future due to factors such as technological advancement, or producers’ ability to sustain a 
low break-even cost due to recoveries from gas liquids or oil from liquid rich basins. 

 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  4.0
Exhibit B-1-2, pp. 4, 6; FEI 2017 LTRGP, Exhibit B-1, p. 143 
Historically low levels 

FEI states on page 4 of the Revised Application that “FEI’s objectives for its price risk management, 
which includes hedging, include the following: 

• Mitigate market price volatility to support rate stability [objective 1], and 
• Capture opportunities to maintain commodity rates at historically low levels [objective 2].” 

 
FEI states on page 143 of the LTGRP Application that “The objectives for the medium and longer term 
are the same, but the tools for managing price risk management are different.” 
 
FEI states on page 6 of its Revised Application that “A low priced environment is one where market 
prices fall to near historical lows and natural gas producer break-even cost levels, so that it has for more 
potential upside price movement than downside… For the AECO/NIT market, a low priced environment 
is where market prices are near or below about $2.00 per GJ, with occasional price spikes above $3.00 
per GJ.” 
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Figure 3-1 on page 6 shows the historical AECO/NIT market prices from 1999 to 2017. 
 
4.1 Please confirm that “historically low levels” in objective 2 refers to the low priced environment 

at around $2/GJ at the AECO/NIT market. If not confirmed, please elaborate on what is 
considered “historically low levels.” 

4.1.1 If confirmed, please provide the price range and sustained duration of AECO/NIT price 
to be considered in a low priced environment. 

4.2 Hypothetically, if the market prices further reduce to around $1/GJ and are sustained around 
the $1/GJ range, please comment on whether the price that would be considered at “historically 
low levels” per objective 2 would differ from the price level defined in response to the 
Information Request (IR) above? 

4.3 Please explain whether FEI considers objective 2 to be relevant only to the current pricing 
environment, or in any time horizon irrespective of the pricing environment? 

4.4 In light of Figure 3-1 on page 6 of the Revised Application, would it be fair to say that the 1999 
to 2009 period AECO/NIT market prices has experienced relatively higher price volatility and the 
2010 to 2017 AECO/NIT market prices has experienced relatively lower price volatility?  

4.4.1 To the extent possible, please provide any calculations and/or indices that show natural 
gas price volatility (e.g. AECO/NIT market prices) in the last 1, 3, 5, 10, and 20 years. 

 Reference: PRICE RISK MANAGEMENT OBJECTIVES  5.0
Exhibit B-1-2, pp. 5, 11 
Market view versus risk view 

FEI states on page 5 of the Revised Application that “This objective reflects an opportunistic strategy 
based on the current price environment, and FEI does not know how long the opportunity may last… 
FEI’s proposed opportunistic hedging strategy positions FEI to capture low market prices and improve 
the likelihood of maintaining low commodity rates for customers for a longer period….” 
 
FEI states on page 11 of its Revised Application that “downside price movements are limited, given gas 
producer break-even costs discussed in Section 3.1.2, with greater potential upside price moves.” 
 
5.1 FEI cites “opportunistic hedging strategy” and not knowing “how long the [low market prices] 

opportunity may last.” Please explain how FEI differentiates between hedging and speculation. 
What are the indicators that “capture opportunities to maintain commodity rates at historically 
low levels” may suggest the shift from a risk view to a market view over time. 

5.2 With respect to FEI’s view that “downside price movements are limited” and that there is 
“greater potential update price moves”, in addition to natural gas break-even cost levels, has FEI 
conducted any other fundamental1 analysis to support its view? If so, please provide such 
analysis and if not, please explain. 

5.3 With respect to FEI’s view that “downside price movements are limited” and that there is 
“greater potential update price moves”, in addition to market prices falling to near historical 
lows, are there any technical indicators2 to show the likelihood of future gas prices increasing, 
decreasing, or remaining the same? If so, please provide such analysis and if not, please explain. 

                                                           
1 Fundamentals refer to economic characteristics of a business, such as profitability, financial strength, and risk. 
https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx  
2 Technical indicators refer to momentum indicators based on price. 
https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx  

https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx
https://www.cfainstitute.org/learning/tools/glossary/Pages/index.aspx
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 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  6.0
Exhibit B-1-2, p. 26; 2015 PRM decision3, p. 9; British Columbia Utilities Commission 
Order G-130-06 and Rules for Natural Gas Energy Supply Contracts4  
Purpose of hedging tools 

FEI states on page 26 of the Revised Application that: 

Hedging instruments involve locking in or capping market gas prices… Hedging can be 
used as a tool to stabilize market prices and protect customers from market price 
volatility. Hedging acts like insurance against adverse price movements. Hedging 
strategies can be tailored to different market price environments so that they protect 
customers and provide some rate stability in a cost effective manner. Hedging also 
provides the opportunity to help preserve relatively low commodity rates for customers 
by capturing opportunities when they arise. 

In Order G-130-06, the Commission’s Rules for Natural Gas Energy Supply Contracts (Rules), Rule 14.3 
establishes that annual gas contracting plans shall provide for “diversity of pricing arrangements and 
other price risk management measures.” 
 
6.1 Please explain, in a financial context, what is the advantages and purpose of hedging over other 

financial instruments. Specifically, is the key purpose of hedging to provide price certainty, 
opportunity to gain from market speculation, or other? 

6.2 In FEI’s view, and in the context of physical and financial hedging, please compare and contrast 
between (i) hedging as proposed in the Revised Application and (ii) price risk management 
measures as contemplated in the Rules.  

6.2.1 Are there any instances in the Revised Application where FEI use the terms “hedging” 
and “price risk management measures” interchangeably? Please specify and explain. 

6.3 Please comment on whether the proposed hedging strategy meets the objective of “Capture 
opportunities to maintain commodity rates at historically low levels” if the market price is 
further reduced. 

6.4 Hypothetically, if the market environment suggests that there is a high likelihood for market 
prices to reduce in the future, please comment on whether FEI will still suggest the hedging 
proposal as proposed. 

6.4.1 If yes, please explain how the proposed hedging strategy implemented in the 
hypothetical pricing environment mentioned above meets FEI’s stated PRMP objectives. 

6.4.2 If not, please explain whether FEI is taking a market view or a risk view in determining 
the appropriate price risk management tool to implement. 

6.5 Hypothetically, if the market is in a “high-priced environment”, would FEI recommend any 
hedging strategy in aims to achieve rate stability? 

 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  7.0
Exhibit B-1-2, pp. 1, 5, 15–17  
Incentive and purpose for the price risk management plan 

On page 1 of the Revised Application, FEI states that “[t]he hedging strategy is the best tool available to 
FEI to lock in historically low market gas prices for the benefit of FEI’s customers.” The FEI cost of gas 

                                                           
3 https://www.ordersdecisions.bcuc.com/bcuc/decisions/en/145161/1/document.do  
4 https://www.ordersdecisions.bcuc.com/bcuc/orders/en/item/116159/index.do?r=AAAAAQAIZy0xMzAtMDYB  

https://www.ordersdecisions.bcuc.com/bcuc/decisions/en/145161/1/document.do
https://www.ordersdecisions.bcuc.com/bcuc/orders/en/item/116159/index.do?r=AAAAAQAIZy0xMzAtMDYB
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flows through to customers by way of the FEI commodity rate. In other words, FEI does not mark up the 
cost of gas.5  
 
On the delivery rate component, as required by legislation, the Commission establishes a fair return for 
FEI’s investments on the gas distribution system.6 On the commodity side, the Gas Supply Mitigation 
Incentive Plan (GSMIP) compensate FEI’s shareholder by way of maximizing gas cost savings to FEI 
customers though the Annual Contracting Plan (ACP).7  
 
On pages 5, 15–17, FEI discusses that the ACP’s objective is to manage supply security and notes various 
contracting strategies. In Order G-130-06, Rule 14.3 establishes that annual gas contracting plans shall 
provide for “diversity of pricing arrangements and other price risk management measures.” 
 
7.1 Please discuss the incentive for FEI to undertake the 2018 PRMP, from a FEI shareholder’s 

perspective. 

7.1.1 Would FEI shareholders be willing to bear all of the risk, including any losses, associated 
with the proposed hedging strategy? Please explain. 

7.1.2 Would FEI shareholders be willing to share the risk with ratepayers in FEI’s proposed 
hedging strategy? If so, how would this sharing mechanism look like? If not, please 
explain. 

7.2 Please clarify why FEI chooses to file a separate and standalone PRMP application instead of 
including its price risk management measures in the ACP process. 

 Reference: SUPPORT FOR OBJECTIVES 8.0
Exhibit B-1 (2017 PRMP Application), Section 2, p. 4; Exhibit B-1-2, p. 13 
Customer survey 

On page 4 of the 2017 PRMP Application, FEI states objectives for its price risk management (including 
hedging), which include the following: 

• Mitigate market price volatility to support rate stability, and 
• Capture opportunities to maintain commodity rates at historically low levels 

 
On page 13 of the Revised Application, FEI states the objectives of the customer survey conducted in 
2017 as follows:  

i) to help determine the importance of customers’ gas bills in relation to other household bills; 
ii) [to help determine] customer tolerances for bill changes in the current low price environment; 

and 
iii) what, if any, premium customers are willing to pay for more bill stability.  

The results would help FEI determine if its current price risk management tools (including hedging) to 
meet the objectives, are sufficient based on customer tolerances and preferences or whether more 
tools are required now or in the future.  
 
8.1 Please discuss how each of the customer survey objectives relate to the objectives of FEI’s price 

risk management as listed in the Revised Application. 

                                                           
5 https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx  
6 http://www.bcuc.com/Documents/Proceedings/2016/DOC_46971_08-10-2016_FEI_CEC-ROE-2016_Decision.pdf  
7 http://www.bcuc.com/Documents/Proceedings/2016/DOC_47685_L-27-16_FEI-GSMIP-2016-2019_Term-Sheet.pdf  

https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx
http://www.bcuc.com/Documents/Proceedings/2016/DOC_46971_08-10-2016_FEI_CEC-ROE-2016_Decision.pdf
http://www.bcuc.com/Documents/Proceedings/2016/DOC_47685_L-27-16_FEI-GSMIP-2016-2019_Term-Sheet.pdf
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8.2 Please discuss how results of the survey have informed FEI about the sufficiency of existing price 
risk management tools or the need for more tools now or in the future. 

8.2.1 Please discuss how the importance of customer gas bills in relation to other household 
bills relate to a need for more price risk management tools?  

8.2.2 Please discuss how i) customer tolerance for bill changes and ii) willingness to pay for 
more bill stability inform FEI about customer willingness to bear the costs and risks of 
hedging? 

8.2.3 Please discuss which of the survey objectives relate to establishing customer tolerance 
to risks associated with hedging.  

 Reference: SUPPORT FOR OBJECTIVES 9.0
Exhibit B-1, Appendix A, p. 5 
Customer survey sample 

On page 5 of Appendix A to the 2017 PRMP Application, it is stated: 

Residential customers were sourced from an online panel provider. Targeted 
oversampling was conducted to ensure an adequate base size of low income 
households. A total of 99 residential customers fall into the low income category.  

9.1 Please explain what an “online panel provider” is and why it is used to source residential 
customer survey participants. 

9.2 Please discuss the reason for targeted oversampling of low-income households and what is 
meant by an “adequate base size” of low-income households.  

9.2.1 Please explain in detail FEI’s survey sampling model, its underlying assumptions and 
inherent interpretation risks, with a particular emphasis on why FEI thought 
oversampling low-income households was necessary? 

9.3 Please compare in percentages, a proportion of low-income households sample to total 
residential sample in this survey, and a proportion of low-income households to total number of 
households in the FEI service area.  

9.3.1 Please discuss whether a proportion of low-income households in the survey sample 
reflects a proportion of low-income households in a total number of households which 
are FEI’s customers. If not, please discuss the discrepancy and impact such discrepancy 
may have on survey results, considering that low-income customers are likely to be 
more sensitive to bill fluctuations.  

 Reference: SUPPORT FOR OBJECTIVES 10.0
Exhibit B-1, Appendix A, Questionnaire, p. 27; Exhibit B-1-2, p. 13 
Customer survey 

On page 13 of the Revised Application, FEI states: 

The survey indicates that 62% would be willing to pay a small premium for bill stability 
while 31% indicate they would not be willing to pay a premium and 7 % were uncertain.  

On page 27 of Appendix A of the 2017 PRMP Application, it is stated that: 

Approximately four-in-ten residential customers, low-income residential customers and 
small commercial customers are willing to pay more each month to provide greater 
stability in their natural gas bill, with equal percentages holding a contrary view.  
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…. 

Q12 How much more do you think is reasonable to pay each month to provide greater 
stability in your natural gas bill? [Emphasis added] 

10.1 Please explain how FEI defines “bill stability.”  

10.1.1 Please state the difference between “bill stability” and “rate stability” as defined in 
objective 1 of the Revised Application. 

10.2 Please explain how and where FEI defined “bill stability” to survey respondents? 

10.2.1 If not defined in the survey, please explain what FEI understands the customers’ 
interpretation of “bill stability” to be and how that conclusion was reached. 

10.3 Please confirm that “equal percentages holding a contrary view” means an equal percentage of 
survey respondents indicate no willingness to pay more each month to provide greater stability 
in their natural gas bill. 

10.3.1 If confirmed, please reconcile that statement with the statement on page 13 of the 
Revised Application, as referred to above. 

10.3.2 If not confirmed, please explain what “equal percentages holding a contrary view” 
means. 

 Reference: SUPPORT FOR OBJECTIVES 11.0
Exhibit B-1, Appendix A, Managing Energy Costs and Payments Survey 
(Questionnaire), p. 6; Exhibit B-1-2, p. 4; FortisBC Inc. – Sample Bill for Mainland 
Customers8 
Customer survey 

On page 4 of the Revised Application, FEI states its objectives for price risk management (including 
hedging), which include the following: 

• Mitigate market price volatility to support rate stability, and 
• Capture opportunities to maintain commodity rates at historically low levels. 

 
On page 6 of the Questionnaire, questions related to “awareness of natural gas pricing” read as follows: 

                                                           
8 https://www.fortisbc.com/NaturalGas/Homes/Rates/Mainland/Pages/Sample-bill-for-Mainland-customers.aspx  

https://www.fortisbc.com/NaturalGas/Homes/Rates/Mainland/Pages/Sample-bill-for-Mainland-customers.aspx
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On the FortisBC website, the following sample bill for Mainland customers is presented: 
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11.1 As presented above, FEI gas bills have three components: i) Delivery Charges, ii) Commodity 
Charges, and iii) Other Charges and Taxes. Please discuss the share of each of those components 
in a total bill for a) residential and b) small commercial customers. 

11.2 Please discuss survey respondents’ understanding of the Commodity Charges share of their total 
bill and which question(s) in the survey test that understanding. 

11.3 Please discuss survey respondents’ understanding that FEI’s objective to “mitigate market price 
volatility to support rate stability” relates only to the mitigation of volatility of commodity 
portion of the natural gas bill and explain which question in the survey tests that understanding. 

11.3.1 If such a question was not included in the survey, please discuss why.  

 Reference: SUPPORT FOR OBJECTIVES 12.0
Exhibit B-1-2, Section 3.3, p. 14  
Customer survey 

On page 14 of the Revised Application, FEI states: 

The survey results support FEI’s view that, at this time, an opportunistic hedging 
strategy is required to meet the interests of customers. [Emphasis added]  

12.1 Please indicate which question in the survey tests customers’ general understanding of hedging, 
and their understanding of the hedging tools that FEI proposes in its Application. 

12.1.1 If this was not explored with survey questions, please explain why. 

12.2 Please indicate which question in the survey tests customers’ understanding of hedging risks.  

12.2.1 If this was not explored with survey questions, please explain why. 

12.3 Please specify which question(s), and responses to those question(s), lead to the conclusion that 
“an opportunistic hedging” strategy is required. 

 Reference: SUPPORT FOR OBJECTIVES 13.0
Exhibit B-1-2, Section 3.3 p. 13 
Customer survey 

On page 13 of the Revised Application, FEI states: 

By hedging near the low end of market prices in the current price environment, FEI does 
not expect hedges to be significantly out-of-the-money for an extended period and 
believes there is also the likelihood of hedging gains rather than costs over time. 
[Emphasis added] 

13.1 Please confirm that “a likelihood of hedging gains” also means that there is no certainty of 
hedging gains, i.e. hedging includes an inherent risk of costs, rather than gains. 

13.2 Please indicate which questions in the survey test customers’ tolerances for risks of potential 
losses associated with hedging tools.  

13.2.1 If such questions were not included, please explain. 
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 Reference: SUPPORT FOR OBJECTIVES 14.0
Exhibit B-1, Appendix A p. 6; Questionnaire, p.8 
Customer survey 

On page 6 of Appendix A to the 2017 PRMP Application, it is stated that: 

A key component of the analysis for this study is understanding the views and 
preferences as a function of their position on the concept of ‘hedging’ (Q11), their 
general perceptions regarding the concept of paying extra to ensure a more stable 
natural gas bill (Q13) and how much more, if any, they are willing to pay each month for 
natural gas bill stability [Q12). [Emphasis added] 

On page 8 of the Questionnaire, question 11 reads as follows: 
 

 
 

14.1 Please confirm whether a response to question 11, which tests customers’ willingness to “pay a 
bit extra each month to protect against possible, larger monthly increases in the future”, was 
interpreted as a reflection of survey respondents’ position “on the concept of hedging.” 

14.1.1 If not confirmed, please reconcile FEI’s position with its statement on page 6 of 
Appendix A as referred to above. 

 Reference: SUPPORT FOR OBJECTIVES 15.0
Exhibit B-1-2, p. 14; Exhibit B-1, Appendix A, pp. 8, 26  
Customer survey 

On page 14 of the Revised Application, FEI states: 

The survey results support FEI’s view that, at this time, an opportunistic hedging 
strategy is required to meet the interests of customers [emphasis added]. 

On page 8 of Appendix A to the 2017 PRMP Application, it is stated: 

In general, residential and small commercial customers place high value on stability. 
Among both residential and small commercial customers, three-in-ten indicated that 
they did not support the idea of paying extra now to ensure a more stable natural gas 
bill. While it is understandable that a relatively small percentage of customers “like the 
idea” of paying extra (19% of residential customers, 17% of small commercial 
customers), the plurality of customers are “okay” with paying extra (43% of residential 
customers, 46% of small commercial customers), albeit with some concerns about 
paying too much.   
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On page 26 of Appendix A to the 2017 PRMP Application, titled “Views on Hedging”, the following charts 
present the survey responses to question 11: 
 

 
 

15.1 Please confirm the following: 

a) 39% of the total residential customers, and 42% of the small commercial customers 
indicated willingness to pay extra each month to protect against possible, larger 
monthly increases in the future;  

b) 38% of the total residential customers indicated they are not willing to pay extra, while 
23% responded that they “do not know”; 

c) 37% of the total small commercial customers indicated they are not willing to pay extra, 
while 21% responded that they “do not know”. 

15.1.1 Please confirm that the above referenced survey results are the basis for the statement 
that “residential and small commercial customers place high-value on stability.” 

15.1.1.1 If not, please explain the basis for the quoted statement. 

15.2 Please confirm that the results of the survey as presented above, and a view that “residential 
and small commercial customers place high value on stability” formed the basis for the 
statement on page 14 of the Revised Application, that “at this time, an opportunistic hedging 
strategy is required to meet the interests of customers”(emphasis added). 

15.2.1 If not confirmed, please indicate which questions in the survey, and which responses, 
lead to the conclusion that “an opportunistic hedging strategy is required to meet the 
interests of customers.” 
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 Reference: SUPPORT FOR OBJECTIVES 16.0
Exhibit B-1, Appendix A, Questionnaire, p. 8 
Customer survey 

On page 8 of the Questionnaire, the following is presented as question 12 of the survey: 
 

 
 
16.1 Please explain whether question 12 was asked only to those survey respondents who selected 

option 1 in question 11 (i.e. those who indicated their willingness to pay extra each month) or to 
all survey participants, regardless of their responses to question 11. 

16.1.1 If the question was posed to all the survey participants, please explain why. 

 
In the preamble to question 12, FEI states: “Paying extra to ensure stable bills/payments applies to 
natural gas.” 
 
16.2 Given that respondents were asked to indicate “How much more […] is reasonable…”, please 

discuss the purpose of the above statement and its potential impact on survey results when 
combined with an underlining assumption, from question 12, that customers are in support of 
paying more. 

 Reference: SUPPORT FOR OBJECTIVES 17.0
Exhibit B-1, Appendix A, p 28; Appendix A, Questionnaire, p. 8; Exhibit B-1-2, p. 13, 14 
Customer survey 

On page 13 of the Revised Application, FEI states: 

By hedging near the low end of market prices in the current price environment, FEI does 
not expect hedges to be significantly out-or-the-money for an extended period and 
believes there is also the likelihood of hedging gains rather than costs over time. 
[Emphasis added] 

FEI further states on page 13 of the Revised Application: 

The survey indicates that 62 percent would be willing to pay a small premium for bill 
stability while 31 percent indicated they would not be willing to pay a premium and 7 
percent were uncertain.  

On page 14 of the Revised Application, FEI states: 

The survey results support FEI’s view that, at this time, an opportunistic hedging 
strategy is required to meet the interests of customers [emphasis added]. 
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On page 28 of Appendix A to the 2017 PRMP Application, it is stated: 

• Another four-in-ten residential customers (43%) and small commercial customers 
(46%) think the idea is ok, but they worry they will end up paying too much for 
natural gas.  

• About three in ten among both customer classes don’t like the idea and want 
FortisBC to just buy the natural gas needed at the market rate and let it fluctuate.  

 

 

 
 
On page 8 of the Questionnaire, question 13 of the survey is presented: 

 

 
 

17.1 Please confirm that a third of residential and a third of commercial customers who participated 
in the survey are against paying extra to ensure a more stable natural gas bill (31% and 30% 
respectively). 

17.2 Please confirm that 43% of the residential and 46% of small commercial customers who 
participated in the survey are concerned that “paying extra to ensure a more stable natural gas 
bill” may result in paying too much for natural gas? 

17.2.1 If confirmed, please explain whether (and, if so, why) FEI interprets these responses as 
“customers willingness to pay a small premium for bill stability.”  
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17.2.2 If confirmed, please explain how these responses support the statement made on page 
14 of the Revised Application as referred to above.  

 Reference: SUPPORT FOR OBJECTIVES 18.0
Exhibit B-1-2, p. 13.  
Customer survey 

On page 13 of the Revised Application, FEI states: 

The survey results show that, on average, residential customers would be willing to pay 
up to 3.6 percent each month and small commercial customers would be willing to pay 
up to 4.6% each month for greater stability in their natural gas bill.  

18.1 Please explain the methodology and show the calculation.  

 
B. PRICE RISK MANAGEMENT TOOLS  

 Reference: PRICE RISK MANAGEMENT TOOLS 19.0
Exhibit B-1-2, p. 13, 26 
Hedging tools 

FEI states on page 13 of the Revised Application:  

The survey results show that, on average, residential customers would be willing to pay 
up to 3.6 percent each month and small commercial customers would be willing to pay 
up to 4.6 percent each month for greater stability in their natural gas bill. 

FEI states on page 26 of the Revised Application: 

Hedging gains or costs relative to market prices are recorded, reflecting the difference 
between the hedge prices and the market prices. It is FEI’s commodity rate customers 
who receive the benefits and incur the costs related to any hedging, as reflected in the 
commodity rate. There are no additional costs incurred by ratepayers from hedging 
activity. 

19.1 Please confirm that there are no fees, costs, or premiums to place or execute fixed price swaps. 
If not confirmed, please elaborate. 

19.2 Please explain whether FEI will be managing its proposed hedging activities internally or 
externally. 

19.2.1 Please provide a breakdown of the costs associated with the implementation of the 
hedging proposal, including internal operating costs, subscription cost, external 
management cost, etc. 

19.2.2 Please indicate on which account these cost will be recorded. For example, would the 
costs be recorded in the Commodity Cost Reconciliation Account (CCRA) or Midstream 
Cost Reconciliation Account (MCRA)? 

19.3 Please explain how FEI monitors and evaluates the performance of its hedging proposal. 

19.4 Please quantify how much hedging cost on the commodity supply portfolio ($) would result in a 
customer paying 3.6% of an average residential natural gas monthly bill and 4.6% of an average 
small commercial natural gas monthly bill, respectively. 
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19.4.1 Assuming FEI executes its hedges at the price targets up to the proposed 
implementation limit of 50% of the portfolio, please explain the corresponding market 
price spread from the hedging target that would equal the 3.6% and 4.6% threshold as 
explained above.  

 Reference: PRICE RISK MANAGEMENT TOOLS 20.0
Exhibit B-1-2, p. 30 
Customer choice program 

FEI states on page 30 that: 

FEI residential and small commercial customers (rate classes 1, 2 and 3) can currently 
enter into fixed rate commodity supply offerings from marketers for terms up to five 
years with natural gas marketers under the Customer Choice program. This provides 
customers with rate stability for up to five years and customers can benefit if market 
prices and the alternative FEI commodity rate increase above their fixed rate with the 
marketer. 

20.1 Please discuss the difference between the commodity supply offerings from marketers versus 
the commodity supply that would be offered by FEI if it executes its hedging proposal. 
Specifically, please explain the customer’s exposure to price volatility, benefits/costs involved if 
market price is different from fixed/hedged rates, and the ability for both scenarios to change 
underlying commodity rates.  

20.2 Please discuss whether FEI observes that there are differences in customer preference between 
those who prefer buying commodity from gas marketers versus those who prefers to buy from 
FEI. 

20.3 Please explain whether an FEI bundled service customer would have the option to be fully 
exposed to the market price if desired under FEI’s hedging proposal. 

20.3.1 If the option is not available, please discuss how the customer survey supports limiting 
that option for FEI bundled service customers. 

 Reference: PRICE RISK MANAGEMENT TOOLS 21.0
Exhibit B-1-2, pp. 27–30 
Summary of hedging tools 

On pages 27 to 30 of the Revised Application, FBC describes fixed price swaps, call options, and costless 
collars. 
 
21.1 Please confirm, or otherwise revise, the accuracy of the table below summarizing the difference 

between fixed price swap, call option, and costless collar. In addition, please complete the table 
comparing the resources required (e.g. internal effort required by FEI to administer each 
hedging option, external management, etc.). 
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 Upside Protection 
Participation In 
Downside Price 

Movements 

Any Premium Or 
Transaction Costs Resource Required 

Fixed Price Swap Yes, price capped 
at hedged price No No  

Call Option Yes, price capped 
at call price Yes Yes  

Costless Collar 
Yes, up to a 
predetermined 
range 

Yes, up to a 
predetermined 
range 

No  

 

 Reference: PRICE RISK MANAGEMENT TOOLS 22.0
Exhibit B-1-2, p. 33 
Long-term hedging 

FEI states on page 33 of its Application that long-term hedging “is effective in meeting the primary price 
risk management objectives over a longer period. However, long-term fixed purchases can result in 
higher than market costs if market prices move lower after locking in the fixed price.” FEI further states: 
“FEI is not pursuing hedges with terms of greater than five years at this time.” 
 
22.1 Please discuss and compare the benefits, costs, and risks of short-term hedging (as approved by 

Order E-10-16), medium hedging (up to 5 years as proposed in the Revised Application), and 
long-term hedging beyond 5 years. 

22.1.1 In consideration of any similarity in costs, benefits, and risks associated with short, 
medium and long-term hedging, please elaborate on why FEI has proposed hedging up 
to the medium term only. 

 Reference: PRICE RISK MANAGEMENT TOOLS 23.0
Exhibit B-1-2, p. 34 
Volumetric Production Payment  

FEI states on page 34 of its Revised Application: “FEI is planning to explore this option [of a VPP] further 
with producer counterparties to determine if there is interest among producers and if it meets the price 
risk management objectives over the long term.” 
 
23.1 Please confirm that FEI is not requesting Panel acceptance, in the Revised Application, on its 

plan to explore VPP as a potential long-term PRM tool. If not confirmed, please elaborate. 

 Reference: PRICE RISK MANAGEMENT TOOLS 24.0
Exhibit B-1-2, pp. 15–17; Appendix B;  
Commission Letter L-27-16, FEI Gas Supply Mitigation Incentive Program (GSMIP) for 
the Period November 1, 2016 to October 31, 2019, Letter L-4-18, FEI Gas Supply 
Mitigation Incentive Program Year End Report November 2016 – October 2017 
Mitigation revenues 

On pages 15–17 and in Appendix B, FEI provides a number of price risk management tools.  
 
Attached as Appendix A to Commission Letter L-27-16, the mitigation revenue under the GSMIP model is 
shared amongst FEI ratepayers and FEI shareholders. As indicated in Letter L-4-18, in the 2015/16 and 
2016/17 gas years, FEI generated $97 million and $78 million, respectively.   
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24.1 Please explain whether FEI’s GSMIP should be considered as a price risk management tool, from 
the perspective that the mitigation revenue will benefit FEI’s ratepayers in the form of lower 
rates. If not, why not? 

24.1.1 If so, please include the GSMIP as part of the price risk management tool in Appendix B 
of the Revised Application, and provide the corresponding analysis. 

24.2 At a high level, please estimate the savings/gains in FEI’s hedging proposal. How would the 
hedging strategy benefits compare to the mitigation revenue generated by the GSMIP? 

 Reference: PRICE RISK MANAGEMENT TOOLS 25.0
Exhibit B-1-2, pp. 17–26; Letter L-5-01, BC Gas Utility Ltd. Guidelines for Gas Recovery 
Rates and Management the Gas Cost Reconciliation Balance; Letter L-40-11, FEI Report 
on Gas Cost Deferral Accounts and Rate Setting Mechanisms; Letter L-15-16, FEI 2015 
Price Risk Management Application 
Rate setting mechanisms 

Commission Letters L-5-01, L-40-11, and L-15-16 sets out the guidelines for reviewing the quarterly gas 
cost reporting for FEI Commodity Cost Reconciliation Account (CCRA) and Midstream Cost Reconciliation 
Account (MCRA) and for setting the respective gas cost rates. 
 
FEI on pages 17 and 18 of the Revised Application discusses the current rate setting mechanism as part 
of the price risk management portfolio. In addition to Letter L-5-01 and L-40-11, from the 2015 PRM 
Application, enhancements to the guidelines were approved as follows: 
 

• To implement a commodity rate change cap of +/- $1.00 with the following two provisions that 
applies to the FEI CCRA rate and the CCRA deferral account: 

o The $1.00/GJ cap is restricted for use in two consecutive quarterly review periods where 
the rate change has been in the same direction. The cap cannot be applied for the third 
quarter once it has been applied for the preceding two quarters. 

o A requirement for use of the $1.00/GJ cap is that the CCRA deferral account does not 
exceed the plus or minus maximum of $60 million after tax. 

• Three criteria to assist the Commission when considering commodity rate change proposals 
using timeframes of 24 months rather than the standard 12-month prospective period with the 
proviso that all of the criteria are met. 

o When a commodity rate change is indicated using a standard 12-month prospective 
period; 

o When there is a difference of $0.75/GJ or more between the average CCRA weighted 
average cost of gas (WACOG) for year one versus year two of the 24-month prospective 
period; and 

o When the direction of the commodity rate change indicated using a standard 12-month 
prospective period is opposite to the direction of the CCRA WACOG for year two 
compared to the CCRA WACOG for year one. 

 
In the Revised Application, Figure 3-7 on page 12 provides the FEI historical commodity rate. Figure 4-1 
on page 20 shows the market prices vs. FEI commodity rate (without hedging). 
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As of January 1, 2018, the cost of gas component of the FEI bill is $1.549/GJ.9  
 
25.1 Please state the number of instances by which FEI has used any of the rate setting mechanism 

enhancements since their approval in 2015. 

25.2 Please provide corresponding commodity rate in $/GJ to accompany Figure 3-7. 

25.3 In a separate graph with supporting data, please add the WACOG to Figure 3-7 to show the 
relationship between WACOG and the FEI commodity rate. 

25.4 In a separate graph with supporting data, please add the CCRA deferral balances to Figure 3-7 to 
show the relationship between the CCRA and the FEI commodity rate. 

25.5 To the extent possible, please re-model Figure 4-1 with hedging, hypothetically in 5% hedging 
increments from 5% up to 50%. 

25.6 For Figure 4-1, please calculate the degree of variability for AECO/NIT market prices, Station 2 
market prices, and the FEI commodity rate (no hedging). For market prices, calculate both by 
month and by quarters. 

25.7 Considering the quarterly rate setting mechanism, including the enhancements approved in 
2015, please model the maximum price volatility that can be absorbed without triggering a 
commodity rate change in one quarter. 

 Reference: PRICE RISK MANAGEMENT TOOLS 26.0
Exhibit B-1-2, pp. 22 and 25; 
Decision on the FEI 2015 PRM Application dated June 17, 2016, p. 31 
Impacts on credit facilities 

In the 2015 PRMP decision, on page 31, the panel directed FEI to include an evaluation of the option of 
increasing the acceptable CCRA deferral account balance limit to +/- $200 million to manage CCRA 
during periods of extreme volatility if FEI wished to extend the hedging program.  
 
On pages 22 and 25 of the Revised Application, FEI indicates that increasing the CCRA limit above +/- 
$60 million would negatively impact FEI’s credit facilities, including increasing financing costs. 

 
26.1 Please provide the credit agency reports that comment specifically on FEI’s commodity cost 

deferral accounts. Are there any concerns raised by the credit agencies with respect to FEI’s 
commodity cost deferral accounts since 2008? 

26.2 Did FEI engage in any independent credit analysis to evaluate how the potential +/- $200 million 
CCRA deferral account balance may affect its credit facilities? If so, please provide the analysis. If 
not, why not? 

 Reference: PRICE RISK MANAGEMENT TOOLS 27.0
Exhibit B-1-2, p. 32; Appendix B, p. 5 
Optional customer bill and rate tools 

On page 5 of Appendix B, FEI provides current option customer bill and rate tools, including the Equal 
Payment Plan and Customer Choice Program, as follows: 
 

                                                           
9 https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx; 
https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasTariffs/Documents/FEIOnePageRateSummary.pdf   

https://www.fortisbc.com/NaturalGas/Homes/Rates/Pages/Cost-of-gas.aspx
https://www.fortisbc.com/About/RegulatoryAffairs/GasUtility/NatGasTariffs/Documents/FEIOnePageRateSummary.pdf
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Management Tool Description Degree to which meets 
objectives Limitations 

Equal Payment Plan 
(EPP)  

Customers can elect to 
sign up for a program 
that smooths out their 
monthly bill payments. 
Customers’ consumption 
and commodity rates are 
forecast in order to 
average out the next 
twelve months’ bills.  

Some monthly bill 
payment smoothing will 
occur for customers 
during periods of 
relatively stable rates 
and when customers’ 
actual consumption of 
gas is close to their 
expected consumption.  

During periods of 
volatile rates and/or 
higher or lower expected 
consumption, periodic 
adjustments may be 
required within the 
twelve month period. 
This is to prevent large 
adjustments for EPP 
customers at the end of 
the twelve month term.  

Customer Choice  
Program  

Customers can elect to 
receive their commodity 
supply from a natural 
gas marketer rather than 
FEI and pay a fixed rate 
for terms up to five 
years.  

Provides commodity 
rate stability for 
customers up to five 
years. Customers can 
benefit if market prices 
increase above their 
fixed rate.  

Customers do not 
benefit if market prices 
fall below their fixed 
rate. Ability to achieve 
low rate depends on 
marketers’ offerings and 
terms. Marketers’ rates 
may include a profit 
margin.  

 
On page 32, FEI states: “Currently, about one third of customers are signed up for the EPP.” 

 
27.1 Please confirm that the optional EPP program smooths out the customer’s total bill and thereby 

providing bill stability, rather than smoothing out a specific rate component (e.g. the commodity 
rate portion of the total bill). If not confirmed, please explain. 

27.2 On an annual basis and by rate class, please provide the average number of customer sign-ups 
for the EPP since the program’s inception. Please breakdown this information for bundled vs. 
unbundled gas customers, if applicable. 

27.3 Out of the 33% of customers who elect to sign up for the EPP, please provide the customers’ 
characteristics (e.g. residential or commercial rate class, higher or lower than average gas users, 
etc.) 

27.4 Given that 33% of customers elect to sign up for the EPP, would it be fair to say that 66% of 
customers are willing to tolerate variability, or have no preference on the variability, in their gas 
bills or rates? 

27.5 Please discuss the reasons for natural gas unbundling in BC. Is one of the reasons for unbundling 
to give a market price signal to customers? To what extent should FEI’s cost of gas rate serve as 
a market price signal to customers? 

27.5.1 With FEI’s objective to provide rate stability, would this be inconsistent with the 
rationale for natural gas unbundling in BC? 

27.6 On an annual basis and by rate class, please provide the average number of customers who have 
been enrolled in the Customer Choice Program since the program’s inception. Please provide 
the customers’ characteristics (e.g. residential or commercial rate class, higher or lower than 
average gas users, etc.) 
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27.7 FEI’s proposed hedging program if approved would affect all FEI customers who pay FEI’s 
commodity rate. Have FEI or gas marketers considered any other offerings that allow voluntary 
participation for those customers who are risk averse to (i) natural gas market price volatility, (ii) 
rate instability, or (iii) bill instability? Please explain. 

27.7.1 Is it feasible for FEI or gas marketers to provide fixed commodity rate, or partially fixed 
commodity rate options for shorter (e.g. 6 to 18 months) and longer term (e.g. more 
than 5 years) durations? 

 
C. HEDGING PROPOSALS  

 Reference:  HEDGING PROPOSALS 28.0
Exhibit B-1-2, p. 8  
Jurisdiction support for hedging proposal 

FEI states on page 8 of its Revised Application that “FEI recognizes that some gas producers have hedges 
in place that protect a percentage of their production from low market prices.” 
 
28.1 Please compare and contrast the reasons that a gas producer and a gas distribution utility may 

hedge. 

28.2 Please explain whether FEI is aware of any other gas distribution utilities in North America that 
hedges part of its commodity gas portfolio. 

28.2.1 If yes, please list the utilities that use hedging strategies, and explain the reason why 
those utilities implemented hedging as part of their price risk management tool. In the 
response, please also highlight any similarities and differences between the other 
utilities’ operating environment as compared to FEI. 

28.2.1.1 Please explain whether those hedges are physical hedge or financial hedge, 
and whether there is a rationale for any preference for physical or financial 
hedge in those jurisdictions. 

 Reference:  HEDGING PROPOSALS 29.0
Exhibit B-1-2, pp. 36–37; FEI 2017-2018 Annual Contract Plan (FEI 2017/18 ACP) – 
Executive Summary, p. 5 
Medium-term hedging program  

FEI states on page 36 of its Revised Application that “FEI is requesting Commission approval of 
refinements to FEI’s existing medium-term hedging program, including extending the current hedging 
horizon and adjusting the hedging price targets, and approval of a 5-year term hedging program.” FBC 
elaborates on the hedging price targets and volumetric limit, and states that “the maximum hedging for 
any term is limited to 50 percent of the FEI commodity supply portfolio.” 
 
FEI states on page 37 that “The hedging requests … are based on the hedging implementation plan for 
year 1.” 
 
In the FEI 2017/18 ACP executive summary, on page 5, FEI provides that the daily baseload supply that 
will be received by FEI Midstream on behalf of Commodity Providers in accordance with the 
requirements of the Essential Service Model, will be 339 TJ/d in 2017/18. The FEI 2017/18 ACP was 
accepted by Commission Letter L-15-17.  
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29.1 Please confirm, or otherwise explain, that the implementation limit of 50% of the commodity 

supply portfolio is based on the baseload gas requirement as accepted in the ACP each year, 
which would have been 339 TJ/d for the 2017/18 gas year. 

29.2 Suppose the hedging implementation limit is 50%. In light of FEI’s medium-term hedging 
proposal, is FEI proposing to hedge up to 50% given its price targets based on (i) 198 GJ/d of the 
summer normal load and (ii) 539 GJ/d of the winter normal load? Please clarify. 

D. STAKEHOLDER CONSULTATION  

 Reference: STAKEHOLDER CONSULTATION 30.0
Exhibit B-1-2, p. 40 
Support for hedging 

On page 40 of the Revised Application, FEI states: 

While there was state support from some stakeholders in the 2015 workshops for 
capturing market price opportunities, there was no stated support from stakeholders 
for the strategy of limiting market price increases or price spikes with low-cost options.  

30.1 Please list the stakeholders who were in support of capturing market price opportunities and 
those who were not. 

30.1.1 Please discuss stated reasons for a lack of support by stakeholders who opposed 
capturing market price opportunities.  

30.2 Please discuss stated reasons for no support from stakeholders for the strategy of limiting 
market price increases or price spikes with low-cost options.  
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	6.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  Exhibit B-1-2, p. 26; 2015 PRM decision2F , p. 9; British Columbia Utilities Commission Order G-130-06 and Rules for Natural Gas Energy Supply Contracts3F   Purpose of hedging tools
	6.1 Please explain, in a financial context, what is the advantages and purpose of hedging over other financial instruments. Specifically, is the key purpose of hedging to provide price certainty, opportunity to gain from market speculation, or other?
	6.2 In FEI’s view, and in the context of physical and financial hedging, please compare and contrast between (i) hedging as proposed in the Revised Application and (ii) price risk management measures as contemplated in the Rules.
	6.2.1 Are there any instances in the Revised Application where FEI use the terms “hedging” and “price risk management measures” interchangeably? Please specify and explain.

	6.3 Please comment on whether the proposed hedging strategy meets the objective of “Capture opportunities to maintain commodity rates at historically low levels” if the market price is further reduced.
	6.4 Hypothetically, if the market environment suggests that there is a high likelihood for market prices to reduce in the future, please comment on whether FEI will still suggest the hedging proposal as proposed.
	6.4.1 If yes, please explain how the proposed hedging strategy implemented in the hypothetical pricing environment mentioned above meets FEI’s stated PRMP objectives.
	6.4.2 If not, please explain whether FEI is taking a market view or a risk view in determining the appropriate price risk management tool to implement.

	6.5 Hypothetically, if the market is in a “high-priced environment”, would FEI recommend any hedging strategy in aims to achieve rate stability?

	7.0 Reference:  PRICE RISK MANAGEMENT OBJECTIVES  Exhibit B-1-2, pp. 1, 5, 15–17  Incentive and purpose for the price risk management plan
	7.1 Please discuss the incentive for FEI to undertake the 2018 PRMP, from a FEI shareholder’s perspective.
	7.1.1 Would FEI shareholders be willing to bear all of the risk, including any losses, associated with the proposed hedging strategy? Please explain.
	7.1.2 Would FEI shareholders be willing to share the risk with ratepayers in FEI’s proposed hedging strategy? If so, how would this sharing mechanism look like? If not, please explain.

	7.2 Please clarify why FEI chooses to file a separate and standalone PRMP application instead of including its price risk management measures in the ACP process.

	8.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1 (2017 PRMP Application), Section 2, p. 4; Exhibit B-1-2, p. 13 Customer survey
	8.1 Please discuss how each of the customer survey objectives relate to the objectives of FEI’s price risk management as listed in the Revised Application.
	8.2 Please discuss how results of the survey have informed FEI about the sufficiency of existing price risk management tools or the need for more tools now or in the future.
	8.2.1 Please discuss how the importance of customer gas bills in relation to other household bills relate to a need for more price risk management tools?
	8.2.2 Please discuss how i) customer tolerance for bill changes and ii) willingness to pay for more bill stability inform FEI about customer willingness to bear the costs and risks of hedging?
	8.2.3 Please discuss which of the survey objectives relate to establishing customer tolerance to risks associated with hedging.


	9.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A, p. 5 Customer survey sample
	9.1 Please explain what an “online panel provider” is and why it is used to source residential customer survey participants.
	9.2 Please discuss the reason for targeted oversampling of low-income households and what is meant by an “adequate base size” of low-income households.
	9.2.1 Please explain in detail FEI’s survey sampling model, its underlying assumptions and inherent interpretation risks, with a particular emphasis on why FEI thought oversampling low-income households was necessary?

	9.3 Please compare in percentages, a proportion of low-income households sample to total residential sample in this survey, and a proportion of low-income households to total number of households in the FEI service area.
	9.3.1 Please discuss whether a proportion of low-income households in the survey sample reflects a proportion of low-income households in a total number of households which are FEI’s customers. If not, please discuss the discrepancy and impact such di...


	10.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A, Questionnaire, p. 27; Exhibit B-1-2, p. 13 Customer survey
	10.1 Please explain how FEI defines “bill stability.”
	10.1.1 Please state the difference between “bill stability” and “rate stability” as defined in objective 1 of the Revised Application.

	10.2 Please explain how and where FEI defined “bill stability” to survey respondents?
	10.2.1 If not defined in the survey, please explain what FEI understands the customers’ interpretation of “bill stability” to be and how that conclusion was reached.

	10.3 Please confirm that “equal percentages holding a contrary view” means an equal percentage of survey respondents indicate no willingness to pay more each month to provide greater stability in their natural gas bill.
	10.3.1 If confirmed, please reconcile that statement with the statement on page 13 of the Revised Application, as referred to above.
	10.3.2 If not confirmed, please explain what “equal percentages holding a contrary view” means.


	11.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A, Managing Energy Costs and Payments Survey (Questionnaire), p. 6; Exhibit B-1-2, p. 4; FortisBC Inc. – Sample Bill for Mainland Customers7F  Customer survey
	11.1 As presented above, FEI gas bills have three components: i) Delivery Charges, ii) Commodity Charges, and iii) Other Charges and Taxes. Please discuss the share of each of those components in a total bill for a) residential and b) small commercial...
	11.2 Please discuss survey respondents’ understanding of the Commodity Charges share of their total bill and which question(s) in the survey test that understanding.
	11.3 Please discuss survey respondents’ understanding that FEI’s objective to “mitigate market price volatility to support rate stability” relates only to the mitigation of volatility of commodity portion of the natural gas bill and explain which ques...
	11.3.1 If such a question was not included in the survey, please discuss why.


	12.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1-2, Section 3.3, p. 14  Customer survey
	12.1 Please indicate which question in the survey tests customers’ general understanding of hedging, and their understanding of the hedging tools that FEI proposes in its Application.
	12.1.1 If this was not explored with survey questions, please explain why.

	12.2 Please indicate which question in the survey tests customers’ understanding of hedging risks.
	12.2.1 If this was not explored with survey questions, please explain why.

	12.3 Please specify which question(s), and responses to those question(s), lead to the conclusion that “an opportunistic hedging” strategy is required.

	13.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1-2, Section 3.3 p. 13 Customer survey
	13.1 Please confirm that “a likelihood of hedging gains” also means that there is no certainty of hedging gains, i.e. hedging includes an inherent risk of costs, rather than gains.
	13.2 Please indicate which questions in the survey test customers’ tolerances for risks of potential losses associated with hedging tools.
	13.2.1 If such questions were not included, please explain.


	14.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A p. 6; Questionnaire, p.8 Customer survey
	14.1 Please confirm whether a response to question 11, which tests customers’ willingness to “pay a bit extra each month to protect against possible, larger monthly increases in the future”, was interpreted as a reflection of survey respondents’ posit...
	14.1.1 If not confirmed, please reconcile FEI’s position with its statement on page 6 of Appendix A as referred to above.


	15.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1-2, p. 14; Exhibit B-1, Appendix A, pp. 8, 26  Customer survey
	15.1 Please confirm the following:
	15.1.1 Please confirm that the above referenced survey results are the basis for the statement that “residential and small commercial customers place high-value on stability.”
	15.1.1.1 If not, please explain the basis for the quoted statement.


	15.2 Please confirm that the results of the survey as presented above, and a view that “residential and small commercial customers place high value on stability” formed the basis for the statement on page 14 of the Revised Application, that “at this t...
	15.2.1 If not confirmed, please indicate which questions in the survey, and which responses, lead to the conclusion that “an opportunistic hedging strategy is required to meet the interests of customers.”


	16.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A, Questionnaire, p. 8 Customer survey
	16.1 Please explain whether question 12 was asked only to those survey respondents who selected option 1 in question 11 (i.e. those who indicated their willingness to pay extra each month) or to all survey participants, regardless of their responses t...
	16.1.1 If the question was posed to all the survey participants, please explain why.

	16.2 Given that respondents were asked to indicate “How much more […] is reasonable…”, please discuss the purpose of the above statement and its potential impact on survey results when combined with an underlining assumption, from question 12, that cu...

	17.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1, Appendix A, p 28; Appendix A, Questionnaire, p. 8; Exhibit B-1-2, p. 13, 14 Customer survey
	17.1 Please confirm that a third of residential and a third of commercial customers who participated in the survey are against paying extra to ensure a more stable natural gas bill (31% and 30% respectively).
	17.2 Please confirm that 43% of the residential and 46% of small commercial customers who participated in the survey are concerned that “paying extra to ensure a more stable natural gas bill” may result in paying too much for natural gas?
	17.2.1 If confirmed, please explain whether (and, if so, why) FEI interprets these responses as “customers willingness to pay a small premium for bill stability.”
	17.2.2 If confirmed, please explain how these responses support the statement made on page 14 of the Revised Application as referred to above.


	18.0 Reference: SUPPORT FOR OBJECTIVES Exhibit B-1-2, p. 13.  Customer survey
	18.1 Please explain the methodology and show the calculation.


	B. PRICE RISK MANAGEMENT TOOLS
	19.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, p. 13, 26 Hedging tools
	19.1 Please confirm that there are no fees, costs, or premiums to place or execute fixed price swaps. If not confirmed, please elaborate.
	19.2 Please explain whether FEI will be managing its proposed hedging activities internally or externally.
	19.2.1 Please provide a breakdown of the costs associated with the implementation of the hedging proposal, including internal operating costs, subscription cost, external management cost, etc.
	19.2.2 Please indicate on which account these cost will be recorded. For example, would the costs be recorded in the Commodity Cost Reconciliation Account (CCRA) or Midstream Cost Reconciliation Account (MCRA)?

	19.3 Please explain how FEI monitors and evaluates the performance of its hedging proposal.
	19.4 Please quantify how much hedging cost on the commodity supply portfolio ($) would result in a customer paying 3.6% of an average residential natural gas monthly bill and 4.6% of an average small commercial natural gas monthly bill, respectively.
	19.4.1 Assuming FEI executes its hedges at the price targets up to the proposed implementation limit of 50% of the portfolio, please explain the corresponding market price spread from the hedging target that would equal the 3.6% and 4.6% threshold as ...


	20.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, p. 30 Customer choice program
	20.1 Please discuss the difference between the commodity supply offerings from marketers versus the commodity supply that would be offered by FEI if it executes its hedging proposal. Specifically, please explain the customer’s exposure to price volati...
	20.2 Please discuss whether FEI observes that there are differences in customer preference between those who prefer buying commodity from gas marketers versus those who prefers to buy from FEI.
	20.3 Please explain whether an FEI bundled service customer would have the option to be fully exposed to the market price if desired under FEI’s hedging proposal.
	20.3.1 If the option is not available, please discuss how the customer survey supports limiting that option for FEI bundled service customers.


	21.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, pp. 27–30 Summary of hedging tools
	21.1 Please confirm, or otherwise revise, the accuracy of the table below summarizing the difference between fixed price swap, call option, and costless collar. In addition, please complete the table comparing the resources required (e.g. internal eff...

	22.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, p. 33 Long-term hedging
	22.1 Please discuss and compare the benefits, costs, and risks of short-term hedging (as approved by Order E-10-16), medium hedging (up to 5 years as proposed in the Revised Application), and long-term hedging beyond 5 years.
	22.1.1 In consideration of any similarity in costs, benefits, and risks associated with short, medium and long-term hedging, please elaborate on why FEI has proposed hedging up to the medium term only.


	23.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, p. 34 Volumetric Production Payment
	23.1 Please confirm that FEI is not requesting Panel acceptance, in the Revised Application, on its plan to explore VPP as a potential long-term PRM tool. If not confirmed, please elaborate.

	24.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, pp. 15–17; Appendix B;  Commission Letter L-27-16, FEI Gas Supply Mitigation Incentive Program (GSMIP) for the Period November 1, 2016 to October 31, 2019, Letter L-4-18, FEI Gas Supply Mitiga...
	24.1 Please explain whether FEI’s GSMIP should be considered as a price risk management tool, from the perspective that the mitigation revenue will benefit FEI’s ratepayers in the form of lower rates. If not, why not?
	24.1.1 If so, please include the GSMIP as part of the price risk management tool in Appendix B of the Revised Application, and provide the corresponding analysis.

	24.2 At a high level, please estimate the savings/gains in FEI’s hedging proposal. How would the hedging strategy benefits compare to the mitigation revenue generated by the GSMIP?

	25.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, pp. 17–26; Letter L-5-01, BC Gas Utility Ltd. Guidelines for Gas Recovery Rates and Management the Gas Cost Reconciliation Balance; Letter L-40-11, FEI Report on Gas Cost Deferral Accounts and...
	25.1 Please state the number of instances by which FEI has used any of the rate setting mechanism enhancements since their approval in 2015.
	25.2 Please provide corresponding commodity rate in $/GJ to accompany Figure 3-7.
	25.3 In a separate graph with supporting data, please add the WACOG to Figure 3-7 to show the relationship between WACOG and the FEI commodity rate.
	25.4 In a separate graph with supporting data, please add the CCRA deferral balances to Figure 3-7 to show the relationship between the CCRA and the FEI commodity rate.
	25.5 To the extent possible, please re-model Figure 4-1 with hedging, hypothetically in 5% hedging increments from 5% up to 50%.
	25.6 For Figure 4-1, please calculate the degree of variability for AECO/NIT market prices, Station 2 market prices, and the FEI commodity rate (no hedging). For market prices, calculate both by month and by quarters.
	25.7 Considering the quarterly rate setting mechanism, including the enhancements approved in 2015, please model the maximum price volatility that can be absorbed without triggering a commodity rate change in one quarter.

	26.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, pp. 22 and 25; Decision on the FEI 2015 PRM Application dated June 17, 2016, p. 31 Impacts on credit facilities
	26.1 Please provide the credit agency reports that comment specifically on FEI’s commodity cost deferral accounts. Are there any concerns raised by the credit agencies with respect to FEI’s commodity cost deferral accounts since 2008?
	26.2 Did FEI engage in any independent credit analysis to evaluate how the potential +/- $200 million CCRA deferral account balance may affect its credit facilities? If so, please provide the analysis. If not, why not?

	27.0 Reference: PRICE RISK MANAGEMENT TOOLS Exhibit B-1-2, p. 32; Appendix B, p. 5 Optional customer bill and rate tools
	27.1 Please confirm that the optional EPP program smooths out the customer’s total bill and thereby providing bill stability, rather than smoothing out a specific rate component (e.g. the commodity rate portion of the total bill). If not confirmed, pl...
	27.2 On an annual basis and by rate class, please provide the average number of customer sign-ups for the EPP since the program’s inception. Please breakdown this information for bundled vs. unbundled gas customers, if applicable.
	27.3 Out of the 33% of customers who elect to sign up for the EPP, please provide the customers’ characteristics (e.g. residential or commercial rate class, higher or lower than average gas users, etc.)
	27.4 Given that 33% of customers elect to sign up for the EPP, would it be fair to say that 66% of customers are willing to tolerate variability, or have no preference on the variability, in their gas bills or rates?
	27.5 Please discuss the reasons for natural gas unbundling in BC. Is one of the reasons for unbundling to give a market price signal to customers? To what extent should FEI’s cost of gas rate serve as a market price signal to customers?
	27.5.1 With FEI’s objective to provide rate stability, would this be inconsistent with the rationale for natural gas unbundling in BC?

	27.6 On an annual basis and by rate class, please provide the average number of customers who have been enrolled in the Customer Choice Program since the program’s inception. Please provide the customers’ characteristics (e.g. residential or commercia...
	27.7 FEI’s proposed hedging program if approved would affect all FEI customers who pay FEI’s commodity rate. Have FEI or gas marketers considered any other offerings that allow voluntary participation for those customers who are risk averse to (i) nat...
	27.7.1 Is it feasible for FEI or gas marketers to provide fixed commodity rate, or partially fixed commodity rate options for shorter (e.g. 6 to 18 months) and longer term (e.g. more than 5 years) durations?



	C. HEDGING PROPOSALS
	28.0 Reference:  HEDGING PROPOSALS Exhibit B-1-2, p. 8  Jurisdiction support for hedging proposal
	28.1 Please compare and contrast the reasons that a gas producer and a gas distribution utility may hedge.
	28.2 Please explain whether FEI is aware of any other gas distribution utilities in North America that hedges part of its commodity gas portfolio.
	28.2.1 If yes, please list the utilities that use hedging strategies, and explain the reason why those utilities implemented hedging as part of their price risk management tool. In the response, please also highlight any similarities and differences b...
	28.2.1.1 Please explain whether those hedges are physical hedge or financial hedge, and whether there is a rationale for any preference for physical or financial hedge in those jurisdictions.



	29.0 Reference:  HEDGING PROPOSALS Exhibit B-1-2, pp. 36–37; FEI 2017-2018 Annual Contract Plan (FEI 2017/18 ACP) – Executive Summary, p. 5 Medium-term hedging program
	29.1 Please confirm, or otherwise explain, that the implementation limit of 50% of the commodity supply portfolio is based on the baseload gas requirement as accepted in the ACP each year, which would have been 339 TJ/d for the 2017/18 gas year.
	29.2 Suppose the hedging implementation limit is 50%. In light of FEI’s medium-term hedging proposal, is FEI proposing to hedge up to 50% given its price targets based on (i) 198 GJ/d of the summer normal load and (ii) 539 GJ/d of the winter normal lo...


	D. STAKEHOLDER CONSULTATION
	30.0 Reference: STAKEHOLDER CONSULTATION Exhibit B-1-2, p. 40 Support for hedging
	30.1 Please list the stakeholders who were in support of capturing market price opportunities and those who were not.
	30.1.1 Please discuss stated reasons for a lack of support by stakeholders who opposed capturing market price opportunities.

	30.2 Please discuss stated reasons for no support from stakeholders for the strategy of limiting market price increases or price spikes with low-cost options.




