
Janet P. Kennedy 
Vice President, Regulatory Affairs & Gas Supply 

Pacific Northern Gas (N.E.) Ltd. 
2550 - 1066 West Hastings Street 
Vancouver, BC V6E 3X2 
Tel: (604) 691-5680  
Fax: (604) 697-6210 
Email: jkennedy@png.ca

Via Web Upload and Courier 

May 25, 2018 

B.C. Utilities Commission File No.:  4.2.7 (2018) 
Suite 410 - 900 Howe Street
Vancouver, BC  V6Z 2N3

Attention: Patrick Wruck 
Commission Secretary and Manager, Regulatory Support 

Dear Mr. Wruck: 

Re: Pacific Northern Gas (N.E.) Ltd. 
Fort St. John/Dawson Creek Division 
2018-2019 Revenue Requirements Application 
PNG(NE) Responses to BCOAPO IR No. 2 

Accompanying, please find responses to the above noted Information Requests uploaded to the 
Commission’s website earlier today.   

Printed copies of the responses will be distributed by courier on Monday, May 28, 2018, including 10 
copies to the Commission’s office and a single copy to each of the parties noted below who 
registered as interveners into this Application.   

Please direct any questions regarding these applications to my attention. 

Yours truly, 

J.P. Kennedy 

cc. Leigha Worth (BCPIAC) – BCOAPO
James Wightman (BCPIAC) – BCOAPO
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REQUESTOR NAME:                                   BCOAPO et al. 

INFORMATION REQUEST ROUND NO:     #2 

TO:                                                                PNG NE Fort St. John/Dawson Creek 
(FSJ/DC) Division 

DATE:                                                           May 10, 2018 

APPLICATION NAME:                                 2018-19 Revenue Requirements Application 
 
 
 

 

1.0      Reference:    Exhibit B-5, BCUC IR 1.12.1, Take or Pay and Deliveries 

 
The referenced response states: 

 
With regards to total deliveries, PNG(NE) would like to point out that a 
significant variance in the Actual 2017 deliveries compared to Decision 2017 
deliveries pertains to one customer with a take-or-pay contract who took a lot 
less gas than the contract demand. 

 
1.1 Can PNG NE confirm that a customer on a take-or-pay contract who 

takes less than their contract demand has no adverse financial impact 
on the utility serving them? 

Response: 
 
Confirmed.  On a take-or-pay contract, the customer is obligated to pay for the contract demand 
volumes even it takes less than the contract demand. 
 
 
 

1.2 Is the customer who took less than her contract demand still 
contracting for the same contract demand in 2018 and 2019 as 
contracted for in 2017? 

 

Response: 
 
Yes, this customer is contracted for the same contract demand in 2018 and 2019 as it had contracted 
for in 2017. 
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2.0      Reference:    Exhibit B-5, BCUC IR 1.13.1 Table and BCUC IR 1.13.1.1,  
 Automotive O&M Expenses 

 
Response 1.13.1.1 states (in part): 

 
Automotive 
PNG generates its Automotive cost forecast on a consolidated basis and 
allocates amounts to PNGWest and the PNG(NE) divisions on a prorata 
basis on O&M and Capital labour costs. … On consolidated basis PNG 
had looked at the average spend on vehicles due to positive budget 
variances in 2016 and 2017 and has made use of the 2016 Actual costs 
inflated by 2% as the consolidated forecast for Test Year 2018. Actual 
overall Automotive costs have decreased from Decision 2017 mainly 
from reduced maintenance costs by performing equipment service on 
the vehicles internally as opposed to outsourcing it. 

 
2.1 Given the variance explanation provided in 1.13.1.1, please explain 

why, in the referenced Table 13.1, the Automotive O&M expenses for 
2018 appear to far exceed 2016 actual costs inflated by 2%. 

 

Response: 
 
Please see the response to BCUC IR 1.13.12.1 for a detailed discussion on how the forecast 
Automotive costs are determined and how these costs are allocated amongst divisions and between 
capital and operating activities. 
 
Consolidated Automotive costs for Test Year 2018 represent an increase of 2% based on 2016 Actuals 
but due to the allocation of these costs amongst the divisions based on operating and maintenance 
and capital labour the percentage change in Automotive O&M and capital expense may be more or 
less than this amount. 
 
PNG(NE) notes that the Test Year 2018 Automotive forecast was required by mid-year 2017 for 
preparation of the Original Application submitted in November 2017.  At this time only Actual 2016 
costs were available.  The Amended Application filed in February 2018 reflected only material 
updates to the forecast cost of service and this was not one of the items identified for update.   
 
Further, while the forecast based on Actual 2016 data is greater than a forecast based on Actual 2017 
data, PNG(NE) is not proposing any adjustments to the cost forecast.  This position is based on the 
recent escalation of gasoline costs and the fact that the forecast costs included in the Amended 
Application did not include provision for the 16.7% increase in the Carbon Tax effective April 1, 2018, 
and a further planned increase in the Carbon Tax effective April 1, 2019. 
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3.0      Reference:    Exhibit B-5, BCUC IR 1.13.7, New Engineering and Records
 Management Positions 

 
The referenced response states (in part): 
 

PNG(NE) submits that codes, standards, regulations, and accepted industry best 
practices that either govern or guide PNG(NE)’s business continue to evolve, as do 
the internal and external expectations associated with integrity management, project 
management, technical design, quality control, document control, data accuracy, 
completeness, and accessibility, and demonstration of due diligence. PNG and 
PNG(NE)’s current limited resources are already overworked trying to meet present 
day levels of expectations; therefore additional resources are required to focus on 
the delivery of the key elements noted. … 

 
3.1 Has there been a recent increase in either the number of codes, standards, 

etc., or in their speed of evolution that now necessitates an increase in 
staff? 

Response: 
 
The expectations and compliance requirements in technical codes, standards, and regulations have 
dramatically increased in recent years, particularly after major pipeline incidents in the industry and 
increasing stakeholder expectations around public safety.  In BC, this includes increasing 
requirements from the BC OGC pursuant to the Oil & Gas Activities Act/regulations, Technical Safety 
BC pursuant to the Safety Standards Act/regulations, as well as WorkSafeBC pursuant to the Workers 
Compensation Act/regulations.  There are also key CSA standards, such as CSA Z662, that have 
heightened requirements for integrity management and public safety management systems.  In 
addition, the requirements prescribed by Engineers and Geoscientists BC have elevated with respect 
to records management.  The systems and processes technical regulators are using for permitting 
and inspection have also increased the resource requirements for gas utilities.  
 
Historically, given its size, the loss of significant industrial customers by its parent company PNG-
West, and PNG(NE)’s cognizance to maintain reasonable customer rates, PNG(NE) has not had a 
strong technical organization to keep up with increasing detailed requirements or to ensure the 
complete application of existing applicable technical codes and standards, leaving the organization 
and the public exposed to potential unacceptable risk without changes.  The complete understanding 
of and appreciation of the need for application of such things as ASME B31.3 and B31G, numerous 
API standards such as API 5L, 570, 576, 579, and 1163, and additional CSA standards including B137, 
S250, Z245.30, Z247, and W178.2, for example, has been a direct result of the existing organization.  
In recent years, PNG has had third party assessments on various programs that have identified risk of 
noncompliance.  PNG’s infrastructure is also aging, with technical and asset management 
assessments needed, not only to ensure compliance, but to also effectively balance cost, risk and 
performance.  PNG also needs to “clean-up” historical records.  At this time, projects and integrity 
operations require more oversight by technical professionals to ensure compliance with codes, 
standards and regulations, and to also ensure that costly reworks are not subsequently required.   
 
PNG(NE) cannot continue to operate with legacy practices in the face of regulatory changes and 
increasing public expectations.  PNG(NE) is mindful that it needs to find an appropriate balance, 
given the relative size of the organization.  With the resources and systems proposed in this 
application, PNG(NE) believes it can meet the expectations associated with integrity management, 
project management, technical design, quality control, document control, data accuracy, 
completeness, and accessibility, and demonstration of due diligence.  
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4.0      Reference:    Exhibit B-5, BCUC IR 1.15.4, Written Off Accounts 

 
4.1 Please briefly explain the accounting treatment of monies recovered 

by a collection agency after the associated account was written off. 

Response: 
 
When PNG(NE) recovers a bad debt that had been previously written off (i.e. by accounting entry:  
Debit Bad Debt Expense; Credit Accounts Receivable), an adjustment is made to reverse the bad debt 
write-off transaction that occurred when the account was originally written-off (i.e. by accounting 
entry:  Debit Accounts Receivable; Credit Bad Debt Expense).  The monies collected can then be 
applied against the newly reinstated accounts receivable (i.e. by accounting entry:  Debit Cash; Credit 
Accounts Receivable).  
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5.0      Reference:    Exhibit B-5, BCUC IR 1.16.2, Close Interval Survey Costs 

 
5.1 Is it reasonable to expect that close interval survey costs will be 

approximately proportional to pipeline length inspected? 

Response: 
 
For the direct cost associated with the contractor conducting the survey it is reasonable to assume 
the costs will be somewhat proportional to the pipeline length inspected.  This will deviate based on 
the location from which the contractor is mobilizing, the resourcing scheme applied by the 
contractor, and the difficulty of access to and traverse of the surveyed pipelines.  Costs that are 
typically more highly variable and less directly proportional to pipeline length that contribute to 
overall CIS surveys include remoteness of the pipelines, special access and access permission 
considerations, including but not limited to costs associated with trafficking of CN and other oil and 
gas operator properties, and vegetation management in advance of surveys.  With all things 
considered, the correlation between survey length and end cost can end up very loose at best and is 
more often than not entirely project detail specific.  
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6.0      Reference:    Exhibit B-5, BCUC IR 1.20.3, Forecasting Retirement Dates 

 
6.1 Given the response to the referenced IR, is it fair to say that employees do 

not have to inform the utility ahead of time of the exact date or month that 
they intend to retire? 

Response: 
 
While PNG(NE) has an awareness of an employee’s eligibility for retirement, it does not know 
precisely when they will choose to retire.  PNG(NE) requests that its employees provide reasonable 
notice of their intent to retire.  Ideally, two-months’ notice would be considered reasonable. 
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7.0      Reference:    Exhibit B-5, BCUC IR 1.20.5, Discount Rates and Interest Rates 

 
The cited response refers to a decrease in the discount rate from 3.81% to 3.60%. 

 
7.1 Given that there is an expectation of the Bank of Canada raising its 

overnight interest rate in 2018, does it make sense to use a lower 
discount rate for the 2018 and 2019 Test Years? 

Response: 
 
In accordance with US accounting standards (US GAAP), the discount rate is required to be set by 
reference to market yields on high-quality debt instruments with cash flows matching the timing and 
amount of benefit payments from the pension plan as at the date of valuation.  “High-quality” is 
widely interpreted to mean corporate bonds rated AA or AAA, based on a September 23, 1993 letter 
by the US Securities and Exchange Commission.  The Bank of Canada overnight interest rate is not a 
consideration in selecting the discount rate under US GAAP. 
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8.0      Reference:    Exhibit B-6, BCOAPO IR 1.2.4, PNG NE Rates Proposal 

 
The referenced IR included the following preamble extracted from the 
amended evidence: 

 
“On page 6, the Amended Application states: 

 
Without the proposed rate deferral mechanism, PNG(NE)’s calculations 
indicate a revenue deficiency of $0.515 million for Test Year 2018 and a 
revenue deficiency of $0.970 million for Test Year 2019, with a cumulative total 
revenue deficiency of $1.485 million for the two-year period. These results 
would necessitate a residential delivery rate increase of approximately 7.5% in 
2018 and a subsequent increase of approximately 3.7% in 2019. The primary 
reason for the large revenue deficiency in Test Year 2018 is mainly due to the 
continuing decline in the use per account, in particular for residential 
customers, and the impact of continued capital investment in the northeast 
region. 

 
8.1 Is it a correct interpretation of the evidence that, absent deferral account 

treatment such as proposed by PNG NE in this proceeding, residential 
delivery rates would be increased by 7.5% in 2018 and by 3.7% in 2019? 

Response: 
 
Yes, it is correct to interpret that absent the proposed deferral account treatment, residential 
customer delivery rates would increase by 7.5% in 2018 and 3.7% in 2019. 
 
 
 

8.2 If the response to 8.1 confirms the suggested interpretation, can PNG NE 
confirm that a rate increase of 7.5% in 2018 followed by a further increase of 
3.7% in 2019 would raise residential delivery rates by 11.4775% in 2019 over 
2017 rates? 

Response: 
 
PNG(NE) can confirm that a rate increase of approximately 7.5% in 2018 followed by a further 
increase of  approximately 3.7% in 2019 would result in an increase in residential delivery rates by 
approximately 11.5 % in 2019 over 2017 rates.  PNG(NE) notes that the percentage rate increases 
would be slightly different between Fort St John and Dawson Creek customers as each division has a 
different delivery charge.  PNG(NE) also provides the following numerical example using an average 
of Fort St John and Dawson Creek residential delivery rates: 
 
2017:  Average residential delivery rate:  $3.961/GJ 
2018:  7.5% increase to 2017 rate:   $4.259/GJ 
2019:  3.7% increase to 2018 rate:   $4.416/GJ 
 
Change in rate from 2017 to 2019:   11.5% rate increase 
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8.3 In the response to BCOAPO 1.2.4, PNG NE explains that its proposal is to 
raise rates by 6.3% in 2018 and a further 6.1% in 2019, in conjunction with 
its smoothing deferral proposal.  Can PNG NE confirm that an increase of 
6.3% in 2018 followed by a further increase of 6.1% in 2019 would raise 
2019 rates by 12.7843% above 2017 rates? 

Response: 
 
PNG(NE) can confirm that a rate increase of approximately 6.3% in 2018 followed by a further 
increase of  approximately 6.1% in 2019 would result in an increase in residential delivery rates by 
approximately 12.8 % in 2019 over 2017 rates.  PNG(NE) notes that the percentage rate increases 
would be slightly different between Fort St John and Dawson Creek customers as each division has a 
different delivery charge.  PNG(NE) also provides the following numerical example using an average 
of Fort St John and Dawson Creek residential delivery rates: 
 
2017:  Average residential delivery rate:  $3.961/GJ 
2018:  6.3% increase to 2017 rate:   $4.212/GJ 
2019:  6.1% increase to 2018 rate:   $4.468/GJ 
 
Change in rate from 2017 to 2019:   12.8% rate increase 
 
PNG(NE) also submits that customers would be paying the same amount for natural gas for the 
combined two test periods under the scenario without the deferral account treatment and the 
scenario with the deferral account treatment. 
 
PNG(NE) provides the following numerical example assuming the average residential customer in  
this service area consumes 102.6 GJ in Test Year 2018 and 101.5 GJ n Test Year 2019 as per its 
Amended Application. 
 
Without the rate deferral mechanism, an average residential customer would pay $436.97 in Test 
Year 2018(102.6 GJ * $4.259 (per response to Question 8.2)) and $448.22 for Test Year 2019 (101.5 
GJ * $4.416 (per response to Question 8.2)), totaling $885.19 for the two years. 
 
With the rate deferral mechanism, an average residential customer would pay $432.15 in Test Year 
2018 (102.6 GJ * $4.212 (as per above)) and $453.50 for Test Year 2019 (101.5 GJ * $4.468 (as per 
above)), totaling $885.65 for the two years. 
 
As noted, with or without the rate deferral mechanism, the average residential customer would 
effectively be paying the same amount for its natural gas service over the two year period. 
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9.0     TOPIC: Rate Design Alternatives 

 
9.1      Is PNG NE currently considering any initiatives with respect to providing 

rate relief to low income households?  If so, please provide details.  If 
not, please explain why this is not currently being done and the timeline 
during which the utility expects to begin addressing this issue. 

Response: 
 
PNG(NE) is not currently considering any initiatives with respect to providing rate relief to low 
income households other than the provision of the residential low income programs such as the 
Energy Savings Kits and the Energy Conservation Assistance Programs offered to customers as part of 
PNG’s Energy Conservation and Innovation (Demand Side Measures) Programs that have been 
approved by the Commission. 
 
PNG(NE) also notes that this matter was raised during the 2016-2017 Revenue Requirements 
Application and addressed in the 2016-2017 Decision whereby the Commission considered this issue 
to be outside of the scope of a revenue requirements application.  PNG(NE) has reproduced below an 
excerpt on this matter from its Reply Argument for the 2016-2017 Revenue Requirements 
Application: 
 

“The BCOAPO has requested that affordability concerns facing PNG’s low income 
residential ratepayers be addressed in PNG(NE)’s forthcoming rate design application.1  
PNG(NE) reiterates that a cursory review of other jurisdictions where programs were 
targeted at low-income customers indicated such programs were only offered by 
utilities if federal, provincial or state legislation or regulations mandated them.2  
PNG(NE) submits that the Commission should not direct it to address low income rate 
proposals in its forthcoming rate design application.  Not only would a direction of this 
nature result in a requirement for PNG(NE) to engage and pay for additional resources 
to create and administer such a program that would be recovered in its cost of service, 
PNG(NE) does not believe that the Utilities Commission Act would permit discrimination 
in rates in favour of low income residential ratepayers.  Section 59 (2) (b) of the Utilities 
Commission Act provides that a public utility must not extend to any person a form of 
agreement, a rule or a facility or privilege, unless the agreement, rule, facility or 
privilege is regularly and uniformly extended to all persons under substantially similar 
circumstances and conditions for service of the same description (emphasis added).” 

 
 
 
  

                                                           
1
 BCOAPO Final Argument, para. 32, 2016-2017 Revenue Requirements Application 

2
 PNG(NE) Final Argument, para. 70, 2016-2017 Revenue Requirements Application 
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9.2      Would one of the rate design alternatives that PNG NE explore be a 
change in the percentages of revenue recovered through the fixed and the 
variable components of the delivery charge? 

Response: 
 
At this time, PNG(NE) is not considering changing the portion of revenues collected through the fixed 
and variable components of the delivery charge.  PNG(NE) considers that general rate design 
principles align cost recovery with cost causation.  The significant majority of the costs associated 
with owning, maintaining and operating a gas distribution utility are independent of the quantity of 
gas flowing through the pipes and of the number of customers the utility serves.  These costs are 
therefore fixed and should in fact be recovered through a fixed charge, leaving the costs that are 
truly variable to be recovered through the variable delivery charge.   
 
In practice this form of rate design is rarely if ever, implemented, and utilities generally prefer to 
implement some degree of price signal into their rate design. 
 
 
 

9.3      Please provide PNG NE’s views with respect to the appropriate revenue 
 recovery (i) from the fixed charge and (ii) the variable charge. 

Response: 
 
Please see the response to Question 9.2. 
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