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Reply to: Leigha Worth 
lworth@bcpiac.com  

Ph: 604-687-3034 

January 21, 2019 

VIA E-FILING 

Patrick Wruck 
Commission Secretary 
BC Utilities Commission  
6th Floor 900 Howe Street  
Vancouver, BC V6Z 2N3                                                                                       Our File: 7310.701 

Dear Mr. Wruck, 
 
Re:  FortisBC Energy Inc. – Application for a Change to the  

System Extension Fund Pilot Program 

  
Please be advised that we provide the following comments in regards to the above-

noted application on behalf of our client groups known in this and other regulatory 

processes as BCOAPO or BCOAPO et al. The member groups of BCOAPO et al. 

represent the interests of low and fixed income residential energy consumers before the 

BC Utilities Commission (Commission or BCUC) and, more specifically in this process, 

the interests of Fortis’s low and fixed income residential natural gas ratepayers. As 

such, all of BCOAPO’s member organizations have a direct and material interest in the 

outcome of this Application. 

The Application 

On October 15, 2018, FortisBC Energy Inc. (FEI) filed an application with the BCUC 

requesting approval to amend the System Extension Fund (SEF) pilot program to allow 

the SEF to fund 100% of the Contribution in Aid of Construction (CIAC) to a maximum 

of $10,000 per customer, as opposed to the current limit of 50% of the CIAC. 

On January 11, 2019, FEI submitted Supplemental Information requested by the BCUC.  

We have reviewed the Application and Supplemental Information and submit that there 

is no evidence to support the FEI’s belief “that the proposed change to the funding rules 
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will result in more equitable access to the natural gas system, enhance the potential for 

additional customer attachments, and improve the economics of any affected main”1. 

Equitable Access to the Natural Gas System 

In the Application, FEI notes the following regarding the existing contributory model2:  

In the existing contributory model the customer has two choices: 

1. Pay the full CIAC upfront and potentially receive a pro rata 

refund of the CIAC if any other homeowners decide to connect to 

the main within the following five-year period whereby the other 

homeowners pay a portion of the original CIAC; or 

2. Decide to not connect to the natural gas system as the cost is 

too high. 

… 

The implementation of the SEF pilot program introduced a third option 

for customers: 

3. Apply for SEF assistance to offset 50 percent of the CIAC cost 

and pay the remaining 50 percent themselves (or more if the CIAC 

exceeds $20 thousand).  Under this option, 100 percent of the 

CIAC is paid off upfront (50 percent by the SEF to a maximum of 

$10 thousand per customer and the initial customer paying the 

remaining CIAC balance). In practice this means that 

neighbouring homeowners who later choose to connect to the gas 

system can do so simply by paying the Application Fee. Normally, 

reducing the cost for future customers to connect has beneficial 

consequences in the calculation of the MX test, such as improving 

Profitability Index (PI) scores and reducing the CIACs as FEI is 

able to forecast these additional connections, and their gas load, 
                                                
1
 Exhibit B-1, pp. 1-2 

2
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in the MX test. In the context of the SEF pilot program, however, 

FEI has observed that there are unintended consequences.  While 

the first customer would receive assistance from the SEF pilot 

program, they would also pay the remaining CIAC and have no 

opportunity to recover any of their contribution by the attachment 

of additional customers in future, as would occur under the original 

contributory model. Therefore, the original customer that receives 

SEF assistance effectively subsidizes, at significant personal cost, 

access to the gas system for their neighbours.  Naturally this 

strikes many potential SEF participants as unfair and, as a result, 

they simply choose not to proceed. 

Emphasis added 

In order to address the issue outlined above, it would be more logical to align the SEF 

pilot with the existing contributory model which would allow the original customer that 

receives SEF assistance to recover a part of their CIAC from those who choose to 

attach later. This seems fair and would still require some financial contribution from 

those who benefit. 

In the Application, FEI concludes that the proposed change will provide equal support to 

all potential customers who may connect to the new main extension:3  

2. With the SEF paying 100 percent of the CIAC then all potential 

customers who may connect to the new main extension are provided 

equal support and access to natural gas. The first customer is not 

forced to pay more which, in effect, subsidizes the access of their 

neighbours. 

FEI proposes that a 100% contribution rule be implemented on the first of the month 

following a BCUC decision, if approved4.  

                                                
3
 Exhibit B-1, p.5 

4
 Exhibit B-1, p. 6 



 

4 

In other words, the change will not apply retroactively to the participants who have 

already subsidized access to the gas system for their neighbours.   It is our position that 

the proposed change is not fair to the early SEF pilot participants, as it will effectively 

penalize them by subsidizing only 50% of their CIAC and this unfairness may tend to 

dampen the public’s willingness to participate in programs where only partial funding 

supplementation in the hopes that late adopters may benefit from full or more funding. 

In the Supplemental Information, FEI responded the BCUC’s question #6 as follows5:  

Q6: Reasons why homeowners declined the opportunity to 

participate.   

A6: The primary reason why homeowners declined to participate 

in the SEF and pursue the funding that was offered to them is that 

the cost to connect remains too high for many homeowners even 

after the SEF would have provided assistance. The cost of the 

CIAC can, in and of itself, represent a significant barrier to many 

homeowners who could potentially benefit from access to the gas 

system. In other cases, homeowners find the cost to be a barrier 

when a significant CIAC is added to the cost of replacing 

appliances with natural gas burning equipment. … 

In any and all identified cases where there is a financial need for assistance e.g., in the 

case of low-income ratepayers for whom the cost of their main extension is a strong 

enough barrier to participate in the pilot even with a 50% contribution, BCOAPO fully 

supports the provision of the financial assistance necessary to allow them to participate 

up to and including 100%.  However, the information on the record only supports the 

notion that the quantity of service demanded by the homeowners increases as the price 

paid by the homeowner decreases (aka ‘the law of demand’): that observation, on its 

own, does not – in our view – justify such a marked change to the subsidy program. 

We invite the applicant to submit evidence as to the financial assistance required to 

make participation possible for non-participants; we submit that the evidence only 
                                                
5
 Exhibit B-2, p.3 



 

5 

demonstrates that non-participants would like to make a lower contribution or none at all 

to get service.   

Well…wouldn’t we all. 

Again, the narrative in the evidence characterizes the current subsidy as being 

inadequate vis-à-vis “the financial barrier” but some, possibly many, of the non-

participants may be choosing to wait until the deal is sweetened. 

Enhancing the potential for additional customer attachments 

In the Supplemental Information, FEI responded the BCUC’s question #2 as follows6:  

Q2: Dollar values of the approved requests in 2018 year to date; 

A2: In 2018 the SEF awarded a total of $392,715 to the 167 

participating homeowners. In other words, this is the funding 

provided by the SEF to all those homeowners that were approved 

and that decided to participate as the funding levels met their 

needs.  Had the other 107 homeowners who were approved to 

participate done so, the awarded funding would have reached 

$857,483. These 107 homeowners elected not participate, 

however, primarily because the cost barrier remained too high. 

According to the provided statistics, the average amount given to each participant was 

$2,352 ($392,715/167), and contributed $2,352. 

The other 107 homeowners would have received a total of $464,738 ($857,453 – 

$392,715) or an average of $4,343 ($464,738/107) as a subsidy to complement their 

$4,343 contribution – had they made it and joined the pilot program. 

Answering the BCUC’s question #3 regarding reasons for denying funding, FEI 

submitted7:  
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A3:  The only reason for denying funding assistance to an eligible 

homeowner would be exhaustion of the available funding in a given 

year. FEI has not yet encountered this situation since the pilot began in 

2017.  

There were no homeowners in 2017 or 2018 who applied to the SEF 

and were denied their funding request. … 

The total budget of this program is $1 million per year.8 If 100% contribution had been in 

effect in 2018, assuming the same number of participants opted in, the SEF would have 

awarded $785,430 ($392,715 x 2) to those 167 participating homeowners. This would 

leave $214,570 ($1M - $785,430) in the SEF for any additional applicants. Under the 

proposed rule, the cost of funding for the remaining 107 homeowners, who declined to 

participate in 2018, would be $929,476 ($464,738 x 2). In other words, with the SEF 

paying 100% of the CIAC, the funding available in 2018 was not sufficient to assist all 

274 eligible homeowners.  

As illustrated by the 2018 example above, a lion’s share of the SEF ($785,430) could 

potentially subsidize homeowners with a lower average CIAC, who would participate in 

the SEF pilot even with a 50% subsidy. This outcome significantly defeats the purpose 

of the proposed change, namely, to “improve participation in and the effectiveness of 

the SEF pilot program”.  

Alternatively, the SEF could have been all but drained by the 107 homeowners who 

declined to participate with the higher CIAC ($929,476), leaving nothing for the 

remaining applicants who did actually avail themselves of this opportunity. Under this 

scenario, 167 homeowners who participated in the Pilot in 2018 with a 50% subsidy 

would be left without any funding. Assuming that they decline to participate without the 

SEF assistance, the overall participation in the SEF pilot would decrease (107 

participants under a new rule v. 167 under the current rule).   This outcome is also in 

odds with the alleged purpose of the proposed change. 

Improving the economics of any affected main 
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In the Application FEI reminded the underlying objective for a 50% rule9:  

The 50 percent customer contribution was, as indicated in the 2015 

Application in the responses to BCUC IRs 1.18.1 (Exhibit B-3) and 

2.16.1 (Exhibit B-9), intended to ensure that a customer makes a 

reasonable financial contribution prior to undertaking construction of a 

new main extension. FEI now believes that the 50 percent pay provision 

leaves many homeowners with required contributions that are, even 

after the SEF contribution is applied toward the CIAC, too expensive to 

accept. 

In the application materials FEI has not explained why a 0% contribution by the 

homeowner is considered “a reasonable financial contribution”. FEI has also not 

addressed the question whether all mains extensions “too expensive [for the 

homeowner] to accept” should be approved regardless of the strength of the economic 

case that supports them.  

In the Application, FEI concludes the following10: 

1. Paying 100 percent of the CIAC (up to a maximum of $10 thousand 

per customer) most effectively overcomes the financial barrier 

presented by a CIAC. This is especially true in the case of those 

homeowners with higher cost CIACs who typically decline to participate 

as the financial support provided under the current program is not found 

to be sufficient. 

This language suggests that homeowners who decline the existing 50% CIAC subsidy 

cannot afford to participate.  However, for some (or many) this may be a choice.  

Increasing the maximum above $10,000 would also reduce “the financial barrier.”  It is 

not clear why – just because some customers declined a 50% subsidy - that a 100% 

CIAC subsidy is the correct policy choice. 

FEI Incentive 
                                                
9
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Under traditional ratemaking principles, a CIAC is customer contributed capital: that is, 

the utility does not get to add the total CIAC to its rate base and therefore does not get 

to “earn” any equity return, debt costs, income taxes, or property taxes on CIAC since 

these monies were paid in by ratepayers – they were not capital the utility had to raise 

or finance. 

Under the 100% subsidy scheme, it seems that in the future, all the SEF funding will be 

added to rate base and as such, provide a stream of revenues to the utility (in revenue 

requirement paid by ratepayers) for equity return, debt costs, income taxes, and 

property taxes.  The result of this is likely to be that the full SEF amount will be added to 

rate base in each year that there is no customer requirement to contribute any capital.  

The proposal is a bonus to the utility under the guise of being “equitable.” 

All of which is respectfully submitted. 

Sincerely, 

BC Public Interest Advocacy Centre 

 

Original on file signed by 

 
Leigha L. Worth 
Executive Director 
Barrister & Solicitor 
 

Original on file signed by 

 

Irina Mis  

Barrister & Solicitor 

 




