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Pacific Northern Gas Ltd.  
Application for a Certificate of Public Convenience and Necessity  

for Construction of Kitimat Regulating Station LDS#2 
 

INFORMATION REQUEST NO. 1 ON DEPRECIATION RATES TO  
PACIFIC NORTHERN GAS LTD. 

 
 

 

 Reference: DEPRECIATION 
Exhibit B-1, p.10 
Depreciation Rates 

On page 10 of the Application for a Certificate of Public Convenience and Necessity for 
Construction of the Kitimat Regulating Station LDS#2 (Application), Exhibit 2-1 presents an 
analysis whereby “the LDS#2 assets have been depreciated at the average depreciation rates 
for distribution assets (base case). This reflects the expectation that this long-life asset will 
continue to be used and useful beyond the initial GSA [gas sales agreement] term.”  
 
On page 10 of the Application, Exhibit 2-2 presents an analysis “[f]or illustrative 
purposes….to demonstrate the impact on the NPV [net present value] of the incremental 
margin if the LDS#2 assets were to be depreciated evenly over the primary term of the GSA 
at a flat rate of 20% per year (depreciate capital cost over 5 years). This scenario illustrates 
that under the contractual arrangements the capital cost of LDS#2 would be fully recovered 
and that incremental margin of $[redacted] million would also be generated over the primary 
term of the GSA.” 
 
1.1 Please describe the method of deprecation Pacific Northern Gas Ltd. (PNG) will use 

for the LDS#2 assets. Please explain if this method is consistent with PNG’s existing 
regulatory practice and describe any differences. Please include the applicable 
deprecation rates by asset class.  

Response: 
 
PNG anticipates depreciating the LDS#2 assets in accordance with its established regulatory practice 
of depreciating assets over their estimated useful lives.  LDS#2 is a distribution regulating station and 
therefore primarily comprised of assets classified to BCUC 477 – Regulating.  BCUC 477 assets are 
depreciated over the estimated useful life of 35 years for assets in this class at a rate of 2.857%.  This 
is what has been modeled in PNG’s financial analysis presented in Exhibit 2-1a of the Application.   
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1.1.1 Applying the above-mentioned method of depreciation, please provide the 
undepreciated balance of the LDS#2 assets at the end of the primary term of 
the GSA term.  

Response: 
 
The undepreciated balance of the LDS#2 assets at the end of the primary term of the GSA term is 
$1,624,237.   
 
Please also see PNG’s response to BCUC Confidential IR 1.2 and the associated financial analysis exhibit.  
The undepreciated balance of $1,624,237 is illustrated in Cell H68 of the Excel file referenced in that 
response, in the worksheet named “CIR 1.2-2-1a LDS#2 4.5yr Reg”. 
 

 
 

1.1.2 If the LSD#2 assets are no longer used and useful at the end of the primary 
term of the GSA term, please provide the proposed regulatory accounting 
treatment for the undepreciated plant balance of the LDS#2 assets, and the 
average annual rate impact of this treatment for PNG’s existing ratepayers. 

Response: 
 
As noted in the Application and in the response to Question 3.2, PNG strongly believes that the LDS#2 
assets can and will be repurposed for other requirements once service under the terms of the GSA 
ends. 
 
In the unforeseen event that the LDS#2 assets are determined to be no longer used and useful at the 
end of the primary term of the GSA, PNG would propose to retire the asset and defer the 
undepreciated plant balance of the LDS#2 assets in the Ordinary Plant Gains and Loss deferral account 
to be amortized over five years.  This would be consistent with PNG’s current BCUC-approved 
treatment for asset retirements.  
 
Using the approved cost of service for 2019, the current residential delivery rate of $12.16/GJ and the 
2019 average residential customer use per account of 70.8 GJ/year, PNG estimates the average annual 
residential bill impact of amortizing the undepreciated plant balance over a five-year period is an 
increase of $8.33 during the five-year amortization period.  PNG notes that during the primary term of 
the GSA, the average annual residential bill impact is a decrease of $35.21. 
 
Please also see PNG’s response to BCUC Confidential IR 1.1 and the associated financial analysis 
exhibits.   
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1.2 If PNG were directed to use a depreciation rate based on the primary term of the 

GSA contract for the LDS#2 assets, please discuss the mechanics of how the 
accounting for this would be implemented and if there would be any associated 
administrative considerations or costs. 

Response: 
 
If PNG were directed to use a depreciation rate based on the primary term of the GSA contract, PNG 
would consider setting up the asset separately under BCUC 479 – Other Distribution asset.  This asset 
grouping allows for the isolation of an asset to facilitate the use of a depreciation rate that is different 
from those established for similar pooled assets by depreciation studies.  This treatment would have 
administrative considerations only and would not have a material incremental cost to PNG. 
 
Please also see the response to Question 1.3. 
 
 
 

1.3 If PNG were directed to use a depreciation rate based on the primary term of the 
GSA contract for the LDS#2 assets, please discuss if this would result in a different 
accounting treatment for regulatory accounting purposes as compared to financial 
reporting. If so, are there any administrative considerations or costs associated with 
this? 

Response: 
 
PNG believes there would be a difference in the accounting treatment for regulatory purposes and 
financial reporting under US GAAP if PNG were directed to use a depreciation rate based on the 
primary term of the GSA contract.  Per US GAAP ASC 360-10-35-4, depreciation “aims to distribute the 
cost or other basic value of tangible capital assets, less salvage (if any), over the useful life of the unit.”   
 
As discussed in PNG’s response to Question 1.1, assets related to LDS#2 have an estimated useful life 
of 35 years.  In contrast, the primary term of the GSA contract is only for 4.5 years.  The use of a 
depreciation rate based on the primary term would result in accelerated depreciation of assets and 
recognition of amortization expenses that would be materially different than what is permitted under 
US GAAP. 
 
If PNG were directed to use a depreciation rate based on the primary term, it could result in PNG 
keeping two sets of accounting records – one for financial reporting under US GAAP and one for 
regulatory purposes – to track differences in asset value and amortization expenses, thus doubling the 
administrative time and effort required to account for the LDS#2 assets.  PNG would track the 
accounting records for financial reporting purposes using its financial system and will likely require 
spreadsheets to manually track and maintain the regulatory accounting records.  The incremental cost 
to PNG would not be material. 
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 Reference: DEPRECIATION 
Exhibit B-1, p. 10; Accounting Standards Codification (ASC), Master 
Glossary, ASC 360-10-35-41 
Useful Life and US GAAP 

The Financial Accounting Standards Board ASC Master Glossary defines Useful Life as “The 
period over which an asset is expected to contribute directly or indirectly to future cash 
flows.” 
 
Further, ASC 360-10-35-4 states that: 

The cost of a productive facility is one of the costs of the services it renders 
during its useful economic life. Generally accepted accounting principles 
(GAAP) required that this cost be spread over the expected useful life of the 
facility in such a way as to allocate it as equitably as possible to the periods 
during which services are obtained from the use of the facility. This 
procedure is known as depreciation accounting, a system of accounting 
which aims to distribute the cost or other basic value of tangible capital 
assets, less salvage (if any), over the estimated useful life of the unit (which 
may be a group of assets) in a systematic and rational manner. It is a process 
of allocation, not of valuation. 

2.1 Please identify the relevant factors from PNG’s perspective that should be 
considered in determining the useful life of an asset for the purpose of setting 
depreciation rates in accordance with US GAAP.  

Response: 
 
PNG considers various factors in determining the estimated useful life of an asset which are discussed 
in US GAAP in ASC 350-30-35-3: 

 The intended use of the asset by the entity; 

 The expected useful life of another asset to which the useful life of the asset may relate; 

 Any legal, regulatory, or contractual provisions that may limit the useful life; 

 The entity’s own historical experience in working with similar assets; 

 The effects of obsolescence, demand, competition, and other market conditions; and 

 The level of maintenance required to obtain the expected future cash flows from the asset. 
 
PNG notes that, similar to most other utilities, useful life estimates are supported by periodic 
depreciation studies undertaken by independent depreciation consultants.  Depreciation studies give 
consideration to estimated lives for asset groups, including a peer review and consultation with utility 
staff to identify company-specific factors that may impact service lives.  The last depreciation study for 
PNG was completed in August 2017 with the resultant depreciation rates being implemented effective 

                                                           
1 Accounting Standards Codification, Master Glossary retrieved from 

https://asc.fasb.org/help&cid=1175804734816#master_glossary_1176153627844. 

https://asc.fasb.org/help&cid=1175804734816#master_glossary_1176153627844
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January 1, 2018.  The 2017 Depreciation Study and the rates proposed therein were subject to BCUC 
review and approved as part of PNG’s 2018-2019 Revenue Requirements Application. 

 
 
 
2.2 Does PNG consider that setting depreciation rates using contract terms as the basis 

for useful life is permitted under US GAAP? Please explain why or why not, with 
reference to the relevant factors that should be considered and the applicable US 
GAAP section.  

Response: 
 
PNG considers that setting depreciation rates using contract terms as the basis for useful life is not 
permitted under US GAAP.  The US GAAP ASC Master Glossary defines the term “Useful Life” as “the 
period in which the asset is expected to contribute directly or indirectly to future cash flows.”   
 
As described in response to Question 3.2, PNG believes there to be a likely occurrence that the LDS#2 
assets will be repurposed post-use for the LNGC Project.   Consequently, the LDS#2 assets are expected 
to generate cash flows, either directly or indirectly, after the primary and any renewal contract terms 
expire as the assets can be repurposed for various other cash generating uses.  Considering the useful 
life of LDS#2 assets as discussed in response to Question 1.1, useful life exceeds contract terms by a 
material amount. 
 
PNG notes that theoretically it is possible for contract terms and useful life to be the same under US 
GAAP if an entity does not intend to use assets for cash generating activities after contract terms end.  
As discussed above, this is not the case for LDS#2 assets. 
 
As noted above, setting depreciation rates using contract terms is not permitted under US GAAP.  PNG 
also believes that setting depreciation rates using contract terms could result in unintended 
consequences such as greater administrative efforts and intergenerational inequity in situations where 
the asset can be reused after the expiration of the contract term. 
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Exhibit 2-1 on page 10 of the Application presents an analysis whereby “the LDS#2 assets 
have been depreciated at the average depreciation rates for distribution assets (base case). 
This reflects the expectation that this long-life asset will continue to be used and useful 
beyond the initial GSA term.” 
 
2.3 Please provide PNG’s estimate of the useful life of the LDS#2 assets by asset class, 

with a discussion of the rationale to support the estimate.  

Response: 
 
PNG anticipates depreciating the LDS#2 assets in accordance with its established regulatory practice 
of depreciating assets over their estimated useful lives.  As noted in response to Question 2.1, 
estimated useful lives of assets are established and reviewed periodically as part of the depreciation 
study process.   
 
The estimated useful lives applied by PNG in its analysis and in practice are those per the 2017 
Depreciation Study.  LDS#2 is a regulating station and therefore primarily comprised of assets classified 
to BCUC 477 – Regulating.  BCUC 477 assets are depreciated over the estimated useful life of 35 years 
for assets in this class at a rate of 2.857%.  This is what has been modeled in PNG’s financial analysis 
presented in Exhibit 2-1a of the Application.   
 
PNG notes that the 2017 Depreciation Study was filed as Appendix D to Exhibit B-1-1 of the PNG-West 
2018-2019 Revenue Requirements Application proceeding. 
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 Reference: CONTRACT TERM 
Exhibit B-1, Section 2.1, p. 6 
Potential Future LNGC demand 

On page 6 of the Application, PNG states: 

For context, PNG notes that is has been in discussions with JFJV [JGC Fluor BC 
LNG Joint Venture] on three separate requests for natural gas service that 
are related to the LNGC Project: 

1. Temporary Compressed Natural Gas (CNG) Service – request for PNG 
to provide temporary CNG service for existing facilities for a period 
of approximately 6 months; 

2. Construction Period Service – request for PNG to provide natural gas 
service primarily for a workers’ accommodation centre (WAC) and 
temporary construction facilities (TCF) for a period of approximately 
4.5 to 10 years; and 

3. Post-construction Service – request for PNG to provide natural gas 
service for non-process related facilities for a period of 20+ years. 

3.1 Please discuss, with reference to any additional information currently available, the 
likelihood that JFJV will request PNG to i) extend the Construction Period Service to 
10 years and ii) to provide Post-construction service for a period of 20+ years, 
respectively. 

Response: 
 
The construction of the first phase of the LNGC Project is expected to be complete within the initial 
GSA term.  During that period, LNG Canada will be evaluating the economics of developing an 
additional phase of the project.  The economics of the next phase of the LNGC Project will depend on 
the costs of construction and natural gas supply, plus the sales price in the markets served by LNG 
Canada.  Therefore, it is currently unknown whether JFJV (or LNG Canada) will request an extension of 
the GSA to 10 years, however, this may become more apparent towards the end of the initial GSA 
term.   
 
Given the exclusive purpose of the LDS#2 service for the LNG Canada plant during the construction 
period, and the physical location of LDS#2 relative to the LNG Canada facility post-construction, it is 
possible but unlikely that LDS#2 will be required to provide service at the given location beyond the 
10-year service period previously referenced.   
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3.2 When JFJV no longer requires gas service by PNG, please discuss the likelihood and 

timing that LDS#2 will be used to serve another customer during its remaining useful 
life. 

Response: 
 
LDS#2 was built to specifically provide natural gas supply to the very large “temporary” camp which 
has been built to support the construction of the first phase of the LNGC Project.  PNG has assumed 
that there is no further need for the LDS#2 facility once the LNGC Project construction is complete.  
However, as the LNG Canada plant design progresses, and/or should LNG Canada make the decision 
to proceed with a second phase of facility expansion, there may ultimately be a need for ongoing gas 
supply at this location.  If not, the LDS#2 equipment will be removed (as requested by the land owner, 
Rio Tinto) and salvaged for future repurposing.   
 
With minor modifications, the packaged station could be reused for future needs at alternate 
locations.  With potential industrial and large commercial developments in the PNG service territory, 
it is probable that the station could be reused for the remainder of its useful life.  At completion of 
LNGC Project construction, and after the physical removal of LDS#2, the station will be laid up by way 
of best practices, ensuring the station equipment is in optimal condition and the useful life maximized 
for the likely occurrence of repurpose.  
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