
 
 

 
Verlon G. Otto 
Director, Regulatory Affairs 
 

Pacific Northern Gas (N.E.) Ltd. 
750 – 888 Dunsmuir Street 
Vancouver, BC V6C 3K4 
Tel: (604) 691-5680  
Fax: (604) 697-6210 
Email:  votto@png.ca 

 

Via E-File   
 
July 21, 2020 
 
B.C. Utilities Commission                                        File No.:  4.2(2020)                                                                    
Suite 410, 900 Howe Street 
Vancouver, BC V6Z 2N3 
 
Attention: Marija Tresoglavic 
 Acting Commission Secretary 
 
Dear Ms. Tresoglavic: 
 
Re:  Pacific Northern Gas (N.E.) Ltd. 

Application for a Certificate of Public Convenience and Necessity to  
Implement Automated Meter Reading (AMR) Infrastructure 
Response to BCOAPO Information Request No. 1 

 
Accompanying, please find the response of Pacific Northern Gas (N.E.) Ltd. to the referenced 
information request.   
 
Please direct any questions regarding the application to my attention. 
 

Yours truly, 
 
Original on file signed by: 

 
Verlon G. Otto 
 
Enclosure 
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REQUESTOR NAME:  BCOAPO et al. 
INFORMATION REQUEST ROUND NO:  #1 
TO:  PNG (N.E.) Ltd. 
DATE:  July 7, 2020  
APPLICATION NAME: CPCN to Implement Automated Meter 

Reading Infrastructure   
 

 
 

 
1.0 Reference: Exhibit B-3, BCUC IR 1.4.1 

 
The referenced response states (in part); 
 
PNG(NE) notes that based on the quotes received for the fixed network option the net 
present value of customer costs over a 20-year period was $32,656,477. This was 
due to the high initial capital costs of $23,101,603, primarily related to fixed network 
infrastructure, and ongoing operational costs which averaged over $1.4 million 
annually, primarily for the smart meter network infrastructure and meter data 
management system. 
 
By comparison, the financial analysis conducted on the mobile AMR alternative 
demonstrated a net present value of customer benefits of almost $2.1 million.   
 
1.1 Please provide the net present value of customer costs over a 20-year period 

for the proposed AMR system.   

Response: 
 
To be clear, the proposed AMR Project results in reduced costs over the life of the project.  As there is 
no incremental revenue from the AMR Project, the net present value of customer benefits is related 
entirely to an overall reduction in costs.  The net present value of the reduced operating costs over a 
20-year period is $6,320,847.   
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1.2 Please provide the net present value of the recoveries in rates from customers 
over a 20-year period associated with the proposed AMR system and rates. 

Response: 
 
The net present value of the recoveries of incremental capital costs in rates from customers over a 20-
year period for the proposed AMR Project is $4,117,244.  However, PNG(NE) notes that its analysis 
included the amortization of ending rate base after 20 years over a 5-year period, consequently, the 
net present value of these cost recoveries in rates from customers over the full 25-year analysis period 
for the proposed AMR Project is $4,142,271.   
 
Netting the net present value of the full amount of incremental capital costs of $4,142,271 against the 
net present value of operating cost savings of $6,320,847 noted in response to Question 1.1 yields the 
net present value of anticipated net cost reductions of $2,178,576 as presented in the Application (see 
Exhibit 2-6, page 18). 
 
 

 

1.3 Please provide the expected salvage value of the project assets at the end of 
20 years. 

Response: 
 
The project assets are expected to have a net salvage value of nil at the end of 20 years.  As described 
in the Application, the AMR Project assets consist of the installed ERTs and the mobile data collection 
devices which are not expected to have any residual value.  As noted in response to Question 1.2, at 
the end of the 20-year evaluation period there is a forecast ending rate base balance that is estimated 
to be approximately $234,000 (see Appendix B to the Application under column 2040E), which is 
planned to be amortized over a subsequent 5-year period. 
 
 

  



 PNG(NE) AMR CPCN Application 
  Response to BCOAPO IR No. 1 
 July 21, 2020 
 Page 3 of 9 

 
 

 
 

1.4 In the event that the instant proposal is approved as filed, please explain if 
there is any possibility of ratepayers being stuck with stranded costs should 
the project be abandoned – for any reason at all, including a switch to AMI – 
or due to there being negative salvage value when the associated assets are 
retired. 

Response: 
 
Once approved, PNG(NE) cannot anticipate any reason for which the proposed project would be 
abandoned.  However, given the 20-year time horizon over which the project has been evaluated, if 
such an event were to occur and the project were abandoned, there is the possibility that there would 
be costs associated with the abandoned assets to be recovered from ratepayers. 
 
In regard to a switch to AMI, as described in response to BCUC IR 23.1, PNG(NE) has recently learned 
from Vendor A that Itron will no longer be producing the 100G ERT devices in favour of focusing on the 
500G ERT devices.  PNG(NE) has been able to negotiate favourable pricing with Vendor A for the 500G 
ERT, with Vendor A agreeing to provide the 500G ERT as a substitute for the 100G ERT, while 
maintaining the original 100G ERT price structure.  Consequently, while PNG(NE) will not be using the 
full functionality of the 500G ERT device, including the AMI capabilities, if economics are more 
favorable in the future to take advantage of the additional functionality, PNG(NE) will be in a better 
position to cost-effectively do so.  
 
Please also see the response to Question 1.3. 
 

 
 
1.5 Please explain how the proposed project costs have been allocated among 

rate classes under the proposal. 

Response: 
 
Consistent with other capital projects, PNG(NE) does not allocate project capital costs to specific rate 
classes.  Rather, PNG(NE) will record the AMR Project capital costs to BCUC 478 (Meters) which has a 
depreciable life of 20 years.  The annual depreciation expense on these costs will be incorporated into 
PNG(NE)’s cost of service and in the determination of any revenue deficiency/sufficiency for a 
particular test period, which will then be reflected in PNG(NE)’s delivery rates.   
 
PNG(NE) notes that the methodology approved as part of its past revenue requirements applications 
is to allocate revenue deficiencies/sufficiencies to its customers using the projected gross margin for 
the period by customer class as the allocator.  
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2.0 Reference: Exhibit B-1, Appendix B: NPV Analysis of Vendor A Itron AMR 
Proposal and Section 2.4.3, pages 19-20.  
 

2.1 Please provide the expected useful life of the proposed AMR system. 

Response: 
 
PNG(NE) has assumed a 20-year expected useful life of the proposed AMR Project.  The 20-year 
expected useful life also aligns with the depreciable life of BCUC 478 (Meters).  Please also see the 
response to Question 1.5. 
 

 
 

2.2 Please provide the number of years before the project assets are fully 
depreciated for ratemaking purposes under the 5% depreciation rate 
employed. 

Response: 
 
The initial capital expenditures for the AMR Project are depreciated at a 5% deprecation rate and will 
be fully depreciated over the 20-year life of the project.  The annual maintenance capital is also 
depreciated at a 5% rate and is depreciated over 20 years.  This timing difference gives rise to an 
undepreciated rate base balance of approximately $234,000 at the end of the AMR Project life.  The 
analysis provided in Exhibit B-1, Appendix B reflects the amortization of the $234,000 remaining rate 
base over a five-year period at the end of the project life.  Please also see the response to Question 
1.3.   
 

 
 
2.3 Is it usual to have a net rate base for a single project that increases each year 

and thus is higher in year 20 than in the first few years of the project? 

Response: 
 
PNG(NE) submits that the net rate base as shown in Exhibit B-1, Appendix B: NPV Analysis of Vendor A 
Itron AMR Proposal declines over the 20-year period.  This is provided in the row titled “Ending net 
rate base”.  PNG(NE) notes that the terminology used in Exhibit B-1 of the Application that states “Net 
Plant in Service” has been incorrectly labeled and should read “Gross Plant in Service” to represent the 
total additions to rate base before the deduction of accumulated depreciation.  PNG(NE) apologises 
for any misunderstanding from this incorrect use of terminology. 
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2.4 Please extend the analysis in this Appendix to cover a 30-year period. 

Response: 
 
Exhibit B-1, Appendix B: NPV Analysis of Vendor A Itron AMR Proposal is an analysis based on the 20-
year depreciable life of the AMR Project and while the amortization of stranded assets is not shown in 
the analysis, it is included in the calculation of the “20 Year NPV of Savings”.  PNG(NE) notes that after 
the stranded assets have been fully amortized, the cost of service is nil and thus providing a 30-year 
evaluation period is not meaningful.  
 
PNG(NE) notes that the Excel copy of Appendix B included with Exhibit B-2 in this proceeding illustrated 
the full 25-year evaluation period, including the amortization period for the asset value at the end of 
20 years.  For reference, the amortization of the ending asset value is presented in rows 7 to 13 of 
columns W through AA of this spreadsheet.  
 

 
 
2.5 Please explain the line item labelled “Utility Additions – AMR” covers and why 

this line item is increasing in each and every year of the 20-year horizon.  

Response: 
 
The line item labelled “Utility Additions – AMR” is the maintenance capital costs associated with 
replacing ERT modules based on the Itron product’s stated annual failure rate.  Annual failure rates are 
based on the average failure rate over the life of the equipment and PNG(NE) believes that estimated 
failure rates for equipment increases with its age.  PNG(NE) has attempted to model this accordingly 
in its financial analysis while maintaining an average annual failure rate consistent with stated failure 
rates.  Due to the rising annual failure rate that has been modelled and an assumed 2% annual inflation 
rate on the costs of replacement modules, the maintenance capital in “Utility Additions – AMR” rises.  
PNG(NE) believes this is more accurate than modelling a 0.5% failure rate in each year of the analysis. 
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2.6 Please show how the discount rate/Pre-tax WACC of 7.66% for calculating net 
present values of costs and benefits was derived. 

Response: 
 
PNG(NE) has used the short-term and long-term debt costs, return on equity and the proportions of 
short- and long-term debt and equity consistent with Test Year 2021 in its 2020-2021 Revenue 
Requirements Application presently under review by the BCUC.  For the purposes of determining the 
pre-tax WACC, PNG(NE) allocated the initial capital costs of the AMR system project between Fort St 
John/Dawson Creek (94%) and Tumbler Ridge (6%) based primarily on the number of meters required 
in each service territory.  In addition, PNG(NE) applied a 27% tax rate. 
 

 
 
The capital structure of PNG(NE) for the purposes of the AMR Project was calculated as follows: 
 Deemed Equity:   41.00% x 94% + 46.50% x 6% = 41.33% 

Long-Term Debt:  53.30% x 94% + 47.19% x 6% = 52.93% 
Short-Term Debt:    5.70% x 94% + 6.31% x 6% = 5.74% 

 
The returns of PNG(NE) for the purposes of the AMR Project was calculated as follows: 
 Deemed Equity return:   9.25% x 94% + 9.50% x 6% = 9.27% 

Long-Term Debt return:  4.13% x 94% + 3.99% x 6% = 4.12% 
Short-Term Debt return: 4.04% x 94% + 4.38% x 6% = 4.06% 

 
The pre-tax WACC was calculated as follows: 
 Deemed Equity proportion x Deemed Equity return ÷ (1 – Tax Rate)  
   + Long-Term Debt proportion x Long-Term Debt return 
 + Short-Term Debt proportion x Short-Term Debt return 
 
Pre-tax WACC = 41.33% x 9.27% ÷ (1 -27%) + 52.93% x 4.12% + 5.74% x 4.06% = 7.66% 
 

 
 

  

FSJ/DC TR
Capital Structure

Deemed Equity 41.00% 46.50%

Long-Term Debt 53.30% 47.19%

Short-Term Debt 5.70% 6.31%

Returns:

Deemed Equity 9.25% 9.50%

Long-Term Debt 4.13% 3.99%

Short-Term Debt 4.04% 4.38%

f 
+ 

+ 
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2.7 Please explain why a pre-tax WACC is theoretically preferred to a post-tax 
WACC for use as a discount rate in the NPV analysis. 

Response: 
 
PNG(NE) notes that the “Incremental Cost of Service” calculated in “Exhibit B-1, Appendix B: NPV 
Analysis of Vendor A Itron AMR Proposal” is presented on a pre-tax basis.  PNG(NE) submits that given 
the incremental cost of service calculations are pre-tax, it is appropriate to apply a pre-tax WACC 
(versus an after-tax WACC) as the discount rate.  PNG(NE) believes that using an after-tax WACC to 
discount pre-tax figures would overstate the impact of customer benefits.  
 

 
 
2.8 Please confirm that the ranking of Vendor A versus Vendor B would be 

unaffected by the use of a post-tax discount rate in the discount factor; if 
unable to so confirm, please explain. 

Response: 
 
PNG(NE) confirms that the ranking of Vendor A versus Vendor B would be unaffected by the use of a 
post-tax rate in the discount factor. 
 

 
 
2.9 Please confirm that the ranking in terms of net benefits to customers of the 

AMR proposal versus the status quo would be unaffected by the use of a post-
tax discount rate in the discount factor; if unable to so confirm, please explain. 

Response: 
 
PNG(NE) confirms that the ranking in terms of net benefits to customers of the AMR proposal versus 
the status quo would be unaffected by the use of a post-tax discount rate in the discount factor. 
 
 

 

2.10 Please provide a high-level rationale for using a depreciation rate of 5% rather 
than using straight line depreciation over the expected life of the project. Does 
such a choice materially affect anything in the instant proposal? 

Response: 
 
PNG(NE) notes that is has used a 5% depreciation rate over the expected life of the project which is 
equivalent to using a straight line depreciation rate over the 20-year life of the AMR Project. 
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3.0 Reference: Exhibit B-1, page 31, 4.1.1, Capital Cost Components 
 
The referenced page states (in part): 
 
As mentioned previously, PNG(NE) has an agreement with Vendor A to hold the 
quotation firm until the end of the third quarter of 2020, provide PNG(NE) with capital 
cost certainty for the AMR Project. In addition, PNG(NE) has included a contingency 
provision of 15% to address the risk of capital cost overruns. 
 
3.1 If the quotation is firm, why is there a provision of 15% for Contingency 

included in the estimate? 

Response: 
 
PNG(NE) notes that the quotation from Vendor A to hold firm until the end of the third quarter of 2020 
is a recent development and was not available at the time of the original submission.   
 
That being said, PNG(NE) notes that the quotation is subject to certain conditions including the 
assumption that the project duration does not exceed 9 months and that the Implementation Manager 
will make one on-site trip every other month during the project.  Should the project duration exceed 
the 9-month time frame and/or the Implementation Manager is required on site more frequently, the 
project costs could escalate.  While PNG(NE) does not expect project costs to materially exceed the 
quotation provided by Vendor A, PNG(NE) believes it prudent, conservative and appropriate to include 
a 15% contingency so as not to overstate the net benefits to existing customers. 
 
 

 
3.2 In PNG NE’s opinion, what is the likelihood that the 10% Overhead and 15% 

Contingency bump ups in cost will be spent and subsequently be recovered 
from ratepayers?    

Response: 
 
In PNG(NE)’s opinion, there is a high likelihood that the 10% Overhead costs will be realized.  At this 
point PNG(NE) cannot ascertain the likelihood of whether some or all of the contingency will be 
realized.  However, PNG(NE) notes that if some or all of the contingency is not realized, the capital 
costs and therefore the cost recovery from customers will be less than what was presented in the 
financial evaluation and the net present value of customer benefits will be greater than what has been 
presented in this Application. 
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4.0 Reference: Exhibit B-1, Data Privacy 
 

4.1 Are there any privacy related issues that could potentially arise as a result of 
implementing the proposal? 

Response: 
 
PNG(NE) does not expect any privacy issues arising from the implementation of the AMR Project.  
Similar to the current manual meter reading process, PNG(NE) will only be collecting natural gas 
consumption information, though this will now be gathered on a daily rather than periodic basis.  This 
information will be securely uploaded electronically to PNG(NE)’s billing system in order to generate 
customer bills as it does today.  The data transmitted will be identified by meter number and premise 
number without any identifier that could be used to determine which customer the data belongs to. 
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