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A. THE JET FUEL SYSTEM 

 Reference: THE JET FUEL SYSTEM 
Exhibit C1-19, p. 3; Exhibit B-11, IR 2.2; Exhibit C2-36-2, VAFFC Direct Evidence, p. 10 
Use of the PKM Canada (Jet Fuel) Inc. (PKMJF) Jet Fuel Line (JFL) 

On page 3 of the Direct Evidence of Mr. Paul Gray, Parkland Refining (B.C.) Ltd. (Parkland) states: 

Currently, Parkland’s only viable way to deliver jet fuel produced at the Burnaby Refinery to YVR 
[the Vancouver International Airport] is through the PKM Canada (Jet Fuel) Inc. Jet Fuel Pipeline 
(the Jet Fuel Pipeline). 

 
Once the Vancouver Airport Fuel Facilities Corporation’s (VAFFC) new marine terminal facilities 
are complete and operational, Parkland may have the alternative to deliver its jet fuel from the 
Burnaby Refinery to the new VAFFC facilities by marine vessel. 

In response to British Columbia Utilities Commission (BCUC) IR 2.2, PKMJF states that “Trucking 
is an existing competing supply service to transport jet fuel to YVR, as it can bypass the Jet Fuel 
Line”. As shown in Table 2.2, below, PKMJF estimates the cost of a trucking alternative as 
ranging between 1.110 and 1.178 dollars per barrel for the years 2019 to 2022. 
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1.1 Please explain why Parkland considers the JFL to currently be the only viable way of delivering 
jet fuel produced at the Burnaby Refinery to YVR. 

1.1.1 Please discuss what changes, if any, would be necessary in order for trucking to become 
a viable shipping alternative for Parkland instead of shipping on the JFL. 

1.1.2 Does Parkland consider the trucking alternative costs presented by PKMJF in response 
to BCUC IR 2.2 to be reasonable? Please explain why or why not. 

1.1.3 If not, please provide a revised version of the trucking alternative as appropriate. 

1.2 If the effective toll on the JFL were to exceed the cost of trucking on a dollar per barrel basis, 
would Parkland elect to ship jet fuel to YVR via truck rather than on the JFL? Please explain why 
or why not. 

1.2.1 Is Parkland aware of instances where the effective toll on the JFL has exceeded the cost 
of trucking? Please elaborate. 

1.2.2 Please discuss any considerations aside from cost that would influence a decision by 
Parkland to ship jet fuel via truck rather than on the JFL. 

On page 10 of Exhibit C2-36-2, VAFFC’s Direct Evidence, VAFFC states: 

Once the VAFD [Vancouver Airport Fuel Delivery project] becomes operational, VAFFC does not 
expect its members to cease all shipments of jet fuel on the Jet Fuel Line. Rather, VAFFC expects 
members will ship on the Jet Fuel Line opportunistically, when it makes economic sense to do 
so, taking into account different jet fuel source prices and overall transportation cost options. 
 

1.3 Would Parkland also propose to ship “opportunistically” on the JFL following completion of the 
VAFD project? 

1.3.1 If yes, please describe the process Parkland envisions being in place that would allow it 
to ship opportunistically on the JFL. In the response, please discuss how Parkland would 
nominate volumes and how Parkland expects tolls would be calculated. 
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1.4 Please explain how PKMJF would be compensated under an “opportunistic” shipping scenario. 

1.4.1 Does Parkland believe operation of the JFL would remain economical under such a 
scenario? Please explain why or why not. 

1.5 Please describe any regulatory obligations governing PKMJF’s activities as a common carrier that 
would necessitate continued operation of the JFL by PKMJF under the “opportunistic” shipping 
scenario described. 

1.5.1 In addition to any regulatory obligations, please discuss any economic rational for 
PKMJF to continue operating the JFL under the “opportunistic” shipping scenario. 

On page 3 of the Direct Evidence of Mr. Paul Gray, Parkland states that “The Burnaby Refinery 
processes crude oil supplied from BC and Alberta, which is generally considered light crude. This 
light crude has a relatively high natural yield of jet fuel” and that, under normal circumstances, 
“the Burnaby Refinery produces between 5,000 and 8,000 barrels of jet fuel per day”. Parkland 
continues that “Currently, shipment levels on the Jet Fuel Pipeline are reduced due to lower 
demand for jet fuel as a result of the ongoing COVID-19 pandemic.” 

1.6 Please describe the number of trucks that would be required to ship between 5,000 and 8,000 
barrels of jet fuel per day, and whether this is a realistic shipping scenario. 

1.7 Please provide the maximum jet fuel production capacity of the Burnaby Refinery. 

1.8 Please discuss whether jet fuel production at the Burnaby Refinery has significantly exceeded 
demand at YVR as a result of the ongoing COVID-19 pandemic. 

1.8.1 If yes, please describe any steps Parkland has taken to manage surplus jet fuel 
production at the Burnaby Refinery. 

1.8.2 Please discuss whether any or all of the above measures would be appropriate for 
managing jet fuel production at the Burnaby Refinery if Parkland no longer had 
contractual obligations to supply jet fuel to customers at YVR. 

 Reference: THE JET FUEL SYSTEM 
Exhibit C1-19, pp. 4–5 
Use of the JFL – Cost at which use of the JFL is Uneconomical 

On pages 4 to 5 of the Direct Evidence of Mr. Paul Gray, Parkland states:  

With the reduced shipments of jet fuel on the Jet Fuel Pipeline during the ongoing 
COVID-19 pandemic, the effective unit cost has more than tripled in comparison to 
pre-COVID-19 levels. Parkland expects that volumes on the Jet Fuel Pipeline will remain 
reduced, initially due to the ongoing impact of the COVID-19 pandemic on demand and 
then due to the impact of the VAFFC marine terminal facility on the jet fuel supply chain, 
such that PKMJF’s proposed tariff appears to be uneconomic on a cost per unit basis. 

2.1 Please explain at what price Parkland believes the toll for the JFL, on a cost per unit basis, would 
become uneconomical. 

2.2 Please calculate the effective toll for the JFL under a scenario where Parkland is the sole shipper 
and ships the following volumes: (i) 5,000 barrels per day; (ii) 8,000 barrels per day; and (iii) the 
maximum jet fuel production capacity of the Burnaby Refinery. 
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 Reference: THE JET FUEL SYSTEM 
Exhibit C1-19, p. 4 
Use of the JFL - Alternative Toll Structure 

On page 4 of the Direct Evidence of Mr. Paul Gray, Parkland states:  

…if the PKMJF tariff were reduced significantly or structured in a fashion that charged 
Parkland for the service that Parkland used – as opposed to the entirety of the tariff – 
Parkland may continue to make use of the Jet Fuel Pipeline even after the VAFFC marine 
terminal is complete and operational. 

3.1 Please elaborate on the alternative toll structure contemplated by Parkland, including clarifying 
the specific methodology that would be used to determine (i) a significantly reduced toll or (ii) a 
toll that would charge Parkland solely for the services it uses. 

3.2 Please explain whether Parkland would expect PKMJF to recover (i) all or (ii) a portion of the 
costs associated with operating the JFL under such a toll methodology. 

3.2.1 If only a portion of the costs would be recovered, how would the remaining costs be 
funded? Please discuss the economic viability of such an arrangement for PKMJF. 

3.3 Please explain whether Parkland considers such a toll methodology to be consistent with the 
BCUC’s historic practices with respect to setting tolls for common carriers. 

3.4 Please discuss whether Parkland’s proposed toll methodology would be established through a 
negotiated settlement between Parkland and PKMJF or another process, and what the BCUC’s 
role, if any, would be.  

3.5 Does Parkland expect that PKMJF would be (i) required and/or (ii) incented to maintain 
operation of the JFL under such a toll methodology? Please explain. 

3.6 In Parkland’s view, is it likely that PKMJF could maintain the JFL safely under such an 
arrangement? Please explain. 

 
B. COST OF SERVICE 

 Reference: COST OF SERVICE 
Exhibit B-13, Vancouver Airport Fuel Facilities Corporation IR 3.2; Exhibit C1-19-2, pp. 
6–7; Financial Accounting Standards Board, Accounting Standards Codification, Master 
Glossary, ASC 360-10-35-4 
Depreciation – Remaining Life of the Jet Fuel Line 

On pages 6 and 7 of the Direct Evidence of Mr. J. Dyack, Parkland states: 

PKMJF states that the ARO [Asset Retirement Obligation] calculation assumes a useful 
physical life for the JFL of 25 years. … Additionally, where PKMJF references physical life 
of 25 years … this use of physical life appears to be inconsistent with Pembina’s financial 
reporting disclosure, which bases the timing for abandonment charges on an asset’s 
economic life. 

[…] 

The Application proposes that, as of 2019, the remaining useful life of the JFL was 3 
years. … 

Based on this I cannot find any information that clearly and consistently indicates that 
the JFL was expected to become economically obsolete by 2021. 
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[Emphasis retained. Redacted text omitted] 

In response to Vancouver Airport Fuel Facilities Corporation IR 3.2, PKMJF states:  

KMJF expects the Jet Fuel Line’s remaining economic life to be no more than three years 
from January 1, 2019, based on the VAFD [Vancouver Airport Fuel Delivery] project 
likely entering service before the end of 2021. [Emphasis added] 

4.1 Please discuss from Parkland’s perspective the differences, if any, between an asset’s physical 
life, useful life, remaining life, service life, and economic life.   

4.2 Please confirm, or otherwise explain, that the assumed economic useful life of the JFL is 
consistent throughout the Application. If not confirmed, please provide the Exhibit and page 
references for the inconsistencies.  

4.3 Please confirm, or otherwise explain, that “as of 2019, the remaining useful life of the JFL was 3 
years” is the same as “economically obsolete by 2021”.   

 
The Financial Accounting Standards Board (FASB) Accounting Standards Codification (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 360-10-35-41 states: 

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. 

4.4 Please identify the relevant factors from Parkland’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. 

4.5 Would Parkland agree that depreciation is intended to allocate an asset’s cost as equitably as 
possible to the periods during which the reporting entity benefits from the use of the asset? If 
not, please explain why not. 

 Reference: COST OF SERVICE 
Exhibit C2-36-2, InterGroup Report, p. 6; Appendix A, pp. A-17, A-18, A-24 
Negotiated Settlement History 

On page 6 of the InterGroup Report, VAFFC states: 

PKMJF (and the respective shareholders, at present and previously) operated the pipeline in a manner 
that failed to protect the inherent value of the assets, and not only permitted bypass, but acted in a 
manner that encouraged bypass and the resulting adverse impacts on the long-term value of the PKMJF 
assets. [Emphasis added] 
 

 
1 https://asc.fasb.org/section&trid=2155842#d3e1173-110223.  
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Further, on page A-18 of the InterGroup Report, VAFFC states: 

As a Common Carrier and not a franchised Public Utility, customers are not captive to 
PKMJF, and it is clear PKMJF undermined their market position and the long-term 
potential value of their assets by making their own service less economic than 
necessary. Events since that time underline this perspective. [Emphasis added] 

 
5.1 Does Parkland agree with VAFFC that PKMJF operated the pipeline in a manner that “failed to 

protect the inherent value of the assets” and acted in a manner that “encouraged bypass”? 
Please discuss. 

 
Regarding the 2009-2018 negotiated settlement period, on page A-17 of the Exhibit C2-26-2 (the 
InterGroup Report), VAFFC states: 
 
The settlement documentation provided publicly to the BCUC lacks detail. Other than the total revenue 
requirement, and a depreciation schedule, no numerical detail is provided. 
 
On page A-24 of the InterGroup Report, VAFFC states: 

At the time of the 2009-2018 negotiated settlement, for whatever reasons were 
relevant at the time, shippers agreed to a tolling regime predicated on the PKMJF assets 
being fully depreciated and no longer in service as of the end of 2022 (13 years from the 
negotiated implementation of accelerated depreciation at January 1, 2010). 

5.2 Please confirm, or otherwise explain, that Parkland was a negotiator at the time when the 2009-
2018 negotiated settlement took place. 

5.2.1 If confirmed, please discuss and provide rationale for why shippers agreed to the tolling 
regime set out in the negotiated settlement. 

5.3 Please explain if Parkland had any concerns at that time about the tolling methodology. 

5.3.1 If yes, were these concerns communicated to the BCUC or PKMJF? Please provide 
details if possible. 

5.3.2 If no, please explain why Parkland thought it was reasonable for shippers to bear 
throughput volume risk during the negotiated settlement period.  

5.4 In Parkland’s view, is it appropriate for shippers to bear the volume risk going forward? Please 
explain. 

5.5 Please provide any further details or correspondence, in confidence if necessary, related to the 
discussions regarding the 2009-2018 negotiated settlement agreement. For example, any issues 
or concerns raised by Parkland/other shippers or additional documentation related to volume 
risk. 

 
On page A-18 of the InterGroup Report, VAFFC states: 
 
Surprisingly, even though PKMJF had no entitlement to guarantees of capital cost recovery or 
accelerated depreciation, the 2009-2018 negotiated settlement largely secured this right for PKMJF (i.e., 
all asset costs to be recovered by 2023). But this was not the only surprising aspect – PKMJF also 
secured tolls with material unexplained increases from shippers. Costs to shippers therefore increased 
with little rationale and no apparent added value. [Emphasis added] 
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5.6 Does Parkland agree with VAFFC that the 2009-2018 negotiated settlement ‘secured’ the right 
for PKMJF to accelerate depreciation. In your response, please provide any evidence available to 
support this. 

5.6.1 Please explain why shippers agreed to these terms. 

5.7 Does Parkland agree that PKMJF secured tolls with material increases from shippers with no 
explanation? Please explain. 

5.8 Did Parkland or any other shipper raise concerns with PKMJF or ask for the rationale behind the 
cost increases quoted by VAFFC above? If yes, please provide any relevant documentation to 
support this.  

 Reference: COST OF SERVICE 
Exhibit C2-36-2, InterGroup Report, p. 7; Appendix A, A-24 
Negotiated Settlement Abandonment Costs 

On page 7 of the InterGroup Report, VAFFC states: 

PKMJF knew or ought to have known (according to the PKMJF scenarios) sufficient information about 
abandonment costs to include accruals to some form of abandonment liability or reserve starting in 
2009 (as part of the negotiated settlement). 
 
Failing to record such accruals led to excessive net income being recorded during this period, and harm 
to customers from failing to record an appropriate funded Abandonment provision. 
 
Further, on page A-24 of the InterGroup Report, VAFFC states: 
 
The settlement was acceptable to all parties, including PKMJF, because it was understood to provide 
PKMJF with sufficient funds to address abandonment consistent with a 13-year life adopted for 
depreciation (whether recorded as abandonment accruals, or as extraordinary net income knowingly 
offsetting future as-yet recorded shareholder costs for abandonment). [Emphasis added] 
 
6.1 Please confirm, or otherwise explain, that Parkland was one of the parties mentioned in the 

preamble above that found the settlement acceptable.  

6.2 Does Parkland agree with VAFFC that it was understood that the negotiated settlement would 
provide PKMJF with ‘sufficient funds to address abandonment’? Please discuss.  

6.2.1 Did any formal discussion and/or confirmation to address abandonment take place? 

6.2.1.1 If yes, please provide detailed information, including any supporting 
documentation, where applicable. 

6.2.1.2 If not, please explain why Parkland expected PKMJF to be collecting 
abandonment recoveries without any formal confirmation? 

6.3 In Parkland’s view, please discuss whether it considers customers were negatively impacted 
during this period from PKMJF not recording an abandonment provision. 

 Reference: COST OF SERVICE 
Exhibit C2-36-2, InterGroup Report, Appendix A, pp. A-17, A-20 
Negotiated Settlement Tolling Methodology 

On page A-17 of the InterGroup Report, VAFFC states: 
 
The PKMJF settlement introduces to tolls the concept of shippers bearing risk for volume. This is 
achieved by setting an overall revenue requirement, and only finalizing tolls once the annual volumes 
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are known and adjustments can be made to ensure PKMJF recovers the specified revenue requirement, 
regardless as to throughput. This form of tolling for PKMJF is unusual, and appears to only have been 
used once prior – the incentive tolling agreement from 1998-2002. 
 
7.1 Please confirm, or otherwise explain, that Parkland was a shipper and part of the 1998-2002 

incentive tolling agreement. 

7.1.1 If confirmed, please explain why shippers agreed to bear the volume risk during the 
1998-2002 period? 

7.1.2 During this period, were there any competitive alternatives to the JFL available, or 
considered by shippers? Please describe any such alternatives and whether shippers 
availed themselves of these alternatives. 

7.1.3 If other viable option(s) were available, or considered, such as a potential bypass during 
the 1998-2002 period, would shippers have agreed to bear the volume risk? Please 
explain. 

7.1.4 If other viable option(s) were available, or considered, such as a potential bypass during 
the 2009-2018 period, would shippers have agreed to bear the volume risk? Please 
explain. 

7.2 Did the 1998-2002 negotiated settlement agreement contain incentives? In your response 
please discuss what, if any, incentives were present and any benefits shippers/PKMJF received. 

7.3 Did the 2009-2018 negotiated settlement agreement contain incentives? In your response 
please discuss what, if any, incentives were present and any benefits shippers/PKMJF received. 

 

Also on page A-17 of the InterGroup Report, VAFFC states: 
 
The revenue requirements for PKMJF jumped massively compared to all previous forecasts. For 2009, 
the revenue requirements were surprisingly revised upwards from the original 2009 proposed level of 
$3.973 million, to $4.800 million, a jump of 21% in the same year. This then escalated to $5.694 million 
(a 19% increase) in 2010, a combined 66% increase ($2.271 million) in 2 years, over the initially 
approved 2008 level. 
 
The toll settlement provides no detail regarding justifying any PKMJF cost increases, outside of the 
depreciation revision on assets. 
 
Further, on page A-20 of the InterGroup Report, VAFFC states: 
 
The massive and unexplained increases arising from the 10-year negotiated settlement 2009-2018 give 
rise to significant questions about how the added revenue was justified and managed. Focusing just on 
the first 2 years – 2009 (second variant) and 2010, the revenue requirements jumped massively from the 
2008 litigated and 2009 first negotiated revenue requirements… 
 
7.4 Did Parkland register any complaints related to cost increases, the toll methodology or any 

other settlement terms to the BCUC or to PKMJF during the 2009-2018 negotiated settlement 
period? Please discuss. 

7.4.1 If not, why not? In your response, please discuss whether this implies shippers were 
satisfied with the toll methodology during the 2009-2018 negotiated settlement period. 

7.4.2 If the methodology was satisfactory during the 2009-2018 negotiated settlement period, 
is this methodology suitable now? 
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 Reference: COST OF SERVICE 
Exhibit C2-36-2, VAFFC Direct Evidence, p. 11; InterGroup Report, pp. 2–3; Appendix B, 
p. B-2; Appendix D, p. D-10 
Regulatory Principles 

On page 11 of VAFFC’s Direct Evidence, VAFFC states: 

The Application is clear that PKMJF is regulated by the BCUC as a common carrier. Through information 
request responses, however, PKMJF claims that the statutory protections accorded to public utilities in 
BC must be extended to it, including a guaranteed return on the appraised value of property. VAFFC 
opposes this claim. It does not fit either BC’s statutory framework, the facts applicable to the Jet Fuel 
Line, or the history of regulation of the Jet Fuel Line. 

On pages 2 and 3 of the InterGroup Report, VAFFC states: 

Common Carrier Principles are not Codified: As a Common Carrier (Part 4 of the Utilities Commission 
Act), PKMJF is under a framework with almost no specific legislative standards for tolls. The legislation is 
simply silent on matters such as the reasonableness of rates and the obligations of fair treatment to the 
shareholders. As a result, the proceeding occurs with major questions tied to the applicable regulatory 
(economic and legal) first principles. [Emphasis added] 

 

8.1 In Parkland’s view, what are the applicable regulatory, both economic and legal, principles that 
should apply to a common carrier? Please list and discuss these principles as appropriate. 

8.2 In Parkland’s view, should the regulatory principles applied for a common carrier differ from 
those of a public utility? Please explain why or why not 

8.3 In Parkland’s view, what are a common carrier’s entitlements with regards to toll setting? In 
your response please discuss whether any protections should be afforded to a common carrier. 

8.4 If, as VAFFC states, the legislation is silent on matter such as the reasonableness of rates and the 
obligations of fair treatment to shareholders, please discuss what is a reasonable approach in 
Parkland’s view to ensure fairness for both the common carrier (and its shareholders) and 
shippers.  

8.4.1 Please explain why this approach should be adopted.  

 
On page B-2 of the Intergroup Report, VAFFC states, “For the past decade, PKMJF’s tolls were set based 
on a negotiated settlement, where revenue requirement was not established based on a pure cost of 
service framework.” 
 
8.5 Does Parkland agree with VAFFC that a “pure cost of service framework” was not used during 

the 2009-2018 negotiated settlement. Please discuss. 

8.5.1 If a “pure cost of service framework” was not used, please discuss why not.  

8.6 Please discuss whether, in Parkland’s view, a cost of service-based approach is appropriate for 
setting tolls for a common carrier in circumstances where a negotiated settlement has not been 
reached. 

 
On page D-10 of the InterGroup Report, VAFFC states: 
 
It was not VAFFC’s responsibility to have pursued dismantlement earlier. That responsibility was clearly 
a business decision of PKMJF, one that it chose to disregard, if it is to be believed that tolls in the period 
2009-2018 were insufficient to provide for an abandonment reserve.  
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Additionally, waiting until this late date to seek explicit abandonment cost recovery is not consistent 
with Bonbright principles of fairness and avoiding undue discrimination and the corollary principle of 
intergenerational equity. It is patently unfair and discriminatory to begin collecting abandonment funds 
now that should have rightly began some years ago when the risk of bypass was clearly known. 
Intergenerational inequity would be caused by this PKMJF failure to set aside funds (or to claim to have 
failed to set aside funds) for abandonment earlier. [Emphasis added] 
 
8.7 Please confirm, or otherwise explain, that Parkland considers Bonbright principles of utility rate 

setting applicable to public utilities. 

8.7.1 If confirmed, to what extent do the principles apply to a public utility? 

8.8 Please confirm, or otherwise explain, that Parkland considers Bonbright principles of utility rate 
setting applicable to setting tolls for common carriers. 

8.8.1 If confirmed, please explain why the principles for utility rate setting apply if, as stated 
in evidence by VAFFC, PKMJF is a common carrier and the principles are not codified? 

8.8.1.1 To what extent do the principles (e.g. a fair rate of return on invested capital) 
apply to a common carrier? Please elaborate. 

8.8.1.2 If the principles should apply to different extents for a public utility and a 
common carrier, please explain why, giving examples if possible. 

8.8.2 If not confirmed, please explain why not. 

 
Also on page D-10 of the InterGroup Report, VAFFC states: 
 
While PKMJF does not consider 2018 to 2019 Revenue Requirements (including the abandonment 
surcharge) to be an apples-to-apples comparison, as it asserts no abandonment costs were included in 
the 2018 Revenue Requirement, I believe the comparison is valid in determining a true and fair picture 
of the impact of the surcharge on customers. On its face, this amounts to rate shock directly resulting 
from PKMJF’s suggestion that it failed to pursue abandonment costs until now even though it was fully 
aware of the imminent VAFD Project. 
 
8.9 Is the concept of rate shock applicable to users of a common carrier’s assets (e.g., shippers)? 

Please discuss. 

8.9.1 If yes, please explain why this principle should apply and how it is applicable in a 
competitive market. 

 Reference: COST OF SERVICE 
Exhibit C2-36-2, InterGroup Report, pp. 2–3; Utilities Commission Act, Part 4 
Jurisdiction 

Part 4 of the Utilities Commission Act (UCA) relates to the regulation of carriers, purchasers and 
processors. For example, section 65 (3.1) is as follows: 

65   (3.1)Without limiting subsection (2) (b) or (3), the commission may establish conditions with 
respect to a common carrier in relation to any of the following matters: 

(a)a toll that may be charged by the common carrier; 

(b)extensions, improvements or abandonment of service. 

 
9.1 Please discuss, in Parkland’s view, what the BCUC’s jurisdiction is with regards to setting tolls for 
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common carriers. 

9.2 In Parkland’s view, does the BCUC have the jurisdiction to set any conditions it considers 
relevant when setting tolls? Please explain why or why not 

9.3 In Parkland’s view, what factors should the BCUC consider when establishing tolls? Please 
elaborate. 

9.3.1 Does Parkland consider that the setting of tolls should be in line with or similar to the 
setting of rates for public utilities under sections 59-60 of the UCA? Please discuss. 

9.3.1.1 If yes, how similar, and what aspects? 

9.3.1.2 If no, please explain why not. 

9.3.2 Does Parkland consider that the tolls set by the BCUC should not be unjust, 
unreasonable, unduly discriminatory, or unduly preferential? Please discuss. 

9.3.3 What conditions are reasonable to establish when setting tolls in a competitive market? 
In your response, please discuss how the BCUC should set a toll that is a surrogate for a 
rate established by market participants. 

9.4 In Parkland’s view, does the BCUC have the jurisdiction to approve depreciation rates for 
common carriers? 

9.4.1 In what ways, if any, does the BCUC’s authority with respect to the approval of 
depreciation rates differ between common carriers and public utilities? 

9.5 In Parkland’s view, does the BCUC have the jurisdiction to approve and allocate abandonment 
costs for common carriers? 

9.5.1 In what ways, if any, does the BCUC’s authority with respect to the collection of 
abandonment costs differ between common carriers and public utilities.  

9.6 In Parkland’s view, does the BCUC have the jurisdiction to approve capital structure and allowed 
rate of return for common carriers? 

9.6.1 In what ways, if any, does the BCUC’s authority with respect to the approval of capital 
structure and allowed rate of return differ between common carriers and public 
utilities? 

On pages 2 and 3 of the Intergroup Report, VAFFC states: 

Common Carrier Principles are not Codified: As a Common Carrier (Part 4 of the Utilities 
Commission Act), PKMJF is under a framework with almost no specific legislative standards for 
tolls. The legislation is simply silent on matters such as the reasonableness of rates and the 
obligations of fair treatment to the shareholders. As a result, the proceeding occurs with major 
questions tied to the applicable regulatory (economic and legal) first principles. [Emphasis 
added] 

 
9.7 In Parkland’s view, does the absence of a prescribed set of circumstances when setting a toll for 

a common carrier mean that the BCUC has unfettered discretion to set the tolls based on 
relevant considerations? Please discuss. 
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C. ABANDONMENT COSTS 

 Reference: ABANDONMENT COSTS 
Exhibit C1-19-2, pp. 9–10; Exhibit C2-36-2, InterGroup Report, Appendix A, p. A-24 
Abandonment Cost Recovery – Negotiated Settlement Period 

On page 9 of the Direct Evidence of Mr. J. Dyack, Parkland states: 

For the period January 1, 2010 to December 31, 2018 the toll charges were agreed by way of 
negotiated settlement. As a result, no revenue requirements calculation is available and as such, 
I have been unable to review it to confirm whether abandonment costs were included. 

On page 10 of the Direct Evidence of Mr. J. Dyack, Parkland continues that “Absent further 
information and based on my review of the above, it appears that prior to 2019, PKMJF did not 
account for or collect abandonment liabilities and costs.” 

On page A-24 of the InterGroup Report, VAFFC submits the following regarding the negotiated 
settlement period: 

It is not credible that a regime was implemented which targeted known and fixed, stable 
revenues for years out of the remaining 13 year life of the pipeline, but failed to consider 
establishment of any abandonment fund. To so conclude would be to find that PKMJF 
deliberately accepted an omission of the chance to fund the future costs of abandonment 
during the last 10 of 13 years of the pipeline. Either PKMJF would have to have been supremely 
confident that it could, to be colloquial, assuredly wallop shippers for abandonment costs in the 
final 3 years, or PKMJF would have had to be intensely oblivious to this pending risk. Neither of 
these is credible… more likely, the settlement was acceptable to all parties, including PKMJF, 
because it was understood to provide PKMJF with sufficient funds to address abandonment 
consistent with a 13-year life adopted for depreciation… 
 

10.1 Please review VAFFC’s submission respecting the collection of abandonment costs for the JFL 
during the negotiated settlement period and, if necessary, discuss any impact this information 
has on Parkland’s submission that “…it appears that prior to 2019, PKMJF did not account for or 
collect abandonment liabilities and costs”. 

 Reference: ABANDONMENT COSTS 
Exhibit C2-36-2, InterGroup Report, Appendix D, p. D-10 
Abandonment Cost Recovery – Rate Shock 

On page D-10 of the InterGroup Report, VAFFC states: 

…as shown in a PKMJF information request response, the proposed abandonment surcharge 
represents a 62.2% increase in revenue requirements over the 2018 approved revenue 
requirement and a 58.2% increase over the 2019 interim toll increase. While PKMJF does not 
consider 2018 to 2019 Revenue Requirements (including the abandonment surcharge) to be an 
apples-to-apples comparison, as it asserts no abandonment costs were included in the 2018 
Revenue Requirement, I believe the comparison is valid in determining a true and fair picture of 
the impact of the surcharge on customers. On its face, this amounts to rate shock directly 
resulting from PKMJF’s suggestion that it failed to pursue abandonment costs until now even 
though it was fully aware of the imminent VAFD Project. 
 

11.1 Please describe any measures that Parkland would propose to limit the potential for rate shock 
to all shippers under the following scenarios: (i) PKMJF abandons the JFL following completion of 
the VAFD project; and (ii) PKMJF continues to operate the JFL until the assets have reached the 
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end of their physical life, during which time VAFFC’s members ship on the JFL on an 
opportunistic basis following completion of the VAFD project. Please explain any assumptions 
used in the response. 

 Reference: ABANDONMENT COSTS 
Exhibit C1-19-2, p. 6; Exhibit C2-36-2, VAFFC Direct Evidence, p. 10; Exhibit B-38, VAFFC 
IR 15.3; Exhibit B-11, BCUC IR 11.10.1–11.10.2; Exhibit B-13, VAFFC IR 12.6(c); Exhibit 
B-39, Parkland IR 12.1 
Abandonment Cost Estimates – Asset Retirement Obligation (ARO) 

On page 6 of the Direct Evidence of Mr. J. Dyack, Parkland states: 

…after an acquisition, the fair values of an acquired company’s assets and liabilities are allocated 
to the buyer’s balance sheet for financial reporting purposes. A liability often measured and 
allocated for infrastructure PPA’s is ARO. Essentially, the ARO is a measure of the fair value of 
any future reclamation and remediation liabilities expected. In my review of KMJF’s [Kinder 
Morgan Canada (Jet Fuel) Inc] and PKMJF’s accounting for ARO, I noted some inconsistencies; 
KMJF did not account for an ARO, whereas PKMJF did. [footnotes omitted] 

On page 10 of VAFFC’s Direct Evidence, VAFFC states: 

The VAFD Project received its conditional EAC [Environmental Assessment Certificate] 
on December 11, 2013, and the EAO determined that the VAFD Project had been 
substantially started on September 18, 2018. PKMJF sought accelerated depreciation 
and abandonment costs on June 7, 2019. 

In response to VAFFC IR No. 2 15.3, PKMJF states, “Prior owners of the JFL operated under US GAAP 
accounting rules which did not require asset retirement obligations (ARO) to be recorded for this asset.” 
 
In response to BCUC IRs 11.10.1 and 11.10.2, PKMJF states, “An ARO liability is reported when a 
reasonable estimate of the fair value of the legal obligation can be made” and “While it is premature to 
report an ARO for accounting purposes, it is not premature to implement KMJF’s proposed 
abandonment surcharge for ratemaking purposes.” 
 
In response to VAFFC IR 12.6 (c), PKMJF states, “KMJF is not aware of any issues raised by KMJF auditors 
since 2009 regarding recognition of any Asset Retirement Obligation.” 
 
In response to Parkland IR 12.1, PKMJF confirms that it recognizes as ARO in is accounting records for 
the current and most recent fiscal year. 
  
12.1 Please describe the specific circumstances, if any, under which US GAAP requires an ARO be 

established. 

12.1.1 Please explain how any US GAAP requirements regarding establishment of an ARO are 
applicable to PKMJF and the JFL. 

12.1.1.1 In what ways, if any, might these requirements have differed for KMJF? 

12.1.2 Please discuss whether it would have been appropriate for KMJF to start collecting 
abandonment funds absent establishment of an ARO. Please provide citations to any 
relevant precedent. 

12.2 In Parkland’s view, when is an entity obligated to establish an ARO? Please explain. 

12.3 Please discuss what year Parkland would have expected PKMJF to establish an ARO.  
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12.3.1 Given the EAO determined that the VAFD Project had been substantially started on 
September 18, 2018, is it reasonable to assume that PKMJF could have reliably 
estimated the fair value of the abandonment costs and recognized the ARO after this 
date? Please discuss. 

12.3.1.1 In Parkland’s view could the ARO have been established prior to September 
18, 2018? If so, on what basis would it have been established?  

12.3.2 Please discuss, from Parkland’s perspective, how the threshold for recognizing an ARO is 
determined (e.g., nominal value, probability etc.). 

12.4 Considering the financial statements of PKMJF and its predecessor have been audited annually 
by an independent third party, please discuss why PKMJF’s financial statements did not 
sufficiently meet the accounting test to record an ARO for financial accounting purposes if there 
was sufficient evidence to support the VAFD project was proceeding and full recovery of the JFL 
was to be completed by 2022. 

12.5 Please discuss whether KMJF’s decision not to account for an ARO was likely to affect how 
abandonment costs were considered in the purchase price for the JFL agreed to between KMJF 
and PKMJF. 

 Reference: ABANDONMENT COSTS 
Exhibit C2-36-2, InterGroup Report, Appendix D, pp. D-11, D-12; Exhibit B-14, pp. 26–
27 
Abandonment Cost Estimates – Estimate Uncertainty 

On pages D-11 to D-12 of the InterGroup Report, VAFFC states: 

The unit cost estimates contained in the Final Abandonment Report generally appear to be 
within industry standards. Cost activities are reasonable for abandonment that is expected 
sometime in the distant future. They are not reasonable however if abandonment is really 
expected to take place in three years, which is PKMJF’s position. The detail in the Final 
Abandonment Report is not what would be expected for a planned near-term abandonment. 
 

13.1 Please explain whether Parkland considers the level of precision presented in the Final 
Abandonment Report to provide a reasonable basis for initiating the collection of abandonment 
funds from shippers. 

13.1.1 If not, please explain why not and identify the specific refinements Parkland consider to 
be necessary before estimated abandonment costs could be collected. 

13.2 In Parkland’s opinion, would abandonment cost estimates with a comparable or greater level of 
uncertainty to those presented in the Final Abandonment Study have provided a sufficient basis 
for initiating the collection of abandonment funds from shippers during the negotiated 
settlement period? Please explain why or why not. 

13.3 If Parkland considers the abandonment cost estimates presented in the Final Abandonment 
Study to be sufficient for PKMJF to have begun collecting abandonment funds from shippers 
during the negotiated settlement period, but insufficient for such use today, please explain the 
reason(s) for Parkland’s position. 

On pages 26 to 27 of Exhibit B-14, PKMJF’s Amended Revenue Requirement and Final Tolls 
Application for 2019-2021, PKMJF states: 

KMJF proposes that, following the completion of the physical decommissioning and 
abandonment of the Jet Fuel Line, the relevant party will refund any surplus to shippers or bill 
shippers for any shortfall based on the difference between the estimated abandonment costs 
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collected and the actual cost incurred for abandonment, which will become known at that time. 
KMJF proposes that the true-up amount be refunded to or collected from shippers based on 
volumes shipped during the total period during which the abandonment cost surcharge was 
collected (the “Abandonment Cost Estimate True-up Mechanism”). [footnote omitted] 
 

13.4 In Parkland’s opinion how should the risk of variances between estimated and actual 
abandonment costs for the JFL be allocated between PKMJF and shippers? 

13.4.1 Assuming PKMJF was allowed to recover its estimated costs of abandonment, please 
explain the treatment Parkland would propose if: (i) actual abandonment costs were 
greater than estimated, such that PKMJF had not fully recovered all abandonment costs 
from shippers; and (ii) actual abandonment costs were less than estimated, such that 
PKMJF had over collected abandonment costs from shippers. 

13.4.1.1 If Parkland’s proposed treatment differs from that of PKMJF’s, please explain 
the differences and why Parkland believes its proposal to be superior. 

13.5 Please discuss whether the regulatory treatment of abandonment cost estimate risk between 
the asset owners and users differs between common carriers and public utilities, and if so, why. 
Please provide citations to any regulatory precedent relied upon in the response. 
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