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A. AGREEMENTS 

 Reference: AGREEMENTS 
Exhibit B-7, BCUC IR 4.1.1 
Approval of Agreements  

In response to British Columbia Utilities Commission (BCUC) Information Request (IR) 4.1.1, 
Pacific Northern Gas Ltd. (PNG) stated: 

PNG is requesting approval from the BCUC of the TSAs [Transportation 
Service Agreements] and the Interconnection Agreements by September 1, 
2021 in order to satisfy condition precedent 4a(i). 

 
43.1 Please discuss the potential implications to the Project schedule, shippers, PNG or 

PNG’s ratepayers in the event the BCUC approved the TSAs and/or the 
Interconnection Agreements subject to modifications. 

Response: 
 
Clause 4.4 (a) (i) of the TSAs and Clause 4.2 (a) (i) of the Interconnection Agreements both list a 
condition precedent as “approval by the BCUC of the terms of this Agreement, on terms, including 
conditions, if any, satisfactory to Transporter, in its sole discretion, on or before September 1, 2021”.  
Terms that the BCUC might seek to impose may include potential modifications to the agreements.  
However, if the BCUC were to require modifications, the respective agreements would need to be 
amended by agreement by both the Transporter and Shippers. If the required modifications are not 
acceptable to the Shipper and/or PNG, as per clause 4, the Conditions Precedent may not be met 
resulting in the termination of the agreements.  
 
If the Interconnection Agreements are terminated early, the Shipper is obligated to pay all third party 
(costs related to the interconnection as incurred and/or committed as at the time of termination.  
However, upon termination of the agreements and/or Shippers’ proposed projects, PNG and its 
ratepayers would not realize the long-term benefits of these projects going forward.   
 
There are also some circumstances in which Shippers are subject to an Early Termination Charge, 
where certain defaults occur. Whether such a default arises would need to be considered in the specific 
circumstances that arise. 
 
In the event PNG is required to bring Credit Support modifications to the TSA and/or Interconnection 
Agreements to the Shippers, and the Shippers are unwilling or cannot afford to provide increased 
Credit Support, the agreements may terminate as PNG cannot satisfy the BCUC approval condition 
precedent. If the Shippers ultimately agree to accept and proceed with the modifications, the time 
taken to renegotiate the agreements may lead to delays in the commencement of PNG’s construction 
schedules due to the uncertainty. This in turn may result in delays to in-service dates, particularly for 
the Port Edward LNG project, which could result in delays in PNG receiving, and ratepayers realizing 
benefits from, revenues from these agreements. 
  

43.0 
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 Reference: AGREEMENTS 
Exhibit B-1-2, General Terms and Conditions, p. 18; 
Exhibit B-8, Confidential Response to BCUC IR 7.2; 
Exhibit B-7, BCUC IR 8.1; 
PNG RECAP Application, Exhibit B-4, BCUC IR 2.2, 7.5  
Credit Requirements  

Section 17.8 of the General Terms and Conditions (GTCs) contained in Appendix B to the 
Application state: 

Notwithstanding the provisions of this Article 17, the credit requirements 
may be subject to more extensive conditions to support the development 
and construction, by Transporter, of required additional facilities for 
Transporter to meet its obligations to provide Service to Shipper under the 
Service Agreement. Such more extensive credit requirements, if any, will be 
specified by Transporter to Shipper following either agreement between 
Shipper and Transporter, or as directed by the BCUC. Such credit 
requirements may include the requirement for an Approved Letter of Credit 
not to exceed Shipper’s pro rata share of the cost of the required additional 
facilities. 

In its confidential response to BCUC IR 7.2, PNG provided the amounts that would be covered 
by a 12-month Letter of Credit for each of the shippers, and the additional credit support 
amounts equivalent to the interconnection capital cost. 
 
With respect to credit support provisions outlined in section 5.4(b) of the Interconnection 
Agreements, in response to BCUC IR 8.1, PNG stated: 

The Additional Credit Support amount will ultimately equal the total capital 
cost of the interconnection facility upon completion of the interconnection. 

 
In response to BCUC IR 2.2 in the PNG Application Regarding Process for Allocation of 
Reactivated Capacity and Approval of Large Volume Industrial Transportation Rate (RECAP 
Application), PNG stated: 

In the context of the RECAP Application, PNG has used the term 
reinforcement to describe situations where new facilities are justified to 
accommodate the demand identified through the RECAP process. 
Reinforcement of PNG’s transmission system cannot be accomplished 
without the addition of new facilities; by its nature, reinforcement requires 
capital investment in new facilities. As noted in the response to Question 2.1, 
new facilities may be justified depending on the results of the RECAP 
process. [emphasis added] 

  

44.0 
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In response to BCUC IR 7.5 in the RECAP Application, PNG stated: 

As noted in Section 17.8 of the proposed GT&Cs, PNG has suggested that 
credit support requirements, in the event of a system reinforcement project, 
will be negotiated between PNG and the shipper with the base requirement 
being that the shipper will provide a letter of credit for its pro rata share of 
the cost of the additional facilities. If PNG and the shipper cannot agree on 
the credit support requirements in these circumstances, the shipper will be 
able to apply to the BCUC to provide credit support at a reduced level from 
the base requirements and PNG will require credit support from the shipper 
as so directed by the BCUC. [emphasis added] 

 
44.1 Please discuss whether PNG considers that as part of the BCUC’s decision on whether 

to approve the TSAs, GTCs and Interconnection Agreements (collectively, the 
Agreements), that under section 17.8 of the GTCs the BCUC may order more 
extensive credit requirements than those currently specified in the Agreements.  

Response: 
 

Please also see the response to Question 44.3. PNG does not consider that as part of the BCUC’s 
decision on whether to approve the TSAs, GTCs and Interconnection Agreements (collectively, the 
Agreements), under section 17.8 of the GTCs the BCUC may order more extensive credit requirements 
than those currently specified in the Agreements.  
 
 

 
44.1.1 In the event the BCUC ordered more extensive credit requirements as part of 

its decision on the Agreements, please explain the time and process needed 
to establish revised agreements with the shippers.  

Response: 
 

In the event the BCUC ordered more extensive credit requirements as part of its decision on the 
Agreements, as mentioned in the response to Question 43.1 above, PNG will need to approach and 
deal with the Shippers. This timing, to the extent reliant of Shipper engagement, is in part beyond 
PNG’s control.   
 
Further, depending on the extent of the revised credit requirements and impact on the Shippers, it 
could take weeks to months for the Shippers to arrange the appropriate credit facilities to satisfy any 
BCUC ordered credit requirements. 
 

 
 

  



 PNG Reactivation & Recommissioning CPCN Application 
  Response to BCUC IR No. 2 
 July 5, 2021 
 Page 5 of 24 

 
 

 

44.1.1.1 Please discuss whether there are any risks involved to the Project 
schedule, shippers, PNG or PNG’s ratepayers if the BCUC were to 
order more extensive credit requirements. 

Response: 
 
As detailed in response to Question 43.1, there are risks associated with the BCUC’s imposing of more 
extensive credit requirements, including delays in the commencement of the Shippers’ own 
construction schedule due to the uncertainty, and delays in PNG receiving revenues under these 
agreements. Further, if the BCUC orders credit requirements are too deemed too substantial by the 
Shippers the Shippers could terminate their agreements and their projects would not proceed.  
 
 

 
44.2 Please discuss whether PNG considers there are any circumstances where the BCUC 

could order more extensive credit requirements per section 17.8 of the GTCs after a 
BCUC decision has been rendered on the Agreements. 

Response: 
 

PNG does not consider that there are any circumstances where the BCUC could order more extensive 
credits per section 17.8 of the GTCs after a BCUC decision has been rendered on the Agreements, 
subject to the response to Question 44.3 addressing "additional facilities”. See also the response 
Question 44.2.1 below. However, Clause 4.2 (a)(i) within the Interconnection Agreements and Clause 
4.4 (a)(i) within the TSAs both state a condition precedent that requires PNG to receive BCUC approval 
of the terms of the Agreements, including conditions, which are satisfactory to PNG. Accordingly, the 
Agreements do provide for a circumstance where the BCUC could render approval of the Agreements 
including terms or conditions requiring more extensive credit requirements. 

 
 
 

44.2.1 Please discuss whether section 17.8 of the GTCs obliges shippers to comply 
with any subsequent BCUC orders of more extensive credit requirements. 

Response: 
 
The intent of Section 17.8 of the GTCs was to facilitate additional security to be posted in the case 
where the aggregate capacity requested by the Shippers within the RECAP auction exceeded the 78 
MMCFD auction capacity threshold. In that case, extensive additional facilities would be required to 
deliver the volumes, requiring additional security to backstop. Therefore, PNG does not believe that 
section 17.8 of the GTCs obliges Shippers to comply with any subsequent BCUC orders of more 
extensive credit requirements.  

 
  



 PNG Reactivation & Recommissioning CPCN Application 
  Response to BCUC IR No. 2 
 July 5, 2021 
 Page 6 of 24 

 
 

 

44.3 Please provide an explanation of the meaning of the term “additional facilities” as 
referred to in section 17.8 of the GTCs.  

Response: 
 
Credit Support, as defined within the GTCs, is intended to cover the risk associated with the facilities 
required to supply volumes of up to 78 MMCFD which was anticipated within the RECAP auction. 
Whereas the “additional facilities” referred to in section 17.8 of the GTCs was meant to enable 
additional security to be required in the case where volumes requested within the RECAP auction 
process exceeded that volume, necessitating significant “additional facilities” to deliver the increased 
volumes.  
 
 

 
44.4 Please provide an explanation of whether PNG considers the following elements of 

the project scope constitute “additional facilities”: 

• Existing compressor station reactivation; 

• Existing pipeline restoration; 

• Compressor stations R5 and R6;  

• New customer interconnect facilities; and 

• R5 to Terrace Junction Connector.  

Response: 
 

PNG does not consider the above elements of the project scope as presented in the Application to 
constitute “additional facilities”.  Please also see the response to Question 44.3. 
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44.5 Please provide a breakdown of the amounts that would constitute the pro-rata share 
for each shipper of the following:  

• Each of the facilities identified in the previous question individually; 

• All of the above facilities collectively; and 

• The facilities PNG identifies as “additional facilities”, collectively. 
 

Response: 
 
PNG has submitted the response to Question 44.5 on a confidential basis. 
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44.5.1 For each of the scenarios in the previous question, please also provide (i) a 
comparison against the amounts of credit support that will be required by 
the shipper, as outlined in PNG’s response to BCUC IR 7.2, and (ii) the 
number of months of demand charges for which a letter of credit would be 
required which is equal to the pro-rata share of the facilities. PNG may file 
part or all of its responses confidentially as required. 

Response: 
 

PNG has submitted the response to Question 44.5.1 on a confidential basis. 
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PNG has submitted the response to Question 44.5.1 on a confidential basis. 
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44.6 Please confirm, or explain otherwise, that the interconnection facilities are the only 
aspects of the Project for which shippers are specifically required to provide credit 
support in the amount of the shippers’ pro-rata share of the facilities. 

Response: 
 

PNG confirms that the interconnection facilities are the only aspects of the Project for which Shippers 
are specifically required to provide credit support in the amount of the Shippers’ pro-rata share of the 
facilities. PNG notes that the interconnection facilities are dedicated to providing service to the 
respective Shipper and likely would not be used or useful beyond the initial term of the TSAs if the 
TSAs are not renewed. 
 
 
 

44.6.1 If confirmed, please explain why PNG has not sought additional credit 
support from shippers for other facilities, up to the shippers’ pro-rata share 
of the facilities.  

Response: 
 
PNG has not sought additional credit support from Shippers for other facilities, up to the Shippers’ pro-
rata share of the facilities because the Credit Support, as required under the GTCs, was considered to 
provide a reasonable balance between the risk of default by Shippers and the risk that the RECAP 
auction would not have been successful in attracting new volumes to the PNG-West system if the credit 
support requirements were seen as too onerous. 
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 Reference: AGREEMENTS 
Exhibit B-7, BCUC IR 5.1  
Construction of interconnection facilities  

In response to BCUC IR 5.1, PNG stated: 

Working towards the first milestone of December 1, 2022, PNG determined 
that a minimum of 5 months was reasonable to construct the first 
interconnection facility. PNG anticipates that it will be able to determine 
what, if any, constructability or other constraints may exist before June 
2022. 

45.1 Please briefly elaborate on the need for a minimum of 5 months to construct the first 
interconnection facility. 

Response: 
 
PNG, having had recent construction experience in the Prince Rupert area (Pembina Watson Island, 
AltaGas RIPET), recognizes the weather risks associated with heavy rain and possible snow conditions 
in the area. Consequently, a reasonably early start to construction was identified as desirable to help 
mitigate these risks, and to meet the in-service date in a cost-effective and timely manner.  
 
Further, through feasibility and pre-FEED work, knowledge gained in the immediate area from 
unrelated investigative digs, as well as the review of ongoing design information shared by the 
interconnection customer’s design team, PNG is aware of ground conditions, site gradation, plot plan 
configuration, and construction coactivity that are expected to have an impact on constructability and 
associated schedule. In addition, PNG has considerable experience with the hot tapping, branch 
connection, and above ground facilities required at this location and the time frames associated with 
successful construction and commissioning, including the scheduling of BC Oil and Gas Commission 
facilities staff site walkdown prior to the necessary Leave to Open application. On balance, given the 
relatively short distance required for the interconnection pipeline from the PNG mainline to the 
identified custody transfer point, the anticipation of site preparation civil works by the customer’s 
team in advance of PNG’s site construction, and leveraging recent similar project outcomes, PNG 
believes the identified 5-month time frame to be reasonable.   

 
 

  

45.0 
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B. PROJECT COSTS, ACCOUNTING TREATMENT AND RATE IMPACTS 

 Reference: PROJECT COSTS, ACCOUNTING TREATMENT AND RATE IMPACTS 
Exhibit B-1, Section 6.5.4, p. 133; Exhibit B-7, BCUC IR 33.3, 33.4, 33.3.1 
Interconnection Pipelines 

In response to BCUC IR 33.3, PNG stated: 

The demand charge for each of the interconnection pipelines is intended to 
remain fixed over the term of the Interconnection Agreement with no 
escalation or decrease related to, and independent of, PNG’s general 
delivery rate changes. 

… fixing the demand charge for the interconnecting pipelines over the term 
of the related Interconnection Agreement provides additional toll 
predictability for the RS 80 customers while avoiding the significant 
administrative complexity of setting up administrative systems to track a full 
stand-alone rate base and cost of service calculation for each 
interconnecting pipeline. That is, PNG does not believe the additional 
expense associated with setting each interconnecting pipeline up as a 
separate division will provide its existing customers with any net additional 
benefit beyond the very significant benefit they will realize from the addition 
of the RS 80 customers. 

In response to BCUC IR 33.4, PNG stated: 

The con of the proposed roll-in of the interconnecting pipelines, from the 
perspective of PNG’s other customers, is that they will be assuming the risk 
of any variances between the revenues recovered under each 
interconnecting TSA and the actual revenue requirement associated with the 
interconnecting pipeline from year-to-year. … 

It is PNG’s belief that it is appropriate for its other customers to assume the 
risks noted and that these risks are not material in the context of the overall 
Reactivation Project. Not only will those customers be the beneficiaries of 
the revenues from the RS 80 customers, there would also be savings in 
administrative costs. PNG notes that the BCUC has previously approved this 
approach to risk assumption by customers under previous fixed rate 
arrangements with Methanex and Eurocan. 

  

46.0 
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46.1 Please elaborate on why PNG considers it appropriate for its other customers to bear 
the risk of any cost variances associated with the interconnecting pipelines and 
describe and quantify the savings in administrative costs. 

Response: 
 
Customers will not bear this risk of cost variances for the construction of the interconnection facilities. 
Schedule B of the Interconnection Agreement allows for the Demand Charge to be adjusted to reflect 
the difference between the cost estimate and the actual costs incurred building the interconnection 
facilities. As described in PNG’s response to BCUC IR 33.1, PNG does not expect any significant capital 
maintenance or operating costs over the term of the Interconnection Agreements. As such, PNG does 
not see this as a significant risk to its other customers.  
 
Further, PNG is not able to quantify the savings in administrative costs, however it is confident that a 
substantial effort would be required to set up the systems and to implement procedures which would 
allow for the accurate recording of costs associated with each interconnecting pipeline. As stated in its 
response to BCUC Question 33.3, to develop an appropriate standalone toll for each interconnecting 
pipeline, each interconnecting pipeline would be set up as a separate division, similar to the Fort St. 
John/Dawson Creek and Tumbler Ridge divisions in PNG(NE). Each revenue requirement application 
would include the same level of cost detail for each interconnecting pipeline that PNG(NE) currently 
provides for Tumbler Ridge or Fort St. John/Dawson Creek, likely including a shared services allocation 
for costs that are not directly recorded to cost centers for the interconnecting pipelines. As implied in 
the previous sentence, the accounting systems will need to be created and procedures followed to 
allow for the recording of costs which would be directly booked to each interconnecting pipeline. 
 

 
  
46.2 Please identify which class of service the revenues and costs for the interconnecting 

pipelines will be included in for rate setting purposes. 

Response: 
 
Revenues and costs related to the interconnection agreements would be included in the Transmission 
Class for rate setting purposes. Please also refer to the response to Question 46.3. 
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46.3 Please explain, with rationale, how the revenues and costs associated with the 
interconnection agreements will be treated if PNG undertakes a cost of service 
analysis or files a rate design application with the BCUC during the term of the 
agreements, and whether the tolls may be subject to any rate rebalancing.  

Response: 
 
In a fully allocated cost of service (FACOS) analysis, PNG would classify the costs associated with the 
interconnecting pipelines as transmission. Consistent with the principle of a FACOS, PNG could allocate 
all transmission costs, including the costs associated with the interconnecting pipelines, to all customer 
classes on the basis of certain allocators, with coincident peak demand being one example. 
Alternatively, PNG could assign costs associated with the interconnecting pipelines directly to the 
RECAP Shippers. 
 
The revenue to cost ratios determined from a FACOS are then the revenues pursuant to the 
interconnection agreements plus those from the RS80 toll charges, all divided by the portion of the 
total transmission-classified costs, including the cost of service associated with the interconnecting 
pipelines that has been allocated to RS80 customers. 
 
Depending on the outcome of a FACOS, and to the extent judged necessary by PNG, the RS80 rate 
could be adjusted to rebalance the revenue to cost ratio determined through the FACOS. However, 
the toll payable under the terms of the interconnection agreement will remain fixed, as there is no 
provision to adjust the toll in the Interconnection Agreement. 
 
 
 

46.4 Please elaborate on the appropriateness of setting a fixed toll for the interconnecting 
pipelines, given that PNG proposes to roll-in the costs and revenues of the 
interconnecting pipelines to its existing revenue requirement and given that the 
revenue requirement and other delivery rates will fluctuate over the term of the TSA.  

Response: 
 
PNG believes that the fixed toll for interconnecting pipelines is appropriate as it provides Shippers cost 
certainty for the toll throughout the term of the Interconnection Agreements. PNG also expects that 
variations in the cost of service for the interconnecting pipelines will be small given little operating and 
maintenance expenditures are expected to be required over the Initial Term. In other words, from a 
cost causation perspective, the interconnecting pipelines are very unlikely to drive material 
fluctuations in PNG’s revenue requirements and therefore impose very little risk on PNG’s other 
customers. PNG notes that the toll will be adjusted for the final initial capital costs which will be 
reflected in the return of and on capital in calculating the cost of service.  
 
As stated in its response to BCUC IR 33.3 and BCUC IR 33.4, PNG believes that existing ratepayers will 
benefit from incremental revenue from the RS80 customers that is in excess of the Reactivation Project 
cost of service.  
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46.5 Please provide the initial toll and supporting excel schedules for each interconnecting 
pipeline under a scenario where the toll will be subject to BCUC approved delivery 
rate changes based on PNG’s bi-annual revenue requirement applications.  

Response: 
 
PNG submits that it is unable to accurately forecast future delivery rate changes for the 20-year period 
that the interconnecting pipelines are expected to be in service. Further, it is not obvious to PNG how 
it would determine an appropriate initial toll for the interconnecting pipelines. When PNG applied for 
approval of the initial RS 80 toll it used a number of approaches to test the reasonableness of the 
proposed toll, including historical rates applicable to large industrial customers and expected revenue 
to cost ratios for the RS 80 class, however this approach is not available for the interconnecting 
pipelines particularly considering that the interconnecting pipeline customers are already paying their 
share of PNG’s embedded costs through the RS 80 toll. Therefore, PNG is unable to provide an initial 
toll and supporting Excel schedules that shows the future change in delivery rates for interconnecting 
pipelines.   
 
In the absence of knowledge of future rate changes, PNG submits that the interconnecting pipeline 
tabs of the Excel spreadsheet provided as Appendix L and Appendix M to the Application represent 
PNG’s best estimate of the cost of service associated with each of the interconnecting pipelines. As 
illustrated in Appendix L and Appendix M, the forecast cost of service for each of the interconnecting 
pipelines declines as the underlying rate base declines. PNG notes that the annual change in the 
interconnecting pipelines rate base and cost of service is unlikely to mirror that of the overall PNG-
West system. Using the changes of PNG’s bi-annual revenue requirements to determine changes for 
the interconnecting pipelines would create a mis-match of the changes in the cost of service for the 
specific-use assets and the overall cost of service.  
 
PNG believes that a fixed monthly toll methodology for the interconnecting pipeline is appropriate. As 
stated in PNG’s response to BCUC IR 33.4: 
 

“It is PNG’s belief that it is appropriate for its other customers to assume the risks 
noted and that these risks are not material in the context of the overall Reactivation 
Project. Not only will those customers be the beneficiaries of the revenues from the 
RS 80 customers, there would also be savings in administrative costs. PNG notes that 
the BCUC has previously approved this approach to risk assumption by customers 
under previous fixed rate arrangements with Methanex and Eurocan. The BCUC also 
approved an identical approach to rate setting and roll-in of facilities for the 
interconnecting pipeline for the proposed Douglas Channel LNG project that received 
a CPCN approved under BCUC Order C-10-15A in 2015; however, PNG notes that the 
project was abandoned by its owners and was never constructed.” 
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46.6 Please provide a forecast of the expected range of cost variances and resulting rate 
impacts for PNG’s existing customers associated with the interconnecting pipelines. 

Response: 
 

PNG is unable to determine the requested expected range of cost variances and is unable to accurately 
forecast future delivery rate changes. However, PNG estimates that the impact of a 10% increase in 
the cost of service of all interconnecting pipelines relative to the 2021 cost of service per its approved 
2020-2021 Revenue Requirements Application, plus the Salvus to Galloway cost of service, plus the 
RECAP cost of service, is approximately 0.5%. This was illustrated in Excel Attachment BCUC 
Confidential IR 14.1 - RECAP CPCN Model Working Copy – Revised. Further, PNG believes that a 10% 
cost of service increase simultaneously for all interconnecting pipelines is highly unlikely for the 
reasons set out in response to Question 46.1.  
 
  
 

On page 133 of the Application, PNG states that “[r]ates for service on the interconnecting 

pipeline will be set to recover the full increase in the cost of service resulting from the 

construction and operating of the interconnecting pipelines such that there will be negligible rate 

impacts on PNG’s other customers”. 

46.7 Please confirm, or explain otherwise, that PNG proposes to set the tolls for the 
interconnecting pipelines based on forecast incremental costs, rather than 
embedded costs.  

Response: 
 
The tolls for the interconnecting pipelines will be set on actual construction costs of the 
interconnecting facilities and on anticipated incremental costs for future operating and maintenance 
expense items in calculating the demand charge for the interconnection facilities.  
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46.7.1 If confirmed, please explain, with rationale, why PNG considers it 
appropriate to set a toll for the interconnecting pipelines based on 
incremental costs rather than embedded costs. 

Response: 
 
PNG believes that the use of incremental cost is most appropriate in calculating the demand charge 
for the interconnection facilities as it represents the current cost of building new sole-use 
interconnection facilities rather than the embedded cost of PNG’s existing assets which rely on 
historical values. The use of embedded costs for both capital and operating expenses could result in a 
lower toll that does not accurately reflect the actual cost of building the facilities and thus does not 
recover the full cost through the demand charge. If embedded costs were used other ratepayers could 
be left to cover any shortfall. 
 
Alternatively, if PNG were to use incremental costs for capital and embedded costs for operating 
expenses to determine the interconnecting pipeline toll, the interconnection pipeline customers would 
essentially be paying twice for the embedded operating expenses – once through the RS 80 toll and a 
second time through the interconnecting pipeline toll. It is not certain that the RECAP customers’ 
projects could bear the additional cost associated with this approach.   
 
PNG also notes that when the RS 80 customers bid their RS 80 toll premiums, PNG had provided them 
with estimates of their interconnecting pipeline tolls based on the incremental cost approach. For this 
reason, PNG believes that burdening the customers with additional costs after those toll premiums 
have been set could very well have negative outcomes for the RS 80 customer projects’ viability. 
 
 
 

46.7.2 Please provide an estimate of the toll for each interconnection agreement 
using PNG’s embedded costs.  

Response: 
 
PNG is unsure what, if any, embedded cost should be included in the toll for an interconnection 
agreement when those embedded costs are already included and will be recovered in the RS 80 toll 
for service to that customer. Further, PNG believes that its three-pronged approach to toll setting 
under the RECAP process (i.e. setting the RS 80 toll to recover embedded costs, having the RS 80 
customers bid a toll premium under the RECAP process, and setting the interconnecting toll to recover 
the incremental costs of the interconnecting facilities) maximizes the benefits of the RECAP process 
for PNG’s existing customers and results in recovery of all costs.   
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In response to BCUC IR 33.3.1, PNG stated: 

The methodology for determining the fixed demand charge for the 
interconnecting pipelines is essentially identical to the mains extension 
methodology other than the future incremental revenues (i.e. the demand 
charge) is determined in order that the required contribution is calculated to 
be zero. 

46.8 Please explain, with rationale, why PNG considers it appropriate to set a toll for the 
interconnecting pipelines so that the required contribution is calculated to be zero. 

Response: 
 
PNG notes that due to the sole-use nature of these assets, one customer is paying for the full capital 
cost of a specific-use asset as well as all associated operating costs. If the required contribution is 
calculated to be anything other than zero, then the customer is either paying for more than the 
associated costs of the specific asset or is paying less than the associated costs of the specific asset.  
 
In a scenario where the required contribution is calculated to be negative, the customer using the asset 
is paying for more than the associated costs. While a contribution could be used to make up any 
shortfall, there are other considerations such as whether the customer finds it advantageous for their 
project development to minimize the upfront costs and finance the assets over time when they are 
generating revenue from their projects.  
 
In a scenario where the required contribution is calculated to be positive, the customer using the asset 
is paying for less than the associated costs. Both of these scenarios would result in an unfair allocation 
of costs between the customer using the asset and all other customers. It is PNG’s belief that 
establishing a toll for the interconnecting pipelines that recovers the exact cost of providing that 
service is a fair and reasonable approach for both the interconnecting pipeline customer and PNG’s 
existing ratepayers.  
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 Reference: PROJECT COSTS, ACCOUNTING TREATMENT AND RATE IMPACTS 
Exhibit B-7, BCUC IR 36.2, 36.4, 36.5 and 36.8 
Depreciation 

In response to BCUC IR 36.4, PNG stated: 

PNG did consider depreciation rates for the interconnection pipeline in 
accordance with approved rates for transmission pipeline assets. However, 
given that the interconnection pipelines were to be considered specific use 
assets and paid for by the customer for which they are being constructed, 
PNG believed that use of the approved rates would result in sole-use 
undepreciated assets at the end of the primary term of the TSAs. Continuing 
to amortize the sole-use undepreciated assets at the end of the TSAs would 
add to the delivery tolls of the remaining customer base if the TSAs were not 
extended at the end of its primary term. This would come at a time when 
there is no incremental margin from the RECAP customers and would result 
in upward rate pressure for PNG’s other customers. This outcome was not 
desirable as there is considerable uncertainty that these assets will be used 
and useful beyond the initial term of the TSAs given their sole-use nature.  

In response to BCUC IR 36.5, PNG stated: 

PNG did consider depreciating the project assets over the life of the TSAs but 
recognized that many of the project assets, all of which are common-use 
facilities, would still be used and useful after the expiry of the initial term of 
the TSAs. At this time, PNG is unable to determine what, if any, assets would 
not be used and/or useful following the primary term of the TSAs.  

… in the event that Shippers do not renew their TSAs beyond the primary 
term and there were no replacement customers prepared to contract for the 
then available capacity, PNG would review if any facilities could be 
decommissioned or deactivated to reduce its cost of service without 
jeopardizing the provision of safe, reliable service to remaining customers. 

47.1 Under a scenario whereby none of the TSAs are extended beyond the primary term, 
please provide details with examples of how specific project assets may continue to 
be used and useful. 

Response: 
 
Under a scenario whereby none of the TSAs are extended beyond the primary term, and assuming all 
proposed assets and infrastructure are constructed as contemplated in the Application, PNG submits 
the following in terms of project asset ongoing use and usefulness: 

 

47.0 
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Project Asset Asset Use / System Benefit Post-TSA Usefulness 

R1-R4 
Reactivation 

- Increase overall system capacity 
between R1 Summit Lake and 
Terrace 

- Provides latitude and increased 
operational flexibility based on 
system load changes and 
customer locations 

- Operational resiliency 

- Operational redundancy (n+1) at R1 with 
reactivation of Unit 3, allowing for 
increased flexibility, reliability, and 
resiliency based on maintenance 
requirements (compressors or pipeline) 
and operational dynamism (seasonal and 
customers). 

- Improved pipeline system operational 
segmentation between compressor 
stations, providing increased ability for 
segment based operating pressure 
control.  

- Increased available system capacity for 
future customer growth (LNG, wood 
pellets, forest products, hay drying, 
import/export infrastructure) and PNG 
service diversification (distribution system 
expansion, off-pipe CNG/LNG, strategic / 
emergency resiliency infrastructure).   

R5 - Booster compressor strategically 
located in Terrace at the junction 
of the upstream NPS 10 and 
downstream NPS 8 to Prince 
Rupert, and NPS 10 and 6 to 
Kitimat 

- Increased downstream system 
capacity  

- Provides increased operational 
flexibility and resiliency 

 

- System pressure maximization 
downstream of Terrace in order to 
optimize capacity for planned and 
unplanned outages, future customer 
interests, and upstream system 
segregation for the purposes of segment-
based maintenance or operational 
optimization interests.  

- Significant lasting benefit considering the 
maintenance intensiveness and 
environmental vulnerability of the NPS 8 
pipeline to Prince Rupert.  

R6 - Booster compressor strategically 
located between Terrace and 
Prince Rupert 

- Increased downstream capacity  

- Operational resiliency 

- System pressure maximization 
downstream of Terrace in order to 
optimize capacity for planned and 
unplanned outages, future customer 
interests, and segregation of the Terrace 
to Salvus upstream portion of the NPS 8 
for the purposes of segment-based 
maintenance needs.  

- Significant lasting benefit considering the 
maintenance intensiveness and 
environmental vulnerability of the NPS 8 
pipeline to Prince Rupert, particularly the 
section downstream of the proposed R6 
location (Salvus to Galloway).  
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Project Asset Asset Use / System Benefit Post-TSA Usefulness 

R5 to Terrace 
Junction 
Connector 

- Bypass of population dense area, 
allowing for increased operating 
pressure downstream of Terrace 
on the NPS8 pipeline to Prince 
Rupert 

- Bisects areas of Skeena Industrial 
Park and other areas of potential 
development (including Terrace-
Kitimat Regional Airport) not 
easily reached by interconnect to 
the existing and operational 
pipeline system 

- Operational resiliency 

- System capacity optimization 
downstream of Terrace on the NPS 8 
Terrace to Prince Rupert for planned and 
unplanned outages, future customer 
interests, including those in the 
immediate vicinity of the Skeena 
Industrial Park and local regional airport. 

- Significant lasting benefit considering the 
maintenance intensiveness and 
environmental vulnerability of the NPS 8 
pipeline to Prince Rupert. 

Terrace to 
Salvus Upgrades 

- Pipeline integrity maintenance 
upgrades to allow for operation 
up to the original licensed 
operating pressure of 1354 psig 

- Operational resiliency 

- System pressure maximization 
downstream of Terrace in order to 
optimize capacity for planned and 
unplanned outages, future customer 
interests, and upstream system 
segregation for the purposes of segment-
based maintenance or operational 
optimization interests.  

- Significant lasting benefit considering the 
maintenance intensiveness and 
environmental vulnerability of the NPS 8 
pipeline to Prince Rupert, particularly the 
section downstream of Salvus. 

Interconnect – 
Customer A 
Terrace 

- Purpose-built interconnecting 
pipeline and meter station at the 
Skeena Industrial Park lands 

- Short length and small diameter 

- Limited usefulness unless another future 
customer emerged at this location.  

Interconnect – 
Customer A 
Prince Rupert 

- Purpose-built interconnecting 
pipeline and meter station from 
the junction of the NPS 4 Prince 
Rupert Lateral and Ridley Island 
Road to an area of regular and 
ongoing industrial development 

- Lengthy and of large diameter 
relative to other proposed 
interconnecting pipelines 

- Future service to customers (new and 
existing, as-constructed or with additional 
moderate extension) in an area of regular 
and ongoing industrial development 
(Ridley Island and South Kaien Island) 
driven by port and intermodal 
development, import/export markets and 
infrastructure. 

Interconnect – 
Customer B Port 
Edward 

- Purpose built interconnecting 
pipeline and meter station in 
proximity to PNG’s Galloway 
Station 

- Short length and small diameter 

- Limited usefulness unless another future 
customer emerged at this location. 
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47.2 Given PNG is unable to determine whether the project assets will be used and useful 
beyond the initial term of the TSAs, please explain whether PNG’s rationale for 
depreciating the interconnecting pipeline assets over the term of the TSA (i.e., that 
using approved rates would result in undepreciated assets after the primary TSAs 
expire) also applies to the other project assets, rather than using standard 
depreciation rates. If not, please explain why not.  

Response: 
 
PNG submits that the sole-use interconnecting pipelines are highly unlikely to be used and/or useful 
once the Shipper projects cease to accept gas. Because of the nature of sole-use assets, PNG believes 
that recovering all costs over the primary term of the TSA removes the risk of other ratepayers bearing 
the undepreciated asset cost. PNG believes that it is unlikely that after the expiry of the TSAs there will 
be new customers that will be able to make use of these assets. 
 
PNG believes that the remaining project assets are common use assets and that not only is there a 
chance that the RS 80 customers may extend the TSAs, but that there is also the reasonable possibility 
that additional customers may be attached to the system and make use of the common assets after 
the expiry of the TSAs. This is analogous to the current situation where the RS 80 customers are 
expected to take up system capacity freed up following termination of transportation agreements with 
previous industrial customers, albeit with a lag of a number of years. 
 
 
 

47.3 Under a scenario whereby PNG is directed to use depreciation rates for the project 
assets based on the TSA terms, please provide the specific depreciation rate that 
would be applicable, with rationale, based on the primary terms of the different TSAs. 

Response: 
 
PNG has not yet determined the specific depreciation rates that would be applicable based on the 
primary terms of the different TSAs and would submit to the BCUC the depreciation rates and rationale 
if so directed. However, PNG believes that continuation of a straight-line depreciation methodology 
would be used. 
 
While PNG is unable to specifically determine the depreciation rates that it would use, PNG provides 
the following as the potential methodology it might follow.  
 
PNG expects that the expiry of the last TSA could be used as the final year for the depreciation of the 
project assets. The assets that are placed into service when the first project is completed could be 
depreciated over the period from that year to the expiry of the last TSA. The assets that are placed into 
service when the second project is completed could be depreciated over the period from that year to 
the expiry of the last TSA. Likewise, the assets that are placed into service when the third and fourth 
Shipper projects are completed could be depreciated over the period from that year to the expiry of 
the last TSA.   
 
Annual maintenance capital could be depreciated over the period from the year it was placed into 
service to the expiry of the last TSA. 
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In response to BCUC IR 36.8, PNG stated: 

PNG is of the opinion that the useful life of an asset should be determined 
based on the period to which the asset is required to earn a favourable cash 
flow. US GAAP guidance for intangible assets in ASC 360-10-35-3 includes the 
following factors, which are also useful to consider in determining the useful 
life of a tangible asset:  
…  

c. Any legal, regulatory, or contractual provisions that may limit the 
useful life. The cash flows and useful lives of intangible assets that 
are based on legal rights are constrained by the duration of those 
legal rights. Thus, the useful lives of such intangible assets cannot 
extend beyond the length of their legal rights and may be shorter. 

47.4 Under a scenario whereby none of the TSAs are extended beyond the primary term, 
please discuss if PNG considers that the project assets will continue to earn a 
favourable cash flow, with supporting rationale and PNG’s interpretation of the 
meaning of “favourable cash flow”.   

Response: 
 
PNG interprets “favourable cash flow” to be equivalent to positive margin from a customer, whereby 
a customer is paying for service which is dependent upon an asset being available to deliver that 
service. In the case of the interconnecting pipeline assets PNG does not currently foresee those assets 
being necessary to deliver service to customers other than those for which TSAs have been executed. 
The non-interconnecting pipeline assets would be common assets that would be necessary to deliver 
service to either existing or new customers that would subscribe for service on the PNG system during 
the term of the TSA agreements. It is not possible at this time to determine what customers may be 
added to the system in future years that could potentially result in favourable cash flow after the expiry 
of the primary term of the TSAs. 

 
 
 
47.5 Please discuss whether the contractual requirements of the TSAs limit the useful life 

of the project assets in any way.  

Response: 
 
The contractual requirements of the TSAs do not limit the useful life of the project assets in any way. 

 
 
 
47.6 Please discuss whether the contractual requirements of the Interconnection 

Agreements limit the useful life of the interconnection facilities in any way.  

Response: 
 
The contractual requirements of the Interconnection Agreements do not limit the useful life of the 
project assets in any way. 
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In response to BCUC IR 36.2, PNG stated: 

PNG is seeking approval of the Interconnection Agreements which include 
the monthly demand charge for each interconnection pipeline. As the 
depreciation rates are an input in calculating the monthly demand charge, in 
effect PNG is seeking approval in this Application to depreciate the 
interconnecting pipeline assets over the term of the underlying TSAs on 
which the Interconnection Agreements are based. 

 
47.7 Please clarify whether a BCUC decision on the depreciation rates for the 

interconnection facilities is required in advance of or at the same time as the BCUC 
decision regarding the Interconnection Agreements, which include the demand 
charge.  

Response: 
  
PNG has requested approval of the Interconnection Agreements including the monthly demand charge 
no later than September 30, 2021. While PNG has not requested specific approval of the depreciation 
rate, it recognizes that the depreciation rates are a critical input to the calculation of the monthly 
demand charge. PNG believes that a decision regarding the depreciation rates could be either before 
or at the same time as the decision of the entirety of the Interconnection Agreements.  
 
PNG notes that if the BCUC determines that a longer alternate depreciation rate should be used, the 
demand charge would decrease and PNG would not recover the entire value of the assets during the 
Primary Term of the TSAs. As such, PNG would either: i) require a contribution in aid of construction 
to make up any shortfall from the Shippers; or ii) PNG’s other ratepayers would be exposed to the risk 
of undepreciated assets at the end of the Shippers Initial Term. While PNG would be concerned going 
to its Shippers to request a contribution in aid of construction, PNG does not believe that other 
ratepayers should be exposed to the risk associated with these sole-use facilities. PNG continues to 
believe that depreciating the assets over the Primary Term is the most appropriate solution as it 
balances ratepayer impacts with providing Shippers demand charge certainty, it matches the revenues 
to the period in which the assets are being used, all while minimizing upfront costs. 

  
 
 

47.7.1 Specifically, under a scenario whereby a depreciation rate for the 

interconnection facilities other than the term of the TSA is used, please 

discuss whether PNG would propose a different demand charge, or if the 

proposal would be to keep the demand charge as currently presented in the 

Interconnection Agreements.  

Response: 
 

Please see the response to Question 47.7. PNG believes that the demand charge should continue to 
be set to recover the capital costs of the interconnecting facilities over the term of the TSA. 


	Cover Letter
	Table of Contents
	A. Agreements
	43.0 Reference: AGREEMENTS Exhibit B-7, BCUC IR 4.1.1 Approval of Agreements
	43.1 Please discuss the potential implications to the Project schedule, shippers, PNG or PNG’s ratepayers in the event the BCUC approved the TSAs and/or the Interconnection Agreements subject to modifications.

	44.0 Reference: AGREEMENTS Exhibit B-1-2, General Terms and Conditions, p. 18; Exhibit B-8, Confidential Response to BCUC IR 7.2; Exhibit B-7, BCUC IR 8.1; PNG RECAP Application, Exhibit B-4, BCUC IR 2.2, 7.5  Credit Requirements
	44.1 Please discuss whether PNG considers that as part of the BCUC’s decision on whether to approve the TSAs, GTCs and Interconnection Agreements (collectively, the Agreements), that under section 17.8 of the GTCs the BCUC may order more extensive cre...
	44.1.1 In the event the BCUC ordered more extensive credit requirements as part of its decision on the Agreements, please explain the time and process needed to establish revised agreements with the shippers.
	44.1.1.1 Please discuss whether there are any risks involved to the Project schedule, shippers, PNG or PNG’s ratepayers if the BCUC were to order more extensive credit requirements.


	44.2 Please discuss whether PNG considers there are any circumstances where the BCUC could order more extensive credit requirements per section 17.8 of the GTCs after a BCUC decision has been rendered on the Agreements.
	44.2.1 Please discuss whether section 17.8 of the GTCs obliges shippers to comply with any subsequent BCUC orders of more extensive credit requirements.

	44.3 Please provide an explanation of the meaning of the term “additional facilities” as referred to in section 17.8 of the GTCs.
	44.4 Please provide an explanation of whether PNG considers the following elements of the project scope constitute “additional facilities”:
	44.5 Please provide a breakdown of the amounts that would constitute the pro-rata share for each shipper of the following:
	44.5.1 For each of the scenarios in the previous question, please also provide (i) a comparison against the amounts of credit support that will be required by the shipper, as outlined in PNG’s response to BCUC IR 7.2, and (ii) the number of months of ...

	44.6 Please confirm, or explain otherwise, that the interconnection facilities are the only aspects of the Project for which shippers are specifically required to provide credit support in the amount of the shippers’ pro-rata share of the facilities.
	44.6.1 If confirmed, please explain why PNG has not sought additional credit support from shippers for other facilities, up to the shippers’ pro-rata share of the facilities.


	45.0 Reference: AGREEMENTS Exhibit B-7, BCUC IR 5.1  Construction of interconnection facilities
	45.1 Please briefly elaborate on the need for a minimum of 5 months to construct the first interconnection facility.


	B. Project Costs, Accounting Treatment and Rate Impacts
	46.0 Reference: PROJECT COSTS, ACCOUNTING TREATMENT AND RATE IMPACTS Exhibit B-1, Section 6.5.4, p. 133; Exhibit B-7, BCUC IR 33.3, 33.4, 33.3.1 Interconnection Pipelines
	46.1 Please elaborate on why PNG considers it appropriate for its other customers to bear the risk of any cost variances associated with the interconnecting pipelines and describe and quantify the savings in administrative costs.
	46.2 Please identify which class of service the revenues and costs for the interconnecting pipelines will be included in for rate setting purposes.
	46.3 Please explain, with rationale, how the revenues and costs associated with the interconnection agreements will be treated if PNG undertakes a cost of service analysis or files a rate design application with the BCUC during the term of the agreeme...
	46.4 Please elaborate on the appropriateness of setting a fixed toll for the interconnecting pipelines, given that PNG proposes to roll-in the costs and revenues of the interconnecting pipelines to its existing revenue requirement and given that the r...
	46.5 Please provide the initial toll and supporting excel schedules for each interconnecting pipeline under a scenario where the toll will be subject to BCUC approved delivery rate changes based on PNG’s bi-annual revenue requirement applications.
	46.6 Please provide a forecast of the expected range of cost variances and resulting rate impacts for PNG’s existing customers associated with the interconnecting pipelines.
	46.7 Please confirm, or explain otherwise, that PNG proposes to set the tolls for the interconnecting pipelines based on forecast incremental costs, rather than embedded costs.
	46.7.1 If confirmed, please explain, with rationale, why PNG considers it appropriate to set a toll for the interconnecting pipelines based on incremental costs rather than embedded costs.
	46.7.2 Please provide an estimate of the toll for each interconnection agreement using PNG’s embedded costs.

	46.8 Please explain, with rationale, why PNG considers it appropriate to set a toll for the interconnecting pipelines so that the required contribution is calculated to be zero.

	47.0 Reference: PROJECT COSTS, ACCOUNTING TREATMENT AND RATE IMPACTS Exhibit B-7, BCUC IR 36.2, 36.4, 36.5 and 36.8 Depreciation
	47.1 Under a scenario whereby none of the TSAs are extended beyond the primary term, please provide details with examples of how specific project assets may continue to be used and useful.
	47.2 Given PNG is unable to determine whether the project assets will be used and useful beyond the initial term of the TSAs, please explain whether PNG’s rationale for depreciating the interconnecting pipeline assets over the term of the TSA (i.e., t...
	47.3 Under a scenario whereby PNG is directed to use depreciation rates for the project assets based on the TSA terms, please provide the specific depreciation rate that would be applicable, with rationale, based on the primary terms of the different ...
	47.4 Under a scenario whereby none of the TSAs are extended beyond the primary term, please discuss if PNG considers that the project assets will continue to earn a favourable cash flow, with supporting rationale and PNG’s interpretation of the meanin...
	47.5 Please discuss whether the contractual requirements of the TSAs limit the useful life of the project assets in any way.
	47.6 Please discuss whether the contractual requirements of the Interconnection Agreements limit the useful life of the interconnection facilities in any way.
	47.7 Please clarify whether a BCUC decision on the depreciation rates for the interconnection facilities is required in advance of or at the same time as the BCUC decision regarding the Interconnection Agreements, which include the demand charge.
	47.7.1 Specifically, under a scenario whereby a depreciation rate for the interconnection facilities other than the term of the TSA is used, please discuss whether PNG would propose a different demand charge, or if the proposal would be to keep the de...






