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FortisBC Energy Inc. 

Workshop 1: Rate Design Information Session 

March 2nd, 2017 

 (PROCEEDINGS COMMENCED AT 9:00 A.M.) 

THE CHAIRPERSON:   Good morning.  My name is Karen Keilty 

and I am the Panel Chair for review of the Fortis 

Energy Inc., or FEI's, 2016 rate design application.  

With me today are Commissioners Doug Enns and Bill 

Everett.   

  By Order G-6-17, the Commission established 

a preliminary regulatory timetable for this 

proceeding, and I'd like to welcome everybody today to 

the first of two workshops included in the regulatory 

timetable.  This workshop will include the topics 

covered in FEI's stakeholder information session held 

on May 19th, 2016.  The topics included gas supply 

basics and the essential services model, 

transportation model overview, cost of service, 

segmentation, and rate design concepts, and tariff 

rate schedules and services overview.   

  This workshop will form part of the 

evidentiary record for the proceeding, and it will be 

transcribed.  The materials will be posted as 

evidence.  After I have completed my opening remarks, 

I will be turning the workshop over to FEI to take us 

through their presentation.  I expect FEI will allow 



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    2 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

us to ask questions for clarity during the 

presentation and at the end of the presentation there 

will also be an opportunity for questions.   

  Please note that the Panel members may ask 

questions of FEI or other parties during this 

workshop.  We expect the workshop to end between 3:00 

and 4:00 p.m. and we will have a break in the morning 

and afternoon and we'll be breaking for lunch.  I will 

ask FEI presenters to decide on the appropriate time 

for the breaks based on the flow of their 

presentation.   

  During the workshop, to facilitate the 

transcription process, we request that you state your 

name prior to speaking.  Now I will go around the 

tables and have people here introduce themselves and 

who they represent, followed by any participants who 

have joined us on the phone.  And thank you, I will 

now ask for introductions and then turn it over to 

FEI.   

MR. MEHRAZMA:   Good morning.  Rouzbeh Mehrazma from FEI.   

MS. LANG:   Mary Lang, FortisBC gas supply.   

MR. HILL:   Shawn Hill, FortisBC gas supply and gas 

control.   

MS. FALCON:   Anne Falcon, EES Consulting, representing 

FEI.   

MS. TABONE:   Gail Tabone from EES Consulting, advisor to 
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FEI.   

MR. ANDREWS:   Bill Andrews.  I'm counsel for the B.C. 

Sustainable Energy Association and Sierra Club of B.C. 

in this proceeding.   

MR. HACKNEY:   Thomas Hackney.  BCSEA and Sierra Club B.C.  

MR. HEBERT:   Shane Hebert, with BC Hydro.   

MS. FEENEY:   Kate Feeney with BCOAPO.   

MR. DIXON:   Tom Dixon, Access Gas Services.   

MR. WEAFER:   Chris Weafer, the law firm Owen, Bird, 

representing the Commercial Energy Consumers.   

MS. TRESOGLAVIC:   Marjia Tresoglavic with BCUC.   

MS. SUE:   Suzanne Sue, BCUC.   

MS. CHEUNG:   Hillary Cheung, BCUC.   

MR. MARTISKAINEN:   Jouni Martiskainen, Catalyst Paper.   

MR. MILLER:   Paul Miller, Boughton Law Corporation, 

Commission counsel.   

MR. SOUTH:   Errol South, BCUC.   

MR. CHONG:   Doug Chong, BCUC.   

MR. BYSTROM:   Chris Bystrom, Fasken Martineau, counsel 

for FortisBC.  

MR. PERTTULA:   Dave Perttula, FortisBC.   

MS. JOLY:   Janice Joly, FortisBC regulatory affairs.   

MR. MOORE:   Ed Moore, FortisBC regulatory affairs.   

MR. PALA:   Rohit Pala, FortisBC resource development.   

MS. SALBACH:   Stephanie Salbach, FortisBC energy supply.   

MS. GRAVEL:   Colleen Gravel, FortisBC regulatory affairs.   
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MR. GOSSELIN:   Richard Gosselin, FortisBC, regulatory 

affairs.   

MR. TOKY:   Atul Toky, FortisBC regulatory affairs as 

well.   

THE CHAIRPERSON:   And are there participants on the 

telephone?  Okay, thank you. 

  Over to you, FEI.   

MR. PERTTULA:   Good morning, everyone.  Before we get to 

the presenters, I'll just give a little bit of an 

introduction.  As I mentioned before, my name is David 

Perttula.  I'm the senior manager of rate design and 

projects at FortisBC Energy Inc.  And as many in the 

room and on line will know, I have many years of 

experience in the rate regulation of utilities in B.C. 

    Proceeding Time 9:07 a.m. T2 

 And I’ve appeared before the Commission or 

participated extensively in numerous regulatory 

applications for FortisBC and precursor companies, 

Terasen Gas Inc. and BC Gas Utility Ltd., including 

revenue requirements applications, performance-based 

rate making applications, rate design applications, 

and various CPCN and project applications.   

  Thank you to the Commission Panel and to 

the participants here today for giving us the 

opportunity to present general background on the 

natural gas industry rate regulation and rate design 
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in B.C. and then more detailed information on FEI’s 

rate design application filed on December 19th, 2016. 

  As Commissioner Keilty has already said, 

todays workshop and the March 9th workshop, the 

contents of these two workshops are set out in Exhibit 

A-3, and today’s workshop covers the topics that were 

originally covered in a stakeholder session last May, 

May 19th, 2016, and the presentation that follows is 

substantially the same but a bit of a refreshed 

presentation on all of those topics.  And so 

participants that were in last spring’s session will 

recognize the materials as being very similar to what 

they’ve already seen.   

  However, the Commission Panel did not have 

the benefit of participating in last year’s pre-

application stakeholder sessions, and there may be 

others in the room or on-line that did not participate 

either.  So for everyone’s benefit, today’s session 

will cover topics pertaining to the natural gas 

industry, rate regulation of natural gas utilities, 

cost of service allocation, rate design principles, 

and tariff related issues in a more generic fashion.  

And next week on March 9th we will look at the 

specifics of FEI’s rate design application.  Both the 

original application as filed on the 19th, and then the 

supplementary filing that was submitted on February 
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2nd, And that dealt with the Fort Nelson service area, 

and also a lot of the material related to the actual 

tariff changes in the general terms and conditions, 

and rate schedules. 

  One aspect of natural gas rates in B.C., in 

distinction to electricity rates, is that the rate 

structures are unbundled.  They are separate charges 

for the natural gas commodity, the storage and 

transportation, or midstream related costs, and the 

delivery charges on the local utility system.  

Electricity rates in B.C., on the other hand, are 

bundled with all aspects of generation, power 

purchases, transmission, distribution and customer 

related costs blended together in various charges in 

the electricity rates of customers.  And the 

unbundling of natural gas rates had its roots in 

decisions made by the federal and western provincial 

governments in the mid-1980s, and that was to 

deregulate energy markets. 

    Proceeding Time 9:11 a.m. T3 

  And so with respect to natural gas, the 

deregulation is often traced back to what is called 

the "Halloween Agreement" that took place on October 

31st, 1985.  And so until that time, the price of 

natural gas within each province was regulated by the 

province and the Natural Energy Board set prices for 
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natural gas exports.   

  Deregulation was also occurring in the 

United States around that same time.  However, 

dismantling of the previous regulated frameworks for 

natural gas and the development of natural gas markets 

as we know them today, took a number of years to 

accomplish.  There were ongoing contractual 

commitments under the previous framework, and new 

tolling structures and things like that had to be 

established for the inter-provincial or inter-state 

pipelines.  And so, also the deregulation of natural 

gas saw the emergence of natural gas supply hubs in 

the 1990s, and many developments related to the 

maturing of natural gas markets and the great array of 

buying, selling, and trading activities that 

characterize natural gas markets today.   

  And it was during these times of market 

deregulation in the late 1980s and early 1990s, that 

the initial developments of unbundling occurred for 

natural gas utility customers.  What we now refer to 

as transportation service, where a customer acquires 

natural gas for itself, and arranges for it to be 

delivered to an interconnection point on the utilities 

system, and only pays for the delivery service on the 

utility system was a business model that was initially 

developed and approved by the Commission in the late 
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1980s.   

  Also in the late 1980s, FEI’s precursor 

company, BC Gas, was formed by the amalgamation of 

four separate utilities; Inland Natural Gas, Columbia 

Natural Gas, Fort Nelson Gas, and the privatized Lower 

Mainland gas division of BC Hydro.  And so the first 

rate design proceedings of BC Gas referred to as Phase 

A and Phase B rate design proceedings occurred in 1991 

and 1993. 

  The Phase A proceeding resulted in the 

establishment of gas cost, rate setting and flow-

through principles that by and large remain in effect 

today, although a number of minor modifications have 

been approved over time as gas supply arrangements 

have changed over the subsequent decades.  And also 

our gas supply costs have been separated into two 

different groups.  We have commodity costs and 

midstream costs. 

  And so the Phase B rate design proceeding 

in 1993 resulted in the establishment of postage stamp 

delivery rates for three of four service areas of BC 

Gas; the Lower Mainland, Inland and Columbia service 

areas.  As people know, the Fort Nelson service area 

rates have been kept separate.   

  So, the Phase B rate design also approved 

an unbundled tariff for the three postage stamp 
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service areas in which the charges for the gas costs 

and commodity costs were identified separately from 

delivery charges.  And we’ll hear a lot more about 

these issues and other gas industry and rate design 

developments that have occurred since then, both today 

and in the workshop next Thursday.   

Proceeding Time 9:15 a.m. T04 

  So, the presenters are all subject matter 

experts in their respective areas, so they've been 

introduced to us, so I won't mention their names 

again.  But we also, as people are aware, we have 

other FortisBC staff present in the room, and also our 

consultants from EES Consulting, Gail Tabone and Anne 

Falcon.  So hopefully we can answer the questions as 

they arise during the presentations.  But we'll 

certainly endeavour to answer them all today, or take 

them away if need be.   

MR. WEAFER:   Chris Weafer, Commercial Energy Consumers.  

Thanks, Dave.  Good introduction.   

  Some of us participated in the earlier 

workshop and a lot of this material was covered.  It 

might be helpful -- that process also took some 

feedback from stakeholders.  And so just at a high 

level, if there's anything that's been changed from 

what was presented there to now, if people would just 

highlight it in their comments, so we're tracking it.  
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And why, if there were reasons as a result of 

feedback, it would just be helpful to --  

FEMALE VOICE:   Speak up, please.   

MR. WEAFER:   Sorry.  There we go.  For those who were 

involved in the earlier version of this workshop, or 

where the company was seeking feedback, we got the 

presentation materials for today yesterday, and they 

looked very similar, which is good, because it's 

overview material.  But if the company actually made 

any changes or tweaks, or is adding something to what 

they said earlier, that will be helpful, just to track 

the evolution of the application.  And if not, that's 

fine.  But if there's any changes or adjustments 

you've made as you go through your presentations 

today, that would be helpful.   

MR. PERTTULA:   Okay, thanks, Chris.  I think our changes 

have been more in the nature of editorial and minor 

changes, but I'll invite the presenters to make note 

of that as they go through their materials. 

  And I'll ask Atul Toky, the first 

presenter, to come up.   

MR. TOKY:   Thanks, David, for the background information 

here.  Good morning, everyone, and thank you for 

joining us today. 

  I know that there is a couple of people who 

have walked in the room after we did some 
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introductions, so maybe we can have their 

introductions as well for the rest of the group.   

MR. KLEINSCHMITT:   Al Kleinschmitt, PNG.   

MR. LANGLEY:   Jim Langley, Sentinel Energy, representing 

the Industrial Customer Group.   

MR. TOKY:   Perfect.  My name is Atul Toky, and I'm the 

manager, rate design and tariffs, at FortisBC.  And I 

certainly have the pleasure of facilitating this 

workshop today.   

  As David mentioned, and as most of you are 

aware, we have actually filed our rate design 

application last year in December.  The purpose of 

getting together today is to provide context and 

information in the support of our rate design 

application.   

  The goal of this workshop is to provide 

information related to the physical system of 

FortisBC, how natural gas flows through in our system, 

and how the assets are used to move the natural gas in 

B.C.  We'll always -- we'll be touching upon the 

services that FEI provides, and the rate schedules 

that apply to these services.  We'll be also covering 

off some of the journal rate design topics and 

concepts as we go.   

  Today's session is more of an information 

session.  As probably most of you have seen this 
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presentation before, the objective is again -- is to 

create the common understanding that will allow us to 

understand the COSA results, which is the Cost Of 

Service Allocation results, and rate design changes as 

proposed in our application, that we will present in 

our next workshop as mentioned by David as well.  

    Proceeding Time 9:20 a.m. T5 

  So before I get to the agenda for the day, 

I just wanted to again mention that we do welcome all 

the questions if they come.  But we have a long 

material to go over for the day, and I expect today to 

be a long day.  So, just if we are getting off track 

or if something is happening which is getting us into 

the issues related to the rate design applications 

specifically, I might just chime in and we -- you 

know, and move along as we go, because there is a lot 

of material to go over today.   

  In terms of the agenda, we have split 

today’s agenda into two parts.  Part 1 is about the 

gas supply fundamentals, and Part 2 is a rate design 

fundamentals and the tariff overview.  We’ll take 

breaks throughout the day.  What we will do is 

following Rohit’s presentation on the gas supply, 

we’ll take a short break, and I expect to break for 

lunch after Stephanie’s presentation on the 

transportation model overview.  And then we will 
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probably have a lunch for about an hour or so, and 

then following Richard’s presentation this afternoon, 

we’ll take another 10 to 15 minute break before 

Colleen talks about the tariffs overview. 

  Any questions on the agenda so far?  

Perfect.   

  So, before we dig into the material, I’d 

like to provide some context to set the stage for 

today.  The first is to put the application in 

perspective.  So, what is essentially rate design?  

Most of us are pretty familiar with the revenue 

requirements application.  So how does the revenue 

requirement application compare to the rate design 

application?  And when we think about that, we think 

about sort of a pie.  So, revenue requirement is like 

a pie, which is made up of all the costs that the 

utility incurs to serve our customers.  So that 

includes, for example, the operating and maintenance 

expenses, property taxes, depreciation, income taxes 

and all those components.   

  Cost allocation and rate design can be 

thought of as how you slice that pie and how you pay 

for the slice.  So essentially there is two parts of 

that exercise.  So first one is you deal with the 

costs allocation, that means how the overall cost that 

the utility incurs is split amongst various customer 
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groups.  And once that is done, the other part is 

about how do you now want to recover those costs from 

your customer groups?  So those are the charges that 

we basically have in our rates.  As an example, there 

is a basic charge, delivery charge and all those kind 

of things.  So this is really the essence of our rate 

design application. 

  This is another interesting slide, and why 

I like this slide so much is it provides the whole 

natural gas value chain, our overview of that.  And 

what is interesting to consider is that the entire 

value chain is captured in the rate design 

application.  That is, we take a look at all the 

aspects of the costs associated with the services that 

we provide and we considered different types of 

customers and how they use the system.   

  Rohit will be elaborating on how we move 

the gas from the supply basins, really where those gas 

valves are, down to our interconnect system.  And 

Stephanie will be elaborating on how our 

transportation customers use the system.  Richard will 

discuss factors we consider when allocating costs and 

setting rates, and Colleen will translate those into 

rate schedules and rates that we have in place today. 

  This map provides a view of the FortisBC 

service territory, and there are essentially two terms 
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that you will hear many times today.  Those are the 

sales service and the transportation service.  We do 

have the essential services model in place, which is 

to get the gas from the supply hubs to our service 

territory.  So, sales service allows for a provision 

of the daily supply by FEI and Customer Choice 

marketers, sourced from those supply hubs or the 

trading hubs, while all other key midstream functions 

and contracted resources are managed by FEI alone.   

  Transportation service allows larger 

customers to source their own gas and transportation, 

and deliver it to the specific points on our system, 

which we call as interconnects.   

Proceeding Time 9:25 a.m. T06 

  So you'll see as an example here, there are 

those purple dots shown as some of these interconnects 

on our system.  Where we take possession and then 

deliver it back to our customers.   

  You will also see this slide several times 

today.  But that's because it provides a great high-

level overview of the services that FEI provides, and 

the rate components that apply to each service.  If 

you look on the left, we can actually classify the 

services that we provide into two broad categories; 

the sales service and the transportation service.   

  The sales service can be further classified 
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as the bundled service and the unbundled service.  Now 

what we mean by bundled and unbundled I think Rohit is 

going to cover in his presentation.  But I just wanted 

to show a high-level overview of all these services 

that FEI provides.   

  On the right you will see, you are looking 

at a pie graph.  It really shows that the 

transportation services making up about 40 percent of 

our throughput, and whereas the sales service is 

around 60 percent.  Now, although I have provided you 

with the snapshot of the throughput, to help provide 

some context, as Richard will discuss later today, 

throughput is only one part of the story, and we must 

consider the number of customers as of the way in 

which our customers use the system, which goes back to 

how the system is sized.   We refer to these 

considerations as energy, customer and demand related, 

and they drive most of our allocations.   

  Rohit will now take you through gas supply 

fundamentals, and a discussion on the essential 

services model.   

  I do have a question.  Thomas.   

MR. TOKY:   Yeah.  There is a question out there?   

MR. HACKNEY:   Tom Hackney.  And just to confirm, that pie 

of the throughput, that does not include bypass 

customers, is that correct?   
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MR. TOKY:   I do have to confirm, but -- I do have to 

confirm that.  So I can't really speak about that.  

But I have a feeling that they do include.  But I need 

to confirm that for sure.   

MR. HACKNEY:   Okay.  Could you just give us a very 

ballpark sense of the magnitude of bypass customers 

relative to the other customers?   

MR. TOKY:   Sure.  We do have to look at those in our 

materials, and provide that information to you.   

MR. HILL:   Shawn Hill, FortisBC.  Tom, I do believe the 

bypass customers are part of the transportation model.  

They are considered a transport segment customer that 

bring their own gas onto the system.  I think "bypass" 

refers to the delivery rate charge that they receive 

or not, I think.  But I do believe that they are in 

that throughput total.   

MR. TOKY:   Any other questions before we move along?  

Yes, sir?   

MR. SOUTH:   Errol South.  I was just saying, just for the 

benefit of the people on the phone, just asking you to 

refer to the slide numbers from time to time.   

MR. TOKY:   Oh, yeah.  Sure.  We'll keep that in mind, 

thank you.   

  So with that I'm going to ask for you to 

please come on the -- come on here and walk us through 

the gas supply fundamentals.   
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MR. PALA:   Hi, good morning.  My name is Rohit Pala.  

I'll be delivering the gas supply and essential 

services model overview today.  This is again -- my 

presentation is largely the same as what we did last 

year on May 19th.  So if there is any changes, I'll 

certainly let you know, but I'm pretty well going to 

be rehashing what we did last year.   

Proceeding Time 9:30 a.m. T07 

  My presentation today focuses on 

essentially the overview of the gas supply chain, the 

business of gas supply.  And it's basically going to 

be touching on the services that FEI provides by -- 

and its bill components.   

  The commodity unbundling and the essential 

services model as it pertains to the sale service and 

again -- and thirdly I'll be presenting an overview of 

the region and FEI's resources, and how they are 

utilized on a day-to-day basis to meet the load each 

and every day.   

  So, just to kind of go back and show the 

pie chart again, it's 40 percent of our annual 

throughput is transportation customers, and 60 percent 

is a combination of unbundled and bundled sales.  The 

bundled sales being 58 percent.   

  Just to go over the slide that our people 

had showed earlier on, the two main business 
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components that FEI has are sales and transportation 

customers.  So, sales service and transportation 

service.  Under the sales service, we have bundled and 

unbundled customers.  Under the bundled model, all 

services for gas supply for sales customers is 

provided by FEI, which includes the commodity piece, 

the midstream resources, also known as storage and 

transport, and there is a charge also for the delivery 

of these services to residential and commercial 

customers.   

  On a side note, the Fort Nelson customers 

are all bundled services for now.   

  With respect to the unbundled customers, 

the only difference between bundled and unbundled is 

that the commodity portion of the sales service is 

provided by a gas marketer for these customers.  The 

sales service customers are namely rates 1 to 7.  

Those are the -- that makes up actually all of the 

sale service customers.  I'm actually on slide 13 

right now, for those on the phone.   

  With respect to the transportation model, 

with these -- the transportation customers, all 

services for midstream or storage and transport and 

sales is provided by a gas marketer.  So, but FEI does 

charge the delivery portion to the transport 

customers.   
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  As we get into the presentation you'll see 

what the key differences are between the sales and the 

transportation models.   

  Yes?   

COMMISSIONER ENNS:   I'm sorry, I don't mean to interrupt 

you, but just for my understanding, is the unbundled 

column -- is that what you referred to as the bypass?   

MR. PALA:   No.   

COMMISSIONER ENNS:   No.  Okay.   

MR. PALA:   No, the bypass customers that they talk about 

earlier on are actually part of the transportation 

model.  So, those are customers that kind of -- that 

have their own gas supply and the pipeline that sort 

of goes directly to their premises is taken from 

somewhere along the pipeline route, just because of 

where they're located.  Whereas the unbundled 

customers are actually residential, commercial and all 

those customers.  The only difference is that the 

marketer provides their gas commodity.  Does that 

answer your question?   

COMMISSIONER ENNS:   Well, to start.  Thank you.   

MR. PALA:   Okay.   

MR. PERTTULA:   I'm just wondering if I can (inaudible). 

  Just based on the Commissioner's question, 

I thought it would be worthwhile to clarify the 

concept of what a bypass customer is.  There are 
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certain customers, and they're large industrial 

customers for the most part, that are -- their 

facility is located very close to the upstream 

pipeline.  So to the Spectra system, for example.  And 

so it was determined in the -- again, in the late 

1980s, that those customers had the opportunity to 

sort of physically bypass the utility system build 

their own pipeline to connect into the Spectra system, 

for example. 

    Proceeding Time 9:35 a.m. T8 

 And so it was determined in a proceedings in the late 

1980s that utility customers would be better off if 

these bypass customers, or potential bypass customers 

were offered discounted rates.  It was better to keep 

them on the system than to have them lost to, you 

know, being directly connected to the upstream 

pipeline. 

  So, they are industrial customers.  The 

only thing is they have these discounted rates, and 

those are set out in tariff supplements in our series 

of tariffs.  Other than that, they are industrial 

customers, so that’s the background there on the 

bypass issue.   

COMMISSIONER ENNS:   And they get a discounted rate 

because they don’t use all the services that you 

provide? 
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MR. PERTTULA:   A methodology was developed in terms of 

how the discounted rate would be calculated, and it is 

basically they do a calculation of what it would cost 

that customer to actually physically bypass our system 

and connect to the upstream pipeline and their rate is 

calculated -- that’s used as a proxy for how the rate 

is calculated.  And so again, the argument being that 

it’s better to keep them on the system paying some 

revenues, rather than lose them to an actual physical 

bypass situation. 

COMMISSIONER ENNS:   Well, thank you very much, I’m sorry 

to hold you up, but it is new to me. 

MR. PALA:   Oh no, that’s okay, this is a good question. 

  Just to answer the question because I am 

hearing, there is 11 bypass customers in total on the 

system. 

COMMISSIONER ENNS:   Thank you. 

MR. PALA:   Any more questions on this slide before I move 

on?  Okay, so we are on slide 14 right now.   

  Just to go over the bill components that 

FEI provides to sales customers, there is three main 

portions that the bill has.  One is the commodity 

portion.  The commodity rate as part of the bundled 

sales service consists of a market based commodity 

rate for the gas that is purchased by FEI.  It is a 

annual base load commodity that is purchased quantity-
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wise, each day of the year.   

  The two main supply hubs are Station 2 and 

AECO/NIT or the Alberta hub.  It’s a variable rate 

offering that is subject to review and change.  The 

change -- the review happens quarterly, and it is 

subject to resetting every quarter as well.  So, as 

per the BCUC guidelines, as long as they are outside 

of a certain dead-bend or threshold.   

  The second component of the bill is the 

storage and transport.  The storage and transport 

component of the bill is largely for the resources 

that FEI contracts to bring gas from the supply hubs 

over to FortisBC’s system, and it consists largely of 

things such as seasonal winter supply to meet the load 

in the colder weather; pipeline capacity on upstream 

pipelines, such as the Spectra system, NGTL, the 

Foothills B.C. system, northwest pipe system.  It also 

consists of actual storage capacity, which is 

contracted on behalf of the sales customers.  This 

would be for things like Akin Creek storage.  Storage 

down south at Mist and Jackson Prairie.  The storage 

is basically gas that is injected in the summer, and 

then it's pulled out in the winter to meet the load 

and also to balance the system on the day.  

Proceeding Time 9:39 a.m. T09 

  FEI also has shorter duration resources, 
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such as some portions of its storage services, but 

also on system LNG, namely at Tilbury and Mt. Hayes.  

These are used in extreme conditions when the weather 

is hitting some sort of a peak day level or 

emergencies that occur in the system due to 

disruptions.  

  FEI, as part of its midstream storage and 

transport service also provides load balancing 

functions for the entire system, and I'll get more 

into that as we go through. 

  It provides, also, backstopping functions.   

Backstopping functions are in the event that there's a 

supply disruption from a gas marketer, FEI will cover 

the customer on the day, or if the marketer exits a 

business altogether, then that customer comes back to 

FEI.  That would be sort of part of our backstopping 

function. 

  This rate is reviewed quarterly but 

typically it's only set once a year.  So this is the 

midstream rate or also formerly known as the storage 

and transportation rate on a customer's bill.    

  The third component is the delivery charge 

which FEI charges.  This is for all services that are 

not related to the gas commodity and the midstream, so 

it relates mainly to FEI's own business for delivering 

gas.  Things like O&M, depreciation, income taxes.  
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The pie that Atul showed earlier on, that portion is 

namely delivery portion.  

  It's determined by a formula, and it's also 

adjusted annually as part of the revenue requirement 

application and it is also influenced by the PBR or 

performance-based rate making aspect of the utility 

model. 

  I'm going to go into the commodity 

unbundling and the essential services model that we 

discussed earlier on.  Essentially -- I'm just going 

to go through what Atul showed you earlier on, and try 

and break down what we mean by commodity storage and 

transportation and how it fits into the overall scheme 

for delivery of gas to the customer.   

  When the gas is sourced from the supply 

hubs, namely station 2 and AECO, that is known as the 

commodity piece.  That is the piece that is purchased 

by FEI and is also purchased by Customer Choice 

marketers.  So that's the commodity piece that you see 

on the bill, and if it's an FEI commodity, it's known 

as a commodity, and if it's the commodity that is 

supplied by as gas marketer, the bill will clearly 

show that it's supplied by a gas marketer.   

  The next portion is when the gas is sourced 

from the supply hubs, it needs to move into FortisBC's 

operating territory.  So in order to transport that 
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gas from Station 2 which is up in northern B.C. or the 

Alberta marketplace at AECO, we use upstream pipeline 

capacity for which -- which is contracted.  And that 

is used to transport the gas into the various 

interconnects that FEI receives the gas.  So it could 

be at places like Huntington.  For the inland services 

it could be Savona at Kingsvale.  The other key area 

is East Kootenay exchange, which is located on the 

Foothills B.C. system and it takes gas at that 

interconnect and flows it east.  And I'll show more of 

that in a map later on. 

  Together the commodity and storage and 

transportation form the basis for the essential 

services model, known as ESM, which you'll hear 

throughout this presentation.  These two are the key 

components of what the sales service model for 

receiving supply up to FortisBC's system. 

Proceeding Time 9:44 a.m. T10 

  Transport customers, on the other hand, 

will chose to have their own commodity either via a 

shipper agent or themselves if they choose to, they 

have that option.  And they will directly deliver the 

commodity up to FortisBC's interconnecting system.  So 

wherever FortisBC connects with another pipeline, 

that's where the transport customers will being the 

gas directly and then Fortis will then take that gas 
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at that interconnect and deliver it to the customer's 

premises.  So those are the big fundamental 

differences between the essential services model for 

sales service and the transportation business model. 

  Once FEI takes delivery it moves through 

the system and over to the customer's meter for 

consumption.  So that's the delivery portion that we 

talked about earlier on, is once the gas gets into 

FortisBC's system all costs associated with moving it 

up to the customer's premises, that forms the delivery 

portion of the of the customer's bill. 

  With respect to the essential services 

model, the way it works for the commodity piece, the 

formula that was derived when the essential services 

model came into inception due to the commodity and 

bundling is that to simplify it and make it uniform 

for all customers and to avoid fluctuations on the 

day.  What FEI does each year is that it takes the 

normal load associated with sales customers, so it 

takes that annual load, which is adjusted for 

differences in customer growth or consumption, use per 

customer changes, it takes that and it divides it by 

365 days.  So it flatlines the entire normal load. 

  So the blue line that you can see on the 

graph, that's the actual normal load of the customers.  

Whereas the grey shaded area and the green is 
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converted -- that normal load is then converted into a 

daily volume, just taking annual load divided by 365.  

That is known as the commodity portion, which FEI is 

responsible for, for delivery for its bundled 

customers.  And as far as unbundled customers goes, 

the gas marketer will provide the commodity portion 

which is the line that you see in green.  This is, 

again, goes from November 1st to October 31st, which is 

also known as the gas year. 

  Under the ESM model FEI and gas marketers, 

they all -- each have a role to play.  I'll go by 

FEI's responsibilities under the essential services 

model.  FEI will provide commodity to its bundled 

sales customers each and every day for customers that 

choose to stay with the utility.  They will contract 

for midstream resources, namely storage, seasonal gas 

supply, transportation capacity on upstream and third-

party pipelines.  They will provide load balancing 

functions each and every day for the entire system. 

  They'll provide peaking gas services such 

as utilization of its LNG when the weather or system 

requires it due to emergencies, and it'll manage all 

key system support functions like gas control, changes 

in load, supply requirements, all those. 

  FEI, as part of its planning, will also 

look at the entire region and assess what's happening 
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in the region with respect to resources, changes in 

pipelines, addition of new resources that affect the 

entire region. 

  It'll also look at things like what's the 

situation for its contracting of resources.  Because a 

lot of these resources that are contracted by FEI are 

actually owned by other companies and some of these 

are even owned by utilities down south.  So if there 

are changes that happen in the contracting scenario 

whereby if capacity is readily available or if it's 

being clawed back, well, that all affects FEI's 

contracting of resources and how it manages its supply 

portfolio on a daily basis.  And I'll talk more about 

that later on as well. 

  FEI in its responsibility is also the 

supplier of last resort.  It'll backstop any shortfall 

due to market or supply failure that I talked about 

earlier on.  

Proceeding Time 9:48 a.m. T11 

  And as part of its sales service, it will 

also perform all billing and collection functions for 

all sales customers, and that includes the collection 

on behalf of a gas marketer as well that decides to 

get the commodity unbundled.   

  The marketer, they are responsible for 

delivering the base -- their daily supply.  That was 
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the green line that I showed in the chart earlier on, 

the two supply hubs, namely station 2 and AECO, on 

behalf of all customers that used to go with a 

marketer.  They will incur backstopping charges in the 

event that FEI uses its resources when their supply on 

any day does not show up.  They will also share in the 

annual operating costs of the Customer Choice program.  

So those are key responsibilities of the gas marketer.   

  I'm going to now move on and discuss FEI's 

system and the resources that are contracted by FEI.  

Kind of give you a background and overview of the 

regional infrastructure as part of this section. 

  So the essential services model is 

basically underpinned by the FEI's annual contracting 

plan.  The annual contracting plan is a document that 

is filed each year with the Commission.  It outlines 

how FEI plans to source its gas, which resources are 

going to be in that portfolio, namely storage and 

transport.  It will also discuss things like quantity 

purchased at each location.  It will also discuss 

pricing as well, daily price versus monthly price.   

  And so the key aspects of the annual 

contracting plan, the key objectives are, it needs to 

be able to provide secure and reliable daily gas 

supply to FEI's customers, each and every day.  

Because of the region in which FEI operates in, it's 
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quite a diverse geographical region, which you will 

see later on.  The resources need to be diverse.  They 

need to be located in different areas to service the 

different territories and also as a way to manage 

upstream disruptions.   

  Pricing is also essential.  How it prices 

the commodity that FEI purchases, it tries to take a 

balanced approach and use the combination of monthly 

price gas and daily price gas.  The advantage of 

monthly price gas is that the price is fixed for the 

month, and it's not subject to any gyrations that 

happen on the day with respect to volatility and 

pricing.   

  Daily price gas, on the other hand, allows 

FEI to shed that gas at the price that it purchases 

the gas for on the day when there is excess gas supply 

in the system and it's not required by customers.  So 

FEI sells that gas on the day that customers go -- 

that revenue goes back as a way to reduce its overall 

cost portfolio back to customers.   

  What is also important is counterparties.  

Who FEI contracts with for its gas supply.  They need 

to be reputable companies, companies that have been in 

the game for a long time, relationships that FEI has 

developed over the years with its counterparties.  

They will be the first and foremost that FEI will go 
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to for its gas supply.  But at the same time, they 

will also try and diversify that aspect of the 

contracting as well.  

  The portfolio again needs to be flexible.  

When I say "flexible" I mean the resources that are 

contracted in the portfolio need to be flexible enough 

that they can be adjusted.  For example, if there is 

too much pipeline capacity, and FEI needs to sort of 

de-contract some of it, the expiry dates, things like 

that, need to be -- need to come up whereby FEI can 

react and change quickly.  By that, maybe one year 

out, it can reduce its pipeline capacity.  The same 

goes for its storage contracts as well.  They are all 

kind of staggered so that they don't expire all the 

same time, but they are staggered through different 

contracts that can span out from anywhere from two 

years to five years, or even longer.   

  Having said all these key objectives, 

meeting all these objectives should also lead to a 

cost minimization in the entire portfolio. 

Proceeding Time 9:53 a.m. T12 

 So it's not a least-cost portfolio.  That would just 

mean that buying gas at a daily hub each and every day 

at the daily price, and that potentially could give 

you a least-cost portfolio based on the way it's 

modelled.  But the cost minimization has to come while 
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adhering to the principles that I talked about:  

security, diversity, flexibility.   

  This gives an overview of the gas region 

that FEI operates in.  B.C. and Alberta are the prime 

areas in which FEI sources its gas supply.  So the 

market supply, as you can see, AECO/NIT, that's the 

Alberta supply, and Station 2.  Those are the two main 

hubs that FEI and also Customer Choice marketers will 

purchase the gas.  That's where the gas flows the most 

on a daily basis, and those are the two -- AECO/NIT 

and Station 2 are sort of the more liquid hubs as 

well, where a lot of producers and transactions 

happen.  The Alberta hub is, of course, way more 

liquid than the Station 2 hub on a daily basis.   

  Gas can also be purchased at Sumas, which 

is at Huntington, on the Lower Mainland, and also at 

the Kingsgate market as well, although that market has 

kind of sort of taken a step back in recent times.  

But Station 2 and AECO are the two primary hubs that 

FEI contracts its gas from. 

  Storage.  FEI contracts for storage, as I 

talked about, at Aiken Creek.  It also contracts for 

some storage in Alberta, and also contracts for 

storage at Jackson Prairie in Washington and also at 

Mist in Oregon.  So as you can see, the storage 

services are located all over, and they kind of sort 
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of help FEI manage its gas supply, and also against 

any kind of supply disruptions, whereby if something 

happens upstream, at least FEI can get gas into its 

system by its storage facilities located down south.  

  FEI also has LNG as I mentioned, at Mt. 

Hayes and at Tilbury.   These are used in extreme 

conditions.  This past winter -- actually this winter, 

which still seems to be lingering on, we relied on LNG 

especially in December and I think part of February as 

well on certain days when the loads went up this year.  

  Again, I'm going to reiterate the key 

issues that FEI has with respect to its marketplace in 

B.C.  The size of the market in B.C., namely its 

Station 2, is limited.  The region as a whole is based 

on seasonal demand whereby it's kind of more demand in 

the winter, less in the summer as opposed to more 

flatlines such as the Alberta market.  It’s got 

limited resources, which are accessed not only by FEI 

but also by neighbouring utilities down south, namely 

Puget, Northwest Natural.  Those are all big utilities 

as well that access the same resources.  And these 

companies also have ownership stake in the resources 

that FEI contracts for, such as like Mist and Jackson 

Prairie.  So FEI can be in a situation in which those 

resources may be clawed back by these companies, these 

utilities if they need them for their own load 
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purposes or if changes happen in the region.   

  The intra-day gas market in B.C. is 

extremely limited.  By that I mean it's very hard to 

buy gas on the day to meet today's load.  That's just 

the nature of the marketplace that we operate in.  

It's not as flexible as the Alberta marketplace with 

respect to intra-day gas supply.  

  So I'll give an overview of the FortisBC 

system now as to how we source gas.  Gas flows down 

south from Station 2, and also from -- it flows east 

as you can see.  The east flow is gas that is 

purchased from the Alberta marketplace and it services 

namely territories in the Interior region of 

FortisBC’s system.   

    Proceeding Time 9:58 a.m. T13 

  Whereas a Station 2 gas services largely 

the Lower Mainland, but also a portion of the Interior 

system as well.  

  Yeah, you’ve got a question? 

MR. WEAFER:   Yeah, in rate design I always have a hard 

time, the commodity side versus the margin side and 

the transportation cost, and there is some areas that 

are relevant to the rate design proposal today.  And 

we do this almost at a snapshot, we’ve taken a 

snapshot in time.  

  You’ve done the regional overview and 
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resource overview there, and you’ve identified some of 

the issues, and I think they are similar issues to 

what you’ve always had.  Are there any new issues?  Or 

do you see any changes in the short or medium term 

that the Commission should be aware of?  Or that are 

becoming more significant, that may impact on this 

rate design process? 

MR. PALA:   That may impact the rate design application? 

MR. WEAFER:    Yes. 

MR. PALA:   Not sure if I can say that it’s going to 

affect the rate design application, but what it may -- 

what could happen in the region from a gas supply 

point of view, I can talk a bit about that.  And that 

could be the development of very large industrial 

loads.  If that happens, then the region will become 

more constrained from a pipeline capacity point of 

view especially.  By that I mean if one of the 

methanol plants happens in Washington State, that is a 

major significant load that’s going to happen not just 

for the winter, but 365 days of the year.  And the 

real impact of that will be felt by the pipeline 

capacity that flows on the Spectra system, because 

that plant is anticipated to use supply mainly from 

northern B.C., and so if you take that load and if you 

add it on top of the winter that we just had, there 

will be a real shortfall in pipeline capacity, 
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potentially on the day.  Because most of the pipeline 

capacity in the region right now is used to service 

the region, FEI utilities down south, industrial 

customers, but it is not designed to take on loads 

that could happen.  Woodfibre could also trigger the 

change.  Tilbury expansions down the road could also 

add.   

  So, when you collectively add all these 

loads up, should they materialize, it will have a 

significant impact to the region.  

MR. WEAFER:   On transportation costs because there won't 

be enough infrastructure, so more infrastructure is 

required?  Or on commodity costs because there is more 

chasing the commodity?  I just, again, just trying to 

understand which side of that equation you see 

potential impacts in the near or medium term? 

MR. PALA:   Well, if those loads actually materialize, I 

mean you could see some changes, swings in the 

commodity, just depends.  The supply side of the 

equation for commodity has really changed since the 

shale revolution came into play.  So the volatility 

that you saw in the marketplace pre-2008/2009, that’s 

really come down, as you can see where the commodity 

is. 

  So I can see some changes happening in 

commodity because of these large loads, but I can't 



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    38 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

see them moving significantly.  Like swinging the way 

that they used to swing before.   

  But, with respect to pipeline 

infrastructure, I can see some costs getting added 

onto that.  Because most of the pipeline 

infrastructure that we have, especially like on the 

West Coast system, it is a pretty depreciated rate 

base.  So, there haven't been any significant capital 

additions for many years on that system.  The last 

pipeline that came into play was actually the major 

expansion that happened was the Southern Crossing 

pipeline back in 2000.  So, as you can see, the region 

hasn’t really evolved in the last 15-17 years or so in 

terms of the addition of new capacity.  Sure, there 

have been little tweaks here and there, but nothing 

significant that could be triggered by this expansions 

should they materialize.   

MR. HILL:   Sorry, Chris, just to follow up on what Rohit 

said, is basically if you think about it, we know 

North America as a whole with shale gas, we know where 

the gas is, we know it’s there.  Prior to the shale 

gas, we were looking at a four to six dollar commodity 

for shale -- or for gas commodity.  Now with the shale 

gas, you’re looking somewhere to two to 450 or 

something like that.  

  So, the overall cost of the commodity has 
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come down.  The offsetting component to that is, you 

have to have infrastructure to move it from where it’s 

produced to where you consume it. 

  So, over time, probably our region is no 

different than other areas of the country, where you 

have to add infrastructure.  The physical 

infrastructure, West Coast, Spectra, other assets in 

your region to meet the load profile as it evolves and 

changes over time.  So that’s a fixed cost underwrite, 

not a commodity cost.  

  So we have to get a little bit of a mind 

shift here, is when you put those two together on the 

commodity side and your infrastructure costs, fixed 

costs infrastructure upstream of our side?  The 

customers are probably still pretty better off, than 

rather than buying a $4.50 gas commodity plus the 

fixed charge, if that makes any sense.    

Proceeding Time 10:03 a.m. T14 

MR. WEAFER:   No, it's a helpful discussion, and a good 

background.  So --  

MR. HILL:   Yeah.  But these changes and things have all 

evolved over time and some of them are driven by other 

external kind of parties that are using the same 

infrastructure.  Don't forget in our region, that 

electric infrastructure is coming from the same 

infrastructure.  So when we -- yeah, when we talk 
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about gas-fired generation in the Pacific Northwest, 

it underlies -- under-utilizing -- it's utilizing the 

same infrastructure.  And so you have to compete for 

it, you know.  You have to manage it, you have to 

think about things into the future which might cause 

you to make a decision and invest in that, and 

contract for things over time.  You can't just -- a 

good analogy is, we can't plan like the City of 

Vancouver did for this year about not having any salt, 

right?  Customers need gas and we don't know exactly 

when they're going to need it, but when they do need 

it we better be there with the infrastructure to 

supply it.   

  So it's a planning process and over time 

you have to think about that.   

VOICE:   Can you work on the phone, too?   

MR. HILL:   Yeah, yeah.  I can't work on this whole thing, 

that's out of my hands.   

VOICE:   Just thought I'd ask.   

MR. HILL:   Yeah, for sure.   

VOICE:   Got a couple of questions for the Commission 

panel.   

COMMISSIONER EVERETT:   Yes.  The recent transaction 

involving Spectra, has that been factored into --  

MR. PALA:   That's not going to impact the rates that 

Spectra charges.  Is that your question?   
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COMMISSIONER EVERETT:   No, I was getting more to the 

question about potential infrastructure.   

MR. PALA:   Are you talking about the acquisition by 

Enbridge?  

COMMISSIONER EVERETT:   Mm-hmm.  

MR. PALA:   So, Enbridge just two days ago actually closed 

the deal with Spectra.  They now will be known as, I 

think, Enbridge something, down the road.  So, we're 

not sure how that's going to impact the development of 

infrastructure with respect to the Spectra system.  

Enbridge is a pretty big player, and the Spectra 

system, in its overall acquisition from what I 

understand is actually a very small piece.  The 

majority of its gas acquisitions actually happen in 

the U.S. on the east side.  So that's the one that's 

going to be really -- going to be under the focus.  

And I think the head office for the gas side is 

actually going to be in Houston, if I'm not mistaken.  

That's where the reporting for Spectra will be 

happening.   

COMMISSIONER EVERETT:   Mm-hmm.  

MR. PALA:   How the acquisition of Spectra influences 

infrastructure development is -- that's a good 

question.  We are also wondering what Spectra's mind  

-- sorry, what Enbridge's mind-set is with respect to 

increasing infrastructure.   
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  But a lot of these infrastructure projects 

that could happen in the region will sort of be driven 

by loads.  So in the end, the end user, should these 

loads materialize, they'll be the real driver for the 

addition of new infrastructure.   

COMMISSIONER EVERETT:   Thank you.   

MR. HILL:   And just don't forget all that federally, all 

the **technical capacity that we hold --  

  All the West Coast -- all the upstream 

capacity that we hold on pipelines is regulated under 

a federal model, either on the U.S. or Canadian side.  

So the Spectra system is regulated by the NEB.  

TransCanada is regulated by the NEB.  Northwest Pipe 

is FERC-regulated, which is to the south of the 

border. 

  So, there's a process for those pipeline 

systems to go through expansions and underwriting 

whether the project should go or not.  And the NEB 

would be the reviewer of those projects, or 

expansions, if you will.   

COMMISSIONER EVERETT:   Thank you.   

MR. PALA:   And also a lot of shippers on these large 

systems also form the Toll and Tariff Task Force as 

well.  So, it's usually a negotiated sort of 

collaborative type of discussions that need to happen 

with the various stakeholders in order to promote any 
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infrastructure development or specially rated to 

capital additions, so.  

  Just to summarize FortisBC's regional gas 

system, as you can see it's a pretty large system 

geographically that FEI needs to service on the day.  

Primary sources of gas supply come from B.C. and 

Alberta.  The gas is delivered to the various 

interconnecting points on FEI's system.  So, as you 

can see in that chart over there -- on the graph, is 

FEI receives gas at the various interconnects, East 

Kootenay on the Alberta side, the Lower Mainland, 

Savona, Kingsgate.  Those interconnections would also 

be the place where transportation customers would 

directly deliver the gas to FEI and then FEI will move 

that gas on its system to the final customer, so.   

Proceeding Time 10:08 a.m. T15 

  Storage resources.  These are the key 

balancing resources that FEI needs to have in place in 

order to service the load each and every day.  As I 

talked about, the intra-day gas market in B.C. is 

extremely limited and with respect to sourcing gas 

from Alberta, well there's just not enough pipeline 

capacity to service enough of the load for FEI.  So it 

relies broadly on storage assets to balance the system 

each and every day. 

  I'm going to now just talk about the annual 
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contracting plan and sort of -- and within that plan 

how the resources are contracted by FEI on behalf of 

its sales customers.  At the bottom, as you can see on 

the left side, "Commodity".   That's the baseload 

commodity that I talked about earlier on, which is 

provided by FEI and gas marketers.  Anything above 

that is known as the storage and transport piece of 

FEI's portfolio.  That includes the seasonal gas 

supply in red.  It's got some seasonal supply which is 

contracts for in the colder months, December through 

February.  Then it's got market area storage which it 

also contracts for, namely Jackson Prairie and Mist, 

and again, it's LNG on the top. 

  So as you can see that as the year goes 

longer, the -- outside of the baseload gas, the rest 

of the portfolio is namely for contracted for the 

winter months.  So the seasonal supply could be for 

151 days.  We could again add some more seasonal 

supply just for the months of December through 

February, typically the coldest months, and then we'll 

contract for storage resources which are, again, 

shorter duration and then finally LNG.  

  The collective sum of all these resources 

help FEI to meet its peak day, as you can see over -- 

on the chart there.  But the duration decreases and 

the contract -- the number of days the resources are 
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contracted for also diminish as the number of colder 

days relative to the normal load is also -- as it 

drops on a daily basis.   

  So it's a pretty balanced portfolio which 

is intended to meet the design peak day for sales 

customers.    

  The same graph, if I base it on an actual 

gas year, November 1st to October 31st, you can see how 

the load starts off on November 1st and which resources 

actually help to meet the needs of sales customers on 

any particular day.  So as you can see that as we 

start the winter with a baseload supply and seasonal 

supply, the seasonal supply also includes Aitken Creek 

storage as well, which is 451 days.   That is enough 

to balance a load on a daily basis.   

  But as we get into any kind of a colder 

weather, cooler weather, we will rely largely on our 

storage that we contract for at Jackson Prairie and 

Mist to help supplement the gas supply but also help 

us balance the system on a daily basis.  

  Finally, as I said, we'll draw on LNG.   We 

drew on LNG this year for this winter, especially in 

December, parts of early January, and also I think a 

bit in February as well.  So that resource really 

helped us balance the system. 

  The LNG also helps provide a lot of system 
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support systems as well.  Since that gas supply is 

actually on a system on FEI's territory, namely on 

FEI's largest load centres on the Lower Mainland and 

Vancouver Island collectively, it helps to balance the 

system but also helps maintain the line pressures as 

well.  Especially when the gas comes from Northern 

B.C. all the way down to Huntington.  You know, if 

there's a significant pull on behalf of all customers 

and if there's more pull than the actual supply that's 

in the lines, the LNG really kicks in and helps 

provide good system support services as well. 

Proceeding Time 10:13 a.m. T16 

  I'm just going to give you a simple example 

of a daily balancing activity at the Lower Mainland.  

Again, it's very simple, but it's just to illustrate 

the point that I'm talking about.   

  The gas supply comes into FEI's system, 

namely -- we'll use Station 2 in this example.  It 

comes from baseload supply that is contracted by gas 

marketers and FEI, which is the commodity piece.  It 

includes seasonal gas supply, which FEI could also buy 

at Station 2 -- actually does buy at Station 2.  And 

it also includes gas supply that comes from storage, 

from Aitken Creek.  So that gas comes into the system.  

It's purchased or moved down to the hub at Station 2, 

and from there it's transported down to the Lower 
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Mainland on the Spectra pipeline.   

  The transportation customers will deliver 

the gas for their customers in the Lower Mainland 

directly at the Huntington interconnect.   

  So, if the supply that's coming in on the 

system on the day is equivalent to 650 TJs for the 

Lower Mainland, and if the demand is 700 on the day, 

then there's a shortfall of 50 TJs on the day, and 

that's the balancing function that FEI will provide 

each day to the system.  Which is mainly serviced by 

its contracting of storage resources.  So storage 

plays a very critical part in FEI's portfolio to 

balance the system.   

  I'm just going to go over some dynamics as 

to what affects the load on a daily basis.  The 

primary reason that the demand on the day fluctuates  

-- so just keep in mind that the most of the supply, 

the 650 that I talked about, was already determined a 

day before.  So the gas is actually purchased on a 

day-out basis.  So, we'll transact today for 

tomorrow's gas day.   

  So when tomorrow comes, the 650 is 

contracted for and flows into the system.  But the 

demand on the day fluctuates.  There is hourly 

changes.  You know, peaks during the day.  The early 

morning pull, the evening pull.  Those all affect the 
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demand on the day on an hourly basis.   

  Temperature, that's also a key factor in 

the way that the load moves in the day.  In fact, I 

just remember three days ago, I believe, towards the 

end of February 27th or something, it was supposed to 

be a high of 6 degrees or something, and I was in the 

Surrey office, and the temperature never went above 1 

in Surrey.  And the snow just kept falling all day.  

So I went over to the midstream area and I just said, 

"Hey, what's happening on the day?"  And this was like 

the next day.  And I was told that the load had swung 

95,000 gigajoules, just on that one day.  And this is 

towards the end of February.   

  So you can see the load really swings.  And 

if that 95,000 GJs is not supplemented into the 

system, well, we can't really do much in terms of 

using other resources to supplement that load.  It 

largely has to come from our storage resources to 

balance that day.   

  Other things that change the demand of the 

day could be variances in the industrial customers' 

consumption on the day.  They could have changes in 

the processes, whatever reason.  That's also changes 

the total system demand on the day.   

  Things that impact gas supply, the flow of 

gas supply.  So the gas, like I said, is nominated the 
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day before and it comes into the system today.  In 

today's supply, as I said, in B.C., is very scarce.  

We just don't have the marketplace to buy a supply on 

the day and flow it down.  There could be pipeline 

disruptions upstream.  There could be well freeze-offs 

and things like that, that impact the total supply.   

  So on those days, we would have gas supply, 

you know, storage.  Potentially we would be able to 

access our Jackson Prairie and Mist resources to 

supply -- to supplement any supply disruptions that 

happened on the day, assuming they're not being used 

to meet, or we'll go into LNG.   

  The daily load balancing.  One of the key 

things that affects the daily load balancing is the 

tight deadlines.  The deadlines between the time we 

get the final load forecast and the time that we 

actually are able to place a nomination to source 

extra gas, or dissipate extra gas out of the system, 

is pretty tight.  FEI's midstream resources, storage 

and transport, play a large role on the daily system 

balancing each and every day.  But also act as a 

source of gas supply on the day.   

  So that pretty well concludes my 

presentation.  So I'm just going to summarize as to 

what FEI's overall gas supply functions and how it's  

-- the key points is that the resources are limited in 
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the region.  They’re accessed by many parties.   

    Proceeding Time 10:17 a.m. T17 

 And these resources will become more scarce, as I 

said, should some of these big projects actually occur 

and take place.  It’s going to change the region quite 

dramatically. 

  FEI has a separate model for each business 

segment.  For transport customers and sales service 

customers, both models are independent of each other, 

and this expected to service their customers needs 

without relying on each other.   

  FEI’s pool of resources provide gas supply 

for all sales customers.  As I talked about the system 

balancing functions, gas supply on the day, those are 

all met by the storage and transport resources.  The 

total system load is again balanced by FEI on behalf 

of all customers on the day.  And FEI has a regional 

presence, so that a diverse pool of resources is 

required within the portfolio.  As you can see, the 

geographical region in which FEI operates, where its 

customers are located requires us to have that 

diversity of resources in its stack.  So.  

  Yeah?  Bill? 

MR. ANDREWS:   Bill Andrews.  I have a question going back 

to slide 13, and this is a very kind of basic 

question, and I hope that the answer is that it has to 
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do with the interpretation of the slide.   

MR. PALA:   Yeah? 

MR. ANDREWS:   I guess one way to read this slide is that 

the column under “bundled”, under the label “bundled” 

implies that where FEI supplies the commodity is where 

the sales are bundled.  And that where the sales are 

unbundled is where the marketer is providing the 

commodity. 

  In fact, where FEI provides the commodity 

is typically in an unbundled situation, is that right? 

MR. PALA:   The commodity portion of the business is 

actually unbundled.  So the business is actually 

unbundled, but FEI in its role will also supply 

commodity to customers who choose to stay with the 

utility for the commodity.  Does that answer your 

question? 

MR. ANDREWS:   Well, if you look at the side, what it’s -- 

am I right that it’s saying that -- start with FEI at 

the very top, and then it says we separate sales from 

transportation.  And then under sales there is two 

types, there is bundled and unbundled.  And then it’s 

saying that the bundled all involve FEI providing the 

commodity. 

MR. PALA:   Yeah.  That’s right.   

MR. ANDREWS:   And that refers to Fort Nelson? 

MR. PALA:   Yes, the Fort Nelson is part of the bundled 
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services model right now.  

MR. ANDREWS:   And so unbundled is showing where the 

commodity is only supplied by the Customer Choice 

marketers --  

MR. PALA:   Yes. 

MR. ANDREWS:   -- and yet actually it’s a small portion of 

the commodity that’s provided by Customer Choice 

marketers? 

MR. PALA:   That’s right, yeah.  And that -- the number of 

customers that are supplied by gas marketers has 

actually dropped significantly in the last few years, 

and more and more have come back to FEI for provision 

of commodity. 

MR. ANDREWS:   So why does it say under commodity only -- 

under unbundled, "commodity only supplied by Customer 

Choice marketers?" 

MR. PALA:   Because FEI provides the rest of the services.  

FEI provides the midstream, the storage and transport 

on the day.  It uses its resources to balance the 

entire system, whereas the commodity portion only is 

supplied by the Customer Choice marketers.  

  So, if I go back -- if I go forward to that 

slide, this one over here, this is -- the grey and the 

green are the unbundled and bundled for the commodity 

portion on this slide as you can see.  So, the green 

portion in this slide is the commodity that is 
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provided by Customer Choice marketers in that middle 

bar, the unbundled bar.  So that’s the only portion 

that they provide.  Whereas the rest of the services 

are provided by FEI, delivery, storage and 

transportation. 

  Proceeding Time 10:22 a.m. T18 

MR. ANDREWS:    So going back to 13.   Why is there no 

column for unbundled service where the commodity is 

provided by Fortis? 

MR. GOSSELIN:    Bill, can I ask you a clarifying 

question?  I think you are probably thinking about the 

Fort Nelson supplement application where we talk about 

unbundling the delivery rate -- or the delivery charge 

from the gas charge.  That's what you're -- I think 

that's what you might be thinking about. 

  So in the supplemental filing for Fort 

Nelson we refer to unbundling the block charge.  So 

taking the block charge and splitting it up between 

the delivery and the commodity components. 

MR. ANDREWS:    Yes. 

MR. GOSSELIN:    In that context, unbundling means simply 

just splitting up the block rate into its three 

components.  Whereas in this context, unbundling is 

really about the marketer choice.   So under Fort 

Nelson, we call it unbundling, but it's not the same 

as the unbundling you're seeing on this graph. 
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MR. ANDREWS:    So when I ask for confirmation that 

"bundled" referred to Fort Nelson, that's actually not 

correct.  It's got nothing to do with -- 

MR. GOSSELIN:    Fort Nelson would -- like after our rate 

design proposals, if they're all accepted as we had 

proposed, Fort Nelson would fall under the bundled 

category there, where we supply their gas, and on 

their bill they'll see the gas cost, the storage and 

transport and the delivery costs. 

MR. ANDREWS:     So you're using "bundled" and 

"unbundled" in two different ways. 

MR. GOSSELIN:      Correct.  Sorry. 

MR. ANDREWS:      So Fort Nelson is currently called 

bundled here and in the future it may be unbundled, 

but if it was unbundled, it would still be under the 

bundled heading.  

MR. GOSSELIN:     Yeah, it's unfortunate the way we use 

the two terms, correct. 

MR. ANDREWS:     At least I'm glad I asked the question.  

Thank you.    

MS. TABONE:   I would consider there's bundled and 

unbundled service from the utility and what you're 

talking about is bundled and unbundled rates.  And 

again it is confusing, but if you think of this only 

in terms of it's bundled service, but then within the 

bundled service, the rates are unbundled.  But the 
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service is bundled.    

MR. ANDREWS:     Fair enough.  But the slide does say 

"Business Model and Bill Components", so it's -- 

MR. GOSSELIN:     It was a good question. 

MR. ANDREWS:     So perhaps it requires some footnotes at 

least.   

MR. GOSSELIN:     Does my response clarify it for you? 

MR. ANDREWS:     Yes.  Yes, it does. 

MR. GOSSELIN:     Thank you. 

MR. ANDREWS:     Thank you. 

MR. LANGLEY.   Rohit, Jim Langley.  I wanted to take you 

to slide 28.    

MR. PALA:     Yes. 

MR. LANGLEY:    Okay, yeah, Rohit, just to again to 

clarify, and as a representative of the industrials, 

you pointed out that the demand dynamics change both 

with hourly peaks and temperature fluctuations 

throughout the day.  Would it be fair to say that 

those types of changes are typically driven by core 

market customers who, unlike process loads, might use 

their gas volumes at different times of the day or be 

more subject to changes in temperature that a process 

customer would not be used -- be subject to? 

MR. PALA:     Yeah, in terms of volume, for sure.  I mean, 

the residential and commercial customers, the sales 

customers are the majority of the customers on the 
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system. 

MR. LANGLEY:   Right,  Okay, and then to the extent then 

that the industrials don't suffer those variations, it 

could be argued that their steady loads actually help 

the utility in balancing their daily demands.  

MR. PALA:     Their loads can also fluctuate.  Maybe not 

as much on the day.  I know that on the Vancouver 

Island system, for example, like the joint venture 

customers, you know, they can have changes in their 

daily consumption and they can be pretty big swings on 

the system.   But relative to the entire system, the 

sales customers make up the majority of the customer 

or the gas supply base. 

Proceeding Time 2:25 p.m. T19 

  But as you can see from the pie chart, 

transport customers are still pretty significant, 

which is primarily industrial and Rate 23s and 25s.  

They still consume 60 PJs, whereas the sale service 

guys are 120. 

MR. LANGLEY:     But typically they are a steadier load 

than the -- 

MR. PALA:     They would be a bit more steady than 

customers who are totally subject to changes in 

temperature. 

MR. LANGLEY:     Thank you.   

MR. HILL:   I think one thing we have to consider and 
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Jim's bringing up a good question or point, is that 

the load factors of different customer groups will 

have different load factors because they utilize the 

system differently.  Right?  That's fair.  But what 

Rohit is talking about is the actual physical movement 

of gas on how you purchase it to how it's brought to 

our system.  And what's important here is, is we have 

different rules and tariffs in place to manage those, 

between those two systems.  Between the sales model 

customers and the transport model, there is rules in 

place, the tariff, to match the supply against the 

demand of each customer as best we can within those 

rules. 

  Jim is talking about how the actual 

customer utilizes the system on how they consume their 

gas on an hour by hour system design.   

  Rohit's world is talking about how the gas 

is brought to our system, supply and demand in total, 

and there is going to be differences, because, as 

Rohit said, the weather drives the load change.  So 

that's a slightly nuance and difference between what 

Jim is talking about and what Rohit is talking about.  

If that makes sense to everybody. 

MR. PALA:    So one of the things that could impact the 

total supply that comes in the system is, as I said 

earlier on, the majority of the system supply is 
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sourced like the day before.  So most of the supply is 

bought, transacted and it's for tomorrow's gas day.  

So where the differences in the industrial customer 

could arise is a difference between how much gas they 

bought to meet tomorrow's forecasted load and any 

differences in the forecasted load against the supply. 

  Even though the industrial customers could 

have a more steady consumption, less subject to 

temperature changes, but the supply that comes in 

versus the forecasted demand, there could be a 

significant difference in that.  So that's just 

something to note.   

MR. LANGLEY:    Just from an industrial perspective, 

running a processed load, you have a pretty good idea 

of what your demand is going to be.  There's going to 

be -- it's not like the weather is going to change, 

something you have no control over, and your demand is 

going to change, right?  I mean, things can always 

change, but in terms of the magnitude and the 

likelihood, you've got to believe a heat-sensitive 

customer is going to be more variable than a process 

load.  And that's all I'm trying to say. 

MR. PALA:   Oh, yeah.  Yeah, no, absolutely.  I mean, I'm 

talking about supply that's sourced the day before 

versus the demand for industrial customers the next 

day.  There could be changes between that.  So that is 
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one aspect.  But on the day itself, the sales service 

customers will form the majority of the changes that 

happen on the system versus transport customers.  And 

we'll get more into that when Stephanie -- in 

Stephanie's presentation, but also in Rick's 

presentation.  It's about system utilization.  It will 

show you, you know, which customers and how they will 

use the pipe on the day.  

MR. TOKY:   If there's no further question, I think this 

is the logical point to take a quick break.  I will 

say a ten-minute break.  So if we can all be back by 

10:40 that will be great, and then Stephanie can start 

with her presentation.  Thank you. 

MR. PALA:     Thank you very much. 

 (PROCEEDINGS ADJOURNED AT 10:31 A.M.)  

 (PROCEEDINGS RESUEMD AT 10:42 A.M.)   T20/21 

MR. TOKY:   Thank you.  Up next I would like to invite 

Stephanie Salbach to go through her presentation on 

the transportation model overview.   

MS. SALBACH:   Thank you, and good morning.  In the 

following slides I'll provide some general background 

and uptake of the transportation service offering as 

it exists today.  I'll review some key components 

regarding how the service offering is used, and I'll 

go through the potential charges that can be incurred, 

as included in our current tariffs today, followed by 
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a general summary.   

  Okay.  So, as Rohit just reviewed, the 

transportation service offering is somewhat similar to 

the unbundled offering as part of our sales model.  

The transportation service offering is designed to 

give larger commercial and industrial shippers on our 

system the choice to procure their commodity from an 

entity other than the utility.  The transportation 

customers can make supply arrangements on their own 

behalf or through a shipper agent participating in the 

transportation services model.   

  Through either avenue, the gas supply is 

required to be delivered to FEI at the interconnect, 

at which point FEI will transport this gas and deliver 

the commodity to the customers’ premise.  The terms 

and conditions for operating under this service are 

included in our transportation rate schedules, some of 

which Colleen will get into this afternoon, and I'll 

review some components of those terms and conditions 

in the following slides.   

  So, as we've seen a few times, and I 

apologize for the duplicate, but I just wanted to 

emphasize the throughput on the system that is 

represented by our transportation customer segment is 

significant at approximately 40 percent.  Yet while 

this is a very significant load, the number or share 
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of customers is very small, as the slice of the pie 

shows here, at just .2 percent relative to the entire 

customer base.   

  And drilling more into this customer 

segment, of the 40 percent throughput the graphs here 

show the volume or PJs broken down by rate class, 

based on 2016 actuals.  It was asked earlier what 

slides may have been updated from last year's 

presentation, and this is one.  And obviously I tried 

to keep things as current as I could.  I updated from 

2015 data to 2016.   

  And to the right, these are the number of 

customers included in these rate classes, in the 

transportation rate classes today.  When talking about 

transportation customers they are governed under our 

transportation rate schedules indicated here, such as 

rate schedule 22, 23, 25 and 27.   

  Moving on to slide number 36, for 

information purposes as a matter of interest, I think 

it's interesting.  The graph shows the number of 

transportation customers or uptake of this service 

over time, and today there are about just over 2400 

customers as part of this service offering.   

  So, at a high level, these are the 

requirements that shipper agents acting on behalf of 

their customers are supposed to adhere to.  The role 
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or responsibility of the shipper agent is to purchase 

and manage the gas supply needs on behalf of their 

customers.  Shipper agents are expected to bring on 

sufficient supply to meet customer demand.  And as I 

indicated, the terms and conditions and potential 

charges when certain limits or tolerances are exceeded 

are included in today's tariffs, which I'll get into a 

little bit further.   

  So, Rohit talked a bit about the model 

comparison between the essential services model and 

the transportation services model, and I'll just 

further upon that.  These graphs are for illustrative 

purposes only.  On the left, the essential services 

model, which FEI and Customer Choice marketers are 

together responsible for the daily supply requirements 

to meet demand.  As depicted here on the left, when 

fluctuations in demand occur, these swings are managed 

by midstream resources which we refer to as storage 

and transport.   

  Under the transportation services model, 

the shipper agents, or agents acting on their own 

behalf, are responsible for the supply requirements of 

their customers.  Marketers -- or excuse me, shipper 

agents, which I may refer to as marketers are well, 

are obligated to make best efforts to meet their 

customer demand.  As shipper agents generally make gas 
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supply arrangements 24 hours ahead of the gas day, 

supply deliveries may not always perfectly match 

demand on the day.  Under these circumstances, FEI 

balances the system as a whole, taking into account 

both system imbalances from the essential services 

side as well as the transportation model side.   

    Proceeding Time 10:47 a.m. T22 

  And this is another slide that I updated 

with 2016 data from the presentation from last year, 

which had 2015.  This slide shows, it gives you an 

idea of the actual supply versus demand match in 2016.  

The supply which is the red line, is the supply 

provided by the transportation marketers relative to 

the demand indicated in blue.  As you can see there is 

obviously a variance throughout the year.   

  So, in accordance with the transportation 

rate schedules, shipper agents today have the ability 

to pool or group their customers.  This pooling helps 

to provide greater flexibility to manage their 

business.  Marketers can have a daily and a monthly 

balance group at a receipt point on our system.  In 

this example I am showing a daily Lower Mainland 

group, and a monthly Lower Mainland group at the Lower 

Mainland interconnect. 

  Currently today, as I’ve mentioned, about 

2400 customers and shipper agents have grouped these 
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2400 into approximately 16 daily groups on our system 

in total, and 34 monthly groups.  Of the daily groups 

there are approximately 600 customers, and the 

remainder in monthly balanced groups.   

  Moving on to my favorite, slide number 42, 

which is just for amusement purposes going to talk now 

about the balancing and management of the 

transportation services model on FEI’s system.  So, 

getting back to the daily balancing concept, shipper 

agents can pool their customers in a daily or monthly 

balanced group.  With respect to daily balancing, 

shipper agents must, with holding daily balanced 

groups must bring on sufficient supply to match demand 

on a daily basis.  If under-deliveries occur, meaning 

the supply is less than demand on a day, then Fortis 

will balance this group and sell them daily balancing 

gas.  If under-deliveries extend beyond a 20 percent 

tolerance, a balancing premium surcharge may also be 

applied.  So, a penalty of the balancing premium 

surcharge, and how this is calculated I’ll get into a 

bit later. 

  When over-deliveries occur, in the case 

where a shipper agent brings on more gas than is 

consumed on a day, this excess inventory is then 

banked on FEI’s system to be used on a later day.   

  Moving on to Slide 44, this is regarding 
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monthly balancing on FEI’s system.  Monthly balanced 

customers are not required to balance obviously on the 

day, but by month end.  If by month end the total 

supply in the month is less than demand, FEI will 

balance the group by selling monthly balancing gas to 

this group as a whole.   

  Typically we have seen shipper agents 

holding daily and monthly balanced groups at a given 

location.  Some shipper agents tend to draft on a 

daily basis with -- they draft their monthly balance 

groups, because there is no penalty per se to draft in 

a monthly -- you’re not adhere to balance on a daily 

basis, so therefore they tend to draft.  Whereas daily 

balanced groups, because of the requirement to be 

daily balanced, they are naturally incented to meet or 

potentially over-supply in that daily group.  So you 

have a bit of a mismatch potentially between the 

behavior of having a monthly versus a daily balanced 

group. 

MR. LANGLEY:   Stephanie? 

MS. SALBACH:   Yes? 

MR. LANGLEY:   Just curious about your last comment there 

about the way marketers handle their daily versus 

monthly.  Clearly they do what you’ve suggested 

they’re doing here, because Fortis allows them to, 

allows them to transfer that inventory from their 
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daily group to their monthly group.  Can you tell us 

why Fortis allows to do that?  I mean, is this -- 

there, I’ll leave it at that.  Why does Fortis allow 

them to move that inventory? 

Proceeding Time 10:52 a.m. T23 

MS. SALBACH:   Well, Fortis is flexible.  Fortis 

understands that as I mentioned, you know, daily 

balanced groups are incented by the nature of the 

group to over-supply.  And some shipper agents may 

under-supply in their monthly and then at month end we 

allow a true-up.   We allow marketers to shift gas 

from their daily to their monthly group in order to 

avoid month-end charges, or month-end balancing gas.   

This is something we've allowed, we've permitted at a 

given receipt location, you know. 

MR. LANGLEY:    Is it fair to say that you do it because 

it doesn't negatively impact Fortis or its customers? 

MS. SALBACH:     Correct.  Because in reality, in 

aggregate, at a given receipt location at the Lower 

Mainland, it’s an aggregate.  Your daily group has 

more and your monthly group has less, but in aggregate 

you have sufficient supply to meet demand, then 

currently, yes, Fortis will shift that supply from one 

group to the other to satisfy the demand within both 

of the groups together.   

  Okay, so moving on to imbalance return.  
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Imbalance return is a tool that is used today by 

shipper agents that manage daily balance groups only.   

This tool allows shipper agents with daily balance 

groups to use their inventory as a source of supply on 

the day.   

  FEI makes use of this tool at two of our 

major load centres on our system, at the Lower 

Mainland and the Interior.   FEI has historically set 

a limit of 40,000 at the Lower Mainland and Interior, 

which essentially means the 40,000 is the maximum that 

shipper agents can draft at that location.   This 

imbalance return, as depicted in the tariff, is deemed 

as an interruptible source of supply.  And having said 

that, what that means is that when colder weather 

occurs, Fortis reduces or eliminates this tool, so 

therefore forcing daily balance groups to bring on 

enough physical supply in the day without using their 

inventory as a source of supply. 

  So when imbalance return is -- and so with 

respect to monthly balanced groups, they don't utilize 

this tool.  This tool is just for daily.  And as I've 

mentioned earlier, you know, monthly balanced groups 

do not have the same requirements to balance on a 

daily basis and therefore they have the ability to 

draft the system under these circumstances.  For 

example, last winter we had colder weather.  Imbalance 
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return was reduced to zero, which mean daily balanced 

groups must bring on enough physical supply to meet 

demand.  So that's the daily groups.  Whereas the 

monthly balanced groups were unaffected by the 

reduction or elimination of imbalance return, 

therefore monthly balanced groups could behave in a 

different manner and potentially draft on the day.  

Whereas daily balanced groups are required to bring on 

supply on the day, every day.  

  With respect to how imbalance return is 

allocated, it's allocated equally among all requesting 

shippers.  If excess amounts are available, then 

quantities will be equally allocated -- reallocated to 

all requesting shippers.   

  Did you have something else, Jim?  

  With respect to inventory levels, it's the 

responsibility of the shipper agent to manage 

inventory levels on our system.  Fortis monitors 

inventory levels and looks at both daily and monthly 

inventory at a given point on our system.  Fortis 

requests that shipper agents maintain a two to three 

day draft or pack on our system.   This two to three 

day is based on the average consumption of the group 

divided by total inventory held.  And the example I 

give here if the average burn is 5,000 GJs for the 

group as a whole, then we would request that that 
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shipper agent not maintain an inventory greater than, 

say, 15,000 GJs within reason. 

  I'd say that we've developed a good working 

relationship with our shipper agents, in that when 

shipper agents have accumulated a pack on our system, 

or conversely a draft, we get in touch with them and 

ask them to rectify the situation, and they're usually 

pretty good about bringing inventory levels back into 

a better tolerance, within reason. 

Proceeding Time 10:57 a.m. T24 

  Having said that, within the tariff today, 

Fortis has the ability to step in and manage inventory 

levels on behalf of their shipper agents if shipper 

agents are not cooperating.  We have the ability to 

modify the shipper's requested quantity, which means 

modify, say, their request for gas on our system to 

limit inventory build up.  And conversely we can 

either take away or limit the shipper's inventory and 

return it at a later date if they have packed our 

system too much.  And of course we would only take 

action on this if we had gone through repeated 

requests that were ignored and felt it was necessary 

to do so. 

  Yes? 

MR. MARTISKAINEN:   General question.  What does that 

translate in terms of a winter day?  So if it's 
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250,000 GJs per day in the winter, what is three days 

packed with all these shipper agents relative to that 

in total? 

MS. SALBACH:   What is -- 

MR. MARTISKAINEN:   Yeah, so like for example, I think on 

this chart you were showing 250,000 per day -- 

MS. SALBACH:   Of demand. 

MR. MARTISKAINEN:   -- of total.  And then certain folks 

have up to three days of pack. 

MS. SALBACH:   Right. 

MR. MARTISKAINEN:   What could that potentially be on a 

winter day where you're pulling 250 per day? 

MS. SALBACH:   Right.  So on a winter day you have 

potentially monthly balanced groups that are drafting.  

So they're at the opposite way and the daily are 

packing.  So net, we're not looking at three times 

250.  You know, we're not looking at three times that 

amount of demand because you would have some drafting 

to counterbalance the packing.  So what specific 

number of -- what you're asking for is what kind of 

inventory levels would we potential -- have we 

potentially seen? 

MR. MARTISKAINEN:   Yeah.  In that example what would the 

shippers be packing potentially with three days on a  

-- in the winter?  If it's 250 a day -- just, I'm 

trying to get a -- I know this is a rate, but I'm 
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trying to get a total. 

MS. SALBACH:   Yeah.  I mean we've seen potentially 50 TJs 

of pack on a day overage and conversely the underage 

as well.  So a draft, not in the winter, in the summer 

for example. 

MR. LANGLEY:   So a typical pulp mill that uses 10,000 a 

day would be allowed 30,000 pack, right? 

MS. SALBACH:   Correct.  If a pulp mill burned, exactly, 

about ten a day, then we would request that they 

maintain a pack of about 30,000.  Right. 

MR. LANGLEY:   Stephanie, I have another question relating 

to this idea of the monthly balanced groups being able 

to draft.  There was a hearing about this a couple 

years back and I think Fortis wanted to rectify this 

drafting situation.  I believe that, if I'm correct, 

the Commission basically said, well, let's wait for a 

full rate design hearing to identify or solve this 

problem? 

MS. SALBACH:   Correct.  We submitted an application a few 

years ago, 2014, to amend the monthly balancing charge 

as it is today.  We wanted -- and that was not 

accepted by the BCUC at that time, right?  So it was 

to apply a premium to the existing monthly balancing 

charge.  So -- and we were redirected to address that 

as part of this rate design application. 

MR. LANGLEY:   But I thought one of the discoveries or 
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findings also was that the utility had the ability 

though the existing tariff to make sure the monthly 

balanced groups were matching supply and demand on the 

day.  And is that not begin done presently? 

MS. SALBACH:   Yes.  I mean today -- today, as you've 

said, the tariff is as it is and monthly balanced 

groups still -- shippers with monthly balanced groups 

still have the ability to draft on our system.  We try 

to limit their ability to draft by asking they 

maintain a two to three day pack draft tolerance. 

MR. LANGLEY:   Okay.  That's your tool, is a two to three 

day pack tolerance? 

MS. SALBACH:   Mm-hmm. 

MR. LANGLEY:   Thank you. 

MS. SALBACH:   So we'll get into administering the tariff 

here.  This is slide 48.  As you've seen some aspects 

of this slide before with respect to the normal and 

the demand curve and the supply stack, et cetera, I'm 

just using it here for illustrative purposes.  

Proceeding Time 11:02 a.m. T25 

  The point I'm trying to highlight here is 

that the tariff rules and charges that may apply under 

normal conditions, or normal days, occur during the 

majority of the year.  And then there are also charges 

that come into play when you get into colder weather 

conditions. 
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  When colder weather occurs, tolerances are 

managed more tightly, such as imbalance return being 

reduced or eliminated, and/or the 20 percent tolerance 

that I referred to for daily balanced groups, when 

colder weather occurs, Fortis has the ability to 

impose a supply restriction.  And therefore that 

reduces that 20 percent tolerance from 20 to 5 

percent.  And under those conditions, all groups, 

daily or monthly balanced, must adhere to this 5 

percent tolerance.   

  So that's a supply or a capacity 

restriction scenario, which I'll get into a little bit 

more shortly.   

  So, today, this is a summary of the 

potential charges in our rate schedules.  There is 

backstopping, daily and monthly balancing, which I 

alluded to earlier.  There is the daily balancing 

premium surcharge, which is applied when the 20 

percent tolerance level is exceeded.  There is 

unauthorized overrun charges, which apply when a 

supply restriction is imposed.  And that's -- that has 

a different set of charges that are applied under 

those circumstances.  There is replacement gas and in 

a more serious circumstance, a demand surcharge 

charged that may be incurred, but it's very -- it’s 

strenuous and we've never actually imposed it, thank 



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    74 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

goodness, but I'll get into how that's calculated as 

well.   

  So, backstopping is a charge that can be 

incurred on a normal day.  Backstopping occurs when 

the delivered quantity provided by the interconnecting 

pipeline – in other words, Spectra or Enbridge – is 

less than the nominated quantity.  In this example, 

the nominated -- I'm a shipper agent, I go into my 

nominations system, and I request 10,000.  Enbridge 

authorized 8,000, so they are short.  But you wanted 

10,000; 8,000 was delivered.  So under this scenario, 

Fortis will backstop this shipper agent with 2,000 GJs 

and sell backstopping gas.  The price for this is the 

Sumas gas daily price on the day.   

  So, daily balancing gas and the balancing 

premium surcharge.  In my example on the left, a 

marketer -- a shipper agent has requested 10,000 GJs 

and 10,000 was authorized.  However, the customer 

demand was 15,000.  Now, of course, this is a daily 

balanced group.  The supply must meet or exceed 

demand.  So under this scenario, it did not meet or 

exceed.  In other words, they were short by 5,000 

because demand was greater than supply.  So under this 

scenario, Fortis will sell to this group a daily 

balancing gas at the Sumas daily price on the day, to 

balance this shortfall.   



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    75 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

  Now, moving over to the balancing premium 

surcharge, this relates to the 20 percent tolerance.  

On a day when authorized quantity -- so, sorry, I'll 

just step back.  So the nominated or requested amount 

was 10,000.  What was delivered was 10,000.  But 

again, the customer demand is 15,000.  So, in the 

current tariff today there is a calculation that looks 

at the greater of the authorized amount and looks at, 

is the greater of those two scenarios 10,000 times 

1.2, which is 12,000, or 10,000 plus a hundred.  In 

this case, the greater of is, of course, the 12,000.  

So now the revised delivered quantity on that day is 

now effectively 12,000.   

  But the customer demand was 15,000.  So the 

difference of 3,000.  So that's when -- and on this 

scenario where the balancing premium surcharge will 

come into play.  And for that 3,000 GJs in the summer, 

April to October, the balancing premium surcharge is 

30 cents per GJ.      

    Proceeding Time 11:07 a.m. T26 

  So it would be 3,000 times 30 cents, or 

$900 would be imposed.  Whereas in the winter, the 

balancing premium surcharge is $1.10 per GJ.  So, 

$1.10 in the November to March months, would be 

applied on the 3,000, and the shipper agent would be 

penalized the 3300.   
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  Moving on to monthly balancing gas, which 

is slide 52.  Similar to how daily balancing gas is 

sold or applied if at month end, in aggregate the 

delivered quantities to that group is less than the 

aggregate group demand, then Fortis will balance the 

group by selling monthly balancing gas.  And the 

current charge for that monthly balancing gas is the 

average of the Sumas gas daily price throughout the 

month.   

  So, a hold to authorize or a supply 

restriction, we use these two terms interchangeably.  

During the majority of the year, as I’ve mentioned, 

Fortis upholds a balancing tolerance of 20 percent, 

and this is applied to daily balanced groups only.  

When colder weather approaches, such as in the current 

winter we’ve been enduring, FEI has the ability to 

tighten this tolerance under the tariff.  When colder 

weather arrives, Fortis reduces or eliminates the 

ability for daily balanced groups to draft the system 

by reducing or eliminating imbalanced return.  And 

when colder temperatures arise, FEI can impose, as 

I’ve mentioned earlier, the supply restriction that 

essentially reduces the balancing threshold from 20 

percent to 5 percent.  This restriction applies to all 

groups, both daily and monthly balanced, and under 

these circumstances shipper agents must bring on 



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    77 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

sufficient to supply to meet demand or unauthorized 

overrun charges will apply if under-deliveries occur.   

  So, in this example I’ve provided here, on 

a day the nominated quantity was 10,000, what got 

authorized or delivered was 10,000, however the group 

in aggregate, the demand was 15,000.  So effectively 

on this day, whether it is a monthly or daily balanced 

group, it doesn’t matter under a supply restriction 

circumstance.  On a day this group was short, or 

under-deliveries occurred.  So, the way the 

unauthorized overrun charges are applied, it’s a two-

tiered calculation.  The first 5 percent of that 

10,000 authorized supply, which is 500, will get 

applied an under 5 percent UOR charge.  So the 500 GJs 

will be charged out to that shipper agent at the Sumas 

Gas daily price. 

  Now, of course in this example, the 

underage or the under-delivery is an aggregate 5,000.  

So the remainder, the difference between 500 and 

5,000, the 4500, that will be charged at the over UOR 

price.  And the over UOR price is a calculation which 

is the greater of the Sumas gas daily price, times 

1.5, or $20 per GJ.  So, in today’s price environment, 

obviously the price of gas is 3.00 - 3.50.  So, it’s 

the greater of.  So, unfortunately a shipper agent 

would be looking at $20 a GJ for that 4500 underage.   
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  So, Fortis also has the ability to impose a 

capacity curtailment, and this applies to 

interruptible customers specifically on our system.  

These customers are rate schedules -- interruptible 

customers that follow rate schedules 22, 22A and B, or 

7 or 27, and are typically -- if they are curtailed, 

they are curtailed because they exist at a specific 

location on our system, and potentially at that 

location we might be having problems, which would 

precipitate the need to curtail a customer if the 

circumstance arise.   

  Proceeding Time 11:11 a.m. T27 

  So in this case, when a capacity 

curtailment occurs, it's not applied to the shipper 

agent or the group as a whole, it's specifically 

targetted at a specific customer on our system.   This 

decision to curtail or limit a customer on our system 

is determined by our gas control.  The customer may be 

required to reduce their consumption to a certain 

amount, their contract demand for example, or be 

curtailed or asked to get off the system completely. 

  If a customer does not comply with either 

what requests that we've made, then that customer may 

be forced to pay penalties such as the unauthorized 

overrun and the demand surcharge, and that's the 

charge I mentioned earlier was a very extraneous 
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charge.   Thankfully, we've never applied it.   

  Again, we've just reviewed the unauthorized 

overrun.  If a customer was asked to reduce their 

consumption -- or excuse me, their demand, to say 

10,000 and they used 15,000 on a day, then that 

difference would be charged to them at the UOR, same 

as the previous example that I gave, and it's included 

in the tariff here.  I'm just giving a quick high 

level.  But essentially if on three or more days 

during a contract year that a shipper on our system 

does not comply with a notice of curtailment, then 

demand surcharge penalties will also be applied on top 

of the unauthorized overrun penalties.  And I've given 

here a calculation of how -- showing a calculation of 

how the demand surcharge would be applied.  And as you 

can see, it's quite significant.   

  So needless to say, I believe that if we're 

asking certain customers to get off our system, or 

reduce their consumption, I think they're paying 

attention.   

  So my last slide, number 58, in summary I'd 

like to say, you know, with my experience, I've been 

in gas supply for many years and worked under the 

transportation model and worked with the shipper 

agents that exist today, I feel that the -- we feel in 

gas supply that the transportation model has been 
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working well.  We've established good relationships 

with shipper agents, and we feel however that in spite 

of this, as part of this rate design application, we 

are proposing a few changes to better reflect business 

practices today, as well as changes that would 

effectively level the playing field.  

  Transportation marketers have tools to 

manage their customer demand.  They have access to 

imbalance return to utilize inventory as a source of 

supply and they also have access to daily, and they 

also have access to daily and historical customer 

demand in order to help them determine what the supply 

requirements are for their customers.  

  However, as one of my slides depicted with 

the 2016 data, comparison of supply and demand, at the 

end of the day when shortfalls, overages or underages 

occur from the transportation market, FEI balances the 

system as a whole on a hourly and a daily basis, 

transportation customers included.    

  And that's all I have to say today, unless 

there's some questions. 

MR. WEAFER:     Chris Weafer, Commercial Energy Consumers.   

Just slide on the capacity curtailment and 

interruptible customers and you had a colder than 

normal year.   Did you have any interruptions under 

those schedules this year for capacity? 
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MS. SELBACH:    This past winter? 

MR. WEAFER:    Yes. 

MS. SELBACH:      Did we curtail any customers on our 

system? 

MR. WEAFER:   Yeah.   

MS. SELBACH:     I'm not aware.  I don't believe so.  I 

don't think so, no. 

MR. WEAFER:   Thank you. 

MS. SELBACH:      We're talking curtailing a specific 

customer?  Did we ask anyone to either reduce or get 

off the system?  No. 

MR. WEAFER:   Thank you.  

MS. SELBACH:    This past winter.  Yes. 

COMMISSIONER ENNS:   I'm just wondering what the type of 

interruptible customers are that you can typically 

curtail under those 22, 22 and 7 and 27.    What kind 

of customers are they? 

MS. SELBACH:    Well, rate 22s are essentially larger 

customers on our system, and so they have the ability 

to potentially swing on the day.  And so those 

customers may have -- maybe fully interruptible, maybe 

operating on a fully interruptible rate on our system, 

in which case we can fully interrupt them.   

Proceeding Time 11:17 a.m. T28 

  And a rate 22 customer can also have a firm 

contract demand as well, and so of -- let's just say 
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on an average day, a customer, a pulp mill, may burn, 

say, 10,000.  Maybe they've locked in 8,000 of 

contract, firm demand on our system.  So that allows 

them to on any given day burn up to 8,000.   

  But their average burn is, say, 10.  So we 

may -- given that, we have the ability to interrupt 

them down to their 8,000 contract demand.   

COMMISSIONER ENNS:   Mm-hmm.   

MS. SALBACH:   Because they're flowing everything above 

that would be interruptible service on our system.  So 

that's the sort of the difference.   

COMMISSIONER ENNS:   And why would you do that?   

MS. SALBACH:   Well, if we have a specific issue on our 

system, an interruption, or we reduce -- we have a 

pressure issue.  You know, for example, on Vancouver 

Island, if we had a system issue, that's when gas 

control would look at specific locations on our system 

where we are experiencing problems, and make the call 

to determine if that is a necessary step or not.   

MR. HILL:   And in terms of customers who may elect that 

type of service, they have -- normally have some type 

of back-up system, oil, that type of feedstock, that 

is their own decision to have gas service firm or 

interruptible, and if it's an interruptible service, 

they have to make the choice, or have an alternative 

if that interruption occurs.  And that's for them to 
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decide how they go about doing that.  There's a lot of 

-- you'd be surprised about what type of interruptible 

customers are in there.  Some of them are hospitals, 

some of them -- like because they have boilers, 

systems that maybe be able to use gas and oil or some 

other type of fuel.   

  The central heat system in the Lower 

Mainland is a gas system that provides all the steam 

to a lot of the -- is a component is firm and 

interruptible as well.  But they again, like, have a 

backup system towards that.   

MS. SALBACH:   Okay.  Thank you very much.   

MR. TOKY:   Thanks, Stephanie.  Okay.   

  So, probably at this time we can break out 

for lunch, I think.  It's a logical point for us to do 

that.  And then we can start with the part 2, which is 

really talking about the rate design fundamentals.   

  So I would say probably we can break out 

for about an hour and ten minutes.  Be back here by 

12:30 or so.  Would that be okay?  Perfect, thanks.   

 (PROCEEDINGS ADJOURNED AT 11:20 A.M.) 

 (PROCEEDINGS RESUMED AT 12:30 P.M.)   T29/30 

MR. TOKY:   If you'll please grab your seats, we're just 

going to start here with our afternoon session.   

  All right, welcome back.  So up next we 

have Richard Gosselin, who is going to walk us through 
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the rate design fundamentals, and some of the high-

level concepts related to the cost of service 

allocation and rate design as we alluded in the 

morning today.   

MR. GOSSELIN:   Hello, everyone.  Thank you for coming 

back after lunch.  Much appreciated.   

  I'll start on slide number 60, for those of 

us on the phone -- or those of you on the phone, 

rather.  Further to Mr. Weafer's comments earlier this 

morning, the material that I'm presenting on the COSA 

is really conceptual in basis.  So, most of it, or 

pretty much everything in there is the same as what we 

seen back in May, 2016.  The benefit of providing it 

today is for those of us that weren't in the room back 

in May, and also for the Panel, to go over the rate 

design concepts and cost of service concepts that we 

used in our application.   

  What is rate design?  Atul commented on 

this earlier.  It's about taking a revenue requirement 

of $1.3 billion and deciding how we collect it from 

our approximate 1 million -- approximately 1 million 

customers, with approximately 15 rate schedules.  So 

we have a $1.3 billion revenue requirement, and about 

a million customers, and we have to allocate all those 

costs to the customer groups and figure out how we're 

going to collect it from them, through what kind of 
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charges.   

  Cost allocation acts as a guide to rate 

design.  It reflects cost causality, rather the cost 

to serve.  It's intended to have no undue cross-

subsidization between the rate schedules.  It's simple 

to understand and administer, and it has stakeholder 

and market acceptance.  How we split up our revenue 

requirement amongst our customers, and how we design 

our rates.   

  My slides will go over the delivery system, 

a delivery system overview.  It's a map of our service 

territory, like you've seen before, but in a couple of 

different notes, in context to it.  Rate design 

principles, those are the rate design principles we 

used when developing our proposals.  Customer 

segmentation, some of the tools that we use when we 

are looking at our customer base and figuring out how 

to segment them into groups.   

  COSA terminology; COSA meaning "Cost of 

Service Allocation" terminology.  Particularly, how we 

derive a load factor and peak day demand, and we'll 

talk further about load factor and peak day demand, 

because it makes up a -- it's quite a large allocator 

that we use -- rather it's an allocator we use often 

in the COSA.   

  We'll go through a cost of service 
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allocation, an example.  We'll talk a little bit about 

rate design concepts, and then we'll summarize.   

  Slide number 64.  We showed this map of our 

system a little bit earlier today.  We talked about 

the essential services model, and it's in place to 

ensure that gas gets from the supply hubs to our 

service territory, for our sales customers, both 

bundled and unbundled.   

Proceeding Time 12:36 p.m. T31 

  We talked about the transportation services 

model.  Stephanie talked about that before lunch.  And 

it allows customers to bring gas onto the FEI system 

at its interconnection points, whereby FEI picks up 

the gas and delivers it to its customers.   

  I'm going to mostly be talking about the 

delivery system.  The delivery system is in place to 

pick up the gas at the interconnects from both our 

essential services model and from our transport 

customers, and deliver it to the customers' premises.   

  Slide number 65.  These are the rate design 

principles that FEI used and considered when 

developing the proposals that are embedded in our 

application.  Principle 1 is recovering the costs of 

service.  Recovering the costs of service, the 

aggregate of all the rates and revenues must be 

sufficient to recover the utility's total cost to 
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serve our customers.   

  Principle number 2, fair appointment of 

costs among our customers.  This should -- this is 

fair appointment of costs.  Appropriate cost recovery 

should be reflected in each customer group's rates. 

  Principle number 3, price signals that 

encourage efficient use and discourage inefficient 

use. 

  Principle number 4, customer understanding 

and acceptance of all the bill components.   

  Principle number 5, practical and cost 

effective to implement.  It needs to be sustainable 

and meet long-term objectives. 

  Principle number 6, rate stability.  

Customer rate impacts should be manageable to a 

reasonable level.  Revenue stability for the utility, 

and avoidance of undue discrimination or inter-class 

equity must be enhanced and maintained.   

  Applying these principles when making rate 

design decisions requires trade-offs and judgment.   

  Slide number 66.  There is three basic rate 

design steps that we go through.  First of all, we do 

customer segmentation.  We segment our customer and 

it's a process by which we group similar customers 

together.   

  The second process of the rate design is 
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the cost of service allocation, commonly referred to 

as the COSA.  It's a step in the process that 

determines generally how much revenue must come from 

each of those customer segments, each of those 

customer groups.   

  After that, the revenue -- after the 

revenue has been determined, the revenue that must 

come from each of the customer groups has been 

determined, we must figure out the best way to collect 

that revenue, whether it's from basic charges, 

volumetric charges, or demand charges.  That's the 

design of rates part.   

  Slide number 67.  Customer segmentation.  

So, as I just mentioned, segmentation is a method -- 

or rather it's separating our customer base of about a 

million customers into different groups.  You've heard 

the term "residential", "commercial", and "industrial" 

customers.  Well, sometimes we'll segment them into 

further groups like large and small -- large and small 

commercial customers, interruptible or firm industrial 

customers.   

  Some of the tools that we use are bill 

frequency analysis; consumption patters, how do people 

use gas.  Load factor and consumption scatter plots, 

so that there’s a load factor and consumption have -- 

is there a relationship amongst customer groups?  
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  And then also we also look at the types of 

customers, residential customers versus commercial 

customers, and also at their end use, what are they 

using the gas for.  So all those are tools that we can 

use to help segment all of our customers into groups 

that are similar.   

Proceeding Time 12:41 p.m. T32 

  Slide number 68, we have a graph here, an 

example graph.  On the left-hand, Y axis, we have the 

number of customers, and on the bottom axis we have 

annual consumption.  In this graph you can see there 

could be a couple of different groups there.  We have 

one group that uses about on average 1500, but their 

standard deviation, or they're quite tight in their 

deviation on how much they use.  Another group maybe 

has an average of about 2900 gigajoules a year.  This 

one is more dispersed, as you can see, but you can see 

in this graph it's just a couple of -- you know, it's 

just a method to put a bunch of people on a graph and 

figure out if there's two real different groups of 

customers within this larger group.   

  Another method is a scatter plot.  So this 

one, we can have a load factor in consumption or 

plotted against each other.  So on our left-hand axis, 

or the Y axis, is load factor.  We'll talk a little 

bit further about load factor for those of you that 
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don't really understand what it is.  But it's 

basically a measure of how people use the system.   

  And then on the X axis we have consumption.  

So in this case we're plotting load factor against 

consumption, and we can look -- is there any one -- is 

there anything that's similar?  So do we have low 

consumers having a low load factor, or perhaps there's 

high consumers having high load factors.  In this 

case, again this is just example material.  You could 

see that there could possibly be three different 

groups in this dataset.   

  Another way to look at our customers is how 

they use gas.  This graph shows a load profile, and it 

shows a load profile over a year.  You can see one 

line on this graph, the blue line, is obviously a 

heat-sensitive customer.  They use more gas in the 

wintertimes and less in the summers.   

  And the second customer group in this one, 

the yellow line -- or the orange line, rather, they 

could be a process load where they use gas fairly flat 

all year, with a little bit of heat sensitivity in 

this one.  

  In addition to using just statistical 

tools, we also use end-use and dwelling type, as I've 

mentioned earlier.   

  Slide number 71.  How is -- so before we go 
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on to discussing load factors and peak day demand, 

which are, like I said earlier, critical pieces to 

allocating costs, I wanted to talk a little bit about 

how our delivery system is built.   

  So our delivery system is built to be able 

to meet the customer's demand, firm demand, on the 

coldest day in 20 years.  This is what we call a 

design day.  To do this, we place pipe and other 

assets in service that are large enough to meet the 

peak day design -- the peak day demand on a design 

day.  So on the coldest day in 20 years, we have to 

have assets in place, meaning pipe, compression and 

other physical assets, to be able to deliver the gas 

when it's demanded on that coldest design day.   

  Similar to what Rohit was talking about, 

midstream and storage resources, we hold a bunch of 

storage resources to be able to meet the coldest day, 

design day, for our storage and transport.  We must do 

the same on the delivery system.  We have to have pipe 

in place and compression to be able to deliver gas 

when it gets to the design day.   

  On a normal temperature day, customers will 

not fully utilize the system capacity.  So if you 

think in the summer time, we're predominantly a heat-

sensitive system.  In the summer time it's not cold.  

So we're not using the full capacity of the system.   
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  Customer groups use the system differently 

and, as such, some costs are allocated accordingly -- 

according to how each of them uses the system.  To do 

this, we use load factor to derive a customer group's 

peak day or design day demand.  So we're going to talk 

through load factors and how we use that load factors 

to turn our forecast annual demand into an assumed 

peak day demand upon which we use to allocate costs.  

And that's because some people are causing costs 

differently than others.  

Proceeding Time 12:45 p.m. T33 

  Slide 72.  Load factor is used for both 

customer segmentation and cost allocation.  Load 

factor is used to derive peak day demand, which is 

used to allocated pipeline costs in the COSA model.  

And load factor is basically defined as the average 

use of the peak use. 

  So on the left-hand side we have Customer 

Group Number 1.  They could be a space heating type 

customer.  So, in the wintertime they're using a lot 

of gas, in the summertime not as much.  So you can see 

in the bottom graph there, their load curve is high in 

the winters and lower in the summers. 

  On the right-hand side we have Customer 

Group Number 2 and they could be a water heating type 

customer, a hot water load customer.  We take showers 
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all year, we're using the same amount of hot water all 

year, fairly flat load if that's all you're using gas 

for is hot water.  So you'll see on their graph on the 

bottom right, we have a very flat load for this 

customer. 

  Back to the graph on the left, you'll see 

the space heating customer into wintertime -- the 

simulated pipe I have there is full of gas in the 

wintertime, meaning this customer is using a lot of 

that pipe in the wintertime.  In the summertime 

they're not using a lot of the pipe.  And over on the 

right-hand side the hot water load customer, they're 

using almost the same amount all year of the pipe. 

  So what it's saying is on the left-hand 

side our winter peaking customer or heat sensitive 

customer causes us to put in larger pipes to be able 

to serve them in the wintertime.  And on the right-

hand side the hot water load customer, could've 

probably put in a smaller pipe to serve them over the 

year because they don’t fill the pipe at any time 

during the season.  So we must allocate costs 

differently for these customers. 

  If load factor is average over peak on the 

left-hand side, the Customer Group 1 with a 1,000 

gigajoule consumption load in a year, that's an 

average of 2.7 gigajoules per day.  And their peak 
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load if we find -- if we looked at one of the days in 

the year that their consumption was the highest, their 

peak load was 9 gigajoules in a day.  So when you do 

the math of 2.7 divided by 9 you end up with a 30 

percent load factor. 

  And on the right-hand side of the graph, 

same annual consumption of 1,000 gigajoules, same 

average consumption of 2.7 gigajoules per day, but you 

can see that they don’t have a high peak.  Their 

highest peak is probably pretty close to their 

average.  So their highest peak as it turns out is 4.5 

gigajoules per day.  So when you take 2.7 divided by 

4.5 they have a load factor of 60 percent. 

  So in the next slide I'm going to show you 

how we use load factor to derive a peak day demand for 

the entire customer group. 

    Proceeding Time 12:49 p.m. T34 

  Slide number 73.  Peak day and load factor 

adjusted volume.  Peak day is calculated by using load 

factor to adjust the test year forecast volume.  The 

test year forecast volume is the forecast volume that 

we have in the COSA, the COSA model.  It is the one 

that we use to allocate our costs, and is 

representative of the revenues in the COSA as well.   

  It estimates what the customer group would 

demand on the peak day in the test year.  So, if peak 
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day demand, that’s gigajoules per day demand, is equal 

to annual consumption over load factor times 365, 

customer group number 1, which we looked at on the 

last slide as a heat sensitive customer, had a load 

factor of 30, has an annual consumption of 1,000, a 

peak of 9.1 -- sorry, the peak day gigajoules there?  

By putting the load factor in the 1,000 gigajoules in 

the above formula you get a peak day consumption of 

9.1.  

  In the customer group number 2, at a 60 

percent load factor, same annual consumption, if you 

put that in the formula, you get a peak day demand of 

that customer of 4.6.  So, you’ll see the allocation 

of costs of pipe that are put in place to meet a peak 

day demand will be 67 percent of the cost will be 

allocated to Customer group 1, and 33 percent of the 

costs will be allocated the customer group 1, and 33 

percent of the cost would be allocated to customer 

group number 2.  This is saying that customer group 

number 1 will be allocated 67 percent of the pipe cost 

because they are causing us to put in a different pipe 

than customer group number 2 would have done.   

  So when we moved down further to what I 

basically just talked to, so let's say we have $1,000 

in costs to allocate, and we want to use our peak day 

demand to allocate it, you see customer group number 1 
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would be allocated $670 and customer group number 2 

would be allocated $330.  As a comparative, if we just 

had used gigajoules to -- like the annual consumption 

to allocate the cost of that pipe?  We would allocate 

it $500 and $500.  Because they use the same amount of 

gigajoules in a day.   

  But, as we’ve seen earlier, customer group 

number 1 and customer group number 2 use the pipe 

system differently.  Number 1 has a higher peak and 

consequently is allocated more costs than customer 

group number 2.  So that’s how we use peak day demand 

-- rather load factor and peak day demand in the COSA 

to allocate many of the demand related costs in the 

COSA.   

  This is slide number 74.  Oh, and I didn’t 

do the animations correct.  I’m just going to peel 

right through here.  Okay, so sometimes there is some 

confusion about rate design and cost of service 

allocation.  This is a rate design application of 

which cost of service allocation is a part of it.  The 

revenue requirement that we talked about earlier, 

about $1.3 billion, is the revenue the utility 

requires in a given year to safely operate the system 

and pay for all its expenses.  It includes commodity 

costs, that Rohit spoke to.  Storage and transport 

costs as well, Rohit spoke to that.  And delivery 
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costs of which I am speaking to you now. 

  Some utilities have cost models that 

include both the delivery and the commodity and 

storage and transport, all in one model.  FEI keeps 

these two allocation models separate because of the 

utility’s gas costs, and storage and transport costs 

are set more frequently.  We have a quarterly process 

by which we set our commodity cost, or gas cost, and 

the storage and transport costs are also reviewed 

quarterly, but typically set annually.  

Proceeding Time 12:53 p.m. T35 

  So my point is the COSA model that we have 

developed for this rate design application focuses 

mostly on the delivery cost, and that's the cost to 

get the gas from the interconnect that our customers 

deliver it to -- or that our marketers deliver it to 

and that our ESM delivers it to all the way to the 

customer.   

  After the revenue has been determined, the 

revenue requirements have been determined through the 

delivery cost model, we must derive ways to collect 

that revenue using fixed charges, variable charges, 

demand or other charges.  So I just wanted to make 

clear, we talk a lot about -- we talk about the 

revenue requirement and then we talk about these two 

models here -- or rather this business process here 
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upon which we set our quarterly and our annual storage 

and transport cost, and then the delivery cost model, 

the COSA model that I've been dealing with is about 

allocating the delivery cost to customers, not the 

commodity and the storage and transport costs.   

  Gas costs refer to both the sum of the 

commodity and the midstream costs.  I talk about 

midstream.  Midstream is the same as storage and 

transport.   Commodity costs represent the commodity 

piece and that really is the gas molecule and the cost 

to buy it.  Midstream costs are those costs incurred 

to shape the load, meaning that we secure gas assets 

in the summer and use in the winter to transport it 

all through the seasons.   

  Gas costs are allocated based on energy 

use, so meaning that all customers that buy costs from 

FEI pay the same dollars per gigajoule for the gas 

costs.   Midstream costs are allocated on a load 

factor adjusted volume basis, meaning the storage and 

transport costs are allocated using that peak day 

demand method that we just went through.  FEI holds 

midstream assets like storage and transportation 

capacity to meet customer needs when their demand is 

the highest.   

  So, in the COSA model, so this is the cost 

of service allocation model that we use, there's 
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basically three steps that we take in the COSA model 

to allocate costs down to our rate schedules.    

  First of all, we functionalize.  Assets and 

costs are separated into major categories that reflect 

the utilities plant investment code of accounts and 

services provided to customers.  Functions can be 

things such as gas storage, Tilbury, Mt. Hayes, our 

storage functions; distribution function, that 

includes mains, meters and service lines; and customer 

accounting function.  That would be our customer care 

and our Willingdon Park Customer Care Centres, call 

centres. 

  Some costs are functionalized indirectly 

like intangible and general plant.  These type of 

costs serve all our main functions as I already 

mentioned.  

  Next, within each of the functions we 

classify the cause, whether they are -- the cost 

causation, rather.  It separates the costs in each 

function between customer related.  The cost is 

incurred because a customer joined the system.  So if 

a customer joined -- if the costs incurred was caused 

because a customer joined the system, we classify it 

as a customer cost.  Demand related, the cost is 

incurred based on the peak day demand of the customer.  

And energy related, this is -- the cost is purely 
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variable with consumption, meaning the cost was 

incurred simply because we had to move the molecule of 

gas. 

  Very few costs in the delivery cost model 

are allocated using -- are classified as energy.  Most 

of it is demand related and customer related.      

Proceeding Time 12:58 p.m. T36 

  And then once we classify the costs, we 

allocate it to our rate schedules.  And we allocate it 

based on the contribution that each of these rate 

schedules makes to an allocator.  So peak day demand 

in one instance, how much does RS-1, our rate schedule 

1, contributed to the system's peak day demand?  How 

much does RS-2, rate schedule 2, contribute to the 

system's peak day demand?  So that would be an 

allocator used to allocate the demand costs among the 

rate schedules.   

  To do this, we have a couple of supporting 

studies that help us out for minimum system and 

customer weighting factors.  We'll talk about those in 

the next couple of slides.   

  Slide number 77.  So, once we have all our 

costs allocated, we have our costs allocated to RS-1, 

2, 3, 23, and all of our other rate schedules, and it 

happens -- it's the sum of the entire revenue 

requirement.  And we also have coming into the COSA 
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model the revenue collected by rate schedule.  So we 

have the costs on one side and then the revenue that 

we're currently collecting under proposed rates from 

this -- from these rate schedules.   We compare the 

revenue over the cost, and we get a revenue-to-cost 

ratio.   

  Slide number 78.  The ratio is used to 

determine if the revenue and costs are reasonably 

matched.  The cost of service allocation is supported 

by studies, and is some -- there's a lot of subjective 

nature to that -- those allocations as well.  Costs 

are functionalized, classified and allocated based on 

system knowledge and logic.  So ultimately the 

revenue-to-cost ratio is to test whether our revenues 

are reasonably collecting the costs that are borne by 

that customer -- or caused by that customer, rather.   

  Two of the supporting studies that we use 

are a minimum system study and a customer weighting 

factor study.  So a certain level of plant investment 

is required to serve our minimum loading requirements 

of our customers.  Those minimum costs are more 

dependent on the number of customers than the demand 

that they cause on the system.   

  The closer a plant item is located to a 

customer, the more that particular item is related to 

the specific requirements of the customer.  So the 
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minimum system helps us determine how much of our 

distribution system, meaning the pipe to move from -- 

the pipe in place to move the gas from our 

interconnect to our customers, how much of that system 

is there because the customer joined the system versus 

how much is in place because they demand a certain 

quantity of gas on a certain day.  So that's what the 

minimum system study helps determine.   

  And so we use that study, the component of 

our distribution system that we consider customer-

related would be allocated based on customers in each 

of the rate schedules, and the component that we 

considered demand-related is allocated based on a peak 

day demand basis.   

  The customer weighting factor, it's there.  

It recognizes that higher volume customers -- or 

larger customers, rather, generally require more 

expensive meters, service lines and regulators.  

Customer weighting factor adjusts the allocation of 

customer costs to reflect that it costs more to serve 

some customers compared to others.   

  I'll talk a little bit more about both of 

these in the next couple of slides.     

    Proceeding Time 1:02 p.m. T37 

  Slide number 80.  So the minimum system 

study.  We have about 25,000 kilometers of 
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distribution mains in the province serving our 

customers.  The diameters range for 15 to 800 

millimetres.  And obviously there is a varying cost 

per metre to all those different types of pipe that we 

use.   

  As I talked about, some portion of these 

mains are in place just to connect our customer to the 

system, and this is what we consider the minimum 

system.  The minimum system study basically prices the 

25,000 kilometres of pipe as if it were the smallest 

pipe that we use, which is -- our current standard is 

60 millimetres PE pipe, or poly-ethylene pipe.  So it 

looks at the whole distribution system, it says “Well, 

what’s the minimum cost that it would be if it was all 

priced at the minimum size of pipe that we use.” 

  The value of the minimum system then is 

divided by the actual value of all the pipe, and this 

percentage is classified as customer.  So, I’m trying 

to think of an analogy, I probably don’t have a good 

one.  Yeah, so we look at all the pipe in the 

province, what would it be if it was all 60 millimetre 

pipe, what’s the value of that compared to the value 

of what it really is, based on being 15 millimetres up 

to 800 millimetres.  When the value of minimum system 

over the value of the total system is the minimum 

system component, it happens to be 30 percent for us.  
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And that, we take our distribution mains, and we say 

30 percent of it is customer related, customer caused, 

and 70 percent of it is demand related or demand 

caused.  So that’s what the minimum systems study does 

for our distribution pipe. 

MR. LANGLEY:   Is that supported -- is that something that 

Fortis that just dreamed up to come up with a breakout 

between customer and demand cost? 

MR. GOSSELIN:   No, there is support in the application, 

in appendix --  

MR. LANGLEY:   What I mean by support is do other 

jurisdictions use this same methodology? 

MR. GOSSELIN:   Yes, they do. 

  Another one of the studies is the customer 

weighting factor study.  This is slide number 81 for 

those on the phone.  It really differentiates the cost 

to connect small customers versus large customers.  So 

we have quite a bit of plant investment in meters and 

service lines.  As you can see in the top picture of 

the slide, there is a meter on the side of a house.  

They don’t cost a lot of money today.  I think they 

cost about $100.  And then in the lower picture, you 

know, it could be an industrial style customer, or 

some larger style customer that takes a lot of gas, 

has a lot of capacity requirements, they require 

obviously more expensive meter sets and regulators and 
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service lines.  So, the customer weighting factor 

recognizing when we’re allocating our costs of our 

meters and service lines, it weights more expensive 

customers.  It gives a higher weighting to their 

number of customers, so they attract more of the 

meters and service line costs.   

  So, if a residential customer is one, it’s 

a ratio-based, and a meter costs -- if a residential 

customer is a 1 and a commercial customer is a 2, the 

commercial customer will attract twice the cost that 

the residential customer would attract in the COSA 

recognizing that the commercial customer has a more 

expensive meter set, and service line than the 

residential customer.  And that’s again supported by 

data and it’s included in the application as well.  So 

the ratio is used to scale upwards the average number 

of customers in a customer group.  So the larger 

customers, larger customers attract more the meter 

costs.   

  Slide number 82, for those on the phone.  

So, I went through this back in May as well.  It’s 

really an example of a very small two cost system, and 

how we move through the functionalization, 

classification, allocation of costs.  So it takes a 

lot of the things I was talking about earlier, and 

shows you how it actually would -- it’s applied in the 
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COSA.   

  So, we assume we have a two cost system.  

There is a distribution operations piece of it, and 

there is a transmission operations.  The distribution 

operation costs are $2,000 and transmission operation 

costs are $4,000.  

  Proceeding Time 1:07 p.m. T38 

  So, we functionalize.  The first thing we 

do is we functionalize our costs.  Obviously the 

distribution operating costs are functionalized as 

distribution operations, and transmission as 

transmission operations.  So that's simple as it is in 

the COSA for obvious costs are directly functionalized 

into the supporting function.   

  The next thing we do is we classify.  As I 

talked about just a few minutes ago, distribution 

costs are incurred in part from a customer joining the 

system and in part from the demand that they're 

placing on the system.  The minimum system study 

quantifies the split between distribution -- sorry, 

quantifies the split of the distribution system 

between customer and demand.  Our minimum system study 

actually shows 30 percent of our distribution system 

is in place to -- because of a customer is connected 

and 70 percent there to serve the demand that they 

place on the system.  And the transmission system is 
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100 percent demand-related.   

  So we start -- we've seen before the 

function on the left, and then over on the right we 

classify it.  So the distribution operating costs you 

can see has been split.  30 percent has been 

considered a customer-related cost, and 70 percent has 

been considered a demand-related cost.  And the 

transmission operating costs are considered 100 

percent demand-related in this case.  So that's the 

classification piece.   

  Then we move on to the allocation.  In this 

slide there's a lot of numbers, but I've greyed out 

most of them and left a couple black, so we can kind 

of talk through the numbers that are more -- are 

blacked -- or made black so it's easier to understand.  

So, as I spoke to earlier, we use things like peak day 

demand and customers to allocate costs.  So in this 

little table on the left, we see our rate schedule 1 

there has a peak day demand of 700, and the system 

peak is 1,000.   

  And in rate schedule 2 in the same table, 

you'll see has 300 customers of a total of 1500 

customers.  So we're going to use these two -- these 

numbers here to allocate our classified costs.   

  So rate 1, of the demand-related costs from 

the previous table, of $1400, 700 gigajoules is their 



ALLWEST REPORTING LTD. 

VANCOUVER B.C.  Page:    108 
 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

C A A R S  
Computer Aided Archiving & Retrieval System 

peak day demand over the system peak of 1,000.  And 

then rate 2, you'll see $600 of the customer-related 

costs from the previous table, 300 customers over 1500 

customers times the 600 is the amount of costs that 

they'll be allocated on a customer basis.   

  So the big table at the bottom, we'll 

follow the first line.  Distribution operating costs 

that were considered demand-related was $1400.  When 

you do the 1400 times 7 over 1,000, rate 1 is 

allocated $980.  And then on the customer-related 

component costs, the customer-related costs, $600 of 

that distribution and operating costs that were 

classified as customer, 120 is allocated to rate 

schedule 2, based on the number of customers.   

  So if you follow it all through, it all 

adds up to the total cost of the system of $6,000.  

But this is just an example of how we use the peak day 

demand based on how people are using the system to 

allocate costs to the customers -- to our customer 

groups, rather.  And on a customer-related cost, we 

basically use the number of customers to allocate 

costs.   

  So on slide 85 is the last table I brought 

up.  And we show total allocated costs for rate 1 of 

4220.  Total allocated costs of rate 2 of 1200 and so 

on.  And you can see it totals up to $6,000, which was 
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the sum of all of our costs on the system.   

  Well, that's our allocated costs.  We have 

to compare it to our revenue.  So we bring in revenue 

at our current rates, and for rate 1 the rates in 

place today would bring us $4150 in revenue from them.  

Rate 2, 1200, rate 3, 23,650.  Again, the revenues, as 

you'll see, revenues in total match the costs in 

total.  However, the rates in place bring in a little 

different cost than what the -- sorry, the rates in 

place bring in a little different revenue than what 

the cost allocation turns out to be.   

  So when you take your revenues divided by 

your costs, you end up with revenue-to-cost ratios of 

98.3, 100, and 112.   

  If revenue-to-cost ratios are far from the 

100, rebalancing might be required.  This one looks 

like they're very nearly in range, so rebalancing may 

or may not be required in this case.   

Proceeding Time 1:12 p.m. T39 

 This is just an example just to demonstrate how we 

take our costs, allocate them all the way out to our 

rate schedules and then compare them to the revenues 

that we collect from those customer groups.  

   Slide number 86.   Designing of rates.  And 

once we finally decided on the revenue that we're 

going to need to collect from each of our rate 
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schedules, or customer groups, we have to decide how 

we're going to collect that.  Often it is premised on 

the cost allocations.  So perhaps we'll try to collect 

customer-related costs through a customer charge or a 

basic charge.  We may try to collect demand related 

charges -- or costs, demand related costs, using 

either a volumetric delivery rate or demand costs -- 

or demand charge, rather.   

  Customer-related costs tend to be fixed in 

nature and demand related costs based on the demand 

that the customer places on the system.   Energy-

related costs tend to be variable with total 

consumption.  Like I said earlier, there is very few 

energy-related costs in the delivery system.  You've 

got to think, you know, you put the pipe in place and 

you connect people with meters and so on.  Whether we 

flow one gigajoule of gas or thousands of gigajoules 

of gas, the costs don't change very much with the 

volume of gas that moves through the system.  So 

consequently peak day demand, the demand people place 

on the system and the number of customers are the 

primary allocators in the COSA model.   

  If we only considered cost causation, 

customer-related costs would be collected 100 percent 

through a fixed charge and so on.  However, we must 

use all the rate design principles, stakeholder 
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inputs, energy policy or desired pricing when making 

decisions on how to design our rates. 

  Rates should be understandable, stable, 

fair and ultimately recover the cost of service.    

  This is just a little graphic.  As we 

talked earlier, we have many -- or a number of 

different ways to design our rates.  Basically we've 

got to take a look at all the costs, and how they are 

caused and decide on the best method to collect those 

from our customers based on our principles.    

  And in summary, this is slide 88, our COSA 

methods, how we allocate our costs are very consistent 

with our 2012 application.  Midstream allocations are 

consistent with past decisions.  Commodity cost per 

gigajoule are derived using total commodity cost 

divided by sales volume, and the COSA results are one 

of many considerations when designing rates.  

  Any questions?   Chris. 

MR. WEAFER:    Chris Weafer, Commercial Energy Consumers.  

I'm not sure this is the point in time for the 

discussion, but I'll raise it anyway.  In terms of -- 

and your slide, I believe it's -- the one where you 

say the cost ratios are far from 100 percent, 

rebalancing may be required.   And so not to open up 

the discussion, but there was a fair bit of discussion 

in the earlier workshops around what the range should 
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be, the precedence of this Commission where they'd 

indicated unity is the target, and what's the 

company's position at this point as to what the range 

should be and when there should be rebalancing? 

MR. GOSSELIN:    We've used the range of 90 to 110 in the 

application.  And most of our resulting revenue-to-

cost ratios are within that range, and most of them 

are between the 95 and 105, I believe.  We'll 

definitely speak more about the total cost allocations 

and the results in the next workshop next week.  This 

one really was conceptual but next week we'll be 

getting into more of the details of all the results. 

MR. WEAFER:     Fair enough.  I just wanted to understand 

what we should talk about.  Thank you.  

MR. GOSSELIN:     Jim. 

MR. LANGLEY:     Just because I've heard this discussed 

earlier, the question of bypass rates related to your 

cost of service issues.  I'm curious, because 

presumably most people are here because they are aware 

that whatever your rate design is could have impact on 

their rates.  Notably people that aren't here are 

people with bypass rates, because presumably whatever 

you do isn’t going to affect their rates.  

  But my question is, to you guys, given the 

present regulatory construct at the federal level, is 

there any way that the customers in this room can hope 
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that bypass customers will pick up more of the costs 

to pay for this system by renegotiating rates? 

Proceeding Time 1:18 p.m. T40 

MR. GOSSELIN:    I'm not aware of the construct at the 

federal level.  So I'm not sure what your question is 

pertaining to.  When you say that, you said given the 

regulatory construct at the federal level --  

MR. LANGLEY:   Well, regulatory construct in general.   

MR. GOSSELIN:   Okay.   

MR. LANGLEY:   Can you guys unilaterally raise rates for 

bypass customers such that it lowers the rates for the 

rest of the people in this room?   

MR. GOSSELIN:   I don't believe that's the case.  I think 

each one of the bypass rates are negotiated at the 

time that the contracts are put in place.  And I 

believe most of them, I believe, have escalation 

clauses in their contracts anyway, so they're -- they 

do move over time.  But I don't think there's any 

method to unilaterally open them all up.   

MR. LANGLEY:   Okay.  And is it fair to believe that based 

on the fact that in theory these bypass rates are 

based on the cost of building a bypass pipeline, that 

if you did raise those rates, the customers would 

arguably be financially incented to not agree to the 

new deal but in fact to build their own pipelines.  Is 

that --  
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MR. GOSSELIN:   That would be the -- I mean, if I was a 

bypass customer and the utility came to me and asked 

me -- or told me that they were going to raise the 

rates, I'd obviously personally do the evaluation to 

figure out if I should actually in fact build a bypass 

to the utility.  Because I believe -- I believe they 

could, or anyone could, if they asked permission from 

the -- I'm not actually -- I'm not sure if they can or 

not.  But in any case, the evaluation would be done.  

I certainly would do it if I was a bypass customer.   

MR. LANGLEY:   Okay, thank you.   

MR. MARTISKAINEN:   Jouni.  Yeah, a quick question.  For 

doing the math on slide 79 for peak day, if you're a 

transportation customer and again, you're looking at 

the size of the pipe that applies, say, during a cold 

spell in December, if you have interruptible and firm, 

is your cost allocated on your firm?  Because your 

peak day doesn't happen during that peak, you actually 

knocked it down, and your peak day might be on a day 

where it doesn't matter as much for the system.   

MR. GOSSELIN:   For transportation -- transportation 

customers in particular you're talking about?   

MR. MARTISKAINEN:   Right.  So if you -- slide 79, you do 

the math.   

MR. GOSSELIN:   Let me just go back quickly here.   

MR. MARTISKAINEN:   For the system.  So for example in 
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December when there is one week cold snap, you know, 

if you're curtailed down to a lower level than your 

normal, is that what's used as peak?  Because your 

peak day doesn't occur during constrained supply.   

  So for example if you have 15,000, 20,000 

gigajoules would be your big day, but it doesn't 

happen during December, because you're curtailed down 

to 8.   

MR. GOSSELIN:   In your -- I think -- you're representing 

Catalyst Paper, part of the JV, is that correct?  The 

costs that are actually allocated to firm customers, 

firm transportation customers, is actually only their 

firm demand, not their actual peak demand.   

MR. MARTISKAINEN:   Not the peak, okay.  

MR. GOSSELIN:   Yes.   

MR. ANDREWS:   Bill Andrews.  I have a question also about 

peak day, but a simpler, more arithmetic one.  On 

slide 73.   

MR. GOSSELIN:   Yeah.  

MR. ANDREWS:   So the numbers in this example come from 

the previous slide, where each customer 1 and customer 

2 has a peak.  But if you look closely, it appears 

that these are not simultaneous peaks.  And then when 

we come to slide 73, I am -- I guess one way to put 

the question is, what is the formula for peak day 

allocation percentage?  Because what it looks like is 
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the formula has nothing to do with load factor, and 

that all it really is is the 9.1 peak of customer 

group 1, and the 4.6 peak of customer group 2, if you 

put them together, is 13.7.  And 9.1 divided by 13.7 

is 67 percent, which would be a very logical way of 

calculating the allocation.   

MR. GOSSELIN:   Yes.  Yes.   

MR. ANDREWS:   The peak day allocation.  But that doesn't 

-- that assumes that we're talking coincident peaks.   

MR. GOSSELIN:   That assumes, sorry, what?   

Proceeding Time 1:22 p.m. T41 

MR. ANDREWS:    That the two customers -- 

MR. GOSSELIN:    Peak at the same time. 

MR. ANDREWS:     Peak at the same time so that it makes 

sense to add Customer Group 1's peak to Customer Group 

2 peak. 

MR. GOSSELIN:     That's correct.  So it assumes a 

coincident peak.  Now, most of our customers don't 

have daily meters -- or demand meters, so we don't 

have the day that they peak.  We have generally a 

winter peaking system.  So the calculation that you 

used is basically assuming that on a design day 

everyone's taking their peak, because we hit a -- 

because we are generally a heat-sensitive system.  So 

yes, it's a coincident peak ultimately.  

  So, to your point, the allocation uses the 
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load factor and the annual consumption to derive what 

would be considered their peak, and then we assume 

it's coincident, so add it together and then 9-1 

divided by the sum of those two is 67 percent.  So 

that's what we're doing and that's how the costs are 

allocated.  Did that catch your question? 

MR. ANDREWS:   So peak day is a derived figure. 

MR. GOSSELIN:     Yes. 

MR. ANDREWS:    So in the previous slide then, how do you 

determine the shape of the curve?  Or is that because 

it's monthly as opposed to -- 

MR. GOSSELIN:     So in the previous slide, which is this 

one, you're saying how did we determine the shape of 

the curve?  We use a regression analysis that looks at 

customers and it looks at their consumption in a 

month.  So for most of our customers, again we don't 

have demand meters or daily meters.  We don't know 

what their daily consumption is.   

  Now, we know our system is generally heat 

sensitive, so we look at cold weather -- the coldest  

-- I can't remember the load factor.  The coldest 

month in the year, we look at the temperatures on the 

daily basis, we take the monthly consumption and 

divide it by the number of days and we create a 

regression of how customers change their consumption 

with temperature.  And then using that -- so we look 
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at those -- sorry, we do that for ten months of the 

years.  So we ignore July and August.  So we look at 

average use in a month against the coldest weather in 

that month and then we do a regression analysis and 

then use the regression line to forecast what the peak 

day demand would be on the coldest day or the design 

day.    

MR. ANDREWS:   So in the slide 72, the one before where it 

says the load factor is average use divided by peak 

use, it's actually substantially more complicated than 

that because there's no measure of peak use, and 

that's why you use the regression analysis. 

MR. GOSSELIN:     Correct.  It is substantially more 

complicated.   There's quite a bit of material in the 

appendix that talks -- in the appendices to the 

application that talk through exactly what's going on, 

and I did an example, or I actually used some of the 

data from one of our rate schedules to walk right 

through the entire thing. 

MR. ANDREWS:     Okay, thank you.  Okay.    

MR. GOSSELIN:     Thank you very much.    

MR. TOKY:   Thanks, Richard. So at this point, you know, 

we are going at a pretty good pace, so I'm just 

wondering, you know, if it is okay if we can take a 

ten-, fifteen-minute break here and then we can start 

with the tariff overview.   Okay.  So we’ll be back 
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here at 1:45. 

 (PROCEEDINGS ADJOURNED AT 1:26 P.M.)  

 (PROCEEDING RESUMED AT 1:45 P.M.)   T42/43 

MS. GRAVEL:    Good afternoon.  My name is Colleen Gravel 

and I am a tariff rate design and projects manager at 

FEI.   Today I'm going to discuss the current FEI rate 

schedules and service offerings for the Mainland, 

Vancouver Island, Whistler and Fort Nelson service 

areas.  And I am on slide 90 for those people on the 

phone.   

  Just to start out with a general definition 

of what a tariff is.  A tariff is a British Columbia 

Utilities Commission approved rate schedule of rates 

that can be charged by a utility to its customers.  In 

addition, today I will touch on the standard fees and 

charges schedule which is part of FEI's general terms 

and conditions of service, known as the GTs & Cs.   

  The GT&Cs outline the terms and conditions 

under which FEI operates, and the standard fees and 

charges schedule includes fees and charges applicable 

to most of FEI's customers, such as application fees 

and reactivation charges.    

  There are four FEI tariff service areas.  

Mainland, which includes the City of Revelstoke which 

is on pipe propane, Vancouver Island, Whistler and 

Fort Nelson.  Effective December 31st, 2014 FortisBC 
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Energy (Vancouver Island) Inc. and FortisBC Energy 

(Whistler) Inc. amalgamated with FEI and adopted 

common rates.  Currently there are phase-in delivery 

rate riders in place for FEI Mainland, Vancouver 

Island and the Whistler service areas.  And effective 

January 1st, 2018, these rate riders will no longer be 

in effect and all of these service areas will be on 

common delivery rates.   

  The Fort Nelson service did not adopt 

common rates on January 1st, 2015 and currently has a 

different rate structure and different rates than 

Mainland, Vancouver Island and Whistler.    

  This table represents an outline of the 

current FEI Mainland, Vancouver Island and Whistler 

sales and transportation customer groups and the 

different services offered for each group.  The 

customer groups are listed on the left -- sorry, the 

customer groups listed on the left represent the 

different groups of FEI customers.  As we move to the 

right we see different rate schedules that fall under 

bundled service, which, as mentioned previously, 

represents approximately 58 percent of the throughput 

through the FEI system.  These rate schedules include 

the natural gas commodity.  We purchased the commodity 

on behalf of customers in these rate classes and pass 

those costs directly to customers without markup.  
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  Rates are reviewed quarterly with the BCUC 

and may be adjusted up or down to reflect the current 

market conditions and other factors, and the rate 

schedules with the "B" beside them refer to the 

biomethane servicing rate schedules and they include 

our renewable natural gas, also known as biomethane 

service offering. 

  Next we have the unbundled service, which 

represents approximately 2 percent of the throughput.  

These rate schedules exclude the natural gas commodity 

but still include A storage and transportation rate.  

  Customers under these rate schedules 

purchase their natural gas commodity from an 

independent gas marketer.  It is usually a fixed rate 

over a fixed term of one to five years, and rates 

remain the same for the duration of their agreement. 

FEI still invoices the customer with the gas marketers 

rates for the commodity component.  

  And finally, on the far right we have the 

transportation service, which represents approximately 

40 percent of the throughput.  These rate schedules 

exclude both the natural gas commodity and the storage 

and transport rates.  Customers under these rate 

schedules purchase their natural gas commodity from an 

independent gas marketer similar to unbundled service.  

However, unlike unbundled service, the natural gas is 
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delivered to FEI at an interconnect point as opposed 

to a supply hub. 

  These customers bring natural gas to the 

FEI system.  This is why transportation service 

customers do not pay storage and transport charges. 

  Customers under these rate schedules are 

typically larger customers consisting of large 

commercial and industrial customers.   

  So looking at the table and beginning with 

the residential customer group on the left, we can see 

that under the bundled service rate schedule 1, 

residential service and rate schedule 1B, residential 

biomethane service is applicable.   Under the 

unbundled service, rate schedule 1U, residential 

unbundling service is applicable.  

  Proceeding Time 1:50 p.m. T44 

  And under transportation service we do not 

have a transportation service offering for residential 

customers.  Then it follows the same pattern with 

small commercial, large commercial, et cetera.  

  These tables provide a slightly different 

representation of the FEI sales and transportation 

services.  For sales service, we have bundled service, 

unbundled service and biomethane service, And their 

corresponding rate schedule is listed on the left.  

And for transportation service, the rate schedules 
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have been organized by interruptible service, firm 

service and a combination of both.  And it's also 

important to note that all of the sales service rate 

schedules are firm service.   

  For sales services, we have -- sorry.  Just 

to note, about unbundled service in rate schedules 1U 

to 3U.  There is also a set of rate schedules, 1X, 2X, 

and 3X.  These rate schedules are in place in the 

event of a marketer failure, and enable FEI to ensure 

that customers taking service under the unbundled rate 

schedules will receive the natural gas commodity.   

  The X rate schedules are in place as part 

of the essential services model, with FEI being the 

supplier of last resort.   

  Under the transportation services title, we 

have interruptible service, with -- which is 

transportation service which may be interrupted or 

curtailed by FEI pursuant to the applicable sections 

in the applicable rate schedules and the FEI's 

internal terms and conditions.  Then there is firm 

service, in which FEI is obligated to provide only 

subject to interruption or curtailment, once again, 

pursuant to the section's default in bankruptcy and/or 

force majeure, as per the applicable rate schedule, 

and the FEI general terms and conditions.   

  The rate schedules on the far right, rate 
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schedule 22A, 22B, and 50, offer the combination of 

firm and interruptible service, and rate schedule 22, 

although currently an interruptible rate schedule, 

does have the option to have some of the load deemed 

as firm under a firm delivery rate and/or rates, 

subject to the British Columbia Utilities Commission 

approval.   

  This slide -- oh, sorry.  We're on slide 

94.  This slide is a description of the charges for 

sales service rate schedules which includes FEI rate 

schedules 1 to 7.   

  The delivery-related charges include the 

basic charge per day or month for rate schedules 5 and 

5B, the demand charge per month per gigajoule of daily 

demand, and finally the variable delivery charge per 

gigajoule.  The commodity-related charges include the 

storage and transport charge per gigajoule, which was 

formerly referred to as the midstream charge; the 

commodity cost recovery charge per gigajoule; for 

biomethane schedules, the biomethane energy recovery 

charge per gigajoule; and finally for the City of 

Revelstoke only, we have rate rider 1, which is the 

propane surcharge.   

  This table lists the bundled sales service 

rate schedules from 1 to 7, with general descriptions 

and the 2016 forecast average number of customers that 
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take service under each rate schedule.   

  This is a description of the charges for 

transportation service rate schedules, which includes 

FEI rate schedules 22 to 27, the delivery-related 

charges include the basic charge per month, the 

administration charge per month, which forms part of 

the transport model and is in place to recover the 

costs of administering transportation service.  The 

basic charge and the administration charges form the 

fixed charges for the transportation rate schedules.   

  Similar to rate schedules 5 and 5B, rate 

schedule 25 includes a demand charge per month per 

gigajoule of daily demand, and finally the variable 

delivery charge per GJ.  

    Proceeding Time 1:02 p.m. T37 

  As mentioned previously, transportation 

customers take service under transportation rate 

schedules are also subject to specific transportation 

related charges, which include balancing charges, 

backstopping charges, replacement gas charges and 

unauthorized overrun charges.   

  Moving on to slide 97, this is a list of 

the transportation rate schedules with general 

descriptions and the 2016 forecast average number of 

customers that take service under each rate schedule.  

In addition to the sales and transportation rate 
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schedules and service offerings, we also have other 

service offerings which include rate schedule 11B, the 

biomethane large volume interruptible sales rate 

schedule.  Customers must take delivery service under 

rate schedules 22, 22A, 22B, 23, 25, 26, or 27 to 

participate in rate schedule 11B.  Rate schedule 14A 

where we provide term and spot natural gas sales to 

customers that have signed up for transportation 

service.  In this instance we act as their gas 

marketer.   

  Rate schedule 36, which outlines the terms 

and conditions for commodity unbundling service, 

between FEI and gas marketers.  Rate schedule 40, 

which offers a provision of transportation service 

from west to east through the Southern Crossing 

pipeline.  We take receipt of the gas at Savona and we 

deliver a thermally equivalent quantity of gas, less 

applicable Southern Crossing pipeline fuel quantities, 

at the East Kootenay Exchange.  And just to mention, 

so far there hasn’t been any customers that have taken 

service under that rate schedule.  And finally, rate 

schedule 46, which is our liquefied natural gas sales 

dispensing and optional transportation service rate 

schedule.   

  Moving on to slide 99, and a description of 

the Fort Nelson service area services, we have sales 
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and transportation service.  On the left we have 

bundled service rates which include the natural gas 

commodity and includes rate 1, which is residential, 

to rate 3.3, which is an industrial rate schedule.  

Currently the commodity unbundling service and 

biomethane service offerings are not available to 

customers in Fort Nelson due to their bundled rates.  

On the right is the one Fort Nelson transportation 

rate schedule, which is rate schedule 25, and it is a 

firm service rate offering.  

  This slide is a description of the Fort 

Nelson rates, 1 to 2.3.  Currently the commodity and 

delivery charges for customers rates in both the 

tariff and on their bills are combined for rates 1 to 

2.3.  Rates are declining block rates inclusive of 

minimum daily charge, which includes the first 2 

gigajoules per month prorated on a daily basis.  Using 

rate 1 residential as an example, the next block is a 

variable charge per gigajoule for the next 28 

gigajoules in the month, and then finally the next box 

is a variable charge per gigajoule, for consumption in 

excess of 30 gigajoules in the month. 

  The minimum daily charge and the variable 

charges are inclusive.  They are inclusive of the 

delivery charge per day for the minimum daily charge, 

and the delivery charge per gigajoule for the variable 
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charges.  The revenue stabilization adjustment amount 

which is known as rate rider 5 per day and/or 

gigajoule.  And finally the gas cost recovery charge 

per day and/or gigajoule.   

  Here are the Fort Nelson -- oh, sorry, 

slide 101.  Here are the Fort Nelson service area 

rates, with general descriptions and the 2016 forecast 

average number of customers that take service under 

these rate schedules.  The rate components for 

industrial rates 3.1 to 3.3 are not combined in the 

tariff, and are actually unbundled.  They are 

separated similar to Mainland, Vancouver Island, and 

Whistler service areas.   

  The Fort Nelson service area has only one 

transportation service offering, rate schedule 25, 

which currently has one customer that takes service 

under this rate schedule.     

Proceeding Time 2:04 p.m. T46 

  Similar to the sales service rates, the 

rates under rate schedule 25 are declining block.   

The deliver related charges under this rate schedule 

include the delivery rate per gigajoule of monthly 

transportation quantity with three different blocks, 

20 GJs, 260 GJs, and 289 GJs.  The minimum delivery 

charge per month, the administration charge per month, 

and finally the revenue stabilization adjustment 
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mechanism rate rider 5 per GJ.  

  Similar to FEI's transportation rate 

schedules, customers that take service under Rate 

Schedule 25 are also subject to specific 

transportation related charges which include 

authorized and unauthorized overrun gas charges per 

gigajoule.   

  Slide 103.  This table outlines the current 

standard fees and charges from the FEI GT&Cs 

applicable to customers in all service areas.  These 

charges have been reviewed with proposed amendments in 

the rate design application.    

  And finally, in summary, the FEI GT&Cs 

include the standard fees and charges schedule and 

they have been reviewed with proposed amendments as 

part of the rate design application.  The current FEI 

and FEI Fort Nelson service area rate schedules are 

working well for FEI and its customers and they have 

also been reviewed with proposed amendments in the 

rate design application.  And also on the side is a 

link to the current FEI GT&Cs rate schedules on the 

FEI web site.   

  Thank you.    

MR. TOKY:   Do you have any questions before we move on?  

  Thanks, Colleen.   

  So I just wanted to quickly talk about some 
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of these things that we talked about through the 

morning and throughout in the afternoon.  Just wanted 

to put everything together in a context to you, and 

for that I thought, you know, we'll just basically 

talk through this slide.   And I'm on slide number 106 

for those who are calling in. 

  So when we look at the entire, you know, 

natural gas value chain, we did talk about in the 

morning about the bundled service.  So essentially 

what that bundled service means is that FEI would be 

the service provider, so it does provide the 

commodity.  We talked about the storage and transport 

of the midstream resources and the costs related to 

that, so we do provide that, and also the delivery 

system cost related and the service related to that.  

  Then we did talk about the unbundled 

service, which means, in the context that we were 

talking about in the morning, was all about that the 

customers have a choice to get their commodity from 

the gas Customer Choice marketers, or the gas 

marketers.  Together these bundled service and 

unbundled service, we call that as the sales service.  

So what that means is those are the services being 

provided by FEI to our sales customers.  So if you 

remember, we talked about the sales service and then 

the transportation service. 
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  So the transportation service, what we 

talked about in the morning was about the 

transportation customers have this ability to get 

their own commodity and they arrange for their own 

transportation.  That means having their own contracts 

on the upstream pipelines and everything and deliver 

the supply to our interconnect points, wherein we pick 

up the supply and then deliver it to the customers 

premise.   

  So if we look at that, those are the two 

different business models we did talk about in he 

morning.  

Proceeding Time 2:04 p.m. T47 

  So Rohit went over the essential services 

model, which is essentially used to pick up the gas 

from the supply hubs.  So that's used for our sales 

service.  And then Stephanie did talk about the 

transportation model, and how -- what are the business 

use, what are the different charges that are 

applicable, you know, when we talk about that 

transportation service.   

  What it relates to in the end, and again 

I'm going back to these different components, is the 

commodity storage and transport and delivery.  And 

really what we wanted everyone to understand here was, 

in the end, the application that we are talking about 
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is the rate design application and what we wanted to 

talk about is, okay, how -- how these costs are 

incurred when utility basically incurs its costs to 

serve its customers.   

  So when we understand that point of view, 

we understand how then we go about and allocate these 

different types of costs to our customers, our 

different customer groups.  And that's where Richard's 

presentation was about, what sort of factors we use, 

what sort of variables we use, in order to allocate 

these different types of costs to our customer groups 

in the end.   

  So we did go over some of these allocators 

that we use.  In the end we did talk about three basic 

steps in the cost of service allocation part of the 

rate design.  We talked about functionalization, which 

is really functionalizing each category of costs and 

then go about having the right allocator to allocate 

those costs and classify them into these three 

categories:  the energy related, the demand related, 

and the customer related.   

  So in the end, that's basically the whole 

sense of the rate design application is, we take the 

overall costs, divide that -- or allocate those costs 

into our various customer groups, and then we design 

our rates in a way that okay, how we want to now 
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recover our costs to each of these different customer 

groups. 

  Colleen did mention all the rate schedules 

that we have in place, and which we use to allocate -- 

sorry, to recover those costs from our customers, 

through different charges.  And that way, we had 

defined those rate schedules, and we had different 

types of customer groups fit in on how they use our 

system and how they are basically getting -- or what 

type of service they belong to, really.  Like, is it a 

sales service, or is it a transportation service?  How 

they use our system depends, you know, how we allocate 

the costs to them.  And in the end, we have, you know, 

the costs allocated to each customer group.   

Proceeding Time 2:07 p.m. T48 

  So that is really the sense of the rate 

design application, and that's -- we wanted to leave 

the group with an understanding of how these concepts 

work, so that when we go, in terms of our next steps, 

we do have a workshop coming up next week, which is on 

March 9th, and in that workshop what we are going to do 

is we are going to focus on the results from our COSA 

study that we have filed in our rate design 

application last year, and we are going to present our 

rate design proposals and the approvals sought, which 

we, as filed in the rate design application as well.  
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So that we can all go with that common understanding 

of, okay, how does everything works together and fits.  

And we talk about some of the details pertaining to 

those particular topics on the COSA and the rate 

design. 

  Any questions on how we want to move 

forward, and any other thing from today's discussion 

or session? 

  THE CHAIRPERSON:   So I would like to thank 

FEI for their presentation and everyone for 

participating in today's workshop and we'll see you at 

the workshop on March 9th.  Thank you.  

 (PROCEEDINGS ADJOURNED AT 2:09 P.M.) 

 

     

    March 3rd, 2017 

 


