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ISSUE 1 Evaluating AES and Other New Initiatives  

1.0  Reference: General 

1.1 In general, does FEI consider any of the subject activities – Biomethane 

Services, NGV Service, TES, and EEC – as being inherently riskier activities 

than the traditional gas distribution utility business?  Please elaborate fully and, if 

possible, quantify. 

  

Response: 

Please see the response to BCUC IR 1.4.2. 

 

 

1.2 Does the FEI response to the preceding part imply that there should be ratepayer 

protection built into the proposals so as to mitigate that ratepayer risk, such as 

letters of credit, covenants, take or pay contracts, financial guarantees backed up 

by collateral claims on third party assets, etc.? 

  

Response: 

Please see the response to BCUC IR 1.4.2. 

 

 

1.3 Does FEI agree that the evidentiary support for any new project in the non-

traditional lines of business should include a formal risk analysis of the project 

along with measures that will mitigate ratepayer risk? 

  

Response: 

The FEU confirm that evidentiary support for projects that meet the CPCN threshold include a 

formal risk analysis.  Furthermore, NGV Service has the GT&C for fueling stations and 

Biomethane supply projects have a process to follow when the FEU bring forth new supply 

projects. The FEU are proposing a streamlined processes for smaller projects that allows for a 

more efficient review, and avoids incurring excessive administrative and regulatory costs and 

resources in relation to the size of the project.  
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1.4 Does FEI agree that where any of the subject activities are concerned, if there is 

credible evidence that the same quality of service could be reliably provided by a 

third party at a lower cost than FEI, the third party should be considered as the 

favoured supplier? 

  

Response: 

NGV and TES customers are free to decide who they wish to receive service from, and to 

explore the market for potential suppliers.  When FEI brings a project forward, it will be on the 

basis that the customer has already made the choice to do business with FEI and the rate they 

will pay will have been negotiated. As such, customer preference as expressed through the 

executed service contracts with FEI should be given greater weight than evidence brought 

forward by a third party provider about their ability to provide an alternative service.   

In the case of Biomethane projects, what is at issue is a supply project, not a negotiated rate, 

and customers who are taking Biomethane service have not had a role in negotiating the cost of 

gas supply or the rate they pay for that Biomethane service.  As a result, there is more room for 

the Commission to examine the available alternatives for Biomethane upgrading for a particular 

project.  Certainly, the cost of Biomethane upgrading service would always be an important 

consideration.  However, reliability and safety are also key, and low cost at the expense of those 

factors is not necessarily desirable.  Given the assumption in the hypothesis posed that the 

same quality of service can be reliably provided by either the FEU or the third party, the relative 

cost would likely be the determining factor. 

 

 

1.5 For any of the subject activities for which FEI participates in and owns the related 

assets, does FEI agree that it should be entitled to a rate of return no greater 

than the approved utility ROE? 

  

Response: 

FEI is entitled to the opportunity to earn a fair return on its invested capital, as determined by 

the Commission, for each class of service it provides.  As indicated in the response to BCUC IR 

1.4.2, Biomethane, NGV, and EEC fall within the natural gas class of service and therefore the 

shareholder is entitled to an opportunity to earn a rate of return on investment in such initiatives 

that is the same as other capital invested in the natural gas class of service, as determined by 

the Commission.   
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As TES is a separate class of service, the Commission must set rates independently of the 

natural gas class of service.  TES may have a different ROE than that of the natural gas class of 

service (i.e. benchmark ROE).  In instances where there is higher risk than the benchmark 

utility, such a return may require a risk premium over and above the benchmark utility and 

therefore a higher ROE than the benchmark ROE. This is evident in other TES projects in the 

Province, where the Commission has awarded other utilities with higher ROEs than the 

benchmark utility ROE. Recent examples are Dockside Green with a ROE of plus 100 basis 

points from benchmark ROE and Corix SFU UniverCity with a ROE of plus 50 basis points from 

benchmark ROE. 

 

 

1.6 For any of the subject activities, does FEI contemplate ever seeking a higher 

than approved utility ROE related to projects due to higher riskiness? 

  

Response: 

Yes. Please see the response to BCOAPO IR 1.1.5.  

 

 

1.7 Does FEI believe that its ratepayers should ever be at risk of being worse off 

than they would have been otherwise due to a project associated with any of the 

subject activities failing to generate revenues sufficient to offset its allocated 

costs?  Please explain fully. 

  

Response: 

Ratepayers for each class of service, natural gas or TES, will be responsible for the prudently 

incurred costs associated with that class of service.  Please also see the response to BCUC IR 

1.4.2. All investments come with some risk, regardless of whether they are New Initiatives (an 

example is investments to add customers). The exercise for the utility becomes one of prudently 

incurring such investments. 

The Companies believe that the New Initiatives are prudent and in the best interests of our 

customers because of the benefits of undertaking the New Initiatives in addressing the 

challenges laid out in Section 2 of the Evidence.  For instance, the FEU are facing declining 

natural gas throughput levels, which, all else equal, will result in higher rates for natural gas 

ratepayers. The FEU’s pursuit of New Initiatives can mitigate or dampen increases to long term 

risk to natural gas customers by finding new ways to make use of the natural gas infrastructure. 
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1.8 Does FEI accept that the test for cross subsidization of an activity/class should 

be whether or not the fully allocated costs are recovered from that activity/class?  

Please explain fully. 

  

Response: 

The FEU do not accept the test stated in this question as the proper means of considering 

whether cross-subsidization is occurring within a public utility.   The statement is too general to 

permit a definitive response.   

The impact of adding new activities on the overall cost of service is expressed by the marginal 

costs of those activities (and the marginal revenues generated). The FEU do accept that as a 

new activity area becomes established that the fully allocated cost of service (“FACOS”) will 

become a measure that is used to assess whether the revenues from the new activity area are 

adequately recovering the costs. Revenue-to-cost (“RC”) ratios derived from fully allocated 

costs may be used by the Commission to determine that rates should be increased or 

decreased for a given customer class or service relative to other customer classes or services. 

However, because there are a number of methods for conducting FACOS studies and because 

FACOS studies employ assumptions, approximations and professional judgment there is 

normally a range of reasonableness that is adopted for RC ratios rather than employing a strict 

one-to-one ratio as a standard.     

The FEU believe that within a range of reasonableness the fully allocated costs should be used 

as a guide for rate setting for specific customer classes within a class of service.  The FEU have 

proposed in past proceedings and the Commission has accepted that a reasonable range of 

revenues to fully allocated cost of service is 90% to 110%.  However, the FEU believe that this 

range should be used as an important guide among other factors involved in rate design.  Other 

factors such as environmental conservation, impact on customers, rate stability, ease of 

understandability, competitiveness and other principles should also be considered in the overall 

assessment. 

 

 

1.9 As more and more of the subject activities are undertaken by FEI, with what 

frequency or under what conditions would FEI propose to undertake full cost of 

service studies to ensure that such activities are not being cross subsidized? 
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Response: 

The FEU believe that actual operating experience is required for the new activities in order to 

develop an adequate basis upon which to conduct and update a fully allocated cost of service 

study. Consequently, with respect to new activities or services, the results of FACOS studies 

may not be reliable or meaningful for a number of years until they reach a material size.    

Depending on the number and type of new projects that go into service the FEU would review 

rates regularly to determine if and when changes are necessary. 

 

 

1.10 Please confirm that when evaluating a project using expected net present value 

as a criterion, the issue of risk is not considered.  If unable to so confirm, please 

explain. 

  

Response: 

No, in general, the net present value (“NPV”) analysis for projects is conducted based on an 

earned return and discount rate that assumes the level of risk inherent in the utility and as 

approved by the Commission.  This includes projects related to Biomethane and NGV services.  

Additionally, in the case of Thermal Energy Services projects (which are evaluated on a project 

by project basis), an additional risk premium will be embedded dependent on the nature of the 

project. 

 

 

1.11 Please confirm that if any or all of the subject activities were required  to be 

evaluated – prior to receiving regulatory approval – under a portfolio approach 

(versus a project by project evaluation), there may be a conflict between the 

interests of ratepayers and the shareholder.   

 

 Such a situation could arise, for example, if the profitability index associated with 

the TES portfolio was currently above the minimum required and FEI undertook 

an additional project that had a lower-than-minimum profitability index but left the 

overall portfolio index acceptable.  In this case, ratepayers would be worse off 

than if the project had not been undertaken (as the discounted stream of 

revenues from the incremental project would be less than the discounted stream 

of costs, yet FEI would have the opportunity to earn its full approved ROE on the 

associated rate base assets). 
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 If unable to so confirm, please explain. 

  

Response: 

Note that TES projects are segregated in a separate class of service, and thus in the context of 

discussing customer risk associated with such new projects it is only TES customers affected.  

The FEU disagree with the premise that a portfolio approach creates a conflict between 

shareholder and ratepayer.  The use of a portfolio approach to capital investment would typically 

be undertaken to allow for investment to benefit ratepayers individually, while ensuring that 

ratepayers collectively are not harmed.  It ensures fair treatment amongst ratepayers.  

The relevant example would be in the Commission’s Decision and Order No. G-152-07, dated 

December 6, 2007, regarding the FEI-FEVI (then TGI-TGVI) System Extension and Customer 

Connection Policies Review, in which the Commission approved the objectives to promote fair 

and equitable treatment of natural gas customers, to avoid undue discrimination and to ensure 

that the addition of a full year’s cohort of natural gas customers does not adversely affect the 

natural gas customers in existence at the beginning of that year.   

All applications to extend the gas distribution system to Rate 3 and larger Customers and for 

any Customers connecting to a Service Header including Vertical Subdivisions are subject to 

the commission approved Main Extension (“MX”) test. The MX Test develops a Profitability 

Index (“PI”) which is the ratio of the discounted present value of all forecast net cash inflows 

over twenty years divided by the discounted present value of the capital costs of attaching 

customers in the first five years of the main extension. 

In the Order No. G-152-07, the individual threshold PI of 0.8 was approved by the Commission 

for individual main extensions, along with an aggregate PI of 1.1.   

 

 

1.12 Consider the following scenario: FEI undertakes an AES or Other initiative and, 

subsequently, a number of competitors enter the market offering similar services. 

  

1.12.1 If FEI is charging the fully allocated cost for its offering and the new 

entrants can offer an equivalent service for the same or lower rate, is FEI 

at risk of stranding assets?  If so, should ratepayers be responsible for 

recovery of the stranded assets’ costs?  Please discuss fully. 
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Response: 

The investments in these assets are backed by contracts.  The FEU have or plan to include 

provisions in contracts for Biomethane, NGV, and TES services, which ensure that there is 

minimal risk of stranding assets. Please see the response to BCUC IR 1.9.2, which discusses 

risk issues related to New Initiatives for natural gas and TES ratepayers. 

 

 

 

1.12.2 In cases where FEI has received approval for a particular initiative, does 

FEI consider that future market development could render FEI’s presence 

in the particular sector unnecessary?  If so, under what circumstances 

does FEI propose that its participation should be on the basis of being a 

market “incubator” and what guidelines does FEI propose should be used 

to determine when its participation in a sector is no longer in the public 

interest? 

  

Response: 

No, the FEU do not consider that future market development could render our presence in the 

particular sector unnecessary and provides reasoning for each New Initiative as follows:  

Biomethane:  Regardless of  who owns the equipment for upgrading raw biogas to 
Biomethane, the FEU would have to continue to administer the business model 
for this service (which includes: buying Biomethane from supplier, selling the 
Biomethane to customer, billing the customer) and would have to operate and 
own the interconnection facilities for transmission and distribution of the 
Biomethane.  

NGV:  The FEU’s model for NGV fueling stations allows other market participants to 

enter the LNG supply marketplace.   Our offering should remain an option for 

customers, as some customers may prefer a regulated option. Our continued 

involvement in dispensing LNG makes it possible for other market participants to 

provide that service, as we have LNG supply readily available for the market 

participants to obtain and resell in other locations around the province. 

TES:  There are already other providers of TES and the FEU’s involvement in TES is 

complimentary to other market participants.  The benefit of the FEU’s continued 

involvement in TES is articulated in the Evidence. 

EEC:  The expectation that public utilities will be involved in providing “demand-side 

measures” (or EEC as the FEU refers to) is set out in the UCA. The FEU’s 
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involvement in EEC activity will continue so long as the Commission considers 

that there are cost effective investments in EEC to be made.   

 

 

1.13 Does FEI believe that when it is the only player or dominant player in a sector, 

there is the possibility that it would be able to act in a non-competitive manner, 

e.g., by predatory pricing, refusal to deal, denying access to necessary resources 

(including information) to participate in the sector, etc., that is not in the public 

interest?  If so, please explain FEI’s proposals to mitigate this risk; if not, please 

explain fully why the premise of the question could not occur. 

  

Response: 

No, unfair competition cannot occur.  

The FEU, like all other market participants, are subject to the requirements of the Competition 

Act, which addresses anti-competitive behavior.   

Further, the BCUC has jurisdiction under the Utilities Commission Act to ensure that ratepayers 

receive safe, reliable, and non-discriminatory energy services at fair rates from the utilities it 

regulates, and that shareholders of those utilities are afforded the opportunity to earn a fair 

return on their invested capital.  

 

 

1.14 Does FEI maintain that once it has received approval for an AES or Other 

service, FEI should be allowed to continue providing such services, in the future 

through new initiatives, regardless as to how the particular sector evolves?  If 

not, please provide the criteria under which FEI proposes that would be 

determinative with respect to its exiting the sector. 

  

Response: 

Please see the response to BCUC IR 1.145.1. 

 

 

1.15 At pages 2-3 of Exhibit B-2, FEI cites three general reasons for it embarking on 

new initiatives: “(a) a new energy environment where energy consumers 

increasingly have choices regarding energy sources and are interested in low 
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carbon solutions; (b) a changing policy environment; and (c) upward pressure on 

natural gas delivery rates caused by declining throughput levels.”  

 

 In the event that the third factor, (c), was not an issue challenging FEI, does FEI 

maintain that the new initiatives would still be properly in its ambit as a regulated 

gas utility, i.e., solely based on (a) and (b)? 

  

Response: 

Yes, the FEI anticipates that it would still proceed with New Initiatives in this hypothetical 

scenario.   Meeting the needs of customers, which is inherent in (a), is an important aspect of 

our business as a public utility and an investor owned enterprise.  The needs and expectations 

of customers are changing in tandem with the changing policy environment.  Policy drivers are 

also making it more difficult to add load in traditional ways. 

 

 

1.16 Do all of the new initiatives, including Thermal Energy Systems, increase 

throughput on FEI’s distribution system?  Is it possible that TES will decrease 

throughput on its distribution system e.g., by lowering the demand for gas for 

water heating purposes?  If so, is it possible that this impact might exceed the 

benefit enjoyed by natural gas customers from the allocation of overhead/indirect 

costs to TES projects? 

  

Response: 

The answer to this question depends first on, whether the potential customer is already using 

natural gas or not, and second on what alternatives the customer is considering in place of 

natural gas. Obviously when a customer is already receiving natural gas service and they switch 

to an alternative or more efficient means of providing thermal energy, then there will be a 

corresponding decrease in natural gas throughput.   

However, it stands to reason that if these customers are interested in switching from natural gas 

to a TES solution to meet GHG emissions requirements or other imperatives, they will make that 

choice irrespective of whether the FEU makes that option available to them.  There are other 

providers of these services available, and not all of those providers are going to present options 

that include a natural gas component.  FEI’s natural gas customers are better off if FEI provides 

the Thermal Energy Service that includes natural gas as back-up energy source or in some way 

forms part of the thermal energy solution.   
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Regardless of whether FEI’s TES systems incorporate natural gas, the growth of FEI’s TES 

business may result over time in a greater allocation of overhead/indirect costs to reduce the 

natural gas revenue requirements.  If another provider delivers the thermal energy, there is no 

associated recovery of overheads/indirect costs and the throughput decrease would happen 

anyway (and by a larger amount if the other TES provider did not include natural gas in the 

thermal energy solution).  This would put greater upward pressure on natural gas service rates. 

 

 

1.17 If available, please provide the load factors on FEI’s distribution systems 

historically by year.   

  

Response: 

Below are FEI’s load factors by core market rate class historically by year from 2001 through 

2010. 

 

  

All Regions 2001-2003 2002-2004 2003-2005 2004-2006 2005-2007 2006-2008 2007-2009 2008-2010 

Rate 1 0.294 0.307 0.307 0.306 0.298 0.296 0.294 0.298 

Rate 2 0.282 0.293 0.304 0.304 0.295 0.297 0.297 0.301 

Rate 3 0.356 0.363 0.363 0.359 0.357 0.375 0.382 0.382 

Rate 5 0.455 0.443 0.451 0.474 0.482 0.483 0.488 0.481 

 



An Inquiry Into FortisBC Energy Inc. ("FEI" or the “Company”) 

Regarding the Offering of Products and Services in Alternative Energy Solutions and 
Other New Initiatives 

Submission Date: 

 November 3, 2011  

Response to British Columbia Public Interest Advocacy Centre on behalf of the British 
Columbia Old Age Pensioners Organization et al (“BCOAPO”) 

Information Request (“IR”) No. 1 

Page 11 

 

2.0 Reference: Exhibit B-2, Section 4.5, Guidelines for Biomethane Upgrading 

Ownership 

Preamble: The referenced section (page 83) states that  

“3. The FEI should consider proposals from project partners51 to own and 

operate the upgrading facilities, and assess whether those partners can 

demonstrate financial and technical capability to do so. 

(a) The FEI„s assessment of financial capability should involve 

consideration of whether the partner has financial resources to purchase 

and operate the equipment, and manage contingencies such as 

equipment failures or system improvements that may require additional 

capital. 

(b) The FEI„s assessment of technical capability should involve 

consideration of whether the project partner has a strong technical 

knowledge of gas and gas related equipment. 

The FEI should also give consideration as to whether the project partner 

proposing to own and operate the upgrading facilities can provide the 

upgrading service for the same or lower cost than would be the case were 

the FEI to own or operate the upgrading facilities.” 

2.1 Under what condition(s), does the FEI anticipate that it would decline to consider 

proposals from project partners to own and operate the upgrading facilities?  

  

Response: 

FEI anticipates that we would decline to consider proposals from a project partner who wishes 

to own and operate upgrading facilities only in circumstances where we lacked assurance that 

the project partner would have the financial and technical capability to operate the equipment in 

a safe, reliable and cost effective manner. 

 

 

2.2 Please provide the circumstances under which FEI would propose to own and 

operate upgrading facilities when a project partner could provide the same 

upgrading services (as owner and operator) at lower cost. 
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Response: 

In Order No. G-194-10, the Commission approved a maximum price that FEI is allowed to 

purchase upgraded Biomethane. That price is currently $15.28 per GJ.  FEI intends to negotiate 

agreements which result in purchases of Biomethane at an amount below that cap. If a project 

partner believes that they can be more profitable by owning and operating the upgrading 

equipment, it would offer the supply to FEI in that manner.  If FEI is satisfied that the project 

partner has the financial and technical capability to do so in a safe and reliable manner, FEI 

does not anticipate that we would take any action to prevent the partner from being the owner 

and operator of the upgrading equipment. 

FEI believes that having these two potential ownership structures available provides flexibility 

and should ultimately lead to lower costs to customers as it increases the number of viable 

projects relative to the number that might be possible if there was only one possible ownership 

structure. 

 

 

2.3 Please confirm that a project partner, who had its ownership/operating proposal 

rejected by the FEI, would be free to seek relief from FEI’s decision before the 

BCUC. 

  

Response: 

The FEU and the supplier could, and likely would, agree to submit the issue to the Commission.  

The Commission would be able to consider evidence put forward by the project partner that 

suggested the relief sought by the FEU was not appropriate.  In the event that the Commission 

was convinced the proposed arrangements were not appropriate, the Commission could deny 

the application and the FEU would have to revisit our plans.   

The FEU strive to ensure positive and constructive relationships with our customers and 

suppliers, and do not foresee a circumstance where a project partner would feel wronged by 

such a decision on the part of the FEU. The FEU have a strong incentive to negotiate 

reasonably because we want access to a cost effective biomethane supply.  For context, the 

FEU have not at this time ever made a decision to prevent a potential project partner from 

owning and operating upgrading equipment. 

 

 

2.4 Can FEI provide further specificity with respect to the guidelines constraining FEI 

re (i) consideration or (ii) acceptance/rejection of project partners’ proposals?     
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Response: 

At this time FEI has not had enough projects come forward that we can provide additional 

specificity regarding these guidelines. The referenced framework was devised to provide basic 

rules to encourage the development of an industry in British Columbia, but that has not yet 

occurred at a significant enough scale for the guidelines to become more detailed.  As 

discussed in the response to BCOAPO IR 1.2.3, FEI has not rejected any project proposals at 

this point based on ownership of the upgrading facilities. 
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3.0 Reference: Exhibit B-2, Section 4.5, Guidelines for Biomethane Upgrading 

Ownership 

Preamble: The referenced section (page 84) states that  

“(b) The FEI is at liberty to apply for an expenditure schedule for 

upgrading facilities costs below the CPCN threshold, or otherwise have 

the costs considered in the normal course as part of a future revenue 

requirements process.” 

3.1 Please explain the criteria, guidelines, or circumstances under which FEI would 

exercise the above mentioned liberty to apply for an expenditure schedule. 

  

Response: 

FEI does not have specific criteria or guidelines defining when we will exercise the referenced 

liberty, but in the past this has been done for items such as the Biomethane Application and the 

NGV Application where the expenditures were well below the CPCN threshold. The expectation 

is that for smaller expenditures, the most efficient and cost effective process may be for the FEU 

to file a rate schedule for approval, but to address the expenditures in the context of a revenue 

requirements proceeding as is done with other natural gas related expenditures of this 

magnitude.  

 

 

3.2 Does FEI expect to increase its “owning and operating of upgrading facilities” 

activities significantly over the next five years?  Please provide FEI’s best guess 

as to its level of involvement in this activity over the short and medium terms. 

  

Response: 

Yes, based on the conversations with potential suppliers, FEI expects that a significant portion 

of such projects will require FEI owning and operating of the upgrading facilities.  As stated in 

and the response to  BCUC IR 1.37.1, FEI will entertain project partners as long as they can 

demonstrate financial capacity and technical abilities to develop projects in a cost effective 

manner. 

As described in the FEU’s 2012-2013 RRA proceeding (Appendix J, Table J-1), the forecast 

investment in upgrading facilities is approximately $2 million in 2012 and $2.5 million in 2013. 

Investments in upgrading equipment in the three years following 2013 will likely be of the same 

magnitude.  
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3.3 Please provide FEI’s views as to the costs and benefits to all stakeholders of FEI 

(i) applying for an expenditure schedule for upgrading facilities costs, versus (ii) 

considering the costs in a future revenue requirements process.  

  

Response: 

The FEU must submit the supply contract for approval in any event.  In the early days of the 

program, the FEU may also apply for an expenditure schedule for upgrading facilities costs as it 

provides a convenient mechanism to consider stakeholder and Commission views on the public 

interest as it relates to the investment, and an acceptance provides additional comfort to the 

shareholder.  In terms of process, the FEU are advocating that the processes relating to new 

projects should proceed as cost effectively as possible, regardless of the section(s) under which 

the FEU have applied (s.71 only or ss.71 and 44.2).   

As the program becomes more mature and established and the level of comfort with these 

projects increases, the considerations outlined above may be outweighed by the regulatory 

efficiencies enjoyed by a routine filing of a supply contract and considering the costs in future 

Revenue Requirements processes. 

 

 

3.4 Does the FEI anticipate ever fully vertically integrating the biomethane supply 

function or a portion thereof within the utility, i.e., having some fraction of its 

supply supplied by itself with no third party involvement?   

  

Response: 

No, FEI does not anticipate ever becoming directly involved in the ownership or operation of raw 

biogas production facilities. 
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4.0 Reference: Exhibit B-2, Section 5.5, Proposed Guidelines for NGV 

Preamble: The referenced section (page 99) states that 

“4. The Commission has recognized in the NGV Decision that investments in 

fueling infrastructure necessary to facilitate CNG/LNG Service share 

common benefits, which include:  

(a) lower delivery rates for existing customers through added load, all else 

equal;  

(b) economic benefits for fleet owners;  

(c) advancement of British Columbia„s energy objectives; and  

(d) a fair return on invested capital for the shareholder.  

Only the extent of these benefits will vary from project to project. Therefore, 

in the event that the FEI apply for acceptance of an expenditure schedule in 

respect of fueling station infrastructure, the evidence required by the 

Commission will generally be limited to the CNG/LNG Service agreement 

and a brief statement quantifying the following: the delivery rate impact, GHG 

emissions savings and general economic benefits captured by British 

Columbia„s energy objectives; an estimation of fuel cost savings flowing to 

the fleet owner and any potential for those cost savings to be passed on to 

others (e.g. municipality contracting with the fleet owner for hauling service); 

and the shareholder„s return on invested capital.”   

4.1 Please provide an illustrative example of what the “brief statement quantifying” 

document proposed would look like and showing what line information it would 

contain. 

  

Response: 

Using the Waste Management Agreement as an example, FEI has summarized what the “brief 

qualifying statement’ document could contain.  In actuality the presentation and content of this 

information may differ, however, this can be used as an illustrative example.  Fuel cost savings 

cannot be fully disclosed as customer pricing for diesel is often commercially sensitive to the 

fleet operator.  

Benefits Summary 

Estimated delivery rate impact –  

The impact to delivery rates from the WM Agreement are summarized in the table below.  

FEI expects approximately $40,000 per year in revenue benefits. This translates to an 

approximate decrease in delivery rates of $0.04 per year. 
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Reference 2011

1 Annual NG Volume (GJ)

2 Rate 25 21,000      

3 Total 21,000      

4

5 Monthly Peak Day Estimation Avg Daily Consumption x 1.1 89            

6

7 Basic Monthly Charge & Administration Fee ($/Month) 2011 approved 665

8 Volumetric Delivery Rates* ($/GJ) 2

9 Rate 25 2011 approved 0.645

10 Rate 25 Demand 2011 approved 15.943

11

12 Excess Revenue

13 Annual Volume Line 2 21,000      

14 Less: Minimum Contract Demand Per WM Agreement 19,000      

15 Excess Volume Line 13 - Line 14 2,000        

16

17 Annual Contract Rate ($/GJ) Appendix E, Schedule 11, Line 12 5.311        

18 25% of the Annual Contract Rate ($/GJ) Line 17 x 25% 1.328        

19

20 Incremental Margin 2

21 Revenue from volumes in excess of minimum contract demand Line 15 x Line 18 3              

22 Rate 25- Basic Monthly Charge & Administration Fee (Line 7 x 12 / 1,000) 8              

23 Rate 25- Delivery (Line 2 x Line 9 / 1,000) 14            

24 Rate 25- Demand (Line 5 x 12 X Line 10 / 1,000) 17            

25 Total Incremental Margin 41            

26

27 2011 Margin at Existing Rates per FEI NSA 2010/11 FEI NSA 541,002    

28

29 Approximate Delivery Rate Benefit, % Line 25 / Line 27 0.01%

30

31 Approximate Impact to a FEI Lower Mainland Residential Customer

32 2011 Residential Customer Delivery Margin 2010/11 FEI NSA 331,183    

33 Residential Allocation of NGV Benefit (- Line 25) * (Line 32 / Line 27) (25)           

34

35 Residential Customer Annual Volume (TJ) 2010/11 FEI NSA 68,579      

36 Delivery Rate Reduction ($/GJ) Line 33 / Line 35 (0.000)$     

37 Approximate Annual Use (GJ) 95

38 Approximate LM Residential Annual Bill Increase/(Decrease) ($) Line 36 x Line 37 (0.04)$       

39

40 1 Compression load is assumed to be consistent; therefore, the peak will not change from a winter month

41 2 Existing delivery rates are approved 2011 rates for consistency and comparability with the 2011 FEI NSA calculations
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Estimated Greenhouse Gas (“GHG”) emissions reduction –  

To calculate the total fleet emissions of WM, FEI has utilized emissions factors from the 

GHGenius Model v3.18 (available at www.ghgenius.com).  The model produces values 

of 1,477 gCO2e/km for diesel and 1,135 gCO2e/km for CNG from heavy duty vehicles 

operating in BC.  These were each divided by 1,000,000 to convert into tonnes of CO2e 

per km. 

The following table provides a detailed calculation of WM’s total fleet emissions: 

 

  
GHGenius 

v3.18 X 
Average 
Annual = Emissions Per X 

Number 
of = 

Emissions 
Per 

   Emissions   Kms Traveled   
 Vehicle 
(tCO2e)   Vehicles   

 Fleet 
(tCO2e) 

Diesel (t/km) 0.00147701   
                   

31,200    46.1   20   921.7 

CNG (t/km) 0.00113471   
                   

31,200    35.4   20   708.1 

                    

Emissions Reduction 
(tCO2e):       10.7       213.6 

 

Estimated economic benefits to the Province -  

The incremental load additions from the WM Agreement are approximately 21,000 GJs 

per year. British Columbia collects royalties on oil and natural gas produced from a 

Crown lease. Through conversations with Government, FEI has adopted an assumed 

flow through value of $0.50 per GJ to quantify the revenue benefit to royalty programs. 

Therefore, the WM Agreement contributes approximately $10,500 per year of royalty 

revenues to the Province.  

Estimated fuel cost savings to the fleet operators –  

Based on information from WM, FEI believes WM will save approximately $200,000/yr or 

43% in annual fuel costs by converting to CNG. This calculation is based on the 

differential between WM’s cost of diesel and their fueling service charge plus gas 

charges under Rate Schedule 25. 

 

 

http://www.ghgenius.com/
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4.2 Please describe how such evidence would be tested prior to approval or 

acceptance by the BCUC. 

  

Response: 

The evidence is included to illustrate the end-to-end value of each NGV project to various 

stakeholders.  It is supplementary to each CNG/LNG Service agreement and does not impact 

the rate design or expenditures. Since the filings will have been made pursuant to a 

Commission-approved GT&Cs (pending Commission acceptance of the revised GT&Cs) the 

review of the material accompanying the contract should normally result in minimal, if any, 

process. 
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5.0 Reference: Exhibit B-2, Section 6.3.2, pages 112-113, Business Model for TES 

Preamble: The referenced section (page 112) states that 

“This Section discusses the various possible commercial arrangements 

that can be used for the provision of Thermal Energy Service. The first 

model is the model that FEI will primarily be providing to customers.” 

5.1 Would the FEI be willing to work with customers on TES projects under any of 

the six business models?  Please explain fully. 

  

Response: 

The development of the FEU’s offerings related specifically to each business model is 

determined based on the result of a number of typical business factors such as customer 

demand, synergies with corporate strengths, and the ability to develop a product that satisfies 

both customer need and corporate objectives.  At this time, the FEU are focused primarily on 

the first model outlined. As business factors are continually changing, the increased use of other 

business models may or may not become more applicable in the future. 

The reason that the FEU prefer the first model is that it builds upon the core competencies that 

exist in the Companies today to provide the most efficient service.  The standard business 

model of the FEU includes generation of a regulated return through investment in assets (i.e. 

rate base) that are used in providing utility service.  In general, FEI passes through costs of 

operation directly in customer rates and while the use of incentive regulation models (i.e. PBR) 

may provide short term variations in shareholder return, in this model, which is FEI’s focus, over 

the long run FEI does not seek to earn direct profit (or markup) on the operating and 

maintenance costs of assets.  There may be other participants in the market that have core 

competencies in the operation of assets such as these, and where the FEU can obtain those 

services at competitive rates, to the benefit of customers, FEI will consider seeking to contract 

with those entities to provide those services to the FEU.  In the event that it is more cost 

effective to provide reliable service using our personnel, we will certainly pursue that option, 

recognizing that the purpose is to provide customers with safe, reliable service at reasonable 

rates. 

Using this model, there are roles for each party to play in the delivery of the service.  Notably, in 

this model, the competitive forces of the marketplace for the provision of construction and 

operation of the assets remain in force to the benefit of customers, while offering the security of 

supply that a public utility provides through ownership of the assets and regulation of rate and 

service levels.  
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5.2 FEI’s preferred model involves a utility or ESCO owning operating and 

maintaining the TES.  Does FEI have any intent on spinning off approved TES 

projects to an ESCO in the future?   If so, how would this impact natural gas 

customers? 

  

Response: 

FEI’s preferred business model is ownership of the public utility within FEI’s TES class of 

service.  The reference to the ESCO in the context of the preferred model was to indicate that 

an ESCO (like the members of ESAC, for instance) would be similarly regulated, i.e. it wasn’t to 

suggest that the FEU would be operating an ESCO.  FEI does not have any plans to spin off 

TES projects to an ESCO in the future and this is not part of FEI’s business strategy.   

In the hypothetical circumstances that assets were to be spun off to an ESCO, the separation of 

the classes of service eliminates any direct impact on natural gas customers associated with the 

transaction itself.  In terms of how natural gas ratepayers are affected by the hypothetical sale of 

TES projects over time, presumably the TES projects will continue to operate and will continue 

to take more or less the same amount of gas service.  So, in such circumstances, they would be 

unaffected in terms of how throughput affects natural gas delivery rates.  However, the TES 

class of service is allocated a portion of overhead that would otherwise be paid by natural gas 

customers.  In the hypothetical event that TES projects are spun off and not owned by FEI, 

natural gas customers would likely obtain less contribution to overhead from the TES business.  

They would, all other things equal, pay higher natural gas delivery rates. 
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6.0 Reference: Exhibit B-2, Section 6.4.3, TES Rate Design 

Preamble: The referenced section (page 125) states that 

“Levelizing the rate and allowing inflation-based rate increases over a 

longer period, such as twenty years, provides a balanced solution to this 

issue and will promote adoption of TES.” 

6.1 Please discuss the risk of stranded assets to ratepayers and the mitigation 

thereof, especially in respect of large projects such as DESs. 

  

Response: 

As part of the BCUC Order No. G-141-09, the project costs for all thermal energy projects will 

accumulate in the Thermal Energy Service Deferral Account, and will not be recoverable from 

natural gas customers. Where costs in the deferral account have been prudently incurred, 

regulatory principle dictates that they are recoverable from Thermal Energy Service customers 

as a Thermal Energy Service cost of service.  

The rate design currently employed to allocate the prudently incurred costs of service among 

specific thermal energy services customers or projects is to set rates for a particular project that 

recover at least the forecast costs related to that particular project over the life of the project, 

together with a contribution to common Thermal Energy Service costs in the deferral account. 

But if there is a variance from the forecast on a particular project that is not reflected in the rates 

charged for that project or due to stranded assets, the FEU believe that the variance should 

logically be captured in the deferral account and is still a cost eligible for recovery from Thermal 

Energy Service customers as a whole as part of the overall revenue requirement for that class 

of service. How and when those costs get recovered, and from which thermal energy services 

customers, is ultimately a matter of future Thermal Energy Service rate design. The principles 

above relate to all thermal energy projects. 

Levelizing rates, which is referred to in the preamble to the question, is only one method of 

setting rates for thermal energy service.  Other more familiar methods of setting rates at utilities 

include cost of service rates that the BCUC approves from time to time in relation to the actual 

costs and billing determinants for a specific service and postage stamp rates for service.  FEI 

intends to utilize these rate setting methods as well where they are appropriate. Another 

approach for managing risks in district energy systems is to stage the growth in system capacity 

as much as possible to match the load growth. That way if the development timelines are 

changed or delayed the likelihood of underutilized thermal energy capacity will be reduced. 

Some TES customers will leave the system over time.  This is the case for the natural gas 

service and it is the case for the electric service.  The use of postage stamp rates for these 

services is the key risk sharing mechanism to ensure recovery of overall system costs.  In this 
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model, customers pay a tariff price that recovers the average costs of the system in exchange 

for easy access and leaving from the system.  The effect being that existing customers benefit 

from the overall lower average costs of customer additions by taking on the risk of those 

customers leaving the system.  Without this postage stamp mechanism, the contractual 

obligations necessary to prevent stranding the assets necessary to serve customers would 

prohibit their entry to the system.  This risk sharing via the postage stamp rates is a key attribute 

of the utility business model and has been a long standing convention in the public utility sector. 

When considering TES for larger customers, particularly institutional customers, their long term 

existence is more certain than for smaller commercial customers.  In addition, larger customers 

may also have multiple sites that require service.  As a result, reducing stranded asset risks is 

more manageable through contractual arrangements with larger customers.  This can take the 

form of pooling of sites to distribute risks and share costs when that customer has multiple sites.   

In addition, the shareholder bears the risk of non-recovery for imprudently incurred costs or 

stranded assets that could not be otherwise recovered, as is the normal regulatory principle.  
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7.0 Reference: Exhibit B-2, Section 6.4.2.3, TES Cost Allocation and Exhibit B-2, 

page 168, Guidelines for TES Regulatory Process 

Preamble: The first referenced section (page 125) states that 

“Further legal discussion regarding ―classes of service is set out in 

Section 3. In meeting the requirements of UCA section 60 (1) (c) the FEI„s 

approach will be to fairly allocate cost among classes of service in a 

transparent manner that is subject to review in regulatory proceedings. 

The cost allocation process for TES is described in detail in FEI„s 2012-

2013 RRA (Appendix G), included in Appendix F of this Submission.  

There are three main categories of costs that are allocated to the TES 

class of service: (1) the direct costs of projects, (2) sales, marketing and 

business development O&M costs, and (3) an overhead allocation, which 

is currently $0.5 million annually (which reduces rates for natural gas 

service). The standard allocation approaches between regulated activities 

such as the Massachusetts model would yield very little allocation to TES 

class of service at this early point in its development, and therefore the 

methodology adopted by the FEI is most appropriate. The details of the 

costs allocations to TES for 2012 and 2013 are being addressed in the 

FEI 2012-2013 RRA proceeding.”  (Emphasis added.) 

The second referenced page states that  

“(c) The following information to help assess the appropriateness of the 

proposed thermal energy charge and contractual rate design: 

(i) an estimate of the number of customers to be served by the thermal 

energy system; … 

(iii) the appropriate allocation of FEI's overheads associated with the 

construction of the alternative energy extension;”  (Emphasis added.) 

7.1 Please point out specifically where, in Appendix F of this evidence, the cost 

allocation process is described. 

  

Response: 

The cost allocation process is discussed in two instances in the FEU’s Evidence, Appendix F-4 

and Appendix F-6. Overhead allocation of TES is described on page 4 of the Appendix G of the 

2012-2013 RRA, which is included in Appendix F-4 of the Evidence Submission.  Allocation of 

common costs among product classes are discussed on page 10 of the report prepared by EES 
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Consulting, titled “Background Information Related to Ownership and Regulatory Issues for 

TES”, which is included in Appendix F-6 of the Evidence Submission. 

 

 

7.2 Is FEI proposing any methodological guidelines for the allocation of 

indirect/overhead costs to TES projects in this evidence?  If so, please provide 

specifics.  If not, does the FEI expect that such methodological guidelines will be 

determined going forward from the determination in the 2012-13 RRA?  In this 

latter instance, please provide the guidelines that FEI is advocating in respect of 

TES overhead allocations. 

  

Response: 

The FEU do not propose any methodological guidelines for the allocation of costs to TES 

projects as part of the Evidence Submission. The determination of the allocation of the 

$500,000 per year of overhead costs within FEI was discussed in detail in the 2012 – 2013 RRA 

proceeding. The methodology will be reviewed in future natural gas revenue requirement 

applications to determine if the methodology is still reasonable.   
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8.0 Reference: Exhibit B-2, page 164, TES Guidelines, Interests of Ratepayers  

8.1 The first point (“1.”) on the referenced page refers to “interests of ratepayers;” the 

second point (“2”) refers to “interests of natural gas consumers.”  Is FEI making a 

distinction between ratepayers are natural gas consumers?  If so, please 

elaborate.  

  

Response: 

The FEU is endeavouring to use the more generic “customers” or “ratepayers” to refer to all 

customers of the utility, and is endeavouring to specify “natural gas customers / ratepayers” or 

“TES customers / ratepayers” where the distinction between classes of service is important.   

An individual customer may take both natural gas and TES services. This is possible because 

natural gas can be part of a Thermal Energy Services for a customer with the costs for this 

natural gas service as a component within the TES rate that is charged to the customer. At the 

same time, the same customer can also have a need for natural gas service for other 

applications, such as a fireplace or gas stove, within the same home or building and would 

therefore be a natural gas customer. 
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ISSUE 2 Regulated versus Non-regulated Activities  

9.0 Reference: Exhibit B-2, pages 170-171, Summary of FEI’s Responses to Issues 

Raised by the Commission  

Preamble:  The referenced material states: 

Issue 2(a) asks Inquiry participants to comment on the following issue: 

What are the principles that should be applied to determine whether an 

AES or other new initiatives activity can or should be pursued as a 

regulated business? 

The Utilities Commission Act dictates what services are regulated through 

the definition of public utility in section 1 of the UCA. There is no 

discretion embedded in the definition of public utility; either it applies to an 

entity or it does not. The Commission is not empowered to decide, as a 

matter of regulatory policy, that certain entities which otherwise meet the 

definition are not subject to the UCA (subject to limited exceptions that 

require the involvement of the minister or the Lieutenant Governor in 

Council)106. Consequently, there is no need to develop principles that 

should be applied to determine whether an AES or any other new 

initiative can or should be pursued as a regulated business. A legal 

analysis of how the definition of public utility applies in the context of the 

Biomethane Service, NGV Service and TES is presented in Section 3 and 

the specific chapters relating to the initiatives. 

 

9.1 Does FEI’s position on this issue imply that the FEI must be allowed by the 

BCUC to pursue any regulated service, per the UCA, that the FEI proposes? 

  

Response: 

FEI’s position in response to Inquiry issue 2(a) is that the Commission does not have discretion 

in determining whether or not a particular type of service is subject to regulation under the Act. 

The Commission is required by the UCA to apply the definition of “public utility” in making this 

determination.  The definition does not grant the Commission any discretion in applying the 

definition.  

The Commission’s jurisdiction over entities that meet the definition of “public utility” is defined by 

the various provisions of the Act.  The Commission could not dictate per se that the Companies 

are precluded from pursuing a certain type of regulated business (in this case, TES), but in 
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considering CPCN applications by the FEU to own or operate regulated TES assets the 

Commission will consider the public interest and will also ensure that rates charged for those 

TES services are just and reasonable.  Cost allocation among classes of service is also subject 

to Commission approval, and the proper allocation of costs should in most instances address 

concerns about a public utility offering multiple regulated classes of service.  Please see the 

response to BCOAPO IR 1.9.2 for further discussion. 

 

 

 

9.2 Does the FEI believe that the Commission does not have the jurisdiction to order 

the FEI to leave a sector that it has been a service provider in the case that the 

Commission finds that FEI’s continued participation in that sector is found to be 

no longer in the public interest? 

  

Response: 

The Commission cannot dictate per se that the Companies are precluded from pursuing a 

certain type of regulated business (in this case, TES).  But in considering CPCN applications by 

the FEU to own or operate regulated TES assets the Commission will consider the public 

interest and will also ensure that rates charged for those TES services are just and reasonable.  

As described below, the Act does not confer jurisdiction on the Commission to specify, per se, 

what types of business the Companies can pursue.   

The Commission approves the ownership and operation of utility assets under 45-46 of the Act.  

Rates are regulated under sections 59-61 of the Act. These provisions expressly set out what 

the Commission may do when considering an application brought before it.  For example: 

(a) when considering a CPCN application, section 46(3) states that the Commission may 

“issue or refuse to issue the certificate, or may issue a certificate of public 

convenience and necessity for the construction or operation of a part only of the 

proposed facility… and may attach to the exercise of the right or privilege granted by 

the certificate, terms…” 

(b) when considering a rate application (ss. 59-61), the Commission’s jurisdiction is 

limited to setting just and reasonable rates. 

In addition to these provisions, the Commission has additional remedial powers under section 

89, 90 and 99 of the Act: 
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89. On an application under this Act, the commission may make an order granting the 

whole or part of the relief applied for or may grant further or other relief, as the 

commission considers advisable. 

90(1) In an order or regulation, the commission may direct that the order or regulation or 

part of it comes into operation 

(a) at a future time, 

(b) on the happening of an event specified in the order or regulation, or 

(c) on the performance, to the satisfaction of the commission, by a person named by it of 

a term imposed by the order. 

(2) The commission may, in the first instance, make an interim order, and reserve further 

direction for an adjourned hearing or further application. 

… 

99. The commission may reconsider, vary or rescind a decision, order, rule or regulation 

made by it, and may rehear an application before deciding it. 

 

The FEU submit that it is clear that these provisions do not allow the Commission to make an 

order prohibiting a public utility from participating in a particular market.  Each of the specific 

provisions under which public utilities are regulated in respect of rates and the owning and 

operating of utility assets, and the remedial provisions (ss. 89, 90, 91) make clear that the 

Commission’s role when considering an application is to make determinations regarding the 

application before it - i.e. to decide whether the specific project (or rate) applied for is in the 

public interest. 

The Commission also has general supervisory powers under the Act (for example, see sections 

23, 24, 25, 26), but a review of these provisions makes clear that the Commission has no 

jurisdiction to order that a public utility “leave a sector”, or not pursue or participate in a 

particular market.  These supervisory powers are, in general terms, limited to the supervision of 

a public utility’s provision of service, and do not allow the Commission to exercise jurisdiction 

over the management function of the utility. 

The management of the utility remains the responsibility of the utility management. The BC 

Court of Appeal has stated for instance (British Columbia Hydro and Power Authority v. BC 

Utilities Commission (1996), 20 BCLR (3d) 106 at 119): 
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It is only under s.112 of the Utilities Act [the former entry, seizure and management 

provision] that the Commission is authorized to assume the management of a public 

utility. Otherwise the management of a public utility remains the responsibility of those 

who by statute or the incorporating instruments are charged with that responsibility. 

 

 

9.3 Does the FEI agree that the cost of providing TES – that it must recover from 

TES customers – depends in part on the allocation to the TES of 

overhead/indirect costs? 

  

Response: 

Yes, the way in which the costs are allocated between classes of service is important to 

ensuring appropriate natural gas and TES rates.  The FEU have proposed an appropriate 

methodology in the ongoing 2012-2013 RRA proceeding, and the details of that methodology 

should be confined to that proceeding.  

 

 

9.4 What checks or controls on the allocation of overhead/indirect costs to the TES 

does the FEI propose to ensure that such allocation does not give the FEI any 

undue advantage over its actual or potential competitors? 

  

Response: 

The allocations of overhead / indirect costs should be based on a fair allocation of these costs 

between the two regulated classes of service, natural gas and TES, to ensure just and 

reasonable rates in both classes, and not based on any consideration as to whether FEI has 

advantage, undue or otherwise, over its actual or potential competitors. The Commission does 

not have a mandate to protect competitors or oversee competition. The Commission, within its 

mandate, will be the judge of what a fair allocation of these costs is based on evidence brought 

forward by the FEU in regulatory proceedings such as revenue requirement or rate design 

applications.  

The FEU observe that Corix is a multi-utility that has the ability to share overhead costs 

between its services for district energy (such as the UniverCity project) and its other utilities. 

Despite the fact that Corix offers many different types of services within the same entity, the 

FEU are unaware of any suggestion made in the Commission processes around this project, or 

any requirement imposed on Corix that its allocation of overheads and corporate costs in the 

project be based on ensuring that Corix did not have a competitive advantage over other 
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potential DES providers. For a comprehensive discussion regarding the FEU’s view of 

competition, please also see the response to BCUC IR 1.149.1.        
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10.0 Reference: Exhibit B-2, page 171, Summary of FEI’s Responses to Issues 

Raised by the Commission  

Preamble:  The referenced material states: 

Issue 2(b) asks Inquiry participants to comment on the following issue: 

Where an AES activity or other new initiative has been undertaken by a 

regulated utility to allow it to be proven or established and after that it is 

determined that it should be spun out as an unregulated activity, what 

cost/benefits should accrue to the ratepayer and/or the utility 

shareholder? What principles or guidelines should the Commission [sic.] 

to follow in assessing an application to spin out a regulated activity to a 

non-regulated entity? 

Sections 4, 5, and 6 of this Submission explain that the FEI currently 

intends to hold Biomethane upgrading facilities and CNG/LNG Service 

facilities as natural gas assets, and to hold TES assets within a class of 

service of FEI. The FEI have no intention of ―spinning out these assets. 

In any event, the transfer of regulated assets requires Commission 

approval. As a result, the FEI believe that the only necessary guideline 

applicable to this scenario is one that reflects the explicit provisions of the 

UCA: 

1.  The sale of regulated TES assets at the request of the FEI requires 

Commission approval, thus providing the Commission and 

stakeholders with an opportunity to consider any proposal on a case by 

case basis.  As a point of clarification, with the exception of the 

CNG/LNG Service facilities, if these assets were to be sold or 

transferred to another entity, they would not become unregulated.  

10.1 In the case of the sale of depreciable assets that were formerly in rate base, what 

is FEI’s position with respect to the disposition of proceeds from such a sale in 

the case where (i) the sale realizes a capital gain (i.e., a price above the net book 

value of the asset) and (ii) the sale realizes a capital loss. 

  

Response: 

The accounting treatment applied for in the FEU’s 2012 – 2013 RRA for the disposition of a 

depreciable asset in the ordinary course of business is the same regardless of whether a gain or 

loss is calculated (the difference between proceeds, if any, and net book value).  Gains and 

losses on depreciable assets are inherent and expected in group accounting, which is the type 
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of accounting practice applicable to regulated entities in BC. As described in the RRA 

proceeding (Exhibit B-1, pages 289-291 and page 409), the FEU propose to continue to record 

gains or losses on the disposition of depreciable assets in a rate base deferral account (the 

Gains and Losses on Asset Disposition deferral account) with amortization of the balance in 

delivery rates over a 20 year period. 

The FEU again note that where an actual sale of depreciable or non-depreciable assets occurs 

outside of the ordinary course of business, a separate application to the Commission under 

Section 52 of the Utilities Commission Act would determine the disposition of any gain or loss. 
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ISSUE 3 Evaluation of Approved Regulated TES and Other New Initiatives 

11.0 Reference: Exhibit B-2, pages 174-175, Summary of FEI’s Responses to Issues 

Raised by the Commission  

Preamble:  The referenced material states: 

Issue 3(d) asks Inquiry participants to comment on the following issue: 

What criteria should be used to assess whether an AES or new initiative 

activity has been successful in meeting the initial objectives set out for the 

activity? If the activity has not been fully meeting the goals set out in the 

initial application, what criteria should be used to determine when the 

program should be terminated?  What portion of the risk of program 

failure should rest with the ratepayer? 

There is both provincial and federal legislation in place that address 

issues of unfair competitive practices, and the Commission must respect 

the intention of the provincial legislature and of parliament to have 

matters of unfair competitive practices addressed through those pieces of 

legislation. With respect to fair competition, the FEI have proposed 

guidelines for TES and NGV regarding the Commission„s limited role with 

respect to competition.   

The FEI believe that it is not appropriate to fix criteria in advance for 

assessing when to end programs, but offer the following general 

comments. In most cases, the same criteria used in assessing an 

application made by the FEI for approval of an expenditure related to a 

New Initiative should also be used to evaluate program success. That is, 

the applications will state the reasons why the program is in the public 

interest and should be approved, and those reasons (typically ratepayer 

benefits, benefits to the broader public, advance BC Energy objectives) 

will be the appropriate criteria for such an assessment. Generally 

speaking, when the Commission believes that a new project„s benefits no 

longer outweigh the program„s costs, or will not advance the benefits 

outlined in the initial application for the program under which the project is 

advanced, then the Commission may wish to consider terminating the 

program on the basis that it is no longer in the public interest. The 

Commission should take care in allowing sufficient time to pass to allow 

programs to gain traction before engaging in this analysis. 
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In a situation where a program is terminated, the existing contracts 

already entered into under the program should generally be allowed to 

run their course, and the service provided under those contracts should 

continue. The customers taking the service may be relying on the service 

continuing, and there may be impediments to the customer taking an 

alternative service. 

To the extent that any programs costs have not been recovered when all 

of the contracts under a program have come to an end, any remaining 

costs, and the question of who should bear them, should be considered 

using the well-established prudence test (described above).  

 

11.1 Please confirm that the FEI agrees that in cases in which the BCUC approves a 

proposal by the FEI in order to “kickstart” a new sector and, subsequently, robust 

competition is achieved in that sector, i.e., kickstarting has been successful and 

is no longer required, the BCUC has the authority to order FEI to leave that 

sector if it finds that by doing so would be in the public interest? 

  

Response: 

Not confirmed.  The FEU believe that the Commission would exceed its jurisdiction by ordering 

the FEU to leave a particular market sector.  See the response to BCOAPO IR 1.9.2.   

Also see section 5.3.4.3 of the Evidence for a discussion of this topic in the context of NGV 

Service, section 6.5 in the context of TES, and section 4.3 in the context of Biomethane Service.  

There are sound reasons for the FEU to remain involved in New Initiatives.   

 

 

11.2 Does FEI believe that an assessment of market conditions with respect to 

competitiveness in that market has any role in determining whether the public 

interest is served by FEI’s participation in the market? 

  

Response: 

The Commission’s mandate is to review the public interest with a focus on the interests of 

customers.   
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11.3 Please provide FEI’s definitions of (i) a competitive market and (ii) a workably 

competitive market. 

  

Response: 

According to the economic literature on this topic, in a competitive market, producers are price 

takers1. 

The FEU understand workable competition to be a concept first introduced to try to overcome 

the problems of attempting to arrive at a workable, if not perfect solution to the policy challenge 

of trying to emulate competitive prices through regulation.  The FEU are inclined to agree that 

the most that can be said about workable competition as a standard was made by the group of 

economists serving on the U.S. Attorney General’s National Committee on Antitrust Laws (1955, 

p. 339): 

“The “doctrine” of workable competition is only a rough and ready judgment by some 

economists, each for himself that a particular industry is performing reasonably well – 

presumably relative to alternative industrial arrangements which are practically 

attainable.  There are no objective criteria of workable competition, and such criteria as 

are proffered [sic] are at best intuitively reasonable modifications of the rigorous and 

abstract criteria of perfect competition.” 2
 

 

 

 

11.4 In general, when a market is competitive or workably competitive, does the FEI 

believe that its role in that market continues to be in the public interest? 

  

Response: 

The FEU believe that there is a role for FEI in the TES market regardless of whether it is 

competitive, workably competitive or otherwise.   

Please see the responses to Corix IR 1.5.3 and BCUC IR 1.149.1. 

 

                                                
1
 Bonbright, p.146-148. 

2
 Ibid. 
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