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1. Reference:   Exhibit B-1, Page 1 1 

 2 

1.1 Please discuss whether or not FEI establishes accountability for its “productivity 3 

improvement culture” such that efficiency gain plans must be documented before 4 

undertaking them and the finished implemented productivity improvement must 5 

be documented to establish objective post implementation evidence of efficiency 6 

improvement. 7 

  8 

Response: 9 

The question asks about the use of “efficiency gain plans” and post implementation 10 

documentation of these plans.  FEI uses other effective mechanisms, described in the 11 

Application, to encourage a productivity improvement culture that focusses on delivering cost-12 

effective service.  FEI provides a recap of its position on the subject of Productivity here to set 13 

the context to address a number of related questions contained in the CEC‟s Information 14 

Request number one.   15 

As indicated in Section 3.1 Productivity Focus in Exhibit B-1, a priority for FEI and its employees 16 

is to improve productivity and realize efficiencies to more effectively manage rates for our 17 

customers while maintaining a customer service focus. Employees are encouraged to assess 18 

work and ensure that it is being performed as efficiently and productively as possible. When 19 

evaluating productivity opportunities, maintaining a customer focus remains a priority, helping 20 

strike a balance between lower costs while providing the appropriate level of service and quality. 21 

As indicated on page 21 of Exhibit B-1 Section 5 Organizational Performance and Monitoring, 22 

FEI‟s view is that the inclusion of a productivity improvement factor in FEI‟s PBR Plan provides 23 

a comprehensive productivity measurement that will require each department to consider 24 

continuous improvement, which is preferred to measurement of individual activity.  Departments 25 

have a requirement to maintain or increase their outputs and activity levels while keeping cost 26 

increases below inflation on a per customer basis, which will result in a measured improvement 27 

in productivity.   28 

To help ensure this, departments are accountable for achieving productivity improvements.  29 

Departments identify and reflect achievable productivity opportunities in their budget 30 

requirements when preparing the detailed budgets for the year.  Sustainable savings are 31 
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reflected in future budget requirements.  Proposed departmental budgets are validated by 1 

comparing to both the approved level of funding and to the most recent year‟s spending.  2 

Additionally, productivity improvement objectives are embedded into personal performance 3 

plans of managers throughout the organization to ensure accountability for a productivity 4 

improvement culture.  This process helps to ensure a continued focus on productivity over the 5 

long term and that rates are being managed effectively for our customers.   6 

And as noted in Exhibit B-1, the result of this focus is evident and discussed in the departmental 7 

results and forecasts included in Section C3 of Exhibit B-1 and in the Productivity Focus and 8 

Organizational Performance discussion that contains many actual examples of productivity 9 

achievements in the past.  For the reasons outlined, departments are not expected to formally 10 

document and quantify all productivity initiatives and related savings except in ad-hoc situations 11 

or situations where a capital investment is required (i.e. IT capital investment).  As indicated in 12 

the response to CEC IR 1.11.5, business technology capital requests related to productivity 13 

improvements and enhanced customer service will only be funded provided they are supported 14 

by a benefits case in accordance with the IT Benefits Management practice as detailed in 15 

Exhibit B-1-1 Appendix C4. 16 

Also, FEI‟s view is that the focus should not be necessarily on minimizing costs for our 17 

customers, but instead it is about optimizing costs for the expected activity and service levels. 18 

 19 

 20 

 21 

1.2 Please describe how FEI establishes internally whether or not real productivity 22 

gains have been achieved and whether or not they can be sustained over the 23 

long term. 24 

  25 

Response: 26 

Please refer to the response to CEC IR 1.1.1. 27 

As outlined in that response, business areas identify and reflect achievable productivity 28 

opportunities in their budget requirements when preparing the detailed budgets for the year.  29 

Sustainable savings are reflected in future budget requirements.  Additionally, productivity 30 

improvement objectives are embedded into personal performance plans of managers 31 

throughout the organization to ensure accountability for a productivity improvement culture.   32 

This process helps to ensure a continued focus on productivity over the long term.   33 

 34 

 35 
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 1 

1.3 Please describe how FEI assures itself that its management of business priorities 2 

is better than it would have done has it not had the PBR process, other than with 3 

some global statistic on operating expenditures and capital expenditures (2014 to 4 

2018 plan versus actual). 5 

  6 

Response: 7 

Regardless of whether there is a PBR agreement or not, the regulatory framework in this 8 

province is that the regulator establishes rates based on a global budget for the corporation for 9 

operating expenditures and capital expenditures in order to provide FEI with a reasonable 10 

opportunity to recover prudently incurred costs and earn its allowed return.  The utility manages 11 

within that overall corporate budget.  So, the “global statistic on operating expenditures and 12 

capital expenditures” referred to in the question is an important measure of productivity that is 13 

directly related to how utilities are regulated.   14 

Under either PBR or cost of service, FEI utilizes a comprehensive planning process to assure 15 

itself that it appropriately sets and manages the business priorities of the Company.  The 16 

fundamental difference under PBR relates to the opportunity to invest in efficiency programs 17 

that would not otherwise be in the mutual best interests of customers and shareholders because 18 

the Company would not be able to achieve an ROI before rebasing occurs.  This point has been 19 

discussed at length in responding to questions related to the five year PBR period and the 20 

proposed ECM. 21 

An integral part of the planning process is the preparation of operating and capital budgets 22 

which reflect the priorities of the business.  The balanced scorecard is reviewed and adjusted to 23 

deliver on a number of key success measures critical to achieving the business priorities set.  24 

Additionally, managers‟ performance plans are aligned to reflect the organization‟s priorities.  25 

Lastly, the results of the balanced scorecard are communicated to all employees on a quarterly 26 

basis to provide a status update on how well the company is performing in achieving its 27 

business priorities. The scorecard is a valuable communication tool used to describe in clear 28 

and objective terms success measures for the Company.   29 

PBR brings with it additional efficiency incentives like the ones summarized on p.29 of the 30 

Application, and FEI can be expected to respond to those incentives as it has in the past.  31 

Additionally, with the proposed PBR formula, a measurable level of discipline is added over the 32 

term of the PBR Plan.  Annual increases to O&M and Capital funding are limited to measurable 33 

inflation and customer growth factors.  Most importantly, the proposed PBR Plan incorporates a 34 

productivity factor of 0.5% that represents a minimum level of efficiency benefits that flow to 35 

customers.  36 

 37 

 38 
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 1 

1.4 Please explain how FEI determines that it is minimizing costs for customers other 2 

than basing it on a Commission approved plan for 2014 to 2018 as the 3 

benchmark. 4 

  5 

Response: 6 

Cost effectiveness, rather than minimizing costs, should be the objective, irrespective of 7 

whether a utility is operating under cost of service regulation or PBR.  Please refer to the 8 

response to CEC IR 1.1.1. 9 

 10 

 11 

 12 

1.5  In the workshops FEI stated that it did not plan to have any detailed 13 

accountability for its efficiency improvements but expected to rely simply 14 

improving on the adjusted overview formula for 2014 to 2018 as the benchmark 15 

for productivity improvement. Please confirm that this remains the FEI position. 16 

  17 

Response: 18 

The regulatory framework in this province, whether under cost of service or PBR, is for the 19 

Commission to set rates based on forecasts, and for a utility to manage its own affairs within its 20 

budgets.  FEI‟s approach is consistent with that fundamental framework.  As outlined in the 21 

response to CEC IR 1.32.4, this is consistent with the purpose of PBR which is to provide 22 

market like incentives and leave the management of the Company to make decisions. 23 

Please refer also to the response to CEC IR 1.1.1. 24 

  25 
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2. Reference:   Exhibit B-1, Page 1 1 

 2 

2.1  Please confirm that in the past when FEI has not been satisfied with the regime it 3 

is operating under that it has been able to go to the Provincial Government and 4 

ask for and receive support, including legislative and regulation support for 5 

improvements, which will benefits its customers. 6 

  7 

Response: 8 

Yes, FEI has been able, in a limited number of circumstances, to obtain government support for 9 

its initiatives in the form of special directions and/or regulations which provide benefits to its 10 

customers. These circumstances have been limited to instances where FEI has received a 11 

decision that it believed was contrary to the interests of its customers and inconsistent with 12 

government policy, and where government has agreed that the public interest would be served 13 

with such support.  The Greenhouse Gas Reduction (Clean Energy) Regulation, passed in May 14 

2012, which enables public utilities to make certain investments to promote natural gas for 15 

transportation is a recent example.  16 

 17 

 18 

 19 

2.2  Please explain why an FEI forecast of O&M and capital costs represents the 20 

appropriate benchmark for the company to be held to when determining whether 21 

or not new efficiencies have been achieved. 22 

  23 
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Response: 1 

The FEI forecast of O&M and capital costs does not represent the appropriate benchmark for 2 

the company to be held to when determining whether or not new efficiencies have been 3 

achieved.  The 2014 through 2018 O&M and capital forecasts included in the Application are for 4 

reference purposes only.  They represent a high level forecast of future trends, challenges and 5 

capital priorities over the upcoming five years.  6 

Under the proposed PBR plan, each year the component of rates designed to recover O&M and 7 

capital expenses will adjust the previous year‟s amount by the PBR formula which includes a 8 

productivity factor.  Since the PBR formula provides the Company with an incentive to invest in 9 

new efficiencies to meet the targets under the formula, it is this amount prescribed under the 10 

PBR formula that serves as the benchmark that indicates whether or not new efficiencies with 11 

respect to cost reductions have been achieved. 12 

 13 

 14 

 15 

2.3  Please confirm that when FEI “invests in new efficiencies” its shareholder does 16 

not put in risk capital contingent on the success of the productivity improvement, 17 

but rather is able to invest both capital and operating resources, which it is able 18 

to recover from its customers and these resources are the investments which 19 

achieve the new efficiencies. 20 

  21 

Response: 22 

New efficiencies may be found in a number of ways. In some cases the efficiencies will be found 23 

through discovery of better ways of doing the work with little or no incremental expenditure 24 

involved. In other cases, where incremental expenditures are required to achieve the new 25 

efficiencies the incremental costs may be either a capital or an O&M expenditure. In cases that 26 

involve a capital expenditure to achieve new efficiencies, the capital will be considered a normal 27 

rate base addition that will be recoverable in rates as capital additions are under conventional 28 

cost-of-service ratemaking.  O&M expenditures to produce efficiency savings will also be 29 

recoverable, as they are under conventional cost-of-service ratemaking. The PBR changes the 30 

manner in which rates are determined (i.e. using formulas) in order to incent the Company to 31 

pursue efficiencies but the actual expenditures that are made will be recorded as utility 32 

expenditures in the normal fashion. 33 

A key selling feature of PBR is that it extends the period before rebasing, which allows the utility 34 

to invest in measures and obtain a payback of the investment in circumstances where rebasing 35 

after a typical test period of one or two years would otherwise preclude the utility from 36 
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recovering that investment.  In short, it opens new possibilities for the utility to achieve 1 

efficiencies to the benefit of both the utility and customers.   2 

 3 

 4 

 5 

2.4  Please confirm that if FEI exceeds the formula based targets without incentives 6 

that 100% of the benefits would be realized by the FEI customers and that it is 7 

the case that the sharing mechanism provides an opportunity for the FEI 8 

shareholder to benefit by sharing in the determined gains. 9 

  10 

Response: 11 

Not confirmed. The scenario posed in the question of exceeding the formula-based targets 12 

without incentives is the same as what occurs under conventional cost of service ratemaking. If 13 

FEI (or another utility) spends less than the approved levels of O&M or capital under 14 

conventional cost of service ratemaking the shareholder would normally keep 100% of the 15 

benefits until the next rate case, at which time it would be expected that the benefits would be 16 

rebased in the allowed O&M spending levels and rate base going forward.  17 

 18 

 19 

 20 

2.5  Please confirm that those items identified as flow through items, to the extent 21 

they change from plans or forecasts, will not have a sharing mechanism applied 22 

to the differences and will not result in any benefit to the FEI shareholder. 23 

  24 

Response: 25 

The treatment of flow-through items is conceptually identical to the treatment of flow-through 26 

items in the 2004 PBR Plan. The cost-of-service items subject to flow-through are substantially 27 

the same as in the 2004 Plan however there have been some accounting changes (such as the 28 

adoption of US GAAP) and changes in the deferral accounts that affect the flow-through 29 

treatment of some items. 30 

Most of the flow-through items are covered by deferral accounts and therefore any variances 31 

(positive or negative) between forecast and actual costs or revenues will be refunded or 32 

charged in rates in a subsequent period. In other words rates will ultimately recover only the 33 

actual costs (after deferral account balances are amortized). Key flow-through cost items 34 

covered by deferral accounts are property taxes and interest costs, pensions, OPEBs and 35 

insurance. The revenue side can be divided into commodity related and delivery-related 36 
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revenue streams. The commodity- related portion, consisting of commodity cost recovery and 1 

midstream cost recovery, is fully covered by deferral accounts (CCRA and MCRA). With respect 2 

to delivery-related revenues, the RSAM mechanism covers residential and commercial sales 3 

and transportation delivery revenues, which comprise over 90% of the non-bypass delivery 4 

revenues. 5 

A small portion of the total delivery costs and revenues are subject to flow-through treatment 6 

(through annual reforecasting) but are not covered by deferral account treatment. These items 7 

include industrial revenues and Other Revenue on the revenue side and rate base working 8 

capital on the cost side. Variances in these items from forecast will give rise to 50/50 earnings 9 

sharing (which may be positive or negative) in the year that the variance occurs only. These 10 

items will be reforecast for the following year so variances will not be sustained from one year to 11 

the next. 12 

  13 
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3. Reference:   Exhibit B-1, Page 1, Table A1-1 1 

 2 

3.1  Please provide a description in the form of this table for the 2004 to 2007 PBR 3 

plan and its continuation extensions to 2008 – 2009. 4 

  5 
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Response: 1 

The description of the 2004-2007 PBR and 2008-2009 extension in the form of Table A1-1 is 2 

provided in Table B6-10 on pages 80 and 81 of the Application. Table B6-10 also sets the 3 

provisions of the proposed 2014 PBR side by side with the corresponding provisions of the 2004 4 

PBR Plan for ease of comparison.  5 

 6 

 7 

 8 

3.2  The PBR plan does not provide for revenue generation being an aspect of the 9 

PBR plan, except as a flow through. Please confirm that revenue requirements 10 

determining customer rates are affected by both revenues and costs.  11 

  12 

Response: 13 

Confirmed, subject to a slight refinement.  Strictly speaking the revenue requirement is 14 

determined by the utility‟s costs.  Customer rates, and in particular rate increases (from revenue 15 

deficiencies) or decreases (from revenue surpluses), are affected by both revenues and costs.  16 

Under the PBR, revenues are reforecast annually and flowed through.  FEI will continue to 17 

consider any incremental revenue generation opportunities during the term of the PBR and 18 

these will be included in the revenue forecasts as appropriate. 19 

  20 
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4. Reference:   Exhibit B-1, Page 3 1 

 2 

4.1  Please confirm that B&V are hired by FEI and are not expected to be neutral 3 

experts for advising the Commission. 4 

  5 

Response: 6 

B&V were hired to assist FEI in developing the PBR plan and to respond to the Commission‟s 7 

April 18, 2013 PBR letter which states: 8 

“The Commission requires FEU and FortisBC to describe its productivity improvement 9 

culture by an examination of PBR methodologies in its next Revenue Requirements 10 

Applications.  This examination is to evaluate the most recent PBR methodologies 11 

employed by FEU and FortisBC and the various PBR methodologies approved by other 12 

jurisdictions in Canada.  FEU and FortisBC are to propose a PBR methodology and 13 

explain how it addresses the limitations in the various PBR methodologies, and will 14 

achieve a productivity improvement culture.” 15 

 16 
B&V conducted its TFP studies independently, but otherwise B&V‟s role has required that it 17 

have significant interaction with FEI, to co-operate, and develop and exchange ideas regarding 18 

the appropriate PBR Plan for FEI.   19 

At the outset, Fasken Martineau DuMoulin LLP, who retained B&V on behalf of FEI, specifically 20 

confirmed with B&V that B&V were being retained for the purpose of providing expert advice, 21 

and not as advocates for a position developed by FEI.  The distinction between expert and 22 

advocate is fundamentally important and has been maintained throughout.  (As an indication of 23 

this, although B&V generally endorses the Plan it has declined to endorse the productivity factor 24 

proposed by FEI – a key element of FEI‟s proposed PBR Plan - because B&V believe it is 25 

higher than is warranted based on its own assessment.)   26 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 12 

 

In short, FEI and B&V are well aware that B&V‟s ability to provide meaningful input of 1 

assistance to the Commission is dependent on their ability to maintain their own views and 2 

professional integrity.      3 

 4 

 5 

 6 

4.2  If the TPF based “stretch” productivity factor is determined by the Commission to 7 

be greater than the B&V based research and greater than the FEI comfort zone, 8 

will FEI be agreeable to such a PBR or will it reject the PBR approach altogether 9 

and revert to filing RRAs instead? 10 

  11 

Response: 12 

FEI believes that it has proposed a “stretch” productivity factor that, in combination with the 13 

other PBR Plan components, will enable the Company to pursue efficiencies for the benefit of 14 

customers and the Company over the PBR term and beyond.  It is already an aggressive target, 15 

which was proposed to provide for a significant consumer dividend for customers.  If the 16 

Commission determined a more aggressive “stretch” productivity factor, FEI would reassess its 17 

plans on how to proceed but it is difficult to identify any particular response in the abstract.  FEI 18 

would not consider the stretch productivity factor in isolation but rather would base its 19 

reassessment on the combined effect of the Commission determinations on all PBR Plan 20 

elements to determine whether or not the overall impact allowed the utility an opportunity to 21 

earn its fair return consistent with regulatory and legal principles. 22 

 23 

 24 

 25 

4.3  Please discuss what the FEI responsibility is to achieve an efficient operating and 26 

capital regime and where the boundary is between this responsibility and the 27 

proposed sharing in “stretch” benefits. 28 

  29 

Response: 30 

FEI operates efficiently with respect to its O&M and capital programs in the context of its 31 

regulatory construct. In RRAs involving test periods of one or two years efficiency programs with 32 

longer term paybacks may not be pursued because neither payback nor a return on investment 33 

may be achieved. The regulatory compact is premised on the utility being able to earn a 34 

payback on its investments (i.e. a fair return), so this type of economic cost/benefit analysis by 35 

the utility is to be expected.  It is inherent in the regulatory compact.  Hence, regulators and 36 

utilities have looked for ways to improve the prospects for utilities to obtain a return on 37 
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investment in efficiencies so as to provide a framework to drive greater efficiencies.  A longer 1 

term regulatory control period such as the proposed five-year PBR term expands the array of 2 

efficiency opportunities that may pursued.  3 

Please see also the response to CEC IR 1.23.1 for related discussion on this topic. 4 

  5 
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5. Reference:   Exhibit B-1, Page 3 1 

 2 

5.1  Please confirm that any efficiency savings achieved by FEI between 2009 and 3 

2013 will have been realized 100% by the FEI customers because there has 4 

been no PBR or sharing mechanism. 5 

  6 

Response: 7 

Not confirmed   8 

In 2009, FEI was under PBR.  This means that, to the extent that savings realized were 9 

achieved as part of the productivity improvement factor, they were realized 100% by customers.  10 

To the extent the savings were in addition to the savings embedded in rates, they were shared 11 

equally between customers and the shareholder for that year only.  Starting in 2010, FEI went 12 

back into cost of service regulation and the 2009 savings were rebased into the opening O&M 13 

and capital amounts. 14 

From 2010 through 2013, any savings that FEI achieved in excess of the amounts that were 15 

included in rates were retained 100% by the shareholder, but only until rates were next reset.  16 

For example, savings achieved in 2011 were only realized by the shareholder for that year, 17 

because after that, rates were reset and these savings were embedded in the delivery margin 18 

and flowed back to customers. 19 

Under FEI‟s PBR proposal, similar to 2009, rates will be set to provide 100% of savings from the 20 

productivity factor to customers.  To the extent the savings are in addition to the savings 21 

embedded in rates, they will be shared equally between customers and the shareholder for the 22 

term of the PBR. 23 

  24 
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6  Reference:   Exhibit B-1, Page 4 1 

 2 

6.1  Please explain how a delivery rate of .7 % resulting from the PBR plan 3 

demonstrates the continuing benefit of the Company‟s productivity and customer 4 

focus, as it increases rates in opposition to the direction of the GCOC which 5 

decreased rates.  6 

  7 

Response: 8 

The reference provided in the preamble was from Exhibit B-1.  On July 16, 2013 FEI provided 9 

an Evidentiary Update (Exhibit B-1-3) which replaced the above paragraph with the following: 10 

Section E provides the financial schedules filed in support of the 2014 delivery rates 11 

proposed in this Application. The proposed 2014 non-bypass delivery rates are 12 

approximately 1.0 percent higher than the existing 2013 delivery rates.  This delivery 13 

rate increase demonstrates the continuing benefits of the Company‟s productivity and 14 

customer focus. 15 

 16 
It is this 1% delivery rate increase that FEI references in this response. 17 

In summary, it isn‟t the fact that the rates are increasing that shows the focus on customers and 18 

productivity, but rather the fact that the increase is only 1% given the overall circumstances.  19 

The 1% increase is the result of a number of influences affecting FEI‟s costs and revenues, but 20 

important among them are the controllable expenditures (O&M and capital). The base level of 21 

O&M in particular (including the proposed adjustment for sustainable savings) helps to keep the 22 

increase to 1%, which is less than half of the 2.31%1 composite inflation for 2014.    23 

  24 

                                                
1
  See Lines 6 and 7 of Page 48 of the Application (Exhibit B-1) 
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7. Reference:  Exhibit B-1, Page 6 1 

 2 

7.1  Please provide a list of the deferral accounts established by FEI during the 3 

intervening period between the last PBR and the proposed start of this PBR. 4 

  5 

Response: 6 

The deferral accounts listed below were created between the last PBR and the proposed start of 7 

this PBR. These deferrals were primarily created to address changing energy policy and new 8 

service offerings, and changes in accounting policies and related classifications.  9 

RATE BASE 

 Margin Related 

Interest on Gas in Storage 

 Energy Policy Related 

Energy Efficiency & Conservation ("EEC") 

Emissions Regulations 

Biomethane Program Costs 

NGT Incentives 

Fuelling Stations Variance Account 

Rate Schedule 16 Cost & Recoveries 

 Non-Controllable 

Customer Service Variances 

US GAAP Pension & OPEB Funded Status 

 Application Costs 

NGV for Transportation Application 

Long Term Resource Plan Application 

AES Inquiry 

Rate Schedule 16 Application 
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 Other 

2010-2011 Customer Service O&M and COS 

Gas Assets Records Project 

BC OneCall Project 

Gains and Losses on Asset Disposition 

Negative Salvage Provision/Cost 

Residual Deferrals 

Depreciation Variance 

BFI Costs and Recoveries 

CNG and LNG Recoveries 

2011 CNG and LNG Service Costs and Recoveries 

IFRS Transitional Costs 

2010-2011 Revenue Requirement Application 

2012-2013 Revenue Requirement Application 

CCE CPCN Application 

Deferred Removal Costs 

US GAAP Conversion Costs 

US GAAP Transitional Costs 

Overhead and Marketing Recoveries from NGT Class of Service 

Residual Delivery Rate Riders 

 NON-RATE BASE 

Thermal Energy Services Deferral Account ("TESDA") 

Biomethane Variance Account ("BVA") 

EEC Incentives 

EEC Incentives for AES/TES 

KORP Feasibility Costs 

On-Bill Financing Pilot Program 

 1 

 2 

 3 

 4 
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7.2  Please confirm that FEI will continue to propose deferral accounts during the 1 

term of this PBR and that it will be possible for these deferral accounts to affect 2 

the proposed costs and revenues that would determine rates for the period 2014 3 

to 2018.  4 

  5 

Response: 6 

FEI will continue to propose deferral accounts during the term of this PBR if required and as 7 

appropriate. The actual and forecasted balances for existing and new accounts will be adjusted 8 

each year during the Annual Review process while setting rates for the following year.  These 9 

balances will affect the cost of service for rate setting purposes throughout the PBR period.  10 

  11 
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8. Reference:   Exhibit B-1, Page 11 1 

 2 

8.1  Please provide a list of the other priority focuses of the Company, in addition to 3 

productivity and describe how these may or may not help to manage rates for 4 

customers. 5 

  6 

Response: 7 

As stated in Exhibit B-1, the overall priority for FEI and its employees is to improve productivity 8 

and realize efficiencies to manage rates effectively for our customers while maintaining a 9 

customer service focus. 10 

The priority focuses of the company are reflected in its balanced scorecard.  As indicated in 11 

Exhibit B-1, FEI uses a balanced scorecard approach to deliver on a number of key success 12 

measures critical to the business.  The scorecard is currently comprised of four categories of 13 

measures, with six measures in total, that describe and guide the company‟s overall 14 

performance in meeting the targets.   The four categories of measures include Financial, Safety, 15 

Customer and Regulatory.  These categories reflect the priorities of the company. 16 

Of the four categories on the scorecard, the Financial category best incorporates the 17 

productivity focus of the company.  Savings resulting from productivity initiatives will ultimately 18 

be reflected in the financial component and eventually to help manage rates for customers. 19 

The Regulatory performance category highlights the importance of achieving success on 20 

regulatory issues and agreements for the benefit of both customers and the shareholder.  21 

Depending on the issue, this may or may not help to manage rates for customers.  22 

The remaining two categories on the scorecard, Safety and Customer, are focused on ensuring 23 

the company is able to deliver a safe and reliable service while maintaining a customer service 24 

focus. 25 

The Safety category helps to ensure focus on achieving employee safety through lost time and 26 

vehicle accidents.  Creating a safe working environment for employees will support the delivery 27 

of a safe and reliable service to customers.  Additionally, it may result in lower lost time injuries 28 

and vehicle accidents which may lead to reduced costs.  The Customer category captures 29 

customers‟ satisfaction with the company‟s performance in certain aspects of the business and 30 
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public safety awareness.  This category helps to maintain a customer service focus in the 1 

organization. 2 

 3 

 4 

 5 

8.2  Please describe the trade-off issues that may be involved between different 6 

Company focuses and the likely benefit for managing customer rates. 7 

  8 

Response: 9 

Please refer to the response to CEC IR 1.8.1 for discussion of the different company focuses 10 

including Customer, Safety, Regulatory, and Financial. 11 

Recognizing the need to balance the interests of customers, the regulator and shareholder, the 12 

primary trade-off issue (i.e. the performance in one area may impact other areas 13 

positively/negatively) is between the customer and financial focuses.  The competing objectives 14 

are for the company to perform at an acceptable level of customer service/satisfaction (i.e. how 15 

well we do things, how fast we respond) while meeting the obligations to provide safe and 16 

reliable utility service cost-effectively for the benefit of customers and earning a reasonable 17 

return.   18 

FEI believes a PBR Plan that ensures an appropriate trade-off between the Customer and 19 

Financial objectives addressing the challenge noted (i.e. acceptable service level, financial 20 

incentive to lower costs) is beneficial to customers as it places continued emphasis to manage 21 

rates effectively for customers. This balance is a key issue of PBR Plan design and one that FEI 22 

believes is appropriately captured in the proposed 2014 PBR Plan. The proposed PBR Plan 23 

incents the utility to pursue efficiencies for immediate sharing and the longer term benefit of 24 

customers while maintaining service quality as measured by the proposed SQIs.  25 

 26 

 27 

 28 

8.3  Please describe any analysis FEI may have done to determine which priorities 29 

would have the greatest potential payoff for customers and how the Company 30 

has determined the basis of its allocation of management time and effort to 31 

implement each of its priority focuses. 32 

  33 

Response: 34 

Please refer to the response to CEC IR 1.1.3 for a discussion of the planning and monitoring 35 

process used to set and manage the business priorities of the company.   36 
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The priorities as set out on the company‟s scorecard are determined by the Executive 1 

Leadership Team and presented to the Board of Directors annually for approval. 2 

 3 

 4 

 5 

8.4  How will FEIs productivity focus be different under PBR than it has been for the 6 

period 2009 to 2013? 7 

  8 

Response: 9 

As indicated in Exhibit B-1 Section A3.1 Productivity Focus, FEI has already been pursuing a 10 

number of productivity initiatives and opportunities in recent years.  Going forward, the 11 

Company expects to continue to evaluate opportunities depending on the circumstances and 12 

potential benefits to customers.  The fundamental difference under PBR relates to the 13 

opportunity to invest in incremental efficiency programs that may not seem to be in the best 14 

interests of both customers and shareholder under cost of service regulation.  Another way of 15 

looking at the effect of PBR is that, rather than fundamentally changing the way the Company 16 

approaches productivity initiatives, PBR creates new opportunities because it changes the cost 17 

benefit analysis for incremental initiatives that might not otherwise be practical under cost of 18 

service.   19 

 20 

 21 

 22 

8.5  If there is to be an increase in productivity focus for 2014 to 2018, please explain 23 

why the 2009 to 2013 period did not have an equivalent level of focus on 24 

productivity? 25 

  26 

Response: 27 

Please refer to the response to CEC IR 1.8.4. 28 

  29 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 22 

 

9. Reference:   Exhibit B-1, Page 11 1 

 2 

9.1  Please describe the base line for the determination of savings in this example in 3 

quantitative terms and if the base was an assumption of a continuation of the 4 

prior contract please explain the assumptions used. 5 

  6 

Response: 7 

The baseline assumed a continuation of services through 2012 utilizing the existing meter 8 

reading service provider and continuing to participate in joint meter reading with BC Hydro for as 9 

long as that synergy was available.  These costs were applied for, tested and approved through 10 

the 2012-2013 RRA process based on the agreement in place at that time.   11 

The $ 9 million in savings will be achieved in 2013 based on the costs projected from the prior 12 

contract. The cost impact is as follows: 13 

2013 Approved  $19.696 million 14 

2013 YE Forecast $11.068 million 15 

2013 O&M Savings $ 8.828 million 16 

 17 

 18 

 19 

 20 

9.2  Please provide the expiry date of the last contract and confirm that it would have 21 

been business as usual to acquire this service and to negotiate a new contract. 22 

  23 

Response: 24 

Refer to the response to BCUC IR 1.90.2. 25 

 26 

 27 

 28 
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9.3  Please confirm that FEI does not believe that it could have achieved better terms 1 

under a PBR than without a PBR as was done in 2012. 2 

  3 

Response: 4 

Specifically related to the outsourcing of meter reading services FEI does not believe that is 5 

could have achieved better results under a PBR than without a PBR.  FEI‟s focus in providing 6 

services to customers is to achieve the highest quality of service at the lowest possible cost 7 

regardless of the regulatory mechanism. 8 

 9 

 10 

 11 

9.4  Please provide a list of significant contracts which may come due during the PBR 12 

period and may require reacquisition of the service with an opportunity to 13 

negotiate new terms and please provide for each the annual expenditure 14 

magnitude. 15 

  16 

Response: 17 

For the purpose of defining a significant contract, FEI chose the threshold of contracts issued for 18 

one (1) million dollars annually. Most significant contracts have an initial term with an optional 19 

contract renewal period.. With respect to annual expenditure magnitudes FEI relies on historical 20 

values. Contractual values are estimates and may come in under one (1) million dollars in any 21 

given year based on operational demand.  Please see the table below.  22 

Type of Service 

Number 

of 

Contracts Expiry Periods Value Range* 

Construction Services 

 

  

 

Mains and Services 3 

expiry December 2014 with 1 

option to renew for 24 months  

$3.6 - $15.3 

million 

Paving 2 

annual and May 2014 with 1 

one year renewal option 

$700K - $2.3 

million 

Flagging 1 

expiry June 2015 with 3 one 

year renewal options $848K 

Inline Inspection 1 

expiry November 2013 with 1 

three year renewal option $800K 

Software & Maintenance Agreements 2 

annually and May 2014 with 1 

one year renewal option $1.3-$2.1 million 
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Type of Service 

Number 

of 

Contracts Expiry Periods Value Range* 

Engineering Services 2 

expiry December 2013 with 3 

one year renewal options  $1 - $1.1 million 

Leak Hazard Detection 1 

expiry December 2014 with 2 

one year renewal options $764K 

Telecommunications 3 

expiry September 2013 with 1 

one year renewal option and 

December 2017  $1.1 - $4.5 million 

Meter reading** 1 

expiry December 2015 with 2 

one year renewal options $11 million 

Advertising 1 annually  $2.4 million 

Vegetation Management 1 expiry December 2014 $650K 

Fleet Maintenance 1 

expiry 2017  with 1 one year 

renewal option $8.4 million 

* estimated expenditure based on 

2012 annual spend 

 

  

 ** new contract starting in 2013 

 

  

   1 
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10. Reference:   Exhibit B-1, Page 11 1 

 2 

10.1  Please quantify the savings related to the changes described above as was done 3 

for the new manual meter reading contract. 4 

  5 

Response: 6 

The following are further details of the changes and quantification of the related savings where 7 

possible.  As discussed in the different sections, not all of the savings related to the initiatives 8 

are quantifiable as the resources freed up are reassigned to support other activities.  9 

Additionally, some of the benefits of these initiatives are more focused on improving service 10 

levels and increasing capacity than reducing costs from the bottom-line. 11 

Customer wait time for installation of a new gas service 12 

Reducing the wait time for applications that do not require a permit improves customer service 13 

and positively impacts the productivity of the various departments involved in processing the 14 

applications.  The reduced wait time leads to a decrease in the number of applications that need 15 

to be monitored and updated, with the freed up time reassigned to process other service 16 

applications.  Additionally, the reduced wait time for customers may also result in customers 17 

connecting to the system earlier than otherwise, resulting in more revenues. 18 

The savings from this initiative are difficult to quantify given that it is focused more on improving 19 

customer wait time than reducing costs.  As discussed, the freed up resources are reassigned 20 

to help with processing other applications and therefore do not translate into bottom-line 21 

savings. 22 

On-line self-help Home Energy Calculator 23 

By providing the calculator online, customers are now able to translate their individual appliance 24 

choices and associated energy portfolio into quantifiable monetary impacts through the energy 25 

cost savings output of the calculator.  Customers benefit from having more tools available to 26 

analyze and assess energy options. By providing customers the ability to assess the potential 27 
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impacts of their future energy choices, customers will be better able to choose “the right fuel for 1 

the right use at the right time.”  2 

Meter Exchange process 3 

The increased efficiency with this process change was in two main areas.  First, there is cost 4 

savings associated with a reduced volume of letters being sent to customers as they were 5 

replaced by a live agent phone call.  The cost savings associated with this is approximately 6 

$40,000 annually.  The second area was in call volumes being shifted from peak times to low 7 

volume times.  This reduction occurred because instead of customers calling in response to the 8 

letter, the Contact Center was able to make an outbound call during slower times of the 9 

day.  Because these savings were not a reduction in calls, but instead a shift in the timing of 10 

those calls, the actual cost savings cannot be quantified.   11 

In general, the meter exchange process changes were aimed at improving the customer 12 

experience by reducing customer effort and increasing first contact resolution.  The cost 13 

savings, although not an initial goal of the changes, were an added benefit for customers. 14 

GIS process enhancements 15 

The faster drawing production time is the result of a number of improvement initiatives including 16 

training of staff, standardization of notes and forms used, automation of some routine 17 

processes, and improved drawing management.  All of these changes have led to enhanced 18 

customer service by enabling a reduction in the drawing turnaround time, from four weeks to 19 

two weeks, and allowing for a reduction in the amount of rush work required.  This translates 20 

into approximate savings of $10,000 per year. 21 

Simplification of physical processes with Materials Services 22 

Savings have been achieved by re-evaluating all work functions. This re-evaluation resulted in 23 

certain work functions being spread throughout the group resulting in a more balanced 24 

distribution of work.  Additionally, certain procurement functions were automated which resulted 25 

in less manual intervention when processing purchase orders for inventoried materials. When 26 

requests exceed Supply Chain Services‟ ability, third party suppliers are utilized instead of hiring 27 

more staff.  28 

These business improvements resulted in a reduction of approximately $200,000 in annual 29 

O&M. 30 

Since these savings have already been achieved, they are embedded in the 2013 Projections 31 

included in the Application that form the basis for rate setting for the PBR Period. 32 

 33 

 34 
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 1 

10.2  If the savings have not been quantified please explain why and whether or not 2 

they could be quantified. 3 

  4 

Response: 5 

Please refer to the response to CEC IR 1.10.1. 6 

 7 

 8 

 9 

10.3  Does FEI have a view as to whether or not these savings were material or trivial 10 

and if so please explain how FEI knows? 11 

  12 

Response: 13 

Please refer to the response to CEC IR 1.10.1.  As stated in the Application as quoted in the 14 

preamble to the IR, the examples were of streamlining and enhancement of processes, rather 15 

than dollar savings.  The examples cover different areas of the Company and highlight the 16 

importance to FEI of improving productivity and realizing efficiencies while maintaining a 17 

customer service focus.  Productivity is more than just reducing costs, but is also about 18 

improving customer service and options (i.e. energy calculator example refer to above) and 19 

growing revenues, using  the same amount of resources available. In addition, these examples 20 

provide insight to the inherent challenges (i.e. not easily quantifiable, more focused on 21 

improving service) in tracking and reporting on individual productivity initiatives, as indicated in 22 

the response to CEC IR 1.1.1. 23 

  24 
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11. Reference:   Exhibit B-1, Page 11 1 

 2 

11.1  Please describe how the savings in the BC One Call and Supply Chain Services 3 

processes were achieved. 4 

  5 

Response: 6 

For the BC One Call processes, the savings are achieved through the reduction in ticket 7 

processing time required. The technology stream enhanced and integrated FEI technologies, 8 

and therefore enabled automation for some of the routine and time consuming processes/steps 9 

required in assembling the underground utility information packages required by the information 10 

requestors through BC One Call. 11 

One way that FEI simplified its supply chain processes was by automating the issuance of 12 

purchase orders for contracts with fixed prices, terms and conditions to reduce manual 13 

intervention.  In addition, supply chain automated the workflow for contractors completing capital 14 

projects to reduce manual paperwork and simplify the process for approvals and payment.   15 

Finally, a reduction of data entry was achieved by linking different IT solutions used by 16 

Operations employees to order materials.  17 

 18 

 19 

 20 

11.2  Please quantify the savings achieved by leveraging technology in this BC One 21 

Call process. 22 

  23 

Response: 24 

As indicated on page 175 of Exhibit B-1 Section C3.9.3 Engineering Services and Project 25 

Management Review, the total savings is estimated at $600 thousand per year. 26 

 27 

 28 

 29 

11.3  Please advise whether or not there was a commitment of capital expenditure to a 30 

project to achieve these savings. 31 

  32 
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Response: 1 

Yes. 2 

 3 

 4 

 5 

11.4  Please advise whether or not the Company has a list of significant proposed 6 

opportunities to leverage technology to improve productivity and service and for 7 

each please describe their proposed implementation dates during the 2014 to 8 

2018 time period. 9 

  10 

Response: 11 

As discussed in Exhibit B-1, Application, Section C4.6.4.2, the Company intends on leveraging 12 

technology to improve productivity and service in a variety of ways for several key business 13 

areas throughout the PBR time period.  It intends on driving this change through the list of 14 

Business Technology Transformation programs (the current list of programs has been provided 15 

in Exhibit B-1-1, Appendix C4).  FEI will measure the expected benefits of these changes 16 

through the newly introduced Benefits Management practice as discussed in Exhibit B-1-1, 17 

Appendix C4. 18 

 19 

 20 

 21 

11.5  Please confirm that in addition to any list FEI has that it will continue to identify 22 

opportunities for leveraging technology during the PBR period. 23 

  24 

Response: 25 

This is correct.  FEI will continue to identify opportunities to leverage technology coupled with 26 

business process change and training in order to support productivity improvements and 27 

enhanced customer service.  However, these Business Technology capital requests will be 28 

funded provided that they are supported by a benefits case in accordance with the IT Benefits 29 

Management practice as detailed in Exhibit B-1-1 Appendix C4.  These requests will be 30 

assessed as candidates for execution based on priority within the Business Technology 31 

Portfolio. 32 

  33 
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12. Reference:   Exhibit B-1, Pages 11 & 12 1 

 2 

 3 

12.1  Please quantify the savings benefits of the integration with the electric business. 4 

  5 

Response: 6 

As discussed in Section C3.2 Historical O&M by Department in Exhibit B-1, FEI has achieved a 7 

number of sustainable productivity improvements in recent years of which integration is a 8 

contributor amongst others drivers.  In addition, each department has included a discussion of 9 

the savings achieved.  However, given FEI‟s approach to ensuring accountability for productivity 10 

improvement as described in the response to CEC IR 1.1.1, it has not required departments to 11 

specifically track savings benefits for each of the drivers including that due to integration.  As a 12 

result, FEI does not have a comprehensive list of savings benefits due to integration with the 13 

electric business.   14 

 15 

 16 

 17 

12.2  When did the integration with the electric business begin? 18 

  19 

Response: 20 

The integration efforts of the FortisBC gas and electric businesses started in mid-2010 with the 21 

announcement of a common President and CEO and a common Board of Directors for all of the 22 

FortisBC companies.   23 

 24 

 25 

 26 

 27 

12.3  Please confirm that FEI is under no obligation to achieve savings through 28 

integration with the electric business and that the Commission could not order 29 
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such integration between independent utilities or if the Commission could order 1 

this please explain the Commission jurisdiction to do so. 2 

  3 

Response: 4 

Confirmed.   5 

 6 

 7 

 8 

12.4  Is the full extent of the savings from integration with the electric business 9 

captured now or will there be further opportunities in the 2014 to 2018 period to 10 

achieve additional savings? 11 

  12 

Response: 13 

There may be further opportunities in the 2014 – 2018 period to achieve additional savings.  14 

However, as indicated on page 13 of Exhibit B-1, Section A3-3 Productivity Focus - 2013 and 15 

Onward, future integration opportunities are expected to be more complex and dependent on 16 

the Company‟s ability to overcome some challenges. 17 

Following is an excerpt from page 13 of Exhibit B-1. 18 

 19 

  20 
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13. Reference:   Exhibit B-1, Page 12 1 

 2 

13.1  Please quantify the productivity improvements in HR and break them out 3 

between those that were based on the automated technology implementation 4 

and those that were not. 5 

  6 

Response: 7 

Productivity improvements in HR in 2012 are listed in Table 13.1 below. 8 

Table 13.1:  Productivity Improvements in HR 9 

Productivity Improvement Associated Savings 
Systems / Non-

systems 

Employee Express (automated time-
entry technology) 

$152,000 based on reduction of two 
FTEs (plus additional savings 
recognized through cost avoidance of an 
additional time administrator) 

Systems 

Integration and redefining of roles in 
employee services, employee relations 
and employee development 

$561,000 based on reduction of four 
FTEs 

Non-systems 

 10 

It should also be noted that the HR department has been able to perform additional activities 11 

without increasing its costs. For example, the employee development group has been able to 12 

absorb the associated costs of providing training support to the Customer Service group by 13 

bringing additional knowledge and learning facilitators into the group. In addition, FEI has been 14 

able to provide additional eLearning and talent sourcing support without adding additional staff. 15 

 16 

 17 

 18 

13.2  Please confirm that the automated technology implementation required a capital 19 

investment in the technology project to help achieve the savings. 20 

  21 
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Response: 1 

Capital from the Business Technology Transformation budget was invested in support of 2 

automated technology for HR. Please refer to the response to CEC IR 1.13.1 for more 3 

information about Employee Express. 4 

A breakdown of the investment is found in Table 13.2 below. 5 

Table 13.2: Summary of FEI’s Investment into Employee Express 6 

  

  FEI FEVI TOTAL 

Q-355 EMPLOYEE & 

MANAGER SELF 

SERVE 

CAPEX 637,675.93   71,667.00    709,342.93  

OPEX 20,524.68       20,524.68  

TOTAL 658,200.61   71,667.00    729,867.61  

      
Q-384 / IO 682972 

Employee Express 

Analysis Ph2 

CAPEX 480.72          53.00           533.72  

OPEX 26,421.95       26,421.95  

TOTAL     26,902.67           53.00      26,955.67  

 7 

FEI will have realized the benefits of this investment by 2014. If Employee Express had not 8 

been implemented, FEI would have had to incur annual costs from 2011 and beyond for labour 9 

and administrative costs. 10 

 11 

 12 

 13 

13.3  Please advise as to whether or not there is a list of potential productivity 14 

improvement opportunities in the HR department awaiting future implementation 15 

in the 2014 to 2018 time period and please advise whether or not there is an 16 

assigned estimate of potential savings and if so please provide the quantified 17 

estimates. 18 

  19 

Response: 20 

No, at this time, there are no productivity improvement opportunities within the HR department 21 

that are ready to be implemented.  However, the HR department at FEI is continually looking for 22 

opportunities to improve productivity, while continuing to meet service requirements, at the 23 

lowest reasonable cost. Process improvements at FEI follow an internal review and evaluation 24 

process prior to implementation to ensure the improvement makes prudent business sense.  25 
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 1 

 2 

 3 

13.4  Please confirm that FEI will continue to look for such productivity savings as it 4 

has achieved in the HR department in the future 2014 to 2018 period for both the 5 

HR department and other departments. 6 

  7 

Response: 8 

FEI will continue to look for such productivity savings as it has achieved in the HR department in 9 

the future 2014 to 2018. 10 

  11 
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14. Reference:   Exhibit B-1, Page 13 1 

 2 

14.1  Please provide any estimate, along with appropriate caveats for the estimating 3 

approach, FEI has with respect to the potential savings opportunity the Shared 4 

Services approach may provide in the 2014 to 2018 period. 5 

  6 

Response: 7 

Please note the reference to introduction of a Shared Services cost allocation approach is only 8 

in regards to the choice of the cost allocation approach (i.e. timesheet allocation approach vs. 9 

shared services cost allocation approach based on use of selected cost drivers) .  Therefore, 10 

any potential savings opportunity regarding the implementation of the Shared Services 11 

agreement would be limited to only the administrative and accounting costs associated with 12 

administering the agreement, which would be immaterial (i.e. less than $10 thousand for labour 13 

to administer the agreements). 14 

If the question is referring specifically to potential savings from future integration efforts between 15 

gas and electric, please refer to the response to CEC IR 1.12.4. 16 

  17 
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15. Reference:   Exhibit B-1, Page 14 1 

 2 

15.1  Please explain the nature of the $6 million in savings on the CCE project and 3 

quantify each of the significant reasons for the savings. 4 

  5 

Response: 6 

In a project of this complexity spanning a two year implementation window it is not unusual for 7 

the actual costs to be allocated to different cost categories as project needs change.  The 8 

savings cannot be described in detail at a component level.  The most significant areas of 9 

savings for the project related to internal labour and general consulting costs.  These were 10 

achieved by identifying and retaining key resources throughout the project, which improved 11 

productivity and limited staff turnover. The project was implemented successfully with less staff 12 

than originally budgeted. 13 

 14 

 15 

 16 

15.2  In explaining the nature of the savings please provide an assessment as to 17 

whether or not any of the reduced expenditure compared to the budget related to 18 

deferred implementation of CCE features and functions, which may be developed 19 

or added at a later date but were not needed for the go live date of the successful 20 

completion of the project. 21 

  22 

Response: 23 

None of the savings in the CCE project were the result of the deferral of features and functions 24 

to be developed or added at a later date.  The project delivered all of the functions and features 25 

expected in the initial project scope. 26 

 27 

  28 
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16. Reference:   Exhibit B-1, Pages 14 and 15 1 

 2 

 3 

16.1  Please explain what the impact is on customers and on the shareholder is when 4 

FEI has rates approved based on one assumption with respect to savings 5 

achieved from implementing a capital project such as the CCE project and then 6 

is able to achieve savings at a greater rate than was committed to in the rates 7 

determination process. 8 

  9 

Response: 10 

In general, the impact of operational efficiencies on customers and the shareholder would 11 

depend on what regulatory mechanisms are in place.   12 

Specifically for the operational efficiencies (O&M savings) that are referred to in the preamble 13 

for the CCE Project, the O&M savings in 2012 and 2013 are being returned 100% to customers, 14 

and the shareholder does not benefit. 15 

Under the PBR Proposal, and similar to the 2004 PBR Plan, rates will be set to provide 100% of 16 

the productivity savings to customers.  To the extent the savings are in addition to the savings 17 

embedded in rates, they will be shared equally between customers and the shareholder for the 18 

term of the PBR.  Under a cost of service regime, and absent any deferral mechanism, these 19 

savings would benefit the shareholder until O&M is next rebased. 20 

 21 

 22 

 23 

16.2  In setting a foundation for the future over several years, please provide a list of 24 

the significant further improvement potential and quantify the estimated savings 25 

possibilities for each item, with appropriate caveats for the estimates and please 26 

provide a likely implementation date for the potential improvements. 27 

  28 
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Response: 1 

Specifically for the Customer Service department, over the term of the PBR, FEI will be 2 

evaluating new initiatives to determine the cost-benefit of each.  Two examples of initiatives 3 

being considered are enhancements to the Company‟s customer portal and changes to the 4 

contact center hours of operation.  At this time, the estimated savings and implementation dates 5 

for these initiatives have not been finalized. 6 

  7 
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17. Reference:   Exhibit B-1, Page 15 1 

 2 

17.1  Please explain whether or not the new housing construction capture rate is the 3 

only component of the flattening of the declining customer growth trend and if not 4 

please identify any other factors. 5 

  6 

Response: 7 

For clarity, the capture rate is an after-the fact comparison of gas customer growth against a 8 

larger measure, in this case new housing construction, and in itself does not affect customer 9 

growth. The flattening of the declining customer growth could be due to many factors such as 10 

government policies, building codes and standards, energy and equipment costs, or FEI‟s 11 

continued promotion of the benefits of natural gas.  While FEI is encouraged with the recent 12 

improvement, it is too soon to tell whether there is indeed a reversal of the declining customer 13 

growth trend that will persist in the coming years.  14 

In general, there is greater uptake of natural gas as the preferred fuel choice in single family 15 

dwellings compared to multi-family homes as single family home owners may have more input 16 

deciding the kind of appliances installed in their homes. In contrast, appliances installed in multi-17 

family units are often determined by the builder or developer who is more concerned with 18 

maximizing profits and therefore installs less expensive electric heating infrastructure and 19 

appliances in the units. This is despite the fact that natural gas appliances and equipment for 20 

space heat and hot water currently offer operating cost savings relative to electric appliances, 21 

and would help to lower home energy bills. If further densification of city centers continues to 22 

take place, and more multi-family units are built than single family homes, then FEI will have a 23 

continuing challenge in capturing new customers.  24 

 25 

 26 

 27 

17.2  Please quantify the approximate cost of this marketing effort for new housing 28 

construction and quantify the benefits for all customers of the achievement of a 29 

67% capture rate versus a 61% capture rate over the potential life of the 30 

customer appliances involved. 31 
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  1 

Response: 2 

All marketing costs related to improving capture rates in new construction are within the 3 

approved O&M budgets for the referenced years. No additional expense was incurred. The 4 

impact on the capture rate numbers was achieved by focusing existing sales and marketing 5 

resources on the builder community and demonstrating the features and benefits of natural gas 6 

over competing forms of energy for space and water heating.  7 

While the overall increase represents a relatively small increase in added customers compared 8 

to the overall customer base, the existing customers do benefit from additional throughput and 9 

improved utilization of the natural gas system.  For example, the increase of capture rate from 10 

61% to 67% in 2011 and 2012 respectively represents an increase of 344 new customers.  This 11 

will add new volumes to the system and over time will allow fixed costs to be spread over a 12 

larger volume, all else equal. 13 

 14 

 15 

 16 

17.3  If there are other factors involved in explaining the declining customer growth 17 

trend please quantify those similarly to the quantification requested in the 18 

question above. 19 

  20 

Response: 21 

Please refer to the response to CEC IRs 1.17.1 and 1.17.2. In addition, FEI provides further 22 

elaboration on the factors that contributed to the declining customer growth as below. 23 

Over the past decade there has been a significant increase in the construction of multi-family 24 

dwellings and a corresponding decrease in single family construction. While natural gas 25 

equipment installations in new single family homes have become more challenging due to less 26 

expensive electric equipment, and a general lack of understanding by the home buying public of 27 

the current operating cost advantage natural gas has over electricity, the situation in multifamily 28 

construction is even more acute.  Developers have tended to favour electricity for space and 29 

water heating due to lower equipment and installation costs, and space constraints.  FEI needs 30 

to continue to adapt to trends of this nature. The advent of newer technologies and smaller 31 

appliances such as, for example, instantaneous water heaters, is helping as has customer 32 

demand for natural gas cooking appliances.  However, FEI will need to create market demand 33 

for natural gas appliances and educate the new home buying customers on the benefits of 34 

natural gas, if we are to expect the builders to include natural gas in their plans.  35 
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The new home buyer is often unaware of the current operating cost advantage of natural gas 1 

over electricity, and as such this differential is often not a part of the home buying decision. 2 

Since the new home buyer is not actively asking about natural gas equipment, the builder has 3 

the opportunity to install much less expensive electrical equipment without challenge. FEI must 4 

continue to work closely with the builder developer community to install gas appliances while 5 

also educating the home buying public on the value of natural gas equipment in terms of 6 

comfort, efficiency and operational cost savings. 7 

  8 

 9 

 10 

 11 

17.4  Please explain whether or not changes and improvements such as these and the 12 

related benefits to all customers would be part of the PBR benefits to be shared. 13 

  14 

Response: 15 

Yes, changes and improvements such as those mentioned in the quote would be among the 16 

PBR benefits to be shared.  Since revenues are reforecast annually (and residential/commercial 17 

deliveries use rates are subject to the RSAM) the revenue benefits will, in effect, be flowed 18 

through with the net benefits accruing to ratepayers. 19 

 20 

 21 

 22 

17.5  Please explain whether or not there are additional benefits to be obtained for all 23 

customers through further marketing efforts and or improved performance of the 24 

existing marketing efforts or both. 25 

  26 

Response: 27 

There are additional benefits to be garnered from both further marketing efforts and the ongoing 28 

adjustments to existing marketing efforts. Additional marketing efforts through the forecasted 29 

period are outlined on pages 160 -161 of the Application. Benefits from these efforts would be 30 

an increase in natural gas throughput and conceivably customers‟ average use rates.  31 

Any increases in throughput as compared to the prior year would result in lower rates for all 32 

customers, all else equal.  Within a year, any increases in throughput that result from increases 33 

in use per customer as compared to the forecasted use per customer for residential and 34 

commercial customers will be captured in the RSAM and will flow to customers by way of a rate 35 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 42 

 

rider. All other increases in throughput as compared to forecast within a year will result in higher 1 

revenues that will be shared with customers through the Earnings Sharing Mechanism. 2 

  3 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 43 

 

18. Reference:   Exhibit B-1, Page 15 1 

 2 

 3 

 4 

18.1  Please provide a quantification analysis of the benefits for customers from each 5 

of the described opportunities and provide the appropriate caveats for the 6 

estimations for the ones already achieved and a separate estimate for the 7 

potential to be achieved in the future with appropriate qualifications for the 8 

uncertainty with respect to whether or not they may actually happen. 9 

  10 

Response: 11 

While it is possible to quantify historical results for the referenced initiatives, it is difficult to do 12 

the same for future benefits and would involve making many assumptions. However, the 13 

purpose of the initiatives are all similar, to increase the throughput of natural gas on the FEI 14 

system. The cost structure of FEI‟s distribution system and other rate base components consists 15 

predominantly of fixed costs with small marginal costs attributable to load additions. Those fixed 16 

costs are spread over all of the gas that flows through the system. For incremental GJs of gas 17 

that FEI is able to bring onto the system, the fixed costs are spread over more and more volume 18 

and, all else being equal, will result in lower delivery rates.  19 
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FEI‟s 2014 Cost of Service is forecast at $616 million2 with a forecast volume of 212 PJ3.  1 

Assuming nearly all of FEI‟s cost of service is fixed, dividing $616 by 212 PJ produces an 2 

overall cost of service rate of $2.906 per GJ. If the initiatives referenced increase volume by 5% 3 

the overall impact would be a reduction in this average rate of 4.8% [(2.906 – (616/(212 x 4 

1.05)))/ 2.906]4. However, if the load growth occurs in the large commercial and industrial 5 

classes which have lower delivery rates, the rate reduction for the other rate classes would be 6 

lower.   7 

Therefore, based on the nature of FEI‟s system costs, average total cost will decline as volume 8 

is increased and the costs are spread over these larger volumes. Consequently, these initiatives 9 

are focused on increasing system volume to the benefit of rate payers. 10 

 11 

 12 

 13 

18.2  Please comment on whether or not these sorts of benefits for customers would 14 

be included in the PBR benefits being shared with the Company. 15 

  16 

Response: 17 

Since revenues are reforecast each year, the revenue benefits from new loads added to the 18 

system will flow 100% to customers, as the new loads come on stream and are incorporated 19 

into the demand forecast.  20 

  21 

                                                
2
  Section E, Schedule 4, Line 22, Column 5 

3
  Section E, Schedule 4, Line 4, Column 5 

4
  It is a simplifying assumption that the fixed costs will not increase with added load. While in general 
there is available capacity on the system, large new loads in a particular location on the system may 
require system upgrades to meet their demand.   
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19. Reference:   Exhibit B-1, Page 17 1 

 2 

19.1  Please describe the steps that need to be taken to mitigate these pressures and 3 

discuss whether or not they will be taken during the 2014 to 2018 period. 4 

  5 

Response: 6 

Our existing customers along with potential customers may be unaware of the operating cost 7 

advantage natural gas currently has. Marketing efforts need to be put in place to increase the 8 

awareness of this price advantage as it is critical in offsetting the capital cost of installing new 9 

natural gas equipment compared to electric equipment and justifying the expense with a 10 

reasonable ROI for the customer.  11 

Also, since the cost of installation compared to electric is so dramatic, on certain equipment 12 

such as natural gas water heaters and heating equipment where natural gas equipment can be 13 

three times the cost of comparable electric equipment, marketing initiatives including incentives 14 

need to be created and distributed to those customers willing to convert their equipment to 15 

natural gas as well as builders who would consider natural gas equipment but can‟t currently 16 

justify the installation cost differential.  17 

These marketing and incentive measures will be taken in the 2014-18 period.  18 

 19 

 20 

19.2  Please advise whether or not the related customer benefits of achieving further 21 

mitigation will be part of the PBR benefits to be shared with the Company. 22 

  23 

Response: 24 

Refer to the response to CEC IR 1.17.5. 25 

  26 
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20. Reference:   Exhibit B-1, Page 18 1 

 2 

20.1  Please advise as to whether or not FEI has a quantification of the market 3 

potential for the high carbon fuel switching and if so please provide an estimate 4 

of the customer benefit from achieving each 10% of the potential and provide an 5 

estimate as to when this may be done. 6 

  7 

Response: 8 

FEI has undertaken a preliminary attempt at quantification of the market potential for high 9 

carbon fuel switching. FEI has determined that there are approximately 50,000 dwellings within 10 

100 meters of a gas main who are not yet natural gas customers.  Of these, approximately 15% 11 

or 7500 dwellings are estimated to be using oil or propane.   12 

 13 

 14 

 15 

20.2  Please advise as to whether or not the PBR will include sharing of these potential 16 

benefits. 17 

  18 

Response: 19 

The revenue benefits from the forecast of new customers attaching due to the high carbon fuel 20 

switching program will accrue entirely to ratepayers. Since FEI has been required by the 21 

Commission to treat the incentive and non-incentive program expenditures for high carbon fuel 22 

switching as O&M, these expenses will be included in rates to the extent they are included in 23 

the 2013 O&M base to which the formula is applied.  Similar to the previous 2004 PBR Plan, 24 

rates will be set to provide 100% of the productivity savings to customers.  To the extent the 25 

savings are in addition to the savings embedded in rates, they will be shared equally between 26 

customers and the shareholder for the term of the PBR.  Similarly the capital costs to attach 27 

these customers, such as service lines and meters, are part of the Growth Capital category of 28 

formula-based expenditures.  These costs will attract the same treatment under the PBR as 29 

other Growth Capital (i.e. 50/50 Earnings Sharing of the revenue requirement differences). 30 

  31 
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21. Reference:   Exhibit B1, page 19 1 

 2 

21.1  What measures were deleted from the original scorecard and why? 3 

  4 

Response: 5 

In the 2012 review of the scorecard measures, four measures were retained including Customer 6 

Satisfaction, Regulatory Performance, Net Earnings and Recordable Vehicle Incidents.  Two 7 

new measures, All Injury Frequency Rate (AIFR) and Public Contacts with Pipelines were 8 

added replacing the previous measures of Recordable Injuries and Public Safety.  The new 9 

AIFR measure represented a more comprehensive safety performance indicator by comparing 10 

total medical aids and lost time injuries relative to hours worked (i.e. per 200,000 hours worked), 11 

whereas the previous measure Recordable Injuries reported just the number of injuries.   The 12 

new Public Contacts with Pipelines measure focused on a key aspect of public safety, public 13 

contact with buried pipelines.  The previous Public Safety measure was assessed dependent on 14 

the safety related SQIs.  Three of the previous measures, Base Capital, Credit and Collections 15 

and Wellness were removed from the corporate scorecard and are instead now managed at the 16 

departmental level.  The remaining measure O&M per customer is now incorporated into the 17 

Net Earnings measure. 18 

Please also refer to the response to BCUC IR 1.19,1 for further discussion of the changes to the 19 

scorecard measures. 20 

  21 
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22. Reference:   Exhibit B-1, Page 21 1 

 2 

22.1  Please confirm that the FEI concept for comprehensive productivity 3 

measurement is an aggregate difference between actual expenditures versus 4 

approved expenditures for FEI‟s rates, such as the Table C3-1 contained in 5 

section C3 and including the discussion thereafter identifying sustainable savings 6 

and temporary savings. 7 

  8 

Response: 9 

Not confirmed. 10 

Under FEI‟s PBR proposal, productivity is measured by the proposed productivity factor of 0.5% 11 

per year and any savings realized in addition to the proposed productivity factor.  Similar to the 12 

previous 2004 PBR Plan, any savings achieved to reach the productivity factor embedded in 13 

rates will be realized 100% by customers.  To the extent the savings are in addition to the 14 

savings embedded in rates, they will be shared equally between customers and the shareholder 15 

for the term of the PBR. 16 

Please also refer to the response to CEC IR 1.1.1 for discussion on how accountability for 17 

productivity is achieved at the departmental level. 18 

 19 

 20 

 21 

22.2  Please confirm that while FEI requires departments to maintain or increase 22 

outputs and activity levels while keeping cost increases below inflation on a per 23 

customer basis that FEI chooses not to have measures of cost per unit of outputs 24 

or activities for its departments. 25 

  26 

Response: 27 

Confirmed.   28 
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As discussed on page 21 of Exhibit B-1, FEI‟s proposed productivity improvement factor serves 1 

to provide a comprehensive productivity measurement and ensures a continuous productivity 2 

focus in the organization over the term of the proposed PBR Plan.  As discussed on page 21 of 3 

Exhibit B-1, FEI‟s use of productivity metrics is consistent with that of other utilities.  4 

Please also refer to the response to CEC IR 1.1.1 for discussion on how accountability for 5 

productivity is achieved at the departmental level for FEI.   6 

 7 

 8 

 9 

22.3  Please confirm that FEI does not intend to add productivity improvement to its 10 

Scorecard and intends to stick with the Score Card it has developed to date. 11 

  12 

Response: 13 

FEI does not intend to explicitly add a Productivity Improvement measure to its scorecard.  As 14 

discussed in the response to CEC IR 1.8.1, FEI believes the Financial category on the existing 15 

scorecard incorporates a productivity focus and that the requirement to meet its Productivity 16 

Improvement Factor in its O&M and capital spending will result in a strong focus on productivity 17 

improvement. 18 

FEI currently has no plans to change the existing scorecard.  However, the scorecard may be 19 

changed over the period of the PBR to reflect the priorities of the company. 20 

  21 
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23. Reference:   Exhibit B-1, Page 29 1 

 2 

23.1  Please explain why utilities should need an extra incentive to perform efficiently, 3 

when they are recovering their prudently incurred costs of service and earning a 4 

fair return on their invested capital (ROE). 5 

  6 

Response: 7 

B&V provides the following response.  8 

Efficiencies with longer term economic paybacks are not economic for shareholders when the 9 

payback extends beyond the expected rate case cycle.  Management must exercise its fiduciary 10 

responsibility to shareholders.  If an investment in productivity cannot create a full return of and 11 

on the investment between rate cases, management would cause a loss in earnings from the 12 

investment if it were undertaken.  It is this disincentive to invest in longer term efficiencies that is 13 

overcome under the FEI PBR Plan.  Further, the return granted by the regulatory authority may 14 

not equal the actual market cost of capital.  In that case, there is also no incentive to invest in 15 

efficiencies when system requirements for safety and reliability compete for capital dollars.  16 

Under PBR, effective strategies permit the utility to adjust operations to actually earn the 17 

required market based cost of capital. 18 

 19 

 20 

 21 

23.2  Please explain whether or not FEI expects to have an incentive share of the 22 

regulatory efficiency provided through adoption of the PBR by the Commission. 23 

  24 

Response: 25 

Regulatory efficiency is an inherent benefit of a PBR plan which helps the utility staff to shift 26 

their focus from time and resource-consuming regulatory proceedings to focusing on providing 27 

service to customers and on finding productivity opportunities that may eventually benefit the 28 

company and its customers.  In other words the incentive share of regulatory efficiency is not 29 

separable from other PBR incentives and is embedded in the PBR overall incentives. FEI‟s 30 

proposed earnings sharing mechanism shares all the PBR incentives among FEI and rate 31 

payers on an equal basis. 32 
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Another smaller component of regulatory efficiency pertains to lower costs for hearings, 1 

including Commission hearing costs and intervener funding allowances. These costs are 2 

normally collected in deferral accounts and recovered in rates. Savings during the PBR in this 3 

category will flow 100% to customers through lower amounts being recorded in deferral 4 

accounts.  5 

  6 
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24. Reference:   Exhibit B-1, Page 29 1 

 2 

 3 

24.1  Is there also a challenge that the utility may focus on cost efficiency issues and 4 

under focus on achieving revenue benefits for customers? 5 

  6 

Response: 7 

The incentives under PBR to generate revenues are similar to what they are under Cost of 8 

Service regulation.  Revenues are being reforecast annually under the PBR and treated as a 9 

flow-through component of the Plan.  FEI will retain revenue decoupling via the RSAM for 10 

residential and commercial customers.  In addition, the provincial focus on promoting energy 11 

efficiency and conservation in BC (via policy and legislation) is also an element that tends to 12 

promote reductions in gas use.  With that as background, PBR is focused on improving the 13 

incentives for cost efficiency.   14 

Irrespective of the form of regulation, FEI is pursuing revenue growth opportunities in the natural 15 

gas for transportation sector, as well in the commercial and industrial sectors. These 16 

opportunities have a potential to produce increased throughput that will provide benefits for 17 

existing customers, however the success in these areas is not within FEI‟s control.  As a non-18 

controllable item FEI does not believe incentivizing revenues is appropriate in the PBR 19 

framework.   20 

 21 

 22 

 23 

24.2  Do B&V have anything to say about the interaction between PBR and revenue 24 

type benefits for customers, given that PBR is specifically designed to disconnect 25 

costs from revenues and focus on cost efficiency? 26 

  27 

Response: 28 

Please refer to the response to CEC IR 1.24.1.  While B&V believes that revenue type benefits 29 

can be valuable under a PBR Plan, the specific circumstances of the utility need to be taken into 30 
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consideration in PBR plan design.  In the context of FEI‟s revenue decoupling mechanism and 1 

other extenuating circumstances with respect to revenues the approach taken is reasonable. 2 

 3 

 4 

 5 

24.3  Is there also a challenge with regard to setting a formula which produces a 6 

forecast for future rates that is inappropriately high creating easy opportunities for 7 

the utility to appear to perform? 8 

  9 

Response: 10 

B&V provides the following response.  11 

While setting the elements of the fomulas at appropriate levels is the goal of any PBR Plan, in 12 

the context of the FEI filing, which uses an aggressive positive X-Factor for costs, it is difficult to 13 

imagine how the formula is creating a forecast of future rates that is too high in light of the 14 

industry trend for negative TFP.  Negative TFP would result in even higher rates than those 15 

proposed by FEI. 16 

 17 

 18 

 19 

24.4  Is there also a challenge in setting the test year the PBR is based from too high 20 

again inappropriately creating easy opportunities for the utility to appear to 21 

perform? 22 

  23 

Response: 24 

B&V provides the following response.  25 

Setting the base year appropriately for the PBR formulas to operate from is an important 26 

consideration, among numerous others, in PBR Plan development, In the context of FEI‟s filing, 27 

since the test year is set on the basis of cost of service that is subject to detailed review by all 28 

parties to the rate case, it is unlikely that parties would not thoroughly review the cost of service 29 

basis for the initial Base PBR year. 30 

  31 
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25. Reference:   Exhibit B-1, Page 30 1 

 2 

25.1  Please provide an explanation as to why B&V believe the industry average 3 

efficiency should be considered the appropriate benchmark for setting 4 

productivity targets and enable the utility to earn above its allowed rate of return if 5 

the utility performs above average. 6 

  7 

Response: 8 

B&V provides the following response.  9 

B&V has addressed this issue, in part, in the responses to BCUC IRs 1.5.1, 1.21.2 and 1.21.3.  10 

Also, earning above the allowed return with performance above the industry average may or 11 

may not occur since the formula I-X only reflects the cost side of the earnings equation.  12 

 13 

 14 

 15 

25.2  Please provide a definition of the industry average efficiency and the relevant 16 

metrics B&V were contemplating when they wrote this quoted section. 17 

  18 

Response: 19 

B&V provides the following response.  20 

The quoted section assumes that the industry average TFP is measuring the performance of 21 

costs and that FEI finds efficiencies that allow the Company to be more productive than the 22 

industry average.  It further assumes that the elements of the PBR Plan taken as a whole 23 

provide FEI with a reasonable opportunity to earn the allowed return throughout the regulatory 24 

control period.  It further assumes that the costs associated with the operation of the plan are 25 
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within the budgeted costs for the regulatory process (i.e. no extraordinary litigation costs or 1 

compliance costs associated with the regulatory reporting and monitoring of the Plan).  It also 2 

assumes timely resolution for exogenous cost changes such that FEI is not required to absorb 3 

major cost changes for long periods during the pendency of the Plan.  In general, the statement 4 

requires a positive and productive regulatory process that addresses all of the elements of the 5 

Plan in a consistent fashion with prior practice and without adjusting Plan elements in ways that 6 

create an unworkable Plan with unintended consequences that effectively prevent the 7 

reasonable opportunity to earn the allowed return. 8 

 9 

  10 
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26. Reference:   Exhibit B-1, Page 33 1 

 2 

26.1  Please confirm that a zero percent productivity factor would mean that utility 3 

managements in the ordinary course of business would produce no efficiency 4 

gains and if not please explain what the zero productivity factor proposed by B&V 5 

represents as managements going in capability to perform in the context of a 6 

PBR. 7 

  8 

Response: 9 

B&V cannot confirm that a zero percent productivity factor means no productivity gains.  TFP 10 

does not measure efficiency.  Having a TFP equal to zero means that the change in output 11 

equals the change in input.  Management may actually be very efficient in the context of a PBR 12 

if the X-Factor is zero when TFP for the industry is negative.  As discussed in the evidence, 13 

utilities may be efficient and yet may be below the industry TFP because of factors unique to the 14 

operating environment. 15 

  16 
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27. Reference:   Exhibit B-1, Pages 34 and 38 1 

 2 

 3 

 4 

27.1  Please discuss the „limited capital incentive mechanism‟ that was employed in 5 

the 1998-2001 PBR and compare and contrast the capital incentive mechanisms 6 

that were employed in later PBR structures. 7 

  8 

Response: 9 

In the 1998-2001 PBR Plan the base (i.e. non-CPCN) capital expenditures were divided into 10 

three categories5 as follows: 11 

Category A – Mains, Services and Measurement equipment (i.e. meters and regulators)6 12 

Category B – System Integrity and Reliability (All transmission capital and Integrity-13 

related distribution capital) 14 

Category C – All other capital – e.g. buildings, IT hardware/software and other general 15 

capital. 16 

All three categories were escalated using I-X formulas and there were incentives attached to 17 

Categories A and C, but not to Category B. The Category A incentives were unit cost-based, 18 

based on established target costs ($/metre of main installed, $ per service line and $ per meter 19 

for measurement). The incentive for Category C was based on spending less than an overall 20 

lump sum allowance.  21 

                                                
5
  The 1998-2001 PBR Plan was approved by BCUC Order G-85-97. The negotiated settlement contains 
much more detail on which types of capital fell into Categories A, B and C.  

6
  Category A is not fully synonymous with the current Growth capital category. The key difference is that 
the current Growth capital category includes only the meters and regulators pertaining to customer 
growth while Category A included all measurement–related capital, including both growth and 
meter/regulator replacement capital.     
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The Category A and C incentives were symmetrical in that beating the targets generated a 1 

benefit for the Company while going over the targets created a cost or disincentive for 2 

Company. The annual incentive or disincentive in each year resulted in a notional rate base 3 

increase or decrease that was phased out over three years7. In general FEI missed the unit cost 4 

targets in Category A, although there was more difficulty in meeting the mains and service lines 5 

unit costs while meeting the unit cost for measurement capital was achieved. FEI was able to 6 

come in under the lump sum Category C target cost in some years but overall there was a 7 

capital disincentive in each of the four years of the 1998-2001 PBR.  8 

FEI believes there were several concerns with the capital incentive mechanism in the 1998 PBR 9 

that were improved or rectified in the 2004 PBR and this continues to be the case with the 2014 10 

PBR. 11 

 The capital incentive in the 1998 PBR was limited and the Plan focused more heavily on 12 

O&M productivity. The result was that the 1998 PBR produced positive benefits in terms 13 

of O&M efficiencies but the same success was not achieved in regard to capital.  The 14 

2004 PBR Plan had a better balance between the O&M and capital incentives and FEI 15 

responded by pursuing efficiencies and savings in both areas. 16 

 The differing incentive treatment of Categories A, B and C had some inherent difficulties. 17 

o The unit cost approach for Category A did not function well based on some 18 

unanticipated changes in the actual results. The initial unit costs were based on a 19 

particular mix of urban versus rural and interior versus Lower Mainland activity 20 

which had different underlying costs. As growth activity shifted during the PBR, 21 

the unit costs were negatively affected which led to FEI having to bear a rate 22 

base penalty due to uncontrollable changes in capital requirements.  23 

o Having Categories A and C incentivized but not Category B gave conflicting 24 

signals about the need to pursue capital efficiencies. 25 

 26 
In addition to having a stronger capital incentive than the 1998 PBR, the 2004 PBR also 27 

presented a similar incentive to find efficiencies in all areas of base capital spending.    28 

   29 

 30 

 31 

                                                
7
  The impact of the notional rate base addition/deduction was a return on rate base only. It did not give 
rise to any amortization expense. 
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27.2  Please provide the total actual base capital expenditures for the years 1990 to 1 

2012 (inclusive)  and the equivalent base capital approvals for every year in 2 

which PBR was in effect. 3 

  4 

Response: 5 

Please find the actual base capital expenditures and approvals for the years 1997 through 2012.  6 

Of these years, PBR was in effect for 1998 through 2001 and 2004 through 2009.  FEI is unable 7 

to provide data prior to 1997. 8 

 9 

  10 

HISTORICAL FEI CAPITAL EXPENDITURES ($ THOUSANDS)

1997 1997 1998 1998 1999 1999 2000 2000

Actual Approved Actual Approved Actual Approved Actual Approved

Total Gross Base Capital Expenditures 80,368    71,564    73,213    87,017    82,593    79,500    88,428      87,343     

2001 2001 2002 2002 2003 2003 2004 2004

Actual Approved Actual Approved Actual Approved Actual Approved

Total Gross Base Capital Expenditures 72,778    76,017    72,671    N/A 81,186    87,528    91,644      85,378     

2005 2005 2006 2006 2007 2007 2008 2008

Actual Approved Actual Approved Actual Approved Actual Approved

Total Gross Base Capital Expenditures 95,409    90,611    83,591    97,985    73,158    101,570  89,998      99,660     

2009 2009 2010 2010 2011 2011 2012 2012

Total Gross Base Capital Expenditures Actual Approved Actual Approved Actual Approved Actual Approved

90,968    94,208    86,287    93,511    103,610  93,597    108,421    116,408

Notes:

1. N/A - FEI withdrew the 2002 RRA Application, therefore approved base capital expenditures are not applicable for that year.

2. Base capital expenditures are not available for the years 1994 to 1996.

3. Base Capital Expenditures exclude CPCNs, retirements & CIAC.

4. 2010-2012 Approved figures have been provided for informational purposes only as PBR was not in effect for this period.



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 60 

 

28. Reference:   Exhibit B-1, Page 36 1 

 2 

28.1  Does FEI consider the capital savings variance which it shares with customers to 3 

be costs that are permanently eliminated from FEI‟s rate structure?  4 

  5 

Response: 6 

The savings during the PBR Period are expected to come from permanent reductions, as 7 

opposed to deferrals.  This is consistent with the past experience of PBR.    8 

Appendix D4 to the Application summarized the evidence with respect to deferral of 9 

expenditures during the last PBR period.  The evidence showed that FEI could not identify any 10 

instances of a deferral of capital spending during that time period.  On this basis, FEI concludes 11 

that capital savings achieved during the past PBR period was sustained, and that the same 12 

experience is expected during the PBR period.   13 

 14 

 15 

 16 

28.2  If not, does FEI consider “material savings” to be a have a time factor in terms of 17 

for how long the capital expense must be avoided  in order to be considered a 18 

permanent saving rather than a delayed cost?   19 

  20 

Response: 21 

As stated in the response to CEC IR 1.28.1, the savings during the PBR Period are expected to 22 

come from permanent reductions, as opposed to deferrals.  This is consistent with the past 23 

experience of PBR. 24 

Considering the response to CEC IR 1.28.1 and the information provided in Appendix D4 with 25 

respect to benefits to customers of deferring capital expenditures, FEI does not see significant 26 

value in developing a guideline around the time period that would move a capital item from 27 

being a “deferral” to a “permanent savings” item.  Benefits are generally provided to ratepayers 28 

in either case.  29 

 30 

 31 

 32 
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28.3  If so, please explain for how long FEI would require a capital expense to be 1 

avoided in order to be considered a permanent saving. 2 

  3 

Response: 4 

Please refer to the response to CEC IR 1.28.2. 5 

 6 

 7 

 8 

28.4  Would FEI value a delay in capital expenditures on the basis of a net present 9 

value calculation comparing a later investment to a present day investment?  If 10 

no,  please provide an example of how FEI would calculate the value of a delay 11 

in capital expenditure. 12 

  13 

Response: 14 

This analysis has been provided in Appendix D4, page 2.  The analysis provided in Appendix 15 

D4 assumed an earnings sharing throughout the hypothetical PBR Period.  The analysis did not, 16 

however, incorporate an Efficiency Carryover Mechanism.   17 

 18 

 19 

 20 

28.5  Is FEI able to determine if any given saving is a permanent saving or a deferred 21 

saving? Please explain how FEI determines the longevity of any saving. 22 

  23 

Response: 24 

Please refer to the responses to CEC IRs 1.28.1 through 1.28.4. 25 

 26 

 27 

 28 

28.6  How would FEI recommend that a given saving be tracked as to whether or not it 29 

may be considered permanently eliminated?   Please provide examples. 30 

  31 

Response: 32 

If required to do so, FEI is able to calculate the extent to which ratepayers are benefitting from a 33 

specific capital savings.  However, since capital savings at a minimum provide benefits due to 34 
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the present value benefit, there should be no requirement to provide this information. Please 1 

refer to Appendix D4 where FEI has provided an example of how the analysis would be 2 

completed. 3 

Detailed tracking of individual projects, while possible, is contrary to the intent of developing a 4 

PBR Plan in the first place. A key purpose of PBR is to reduce the burden of regulatory 5 

oversight and to structure formulas and incentive mechanisms in a fashion that aligns the 6 

customer and utility interests. 7 

  8 
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29. Reference:   Exhibit B-1, Application, Page 36 1 

  2 

29.1  Did the SQI benchmarks remain static over the PBR period or did they change 3 

from year to year? 4 

  5 

Response: 6 

The seven SQIs with benchmarks established for 2004-2009 PBR Plan were set at the 7 

beginning of the term and remained unchanged over the PBR period.   8 

 9 

 10 

  11 

29.2   If changing, did FEI pre-establish annual benchmarks or have another 12 

mechanism in place to adjust the benchmarks to the current situation?  Please 13 

explain.  14 

  15 

Response: 16 

Please refer to the response to CEC IR 1.29.1. 17 

  18 
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30. Reference:   Exhibit B-1, Page 35 and Page 47 1 

 2 

 3 

30.1  Why did FEI include the Canadian Bank of Commerce and the Bank of Montreal 4 

as sources of CPI forecast in 2014 when it did not do so in other years? 5 

  6 

Response: 7 

CIBC and BMO are both Canadian Chartered Banks that provide economic forecasts, 8 

specifically in this case, of the BC CPI.  FEI evaluates its forecasting methodologies each year 9 

and adjusts them if it is determined that an improvement can be made.  Since the goal of the 10 

forecast is to obtain the best possible estimate of the BC CPI, then adding more credible data 11 

points to the analysis is an improvement to the estimation process.    12 

    13 

 14 

 15 

 16 

30.2  Did FEI consider any forecasts other than the banks, the Conference Board of 17 

Canada and the BC Ministry of Finance in calculating the non-labour related CPI 18 

Forecast? 19 

  20 
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Response: 1 

No, Table B6-2 includes all forecasts contemplated in calculating the forecast BC CPI.  2 

  3 
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31. Reference:   Exhibit B-1, Page 39 1 

 2 

31.1  Does FEI believe that the PBR plan structures used by Canadian Utilities 3 

represent the best available methodologies for assessing productivity 4 

improvement? 5 

  6 

Response: 7 

The best available PBR structure is one that fits the unique circumstances of the utility and its 8 

regulatory environment.  As noted in the response to BCUC IR 1.6.1, the Canadian plans reflect 9 

different circumstances and different processes.  By selecting elements for the PBR Plan 10 

considering structures used by other Canadian utilities, as well as from FEI‟s own prior 11 

successful PBR Plans, FEI is able to customize a plan that is consistent with its operating and 12 

regulatory environment and builds on prior successes.   13 

 14 

 15 

 16 

31.2  Do either FEI or B&V believe that there can be improvements to the 17 

methodologies proposed by FEI for this proposed PBR mechanism? 18 

  19 

Response: 20 

B&V provides the following response.  21 

PBR Plans by their nature involve forecasts and the one thing we know for certain is that 22 

forecasts will be wrong.  The question then becomes not whether the Plan could be improved 23 

but whether the Plan is the best Plan available given the state of the art and the necessary 24 

assumptions that underlie the Plan methodologies.  In that case, the Plan could not be improved 25 

as it represents the best available information and analysis.  Given the prior FEI and BCUC 26 

experience with successful PBR Plans, it seems reasonable to conclude that the changes from 27 

prior plans represent positive improvements for this Plan and continue the portions of prior 28 

Plans that resulted in successful outcomes. 29 

 30 

 31 
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 1 

31.3  Is FEI familiar with the detailed benchmarking studies available in the utility 2 

industry in general and in the natural gas distribution utility industry in specific? 3 

  4 

Response: 5 

Generally speaking, FEI and B&V have reviewed the economic literature and have also studied 6 

the reports prepared by other consultancy firms for the purpose of the preparation of this PBR 7 

plan. Therefore it is fair to say that we are relatively familiar with the studies that are conducted 8 

in other major Canadian jurisdictions (particularly Ontario and Alberta).  9 

 10 

 11 

 12 

31.4  Has FEI participated in any natural gas detailed benchmarking studies with other 13 

natural gas utilities and if so could those benchmark comparisons be provided? 14 

  15 

Response: 16 

Although FEI does participate from time to time in surveys with other natural gas utilities, FEI is 17 

not aware of those surveys being used as part of a PBR related natural gas detailed 18 

benchmarking study. 19 

 20 

 21 

 22 

31.5  Does FEI believe that detailed benchmarking studies are useful for its 23 

management of its various functions involved in delivering service to its 24 

customers? 25 

  26 

Response: 27 

B&V provides the following response. 28 

Benchmarking studies may be useful for certain functions that are homogeneous across the 29 

industry but one should be cautious in drawing conclusions from them.  Unfortunately these 30 

studies are of little value in addressing many of the operating and maintenance issues related to 31 

delivery service.  This is the case because of a variety of factors that make it difficult to find 32 

comparable companies for a benchmark study.  A few examples illustrate this issue.   33 

First, the mix of urban and suburban customers impacts the cost of maintaining facilities.  In 34 

urban areas, gas facilities are usually in the street whereas suburban facilities are likely to be in 35 
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unpaved easements.  For the urban area the facilities are co-located with a variety of other 1 

services such as water, sewer, telephone, electric and cable. It is often the case that repairs 2 

require hand digging in urban areas.  Thus urban areas are more costly to operate.   3 

Second, individual companies may face a variety of local restrictions related to opening the 4 

streets such as requirements for clean fill meeting certain specifications before repaving the 5 

street while others may make no such requirements.  These restrictions may also include traffic 6 

control, limitations on non-emergency repairs as to hours when streets may be opened and so 7 

forth. 8 

Third, for some utilities all of the transmission related costs are included in gas cost while for 9 

others the cost is in the delivery service because there is no direct pipeline access in the service 10 

area.  Others may have service areas that are so large as to require looping transmission 11 

facilities to maintain adequate capacity for reliability. 12 

Fourth, some utilities may require compression on the delivery system.   13 

Fifth, the prevalence of economies of scale and scope impact the costs of delivery service as 14 

well. 15 

Finally there are issues related to the age of the system, system density, customer mix, the size 16 

distribution of industrial customers and more.   17 

Taken together these issues impact cost benchmarks in ways that provide little useful 18 

information for assessing relative performance.  Again a simple example will illustrate this point.  19 

For larger customers, meters are customized for each installation and the costs may run into 20 

hundreds of thousands of dollars.  If one was studying the cost of industrial meters two utilities 21 

could have the same number of customers and very different meter costs because of the size of 22 

the customers that impacts the cost.  It is also true that other factors such as labor rates can 23 

significantly impact costs across companies and regions. 24 

There are so many considerations that it is difficult to develop sufficient controls for a 25 

benchmark study with a large enough sample to be valid. 26 

  27 
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32. Reference:   Exhibit B-1, Page 43 1 

 2 

Principle #1: 3 

32.1  Please define the FEI view as to what the customer interests are? 4 

  5 

Response: 6 

FEI believes customer interests include receiving innovative, efficient, safe and reliable and cost 7 

effective service from a utility that operates in an environmentally and socially responsible 8 

manner. 9 

 10 

 11 

 12 

32.2  Please define what the utility interests are? 13 

  14 

Response: 15 

The regulatory compact would define the utility‟s interest as being provided with an opportunity 16 

to earn a fair return on and of its invested capital.  FEI would in practical terms, however, define 17 

its interest more broadly as achieving that financial objective, as well as accounting for the 18 

interests of other stakeholders that are key to a successful business.  FEI would phrase its 19 

interest as follows. 20 
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FEI‟s interest and vision is to create value for our customers, employees and shareholders 1 

through leadership in the generation, transmission and delivery of energy, safety, reliability at 2 

the best cost.  To achieve this, FEI focuses on: 3 

1. Exceeding customer expectations through the delivery of innovative, efficient, reliable 4 

service, at the lowest reasonable cost; 5 

2. Providing employees with a safe and healthy workplace that fosters personal growth and 6 

rewards initiative, action and productivity; 7 

3. Operating in an environmentally and socially responsible manner; and 8 

4. Optimizing allowed shareholder return. 9 

 10 

 11 

 12 

32.3  Please discuss whether or not FEI believes that sharing of the benefits of PBR is 13 

a principle on its own or is derived from its views as to the alignment of customer 14 

and utility interests. 15 

  16 

Response: 17 

FEI has expressly included the concept of sharing benefits in Principle 1 as it is closely 18 

interrelated with the alignment of interests (the other aspect of of Princple 1).  19 

FEI believes that there are two types of customer benefits associated with PBR.  First, there is 20 

the benefit of changing the long term cost trajectory for utility operations.  Second, there is the 21 

short term benefit of sharing efficiency gains with customers through provisions in the PBR 22 

Plan.  FEI believes that by sharing the short term benefits of PBR we are in effect aligning the 23 

interests of the customer and the utility. This is the benefit that is tangible for customers and 24 

demonstrates that the innovative, efficient, safe and reliable service provided is done so at the 25 

lowest reasonable cost.  In this respect, the sharing of benefits is associated with the alignment 26 

of interests.   The long term benefit of a lower cost trajectory is just as real but is not tangible for 27 

customers who cannot view the results on the changes caused by the continuous improvement 28 

culture. 29 

 30 

 31 

 32 
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32.4  Please comment on whether or not a key principle for the utility and the customer 1 

sharing a benefit could or should be that the utility demonstrably earn any benefit 2 

it receives from a PBR. 3 

  4 

Response: 5 

B&V states that as a practical matter, the purpose of PBR is to provide market like incentives 6 

and leave the management of the Company to make decisions that lead to benefits measured 7 

by enhanced bottom line earnings.  It is not the purpose to impose the type of additional 8 

regulatory review implied by the need for the utility to demonstrate how the benefits were 9 

earned.   In fact, using this as a standard would effectively reduce the benefits through added 10 

regulatory oversight and thus contradict a fundamental purpose of PBR. 11 

 12 

 13 

 14 

 15 

Principle #2: 16 

32.5  Please define FEI‟s view with respect to what is a reasonable opportunity to 17 

recover its prudently incurred costs. 18 

  19 

Response: 20 

In FEI‟s view a reasonable opportunity to recover prudently incurred costs includes setting rates 21 

for service at levels which produce revenues that cover all of its approved operating costs plus 22 

allows for the return of (depreciation expense and negative salvage) and on its entire allowed 23 

rate base (rate of return).  The return on rate base would be based on the weighted average 24 

cost of capital for an economically efficient and financially sound capital structure recovering the 25 

embedded cost of debt and a market based return on equity. 26 

 27 

 28 

 29 

32.6  Please comment on whether or not a key principle for the utility and the 30 

customers sharing a benefit could or should be that the utility be significantly 31 

challenged to achieve productivity gains beyond normal expectations for utility 32 

management without a PBR. 33 

  34 
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Response: 1 

The elements of the PBR plan should be designed in a way that the utility is best incentivized to 2 

achieve the highest amount of efficiency possible and bring the highest amount of benefit to its 3 

customers through lower long term costs, but equally recognizing that a fundamental obligation 4 

under the regulatory compact is to provide the utility with an opportunity to earn a fair return.   5 

In terms of articulating a key principle relating to productivity, the key principle developed by FEI 6 

relating to efficiency (set out in principle 4) is preferable to a principle that the utility be 7 

significantly challenged to achieve productivity gains beyond normal expectations for utility 8 

management under cost of service regulation.  A utility‟s ability to achieve productivity gains 9 

under PBR depends on how efficiently it had been operating historically.  It is also important to 10 

recognize that as PBR Plans continue over time, the law of diminishing returns sets in and there 11 

are fewer economic opportunities to increase efficiency absent major technological changes.  In 12 

general, if the utility was operating efficiently, then the utility would be challenged to achieve 13 

further productivity gains and vice versa.    14 

Given the obligation to provide an opportunity to earn a fair return, any principle developed to 15 

deal with efficiency or productivity must be read in context of Principle #2 as well. 16 

 17 

 18 

 19 

 20 

Principle #3:  21 

32.7  Please define FEI‟s view with respect to what constitutes unique circumstances 22 

of the utility that are relevant. 23 

  24 

Response: 25 

At any time unique circumstances may vary for the utility itself.  The response to CEC IR 1.31.5 26 

identifies some of the circumstances that matter for a utility as they relate to a PBR Plan related 27 

to O&M related costs.  That list is not exhaustive but provides a flavor of the kinds of issues that 28 

may impact the elements of a PBR Plan.  The OEB identified three different sets of 29 

circumstances for electric distribution providers in its Fourth Generation IR decision. See page 30 

12 and following of Appendix D-1 for a description of the three options.  B&V‟s assessment is 31 

that, by proposing a complete and comprehensive PBR Plan, FEI has addressed the 32 

circumstances it faces that are relevant for its operation. 33 

 34 

 35 
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 1 

32.8  Please comment on whether or not a key principle for the utility and customers 2 

sharing a benefit could or should be whether or not the utility achieves a 3 

significant portion of its unique productivity improvement potential. 4 

  5 

Response: 6 

Such a principle is not required.  Under the comprehensive PBR plan proposed, which 7 

addresses the circumstances FEI faces that are relevant for its operation, FEI is incented to 8 

achieve its productivity improvement potential consistent with the analysis of costs and benefits 9 

for each option implemented by FEI.  At that point, Principle #1 comes in to play; by design, the 10 

benefits achieved under the proposed PBR Plan flow to both customers and shareholders.   11 

 12 

 13 

 14 

 15 

Principle #4: 16 

32.9   Please provide FEI‟s views on whether or not the safe and reliable service and 17 

customer service are the only key metrics to maintain while pursuing efficiency 18 

improvement. 19 

  20 

Response: 21 

In general, providing safe and reliable service and customer service are two key metrics to 22 

maintain while pursuing efficiency improvements under PBR.   In particular, the Service Quality 23 

Indicators outlined in Section B6.6 of the Application represent the specific key metrics to 24 

maintain, and their respective annual targets to be reviewed at the PBR Annual Review, while 25 

pursuing efficiency improvements under PBR. 26 

 27 

 28 

 29 

 30 

Principle #5:  31 

32.10  Please define what FEI means by a PBR that is easy to understand, implement 32 

and administer. 33 

  34 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 74 

 

Response: 1 

The simplicity principle refers to a PBR plan that is not overly complicated, that should reduce 2 

the regulatory burden over time and incentivize the utility to achieve productivity improvements.   3 

The Plan itself should not be overly complex that the administration of the Plan creates 4 

additional regulatory burden to undermine the sought-after regulatory efficiencies.  The potential 5 

to achieve regulatory efficiencies is a benefit of PBR over cost of service regulation when 6 

coupled with the potential for productivity improvements and a lower rate trajectory.  7 

There is some inherent complexity in any PBR plan or rate case.  However, the proposed PBR 8 

plan should be relatively easy to understand, implement and administer compared to other 9 

possible PBR models as it builds on FEI‟s successful 2004-2009 plans, which stakeholders are 10 

familiar with, and focuses the performance incentives on the main areas of controllable costs, 11 

operating and maintenance expenses and capital expenditures, consistent with the 2004 PBR 12 

Plan.   13 

 14 

 15 

 16 

32.11  Please comment on whether or not a key principle of a PBR plan is that it should 17 

be designed to optimize the achievement of benefits for customers at reasonable 18 

costs (earnings for the utility) and should not be shaped by simplicity at the 19 

expense of optimizing the achievement of benefits. 20 

  21 

Response: 22 

Adding such a principle is unnecessary.  Principles relating to efficiency and ease of 23 

understanding are already included in the list.  The elements of the proposed PBR plan 24 

inherently incentivize FEI to achieve its productivity improvement potential to the extent that it is 25 

based on sound economic principles of efficiency and are not shaped by simplicity at the 26 

expense of optimizing the achievement of benefits.   27 

 28 

  29 
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33. Reference:   Exhibit B-1, Page 45 1 

 2 

33.1  Please comment on why a term is needed and why a PBR plan cannot be 3 

designed as an annually rolling forward mechanism with the opportunity to 4 

continuously improve the design. 5 

  6 

Response: 7 

B&V provides the following response.  8 

There are a number of reasons for setting a plan term including: 9 

1. Reducing regulatory costs and regulatory uncertainty. 10 

2. Providing a plan long enough for the utility to implement cost effective efficiency 11 

improvements without adjusting those benefits away as would occur under an annual 12 

mechanism. 13 

3. Providing a more market like price trajectory than typically results from annual reviews. 14 

4. Periodic rebasing of O&M and capital at the end of a fixed PBR term would provide 15 

benefits for customers, as compared to a rolling term that did not involve rebasing. 16 

 17 
Changing the design annually increases the risk for all parties and decreases the incentive 18 

powers of the PBR plan since it would limit the expected return on capital previously invested 19 

during the PBR period to achieve efficiencies over time.   20 

  21 
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34. Reference:   Exhibit B-1, Page 46 1 

 2 

34.1  Please comment on whether or not accepting that inflationary pressure is a key 3 

feature of a PBR plan effectively relieves the utility of dealing with more difficult 4 

productivity and efficiency challenges such as comparing its costs including 5 

wages with least cost benchmarks for performing similar functions or jobs. 6 

  7 

Response: 8 

FEI disagrees with the premise of the question.  Including inflationary measures allows the 9 

company to ensure its cost structure reflects economic conditions that are beyond the control of 10 

FEI and that affect businesses generally.  The AUC correctly acknowledges this issue in its 11 

AUC Decision 2012-237 that the “changes in a company„s input prices due to inflation are not 12 

within its ability to control, although the company may be able to use those inputs more 13 

efficiently than its competitors”8. Therefore there is no contradiction between pursuing the 14 

efficient improvements and minimizing the costs that are within the control of the Company and 15 

adjustment of costs for changes in input prices that are outside of its control.  16 

It is very common, if not universal, to refer to PBR formulas as I-X formulas. This recognizes 17 

that inflation is a central concept in PBR.  In addition, it is cost effectiveness in the utilities‟ 18 

particular circumstances and not “least cost benchmarks” that should be the focus of the 19 

efficiency improvement projects as least cost benchmarks may not even be accessible for a 20 

utility because of the varying local economic, regulatory and legislative conditions specific to 21 

each utility.  By removing inflation, the Company not only is challenged to become more 22 

productive through the X-factor, but without the ability to address the increase in input costs, the 23 

Company may be forced to find cost savings that are beyond efficiency. 24 

 25 

                                                
8
 AUC Decision 2012-237, paragraph 154, page 33. 
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 1 

 2 

34.2  Please comment with respect to how much of the FEI labour cost is locked in to 3 

union agreements and whether or not there are productivity improvement 4 

opportunities to be achieved with the Company‟s unions. 5 

  6 

Response: 7 

This response is being filed confidentially, as it contains information about future collective 8 

bargaining strategy, and should not be disclosed publicly or to representatives of FEI‟s 9 

bargaining units as it will impact FEI in future negotiations. 10 

 11 

 12 

 13 

34.3  Please provide the facts with respect to the FEI union contracts and when they 14 

expire and are open for renegotiation.  15 

  16 

Response: 17 

FEI is party to three different union contracts, which are effective as follows: 18 

 COPE Customer Service (January 1, 2011 to March 31, 2014) 19 

 IBEW 213 (April 1, 2011 to March 31, 2015) 20 

 COPE (April 1, 2012 to March 31, 2015) 21 

 22 
None of these collective agreements are currently open for renegotiation. Under the current 23 

provincial labour legislation, notice to commence collective bargaining may be given anytime 24 

within the four months prior to a collective agreement expiring. 25 

  26 
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35. Reference:  Multiyear Performance Based Rate-Making Mechanism, Exhibit B-1, 1 

Application, Part B, Section 6.2.2.1, Inflation Factor (I Factor) 2 

Proposal, Pages 46 to 48 3 

FEI has proposed as an inflation factor a weighted average of the growth rates of the BC 4 

Average Weekly Earnings (“AWE”) index and the BC-CPI.  Weights are based on the 5 

share of labor in the Company‟s O&M expenses. 6 

35.1  Why is this index more appropriate for capital expenditures than an index based 7 

on the Electric Utility Construction Price Index? 8 

  9 

Response: 10 

B&V provides the following response.  11 

There would be no reason to use the Electric Utility Construction Price Index for capital 12 

expenditures for gas since the two industries have very different capital profiles.  Using the 13 

measure of inflation proposed by FEI represents a reasonable measure from a set of 14 

reasonable measures that are determined transparently by independent sources.   15 

As stated on the Statistics Canada website9, the Electric Utility Construction Price Index 16 

(EUCPI) measures the price change for constructing two types of plants, distribution systems 17 

and transmission lines systems, representing electric utility capital expenditure construction 18 

projects.  19 

The EUCPI is geared towards electric utilities, and therefore was not considered as an index for 20 

FEI‟s proposed PBR.  Generally, a firm‟s inflation rate is compared to that of the broader 21 

economy.  This is consistent with the selection of the BC-CPI, which is a measure of inflation for 22 

the overall BC economy.  However, EUCPI has a narrow focus on electric utilities, which is in 23 

contrast to how a firm should be evaluated. 24 

In addition, the selection of AWE is consistent with that of the Alberta Utilities Commission 25 

recent decision to use AWE as a measure of labor inflation in their PBR implementation. 26 

  27 

                                                
9
  http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ144d-eng.htm  

http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ144d-eng.htm
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36. Reference:   Exhibit B-1, Page 48 1 

 2 

36.1  Did FEI consider other measures than the BC AWE Forecast for determining  3 

labour related inflation?  4 

  5 

Response: 6 

FEI investigated the possibility of using alternative sources of labor-related inflation other than 7 

the BC AWE.  However, an alternative source that represented BC‟s economy-wide labor 8 

inflation is not available, and the BC AWE remains the most appropriate measure of BC labor-9 

related inflation. 10 

 11 

 12 

 13 

36.2  If so, why did FEI decide to use the BC AWE Forecasts? 14 

  15 

Response: 16 

Please refer to the response to CEC IR 1.36.1. 17 

 18 

 19 

 20 

36.3  Please identify any other labour related Forecasts that could be reasonably 21 

considered as relevant and provide the forecasts for the PBR period. 22 

  23 

Response: 24 

Although not considered relevant for this PBR for the reasons listed in response to CEC IR 25 

1.35.1, the percent changes related to the Electric Utility Construction Price Index for the period 26 

2008 – 2012 are summarized in the table below: 27 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 80 

 

Construction price indexes
10

  
(Electric utility) 

 2008 2009 2010 2011 2012 

 
Electric utility 

 
1992=100 

Distribution systems 150.3 151.1 155.1 160.1 161.6 

Transmission line systems 148.8 149.7 150.5 154.0 154.3 

 
% change 

Distribution systems 1.0 0.5 2.6 3.2 0.9 

Transmission line systems 4.3 0.6 0.5 2.3 0.2 

Source: Statistics Canada, CANSIM, table 327-0011 and Catalogue no. 62-007-X. 

Last modified: 2013-04-04. 

 1 

  2 

                                                
10

 http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ144d-eng.htm  

http://www5.statcan.gc.ca/cansim/search-recherche?lang=eng&searchTypeByBalue=1&pattern=327-0011&p2=37
http://www.statcan.gc.ca/bsolc/english/bsolc?catno=62-007-X
http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/econ144d-eng.htm
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37. Reference:   Multiyear Performance Based Rate-Making Mechanism, Exhibit B-1, 1 

Application, Part B, Section 6.2.2.2, X-Factor Estimation, Pages 48 to 2 

53 3 

37.1  On page 50 FEI states that “In some cases, the subjective stretch factors are 4 

much greater than the measured TFP”.  Please provide all examples of this 5 

outcome that you know of. 6 

  7 

Response: 8 

The table below provides examples of cases in which the subjective stretch factor is significantly 9 

greater than the measured TFP.   10 

State Utility Time Case Reference TFP Stretch factor 

MA Berkshire Gas 2004-11 Docket D.T.E. 01-56 0% 1% 

MA NSTAR 2006-12 Docket D.T.E. 05-85 0% 0.5 to 0.75% 

ME Bangor Gas 2000-12 Docket 970795 0% Up to 0.5% 

Ontario Union Gas 2001-2003 RP-1999-0017 1.10% 1.40% 

Ontario* 
OEB‟s 4

th
 

Generation IR 2014-2019 
EB-2010-0379, PEG 

Report  
0.07% to 

0.1% Up to 0.6% 

 * Proposed by the Board‟s consultant 11 

 12 

 13 

 14 

37.2  On page 51 FEI states that “the downward trend in TFP growth is mainly caused 15 

by capital intensive infrastructure replacement programs in both natural gas and 16 

electric utilities, which drive up input costs without increasing output”.  Please 17 

provide a full and complete substantiation for this contention.  Make sure to 18 

explain why this factor was more important than other factors such as rising DSM 19 

expenses and the recession that commenced in 2008. 20 

  21 

Response: 22 

B&V provides the following response.  23 

Please refer to the responses to BCUC IRs 1.36.1, 1.37.1 and 1.40.2 for explanations.  The 24 

recession has no impact on the measure of output used in the TFP study (capacity and 25 

customers) as it would when using throughput.  Rising DSM expenses have less weight in the 26 
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analysis because they are small relative to the total dollars of operating expense and represent 1 

smaller amounts for gas utilities in the study in general. 2 

 3 

 4 

 5 

37.3  On page 51 FEI states that “This declining trend can also be seen as a pattern in 6 

individual jurisdictions. For example, Ontario‟s 3rd Generation Incentive 7 

Regulation (2009-2013) which was based on a TFP study 19 conducted by the 8 

OEB‟s consultant was estimated at 0.72 per cent, while the most recent study 20 9 

prepared by the same consultant for the 4th Generation IR (2014-2018) indicates 10 

a negative 21 TFP growth of -0.05 to -0.03 per cent.”  Please confirm that FEI is 11 

not relying upon the most recent version of this study and that these numbers 12 

have since been adjusted above zero.  Please also confirm that one possible 13 

cause of this decline in TFP is a change in the data source from US electric utility 14 

data to Ontario electric utility data. 15 

  16 

Response: 17 

FEI confirms that a new version of the mentioned report was published by OEB‟s consultant on 18 

Friday May 31st, 2013. The computed TFP values in the new version were increase from -0.05 19 

and -0.03 % to 0.07 and 0.1%.  This increase has no impact on the logic of the statement made 20 

on page 51.  The new values are still significantly lower than the 0.72% TFP value approved for 21 

OEB‟s 3rd Generation IR.  Therefore, FEI‟s position regarding the declining trend of TFP values 22 

since the year 2000 is still supported by the new version of the report. 23 

FEI cannot confirm the claim that one possible cause of this decline in TFP values is a change 24 

of data source from US data to Ontario data (this is not to say that a change of data source 25 

does not have any impact, positive or negative, on the measured TFP). The declining TFP 26 

values are not specific to Ontario or Canada as demonstrated by B&V‟s TFP study which is 27 

completely based on US data. 28 

  29 
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38. Reference:   Exhibit B-1, Page 51 1 

 2 

38.1  Please comment on whether or not this means that an appropriate X factor is 3 

highly dependent on the way capital is managed in the PRB and that if the capital 4 

is disconnected from the operating much higher X factors should be expected. 5 

  6 

Response: 7 

B&V assumes that the question is one of what an X-Factor would be if all capital is treated 8 

outside of the PBR Plan.  While B&V believes the X-Factor would be less negative than found in 9 

the TFP study, we have not prepared any analysis of the level of that factor.  Operating costs 10 

include labor and labor related costs, materials and supplies and rents.  While B&V generally 11 

believes that current labor costs would reflect market conditions and would have positive 12 

productivity, the movement from pay as you go for post retirement benefits to accrual 13 

accounting along with amortizing the prior period liabilities may cause the overall non-capital 14 

related costs to be zero or slightly negative, albeit much less than the TFP values.  The question 15 

is however hypothetical because it does not represent the FEI proposal, which includes capital 16 

as part of the Plan. 17 

  18 
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39. Reference:   Exhibit B-1, Page 53 1 

 2 

39.1  Does this mean that there is nothing FEI can do to improve the cost effectiveness 3 

of the midstream costs customers must pay? 4 

  5 

Response: 6 

Please refer to the response to CEC IR 1.39.3. 7 

 8 

 9 

 10 

39.2  Does this mean that there is nothing FEI can do to improve the cost of the 11 

commodity customers must pay for? 12 

  13 

Response: 14 

Please refer to the response to CEC IR 1.39.3. 15 

 16 

 17 

 18 

39.3  Please explain in some detail what FEI currently does to optimize midstream 19 

costs and control commodity costs for customers. 20 

  21 

Response: 22 

FEI actively manages midstream and commodity requirements on an ongoing basis in order to 23 

ensure an appropriate balance of cost minimization, security, diversity and reliability of supply in 24 

order to meet core customer design peak day and annual demand requirements.  The 25 

Commission has established processes to review FEI‟s gas portfolio, and the gas cost deferral 26 

account balances and gas cost forecasts that are used to determine future commodity and 27 

midstream rates that are separate from the review of FEI‟s delivery rates.  These separate 28 

review processes are important because the gas portfolio reviews and the quarterly gas cost 29 

report reviews are conducted on a more frequent basis than a revenue requirement to set 30 

delivery rates, which may only occur once over a multi-year period.  The midstream and 31 
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commodity costs are generally market based, or, as is the case with contracted transportation 1 

capacity, based on the cost of service of the service provider. 2 

The management of midstream and commodity costs focuses on four broad groups of activities.   3 

First, the Annual Contracting Plan (ACP) develops a gas portfolio that includes a balanced mix 4 

of daily and monthly priced commodity supply supported by a range of storage and 5 

transportation options.  This mix is important to be able to effectively mitigate adverse price 6 

movements and to provide resource flexibility that is needed to reliably serve customers across 7 

a large, geographically diverse footprint.  The ACP is reviewed by the Commission on an annual 8 

basis to ensure it meets its stated objectives, which include cost effectiveness. 9 

Second, FEI contracts for a range of storage and third party transportation capacity options that 10 

are needed to ensure the availability of supply and its movement to FEI‟s system.  FEI attempts 11 

to negotiate favourable terms for storage contracting and the good relationships FEI has with 12 

regional storage operators helps in this regard.  Transportation costs are managed by 13 

contracting for longer terms in order to take advantage of discounted rates. 14 

Third, FEI actively manages variations in daily demand and mitigates costs for customers by 15 

optimizing transportation, storage, and off-system sales when these resources are not needed 16 

by core customers. FEI optimizes these resources by performing trading activities around the 17 

contracted pipeline and storage assets. These trading or mitigation activities generate revenue 18 

that offset overall costs and have contributed significantly to the reduction of gas costs to the 19 

benefit of customers. 20 

Fourth, FEI actively monitors and often participates in regional regulatory and market 21 

developments to help minimize any potential adverse cost impact for customers.   22 

  23 
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40. Reference:   Exhibit B-1, Page 54 1 

 2 

40.1  Please explain why there would not be a forecast of sustainable savings 3 

achieved in 2013 that should carry forward to future years. 4 

  5 

Response: 6 

Table B6-4, page 55, identifies sustainable savings in the amount of $14.670 million.  These 7 

savings were actually generated in the 2012-2013 timeframe. 8 

The reference to sustainable savings on page 54 inadvertently omitted reference to 2013 9 

savings.  FEI will update this page in its next Evidentiary Update. 10 

For an analysis of sustainable savings generated in 2012 please refer to the response to BCUC 11 

IR 1.82.1. 12 

For an analysis of sustainable savings generated in 2013 please refer to the response to BCUC 13 

IR 1.83.1. 14 

 15 

 16 

 17 

40.2  If FEI achieved sustainable savings in 2012 is there an expectation within FEI 18 

that there will be sustainable savings in 2013?  19 

  20 

Response: 21 

Please refer to the response to CEC IR 1.40.1. 22 

  23 
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41. Reference:   Exhibit B-1, Page 56 1 

 2 

41.1  Please identify any other areas (other than Rate 16 O&M) of the Company‟s 3 

operations that are specifically oriented to generating incremental revenue. 4 

  5 

Response: 6 

Of the Company‟s operations, the ES&ER department is oriented towards generating 7 

incremental revenue. While there are other departments in the Company‟s operations that have 8 

revenues embedded in their O&M, for these groups, revenues are primarily related to “cost 9 

recovery” activities.  The ES&ER department focuses on identifying and implementing new 10 

service offerings which bring in incremental revenue. These include RNG, NGT, the 11 

development of new markets for LNG and CNG, such as remote communities the development 12 

of applications for use of LNG and CNG, as well as increases in natural gas throughput from 13 

new large industrial customers. Furthermore, FEI is proposing to introduce an incentive program 14 

in the forecasted period in order to encourage customers to switch to natural gas.  15 

Any incremental revenue generated by the ES&ER department will be captured in delivery 16 

revenue or in other revenue. Such revenue items will be re-forecasted each year, and thereby 17 

customers will receive the benefits of the department‟s efforts in this regard in the following 18 

year.  19 

Furthermore, as described on pages 78-79 of the Application, through the Annual Review 20 

process FEI has proposed that FEI will bring forward any proposals for the funding of 21 

incremental resources in support of load growth initiatives identified during the course of the 22 

PBR period. 23 

  24 
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42. Reference:   Exhibit B-1, Page 56 1 

 2 

42.1  Please provide data with respect to the various O&M categories of costs to 3 

demonstrate which O&M costs are directly and linearly connected to the 4 

customer count and which O&M costs are or can be more fixed and result in 5 

reduced costs per customer as the customer count grows. 6 

  7 

Response: 8 

Customer additions and design day demand forecasts are the key drivers of the O&M and 9 

capital costs incurred by FEI in serving its customers. As existing customers‟ peak load 10 

requirements change along with new customer additions the timing for when new capacity is 11 

needed may be impacted and for when incremental operations and maintenance would be 12 

required. 13 

Costs for billing and meter reading are directly correlated to customer count and will increase as 14 

customer count grows.  Costs for transmission and distribution operations and maintenance are 15 

indirectly related to customer count and will incrementally increase as customer and customer 16 

capacity requirements grow.  The additions of pipeline and system capacity are lumpy 17 

investments that are required as existing capacity is fully utilized or as the existing gas plant 18 

reaches its end of life and must be replaced. 19 

Please refer to the response to CEC IR 1.42.2 below for a discussion of revenue requirement 20 

impacts overall.  It is important to recognize that when customers are added there are both 21 

direct and indirect costs added to the system.  If the prices and technology for providing service 22 

to added customers were the same as the average embedded costs in rates it would be 23 

reasonable to talk about fixed costs that decline with added output.  They are not because 24 

embedded costs are a function of prior period prices and technology.  Costs are added at 25 

today‟s prices and technology that exceed the costs in rates whether it is O&M or capital.  New 26 

customers impact cost at the marginal cost for today not the embedded cost in rates as implicitly 27 

assumed in the question.  If marginal nominal cost exceeds the embedded costs, O&M costs 28 

increase by the nominal marginal cost.  As FEI notes, customer count is a proxy for both 29 

capacity and customers.  This is appropriate for the O&M adjustment because the largest part of 30 

growth in output is related to small customers who can be served with the smallest size of pipe 31 

and the associated costs. 32 
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Administrative costs for Finance, Human Resources, Governance and Corporate Administration 1 

are temporarily fixed and average cost would decline with increasing number of customers.  But 2 

these costs will increase with general inflation from year to year.   3 

The only cost that increases with throughput is odourant which is an extremely small component 4 

of the total O&M.  Own-use gas for compressors and line heaters will increase but only to 5 

support system capacity requirements when needed (in the non-heating season most line 6 

heaters and compressors are shut down).  Own-use gas is a very small portion of the total 7 

revenue requirement. For 2014 the forecast O&M for own-use gas (compressor fuel and line 8 

heater) is $1.5 million which is only 0.1% of the total revenue requirement. 9 

Please also refer to the response to BCPSO IR 1.18.1 for a discussion of cost drivers for 10 

various O&M activities/functions. 11 

 12 

 13 

 14 

42.2  Please provide an explanation of the economic cost structure concepts of 15 

economies of the scale of operation and indicate how they may apply to the 16 

Company when considering O&M per customer concepts. 17 

  18 

Response: 19 

B&V provides the following response.  20 

Economies of scale may be defined as declining long-run average cost curves under the 21 

assumptions of fixed technology and input prices.  Cost curves relate costs to units of output 22 

typically measured as throughput.  As we have shown, throughput is not a relevant measure of 23 

output for delivery service.  Instead, the measure of output is capacity and customers.  Thus, 24 

under the economic definition of economies of scale, cost would decline as the number of 25 

customers and capacity increased for fixed technology and input prices.  Since we are 26 

measuring utility costs over periods when both input prices and technology have changed the 27 

result is an upward shift in the long-run cost curve as the result of adding customers and 28 

capacity even in the presence of economies of scale.  This is always a confusing issue because 29 

the utility industry does benefit from economies of scale in the sense that increasing capacity of 30 

a pipeline from 2-inch to four-inch results in dramatically lower costs per unit of capacity (the 31 

scale economies concept).  However, the revenue requirement would increase overall because 32 

both the first year revenue requirement and the nominal cost of the pipe would likely exceed the 33 

embedded cost of capacity reflected in current rates. 34 

 35 

 36 
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 1 

42.3  Please confirm that in a system where there is a decline in average use per 2 

customer and flat customer growth rates there are a number of capacity issues in 3 

the system that will not be related to customer growth versus a system with 4 

increasing rates of customer growth and flat to increasing use per customer. 5 

  6 

Response: 7 

The question cannot be confirmed or denied.  Given that systems do not experience uniform 8 

load increases or decreases, capacity constraints will move around based on the location on the 9 

system where these changes take effect.  This occurs because even where there is a general 10 

load decrease driven by a decline in use per customer and flat customer growth, this will not 11 

occur equally everywhere on the system.  Additionally, sections of the system still face 12 

significant local growth, like Surrey.  As a result, it is true that a system facing these two 13 

scenarios would have different costs.  It is also true that a system facing these two scenarios 14 

may need to continue to manage issues not related to customer growth.  Further, it is true that 15 

use per customer has no impact on system costs in either case.  The issues for the system 16 

costs are defined by customers and capacity on a design day. 17 

Other factors that can lead to capacity constraints not related to customer growth (e.g. 18 

increases in demand) can include: 19 

 reduction in pipeline Maximum Operating Pressure (MOP) due to class location change; 20 

 relocation of loads within systems without increases in demand (e.g. smaller loads being 21 

replaced by a single larger load); 22 

 changes in gas demand profiles; for example, steady loads changing to more 23 

intermittent higher demands (e.g. peakier); and 24 

 changes in observed minimum pressures at feed points to laterals. 25 

 26 
All of these factors apply to both decreasing and increasing annual consumption on the gas 27 

system. 28 

 29 

 30 

 31 

42.4  Please describe how the customer count reflects multi-family units connected to 32 

the system and explicitly deal with whether the unit is considered one customer 33 

or whether each family unit is considered a customer. 34 

  35 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 91 

 

Response: 1 

Customer count is based on active contracts.  If each unit of a multi-family dwelling has a 2 

separate meter and a customer has contracted for service at each unit, each contract is counted 3 

as an active customer.  A building that is centrally metered would have one contract and be 4 

counted as one customer.  For a more complete discussion of customer count methodology 5 

refer to Appendix E4 of the Application. 6 

  7 
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43. Reference:   Exhibit B-1, Page 59 1 

 2 

 3 

43.1  Does FEI typically provide P90 or P50 estimates of capital expenditures in its 4 

CPCN applications for approval and which level of estimate is used for capital 5 

planning that would be used for the PBR?  6 

  7 

Response: 8 

For clarity, “P90” and “P50” refer to the development of probabilistic cost estimates.  All 9 

estimates inherently incorporate a degree of uncertainty; probabilistic estimating attempts to 10 

quantify this uncertainty by applying analytical techniques to compute – based on known and 11 

assumed project risks – the likeliest project cost for a given level of probability.  In general, this 12 

estimating method is fairly complex and is more suitable for larger, “one-off” projects.  13 

FEI has provided P90 or P50 estimates with some of its CPCN applications.  The South Arm 14 

Fraser River Crossing Project is an example where a Monte Carlo analysis was completed 15 

providing a P90 and P50 estimate of the capital cost.  All cost estimates for CPCN applications 16 

are completed in accordance with Order G-50-10 “2010 Certificate of Public Convenience and 17 

Necessity Application Guidelines” and to a Class 3 degree of accuracy as defined in AACE 18 

International Recommended Practice No. 10S-90, Cost Engineering Terminology (May 20, 19 

2009). 20 

For most ongoing projects, FEI does not employ probabilistic estimating techniques due to the 21 

higher costs that would be incurred (with little offsetting benefit).  Instead, project costs are 22 

typically single-value estimates with a contingency.  This estimating method is straightforward to 23 

apply and relies on professional judgement and historical costs from similar completed projects.  24 

Since the vast majority of FEI capital projects are recurring in nature, this is a cost-effective 25 

method of developing project estimates. The estimates used for capital planning are either to 26 

AACE Class 5 or 4 degree of accuracy depending on the nature and timing of the project.  27 

Regardless, the delivery rates for the PBR Period will be set using the capital formula, and not 28 

the capital estimates that have been provided in this Application.   29 

  30 
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44. Reference:   Exhibit B-1, Page 61 1 

 2 

44.1  Please confirm that it will continue to be the case in 2013 that amounts not spent 3 

will not necessarily represent efficiency or productivity gains but may simply 4 

reflect the fact that expenditures planned were not undertaken and will simply be 5 

undertaken at a later time period. 6 

  7 

Response: 8 

In any given year, there are often variations between actual and forecast levels of capital 9 

activity.  10 

These variations could be due to a variety of reasons.  Some, due to timing, are considered 11 

temporary in nature, while others such as efficiency gains could be considered permanent in 12 

nature.  To the extent that any variation is temporary in nature, it will typically be offset in the 13 

following year. 14 

In 2012, FEI experienced a shortfall in capital expenditure due to timing.  Conversely, FEI is 15 

projecting to catch up for this in 2013. 16 

As stated in the response to CEC IR 1.28.1, at the very least, the prudent deferral of capital 17 

spending from one year to the next creates a present value benefit for customers. 18 

 19 

 20 

 21 

44.2  Please confirm that inefficiency in the capital expenditure implementation 22 

processes of the company could lead to less capital expenditures being 23 

undertaken. 24 

  25 

Response: 26 

FEI is unable to confirm that „inefficiency in the capital expenditure implementation process of 27 

the company could lead to less capital expenditures being undertaken‟.  Inefficiency can lead to 28 

either more or less capital being spent in any given year. 29 

Typically FEI attempts to define levels of capital activity to allow conformity with various 30 

commitments.  These commitments arise from several sources: 31 
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 The General Terms and Conditions set down FEI‟s obligation to attach new customers 1 

and serve existing customers. 2 

 Various codes and regulations obligate FEI to maintain gas assets to prescribed integrity 3 

standards. 4 

 FEI‟s commitment to customer and employee safety drives ongoing levels of capital 5 

spending. 6 

 7 
FEI‟s base capital expenditures reflect these levels of capital activity.  Consider the following 8 

examples: 9 

1. If the capital program is poorly planned, this may lead to inadequate resources to 10 

complete the required work.  This will result in re-planning of work and re-scheduling of 11 

resources.  In the short term this may result in work not being completed.  But 12 

recognizing that the work still needs to be done, any shortfall in a given year is usually 13 

completed in the following year.  In this example, poor planning will lead to higher capital 14 

spending. 15 

2. If the capital program is poorly planned and an inadequate process is in place, this may: 16 

a. Establish the need for overtime to remain on schedule 17 

b. Result in inefficient use of contactors 18 

c. Result in errors being made, that have later to be corrected 19 

 20 
What FEI can confirm is that, if FEI is successful in implementing process improvements and 21 

achieving productivity gains, “efficiency in the capital expenditure implementation processes of 22 

the company could lead to less capital expenditures being undertaken”. 23 

 24 

 25 

 26 

44.3  Please describe all of the types of Sustaining Capital projects the Company 27 

would be expecting to undertake in any given year. 28 

  29 

Response: 30 

The following types of work fall within sustaining capital projects. 31 

Meter Recall / Exchanges 32 

 Replacement of time expired or inaccurate meters 33 
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 Replacement of obsolete regulators 1 

Transmission System Reinforcements 2 

 Replacement or alteration of transmission pipelines 3 

 Installation of additional equipment (e.g. valves, pigging barrels) 4 

 Upgrades to pipeline valves 5 

 Installation of protection of transmission pipelines from natural hazards 6 

 Internal inspection and assessment of transmission pipelines 7 

 Improvements to cathodic protection systems 8 

 Acquisition of additional land rights 9 

 Upgrades to compressor, pressure control or measurement stations 10 

 Upgrades to the LNG plant 11 

 Upgrades to the SCADA system 12 

Distribution System Reinforcements 13 

 Improvements to the cathodic protection systems 14 

 Upgrades to pressure control or measurements stations 15 

 Installation of system improvements to maintain system tail end pressures (i.e. ensure 16 

adequate capacity) 17 

 Upgrades to the SCADA system 18 

Distribution Mains and Service Renewals 19 

 Alterations and replacements of mains and services either due to third party requests or 20 

direction 21 

 Replacement or addition of valves to facilitate operations and emergency response 22 

 Mitigation of hazards affecting service lines or meter sets 23 

 Replacements of mains and services as a result of company initiated renewal to manage 24 

safety and reliability risk 25 
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 Installation of new pressure control stations 1 

 Acquisition of additional land rights (e.g. to correct trespass issues) 2 

 3 

 4 

 5 

44.4 Please identify for Sustaining Capital any metrics (such as meters of pipe 6 

replaced) that would demonstrate a homogeneous project type included in the 7 

Sustaining Capital amounts or clarify that Sustaining Capital projects are each 8 

unique one from another and have no common metrics. 9 

  10 

Response: 11 

Referring to the list of activities provided in the response to CEC IR 1.44.3: 12 

Meter Recall / Exchanges 13 

 The work undertaken in this activity is of a repetitive nature and a cost per meter or 14 

regulator replacement could be established. 15 

Transmission System Reinforcements 16 

 Only for the replacement or alteration of transmission pipelines could one expect to 17 

derive a common metric such as a cost per metre which could be used to estimate the 18 

cost of future work or to review the costs of similar work. However this is complicated by 19 

the fact that FEI operates transmission pipelines of various diameters and in recent 20 

history has not undertaken this work in a significant amount. Most replacements have 21 

been of very short length.  During the next 5 years FEI will be undertaking a number of 22 

replacements of significant length which will be useful in the future for deriving a metric 23 

such as the cost per metre to do such work. 24 

 The other activities within this category are generally non-routine and the scope and 25 

complexity varies from site to site. The variance would be due to such things as the 26 

number of pieces of equipment touched while a station upgrade was being undertaken. 27 

Or in the case of pipeline valve upgrades the size of the pipeline and the location. 28 

Distribution System Reinforcements 29 

 Within this category only from the activity of installing system improvements, could a 30 

metric be derived for the installation cost per meter.  FEI generally does use a cost per 31 

meter derived from past work to estimate the cost of future projects, however it is 32 
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necessary to consider a range of figures due to the geographic location of the work and 1 

the site conditions. 2 

Distribution Mains and Service Renewals 3 

 This is the same as the previous category. 4 

  5 
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45. Reference:   Exhibit B-1, Page 62 1 

 2 

45.1  Please identify in the cost structure for the cost per service line showing the 3 

components of the costs incorporated in the cost structure. 4 

  5 

Response: 6 

The Average Growth Capital per Service Line (Table B6-7) for the 2013 Base is $2,739 and is 7 

broken down into the following three cost components: 8 

 9 

 10 

 11 

 12 

45.2  Please identify those components of the cost structure which are fixed or partially 13 

fixed as opposed to directly variable with the service line addition. 14 

  15 

Response: 16 

Virtually all of the components of the growth capital cost structure are variable, and are a 17 

function of service line additions, which are dependent on gross customer additions.  If there is 18 

no growth in gross customer additions, there are no new mains, no new services and no new 19 

meters. 20 

 21 

 22 

Category

Cost Structure 

($ per Service 

Line 

Addition) %

Mains 828$                 30%

Services 1,643$             60%

Meters 268$                 10%

Total 2,739$             100%
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 1 

45.3  Please provide a historical experience quantitative analysis to show how much of 2 

the cost per service line is for the service line and how much is related to 3 

distribution system extension or additions. 4 

  5 

Response: 6 

This answer responds to CEC IRs 1.45.3 and 1.45.4 7 

The following table consists of three sections: 8 

1. A summary of  historical Growth Capital costs and service line additions from 2010-9 

2012;  10 

2. A summary of historical Growth Capital costs on a per service line dollar basis; and  11 

3. A summary of historical Growth Capital costs with the dollars expressed on a percentage 12 

basis. 13 

 14 

Growth Capital 

Category

2010 Actuals 

($000s)

2011 Actuals 

($000s)

2012 Actuals 

($000s)

2013 Base 

($000s)

2013 Base Less 

Insurance 

&OPEB 

($000s)

Mains 4,538$                4,510$               5,374$                6,783$                6,615$              

Services 13,874$              14,423$             17,423$             13,471$             13,126$            

Meters 1,905$                1,699$               1,403$                2,197$                2,141$              

Total 20,317$              20,632$             24,200$             22,451$             21,882$            

Service Line Additions 9,382 7,958 7,898 7,989 7,989

Growth Capital 

Category

2010 Actuals 

($/service)

2011 Actuals 

($/service)

2012 Actuals 

($/service)

2013 Base 

($/service)

2013 Base Less 

insurance & 

OPEB 

($/service)

Mains 484$                    567$                   680$                   849$                   828$                  

Services 1,479$                1,812$               2,206$                1,686$                1,643$              

Meters 203$                    213$                   178$                   275$                   268$                  

Total 2,166$                2,593$               3,064$                2,810$                2,739$              

Growth Capital 

Category

2010 Actuals 

(%/service)

2011 Actuals 

(%/service)

2012 Actuals 

(%/service)

2013 Base 

(%/service)

2013 Base Less 

insurance & 

OPEB 

(%/service)

Mains 22% 22% 22% 30% 30%

Services 68% 70% 72% 60% 60%

Meters 9% 8% 6% 10% 10%

Total 100% 100% 100% 100% 100%

Historical Cost Structure per Service Line Additions (2010-2012 and 2013 Base)
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 1 

 2 

 3 

45.4  Please provide historical data to show the range of variation  4 

  5 

Response: 6 

Please refer to the response to CEC 1.45.3 for the historical data. 7 

  8 
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46. Reference:   Exhibit B-1, Page 68 1 

 2 

46.1  Please describe for each of the flow through items what the Company does or 3 

can do from time to time to control each of these costs or revenues as they may 4 

impact customer rates. 5 

  6 

Response: 7 

FEI notes that for the flow through items discussed below, there are often components that are 8 

controllable and others that aren‟t.  In most cases, it is the rate component of the expense that 9 

results in the item being deemed uncontrollable, and FEI employs deferral accounts to ensure 10 

the impacts of these rate changes, whether favourable or unfavourable, are appropriately 11 

included in customers‟ rates.   12 

Each of the flow through items are listed below along with a description of what the Company 13 

does to control each of these items to minimize their impact on customer rates. 14 

Interest Expense 15 

FEI has no control over the underlying interest rates that form the basis for its borrowing rates.  16 

FEI regularly meets with and speaks to Debt Capital Markets and Corporate Banking groups of 17 

the Canadian Chartered Banks to discuss the current state of the debt markets relative to FEI‟s 18 

future borrowing needs.  FEI prudently manages its cash flow through its daily treasury 19 

activities, investing excess cash or issuing commercial paper (backed stopped by its term credit 20 

agreement) to meet short-term funding needs.    21 

Return on Equity 22 

FEI‟s cost of capital goes through a separate periodic review by the BCUC, and the rate of 23 

return is set through that process.  Most recently, the BCUC issued its Stage 1 Generic Cost of 24 

Capital Decision on May 10, 2013 and set FEI‟s ROE at 8.75% for 2013 and made it subject to 25 

an Automatic Adjustment Mechanism in 2014 and 2015. 26 

Property Taxes 27 

FEI cannot control the property tax rates that are set by the taxing authorities.  Property Taxes 28 

are generally driven by: 29 

1. assessment and taxation legislation;  30 

2. changes real estate markets; and  31 
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3. changes in commodity and construction prices used to establish rates for most taxable 1 

improvements of utilities. 2 

Measures taken to control costs include: 3 

1. a detailed annual review all property assessments to ensure accuracy.  Negotiate 4 

reductions whenever possible and undertake appeals when warranted;  5 

2. active participation in annual updates to ensure costs are appropriate and market 6 

conditions are accurately reflected in cost manuals and legislated rates;  7 

3. reviewing all tax notices before payment to ensure assessments are reflected accurately 8 

and taxes are appropriate; and   9 

4. Staying abreast of legislative changes and appeal case decisions to ensure compliance.  10 

Income Taxes 11 

FEI cannot control the income tax rates that are set by the provincial and federal government.  12 

As far as the amount of tax, the Company‟s overall goal from a tax perspective is to pay the 13 

minimum amount of tax as required by law.  Tax laws are subject to reasonable but different 14 

interpretations by taxpayers and tax authorities and the Company seeks to ensure it is not only 15 

in compliance with the letter of the tax law but also with the object and spirit of the tax law. 16 

Experienced tax professionals prepare/review the Company‟s tax calculations.  This ensures 17 

beneficial changes to tax laws or administrative policies that may be applicable to the Company 18 

are considered and built into its tax estimates.  The Company‟s tax professionals attend tax 19 

seminars and presentations and regularly review (daily) tax updates issued by public accounting 20 

firms, law firms and tax service providers to keep up to date on changes to tax laws and CRA 21 

administration policies and on changes to GAAP as they may impact taxes. 22 

The Company‟s tax department employees are kept informed about Company activities and 23 

projects through regular meetings to discuss operating and capital spending.  The Company‟s 24 

tax department is consulted directly by the operating groups to review the tax impacts of 25 

business plans and initiatives.  In addition, the tax department seeks to maximize deductibility 26 

through reviewing the timing of when expenditures are deductible for tax purposes, requests 27 

income tax rulings where appropriate, consults with external tax advisors on complex or unusual 28 

issues, and reviews all proposed adjustments that result from tax audits before agreeing to any 29 

reassessments.  The company will appeal any reassessments it believes are incorrect in law or 30 

not in accordance with the object and spirit of the law. 31 
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Pension and OPEB Expenses 1 

The net benefit pension and OPEB expense is determined by a number of assumptions, many 2 

of which (like the rates) the company has limited or no control over.  The assumptions, which 3 

are reviewed on an annual basis, include the discount rate (which is based on Corporate AA 4 

bond yields), the expected return of pension plan assets, the rate of inflation, the rate of 5 

increase in pensionable earnings, the rate of increase in extended health care costs for retired 6 

employees, the rate of increase of MSP premiums, rates of mortality and rates of termination of 7 

employment.  Most of these are outside the control of the company and are either based on 8 

individual employee‟s decisions (like the rates of retirement), based on market conditions (like 9 

the discount rate), and some based on experiences of plan members, like the morality rates of 10 

plan members.  The biggest driver of expense increases in recent years has been discount 11 

rates.  Although FEI works with its unions and employees to review and mitigate impacts to the 12 

extent possible and review its investment returns against other indices, this has a small impact 13 

on the overall expense and as a result, the vast majority of the costs of the defined benefit 14 

pension plans and other post-employment benefits are outside its control.   15 

Insurance Costs 16 

FEI, as part of the Fortis Inc. Group of Companies, participates in the Corporate insurance 17 

program.  The insurance groups at Fortis Inc. and FEI are very experienced and work together 18 

to place the insurance program on a yearly basis with a renewal date of July 1 each year.  The 19 

Fortis insurance group works with its brokerage firm Aon Reed Stenhouse Inc. each year to 20 

provide professional insurance services to the Fortis Group of Companies.  As part of the 21 

process, each year Fortis and Aon assess the insurance market to determine the best course of 22 

action to provide Fortis the broadest coverage at the most competitive rates.  This is 23 

accomplished by continual contact with underwriters capable of insuring the Fortis Group of 24 

Companies‟ risk profile.  Annually, Fortis and Aon provide underwriters with updated 25 

underwriting information (Statement of Values, Loss Control reports etc.) for renewal purposes.  26 

We also attend in person visits with the majority of the markets, in particular, the lead or key 27 

markets on the Fortis program to present the Fortis risk and answer any questions underwriters 28 

may have concerning Fortis.  The Fortis Insurance group meets annually with peer 29 

organizations and Aon to benchmark the Fortis insurance program.  FEI is therefore comfortable 30 

that its current levels of coverage are in line with both its peer group and property and liability 31 

exposure faced by it.  Regardless of these efforts, insurance costs are very difficult to control as 32 

the majority of the impacts to rates are beyond the control of the Fortis Group of Companies.   33 

Depreciation and Amortization 34 

As stated on Page 69 of Exhibit B-1, “Annual depreciation expense will be based on the 35 

approved depreciation rates and the opening plant account balances which include the formula-36 

based capital expenditures as plant additions.”  Therefore, depreciation rates are already 37 
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predetermined, but depreciation expense will be controlled through the inclusion of the capital 1 

expenditures in the formula which includes a productivity factor.  2 

  3 
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47. Reference:   Exhibit B-1, Page 70 and Page 75 1 

 2 

 3 

47.1  Please confirm that in FEI‟s view, the total capital expenditure savings should be 4 

rewarded during the term of the PBR but that only the rate base benefit factor 5 

should be considered in the ECM following the PBR. 6 

  7 

Response: 8 

Not confirmed.  Both during the term of the PBR and as a consideration in the ECM, it is the 9 

revenue requirement impact of the reduced capital expenditure that results in savings to be 10 

shared between the utility and its customers (the ROE that is achieved during the PBR term will 11 

reflect the reduced revenue requirement for capital savings). 12 

During the term of the PBR plan, the actual revenue requirement impact (depreciation, taxes 13 

and financing costs) of the capital expenditure savings relative to the formula-allowed 14 

expenditure levels is the source of the capital-related benefit, while after the five-year term 15 

under the ECM, a fixed percentage (rate base benefit factor) which is representative of the 16 

avoided revenue requirements from the reduced capital expenditures is the source of the 17 

benefit.  18 

In both cases the benefit to customers and FEI‟s amount are each 50% of the total benefit 19 

calculated. 20 

 21 

 22 

 23 
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47.2  Would FEI accept that the „rate base benefit factor‟ is the actual benefit that is 1 

derived from the bulk of capital expenditure savings throughout the term of the 2 

PBR as well as in the Efficiency Carry Over Mechanism?   3 

  4 

Response: 5 

The rate base benefit factor is an approximation of the benefit that is derived from capital 6 

expenditure savings.  Although the actual benefit from capital expenditures savings will depend 7 

on the type of avoided capital expenditure, FEI has analyzed several types of capital 8 

expenditures to determine a reasonable average rate base benefit factor of 15%.  Therefore the 9 

rate base benefit factor may be appropriately considered to be the approximate benefit, not the 10 

actual benefit that is derived from savings in capital expenditures. It should be noted that the 11 

actual benefits from capital expenditure savings during the PBR term and the amounts carried 12 

forward in the ECM through the rate base benefit factor of 15% are both subject to 50/50 13 

sharing through the Earnings Sharing Mechanism.  14 

  15 
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48. Reference:   Exhibit B-1, Page 72 1 

 2 

48.1  Please explain whether or not the Company believes that it should share 50% of 3 

the benefits in all circumstances and explain why. 4 

  5 

Response: 6 

The Company believes it should share 50% of the variances with customers.  According to FEI‟s 7 

proposed PBR plan, variances from the allowed earnings will be shared between FEI and 8 

ratepayers on equal terms.  As discussed in Exhibit B-1, Section B-6.4 of the Application, a 9 

symmetric sharing mechanism is a fair approach for sharing the risks and benefits of the PBR 10 

plan. B&V further articulates the rational for a symmetric earnings sharing mechanism: 11 

“The FEI plan included an earnings sharing mechanism that provided symmetric 12 

protection for all stakeholders. As a matter of regulatory policy, this reduces the risk of 13 

unfavorable outcomes for both FEI and stakeholders. Particularly, the ESM provided 14 

customers with real time benefits if FEI earned above the authorized return and assured 15 

customers that FEI would not be permitted to deteriorate financially such that system 16 

service, safety and reliability would not be compromised.”  17 

 18 
In addition please note that the approved sharing mechanism in 2004 PBR Plan, which received 19 

positive feedback from the stakeholders, was also designed on a 50:50 sharing basis. 20 

 21 

 22 

 23 

48.2  Please comment on whether or not the contribution of investing capital to reduce 24 

operating and maintenance costs deserves some recognition as contributing to 25 

the benefit and therefore result in a different split of benefits say 75%:25%, when 26 

the cost of the capital will be paid for entirely by customers and the Company is 27 

rewarded with an ROE for the capital and the project is undertaken for the 28 

purpose of achieving the reduced operating costs. 29 

  30 
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Response: 1 

FEI believes its proposed treatment of capital and O&M spending variances from the levels 2 

allowed by the PBR formulas and the symmetrical 50/50 ESM mechanism provide a balanced 3 

approach that will encourage FEI to pursue efficiencies that are in the long-term interest of 4 

customers. Under the PBR, capital expenditures that produce O&M savings must be assessed 5 

for their impact on the earnings results and the ESM for both the capital expenditure and the 6 

O&M savings. An incremental capital expenditure at the margin will also affect the ROE and be 7 

subject to earnings sharing. Thus it is not correct to say that customers will pay 100% of the 8 

capital costs in rates.      9 

FEI believes there are other concerns with adopting an ESM that is asymmetric or gives 10 

different treatment to different costs.  Asymmetric sharing mechanisms are unfair and may 11 

distort or lessen the incentive power of the PBR plan. Adopting an approach such as the 12 

example suggested in the question would lead to definitional concerns about whether or not a 13 

particular capital project is undertaken for the purpose of reducing O&M.  In addition, it would be 14 

hard to distinguish between O&M savings that are caused by capital investments included in the 15 

PBR plan (and not by CPCNs for example) and O&M savings that have resulted from other 16 

actions. Therefore due to the practical reasons and also based on diminishing effects of such a 17 

proposal on PBR incentives, FEI is of the opinion that its proposed symmetric 50/50 ESM is 18 

more beneficial to success of the PBR plan. 19 

 20 

 21 

 22 

48.3  Please discuss whether or not the ESM should be considered a bonus for 23 

increased levels of productivity gain and should vary in proportion to the level of 24 

increased efficiency. 25 

  26 

Response: 27 

Characterizing the ESM as a “bonus” for the utility appears to be premised on the assumption 28 

that, absent ESM, the productivity gain would flow to customers and that ESM is providing 29 

something to the shareholder that it would not otherwise receive.  In fact, the opposite is true.  30 

Until rebasing occurs, all productivity gains beyond those included in rates would flow to the 31 

shareholder in the absence of an ESM.  The ESM is something that increases the benefits 32 

flowing to the customer, not vice versa.  The corresponding benefit to the shareholder is that it 33 

reduces downside risk. 34 

In addition to the symmetrical 50/50 earnings sharing approach proposed by FEI, various other 35 

approaches have been proposed and adopted for ESM elsewhere such as no earnings sharing, 36 

asymmetric earnings sharing, earnings sharing outside of a dead-band, increasing percentages 37 
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of earnings sharing at prescribed ROE levels relative to a benchmark and decreasing 1 

percentages of earnings sharing at prescribed ROE levels relative to a benchmark, to name 2 

some.  The last alternative mentioned is similar to the one mentioned in the question. In that 3 

approach to an ESM, smaller percentages of the gains are shared with customers at higher 4 

ROEs above the threshold. This is predicated on the assumption that efficiencies become 5 

successively harder and harder to achieve so the rewards for the utility should be greater for 6 

attaining those harder-to-get efficiencies.   7 

While there may be merits to the various alternative ESM approaches in particular 8 

circumstances FEI believes its proposed approach is appropriate as an element of the 2014 9 

PBR Plan. The 50/50 symmetrical earnings sharing model has been successfully employed in 10 

FEI‟s two previous PBR plans. FEI‟s ESM provides a consistent business case metric for 11 

pursuing additional efficiencies at all levels of ROE achievement (short of reaching the off-12 

ramp). FEI‟s ESM will generate less controversy and regulatory process around the calculation 13 

of earnings sharing than with dead bands or where sharing percentages change at certain ROE 14 

levels.    15 

  16 
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49. Reference:   Exhibit B-1, Page 73 1 

 2 

49.1  Please describe the investment in efficiencies and which party, the shareholder 3 

or the customer pays for any investment made in obtaining efficiencies. 4 

  5 

Response: 6 

Investment in new efficiencies may involve either O&M or capital expenditures that can increase 7 

the productivity through technological, operational and managerial improvements in FEI‟s 8 

activities. For instance, as indicated in section C3.14.3 of the Application, the HR department 9 

was able to offset the need for increased HR services due to the insourcing of the customer 10 

care function through the use of Employee Self-Serve and Manager Self-Serve (ESS/MSS) 11 

programs by investing in self-serve technology in SAP. The total impact of efficiency 12 

improvement projects such as ESS/MSS will bring benefits to FEI‟s customers over the long-13 

term period. For further information please refer to the response to CEC IR 1.2.3. 14 

Whether under Cost of Service or PBR, FEI pays for the costs of these efficiency projects and 15 

recovers the costs over time in rates.  Whether under Cost of Service regulation or PBR, the 16 

utility will only make unforecast investments in efficiency if it can reasonably achieve payback of 17 

its investment before rebasing occurs.  Under Cost of Service, the period in which payback must 18 

be achieved is limited to the test period, usually one or two years.  Under the PBR Plan FEI 19 

must achieve payback on these unforecast investments in efficiency, whether O&M or capital, 20 

within the term of the plan, inclusive of any ECM period. For further information regarding 21 

sharing of costs please refer to the response to BCPSO IR 1.25.1. 22 

 23 

 24 

 25 

49.2  Please discuss the relationship between efficiency projects with varying lengths 26 

of economic payback times and the concept of sharing 50% of reduced costs for 27 

achieving a benefit, including providing and analysis of the tradeoff point at which 28 

sharing a benefit can make a project unprofitable to undertake at all. 29 

  30 
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Response: 1 

The payback period in a particular efficiency project will not be affected by the 50/50 sharing of 2 

the efficiency benefits captured. Since the 50/50 earnings sharing mechanism is symmetrical, 3 

the revenue requirement impact of both the costs and the benefits of the efficiency project or 4 

expenditure will be subject to sharing. The payback period will be the same whether the project 5 

is assessed on a gross basis or after-sharing basis.   6 

  7 
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50. Reference:   Exhibit B-1, Page 75 1 

 2 

50.1  Please discuss for each SQI the percentage of the costs that the company is 3 

proposing to have under PBR which directly affect the SQI measure. 4 

  5 

Response: 6 

The following table summarizes the different proposed SQIs and the costs directly related to the 7 

SQIs.  Of the SQIs proposed, only the direct costs for the emergency response and meter 8 

exchange appointment SQIs are currently tracked and reported in a comparable manner. 9 

For the Customer Service related SQIs which include telephone service factor (emergency and 10 

non-emergency), first contact resolution, billing index and meter reading accuracy, these metrics 11 

collectively represent approximately $45 million of customer service O&M costs.  However, 12 

assignment of costs to the individual SQI measures is difficult to determine as most of the 13 

customer service related metrics also depend on other areas and departments as well.    14 

Performance Measure Indicator 

Annual 

Costs 
% of Total 

Annual Costs 

Emergency response 
time 

Percent of calls responded to 
within one hour 

~$4 million 
(O&M) 

1% 

Meter exchange 
appointment 

Percent of appointments met 
for meter exchanges 

~$28 million 
(O&M and 
Capital) 

 

8% 

Telephone service factor 
(Emergency) 

Percent of emergency calls 
answered within 30 seconds or 
less 

 

n/a 

 

n/a 

Telephone service factor 
(Non Emergency) 

Percent of non-emergency 
calls answered within 30 
seconds or less 

 

n/a 

 

n/a 

First contact resolution Percent of customers who 
achieved call resolution in one 
call 

 

n/a 

 

n/a 

Billing index Measure of customer bills 
produced meeting 
performance criteria 

 

n/a 

 

n/a 
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Performance Measure Indicator 

Annual 

Costs 
% of Total 

Annual Costs 

Meter reading accuracy Number of scheduled meters 
that were read 

n/a n/a 

All injury frequency rate Informational indicator – 3 year 
rolling average of lost time 
injuries plus medical treatment 
injuries per 200,000 hours 
worked 

 

 

n/a 

 

 

n/a 

Public contact with 
pipelines 

Informational indicator – 3 year 
rolling average of number of 
line damages per 1,000 BC 
One Calls received 

See 
emergency 

response SQI 

See 
emergency 

response SQI 

Customer satisfaction 
index 

Informational indicator n/a n/a 

* The definition of total costs include O&M and Capital which totals to approximately $345 million based 1 

on 2013 Projection. 2 

 3 

FEI does not believe it is valid to evaluate the appropriateness and comprehensiveness of the 4 

proposed suite of SQIs based on the percentage of total costs that they represent.  As indicated 5 

in Exhibit B-1, the purpose of the SQIs is to ensure that service quality to our customers is 6 

maintained at acceptable levels throughout the terms of the PBR Period while the company is 7 

encouraged to pursue efficiencies.  The percentage of total costs that the SQIs represent has 8 

no correlation to the importance and determination of the appropriate SQIs to adopt.  Instead, 9 

the proposed SQIs have been selected primarily based on their importance in ensuring a safe 10 

and reliable service while maintaining a customer focus. For instance, although the emergency 11 

response time indicator comprises only a small fraction of the overall operational and capital 12 

expenditure, its importance with regard to customer and employee safety has much greater 13 

magnitude.  14 

  15 
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51. Reference:   Exhibit B-1, Page 76 1 

 2 

51.1  Please provide FEI‟s current results with respect to the SQI. 3 

  4 

Response: 5 

FEI‟s results to June 2013 are provided in the table below. 6 

Performance Measure Indicator Benchmark 
June 2013 

YTD 

Emergency response 
time 

Percent of calls responded to 
within one hour 

95% 97.5% 

Meter exchange 
appointment 

Percent of appointments met 
for meter exchanges 

95% 96.9% 

Telephone service factor 
(Emergency) 

Percent of emergency calls 
answered within 30 seconds or 
less 

95% 95% 

Telephone service factor 
(Non Emergency) 

Percent of non-emergency 
calls answered within 30 
seconds or less 

70% 70.5% 
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Performance Measure Indicator Benchmark 
June 2013 

YTD 

Emergency response 
time 

Percent of calls responded to 
within one hour 

95% 97.5% 

First contact resolution Percent of customers who 
achieved call resolution in one 
call 

78% 81% 

Billing index Measure of customer bills 
produced meeting 
performance criteria 

5 1.92 

Meter reading accuracy Number of scheduled meters 
that were read 

95% 89% 

All injury frequency rate Informational indicator – 3 year 
rolling average of lost time 
injuries plus medical treatment 
injuries per 200,000 hours 
worked 

 2.89 

Public contact with 
pipelines 

Informational indicator – 3 year 
rolling average of number of 
line damages per 1,000 BC 
One Calls received 

 9 

Customer satisfaction 
index 

Informational indicator  8.3 

 1 

 2 

 3 

51.2  Please confirm that FEI‟s proposed SQI would be considered as a minimum 4 

threshold to achieve, but do not reward FEI for making improvements nor 5 

penalize FEI if the threshold is not met. 6 

  7 

Response: 8 

As outlined in Appendix D-7 Service Quality Indicators, Section 2.2 Choice of Benchmarks, the 9 

proposed benchmarks are not to be considered as a minimum threshold to achieve and instead 10 

are reference points against which levels of service quality can be compared.  11 

Please refer to the response to COPE IR 1.7.8 for details of the proposed review process 12 

concerning SQI performance. 13 

FEI also confirms that it is proposing that no reward or penalties be attached to the performance 14 

of the SQIs as part of its proposed PBR plan.  This is consistent with the approach applied to 15 
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natural gas and electric utilities in Alberta and Ontario, the two Canadian jurisdictions most 1 

active in PBR  (reference: Table B5-1 Jurisdictional Comparison). 2 

 3 

 4 

 5 

51.3  Would FEI expect to improve service in the absence of PBR?  Please explain 6 

why or why not. 7 

  8 

Response: 9 

In the absence of a PBR agreement, FEI would still look to improve the performance of the 10 

service quality indicators within the agreed acceptable level of overall cost to our customers as 11 

becoming more customer focused is a key business objective for the Company. 12 

  13 
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52. Reference:   Exhibit B-1, Page 76 and Page 78 1 

 2 

 3 

52.1  How will a „continuous material change to service quality‟ or „sustained serious 4 

degradation of the SQIs‟ be defined and over what period of time would it need to 5 

occur? 6 

 7 
Response: 8 

FEI does not believe that “sustained serious degradation” can be defined in a manner that 9 

would foresee all circumstances.  For example, a fire or other unexpected event might lead to a 10 

short term degradation of certain SQIs. Such a circumstance might not be considered as a 11 

sustained serious degradation while a lesser but persistent long-term degradation of the same 12 

SQIs might be regarded as a sustained serious degradation. 13 

Please refer to the response to CEC IR 1.52.2 for the proposed process to handle a potential 14 

sustained serious degradation of the SQIs. 15 

 16 

 17 

 18 

52.2  Please confirm that in the event an unintended outcome or continuous material 19 

change in service quality was identified it would be up to „stakeholders‟ to 20 

prepare a proposal and advance this to the commission to remediate the 21 

situation? 22 

  23 

Response: 24 

As indicated in the response to COPE IR 1.7.8, as part of the proposed annual and mid-term 25 

assessment review process, the Commission and interveners will have the opportunity to review 26 

and comment on the SQI results.  If there is a material change to service quality identified by 27 

stakeholders, stakeholders will work to identify a change that can address that element and put 28 

it forward to the Commission.  FEI will work co-operatively to ensure compliance with 29 

requirements. 30 
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 1 

 2 

52.3  Please provide an example of how a long term drop is an SQI such as Meter 3 

Reading Accuracy might be resolved and remediated.  Please include how a 4 

drop in the service factor would be identified as continuous and material and by 5 

whom, how it would be determined if it required remediation, who would develop 6 

the remediation plan,  and who would pay for any remediation plans. 7 

  8 

Response: 9 

Through trending analysis, if the number of out-of-tolerance transactions increased significantly 10 

over time, FEI would raise the issue with the meter reading service provider and require that 11 

action be taken to resolve the service performance issue.  12 

Any service issues that were the responsibility of the service provider would be addressed 13 

through the performance standards in the agreement we have in place.  There are also legal 14 

provisions of the agreement which would compel the provider to perform the services in a 15 

professional manner and the provider would be required to develop a remediation plan to 16 

resolve the accuracy issue at their expense.   17 

 18 

 19 

 20 

52.3.1  Would FEI have adjustments to the financial achievements acquired 21 

under the PBR in during the period in which the meter reading accuracy 22 

did not meet the SQI threshold? 23 

  24 

Response: 25 

No.  FEI is not contemplating adjustments to the financial elements of the PBR Plan as the 26 

result of the performance of one (or more) SQIs (i.e. meter reading accuracy) not meeting the 27 

established benchmarks. 28 

Please also refer to the response to COPE IR 1.7.8. 29 

If it is determined there is a sustained serious degradation of the SQIs, a triggering of the off-30 

ramp provision may be warranted but would still not result in an adjustment to the financial 31 

achievements achieved. 32 

  33 
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53. Reference:   Exhibit B-1, Page 82 1 

 2 

53.1  Please provide an analysis of the Commission decisions with respect to the 3 

Company‟s previously filled Revenue Requirement Applications and specifically 4 

identify whether the Commission approved the Company‟s proposed 5 

expenditures for operating and capital expenses as proposed by the Company or 6 

whether the Commission ordered reductions from the levels proposed by the 7 

Company. 8 

  9 

Response: 10 

FEI has recently filed Revenue Requirement Applications (RRAs) for 2010-2011 and for 2012-11 

2013.  Prior to that (2004 to 2009), FEI operated under PBR.   12 

FEI‟s 2010-2011 RRA was determined through a negotiated settlement, including an O&M 13 

reduction of $3.1 million in 2010 and $4.5 million in 2011 (before overheads capitalized) and a 14 

capital reduction of $3 million in each of 2010 and 2011 (not including adjustments for the 15 

CPCN threshold).   16 

While the O&M reductions result in direct reductions to the FEI revenue requirements in those 17 

respective years, the capital reductions served to reduce the total FEI revenue requirement by 18 

approximately $100 thousand in 2010 and by approximately $300 thousand in 2011.  19 

In the 2012-2013 RRA, the Commission ordered reductions of approximately $3.2 million in 20 

2012 and $5.2 million in 2013 related to the FEU‟s operating expenses (before overheads 21 

capitalized), of which FEI‟s portion was close to 100%, directly reducing the FEI revenue 22 

requirements in those respective years. 23 

In regards to FEI capital reductions from the 2012-2013 RRA, $2.9 million of net plant in service 24 

was disallowed for the Olympic Cauldron and a further $400 thousand was disallowed for a 25 

mobile refueling station.  However, factoring in one-time tax impacts in 2012, the total revenue 26 
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requirement impact was negligible for that year.  In 2013, these capital reductions served to 1 

reduce the total FEI revenue requirement by approximately $400 thousand. 2 

 3 

 4 

 5 

53.2  Please identify the percentage reduction adjustment ordered by the Commission 6 

in each case. 7 

  8 

Response: 9 

For the FEI 2010-2011 Revenue Requirement operating expense reductions discussed in the 10 

response to CEC IR 1.53.1, the average of the two years gross O&M reductions was 11 

approximately $3.8 million. The average gross approved O&M for FEI in 2010-2011 was 12 

approximately $211 million, meaning the FEI gross O&M request was reduced an average of 13 

about 1.8 percent due to the NSP.  However, the graph above shows the total delivery revenue 14 

request and not the total O&M request.  The average total approved delivery revenue for FEI in 15 

2010-2011 was $547 million, meaning only approximately 0.7 percent of the non-bypass 16 

delivery revenue was related to the gross O&M reduction. 17 

For the FEI 2010-2011 Revenue Requirement capital reduction discussed in the response to 18 

CEC IR 1.53.1, the average of the two years reduction to FEI revenue requirements is 19 

approximately $200 thousand.  Based on the same average delivery revenue of $547 million 20 

calculated above, this would equate to a 0.04 percent reduction of the non-bypass delivery 21 

revenues. 22 

Using the same logic and calculations for the FEI 2012-2013 Revenue Requirement operating 23 

expense reductions discussed in the response to CEC IR 1.53.1, the average of the two years 24 

gross O&M reductions were approximately $4.2 million. The average gross O&M for FEI in 25 

2012-2013 was approximately $231 million, meaning approximately 1.8 percent of the FEI gross 26 

O&M request was disallowed.  To re-iterate however, the graph above shows the total delivery 27 

revenue request and not the total O&M request.  The average total delivery revenue for FEI in 28 

2012-2013 was approximately $598 million, meaning only approximately 0.7 percent of the non-29 

bypass delivery revenue was reduced by gross O&M disallowed.  30 

For the FEI 2012-2013 Revenue Requirement capital reductions discussed in the response to 31 

CEC IR 1.53.1, the average of the two years reductions to FEI revenue requirements is 32 

approximately $200 thousand.  Based on the same average delivery revenue of $598 million 33 

calculated above for 2012-2013, this would equate to a 0.03 percent reduction of the non-34 

bypass delivery revenues.   35 
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 1 

 2 

 3 

53.3  Please prepare a version of the graph in B-5 with a line adjusted every two years 4 

by the average % reduction approved by the Commission in their decisions on 5 

the Revenue Requirement Applications. 6 

  7 

Response: 8 

FEI disagrees with the implicit assumption that the appropriate comparison is to take FEI‟s high-9 

level forecast cost of service provided in the Application reduced by an assumed percentage 10 

disallowance.  FEI‟s forecast included in the Application is a reasonable high-level forecast, 11 

assumes productivity improvements and, more importantly, cannot reasonably forecast cost 12 

pressures over a five year period.  The O&M and capital included in the delivery rates under 13 

FEI‟s proposal are calculated using the 2012-2013 Approved amounts as a starting point, which 14 

already include the % reductions described in CEC IR 1.53.2 as well as additional productivity 15 

reductions in the case of O&M. 16 

Nonetheless, FEI has provided the requested graph to be responsive to the question.  17 

FEI has provided an updated graph which shows the “Forecast Cost of Service” line adjusted in 18 

2014, 2016 and 2018 to show the 0.73 percent total delivery revenue reduction related to both 19 

O&M and capital disallowances calculated in response to CEC IR 1.53.2 for 2012-2013, and an 20 

additional line to show the 0.74 percent total delivery revenue reduction related to both O&M 21 

and capital disallowances calculated in response to CEC IR 1.53.2 for 2010-2011. Since the two 22 

lines overlap, only one is visible. 23 

The “PBR O&M and Capital Formula” and “Forecast Cost of Service” lines represent the amount 24 

embedded in the July 16, 2013 Evidentiary Update. The “Revenue Cap (AUC Model)” has been 25 

updated to reflect the amounts provided in response to BCUC IR 1.29.1.  26 
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2014-18 Total Delivery Revenue Difference vs. PBR Formula 
Forecast Cost of Service = + $34 million
Revenue Cap (AUC Model) = + $46 million
Forecast Cost of Service - with 2012-2013 disallowances = $20 million
Forecast Cost of Service - with 2010-2011 disallowances = $20 million
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54. Reference:   Exhibit B-1, Page 88 1 

 2 

54.1  Please confirm that the reason there is a positive impact is because the system 3 

has costs that are fixed relative to the factors that can result in increased 4 

throughput. 5 

  6 

Response: 7 

Confirmed. 8 

  9 
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55. Reference:   Exhibit B-1, Page 88 1 

 2 

55.1  Please explain why if the industrial category has seen reductions in numbers of 3 

customers for the last four years that this would not be expected to continue into 4 

the 2014 to 2018 period. 5 

  6 

Response: 7 

Unlike the residential and commercial forecasts, the industrial forecast is not the product of 8 

average UPC and accounts so the actual net industrial additions (whether positive or negative) 9 

are not material to the forecast. The fact that no net additions or reductions are shown in the 10 

forecast is a reflection of the survey methodology. Each current customer is surveyed and is 11 

expected to remain a customer for the duration of the forecast. 12 

 13 

 14 

 15 

55.2  Please describe what happens to customer additions when the BC economy 16 

becomes enmeshed in a recessionary period and provide the quantitative and 17 

graphic history for this related to the previous recession experiences. 18 

  19 

Response: 20 

The recent recession experienced in 2008-2009 resulted in lower than expected customer 21 

additions in both 2008 and 2009 followed by a modest recovery in 2010.  Customer additions 22 

continue to be very modest in 2012, at approximately 50% of the pre-recession level. 23 
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 1 

  2 

 3 

 4 

 5 

55.3  Please describe what will happen with the PBR mechanism if there is a recession 6 

in the 2014 to 2018 period and a similar impact to past experience is felt with 7 

respect to customer additions, including how the PBR forecast will change 8 

dynamically or not as the case may be. 9 

  10 

Response: 11 

With respect to customer additions, the PBR mechanism will not be affected if there is a 12 

recession in the 2014 to 2018 period.  The demand forecast (based on updated customer 13 

addition forecasts) for all rate groups will be recalculated annually at the annual review, with 14 

prior forecasts adjusted to reflect actual experience so any changes such as a future recession 15 

will be picked up in a timely manner. Both the accounts and UPC forecasts are based on the 16 

actuals experienced in the previous year so both positive and negative changes to the economy 17 

are captured quickly. 18 

  19 
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56. Reference:   Exhibit B-1, Page 93 1 

 2 

56.1  Please provide the Percentage shift in UPC caused by the new CIS in 2012. 3 

 4 

Response: 5 

The normalized UPC without the CIS adjustment for the Lower Mainland (as per Exhibit B-1, 6 

Page 93) would have been 97.4 in 2012 which is approximately 1% less than 2012 normalized 7 

actual of 98.6 GJ after the adjustment. 8 

 9 

 10 

 11 

56.2  Would it be fair to say that the percentage shift cause by the new CIS affected 12 

the whole year in 2012 and therefore would be a proxy for adjusting prior data to 13 

make it consistent with the current methodology for counting customers? 14 

  15 

Response: 16 

No.  If a percentage were added to historical UPC values then customer totals would also need 17 

to be adjusted, which would then not correlate to the true recorded actuals. 18 

Rather than make multiple changes to actual historical data, FEI maintained actual measurable 19 

data without any requirement for restating historical data.  20 

Furthermore, as this onetime adjustment increased UPC artificially in 2012, trending analysis 21 

only included data prior to 2012 to prevent the 2012 UPC from adversely affecting the true trend 22 

in UPC. 23 

  24 
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57. Reference:   Exhibit B-1, Page 99 1 

 2 

57.1  Please describe how the rate rider for the RSAM works and specifically address 3 

the period of time over which the variances are recovered from RSAM 4 

customers. 5 

  6 

Response: 7 

The rate rider for the RSAM currently recovers the forecasted ending RSAM balance for the 8 

current year over the following three years.  Specifically, the ending balance of the RSAM and 9 

RSAM interest account are forecasted for the current year. The calculation then takes one-third 10 

of this balance and grosses the amount up for tax purposes, considering the amount is 11 

recovered through a rate rider and the recovery will be net-of-taxed.  The pre-tax amount that 12 

has been calculated is then divided by the forecasted Rate 1, 2, 3 and 23 volumes for the 13 

following year to arrive at an amount per GJ that must be recovered from or returned to 14 

customers. 15 

In this Application, FEI has included the request to change the RSAM recovery period to two 16 

years beginning in 2014. This request can be found in the Application Section D4.2.2. 17 

Additionally, for a numerical example of the 2014 RSAM rider calculation, please see Section E, 18 

Schedule 63 of the Application.    19 

  20 
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58. Reference:   Exhibit B-1, Page 111 and Page 114 1 

 2 

 3 

58.1  Please provide a description of what the impact on customer rates could be if the 4 

Company and the government could increase the use of NGT by double the 5 

current projected levels. 6 

  7 

Response: 8 

For reference, the two tables provided in the IR response were revised in FEI‟s Evidentiary 9 

Update, dated July 16, 2013, marked as Exhibit B-1-3.  However, this response uses the tables 10 

provided above as the reference points. 11 

Doubling the projected levels of NGT sales would nearly double the gross margin collected 12 

through those gas sales. For rate schedule 16, FEI has estimated that the additional throughput 13 

attracts $0.94 per GJ in incremental costs, therefore the net margin collected for each GJ sold 14 

would be $3.1811. For simplicity, FEI has assumed no incremental costs for rate schedules 25.  15 

At a high level, each dollar FEI collects from an NGT Customer is a dollar that FEI would not 16 

have to collect from non-bypass customers.  The table below shows the approximate annual 17 

and cumulative rate impact if FEI were able to double NGT related volumes for the term of the 18 

PBR. 19 

                                                
11

 $3.18 = $4.12 – $0.94, where $4.12 was the Approved Rate Schedule 16 Delivery Rate at the time of 
filing  FEI‟s  Application on June 10 2012, and $0.94 is FEI‟s average incremental costs to produce 1 
GJ of LNG at Tilbury derived from FEI‟s “Application for Approval to Amend Rate Schedule 16 on a 
Permanent Basis” filed with the BCUC on September 12, 2012. 
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 1 

 2 

 3 

 4 

58.2  Please provide a description of what would be required to do achieve increased 5 

use moving to double the 2018 projected level. 6 

  7 

Response: 8 

To achieve large increases in delivery margin, the greatest opportunity for growth exists in Rate 9 

Schedule 16 volumes.  New customers may include trucking, marine and other offroad 10 

applications.  To realistically achieve double the 2018 forecast levels, FEI would first require the 11 

approvals as sought in FEI‟s Application for Amendments to Rate Schedule 16, rather than the 12 

approvals granted in BCUC Order G-88-13.  FEI believes there are significant impediments to 13 

LNG adoption that result from Order G-88-13 including a delivery charge of $6.50/GJ.  If 14 

adoption occurs at a higher pace, FEI will also require new sources of LNG supply incremental 15 

to the liquefaction capacity available from the Tilbury and Mt. Hayes facilities.   16 

Market growth from the CNG trucking sector (Rate Schedule 6P and Rate Schedule 25) could 17 

increase marginally but not to the same degree as LNG due to a lower consumption per unit 18 

demand profile.   19 

 20 

 21 

 22 

58.3  Please confirm the net contribution to customers from the NGT service under the 23 

current rate 16 are as shown in C1-9 and provide the margins that would have 24 

occurred under the rate 16 proposal for which the Company applied for approval. 25 

  26 

Line Particulars Reference 2014 2015 2016 2017 2018 Total

1 Rate 25 Volume supporting Table C1-9 (GJ) Appendix H, Table H-13 400,103        483,734        558,869        633,015        633,015        2,708,735    

2 Rate 16 Volume supporting Table C1-9 (GJ) Appendix H, Table H-14 1,341,319    1,778,349    2,187,326    2,555,744    2,555,744    10,418,481  

3

4 Assuming FEI doubles NGT related volumes

5 Rate 25 Volume incremental to Table C1-9 (GJ) Line 1 400,103        483,734        558,869        633,015        633,015        2,708,735    

6 Rate 25 Delivery Rate ($/GJ) Pre G-75-13, Approved Rate 0.731            0.731            0.731            0.731            0.731            

7 Rate 25 Incremental Margin ($000) Line 5 x Line 6 / 1,000 292                354                409                463                463                1,980            

8

9 Rate 16 Volume incremental to Table C1-9 (GJ) Line 2 1,341,319    1,778,349    2,187,326    2,555,744    2,555,744    10,418,481  

10 Rate 16 Delivery Rate ($/GJ) Pre G-75-13, Approved Rate 4.12               4.12               4.12               4.12               4.12               

11 Rate 16 Incremental Costs 0.94               0.94               0.94               0.94               0.94               

12 Rate 16 Incremental Margin ($000) Line 9 x (Line 10 - Line 11) / 1,000 4,265            5,655            6,956            8,127            8,127            33,131          

13

14 Total Incremental Margin ($000) Line 7 + Line 12 4,558            6,009            7,364            8,590            8,590            35,111          

15 Gross Margin at Existing Rates ($000) Section E and Appendix G1 609,962        632,386        637,227        641,945        645,067        

16 Incremental Rate Decrease from doubling NGT Volumes Line 14 / Line 15 0.7% 1.0% 1.2% 1.3% 1.3% 5.5%

17

18 Note: 5.5% represents the cumulative rate decrease over the term of the PBR if FEI were able to double NGT related volumes
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Response: 1 

Not confirmed. Please refer to the response to BCSEA IR 1.20.2. 2 

 3 

  4 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 131 

 

59. Reference:   Exhibit B-1, Page 117 1 

 2 

59.1  Please provide a description of what FEI is doing and could be doing to increase 3 

the contribution from these other revenue sources. 4 

  5 

Response: 6 

Many of the 2013 and 2014 Other Revenue Components listed in Table C2-1 are recoveries to 7 

offset business costs / charges associated with each item (i.e. Late Payment Charge, 8 

Connection Charge, and NSF Returned Cheque Charges).  These Other Revenue Components 9 

primarily go toward recovery of the processing, servicing and/or implementation costs of these 10 

items.  For a positive balance of recoveries versus cost, FEI reviews processes and procedures 11 

associated with these items on a regular basis to ensure guidelines for appropriate application 12 

and collection of these Other Revenue Components.   13 

Some of the Other Revenue Components such as the FEVI Wheeling Charge and the SCP 14 

Third Party Revenue are revenue sources that FEI receives for the contracting of wheeling 15 

capacity services across the FEI transmission pipeline systems.  16 

The SCP Third Party Revenues, as described within the Application, consist of the revenues 17 

from the firm service capacity held by three parties.  The forecast comprises the Northwest 18 

Natural Gas Co. (NWN) contract that is in effect until October 2020, the firm service capacity 19 

held by the FEI MCRA that the Company is seeking to continue for the duration of the PBR 20 

period, and the Spectra firm service capacity associated with the T-South Enhanced Service 21 

that is anticipated to be extended throughout the PBR period (please also refer to the response 22 

to BCUC IR 1.72.1).  23 

The FEVI Wheeling Charge is an intercompany agreement for the capacity that FEVI has 24 

contracted from FEI to wheel gas across the FEI coastal transmission system from Huntingdon 25 

to the start of the FEVI system at the V1 compressor station at Eagle Mountain.  Increases in 26 
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FEVI Wheeling Charge revenue would come from customer growth opportunities that FEVI is 1 

undertaking on their system and FEVI‟s need to expand their capacity requirements under the 2 

Wheeling Agreement in place between FEI and FEVI.  3 

 4 

 5 

 6 

59.2  Please provide a description of any other potential revenue sources that FEI 7 

might be able to pursue for the benefit of its customers. 8 

  9 

Response: 10 

While the Company remains committed to pursuing other sources of revenue for the benefit of 11 

customers, at this time, the Company is not able provide any new opportunities for other 12 

revenues. 13 

  14 
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60. Reference:   Exhibit B-1, Page 123 1 

 2 

60.1  Please describe for each department that increased cost above the average for 3 

the Company from 2010 to 2013 what significant values were added for 4 

customers, if any. 5 

  6 

Response: 7 

As stated in the response to other IRs, the appropriate basis of comparison for the 2013 8 

Projected O&M is the 2013 Approved O&M.  The 2013 Approved O&M was subject to a full 9 

hearing and the costs that were included in that figure are at an appropriate level to compare 10 

the 2013 Projections (and 2013 Base) that form the basis for the 2014 delivery rates.  The 2010 11 

Actual O&M reflects a different set of accounting classifications between O&M and capital, and 12 

a different set of circumstances than 2013, including some organizational changes that FEI was 13 

not able to restate to be fully comparable. 14 

While FEI does not believe the information requested is helpful, FEI has provided it to be 15 

responsive to the question.  16 

The average increase in costs from 2010 to 2013 is approximately 7% as shown below. 17 
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 1 

 2 
For Operations Support, Environment Health & Safety, Finance & Regulatory Services, and 3 

Governance, the increase in costs is attributed to normal inflation. 4 

Above average increases within the Operations group (Distribution, Transmission and Plant 5 

Operations) were approved within prior Revenue Requirement applications and include: 6 

 labour and benefit inflation,  changing codes and regulations (i.e. right of way signage, 7 

security, competency assessments),  responding to the demographic challenge within 8 

the workforce (i.e. peer training, succession planning, new manager development); 9 

 enhancing service standards  (i.e. enhancements to the estimating process, improving  10 

planner response time to homeowners, developers and municipalities) expansion of 11 

bridge crossing  repairs and valve inspection programs, response to increased gas 12 

odour calls 13 

 enhancing system sustainment and reliability (i.e. development of long term plans 14 

regarding replacement of assets)  15 

 16 

Average Increase in Costs from 2010 to 2013

2010 2013

Actual Projection % Change

Operations 54,444        63,509        17%

Customer Service 1 53,278        41,825        -21%

Energy Solutions & External Relations 14,636        19,215        31%

Energy Supply & Resource Dev 2,075          4,000          93%

Information Technology 17,320        24,217        40%

Engineering Services & PM 13,566        15,456        14%

Operations Support 10,916        11,867        9%

Facilities 7,329          9,249          26%

Environment Health & Safety 2,427          2,681          10%

Finance & Regulatory Services 12,177        13,279        9%

Human Resources 8,823          8,458          -4%

Governance 7,368          7,935          8%

Corporate 2,158          (358)            -117%

206,518      221,333      7%
1  Excludes deferred Customer Service O&M for 2012 Actual and 2013 Projection
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The increase in costs for Energy Solutions & External Relations is discussed in response to 1 

BCUC IR 1.111.2. 2 

The increase in costs for Energy Supply & Resource Development is discussed in Section C3.7 3 

of the Application.  Due to some organizational changes in 2011, the 2010 Actual O&M shown 4 

for Energy Supply & Resource Development is not comparable with the 2013 projected O&M.  5 

The 2010 to 2013 incremental O&M, excluding inflationary increases, shown for Energy Supply 6 

& Resource Development in the above table is primarily the result of inter-departmental O&M 7 

budget transfers that occurred in 2011, and which were discussed in the FEU 2012-2013 RRA.  8 

The restated O&M for Energy Supply & Resource Development would be approximately $1.2 9 

million higher and the restated O&M for Operations would be approximately $1.2 million lower. 10 

The increase in IT costs from 2010 to 2012 is mainly due to the CCE project. The additional IT 11 

operating costs were identified in the CPCN along with the overall benefits of the project. 12 

Above average increases within the Engineering Services and Project Management are 13 

discussed in response to BCUC IR 1.135.4 and approved within prior RRAs.  These costs were 14 

incurred for the maintenance and continuous improvement of engineering and other practices 15 

to: 16 

 Meet changing regulatory requirements (i.e. Oil and Gas Activities Act and Gas Safety 17 

Regulation) and industry standards (i.e. Canadian Standards Association Z662) for 18 

natural gas pipeline and distribution system operators in the province of British 19 

Columbia. 20 

 Enhance asset management practices including establishment and maintenance of the 21 

Long Term Sustainment Plan to ensure that assets continue to meet customer needs 22 

and are not replaced unnecessarily.  23 

 24 
Facilities increases are above the average for the Company primarily due to the addition of the 25 

78,000 square foot of office space for two new contact centres.  The increased funding supports 26 

the costs for the lease and operating and maintenance of the two facilities.   27 

  28 
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61. Reference:   Exhibit B-1, Page 133 1 

 2 

61.1  Is there nothing strategic that can be achieved over the 2014 to 2018 period that 3 

would cause the kinds of cost structure impacts seen during the period 2009 to 4 

2013? 5 

  6 

Response 7 

FEI is not clear on what kind of cost structure impacts CEC is referring to.   8 

Over the period of 2009 through 2013, O&M cost increases averaged 3.7% per year. In 9 

comparison, from 2013 to 2018 under the PBR formula that will be used to set rates (refer to 10 

Table B6-5 in Exhibit B-1), the average increase is 2% per year.   11 

Under the proposed PBR Plan, O&M annual percentage increases will in fact be lower than the 12 

2009 – 2013 period for rate setting purposes.  This provides evidence of FEI‟s plan to control 13 

costs for the benefit of customers. 14 

  15 
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62. Reference:   Exhibit B-1, Page 151 1 

 2 

62.1  Please describe the deferral labour and non-labour as it relates to customer 3 

service O&M. 4 

  5 

Response: 6 

The 2013 projected deferral amount of $10.285 million is described on page 151 of the 7 

Application. 8 

Customer Service realized $7.4 million in O&M savings in 2012, which are deferred in the 9 

Customer Service Variance Deferral Account.  For the 2012 actual deferral of $7.435 million, the 10 

labour portion amounts to $1.959 million and the non-labour portion amounts to $5.476 million.   11 

As stated in the response to BCUC IR 1.96.3, these cost savings are as follows: 12 

 $1.0 million – customer assistance 13 

 $2.7 million – customer billing 14 

 $3.7 million – meter reading 15 

 16 
Cost savings for contact center and customer assistance were achieved due to being able to 17 

reduce temporary staff levels more quickly as staff became more proficient in handling customer 18 

inquiries. Cost savings from customer billing were mainly from lower print and mailing costs and 19 

temporary staffing was reduced faster than anticipated.  Cost savings from meter reading in 20 

2012 were possible due to the extension of shared meter reading costs between electric and 21 

gas meters resulting from delays of BC Hydro‟s smart meter program.   22 

  23 
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63. Reference:   Exhibit B-1, Page 169 1 

 2 

63.1  Please explain the increase in non-labour expense for the IT department and 3 

explain what benefits are expected to be achieved in the Company related to this 4 

increase. 5 

  6 

Response: 7 

Besides the normal inflation for ongoing support and maintenance costs, the increase in non-8 

labour expense is primarily due to the software licensing and support costs for the technologies 9 

associated with the Customer Care Enhancement project.  The benefits of this project were 10 

identified in the CPCN. 11 

  12 
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64. Reference:   Exhibit B-1, Page 175 1 

 2 

64.1  Please explain why the non-labour expense is expected to be relatively flat 3 

through the period 2014 to 2018. 4 

  5 

Response: 6 

As stated on page 175 of Exhibit B-1, with respect to non-labour costs this business area is 7 

forecasting minor cost reductions resulting from the scheduled completion of the standardized 8 

locks and security devices upgrade described in the 2012-2013 RRA. Beyond this, non-labour 9 

cost pressures are expected to be offset by efficiency gains.  This is further described on pages 10 

175 through 177 of the Application.  11 

  12 
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65. Reference:   Exhibit B-1, Page 180 1 

 2 

65.1  Please explain why the non-labour expense is expected to be relatively flat 3 

through the period 2014 to 2018. 4 

  5 

Response: 6 

Operations Support‟s O&M non-labour costs are driven by codes, regulations and system 7 

reliability requirements identified both internally and in support of maintenance activities of both 8 

the Operations department and Customer Service billing operations.  As such, any change in 9 

regulatory requirements, industry standards or internal standards that significantly influences 10 

Operations Supports may have a direct impact on the funding required on non-labour costs. 11 

The non-labour expenses are relatively flat from 2014-2018 since no changes in codes, 12 

regulations, and internal requirements have been identified at this time which would significantly 13 

impact Operations Support‟s non-labour costs beyond incremental network fees for AMR 14 

service to large commercial and industrial customers and inflationary pressures as identified on 15 

page 180 of the Application. 16 

  17 
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66. Reference:   Exhibit B-1, Pages 182 and 183 1 

 2 

 3 

66.1  The increase in non-labour costs in the period 2010 to 2013 was to provide for 4 

new contact centres and the level of expenditure in maintained and increase. 5 

Please explain whether or not the two new centres are leased and these are the 6 

ongoing lease costs or whether there is some other explanation. 7 

  8 

Response: 9 

Of the two new contact centres, the Prince George Contact Centre is owned and the Willingdon 10 

Contact Centre is leased.  The increases in non-labour costs in 2012 are primarily driven by the 11 

addition of these two facilities.  The costs for these facilities include the lease cost of the 12 

Willingdon Contact Centre and other costs to support the operations and maintenance of the 13 

two facilities such as janitorial, landscaping, security, snow removal, Heating/Ventilation/Air 14 

Conditioning maintenance, heat, light, natural gas, stationary, courier and postage.   15 

  16 
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67. Reference:   Exhibit B-1, Page 186 1 

 2 

67.1  Please explain why the non-labour costs were relatively flat from 2010 to 2013. 3 

  4 

Response: 5 

Workplans for the EH&S department are comprised of several ongoing areas of focus that 6 

attract non-labour costs. Changing or new regulatory requirements often require evaluation by 7 

external consultants with unique subject matter expertise; the subsequent operational 8 

integration of any new requirements must be ensured. As the scope of work has increased, the 9 

EH&S group, with increased expertise due to the integration of the utility divisions, has been 10 

able to efficiently manage scope increases as required, resulting in non-labour costs being 11 

relatively flat from 2010 to 2013. 12 

  13 
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68. Reference:   Exhibit B-1, Page 192 1 

 2 

68.1  Please explain why the non-labour component is relatively flat for 2014 to 2018. 3 

  4 

Response: 5 

For the non-labour component, the Finance and Regulatory department is not forecasting any 6 

major pressures except for general inflation. 7 

  8 
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69. Reference:   Exhibit B-1, Page 198 1 

 2 

69.1  Please explain how the Governance costs have managed to be held relatively 3 

flat over the 2010 to 2013 timeframe. 4 

  5 

Response: 6 

The Governance Department has been able to use existing resources to meet the functions as 7 

described in Section C3.15.1 of the Application. 8 

  9 
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70. Reference:   Exhibit B-1, Page 209 1 

 2 

70.1  Please provide the FEI actual cost per kilometer versus estimated. 3 

  4 

Response: 5 

FEI is not able to provide data that is comparable to the one presented in Figure C4-1, page 209 6 

for the US Natural Gas Pipeline due to the following reasons: 7 

 FEI operates transmission pipelines of various diameters and in recent history has not 8 

undertaken this work in a significant amount. 9 

 Most of the transmission pipeline work consists of pipeline replacements that have been 10 

of very short length. 11 

 Other activities such as pipeline valve assemblies and upgrades, and station upgrades 12 

are generally non-routine and the scope and complexity varies from site to site. 13 

  14 
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71. Reference:   Exhibit B-1, Page 211 1 

 2 

71.1  Please provide the number of meters recalled and exchanged for each of the 3 

forecast periods. 4 

  5 

Response:  6 

Please refer to the following table.  This information was extracted from Table C4-9 from page 7 

218 of the Application, Exhibit B1, where further details may be found relating to meter 8 

exchange quantities and costs. The meter exchange forecast was developed to support 9 

continued compliance to Measurement Canada compliance sampling standard S-S-06. 10 

 2014 2015 2016 2017 2018 

 Forecast Forecast Forecast Forecast Forecast 

Total Meter Recall Activity 71,815 75,315 79,815 79,815 79,815 

 11 
 12 

 13 

 14 

71.2  Please provide the number of kilometers of transmission system to be reinforced 15 

for each period and explain the nature of the reinforcement. 16 

  17 

Response: 18 

The category of “transmission system reinforcements” is very general and the total budget does 19 

not represent and cannot be converted to a number of kilometres. The category includes the 20 

following activities: 21 

 Upgrades to transmission pipelines in the form of pipe replacements, valve 22 

replacements and upgrades, and installation of erosion and damage prevention 23 

measures. 24 

 Purchase of additional land rights. 25 
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 Upgrades to compressor station buildings, equipment and sites. 1 

 Upgrades to pressure and flow control station buildings, equipment and sites. 2 

 Upgrades to the Tilbury LNG Plant buildings, equipment and site. 3 

 In-line inspection of segments of the transmission system. 4 

 Upgrades to the cathodic protection system for buried piping. 5 

 Upgrades to the SCADA system used for monitoring and controlling the facilities. 6 

 7 

 8 

 9 

71.3  Please provide the number of kilometers of distribution system reinforcement for 10 

each period. 11 

  12 

Response: 13 

The category of “distribution system reinforcements” is very general and the total budget does 14 

not represent and cannot be converted to a number of kilometres. The category includes the 15 

following activities: 16 

 Pressure regulating or odorant injection station upgrades to address equipment of 17 

inadequate capacity or obsolescence. 18 

 System capacity improvements in the form of additional intermediate or distribution 19 

pressure mains. 20 

 Additions to or replacements of cathodic protection equipment. 21 

 SCADA system improvements to provide additional monitoring capability. 22 

  23 
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72. Reference:   Exhibit B-1, page 254 1 

 2 

72.1  Please confirm or otherwise explain that of the $200 million issue in the Series B 3 

Purchase Money Mortgage, there is $34 million that would be considered as 4 

unregulated debt. 5 

  6 

Response: 7 

Confirmed.  8 

 9 

 10 

 11 

72.2  Please explain how unregulated debt differs from regulated debt and the manner 12 

in which the difference impacts FEI‟s financing costs. 13 

  14 

Response: 15 

FEI‟s regulated debt funds the 61.5% debt component of FEI‟s rate base and its annual interest 16 

expense forms part of FEI‟s Cost of Service.  Unregulated debt does not fund rate base and so 17 

its interest cost and related tax shield is excluded from FEI‟s Cost of Service.  FEI has $34 18 

million of unregulated debt, which forms part of the Series B Purchase Money Mortgages 19 

(PMM‟s) as noted in the reference.  The unregulated debt does not impact the financing costs of 20 

FEI‟s regulated debt.   21 

  22 
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73. Reference:   Exhibit B-1, Pages 255 and 255 1 

 2 

 3 

73.1  Please confirm that Order G-78-12 approved the extension of the maturity date to 4 

August 2014 but did not approve renewal without commission approval.   5 

  6 

Response: 7 

Confirmed. The maturity date of the existing credit facility has since been extended to August 8 

2015 pursuant to Order G-92-13.   9 

 10 

 11 

 12 

73.2  Please provide the implications for FEI‟s borrowing rate in the event that 13 

commission approval is not forthcoming on an annual basis as requested by FEI 14 

during the term of the PBR. 15 

  16 

Response: 17 

FEI requires the operating credit facility to support its short term borrowing requirements that 18 

fund both the company‟s working capital and capital expenditures.  The short term credit facility 19 

is extended on terms that reflect market conditions at the time of extension.  The annual 20 

extension is undertaken to ensure that there is typically greater than a minimum of 12 months of 21 

term prior to maturity, to avoid situations where a credit facility maturity would occur in a period 22 

of market disruption that could result in a loss of liquidity.  Therefore, FEI is not clear under what 23 

circumstances the approval for extension of the credit facility would not be forthcoming from the 24 

Commission, as the short term facility is necessary. 25 

In theory, if the extension was not provided, there could be a lack of liquidity for FEI.  With 26 

respect to implications, there may be an adverse ratings impact, due to the potential lack of 27 

liquidity, which may increase overall borrowing costs on long term debt.   28 
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If FEI believed that there was a concern regarding the Commission not approving future annual 1 

extensions of FEI‟s existing credit facility over the PBR period then FEI would need to find an 2 

alternative to address its short-term liquidity needs.  The most reasonable course of action 3 

would be to enter into a longer-term credit facility, approved by the Commission.   4 

FEI did not consider a situation where no extension of facility was approved as it is illogical to 5 

consider a situation where FEI has no short term credit facility. 6 

  7 

 8 

 9 

 10 

73.3  Would a change in FEI‟s borrowing rate impact the efficacy of the PBR program?  11 

Please explain. 12 

  13 

Response: 14 

No, FEI‟s borrowing rate reflects the rate then available in the market. The efficacy of the PBR 15 

plan incentives is not related to the changes in borrowing rates. The difference between 16 

forecasted and actual borrowing rates is captured under the Interest Variance deferral account. 17 

  18 
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74. Reference:   Exhibit B-1, Page 265 1 

 2 

74.1  Please confirm that under PBR, FEI would create earnings based on reducing 3 

(capital) costs of software upgrades relating to extending its service life. If not, 4 

please explain why not. 5 

  6 

Response: 7 

FEI pays annual software costs that are related to both upgrade capability and support and 8 

maintenance.  Under its proposal, FEI would allocate the annual cost between the capital and 9 

the O&M portion based on the percentages described in response to BCUC IR 1.165.5.  These 10 

percentages would remain fixed over the PBR Period.   11 

The realistic scenarios under which annual software costs could decrease would be a decrease 12 

in the number of licenses (less employees or less CPUs) or a change to the methodology under 13 

which the vendor calculates the annual fees.  These decreases would be reflected in a lower 14 

annual cost and the resulting savings would be allocated proportionately to capital and O&M in 15 

accordance with the percentage allocations described in response to BCUC IR 1.165.5.  As FEI 16 

proposes to maintain the same allocations between capital and O&M over the PBR Period, FEI 17 

does not foresee any situation where only capital savings would be achieved. 18 

Under the proposed PBR Plan, any capital or O&M spending reduction relative to the PBR 19 

formula would generate earnings benefits during the PBR term that would be shared through 20 

the earnings sharing mechanism with customers.  21 

  22 
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75. Reference:   Exhibit B-1, Pages 265 and 266 1 

 2 

 3 

75.1  Please provide the schedule under which the fleet vehicles are expected to retire 4 

and provide the number of vehicles in each year until the transition to ownership 5 

is complete. 6 

  7 

Response: 8 

Many factors are taken into consideration when an actual vehicle replacement decision is made.  9 

Factors such as ability to maintain adequate safety, age, condition, and compliance with 10 

regulations are reviewed when vehicles are near the end of their life cycle.  Each replacement 11 

decision is evaluated on a unit-by-unit basis.    12 

FEI utilizes a five year replacement model to determine which vehicles will need to be retired 13 

and replaced and is therefore only able to provide the information for five years; however the full 14 

transition from a leased to owned fleet will take 10 years to complete. The table below lists the 15 

number of vehicles that are scheduled for replacement over the next five years.    16 

Planned vehicle replacements 2014-2018 17 

Category 2014F 2015F 2016F 2017F 2018F 

Number of Vehicles 45 48 45 47 43 

 18 
 19 
 20 

 21 

75.2  Is the depreciation rate for this asset class accrue in straight line or declining 22 

balance?  23 

  24 
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Response: 1 

The depreciation rate for asset class (484) accrues in straight line over an 8 year service life. 2 

 3 

 4 

 5 

75.3  Please provide the current lease rates and the anticipated purchase price of new 6 

vehicles until the transition is complete. 7 

  8 

Response: 9 

The current lease rate as of June 2013 is 3.23%.   10 

FEI depends upon a variety of specialized vehicles to perform its operations safely and reliably.  11 

As such, although the average vehicle cost is calculated to be approximately $54,500, the 12 

actual purchase price will vary widely depending on the functionality of the vehicle being 13 

acquired and the market conditions at the time of purchase.   14 

  15 
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76. Reference:   Exhibit B-1, Page 267 1 

 2 

76.1  Please confirm or otherwise explain that prior to the PBR of 2004-2007 and 3 

extended for 2008 and 2009 depreciation commenced at the time the asset was 4 

placed into service. 5 

  6 

Response: 7 

Prior to 2010, which includes the 2004-2009 PBR period and the prior periods before that, 8 

depreciation commenced at the start of the year after the asset was placed into service. In 2010 9 

through 2013, depreciation commenced the month after the asset was available for service 10 

(which for FEI is the same as when the asset is placed into service). 11 

 12 

 13 

 14 

76.2  Please provide the rationale under which the FEI sought and received approval 15 

for the revision under the 2004-2007 PBR. 16 

  17 

Response: 18 

FEI did not seek nor receive approval for any change in the timing for the commencement of 19 

depreciation in the 2004-2007 PBR period, as that was already the policy.  20 

The approval from the BCUC for the change in the timing of the commencement of depreciation 21 

began January 1, 2010 as part of FEI‟s (then Terasen Gas Inc.) 2010-2011 RRA. The reason 22 

for the change to have the depreciation commence when the asset was available for service 23 

was to comply with International Financial Reporting Standards (IFRS) as the Company was 24 

anticipating adopting IFRS at the time of submitting the application in 2009. Subsequently, the 25 

Commission granted approval for FEI to adopt US GAAP which does not require the change in 26 

depreciation method; therefore, FEI is now requesting to adopt the pre-2010 depreciation 27 

method and to discontinue the use of the Depreciation Variance deferral account. 28 

 29 

 30 

 31 
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76.3  Please provide the orders under which the current practice of depreciation 1 

commencing at the time the asset is placed into service was resumed. 2 

  3 

Response: 4 

The Order approving the current practice of depreciation commencing at the time the asset is 5 

placed into service is BCUC Order G-141-09 dated November 26, 2009 approving the 6 

Negotiated Settlement Agreement for the FEI 2010-2011 RRA.  The change to this method was 7 

to achieve compliance with IFRS requirements.  FEI is now under US GAAP.  8 

Appendix A, Page 16, Item 30 (e) of Order G-141-09 states “All capital expenditures, including 9 

CPCN‟s, to be included in plant in service (and rate base) in the month following the available-10 

for-use date, with depreciation starting at that time (Applicant Page 515 and 516, Item 11).” 11 

  12 
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77. Reference:  Exhibit B-1, Page 271 1 

 2 

77.1  Please provide the specifics of item 402-01 and to what the Application Software 3 

gains of $3,160,000, that occurred in 2009 related to. 4 

  5 

Response: 6 

In 2009 the $3,160,000 represents the reclassification of the unrecognized accumulated gains 7 

of prior years from General Plant (Computer Software 483-20) to Intangible Plant (402-01 8 

Application Software) as part of adopting a whole life depreciation method for IFRS compliance. 9 

In 2010 this amount was transferred to the IFRS transitional deferral account approved by 10 

BCUC Order G-141-09. 11 

  12 
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78. Reference:   Exhibit B-1, Pages 287 and 288 1 

2 
  3 

 4 

78.1  Would FEI agree that the 2012-2013 RRA on which it is relying as the foundation 5 

for stating no material change is expected was based on information reflecting 6 

actual capitalized overheads from 2009. 7 

  8 

Response: 9 

The Overhead Capitalization Methodology Review prepared for the FEI 2010-2011 RRA was 10 

based on 2009 budget figures, as the 2010-2011 budget figures were not yet available at the 11 

time. 12 

Subsequently, as part of the FEU 2012-2013 RRA (page 267), the FEU provided an opinion that 13 

there had been no material change in utility operations since the FEI 2010-2011 RRA that 14 

necessitated a further review of the overheads capitalized rate.     15 
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 1 

 2 

 3 

78.2  Would FEI agree that the Commission‟s directive to provide an independent third 4 

parties‟ opinion for the next RRA was indicative of a desire to update information 5 

for future decision-making.  If not, please explain why not and why the estimates 6 

from an independent third party should not be incorporated into the capitalization 7 

rate in this application.  8 

  9 

Response: 10 

The Commission‟s directive was to update the capitalized overhead methodology using 11 

relevant accounting standards (emphasis added) in the next test period, 2014. In the 12 

Company‟s opinion the directive was issued in part because the previous overheads capitalized 13 

study issued by KPMG in 2009 was reflective of IFRS guidelines, not US GAAP.  14 

For the reasons discussed in Section D.3.7 of the Application, the 14% overheads capitalized 15 

rate remains appropriate and should continue.  16 

 17 

 18 

 19 

78.3  Does FEI not consider an increase of 2-3% above the 11- 12% recommendations 20 

from the 2013 study from independent third parties as being significantly higher?  21 

If not, please explain why not and further explain what objections FEI would have 22 

to utilizing either 11 or 12% as suggested by the independent third party. 23 

  24 

Response: 25 

FEI considers a 2-3 percent decrease from the current capitalization rate to be significantly 26 

lower as it would increase customer rates by approximately 0.8 to 1.2 percent.  27 

Please also refer to the response to CEC IR 1.78.2. 28 

  29 
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79. Reference:   Exhibit B1-1  Appendix I, Section 5.1, Page 17 1 

 2 

79.1  Please confirm that the “Enabling Activities” in the Actual Expenditures are over 3 

and above the $19,715 indicated in Table I-4, creating a Total Spent of 4 

$23,760,000 for the year 2012.  5 

  6 

Response: 7 

Yes, the 2012 actual expenditure listed for “Enabling Activities” was mistakenly excluded from 8 

the total calculation in Table I-4. The total actual expenditures for the year 2012 were 9 

$23,760,000. Note that figures in Table I-4 are rounded to the nearest thousand.  FEI will 10 

update this page in its next Evidentiary Update. 11 

 12 

 13 

 14 

79.2  Please provide examples of the types of portfolio activities included “Enabling 15 

Activities” including an estimate of costs for each of the activities identified.  16 

  17 

Response: 18 

For 2012, Portfolio Level Activities were defined as those activities for which the costs cannot be 19 

assigned to an individual Program Area. Examples of these activities with associated costs are 20 

listed in the table below: 21 
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 1 

Note that the total listed in table above varies slightly from that listed in Table I-4 due to 2 

rounding. 3 

For 2014 to 2018, a complete list of Enabling Activities with estimated costs and descriptions 4 

can be found in Exhibit B-1-1, Appendix I, Attachment I-1, Section 9, p. 103 – 105. 5 

  6 

Portfolio Level Activities 2012 Actual Expenditures ($000s)

Labour 3,447

DSMS Program Tracking Tool 19

Staff Training & Conferences 105

Portfolio Pilots and Partnerships 179

Miscellaneous Portfolio Admin 294

Total 4,044
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80. Reference:   Exhibit B-2, page 2 (not numbered) and B1-1  Appendix I, Section 1 

5.1, Page 17 2 

 3 

 4 

80.1  Please provide an estimate of the projected 2013 spending by program area. 5 

  6 

Response: 7 

The table below provides an estimate of the projected 2013 spending by program area along 8 

with the expected variance compared to the 2013 approved expenditures. Reasons for each 9 

program area variance are listed below the table. 10 
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 1 

Residential 2 

The Residential program area is forecast to go slightly over its approved expenditures in 2013 3 

due primarily to the EnerChoice Fireplace Program and Furnace Replacement Program. 4 

Initially, the FEU expected the EnerChoice qualified efficiency rating to go up by 2013 but have 5 

since learned that this will not be raised until 2014. Therefore, expenditures were 6 

underestimated on this program.  7 

For the Furnace Replacement Program there has been a large uptake on the pre-qualification 8 

process which has been reflected in the forecast. It should be noted, however, that the actual 9 

customer uptake rate is not yet known. 10 

Low Income 11 

The forecast underspend in the Low Income area is due to the Energy Conservation Assistance 12 

Program (ECAP). The original 2013 expenditure forecast included furnaces in the ECAP 13 

program. However, furnaces are currently not being included; therefore not as many incentive 14 

dollars are being distributed in 2013 as originally envisioned. The intention is still to incorporate 15 

furnaces into the ECAP program. The main reason they have not been included yet is because 16 

both program partners (FEU and BC Hydro) reached the end of their business case timeline 17 

recently and therefore have spent some time and resources re-visioning the overall delivery of 18 

the ECAP program. This has delayed the inclusion of furnaces into the program. 19 

Note also that FEU now has a better understanding of what the appropriate budget amount 20 

should be for the Low Income program area and has therefore revised its expenditure request 21 

accordingly in its EEC Plan 2014-2018. 22 

Commercial 23 

The Commercial program area variance is largely attributable to two specific programs: The 24 

Commercial Custom Design Program and the Continuous Optimization program.  25 

Program Area
Total 2013 Forecast 

Expenditures ($000s)

2013 Approved 

Expenditures ($000s)

Variance 

($000s)

Residential 11,204 10,623                                   581               

Low Income 1,100 4,969                                     (3,869)          

Commercial 6,940 12,708                                   (5,768)          

Industrial 900 1,756                                     (856)              

Innovative Technologies 1,092 1,502                                     (410)              

Conservation Education & Outreach  2,200 4,016                                     (1,816)          

Enabling Activities 4,500 n/a 4,500            

Total 27,936 35,574                                   (7,638)          
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FEU had intended to bring the Commercial Custom Design Program to market as early as 2011, 1 

however due a number of competing priorities, and at certain points staffing constraints, this 2 

was not possible. While the New Construction version of the program was successfully 3 

launched in January of 2012 as a joint initiative with BC Hydro, the Retrofit program was not 4 

available until mid 2013. Projects in this program typically have long leads times as they must 5 

first perform detailed energy studies, and subsequently implement customized energy 6 

conservation measures. As such only limited expenditures are expected in this program in 2013.   7 

The FEU‟s Continuous Optimization Program, launched in 2012 as a joint initiative with BC 8 

Hydro, will spend less than originally expected in 2013 largely due to a change in the Long Run 9 

Marginal Cost of electricity.  This change has adversely affected the program‟s TRC score, 10 

leading BC Hydro to curtail new participation in the program and thereby significantly reducing 11 

forecasted expenditures in 2013 and in the coming years. 12 

Industrial 13 

The main source of variance comes from the Technology Retrofit Program. The incentive 14 

payment structure for this program was changed to reduce the FEU‟s risks in each project as it 15 

originally paid each participant of the Technology Retrofit Program a single incentive payment 16 

once the project was commissioned.  The FEU decided instead to pay out incentives in four 17 

installments based on the performance of each energy efficiency upgrade and link payments to 18 

actual savings measured each year for the first three years. Therefore, the incentive paid out to 19 

the Technology Retrofit Program‟s participants in 2013 will be lower than what was originally 20 

forecast. In addition, the FEU have also managed to reduce the Technology Retrofit Program‟s 21 

administration and evaluation costs while maintaining the planned level of customer service, 22 

and evaluation, measurement and verification. 23 

Innovative Technologies 24 

The Innovative Technologies program area variance is primarily due to the process in this 25 

program area of „filtering out‟ technologies that may pose a high risk or be deemed unfeasible. 26 

Also some pilot programs have encountered unforeseen challenges which has caused them to 27 

be delayed or to change form. 28 

Conservation Education and Outreach 29 

Several of the projects in this program area require consultation with program partners which 30 

has increased the development time. These partnerships have also lead to some cost 31 

efficiencies which has further reduced the expenditures required for Conservation Education 32 

and Outreach. 33 
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Note too that the FEU now have a better understanding of what the appropriate budget amount 1 

should be for this program area and has therefore revised its expenditure request accordingly in 2 

its EEC Plan 2014-2018. 3 

Enabling Activities 4 

The original overall EEC 2013 expenditure forecast did not include Enabling Activities and 5 

instead spread the Enabling Activities spend across all the program areas. FEU has since 6 

pulled out these types of expenditures into a separate category. Therefore, the forecast 2013 7 

expenditures for all of the EEC program areas have been impacted accordingly.  8 

 9 

 10 

 11 

80.2  Please provide the total spending to date for the year 2013 for each program 12 

area.  13 

  14 

Response: 15 

The table below lists the total spending from January 1, 2013 to June 30, 2013 for each 16 

program area. 17 

 18 

 19 

 20 

 21 

80.3  Please confirm the following proportions of spending vs. approvals for the year 22 

2012, or, if not confirmed, please revise the table accordingly.  23 

 24 

Program Area
Total 2013 January 1 to June 30 

Expenditures ($000s)

Residential 3,638

Low Income 588

Commercial 3,104

Industrial 204

Innovative Technologies 157

Conservation Education & Outreach  693

Enabling Activities 2,527

Total 10,911
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Program 
Area 
for 

2012 

Approved 
Expenditures 

(000’s) 
(A) 

Actual 
Expenditures 

(000’s) 
(B) 

Difference 
Approved 

vs. 
Actual($) 

(A-B) 

Actual 
Expenditures 
Proportion of 

Approved 
Expenditures 

(%) 
(B/A)*100 

Program Area 
by %  

Approved 
Expenditures 

(% of A) 

Program Area 
by % Actual 

Expenditures 
(% of B) 

Residential 9,261 11,295 +2034 122 32 48 

Low Income 4,969 603 (4366) 12.1 17 2.5 

Commercial 8,759 4,865 (3894) 56 30 20 

Industrial 1,072 358 (714) 33 3.6 1.5 

Innovative 
Tech’s. 

1,546 394 (1152) 25 5.3 1.7 

CEO 3,470 2,200 (1270) 63 12 9 

Enabling 
Activities 

N/A 4,045 +4045 N/A N/A 17 

Total 29,077 23,760 (5,317) 82 100 100 

  1 

Response: 2 

FEU confirms that the values in the table are correct. 3 

  4 
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81. Reference:   Multiyear Performance Based Rate-Making Mechanism, Appendix 1 

D2, Productivity Reports from Black and Veatch  2 

Black and Veatch (“B&V”) has prepared a report for FEI on the productivity trends of US 3 

gas distributors.   4 

81.1  Please provide working papers for the B&V study in electronic format.  A 5 

Microsoft Excel version of schedules 1 and 2 containing the data and formulas 6 

intact should be included. 7 

  8 

Response: 9 

All of the data is provided in the schedules.  There are no other work papers.  B&V does not 10 

provide live Excel versions of models when all of the data and formulas are contained in the 11 

exhibits and when prohibited by the data provider.  It should also be noted that the data in the 12 

analysis is not from a single source.  The PHMSA data on miles of pipe by size and type is 13 

available from the US DOT.  The SNL data has been audited by B&V by reviewing the original 14 

source documents from Commission filings and making corrections as necessary. 15 

 16 

 17 

 18 

81.2  Please provide the names of the authors of the study and identity additional 19 

individuals who assisted in the research and their roles in B&V‟s work for FEI. 20 

Please also provide CV‟s for these individuals highlighting their training and 21 

experience with TFP studies and PBR. 22 

  23 

Response: 24 

H. Edwin Overcast and Russell A. Feingold assisted by Eric Franco.  Mr. Franco extracted the 25 

data and ran the models.  The CVs for Dr. Overcast and Mr. Feingold may be found in the filing 26 

(Exhibit B-1-1) in Appendix D-3. 27 

 28 

 29 

 30 

81.3  Please detail the team‟s experience measuring total factor productivity (“TFP”).  31 

Please provide copies of previous productivity studies by the authors which are in 32 

the public domain.  Please provide docket numbers for any productivity studies 33 

filed with a regulator. 34 

  35 
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Response: 1 

The development of TFP studies relies on a combination of theoretical and practical tools 2 

involved in the estimation.   3 

Dr. Overcast has a theoretical background through both his graduate education and teaching in 4 

both MBA and graduate programs related to applied microeconomic theory.  Dr. Overcast has 5 

lectured on PBR and other incentive regulation at the AGA Rate Course at the University of 6 

Wisconsin.  Dr. Overcast has also been a discussant of benchmark analysis in the context of 7 

productivity at a conference sponsored by Rutgers University.   8 

The application of a microeconomic theory on TFP to the utility context requires an in-depth 9 

understanding about utility cost inputs and what drives costs for utilities (outputs), as they are 10 

not the same as for the manufacturing industry that is the basis for the academic paradigm.  Dr. 11 

Overcast has extensive gas and electric utility planning, engineering and operating experience 12 

that provides a detailed understanding of the fundamental building blocks of TFP analysis.  Dr. 13 

Overcast is also the author of the AGA Magazine article that developed the basis for 14 

understanding scale economies and the impact on cost of service and rate design. Dr. Overcast 15 

has experience with cost of service analysis for both electric and gas utilities having filed dozens 16 

of both embedded and marginal cost studies for utilities. In addition, Dr. Overcast taught electric 17 

cost of service analysis for the EEI Rate Fundamentals Course and the Advanced Rate Course 18 

at Indiana University.   19 

Mr. Feingold is a nationally recognized expert in all elements of utility costing, pricing and 20 

regulatory requirements. He has participated in numerous projects for gas and electric utilities 21 

and has extensive experience in a broad range of utility ratemaking issues including: fully 22 

allocated and marginal cost studies; rate design, strategic and market-based pricing; service 23 

and rate unbundling; revenue sharing, weather normalization and other automatic adjustment 24 

mechanisms; incentive ratemaking and PBR, end-user bypass and energy regulation analysis. 25 

Mr. Feingold served as an organizer and speaker at the annual industry course, American Gas 26 

Association – Gas Rate Fundamentals Course, University of Wisconsin – Madison, and 27 

University of Chicago – School of Business, 1985 – 2012.  He has taught on a variety of issues 28 

related to cost of service and rate design. Mr. Feingold‟s industry expertise covers many of the 29 

issues critical to the development of TFP analysis related to inputs and outputs. 30 

In terms of public regulatory filings, Dr. Overcast has filed direct and rebuttal testimony 31 

specifically on TFP in joint testimony with Dr. Mark Lowry in Docket No. 8390-U before the 32 

Georgia Public Service Commission as an employee of Atlanta Gas Light Company (AGL) in 33 

1998. This was part of the unbundling proceeding for AGL. The testimony included a 34 

productivity study prepared by Dr. Lowry under the supervision of Dr. Overcast. In addition, the 35 

testimony included a recommended I- X-Factor price cap proposal.  As an officer of AGL, Dr. 36 

Overcast provided the AGL policy testimony related to this issue and others.  He analyzed 37 
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productivity in the context of regulatory proceedings.  The Georgia Commission did not act on 1 

the PBR proposal because of the complexity of the docket related to full unbundling. 2 

Mr Feingold has testified many times regarding cost of service issues that are relevant to the 3 

selection of proper TFP inputs.  He advised FEI (Terasen Gas Inc.) on the development of its 4 

previous PBR plan, which was resolved by negotiated settlement.  He has also testified related 5 

to PBR Plans in Fitchburg Gas and Electric Light Company in Massachusetts, Docket Numbers 6 

MA-DTE 02-22 and MA-DTE 02-23 related to the 2002 application for approval of a PBR Plan.   7 

The CV‟s of Dr. Overcast and Mr. Feingold are attached to the Application.  It is the combination 8 

of their academic and practical experience that supports the development of a TFP analysis that 9 

reflects the proper measure of inputs and outputs which is critical to rigorous TFP study.   10 

 11 

 12 

 13 

81.4  Please detail the team‟s experience in proposing PBR plans with indexing (I-X) 14 

components including docket numbers for any PBR proposals filed with 15 

regulators.  Please provide copies of previous PBR testimony by the authors 16 

which are in the public domain.  Please note if these PBR proposals were 17 

approved or rejected by regulators. 18 

  19 

Response: 20 

Please refer to the response to CEC IR 1.81.3.   21 

 22 

 23 

 24 

81.5  Please provide the correspondence between Fortis and B&V that led to the 25 

engagement and include a copy of the contract and amounts invoiced to date.   26 

Please split these costs if possible between the PBR survey, the productivity 27 

study, and any other items that were billed to FEI.  We specifically request 28 

information about the number of hours billed and the charges for services 29 

rendered. 30 

  31 

Response: 32 

Through its experience with consultant Russ Feingold during FEI‟s previous PBR preparation, 33 

B&V was chosen as the expert who would best be able to assist with the PBR development.  34 

FEI was also cognizant of the Commission‟s April 18th letter in which the Commission required 35 

as follows: 36 
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“The Commission requires FEU and FortisBC to describe its productivity improvement 1 

culture by an examination of PBR methodologies in its next Revenue Requirements 2 

Applications.  This examination is to evaluate the most recent PBR methodologies 3 

employed by FEU and FortisBC and the various PBR methodologies approved by other 4 

jurisdictions in Canada.  FEU and FortisBC are to propose a PBR methodology and 5 

explain how it addresses the limitations in the various PBR methodologies, and will 6 

achieve a productivity improvement culture.” 7 

 8 
B&V was retained through FortisBC‟s legal counsel Fasken Martineau DuMoulin LLP.  Please 9 

refer to Attachment 81.5 for copies of the Commission‟s April 18, 2013 PBR letter, B&V‟s 10 

Consulting Services Agreement and correspondence.   11 

The total amounts invoiced to date include time required for consultation on the PBR survey, 12 

preparation of the PBR survey report, preparation of the gas TFP study and preparation of the 13 

electric TFP study, preparation and presentation to stakeholders at the June 19, 2013 PBR 14 

workshop, and preparation of responses to some of FEI‟s round 1 PBR IRs.  The costs to date 15 

total $191,912.94, and are split roughly equally between consultation and preparation of the 16 

PBR survey, consultation and preparation of the gas and electric TFP studies, participating in 17 

the stakeholders‟ PBR workshop, and responding to IRs. 18 

For the work invoiced to date B&V have provided their expert PBR advice to both FEI and FBC.  19 

The current invoicing is allocated approximately 75% to FEI and 25% to FBC because FEI is 20 

farther along in its proceeding.  The Companies expect that the costs will be approximately split 21 

equally between FEI and FBC once both proceedings are completed.  22 

 23 

 24 

 25 

 26 

81.6  B&V states on page 1 of its report that “because of the growing importance of 27 

infrastructure replacement TFPs are more likely to be negative going forward”.  28 

Please provide an empirical substantiation of this statement.  Has the capital 29 

productivity growth of gas distributors declined substantially more than their O&M 30 

productivity growth in recent years?  Did companies with negative productivity 31 

growth typically have negative capital productivity growth on average in the B&V 32 

sample?  33 

  34 

Response: 35 

B&V provides the following response.  36 
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The statement is not based on any empirical analysis.  It is a logical conclusion based on the 1 

facts as explained in the testimony.  B&V did not conduct a multifactor productivity analysis and 2 

therefore it is impossible to conclude anything about the relationship between capital and O&M 3 

productivity independently. 4 

 5 

 6 

    7 

81.7  B&V states on page 1 of its report that “As adopted by Stephen Littlechild in the 8 

1980s, the original formulaic version of PBR was simply a measure of inflation 9 

minus an adjustment for productivity and efficiency.  In this simple model, TFP is 10 

the measure of productivity and efficiency and is a building block for the change 11 

in revenue or price under PBR.”  Please indicate where in Stephen Littlechild‟s 12 

work in the 1980s and provide the document(s) in which he specifically called for 13 

TFP studies to establish the X factor.  14 

  15 

Response: 16 

B&V provides the following response.  17 

Littlechild did not call for TFP studies to support the X-Factor.  This has been a later 18 

development of the fundamental model. 19 

 20 

 21 

  22 

81.8  B&V states on page 1 of its report that “Care must be taken in using the results of 23 

any TFP study values because the underlying assumptions of the study may not 24 

match the implementation of a proposed plan.  For example, the TFP calculated 25 

in this study includes an ex-post measure of capital that may differ from the 26 

capital treatment that separates a portion of capital such as CPCNs for treatment 27 

outside of the plan.”  Would CPCN exclusions tend to raise or lower the TFP 28 

growth target and why? 29 

  30 

Response: 31 

B&V provides the following response.  32 

Excluding CPCNs from the capital component would reduce the costs while also reducing the 33 

capacity component of the system.  Since both outputs and inputs change, it is impossible to 34 

know how TFP would be changed.  To the extent that a CPCN project is largely related to 35 

infrastructure replacement the impact on cost would be greater than the impact on output.  This 36 
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would indicate that TFP would be less negative because the value of the input measure would 1 

be smaller and that change has a negative sign in the equation. 2 

 3 

 4 

 5 

81.9  B&V states on page 2 of its report that “As a practical matter, TFP signals 6 

whether costs are rising faster or slower than the rate of cost inflation… a 7 

positive TFP means costs are changing slower than inflation.”  Please explain 8 

these statements.  Since Divisia price and quantity indexes exist such that 9 

growth Cost = growth Input Prices + growth Input Quantities so that growth Cost - 10 

Inflation = growth Input Quantities, isn‟t B&V in fact enunciating the conditions for 11 

input quantity growth? 12 

  13 

Response: 14 

B&V provides the following response.  15 

At a theoretical level, no Divisia index is used as part of this analysis.  It was not necessary to 16 

measure input quantities using the indirect measure of inputs.  This is a benefit of the Kahn 17 

method as it avoids all of the assumptions related to measuring those units.  Specifically, the 18 

infrastructure replacement is exactly that- a growth in inputs but more importantly a growth in 19 

inputs that may not change output.  The proper specification of the change in inputs as 20 

measured by the ex-post measure is illustrated by the following equation for labor: 21 

             )          )                 )                 

In fact, the measure of inputs is not a measure of input quantity growth as your equation 22 

hypothesizes.  As can be seen from the labor sample, the change in labor such as full time 23 

equivalents (FTEs) could be zero but input costs would still increase based solely on the change 24 

in price.  This is another advantage of the method used because there is no requirement to 25 

calculate specifically the impact of the change in the quantity or quality of labor and the impact 26 

of these changes on the prices for labor.  They are included in the analysis.  To evaluate labor 27 

costs solely on FTEs fails to take into account the various mix of labor quality on the average 28 

price of labor.  This is important since increased labor cost that results from improved 29 

productivity is not related to inflation which is assumed by the equation in the question. 30 

Finally, the issue of quality of labor has been an issue related to TFP studies in the economic 31 

literature.  One common option for addressing this issue is to use salary distribution as the basis 32 

for assessing labor quality.  As noted above the indirect measure of labor covers this issue as 33 

well as the quantity issue. 34 
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 1 

 2 

  3 

81.10  B&V states on page 6 of its report that “By excluding general plant from the 4 

capital component of costs, the AUC adopted study failed to include the 5 

investment in line trucks and other vehicles used to maintain the distribution 6 

system.  The study also excluded all of the investment in equipment used to 7 

maintain the delivery system.  This was an explicit assumption of the study to 8 

exclude these costs but an unrealistic assumption when estimating the 9 

productivity of delivery services.  To then attempt to use this result to estimate 10 

the productivity of a gas distribution company where these costs are even more 11 

significant because of the underground nature of gas delivery is unrealistic”.  12 

Since general plant constitutes only a small fraction of the base rate cost of 13 

energy delivery, please explain why the exclusion of general plant would 14 

substantially alter results.  Please present any evidence that suggests that the 15 

productivity of vehicles and other equipment mentioned is substantially different 16 

from the productivity of other gas distribution inputs. 17 

  18 

Response: 19 

B&V provides the following response.  20 

The question misses the point in the testimony.  Labor without vehicles and equipment would be 21 

about as productive as Stone Age man. The key point is that by not including the capital 22 

necessary to make labor productive the analysis understates the cost of that productivity.  It is 23 

simple to understand that wages reflect expected productivity based on the use of this 24 

equipment.  It is poor economic analysis to exclude those factors of production.  It does 25 

however make the analysis of TFP easier. 26 

 27 

 28 

 29 

81.11  Please explain why 5 years is the best period of time to measure to measure 30 

long run industry productivity trends.  What would be the arguments against the 31 

use of a ten year period?  The authors note on page 6 that “In order to avoid the 32 

impacts of weather and external economic conditions, the use of volumetric 33 

outputs require significantly longer periods because of the inherent volatility of 34 

the output measure.  Where a more correct specification of output based on 35 

customers and/or capacity is used, there is no need to use extraordinarily long 36 

periods as shorter periods will properly reflect the estimated TFP for more fixed 37 

inputs”.  Is the volatility of input quantities not also concern in choosing the 38 
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duration for the sample period?  Could input and output quantities alike have 1 

been affected by the recession that occurred during the chosen 2007-2011 2 

sample period?  If so, how?  Please cite all productivity studies you are aware of 3 

that use a sample period as short as 5 years to measure the long run industry 4 

productivity trend.  Please provide productivity results for the longest sample 5 

period for which B&V gathered the necessary data. 6 

  7 

Response: 8 

B&V provides the following response.  9 

The use of a five year period has been explained in the responses to BCUC IR 1.8.1, 1.8.2 and 10 

1.9.1.  Further, when the proposed PBR Plan has a five year regulatory control period it is 11 

asymmetric to use a longer period to assess productivity.  The theoretical foundation for defining 12 

long-run is not reasonable for gas LDCs in any event since the long-run in its purest since (all 13 

factors of production may be changed) could potentially be more than 50 years.  In this context, 14 

the long run must necessarily refer to a period when some fixed factors of production can be 15 

changed.  In that case five years is a long run period.  With respect to the volatility of input 16 

factors of production, those factors change in every period.  However, utilities‟ productivities are 17 

less affected by the economy because most of their costs are fixed and the response to an 18 

economic downturn is much slower.  Further, infrastructure replacement is critical to assure that 19 

a system is safe and reliable.  Replacing plant during a recessionary period is also more 20 

economic and thus one would expect to see utilities investing in infrastructure to the extent 21 

permitted by existing financial conditions.  With respect to input quantities other than 22 

infrastructure replacement as noted above, growth capital may decline but would be made up 23 

for by replacement capital.  Distribution labor would not change significantly because that cost is 24 

relatively fixed.  A&G expenses may be reduced where they are discretionary.   25 

The net result of a change in costs as a result of lower expenses would be to increase 26 

productivity.  This is just basic math.  If input costs are lower for the same or greater output TFP 27 

is either less negative or positive if cost changes are negative.  Thus there is no bias in the 28 

selected period although cost and plant changes may be made up of different components, but 29 

that conclusion is also true for any period and for any length of time.  Understanding the cost 30 

drivers for a gas LDC is critical to understanding TFP and correctly specifying the model as B&V 31 

has done in this case.  B&V only collected data for the five year period because a longer period 32 

was not needed as discussed above. 33 

 34 

 35 

 36 

81.12  Please defend your use of data from SNL Financial on utility operations.  Has 37 

SNL Financial approved the publication of this data? 38 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 174 

 

  1 

Response: 2 

B&V provides the following response.  3 

The use of the SNL data base is fully explained in the TFP study report.  Please see page 8 of 4 

that report. The SNL data base has not been made public as we used only a few selected 5 

variables required for the analysis and we are not releasing the data base in electronic form. 6 

 7 

 8 

 9 

81.13  On page 8 of its report B&V states that “We have included all net plant for natural 10 

gas LDCs as well as all costs including customer account costs and 11 

Administrative and General (A&G) overheads.  It is important to include these 12 

costs because their exclusion would result in a substantial over-estimation of the 13 

productivity associated with gas delivery since the exclusion of many of the costs 14 

associated with plant maintenance and overhead costs associated with labor are 15 

included in the A&G cost category.  Failure to include these costs under-16 

estimates changes in the cost of inputs and, thus, overestimates productivity of 17 

the labor resource.  Further, there are significant costs associated with customer 18 

and billing as well as general plant costs to support these activities.”  B&V 19 

emphasizes on page 10 that “The results represent a more comprehensive 20 

review of costs than that found in the AUC [productivity] analysis”.  21 

  22 

81.14  Please confirm that B&V has included the costs of demand-side management 23 

programs, pensions and other benefits, and uncollectible bills in its calculations.  24 

Weren‟t all of these costs prone to rise rapidly during the period in question?  25 

  26 

Response: 27 

B&V provides the following response.  28 

These costs are included in operating expenses less gas cost.  The cost for non-capital 29 

pensions and benefits is included in A&G costs as are the customer service expenses.  With 30 

respect to the magnitude of these costs changes, the change in operating expense less gas 31 

cost averages approximately 5.1% per year for the utilities in the TFP Study. Over this same 32 

period inflation averaged about 2.2%.  B&V considers that the 5.1% would be representative of 33 

what could be expected over the next 5 years. 34 

 35 

 36 
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  1 

81.15  Please demonstrate how and why the exclusion of A&G expenses from the B&V 2 

study would raise the TFP trend results.  3 

  4 

Response: 5 

B&V‟s statement is predicated on the theory that these costs in total represent a positive change 6 

in input costs over the period.  If that is true the statement is theoretically correct. 7 

 8 

 9 

  10 

81.16  Doesn‟t the inclusion of pension and benefit expenses increase the weight on the 11 

labor quantity and to that extent increase measured TFP growth given the slower 12 

growth of the labor quantity? 13 

  14 

Response: 15 

There is no weight on labor quantity in the TFP analysis.  The input values of labor, materials 16 

and supplies and rent is a composite as calculated under the ex-post measurement.  This is a 17 

benefit of the methodology because it is unnecessary to estimate shares which require any 18 

number of assumptions and potentially allocations that are not required under the B&V method.  19 

Having to make assumptions and allocations not only makes the analysis less transparent it 20 

makes the analysis less reliable to the extent that the assumptions are not adequate to address 21 

all of the issues.  The impact on TFP cannot be measured under the B&V methodology because 22 

there is no basis for multi-factor analysis. 23 

 24 

 25 

 26 

81.17  B&V state on page 9 of their report that “Each measure of output produces a 27 

different level of TFP” [italics added].  The “level” of TFP is also mentioned 28 

elsewhere in its report.  Isn‟t the TFP index developed by B&V designed instead 29 

to measure the trend and not the level of TFP? 30 

  31 

Response: 32 

B&V provides the following response.   33 

No.  As measured the values are the level of TFP. 34 
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 1 

 2 

 3 

81.18  B&V discusses on page 10 of its report the “ex post” approach to capital cost 4 

measurement.  Please provide a copy of the cited testimony by Alfred Kahn and 5 

mentions of this approach by the FCC and the Australian Energy Regulator.  6 

What method was used to measure the capital quantity trend in Dr. Kahn‟s 7 

testimony?  Please confirm that the capital cost measured by this means is 8 

sensitive to volume fluctuations. 9 

  10 

Response:  11 

B&V provides the following response. 12 

Capital is measured based on net plant times 1 minus the operating ratio.  This is the equivalent 13 

of cost times quantity.  This is the same method used by Dr. Kahn and others.  B&V cannot 14 

confirm that the measure is sensitive to volume.  By volume, B&V assumes that the reference is 15 

to throughput and its impact on operating revenues used to determine the operating ratio.  16 

There are a number of reasons that make it impossible to conclude that volume in this sense 17 

has any impact on the cost of capital as measured in the TFP study.  First, a number of gas 18 

LDCs in the sample operate in jurisdictions with full decoupling.  This includes both California 19 

and New York for example.  Second, other utilities have specific provisions that adjust rates 20 

automatically for changes in return such as Alabama Gas that has the Rate Stabilization and 21 

Equalization (RSE) provision to adjust rates to the allowed return.  Third, a number of the 22 

utilities use SFV rates that are not impacted by volume like Atlanta Gas Light.  Fourth, many gas 23 

companies have Weather Normalization Adjustments that adjust revenues for volume 24 

associated with weather.  Fifth, many of these utilities have adjustment mechanisms with true 25 

up provisions to recover a variety of different costs such as infrastructure replacement and other 26 

types of expenses.  Finally, utilities in the sample have the ability to seek new revenues through 27 

rate cases as needed and B&V is aware that many of these utilities filed rate cases and 28 

received rate increases during this period (B&V consultants have provided testimony in some of 29 

those cases, and we regularly follow rate case reporting from AGA and other sources that report 30 

on the results of rate cases). 31 

The testimony of Alfred Kahn is provided as Attachment 81.18. 32 

 33 

 34 

 35 

 36 



FortisBC Energy Inc. (FEI or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

August 23, 2013 

Response to Commercial Energy Consumers Association of British Columbia (CEC) 
Information Request (IR) No. 1 

Page 177 

 

81.19  B&V discusses on page 10 of its report the “ex post” approach to capital cost 1 

measurement.  Please explain whether in its previous productivity work B&V has 2 

used or considered the use of other approaches to capital cost measurement, the 3 

reasons for adopting the “ex post” approach to capital cost measurement, and 4 

any empirical evidence comparing productivity results using varying forms of 5 

capital cost measurement.  Please provide any productivity results calculated by 6 

B&V for FEI using any other approach to capital cost measurement. 7 

  8 

Response: 9 

B&V provides the following response. 10 

B&V adopted the ex-post approach based on its review of methods used by other agencies that 11 

have previously adopted I- X revenue or price cap regulation.  The method is more transparent, 12 

easier to understand.   Further discussion on this point is provided in response to BCUC IR 13 

1.31.2.  For a further discussion of the ex-post measure of capital, please see The Total Factor 14 

Productivity Performance of Victoria‟s Gas Distribution Industry by Denis Lawrence and John 15 

Kain cited in response to BCUC IR 1.30.2.  Please also see the Benchmarking Opex and Capex 16 

in Energy Networks prepared for the Australian Competition and Consumer Commission.  The 17 

comparison of these two methods will likely produce different results based on the assumptions 18 

made for each method.  However, there is no reason to believe that the overall results would be 19 

significantly different in terms of the magnitude and sign (i.e. negative or positive) of TFP if the 20 

proper measure of outputs and inputs were used.   21 

B&V did not use any other methods for estimating TFP in its previous productivity work or for 22 

FEI. 23 

 24 

 25 

 26 

81.20  On page 9 of its report B&V characterize their measure of “gas inputs” as the 27 

“change in weighted cost of capital and total expenses, excluding gas costs”.   28 

FEI states, relatedly, on p. 50 of its PBR application that “the input measures 29 

represent the operating and capital costs associated with the utility delivery 30 

function”.  Can one conclude from this that B&V used the trend in cost to 31 

measure the trend in the input quantity?  If so, and since growth Cost = growth 32 

Input Prices + growth Input Quantities, wouldn‟t the resultant trend in input 33 

quantity be upward biased by the pace of input price growth? 34 

  35 

Response: 36 

B&V provides the following response. 37 
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The measure of inputs is based on an ex-post measurement as described by B&V.  This issue 1 

has been fully discussed in the responses to CEC IRs 1.81.8, 1.81.16 and 1.81.18.   2 

The formula provided in the question is an incorrect measure.  The TFP measures the change 3 

in inputs which may or may not be related to cost growth.  If input quantity increased and costs 4 

decreased cost growth could be zero or negative.  Since the ex-post measure of all other factors 5 

is weighted total dollars it reflects both price changes and quantity changes and importantly also 6 

the quality changes in inputs without the necessity of directly measuring these factors as part of 7 

a labor index. 8 

 9 

 10 

 11 

81.21  Please provide a citation for the formula used to calculate the input quantity trend 12 

from a scholarly or other respected source such as Statistics Canada or the 13 

United State Bureau of Labor Statistics.  Is this input measure the same as 14 

presented on schedule 2 column Y under the heading “Cost Change”? 15 

  16 

Response: 17 

B&V provides the following response. 18 

The input quantity trend is calculated using the Kahn method as noted in the B&V Report on 19 

TFP Appendix D-2. Each of the late Dr. Kahn, the FERC and the FCC are respected sources. 20 

 21 

 22 

 23 

81.22  On Schedule 2, the input measure appears to be in column Y and calculated as a 24 

cost-weighted average of the cost level of net plant and non-gas O&M expenses.  25 

The first two observations for Alabama Gas contain column Y values of 498,392 26 

in 2007 and 517,627 in 2008 for a growth of 3.86%.  The 2008 weights are 45% 27 

O&M (55% capital) from column J.  Given that net plant (column D) grows by 28 

3.94% (686,366 /660,339 - 1) and O&M (column I) by -0.48% (139,512/140,186 - 29 

1), why is it reasonable that the growth in the combined measure is nearly 30 

identical to the growth in net plant and not closer to what would be obtained by 31 

taking a weighted average of the growth rates (1.95%)?  What would be the 32 

average growth in TFP if column Z was calculated by weighting growth rates 33 

instead of the method used? 34 

  35 
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Response: 1 

B&V provides the following response. 2 

First, the calculation of the input change is not an index.  The change is based on the quantity of 3 

capital as measured by net plant times the price of capital as reflected in the proxy for capital 4 

cost applied to net plant.  Similarly for O&M the quantity is measured by the dollars multiplied by 5 

the composite proxy price as measured by the percent that O&M represents of revenue.  It is 6 

easy to see that capital has a larger impact on productivity than does O&M ($26 million 7 

compared to $700,000).  Simply put, the small savings in O&M translates into a cost impact of 8 

less than one million dollars while capital costs increase over six times as much.  By using the 9 

weighted average of the two percentage changes, the estimate of TFP would not reflect the 10 

relative importance of each component of productivity. 11 

 12 

 13 

 14 

81.23  Net plant is the total cost of plant and equipment, acquired over many decades at 15 

rising prices, less accumulated depreciation.  Did the study make any adjustment 16 

to net plant to account for the price at which these assets were acquired such 17 

that it could be considered a measure of capital quantity? 18 

  19 

Response: 20 

No.  The ex-post methodology used by B&V does not require adjustments of this nature, since it 21 

uses the net plant times the operating ratio as the total plant input. 22 

 23 

 24 

 25 

81.24  Please explain why non-gas O&M expenses are a plausible proxy for the quantity 26 

of O&M if not adjusted for inflation. 27 

  28 

Response: 29 

B&V provides the following response. 30 

The important point in the TFP analysis is that there is no need to estimate quantity or quality of 31 

labor when using the ex-post measure.  The estimation of the quantity of labor required a 32 

number of assumptions in the NERA study for the AUC that were unnecessary in the TFP 33 

Report. 34 
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 1 

 2 

 3 

81.25  Please explain the rationale for the specific output index formula.  The 4 

customer/density index in column AA of Schedule 2 is apparently equal to K/S.  5 

Column S appears to be (1/42) x (K / (L+M)).  Is it correct to interpret the 6 

customer/density index as just 42 x the total line miles (L+M)?  Is the factor 7 

exactly 42 or just the first value in column R that rounds to 42?  Does the number 8 

of customers actually factor into the customer/density index in column AA?  If so, 9 

how? 10 

  11 

Response: 12 

B&V provides the following response. 13 

The density index equals the system density for each utility based on the 42 customer density 14 

observation for Alabama Gas Company.  It is common to express indices in terms of a single 15 

observation within a data set.  The interpretation is not correct mathematically.  The density 16 

index can be rewritten as follows: 17 

                                                                     )    

The base value is 42 as the rounded value of the first system density value.  The corrected 18 

equation shows how the number of customers is included in the index. 19 

 20 

 21 

 22 

81.26  Please explain the formulas used to calculate the values in column U and V of 23 

Schedule 2. 24 

  25 

Response: 26 

B&V provides the following response. 27 

The formulas used to calculate columns U and V are discussed in the TFP Report Appendix D-2 28 

pages 9 and 10.  Both formulas for distribution and transmission are available on the internet.  29 

The full calculation is explained in the text of the TFP Report. 30 

 31 

 32 
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 1 

81.27  In column AB of Schedule 2, an Output Measure is calculated as a weighted 2 

average of the customer/density index level and a capacity measure.  The 3 

weights are based on the percentage of distribution pipe that has a diameter 4 

under 2”.  Please explain why physical quantities were used as the basis for the 5 

weights as opposed to other methods that would recognize the cost associated 6 

with serving the different outputs as is done in other productivity studies?  Is 7 

omitting transmission miles from the calculation of the weights inconsistent with 8 

the use of transmission data in the calculation of total capacity (column W)?  9 

  10 

Response: 11 

B&V provides the following response. 12 

The 2-inch pipe represents the minimum size of pipe installed and all of the capacity values are 13 

indexed on that basis so the two inch weighting is appropriate for determining the split between 14 

pipe related to customers and pipe related to design day capacity which are the two variables 15 

used to measure output.  Outputs in this case are physical amounts not dollars.  The 16 

transmission values are all related to capacity so omitting them from this weighting is logically 17 

correct. 18 

 19 

 20 

  21 

81.28  Do the calculations that lead to the total capacity in column W result in a 22 

measure consistent in units with column AA?  If not, how is it possible to take a 23 

weighted average of customer numbers and capacity and obtain a sensible result 24 

if they are not in the same units? 25 

  26 

Response: 27 

B&V provides the following response. 28 

In this case the measure of output represents both customers and capacity.  The measure is a 29 

final value that attributes a portion of the capacity to customer count and a portion to design day 30 

demand.  It is important to recall that the capacity measure is not actual capacity but an index 31 

based on the capacity value of 2-inch main as the basis for the index.  Thus the customer 32 

related capacity matches the two inch pipe and the resulting output value is the customer 33 

capacity and the design day capacity.   34 

 35 

 36 
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 1 

81.29  Please explain any disagreement you have with the following statement: The 2 

negative productivity trend obtained by Black and Veatch is due in large measure 3 

to its failure to deflate cost and its choice of an extraordinarily short sample 4 

period characterized by unusually slow system growth and brisk growth in O&M 5 

expenses. 6 

  7 

Response: 8 

B&V provides the following response. 9 

The statement is incorrect.  As explained in the TFP Report (Appendix D-2) and numerous IR 10 

responses, the negative TFP has nothing to do with slow system growth since growth is related 11 

to customers and capacity not throughput.  It is throughput that grew slowly over the period.  12 

The costs used represent the actual costs of capital and all other costs.  It is fair to say that the 13 

growth in costs represents the market based prices for the factors of production used to 14 

determine the TFP as approved by the utility regulators for each data point.  Finally, the use of 15 

five years is an appropriate period when the use of the model is to forecast the TFP trend for 16 

five years as proposed in the plan.  This has also been fully discussed in numerous IRs. 17 

 18 

 19 

    20 

81.30  Please provide any recent studies of FEI‟s productivity that B&V or any other 21 

entity has conducted. 22 

  23 

Response: 24 

FEI has not conducted or commissioned any other TFP studies or other productivity studies 25 

pertaining to its own utility operations. 26 

  27 
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82. Reference:   Multiyear Performance Based Rate-Making Mechanism, Appendix 1 

D1, PBR Jurisdictional Benchmarking Report from Black and Veatch 2 

On page 44 of Appendix D1, B&V states that “The results of the IR Plans have been 3 

quite positive for the Ontario gas LDCs‟ stakeholders based on the PEG report cited 4 

above.” 5 

82.1  Please confirm that the referenced PEG report found TFP growth trends above 6 

1% for both Enbridge and Union between 2005 and 2010. 7 

  8 

Response: 9 

B&V provides the following response. 10 

The referenced PEG report was not used for the purpose of X-factor determination and was 11 

conducted for assessment of individual companies (Enbridge and Union) productivity 12 

performance during their PBR term.  A TFP study requires a much larger sample size for the 13 

purpose of determining TFP for the gas distribution industry. 14 

The PEG TFP results for the period are above 1% although only slightly for Enbridge.  It is worth 15 

noting however that the cost basis for PEG over this period did not include all of the labor costs 16 

(pension expenses excluded), also excluded were costs for franchise fees, DSM expenses and 17 

uncollectible accounts expenses.  (Please see page 75 of the report.)  Further, the output 18 

measure used was customers and kilometers of pipe.  While this is a more plausible measure of 19 

output than throughput, kilometers of pipe ignores the economies of scale associated with pipe 20 

costs that would be reflected in a capacity measure.  We would also note that the study period 21 

for this analysis is five years.  Finally, the X-Factor for Enbridge over the more comparable and 22 

later period of 2008-2010 is below 1% at 0.72%. 23 

 24 
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