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June 7, 1993

British Columbia Utilities Commission
6th Floor - 900 Howe Street
Vancouver, British Columbia

V6Z 2N3

Attention: R.J. Pellatt
Commission Secretary

Dear Sirs:

Re: BC Gas Inc. Rate Design Phase B Application
Volume 3 -~ Written Evidence

Pursuant to BCUC Order No. G-38-93, BC Gas files Written
Evidence for witnesses in the above proceeding.

One copy of the above materials will be provided to
registered intervenors and interested parties.

Yours truly,

pe

David M. Masuhara

cc: Registered Intervenors
Interested Parties
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1055 West Georgia Street -
Vancouver, B.C.
V6E 3R3
Dear Mr. Wallace:

Re: Pamfic Northern Gas Lud. ("PNG").

Further to your April 10, 1991 request for Commission reconsideration of its February 27,
1991 Decision and Order No. G-23-91 we enclose Commission Order No. G-42-91.

Yours truly,
Robert J. Pellatt
Commission Secretary

RIP/Im

Encl.

cc: Mr. R.G. Dyce, Executive Vice President and General Managcr

Pacific Northern Gas Ltd.
Registered Intervenors

PNG/Cor/Reconsider. Request-Wallace

BOX 250. #600. 900 HOWE STREET. VANCOUVER, B.C. V6Z 2N3 CANADA, TELEPHONE: (604) 660-4700. B.C. TOLL FREE. B.C. 1-800-663-1385. FAX: (604) 660-1102




* BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G 42..91

IN THE MATTER OF the Utilities Commission
Act, S.B.C. 1980, c. 60, as amended

and
IN THE MATTER OF an Application by
Ocelot Chemicals Inc. for Reconsideration of
Commission Decision and Order No. G-23-91 dated February 27, 1991
and
IN THE MATTER OF a Complaint by
Ocelot Chemicals Inc. against Pacific Northern Gas Ltd.
and

IN THE MATTER OF a Rate Design Application by e
Pacific Northern Gas Lid.

BEFORE: JD.V. Newlands,
N. Martin,
Commissioner; and
W.M. Swanson, Q.C.,
Commissioaer

May 23, 1991

Nt N S N et s

WHEREAS:

A. On April 10, 1991, pursuant to Section 114 of the Utilities Commission Act, Ocelot
Chemicals Inc ("Ocelot™) filed a request that the Commission review, reconsider
and vary its February 27, 1991 Decision and Order No. G-23-91; and

B. By letter dated April 16, 1991 the Commission sought the submissions of all
Registered Intervenors concerning the request for reconsideration with such
submissions to be received by the Commission no later than April 26, 1991; and

C. Such submissions were received; and

By letter dated May 2, 1991, the Commission invited those intervenors to the
proceeding to review the submissions and provide the Commission with any
responses by May 10, 1991; and

E. Such responses were received; and

The Commission has considered the Ocelot Application for Reconsideration, has
reconsidered its Decision and Order, has considered the evidence adduced at the
public hearings together with other information forming the basis of the original
decision, and has issued a Decision, with Reasons, concurrent with and attached as
Appendix A to this Order.
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BRITISH CGLUMBIA
UTILITIES COMMISSION

ORCER
RUMGER ... §-42-91

NOW THEREFORE the Commission orders as follows:

1. Paragraph 5 of Commission Order No. G-23-91 is rescinded and replaced
with the following:

Large industrial customer service rates shall decline on a one time basis by
approximately $0.03 per gigajoule for Eurocan Pulp & Paper Co., and by
approximately $0.03 per gigajouale for Alcan Smelters and Chemicals Lid.

2. In all other respects the Decision and Order No G-23-91 of the
Commission is confirmed. o

DATED at the city of Vancouver, in the Province of British Columbia, this, day of
May, 1991.

V. NEw
Deputy Chairman and

Chairman of the Division
/im

Attachment

BCUC/Orders/PNG-Ocelot Reconsideration
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REASONS FOR DECISION
INTRODUCTION

On April 10, 1991 Ocelot Chemicals Inc. ("Ocelot") filed a request that the Commission
review, reconsider and vary its February 27, 1991 Decision and Order No. G-23-91 in the
matter of a Complaint by Ocelot Chemicals Inc. against Pacific Northern Gas Ltd. and in
the matter of a Rate Design Application by Pacific Northern Gas Ltd. ("PNG"). By letter
dated April 16, 1991 the Commission sought the submissions of all Registered Intervenors
concerning the request for reconsideration. Submissions were received from PNG and
Eurocan Pulp and Paper Co. Inc. ("Eurocan"). By letter dated May 2, 1991, the
Commission invited the registered intervenors to review the submissions made and advise
the Commission of any concerns by May 10, 1991. A response was received from
Ocelot.

SUBMISSION BY OCELOT

In applying for a reconsideration of the Ocelot Complaint and PNG Rate Design Decision,
Ocelot directed the Commission's attention to two particular matters. These were: (1) the
proper treatment of the cost of gas when calculating revenue to cost ratios and (2) the
timing of the implementation of value of service rates for industrial interruptible customers.

1. h lation of Reven Rad

With respect to the first issue, Ocelot noted that the revenue to cost ratio for Skeena
Cellulose Ltd. ("Skeena"), a company which takes only transportation service from PNG
and purchases its gas directly from the producer, was computed excluding the cost of gas
while the cost of gas was included for all other classes of customers. This results in
revenue to cost ratios amongst customer classes which are not directly comparable. Ocelot
submits that the inclusion of the cost of gas in the revenue to cost ratios is inappropriate and
results in ratios for industrial customers which are artificially low. Ocelot asks that the
Commission recalculate the revenue to cost ratios for industrial customers excluding the

BOX 250. #600. 900 HOWE STREET. VANCOUVER. B.C. V6Z 2N3 CANADA, TELEPHONE: (604) &50-4700. B.C. 7OLL FREE. B.C. 1-800-663-1333. FAX: (604) 660-1102
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cost of gas, and reflect the revised revenue to cost ratios in any rate reductions applied to
industrial customers.

Because the revenue to cost ratios calculated for firm service included the cost of gas,
Ocelot appears to imply that the rates for firm service to Ocelot, allowed by the
Commission are not properly cost-based.

2. Yalue of Service

Ocelot argued in favour of value of service based interruptible rates during the hearing and
the Commission adopted this approach in its Decision. However, Ocelot argues that it was
implicit in its submission made during the public hearing that the Commission should not
impose value of service based interruptible rates until such time as the revenue to cost ratios
for firm service rates approach the mid-point of the Commission's zone of reasonableness.
Because the revenue to cost ratios found by the Commission were not properly calculated
in Ocelot's view, as indicated in Point 1 above, Ocelot submits that the revenue to cost
ratios for industrial firm service rates fall outside this zone and that the Commission should
not have set industrial interruptible rates on a value of service basis.

In particular, Ocelot argues that if firm service rates do not result in revenue to cost ratios
approaching the mid-point of the zone, industrial interruptible rates should not be set such
that revenues from industrial interruptible sales are maximized, i.e. should not be set on a
value of service basis.

COMMISSION DECISION

1. Cost of Gas and the Calculation of Revenue to Cost Ratios

Based on the submissions made to it and the evidence adduced through the public hearing
process, the Commission accepts the position put forth by Ocelot, with which PNG
concurred, that the revenue to cost ratio set out for Skeena Cellulose Ltd. in Table 2 at
page 38 of the Decision was calculated in a manner that is inconsistent with the revenue to
cost ratios calculated for customers who take sales gas. Specifically, the ratio for Skeena,
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which takes only transportation service from PNG, does not include an imputed
commodity cost of gas or the associated tolls on the Westcoast Energy Inc. ("Westcoast")
system. Similarly, the ratio shown for Ocelot, which is a ratio based on the revenues and
costs associated with both sales and transportation service, is inconsistent because an
imputed cost of gas and Westcoast tolls were not included in the cost of transportation
service Ocelot receives from PNG.

In order to achieve consistency, the Commission finds that the revenue to cost ratios
calculated for customers who take transportation service, specifically Skeena and Ocelot,
should include an imputed cost of gas and Westcoast tolls. In making this determination
the Commission has considered that PNG's Application was based primarily on revenue to
cost ratios which included the cost of gas and that the zone of reasonableness surrounding
these ratios was established including the cost of gas. Accordingly, the revenue to cost
ratios for Skeena and Ocelot are recalculated using an imputed cost of gas and Westcoast
tolls and are shown in Table 1, attached to these Reasons.

As a result of the revised calculation, the revenue to cost ratio for firm transportation
service to Skeena becomes 1.04 and for firm sales and transportation service to Ocelot
becomes 1.08. Therefore, the Commission rescinds paragraph 5 of Commission Order
No. G-23-91 and replaces it as follows:

Large industrial customer service rates shall decline on a one time basis by

approximately $.03 per gigajoule for Eurocan Pulp and Paper Co., and by
approximately $.03 per gigajoule for Alcan Smelters and Chemicals Ltd.

2. Value of Service

In respect of Ocelot's second submission, as can be seen from the conclusion in Point 1
above, the Commission reaffirms its decision that revenue to cost ratios should include the
cost of gas. The evidence before the Commission is that the 90% - 110% zone of
reasonableness, traditionally employed in analyzing whether or not a particular customer or
a particular class of customer is paying rates that are cost based, includes the cost of gas.
As the revenue to cost ratio for Ocelot's firm rates, including an imputed cost of gas
adjustment for transportation service as described in Point 1 above, is within the zone of
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reasonableness, the Commission finds that Ocelot's firm service rates are cost based and
fair, just and reasonable. Therefore no adjustment should be made to the original Decision
with respect to the Ocelot firm rates other than that resulting from the variance described in
Point 1 above.

Because the Commission has set firm rates for Ocelot which result in a revenue to cost ratio
which lies within the zone of reasonableness and interruptible rates have been properly set
on a value of service basis, the Commission has implemented rates for both firm and
interruptible service in the manner Ocelot requested. -

The Commission has considered the request for an oral hearing. However, since the basic
issue raised by Ocelot in this reconsideration application was canvassed through the
evidence presented during the hearing, in argument at the hearing, and in thorough written
submissions received as a result of the request for reconsideration, the Commission does
not believe an oral argument would be of assistance.

DATED at the City of Vancouver, in the Province of British day
of May, 1991. '

D.V. Newlands, Deputy Chai

Chairman of the Divisi

N. Martin, Commissioner

W.M. Swanson, Commissioner

BCUC/Orders/PNG-Ocelot Recon.Reasons
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TABLE 1

COMMISSION COST OF SERVICE ESTIMATES

Gross  Allocated Net Revenue Revenue
Revenue Costs Premium Costs NetCosts  Cost

Residential 6,086 10,386 667) 9,719  (3,633) 0.63
Commercial 6,102 7,930 678 7,252 = (1,150) 0.84
Small Industrial 4,327 4,208 387) 3,821 506 1.13
NGV 186 140 0 140 46 1.33
Ocelot - Firm 41,988 38,805 (34) 38,771 3,217 1.08
Skeena - Firm 7,371 7,132 66) 7,066 305 1.04
Eurocan - Firm 6,221 5,664 81) 5,583 638-- 1.11
Alcan - Firm 677 611 o) 606 71 1.12
Large Comm - Interruptible 330 226 104 330 0 1.00
Large Indust. - Interruptible __10416 _ 8.602 1,814 __10416 0 1.00
Total 83,704 83,704 0 83,704 0 1.00
NOTES:

1. The above Table is the same as Table 2 (page 38) of the BCUC Decision with the
exception that the Revenue, Gross and Net Costs shown for Ocelot and Skeena
have been adjusted to include the imputed purchase cost of gas for the firm
transportation service volumes for each company.

2. The purchase cost of gas imputed for Ocelot's 140 103m3 of firm transportation
service was calculated as follows:

140 103m3 x $463.71/103m3/month © x 12 months = $779,033
1,904,000 GJ x $0.561/103m3(iD) /38.5 GJ/103m3 = 27,744
1,904,000 GJ x $1.03/GJ (@ii) = 1,961,120

$2,767,897

3. The purchase cost of gas imputed for Skeena's 229.5 103m3 of firm transportation
service was calculated as follows:

229.5 103m3 x $463.71/103m3/month ) x 12 months = $1,277,057
3,021,000 GJ x $0.561/103m3(id) /38.5 GJ/103m3 = 44,020
3,021,000 GJ x $1.03/GJ (iid) = 3,111,630

$4,432,707

@) Westcoast Demand Toll
(ii) Westcoast Commodity Toll
(i) Gas Commodity Cost

BCUC/Orders/PNG-Ocelot Recon.Reasons
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March 1, 1991 — . I
ECeE
Mr. R.G. Dyce | - /uié/‘*' / DMA"
Executive Vice President and
General Manager
Pacific Northern Gas Ltd.
Suite 1400 i
1185 West Georgia Street
Vancouver, B.C.
V6E 4E6
Dear Mr. Dyce:

Re: Pacific Northern Gas Lid. ("PNG")

With reference to the January 17, 1990 Ocelot Chemicals Inc. complaint regarding rates
charged by PNG and subsequent evidence on rate design filed by PNG, the Commission
has made its determination into the matter. We enclose Commission Order No. G-23-91
and the Commission Decision issued concurrently with the Order.

Yours truly,

N Do,
}QL Robert J. Pellatt
Commission Secretary

RJP/Im

Enclosures

cC: Ocelot Chemicals Inc.
Registered Intervenors
Interested Parties

PNG/Cor/Ocelot Compl. Decision

BOX 250, #600, 900 HOWE STREET, VANCOUVER. B.C. VEZ 2N3 CANADA, TELEPHONE: (604) 860-4700. B.C. TOLL FREE. B.C. 1-800-863-1385, FAX: (604) 660-1102




IN THE MATTER OF
the Utilities Commission Act
S.B.C 1980, c. 60, as amended

and

IN THE MATTER OF

a Complaint by Ocelot Chemicals Inc.
against Pacific Northern Gas Ltd.

and

IN THE MATTER OF

a Rate Design Application
by Pacific Northern Gas Ltd.
DECISION

February 27, 1991

BEFORE:

J.D.V. Newlands, Deputy Chairman;
N. Martin, Commissioner; and
W.M. Swanson, Q.C., Commissioner
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1.0 BACKGROUND
1.1 Chronology of Application

On January 17, 1990, Ocelot Chemicals Inc. ("Ocelot") filed a complaint with the British
Columbia Utilities Commission ("the Commission") pursuant to Section 64 of the Utilities
Commission Act ("the Act") requesting that the Commission commence an immediate
inquiry into the reasonableness of the Pacific Northern Gas Ltd. ("PNG") rate structure.
Section 64 states:

"Commission may order amendment of schedules

64. (1)  The commission, on its own motion, or on complaint by a-
public utility or other interested person that the existing rates in effect and
collected or any rates charged or attempted to be charged for service by a
public utility are unjust, unreasonable, insufficient, unduly discriminatory
or in contravention of this Act, regulations or any law, may, after a hearing,
determine the just, reasonable and sufficient rates to be observed and in
force, and shall, by order, fix the rates.

) The public utility affected by an order under this section shall
amend its schedules in conformity with the order and file amended
schedules with the commission."”

Sections 65 and 66 of the Act deal with the assertions of Ocelot and the remedies available.
Sections 65 and 66 state as follows:

"Discrimination in rates

65. (1) A public utility shall not make, demand or receive an unjust,
unreasonable, unduly discriminatory or unduly preferential rate for a service
furnished by it in the Province, or a rate that otherwise contravenes this Act,
regulations, orders of the commission or other law.

(2) A public utility shall not, as to rate or service, subject any
person or locality, or a particular description of traffic, to an undue
prejudice or disadvantage, or extend to any person a form of agreement, a
rule or a facility or privilege, unless the agreement, rule, facility or privilege
is regularly and uniformly extended to all persons under substantially
similar circumstances and conditions for service of the same description,
and the commission may, by regulation, declare the circumstances and
conditions that the substantially similar.

©)) It is a question of fact, of which the commission is the sole
judge, whether a rate is unjust or unreasonable, or whether, in any case,
there is undue discrimination, preference, prejudice or disadvantage in
respect of a rate or service, or whether a service is offered or furnished
under substantially similar circumstances and conditions.




] (4)- In this section a rate is "unjust” or "unreasonable"” if the rate
is

(a) more than a fair and reasonable charge for service of
the nature and quality furnished by the utility,

(b) insufficient to yield a fair and reasonable compensation
for the service rendered by the utility, or a fair and
reasonable return on the appraised value of its
property, or

(c) unjust and unreasonable for any other reason.”

"Rates

66. (1) Infixing a rate under this Act or regulations

(a) the commission shall consider all matters that it-
considers proper and relevant affecting the rate,

(b) the commission shall have due regard, among other
things, to the fixing of a rate that is not unjust or
unreasonable, within the meaning of section 65, and

(c) where the public utility furnishes more than one class
of service, the commission shall segregate the various
kinds of service into distinct classes of service; and in
fixing a rate to be charged for the particular service
rendered, each distinct class of service shall be
considered as a self contained unit, and shall fix a rate
for each unit that it considers to be just and reasonable
for that unit, without regard to the rates fixed for any
other unit.

(2) Infixing a rate under this Act or regulations, the commission
may take into account a distinct or special area served by a public utility with
a view to ensuring, so far as the commission considers it advisable, that the
rate applicable in each area is adequate to yield a fair and reasonable return
on the appraised value of the plant or system of the public utility used, or
prudently and reasonably acquired, for the purpose of furnishing the service
in that special area, but, where the commission takes a special area into
account, it shall have regard to the special considerations applicable to an
area that is sparsely settled or has other distinctive characteristics.

3) For this section, the commission shall exclude from the
appraised value of the property of the public utility any franchise, licence,
permit or concession obtained or held by the utility from a municipal or
other public authority beyond the money, if any, paid to the municipality or
public authority as consideration for that franchise, licence, permit or
concession, together with necessary and reasonable expenses in procuring
the franchise, licence, permit or concession.”




A rate is defined in the "Interpretation” section of the Act as follows:

"rate’ includes a general, individual or joint rate, fare, toll, charge, rental or
other compensation of a public utility, a rule, practice, measurement,
classification or contract of a public utility or corporauon relating to a rate
and a schedule or tariff respecting a rate."

Ocelot asserted that PNG's rates were unjust, unreasonable and unduly discriminatory, and
in particular that the rates resulted in a cross-subsidy of some $4 million from Ocelot to
other customers, primarily residential.

After reviewing letter submissions and responses from Ocelot and PNG, and related
information, the Commission issued Order No. G-20-90, dated March 14, 1990,
requiring PNG to file a Rate Design Application by July 6, 1990. It also ordered a public
hearing into the complaint to commence August 21, 1990 in Prince Rupert, B.C.

Pursuant to the Order, on July 6, 1990, PNG filed this Rate Design Application.

The Commission heard evidence on the complaint and the Application in Prince Rupert on
August 21, 22, and 23, 1990 and in Kitimat on August 28, 1990. The interested parties
requested (and the Commission granted) a delay in the hearing of argument to allow the
participants to negotiate a settlement which could then be brought forward for Commission
consideration. No settlement was reached and argument was heard in Terrace on
November 6, 1990.

1.2 The Applicant

PNG transmits and distributes natural gas in the west central portion of British Columbia.
The 350 mile system begins at Summit Lake, near Prince George, where it interconnects
with the Westcoast Energy Inc. ("Westcoast") pipeline system, and terminates at the deep
water ports of Kitimat and Prince Rupert. It is primarily an industrial gas transmission
system. Currently, residential customers comprise three to four percent of PNG's load,
while commercial, small industrial and natural gas vehicle customers comprise eight to nine
percent. The balance, approximately 88 percent, is load from four major industrial




customers, namely Ocelot, Eurocan Pulp & Paper Co. ("Eurocan"), Skeena Cellulose Ltd.
("Skeena"), and Alcan Smelters and Chemicals Ltd. ("Alcan"). Approximately three-
quarters of the large industrial load is firm, with the balance made up of interruptible sales.

The single largest customer on the PNG system is Ocelot. Ocelot comprises about
66 percent of PNG's total load, including approximately 75 percent of PNG's
interruptible volumes. PNG service to Ocelot began in 1982 and caused the PNG system
to be expanded. The expansion of the transmission system, which consisted of looping
and compression, was initially expected to cost approximately $30 million but ultimately
cost $43 million. Debt of approximately $40 million was issued in two parts: $30 million
for a term of five years and at a coupon rate of 17.75 percent and $10 million until 1997 at
a coupon rate of 18 percent.

PNG holds long-term contracts with each of its major industrial customers which are not
due to begin expiring until 1999.

PNG's gas requirements are met through a long-term contract (expiry: October 31, 2002)
with CanWest Gas Supply Inc. ("CanWest"), the provincial aggregator and the successor
to the British Columbia Petroleum Corporation ("BCPC"). Pricing provisions of the
contract are negotiated annually or bi-annually. The current pricing provisions, which run
through October 31, 1991, require PNG to take all its supply from CanWest. However,
beginning November 1, 1991, PNG will be permitted to buy up to 25 percent of its core
market requirements from sources other than CanWest. This percentage may increase over
time.

1.3 The Complainant

Ocelot operates two petrochemical plants in Kitimat, B.C., which have the capability of
producing more than 500,000 tonnes of methanol and 190,000 tonnes of ammonia
annually. Gas supply to the plants consist of 44 MMcf/day of firm gas sales, 2 MMcf of
firm gas transportation, and interruptible gas sales which average about 15.5 MMcf/day.




The arrangements for selling gas to Ocelot are complex and can best be understood by
following the flow of gas from the wellhead. Producers sell their gas to CanWest which
sells the gas to Westcoast, which in turn transmits the gas to the inlet of PNG's
transmission system, at which point Westcoast sells the gas to PNG. PNG then sells the
gas back to CanWest, which assigns the gas to BCPC (Kitimat) which, in turn, sells the
gas to Ocelot.

This arrangement allows BCPC (Kitimat), a subsidiary of BCPC, a government agency, to
guarantee minimum payments to PNG equivalent to an 80 percent minimum take provision
on firm sales volumes.

Ocelot's total firm contract demand for sales gas is 44 MMcf/d of which the first
80 percent (35.2 MMcf/d) is sold at a rate of $2.4920" per gigajoule. PNG sells the next
12.2 percent of contract demand (5.4 MMcf/d) at $1.9950* per gigajoule, with the
balance (3.4 MMcf/d) sold at an incentive rate of $1.2050* per gigajoule. PNG recovers
all of Westcoast's demand charges in the rates paid for the first 80 percent of contract
demand while the incentive rate of $1.2050* per gigajoule for gas taken above
92.2 percent of contract demand reflects the variable cost of providing this gas, i.e. the
actual gas charge of $1.03 per gigajoule, the Westcoast commodity charge of $0.015,and a
margin of $0.16 to PNG to cover compressor fuel, incremental taxes, etc., and a small
contribution to fixed charges (Exhibit 6, IR 31). All interruptible gas is priced at this rate
($1.2050* per gigajoule).

As a result of these arrangements, PNG's financial exposure in serving Ocelot is limited to
firm volumes between 80 percent and 92.2 percent of contract demand (5.4 MMcf/d).

Pre 1991 Interim Rates.
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In addition to the sales volumes discussed above, Ocelot takes 2 MMcf/d of gas through a
transportation service contract with PNG. Ocelot pays PNG $0.9510 per gigajoule for the
first 92.2 percent of transportation volumes which is equal to PNG's margin on firm gas
sales between 80 percent and 92.2 percent of firm contract demand discussed above. For
gas taken in excess of 92.2 percent Ocelot pays $0.16 per gigajoule. This rate is equal to
PNG's margin on incentive and interruptible gas sales.




2.0 THE APPLICATION
2.1 PNG Proposal

PNG's Application proposes to restructure its rates to residential and large industrial
customers but leaves unchanged its rates to commercial, natural gas vehicle and small
industrial customers, as follows:

1.  Residential Rates

Increase residential rates five percent per year for three years commencing
January 1, 1991. This would result in a $0.2366 per gigajoule increase in
each of 1991, 1992 and 1993. In argument the proposal was amended to
commence January 1, 1992.

2. Qcelot

Eliminate the incentive rate on firm gas sales and service in excess of
92.2 percent. This would increase the rate charged on sales and service for
the last 7.8 percent of contract demand by $.7348 per gigajoule, making it
equal to the current rate charged on sales and service between 80 percent
and 92.2 percent of contract demand.

Increase the current interruptible rate by $0.055 per gigajoule.

Decrease Ocelot firm service rates by $0.055 in 1991, using the revenues
generated from the elimination of the incentive rate and from the increase in
the interruptible rate. The proposed rates are $2.4368 per gigajoule for the
first 80 percent of contract demand and $1.9398 per gigajoule for sales
above 80 percent of contract demand.

3.  Skeena Cellulose, Eurocan and Alcan

Decrease interruptible rates charged to the large industrial customers, other
than Ocelot, by 10 percent or $0.19 per gigajoule in 1991.

4.  All Large Industrials

Reduce firm service rates for all large industrial customers using the
additional revenues generated by the increase in residential rates in 1992 and
1993. .




These proposals would increase the contribution to PNG revenue made by residential
customers, decrease the contribution made by Skeena, Eurocan, and Alcan, and shift the
contribution made by Ocelot from firm service to interruptible service while leaving the
absolute contribution essentially unchanged. Total revenues collected by PNG would
remain unchanged.

2.2 Ocelot Proposal

Ocelot in the alternative maintained that the large industrial customers are paying rates for
firm service in excess of the cost of providing it and further, that residential customers, in
particular, and commercial customers are paying rates that do not fully recover the cost of
serving them. Ocelot stated that this results in a cross-subsidy from the large industrial
customers to residential and commercial customers and urges the Commission to:

"(1) Quantify the cross-subsidy from the large industrials to other
customer classes.

(2) Do all the Commission can to rebalance the rates to eliminate the
cross subsidy."

(Exhibit 10, Tab 1, Page 3)

Ocelot states that it does not expect the Commission to rectify the problem in its entirety, in
either the short or intermediate term but, rather to make a beginning. Such a beginning
might consist of a five percent to seven percent increase in residential, commercial and
small industrial rates, the increased revenues from which could be used to lower industrial
rates. In addition, Ocelot proposed that industrial rates be restructured to contain a demand
charge and a commodity charge.




3.0 GOALS OF RATE DESIGN
3.1 General Discussion

The legislative parameters with regard to the fixing of a rate are set forth in the Act and have
been addressed in Section 1.1 of this Decision. However, depending on the perspective
chosen, the parameters considered and weights given, different answers with respect to
rates will result. The three primary perspectives are those of the utility, the customer and
society. Society's perspective can be subdivided into further distinct categories, often with
opposing objectives.

From the perspective of the utility, rates should ensure that revenue requirements, inclusive
of return, are met; that the rate structure is strategically sound for load management,
competition and long-term planning purposes; and that the negative cost impact, if any, of
new customers and increased load is minimized or eliminated from both the customers' and
shareholders' perspective.

From the perspective of the customer, the rates should be affordable, understandable, '
equitable and provide for an appropriate quality of service.

From the perspective of society, which may differ from that of the utility or the customer,
rates should promote allocative efficiency, that is rates should encourage the appropriate
levels of production and consumption while at the same time discourage the misallocation
of society's resources. Society may also place a priority on the use of natural gas for one
form of consumption over another and this may be reflected in pricing schemes.

PNG's expert witness, Dr. Robert H. Sarikas, testified that generally accepted objectives
of rate design include the following:

i) meeting the annual revenue requirement,

ii) equity or fairness,

iii) economic efficiency,

iv) simplicity and understandability of the rate form,
v) conservation of resources,

vi) stability,
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vii)  social goals, S NPT
viii) administrative ease T e
ix)  employment, and - ; ‘

X) protection of the environment. A
He also testified that since these goals may sometimes be in conflict, informed judgment
will be required to obtain a satisfactory compromise among the various goals listed above.

Four of the goals listed above received particular attention throughout this hearing, They
were:

i) economic efficiency, /
ii) equity or fairness )
ii) gradualism, and

iv)  employment and economic development.

3.2 Economic Efficiency versus Equity or Fairness

Throughout the hearing, the Commission heard evidence concerning economic efficiency,
equity or faimess, possible conflicts between these two goals and the degree of weighting
these goals should receive in establishing rates for service. Dr. Sarikas testified that it was
his impression that the two goals of rate design considered most important by PNG were
economic efficiency and fairness, with fairness being of slightly greater importance
(T. 430). In contrast, Mr. Drazen, Ocelot's expert witness, placed greater emphasis on
economic efficiency (Exhibit 10, Tab 2, Page 4).

No clear definition of either economic efficiency or fairness arose from the hearing.
Dr. Sarikas testified that economic efficiency,

"requires the proper identity of cost and price so that there will be an
efficient allocation of resources as a result of the purchasing decisions made

by utility customers."
(Page 6,’Tab 1, Exhibit 4)
while
"In the minds of many, fairness is attained when a customer pays what a

service costs."
(Page 5, Tab 1, Exhibit 4)
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It is not clear from these views, why economic efficiency and faimess should be seen as
competing rather than complementary objectives.

Mr. Vidalin, Ocelot's policy witness, concurs with this view when he stated as follows:

"Industry can pay fair rates and prosper.”
(Page 3, Tab 1, Exhibit 10)

3.3 Gradualism

Witnesses on behalf of both PNG and Ocelot testified that rate increases shguld be
introduced gradually to allow customers time to adjust to rate changes and so that rate

shock can be avoided (T. 440, T. 525). Dr. Sarikas testified that rate shock is usually

defined as a rate increase in excess of 20 percent (T. 443). Concemn with the avoidance of -
rate shock is the basis for PNG's recommendation that restructuring of the residential rates
take place over three years as opposed to one year (T. 440) and lies behind Ocelot's
statement that:

"the rate rebalancing problems faced by Pacific Northern Gas cannot be
solved by rate shifts alone.”
(Page 7, Tab 1, Exhibit 10)

In assessing the potential impact of a rate change, the Commission must be cognizant of all
factors which will affect the price of the utility service. Through cross-examination it
became clear that the increases in residential rates proposed by PNG as a result of the
current rate design hearing are not the only increases faced by residential customers.
Exhibit 24, prepared by PNG, outlines several sources of rate increases for residential
customers over the 1991 to 1993 period. In addition to proposed increases due to this
application, additional increases may arise from an imminent 1991 revenue requirement
hearing, proposed changes to the handling of deferred taxes, an increase in Westcoast tolls, .
an increase in franchise fees and the impact of the seven percent Goods and Services tax.
While not all of these changes lie within its jurisdiction the Commission believes it must
consider the combined impact of all these factors in determining rates. If all the potential
increases occurred as outlined in Exhibit 24, residential rates would increase 25.9 percent
in 1991, followed by a further 5.2 percent increase in 1992 and a further 5.1 percent
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increase in 1993. Over the three year period the accumulated increases are projected to be
39.2 percent exclusive of any changes which may take place in the cost of gas. Over the
same three year period, it is estimated that commercial rates would rise 14 percent , small
industrial rates 14.8 percent and NGV rates 12.2 percent (Exhibit 24).

3.4 Employment and Economic Development

The impact of rates on economic development and employment was the subject of
significant debate throughout the hearing. Dr. Sarikas testified that:

"Rates for industry that both attract new business to British Columbia and
retain existing employers can be viewed as enhancing this goal [of full
employment].”

(Page 9, Tab 1, Exhibit 4)

However he suggested that the goal of employment maximization should be pursued
cautiously.

"In my opinion, employment or labour should be effective in marginal
terms. I view the purpose of an economic system as the production of
goods and services, not the maximization of employment per s¢. The
distortion of the economic system to provide partial solutions to the problem
of income distribution can result in less goods overall."

(Page 9, Tab 1, Exhibit 4)

Ocelot argued that rates must properly reflect the cost of serving industrial customers if
negative impacts on employment and regional development are to be avoided.

"If industry is asked to continue to subsidize other classes of customers,
existing industries in the Pacific Northern service area will suffer and it will
be difficult, if not impossible, to attract new petrochemical operations to

Kitimat." .
(Page 2, Tab 1, Exhibit 10)

The Commission was pleased to receive the views of the City of Prince Rupert and the
District of Kitimat on this issue. Mayor Lester, City of Prince Rupert, testified that
employment considerations should not be the driving force in determining rates.

"There shouldn't be any possibility of the Commission thinking that
because an industry provides employment or because they can present more
facts, that their submission should be agreed to." (T. 261)
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And in response to a specific question from Mr. Wallace, Counsel for Ocelot, Mayor
Lester stated that he believed industrial customers for natural gas should subsidize
residential customers even if it inhibited economic development (T. 264/265). In addition,
Mayor Lester suggested that PNG absorb a gas price reduction to industrial users instead of
implementing an offsetting price increase to residential gas customers.

"There doesn't seem to be any compelling reason why residential gas rates
should be increased.” (T. 261)

In contrast to Mayor Lester's position, the District of Kitimat stated

"Appreciating the competitive nature of petrochemicals, we are concerned
about natural gas prices that are above those justified by rational cost
allocation. Such a practice could hinder further development in Kitimat.
We do not propose subsidizing natural gas prices to industry, but we can
not support a system that charges industry more than a fair share.”

(Page 3, Exhibit 32)

However, the District of Kitimat did support Mayor Lester's suggestion that the
Commission investigate the possibility of PNG absorbing any rate decrease to industrial
customers hence eliminating any impact on the residential consumers.

"While respecting PNG must cover its costs and be allowed a reasonable
return, adjustments to one class should not automatically be passed to

another class."
(Page 5, Exhibit 32)
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4.0 COST OF SERVICE STUDIES
4.1 General Discussion

In fixing a rate under the Act the Commission shall have due regard, amongst other things,
to fixing a rate that is not unjust and unreasonable within the meaning of Section 65.
Section 65(4)(b) states that a rate is unjust or unreasonable if it is "insufficient to yield a
fair and reasonable compensation for the service rendered by the utility, or a fair and
reasonable return on the appraised value of its property”. Accordingly, a cost of service y
study is required to give proper consideration of this parameter.

The steps to be taken in preparing a cost of service study are four-fold:

1. the determination of the total cost to be allocated;

2. the division of these costs by function (eg. purchased gas, transmission,
distribution, and so on);

3. the classification of the functionalized costs between capacity, commodity,
customers, and so on; and

4.  anallocation of these costs to the rate classes.
7

Various degrees of judgement are required in the compilation of a cost of service study.
The two most sigrxiﬁcant"a'reas of judgé%nem occur in the determination of the type of study
to be undertaken (historical cost or marginal cost) and the method chosen to allocate the
capacity costs to the rate classes (eg. Average Demand, Coincident Peak Responsibility,
Average and Excess, Modified Partial Plant and others). Depending on the method
selected, a rate class can be assigned a significant portion of capacity costs or no capacity
costs at all. Less judgement is required in the functionalization and classification of costs.

In this particular case both PNG and Ocelot chose to present cost of service studies based
on historical costs using a Fully Allocated Cost of Service ("FACOS") methodology. The’
adoption of this method by both PNG and the Complainant appears to be predicated on the
assumption that average historical costs are unlikely to be substantially different from
incremental costs, particularly as they pertain to the transmission component of the cost of
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service which is by far the largest cost component in this case. This assumption should be
reviewed if any disproportionate growth takes place on the system either through a
significant increase in load by an existing customer or a major new user appearing on the
system.

Using FACOS, the process of rate determination consists of three conceptually distinct
steps. These are:

i) estimation of total cost;

ii) allocation of (i) above to the various customer classes (cost allocation); and

iii)  allocation of revenue requirements within each customer class to the various
customers with differing consumption patterns (rate structure).

Step (i) was established prior to this hearing by adopting an 1989 test year. Step (ii),
which concerns the allocation of costs between classes, is the primary focus of this
hearing. Step (iii), which is sometimes referred to as intra-class allocation, was not
addressed by the Applicant since:

"The Company believes the cost allocation principles and general rate design
objectives should be established prior to the detailed assessment of changes
in the various block rates."”

(IR 37, Exhibit 6)

In order to allocate the cost of service among customer classes, a three step procedure has
been developed. The first step is to separate the rate base and annual revenue requirement
into functional categories; i.e. allocate costs to various categories based on functions such
as purchased gas cost, transmission cost, distribution cost, and so on.

The second step is to further separate each functional amount into classifications based on
cause or type of cost, e.g. demand or capacity, commodity use and customer cost. This
step requires judg’é’ment since many costs, e.g. purchased gas costs, have both a capacity
and commodity cginponent. Although a variety of methods have been devised to help
apportion costs between capacity, commodity and customer components, some degree of
imprecision in the apportionment is unavoidable.
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The third step is to allocate the various functionalized and classified costs to the appropriate
rate classes. Allocation of the costs can be assigned directly when the amount of class
responsibility is clear, as with gas commodity charges. However, this task becomes
significantly more difficult where there are joint costs; i.e. costs incurred to serve more
than one customer or customer class, such as capacity costs.

This hearing addressed four major issues with respect to cost of service studies. These
were (i) the role of cost of service studies, (ii) how should capacity be allocated amongst
firm customer classes, (iii) to what extent should interruptible customers bear fixed costs,
and (iv) how should interruptible revenues from large industrial customers be credited.

4.2 Role of Cost of Service Studies

PNG testified that the purpose of a fully allocated embedded cost of service study is to
determine "the cost of serving the different rate classes and the ratio of revenue provided by
each respective class to its allocated cost." (Page 3, Tab 2, Exhibit 4.) PNG stated that
in carrying out its cost of service study, its choice of methodology was influenced by
considerations other than cost and specifically by fairness. Ocelot's expert witness,
Mr. Drazen, gave evidence that cost of service studies should reflect cost considerations
only and that other goals of rate design, such as faimess, should be considered separately
(T. 536).

Witnesses on behalf of PNG and Ocelot testified that cost of service studies require
considerable amounts of judgment. In addition, there are limitations on what cost of
service studies can measure. For example, there was considerable evidence to show that
Ocelot receives a lower quality of interruptible service than do other interruptible ‘
customers. However, PNG testified that this was best captured outside of the cost of
service study as an external adjustment to the rates indicated by the cost of service study
(T. 275).

Similarly, PNG testified that it was subject to substantial business risk resulting from the
composition of its load. PNG serves four large industrial customers which take
approximately 88 percent of the coinpany's gas sales with Ocelot taking 66 percent. The
.company testified that there is significant business risk associated with the loss of even one
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of these major customers (T. 257). This risk has been recognized previously by the
Commission in the allowed rate of return on equity. However, in distributing the return on
equity among customer classes for cost of service purposes, the company did not attempt to
reflect this difference in risk, although the company believed that residential customers
imposed less risk on the system (T. 267). PNG testified that this imposed a limitation on
the usefulness of its cost of service study (T. 267).

As a result, both the Applicant and the Complainant suggested that these studies are seen
more as a guide than a prescription in setting rates (T. 273/274 and T. 670/671).

4.3 Capacity Allocation - Firm Customers

As indicated in Section 4.1, there are three steps necessary to allocate the cost of service
amongst customer classes. No particular issues or concerns were raised with respect to the
functionalization or classification of embedded costs and Ocelot accepted PNG's cost of
service study results for these two areas. However, they held markedly different views
with respect to the appropriate allocation of capacity costs to customer classes.

4.3.1  Modified Partial Plant

The cost of service study presented by PNG used the Modified Partial Plant method, a
variation on the Partial Plant method, to allocate capacity costs amongst the different rate
classes, including the interruptible class, during the time period they use the system. This
method implicitly assumes that the facility is constructed to meet the annual load and each
increment of load over the base load requires the addition of a series of partial plants to
serve the load. As such, PNG argued it enhances fairness.

"Onlfy those rate classes which utilize capacity in a time period are asked to
pay for it."
(Exhibit 4, Tab 1, Page 13)
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4.3.1.1 The First Step

The method consists of three steps. The first step assigns capacity cost responsibility to
each time period. It begins with the assumption that system capacity can be viewed as a
series of partial plants. Each increment of system load calls forth an additional partial plant
which exists during the time the load is on the system. Once a load appears on the system,
. it exists from that point in time on the load duration curve through all remaining periods
including the peak.

Capacity responsibility for each partial plant is allocated on an equal basis to each time
period in which the capacity is in use. For example, base capacity is allocated equally to
each of 365 days while capacity responsibility for the peak period increment is allocated
solely to the peak period. For each time period, capacity responsibility is the sum of the
portion of all partial plants used in the time period. The sum of all time period capacity
responsibilities equals peak capacity. By developing ratios of each accumulated increment
to the total, a weighting factor for each period of the year is calculated.

4.3.1.2 The Second Step

The second step allocates the capacity cost responsibility across rate classes. Time period
weights are calculated based on time period capacities determined in the first step. The
relevant weights are then applied to class demand in each time period. Summing the
weighted class demands across time periods gives the total capacity responsibility for each
rate class. Determining the percentage distribution results in the initial cost allocation
factors.

However, at this point a problem arises in that the sum of class capacities calculated in the
second step does not equal peak capacity. Although the time period weights calculated in
the first step are based on peak capacity, the calculated class capacity responsibilities are
based on demand in each period, which except for the peak period, is less than peak
demand. Thus, total peak capacity is not allocated and any percentage distribution of
capacity cost based on this initial allocation will be skewed with more capacity cost being
allocated to a 100 percent load factor customer than that customer’'s maximum demand.
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4.3.1.3 The Third Step

The third step is to take the capacity left unallocated under step two, and allocate it based on
the aggregate of excess of period use over average use. As Dr. Sarikas testified,
(Page 15, Tab 1, Volume 1), this should result in the 100 percent load factor customer
being allocated the same capacity responsibility as he would have been allocated under the
coincident peak day method.

The Commission heard several criticism of the Modified Partial Plant method First, Ocelot
argued that this method was inappropriate in principle since it was incorrect to allocate
capacity costs based on usage in all time periods instead of solely at peak. Ocelot
maintained that gas utilities design their system to meet the maximum expected firm load
(Page 10, Tab 2, Exhibit 10) and it is on this basis that capacity costs should be allocated.
Mr. Drazen, appearing on behalf of Ocelot, stated:

" | submit that ... the way you measure cost is, the way the utilities design
their system, it's by how much do you have to serve at the time of the
maximum demand, and how much gas is used on July 3rd or August 12th
really doesn't have much impact, if any impact, on the cost of the system.

So if you're trying to measure cost the way you do it here ... is by the
contribution to peak." (T. 521)

Second, Ocelot asserted that the method had operational difficulties due to its complexity
and was therefore rarely used (T. 130/131).

Finally, Ocelot argued that the method gave results which were inconsistent with the
evidence given by PNG (T. 837), in that high load factor customers were allocated
capacity cost responsibility in excess of that which they would have been allocated under
the coincident peak day method. This resulted in faulty price signals being given to high
load factor customers. Specifically, Ocelot demonstrated that high load factor customers
could reduce their total cost responsibility under this method (and presumably rates) by
increasing gas usage to 100 percent load factor levels even if this resulted in an
uneconomic and wasteful use of gas (T. 340/355)




4.3.2  Coincident Peak Method

Ocelot presented its own cost of service study using the coincident peak day method to
allocate capacity cost responsibility and restricting capacity cost responsibility to firm
service customers only. This method calculates capacity cost responsibility by measuring
the load of each customer class relative to the total system load on the peak day. If a
customer class accounts for 40 percent of the load on the peak day, the class will be
allocated 40 percent of capacity costs.

Ocelot argued that the coincident peak day method is a standard methodology (Page 9,
Tab 2, Exhibit 10) and that other regulatory commissions have found it to be a more
appropriate method of determining cost causation than the Modified Partial Plant method
(Page 9, Tab 2, Exhibit 10). In particular, Ocelot argued that since gas utilities design
their system to meet the maximum expected firm load (Page 10, Tab 2, Exhibit 10) it is
on this basis that capacity costs should be allocated. No direct assignment of fixed costs
should be made to other than those customers who used the system on the coincident peak.

However, over the course of the hearing, evidence was adduced to show that any method
which does not consider mileage would be inappropriate for allocating capacity related
costs on PNG's transmission system since customer classes are not evenly spread
throughout PNG's distribution area. In particular, small industrial customers are located
closer to the beginning of PNG's transmission system while large industrial customers are
located towards the terminus of the system. This implies that if mileage is not considered,
costs will be over-allocated to customers near the commencement of the system and under-
allocated to customers located at the terminus of the system.

As a result, evidence was presented by both PNG and Ocelot with respect to the distance-
weighted coincident peak day methodology.
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4.3.3  Distance-Weighted Coincident Peak

The Distance-Weighted Coincident Peak Day method allocates capacity responsibility based
on usage at peak, weighted by the distance gas is transported. Both Ocelot and PNG
testified that the Distance-Weighted Coincident Peak Day Method was a reasonable method
of capacity cost responsibility allocation. Ocelot testified that it was a refinement to the
Coincident Peak Day method while PNG testified that it had been their second choice for
the cost of service study.

Both PNG and Ocelot presented preliminary evidence indicating the impact which é—change
to the distance-weighted coincident peak-day method would have on their respective cost
studies. Exhibit 20 presented by PNG, shows the results of a distance-weighted
coincident peak day methodology assuming that interruptible customers are allocated
capacity. The study indicated that a movement to this method from the Modified Partial
Plant method would decrease PNG's estimate of Ocelot's capacity cost responsibility by
approximately $975,000 resulting in an estimated over-contribution of approximately
$3.6 million. Exhibit 33 shows the results of Ocelot's cost of service study using this
method and assuming that no capacity cost allocation is made to interruptible customers,
and indicates that Ocelot's capacity cost responsibility would increase by approximately
$600,000 resulting in an estimated over-contribution of approximately $3.7 million.

4.4 Capacity Allocation - Interruptible Customers
44.1 "Avoj "

The cost of service studies presented by PNG and Ocelot differed in their treatment of
interruptible customers. PNG's study assumed that all customers, whether firm or
interruptible, should bear capacity cost responsibility. PNG supported this method on the
grounds that it is more equitable.

"Mr. Rice: Q: Now, its your view that customers ought to be allocated a
portion of the total system capacity because that customer is enjoying the
benefits of the system to a greater or lesser degree.




22

Dr. Sarikas: A: Yes, I generally favour someone paying for the use of a
system even though they may not have caused an expenditure to be made in
order to supply them, but that they should not enjoy the free use of the
system that was provided by others." (T. 453)

In order to allocate capacity costs to interruptible customers, PNG employed an "avoided
cost" approach. This approach requires that interruptible customers be treated as if they
received firm service. Therefore, the costs of serving interruptible customers on a firm
basis must be calculated. These costs include investment in plant needed to provide service
and increased Westcoast demand charges. Second, it is assumed that these costs are
incurred to serve all classes of customers and so are allocated across all customer classes
based on the Modified Partial Plant allocation factors. Third, since these costs are not
actually incurred, but represent the savings obtained by serving interruptible customers as
firm, they must be subtracted from the "beefed-up" cost of service. Dr. Sarikas assumes
that the savings are divided equally between interruptible and firm classes of customers.
The rationale for the equal division is that equality would be the outcome of a hypothetical
“hard bargaining” between interruptible and firm customers. Fourth, the 50 percent of
savings allocated to interruptible customers are allocated on the basis of average load, while
the 50 percent allocated to firm customers are allocated between firm classes on the basis
of "valley gas”, i.e. the difference between class peak load and firm requirements on any
given day, and on previously determined capacity responsibility.

Dr. Sarikas testified that the avoided cost approach was chosen since it provides

"an equitable way of arriving at what the savings were first of all, because
by knowing avoided cost you know what the savings are from interruptible
service." (T. 368)

or put another way,

“it provides for a credit that is equal to the total savings derived from the
provision of interruptible service."
(Exhibit 6, IR 8)

Specifically, he argued that the avoided cost method requires less judgment than the
approach used by Ocelot, since the actual benefits of interruptibility are calculated.
Mr. Drazen disagreed with this approach, arguing that it is inappropriate to assign capacity
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responsibility to interruptible customers (Page 14, Tab 2, Exhibit 10). Support for this
view was given by Mr. Dyce, who stated that PNG did not design its system to serve
interruptible customers (T. 186).

However, a number of other problems with PNG's approach were also identified. First,
two areas were identified which require the exercise of significant judgment. These are the
estimate of the cost of making interruptible sales firm and the allocation of the savings from
the provision of interruptible rather than firm service between interruptible and firm service
customers.

PNG's cost of service study assumed that the savings are initially split equally between
interruptible and firm service customers, arguing that this is the result which would likely
be achieved through "hard negotiation” (Exhibit 6, IR 16). Dr. Sarikas stated that the
equal allocation was entirely hypothetical (T. 366).

In addition, Counsel for Ocelot argued that the distribution of the estimated savings
amongst firm and interruptible customers results in counter-intuitive results. In cross-
examination, Dr. Sarikas and Mr. Bellin stated that this method resulted in an increased
capacity cost allocation to high load factor firm industrial customers and that such a result
was unlikely in a freely negotiated contract.

"Mr. Wallace: Q: But they're [industrial customers] going to say, aren't
they, say to you, well, forget it. Just treat us as firm, as you did on
page 21. This share the benefits has cost us two million dollars and it was
a nice idea, but we're out of here, aren't they? Isn't that what a reasonable

party is going to say?

Mr. Bellin: A: They probably would, yes."
(T. 374/375)

4.4.2  Ocelot Value of Service Approach

As indicated earlier, Ocelot's witness argued that interruptible customers impose no
capacity costs on PNG's system and therefore should not be allocated any capacity
responsibility for interruptible service. Mr. Drazen stated: '
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"Gas utilities do not build facilities to serve interruptible load. As a result;
there is very little cost incurred in respect of such loads. There is no
capacity-related cost; only commodity-related cost---that is, purchased gas,
compressor fuel and pipeline commodity tolls. Therefore a standard method
of calculating capacity cost is to allocate capacity costs only to the firm
customers and to exclude the interruptible loads from that allocation.”

(Exhibit 10, Tab 2, Page 12)

And later

"The allocation of costs to interruptible loads should be based only on those
costs actually incurred, namely commodity costs but no capacity costs.

(Exhibit 10, Tab 2, Page 14)

And also

"That does not mean that the interruptible rates need to be set at the
calculated cost. But the extent to which interruptible rates exceed the actual
cost of service should be recognized for what it is, a pricing decision."

(Exhibit 10, Tab 2, Page 14)

To the extent that the market will bear interruptible rates in excess of variable costs, Ocelot
acknowledged that a premium can be generated which may be used as a credit against the
fixed costs assigned to firm customers and thus reduce firm rates. (Exhibit 10, Tab 2,
Page 14). Specifically, Ocelot argued that interruptible rates should be set on a value of
service basis. And, though PNG did not espouse this methodology, Dr. Sarikas gave
evidence that:

"Allocated cost of any kind can't be applied in the face of market forces."
- (T. 369)

thus, suggesting that value of service considerations must be taken into account regardless
of the method of capacity allocation.

Witnesses for both PNG and Ocelot testified that incremental or variable costs are the floor
for interruptible rates; however, they appear to hold differing views as to the value of the
floor. Given Ocelot's proposed demand commodity rate structure for industrial customers,
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it would appear that Ocelot views the floor as being $0.08. This number may be partially
supported by Commission staff Information Request 31, Exhibit 6, which shows the
makeup of the current $0.16 incentive and interruptible rate to Ocelot to be as follows:

Fuel Consumption $0.0665

1 percent in lieu of Property Tax $0.0121

Misc. O&M and A&G Expense $0.0121
Contribution to Fixed Cost $0.0693
Total Cost $16.0000 cents

However, in cross-examination, Mr. Dyce testified that during some periods the variable
cost of moving gas exceeded $0.16 (T. 41/42).

Witnesses for both parties testified that for the PNG system the ceiling price for
interruptible gas is the firm service rate. Ocelot witnesses testified that if rates for
interruptible service equalled the firm rate, Ocelot would take firm service in preference to
interruptible service.

Ocelot did not present evidence to indicate the market value of interruptible sales or the
amount of premium that might be generated by interruptible sales. However, it is clear that
one factor which will influence the value of interruptible gas sales to Ocelot is the value of
methanol. Methanol is a primary petrochemical produced mainly from natural gas. The
two largest markets for methanol are for formaldehyde which is used in the production of
resin for wood panel board and building materials and for methyl tertiary butyl ether
("MTBE") which is used as an octane enhancer. This second use for methanol is expected
to grow rapidly as MTBE has proven effective in reducing motor vehicle carbon monoxide
and nitrous oxide emissions.

Ocelot testified that methanol is sold in a world market rather than in regional markets.
Traditionally, the demand for methanol has been inelastic, i.e. changes in the price of
methanol have had little impact on the demand for it, and cyclical. Therefore when excess
world supply exists the price will fall significantly and vice versa.
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For the purposes of the cost of service study, Ocelot assumed that interruptible customers
contribute $2 million above incremental costs, allocated as in the PNG study. The
$2 million reflects the approximate difference between current revenue from interruptible
sales and the cost of providing interruptible sales exclusive of any capacity allocation.
Based on total (Ocelot plus others) interruptible sales of 7800 TJ, this would give rise to
an interruptible rate of $0.253 per gigajoule. The PNG\\proposcd rates for interruptible
customers, which include a transportation rate for interruptible service to Ocelot of $0.215
per gigajoule also gives rise to the $2 million credit (Exhibit 11, Response to Staff IR 5).
Ocelot's witness stated that setting interruptible rates equal to firm rates at a 200 percent
load factor would result in interruptible rates ranging from $0.2659 to $0.3070 per Mcf.
Ocelot's rate would be $0.2842 per Mcf. These rates would also generate a $2 million
credit. In testimony, Ocelot's witness testified that a 200 percent load factor rate appeared
reasonable for interruptible service.

4.5 Results of Cost of Service Studies

4.5.1  PNG Cost of Service Study Results

The major conclusions of the PNG study are as follows:

1. The revenues resulting from rates charged to residential gas users appear to be less
than the allocated cost of providing such service, by approximately $1.8 million.

2. The revenues resulting from rates charged to commercial gas users appear to be
more than the allocated costs of providing such service by approximately $900,000.

3. The revenues resulting from rates charged to the large industrial firm gas users for
firm gas deliveries are greater than the allocated cost of delivering such gas. In
total, firm sales and service revenues for large industrial customers exceed cost of
service by about $3.8 million. Ocelot's portion of this amount is estimated by PNG
at $2.6 million.

4, The revenues resulting from rates charged to Skeena Cellulose Inc., Eurocan Pulp
and Paper Co. Ltd. and Alcan Smelters and Chemicals Ltd. for interruptible gas
gcl(i)b'eg&s) are greater than the allocated cost of delivering such gas by an estimated

300,000.
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5. The revenues resulting from rates charged Ocelot for interruptible service are less
than allocated costs by an estimated $3.0 million.

4.5.2  QOcelot's Cost of Service Study Results

The major conclusions of the Ocelot cost of service study are as follows:

1. The revenues resulting from rates charged to residential gas users appears to be less
than the allocated cost of providing such service by approximately $4.0 million.

2. The revenues resulting from rates charged to commercial gas users appears to be
less than the allocated cost of service by approximately $1.6 million. -

3. The revenues resulting from rates charged to large industrial firm gas users for firm
gas deliveries are greater than the allocated cost of delivering such gas by
approximately $5.9 million, of which Ocelot's share is $4.3 million.

In addition, a comparison of the revenues received from large industrial customers to the
costs assigned to them in the Ocelot cost of service study shows that the revenues resulting
from rates being charged large industrial customers for interruptible gas delivery are greater
than the allocated cost of delivery of such gas by approximately $1.8 million.

The following table summarizes and compares the differences between the revenues
collected under current rates and the allocated costs developed by the Applicant and
Complainant using their respective cost of service methodologies.
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Comparison of Cost of Service Results -
Revenue Less Allocated Revenue Requirement

(Thousands of Dollars)

ENG

$000
Under Over
Contributi Contributi

Residential (1,828)
Commercial 912
Small Industrial (195)
NGV 16
Ocelot 2,639
Skeena 607
Eurocan 444
Alcan 80
Interruptible
- Large Cg{nmercxal (19)
Interruptible
- Ocelot (2,976)
- Skeena 214
- Eurocan 78
- Alcan 28

Qcelot
$000
Under Over
Contribution
(4,046)
(1,563)
(321)
37
4,290
778
735
81

Source: PNG and Ocelot Cost of Service Studies.

4.6 Commission Summary and Conclusions

4.6.1 Role of Cost of Service Studies

A cost of service study is a guide to determine whether the revenues generated by the rates
charged to a particular class of customer are sufficient to cover the cost of serving that class
of customer. As such, cost of service studies should reflect costs only. Other
considerations, while important in determining fair, just and reasonable rates, should be

included following a review of the cost of service study results.

Given the above, the results of cost of service studies should be seen as a tool to be used in i

the setting of fair, just and reasonable rates. They are not, in and of themselves, fair, just |

|

and reasonable rates.




29

The Commission is also cognizant of the considerable reliance upon judgement involved in
the undertaking of a cost of service study. Although judgement is requlred in lesser
amounts to determine the specific component of the total cost of service and
functionalization of costs, significant judgement is required to classify costs between
capacity, commodity and customer components. Even greater judgement is required in
determining the appropriate method to allocate these costs amongét rate classes. For
example, compressor costs have been allocated 100 percent to capacity even though annual
usage contributes to a decreased service life. Similarly, different classes of customers
impose different levels of risk on the utility, but quantifying the appropriate cost differential
is not attempted in these studies. Finally, there are benefits attributable to serving certain
classes of customers but these, too, have not been included as an offset against costs within
the study as they are not easily quantified.

Therefore, even as a tool for indicating the level of costs attributable to serving a particular
class of customer, cost of service studies must be viewed as an indicator only, of the
sufficiency or insufficiency of rates to cover a particular set of costs. Given the

imprecision inherent in cost of service studies in general, and in particular the studies in -

issue, the Commission believes that as long as revenues from a particular class of service
and costs allocated to that class of service do not differ by more than 10 percent, there is

no compelling evidence to determine that the cost of service results indicate rate |

restructuring is required.

4.6.2 Capacity Allocation - Firm Customers

The primary issue before the Commission is whether capacity costs should be allocated
amongst customer classes solely on the basis of usage at peak or on a basis that in addition
reflects usage in all time periods. Secondary issues include the reasonableness of the
results generated by each study and the ease of understanding each method.

Capacity was defined in this proceeding as the maximum amount of service a utility will be
required to provide at any one point in time. Evidence was clear that it is on this basis that
PNG's facilities were designed and constructed.




PNG testified that the Modified Partial Plant method is based on the assumption that
capacity responsibility is a function of capacity use in all time periods and not solely the
peak-day period. In assessing this assumption, the Commission had regard to its stated
belief that cost of service studies should reflect costs only. If capacity costs are a function
of capacity use in all time periods, then a reduction in usage off peak should result in a
reduction in capacity costs. PNG presented no evidence at the hearing to lead to the
- conclusion that decreased usage off peak would result in such a reduction.

Additionally, if there were some portion of costs currently classified as capacity found to
vary with a change in throughput, it would be more appropriate to separate out the
commodity component during the classification stage of the cost of service study rather
than to allocate capacity based on commodity usage.

Cost allocation methodologies, like rates, should be easily understandable, within the
constraints of theoretical correctness, and additional complexities should have clear and
identifiable benefits. Even if off-peak usage influenced capacity costs it would be difficult
to endorse the Modified Partial Plant due to its complexity.

In assessing the reasonableness of the results generated by the Modified Partial Plant
methodology, the Commission was influenced by the apparent inducement to wastefulness

afforded high load factor customers. An appropriate method of cost allocation should not
provide an incentive to the uneconomic use of energy or a commitment to higher firm = °.
nomination, which in turn could cause unnecessary capital expansions to the pipeline

system.

Therefore the Modified Partial Plant method of capacity allocation proposed by PNG is f

found to be deficient as it is applied to the current circumstances of the PNG system.

The Coincident Peak Day method proposed by Ocelot allocates capacity costs based on rate
class demand at system peak. Assuming full utilization of the system, if the demand for
service at peak by one rate class increases then costs are imposed on the system. These
costs occur since either facilities will need to be built to provide the increased service or

.
Pl
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another customer’s demand at system peak will not be met. Therefore, in general terms,

the Coincident Peak Day method results in a proper allocation of capacity costs between
rate classes in these circumstances.

However, evidence adduced at the hearing did identify a deficiency with respect to the
allocation of costs. PNG's customers are not distributed evenly throughout the service
area. Small industrial customers are located near the beginning of the system while large
industrial customers are located near the terminus. Therefore, if capacity is allocated solely
with respect to use at peak, small industrial customers will be allocated capacity costs for
facilities which they do not use. This problem can be overcome by weighting the
Coincident Peak Day allocation factors by the average distance each customer class is
located from the origin of PNG's system.

Therefore, given these particular circumstances, PNG's capacity costs to firm customers
should be allocated using a Distance-Weighted Coincident Peak Day methodology.

4.6.3 Capacity Allocation - Interruptible Customers

The issues to be considered are two-fold: (i) are interruptible customers properly allocated
capacity costs and if so how should these costs be determined and (ii) if interruptible
customers are not allocated capacity costs how should rates be set .

PNG's argument with respect to interruptible customers follows from its endorsement of
the Modified Partial Plant Method of cost allocation. Specifically, PNG argued that
interruptible customers should be allocated capacity costs since they use the system and that
the amount should reflect a portion of the "avoided cost " of capacity resulting from
interruptible rather than firm service.

As stated in previous sections of this decision, cost of service studies should reflect costs.
If interruptible customers impose capacity costs on the system, then a decline in
interruptible service should lead to a reduction in capacity costs. There is no evidence to
indicate that this would occur. Therefore, interruptible customers should not be allocated
capacity supply costs.
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If interruptible customers were to be allocated capacity costs there would still be problems
with the avoided cost approach. Although this approach purports to be equitable, the
equity is based on the assumption that the avoided costs can be known with a reasonable
degree of certainty. However, in actual practice the approach requires significant reliance
on judgement, not only with respect to the estimate of the cost of making interruptible
service firm, but also with respect to the allocation of savings from interruptible service
between firm and interruptible customers, and between firm service classes. Thus, the
results of this methodology are likely to owe more to the assumptions which underlie the
study than they do to an objective determination of costs. —

However, the fact that interruptible customers are not properly allocated capacity costs does
not mean that rates for interruptible service should be set without regard to capacity usage
considerations. Although interruptible customers do not impose capacity costs, it is clear
that they benefit from using the capacity installed and paid for by firm service customers.
To the extent that this usage is valued by interruptible customers, it is fair that interruptible
customer rates should be set so that this value is captured. Further, in order to preserve the
integrity of the revenue requirement, the positive difference between the value and cost of
interruptible service, ("the Premium") should be credited against firm service costs so that
the rates for firm service customers may be reduced. The premium resulting from
inicrmptiblc service should be credited to firm service customers in the same manner as that
which made the interruptible gas available in the first instance, by capacity installed to meet
the needs of the coincident peak day customers. Accordingly the adjustment is made pro-
rata on the basis of one minus the load factor for each customer class.

The evidence led by both PNG and Ocelot suggested that an upper limit on interruptible
rates is set by firm service rates. Similarly, the evidence suggested that the floor on
interruptible rates is set by the variable cost associated with providing the service.

Given that revenues from interruptible service, over and above the cost of providing that
service, are used to offset firm service capacity costs, the rates for interruptible service
should be set so as to maximize this differential. The size of this differential will reflect the
value of the final product using the interruptible gas and the amount of interruptible gas
which the utility can provide. The Commission recognizes that the value of interruptible
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sales will reflect its demand at various prices and the avoidance of fixed costs of increased
firm nominations. While the price must exceed the minimum variable costs of making
interruptible gas available, the optimum price will depend on the amount of gas available,
the production profiles of the industrial customers, the firm demand charges on the PNG
and Westcoast systems, the inherent advantages of this form of service and the price of
alternative fuels. This price could exceed the 100 percent firm load factor price.

The Commission'’s findings with respect to interruptible rates are set forth in Section 5.3.




5.0 RATE PROPOSALS
5.1 PNG Rate Proposal

Based on the results of PNG's study, the Company has recommended the following
changes to its rates.

"1.  Effective January 1, 1991:

a) residential rates be increased by 5.0 percent ($0.237 per gigajoule) to
generate additional revenue of approximately $318,000 per year;

b) interruptible rates to large industrial firm gas users, other than Ocelot, be
reduced by approximately 10.0 percent ($0.188 per gigajoule) resulting in a
reduction in revenue of $318,000 per year; and

c) Ocelot's rates for firm incentive gas and interruptible gas be amended to
eliminate the incentive gas rate, and that Ocelot's interruptible rate be
increased by $0.55 per gigajoule. The additional revenues generated by
these changes would be credited to Ocelot's firm gas rates which would
result in no change to Ocelot's overall cost of gas based on its 1989
normalized gas requirements.

2. Effective January 1, 1992 and 1993

a) residential rates be increased by 5.0 percent on January 1, 1992 and by a
further 5.0 percent on January 1, 1993. Each 5.0 percent increase would
generate additional revenue of approximately $$318,000 per year and by the
end of 1993 would result in the elimination of approximately 50 percent of
the current difference between residential rates and allocated cost; and

b) the additional revenues collected from the residential sector be credited to
large industrial firm gas rates with a view to making the revenue to cost

ratios of all large industrial firm gas users equal as of December 31, 1993."
(Executive Summary Pages 3/4)

The proposal leaves commercial, small industrial and natural gas vehicle rates unchanged.
Also unchanged are intra-class rate structures for all classes of service.
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PNG put forward this proposal as reflecting the findings of their cost of service study. In
addition, PNG argued that further changes are unnecessary since Ocelot's initial rates for
service can be assumed to have been fair and that there have been no changes in
circumstances since then to render them unfair today.

5.2 Ocelot Rate Proposal

Based on the results of Ocelot's cost of service study, Ocelot has recommended the
following changes to PNG's rates.

1. Firm rates for all classes of service should move towards costs as rapidly as
possible even if this results in concurrent increases in interruptible rates. Ocelot
argued that this would allow it to make proper operating decisions based on
whether incremental purchases were advantageous.

2. Interruptible rates should reflect market conditions.

3. There should be a five percent increase annually for the next three years for all
classes currently under contributing to the cost of service. This would particularly
affect residential, commercial and small industrial rates.

4. The increased revenues obtained from the under contributing classes should be used
' to reduce large industrial rates on a pro rata basis based upon their over
contribution.

5. Rates to large industrial customers be restructured to reflect demand and commodity
charges instead of the current commodity only rates which require industrial
customers to take a certain minimum quantity. The demand charge would cover
most or all of the capacity related costs while the commodity charge would recover
only commodity related costs (T. 859 - 861).

Ocelot suggested the appropriate rates would be around $16-$19 per Mcf of Demand while
the commodity charge would be about $0.08 per Mcf. The $0.08 commodity charge is
proposed by Ocelot on the grounds that it covers a penny and a half of Westcoast
commodity tolls, $0.03 to $0.04 of compressor gas and supply-related overheads
(T. 675).

Ocelot supports this structure on the grounds that it is easier and makes it unnecessary for
industrial customers to specify load factor. Ocelot further testified that it reduced the risk to
the utility if the demand charge covered the fixed cost.




36

Although PNG did not propose the implementation of a demand commodity charge for
industrial customers, the company testified that it would find such a rate structure
acceptable in theory (T. 271). However, PNG argued that the Commission should not
order such a rate change as part of this hearing but instead PNG and Ocelot should hold
further discussions on the matter so that the full consequences of such a change could be
adduced (T. 820).

Several potential consequences of this rate structure were discussed during the course of
the hearing. Although it would climinate the potential for extra profits on incentive rate gas
sales, PNG testified that this rate structure would reduce the overall business risk from
serving industrial customers.

"Mr. Dyce: It certainly would go a long way to reducing the risk, if we had
100 percent of fixed costs for the industrial customers in the form of a
demand charge and strictly the variable cost as a commodity, it certainly
would go a long way to reduce the risk on the PNG system." (T.269)

As a result, the company testified that it was likely that such a structure could result in the
company being awarded a lower rate of return on equity than it would otherwise receive.

"Mr. Dyce: I agree, Mr. Rice, when you reduce the risk by having a
demand charge that covers 100 percent of the fixed costs, it does reduce the
risk and I would expect we would end up with a reduced return.” (T. 280)

Although PNG did not testify as to the likely level of the demand charge and commodity
charge, evidence presented at the hearing indicated that PNG would likely see the
appropriate commodity charge as being in excess of $0.08 per Mcf and most likely around
16 cents per Mcf. In response to a staff information request, PNG testified that $0.16 is
required to recover the variable cost of providing industrial gas plus a small contribution to
fixed costs (IR 31, Exhibit 6) and in cross-examination, indicated that for certain sales,
$0.16 may be insufficient to cover the variable cost of service (T. 42).
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Finally, Ocelot asked the Commission to make a "strong endorsement of the principle that
rates should be cost-based” (T. 860) in order to send a signal to Ocelot and other potential
investors that the Commission is concerned with economic development in the Kitimat
area.

5.3 Commission Summary and Conclusions

On the basis of the evidence in this proceeding, and for the purposes of a cost of service |
study, the Commission accepts the functionalization and classification of costs as prepared
and presented by PNG in their cost of service study and accepted by Ocelot. Further, for L
the purposes of a preliminary cost of service study, the Commission accepts the total gross
cost allocation presented in Exhibit 33, a cost of service study prepared by Mr. Drazen
using the Distance-Weighted Coincident Peak Day Allocation, and allocating no capacity
costs to interruptible customers.

This preliminary allocation of gross costs requires modification. Gross costs for firm
service customers shall be reduced by the estimated amount of the Premium to be obtained
from interruptible customers with the Premium distributed on the basis of one minus the
class load factor at system peak. Where the class load factor at system peak is in excess of
100 percent, it shall be assumed, for these purposes, that the class load factor is
100 percent. For the purposes of the Commission's estimate of the results of the cost of
service study, the premium shall be assumed to be $1.9 million which is the amount by
which interruptible customers revenues exceed their allocated costs.

Table 2 presents the Commission's estimates of the results that would be obtained from a
cost of service study undertaken as directed by this decision.




Commission Cost of Service Study Estimates

Gross Allocated

Revenue (1) Costs (2) Premium Net Costs

Residential 6,086
Commercial 6,102
Small Ind 4,327
NGV 186
Ocelot-firm 39,220
Skeena-firm 2,938
Euro- firm 6,221
Alcan - firm 677
Lge Comm - 330

Interruptible
Lge Ind 10416
Interruptible
Total 76,503

(1) Page 1, Tab 3, Exhibit 4

(2) Exhibit 33

Based on the above, the Commission finds the following:
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Table 2

10,386 (667)
7,930 (678)
4,208 (387)

140 0

36,037 (34)
2,699 (66)
5,664 (81)

611 )
226 104
8,602 1814
76,503 0

9719
7252
3821
140
36,003
2,633
5,583
606
330

10,416

76503

Revenue-

NetCost

(3,633)

(1,150)
506
46
3,217
305

638 -

71
0

0

Revenue/

—Cost

.63

.84
1.13
1.33
1.09
1.12
1.11
1.12
1.0

1.0

1.0

1.” The Commission accepts that firm rates should move as rapidly as possible towards
costs, modified by the zone of reasonableness whereby, in the absence of
compelling evidence to the contrary, a revenue to cost ratio of 90 to 110 percent
shall be seen as revenue cost equality. Accordingly, the Commission orders that
residential rates increase by five percent and commercial rates by three percent per

annum for three years commencing in accord with the implementation date
described in Section 6.2. The increases will be calculated exclusive of any changes
in the cost of gas which may arise. The increased revenues received from
residential and commercial customers will be used to lower firm rates to those
customers whose rates are in excess of the zone of reasonableness established by

this decision.
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The cost of service study results indicate that current small industrial rates fall
outside the zone of reasonableness. Therefore, the Commission directs that rates
for service for small industrial customers decline on a one time basis by
approximately $.09 per gigajoule. Such a decline will act to bring these rates within
the required zone.

The cost of service study results indicate that Natural Gas Vehicle rates do not fall
within the required zone. Therefore the Commission directs that rates for service
for these customers decline on a one time basis by approximately $.52 per

gigajoule.

The cost of service study results indicate that the firm service rates for Skeena,
Eurocan and Alcan fall outside the zone of reasonableness. Therefore the
Commission orders that their rates for service fall on a one time basis by
approximately $.01 per gigajoule, $.03 per gigajoule and $.03 per gigajoule,
respectively, in order to bring their rates into line with the required zone.

Further, the Commission directs that the balance of the increased revenues obtained
from the increase in rates to residential and commercial customers ordered in (1)
above shall be redistributed to firm service industrial and natural gas for vehicle
customers on a pro rata basis, based on consumption volumes.

The Commission rejects the suggestion advanced by Ocelot that the increased
revenue resulting from the increase in residential and commercial rates be
distributed to large industrial customers based on the absolute over-contribution of
each customer since the Commission finds that this would result in an unfair
distribution.

The Commission does not object in principle to the introduction of a
demand/commodity charge for large industrial customers, but agrees to PNG's
request to allow time for further negotiation on the subject to take place between
PNG and all its large industrial customers prior to the implementation of such a rate
structure.
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The Commission accepts PNG's proposal to eliminate the incentive rate charged to
Ocelot for the last 7.8 percent of contract demand and orders that the increased
revenues resulting from the elimination of the incentive rate be used to reduce
Ocelot's existing firm service rates.

The Commission accepts Ocelot's position that rates for large industrial interruptible
service should be based on value of service. The absolute value of interruptible
rates must be a matter for negotiation between the utility and its customers.
However, until such time as negotiations can take place the Commission sets the
rates for interruptible service at the existing levels.

Negotiation must be completed by July 1, 1991 and presented to the Commission
for consideration on or before this date. To ensure equitable treatment of firm
customers, PNG will be required to provide evidence that it has achieved market
value prior to approval of the interruptible rate of rates. Upon approval of the
negotiated rates by the Commission, adjustments to the interruptible rates will be
made. In the absence of negotiated rates by July 1, 1991, the Commission will fix
the rates following a summary inquiry or hearing.

In setting these rates, the Commission recognizes that rate design is an evolving
process with limits on precision. Therefore, the Commission directs PNG to file an
updated cost of service study prior to November 1, 1993, inclusive of proposed
rates. Among other matters, this study will further review the functionalization and
classification of costs presented in this proceeding; the appropriateness of the
determination of the peak day including whether or not more than a single day
should be used; other costs, if any, emanating from the use of the system; and the
impact of different levels of risk imposed upon one class of customers by another.
The study must also address the appropriate intra-class rate structures, the impact of
rate structures on Demand Side Management and the reasons, if any, for different
rate structures within the large industrial class.
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6.0 POSTPONEMENT OF IMPLEMENTATION
6.1 Issue

Three days prior to the commencement of final argument, PNG gave notice that it wished
to amend its application to change the date the proposal would be effective to January 1,
1992 from January 1, 1991. PNG argues that the total potential rate, effective January 1,
1991, arising out of this proposal together with potential increases arising from an increase
in PNG's revenue requirement, recovery of deferred income taxes, the implementation of
the Goods and Services tax, an increase in Westcoast tolls and an increase in franchise fees
would expose the residential consumer to rate shock as discussed in Section 3.3. PNG
states that shifting the Application forward one year would eliminate this potential
(T. 816).

In response Ocelot argues that "It would be very wrong for [the Commission] to defer
implementing a proper decision, having heard this case, simply to make it easier for PNG
to apply to you to increase rates for other reasons upon which you have no evidence at this
tme." (T. 827).

6.2 Commission Summary and Conclusions

The Commission accepts the argument put forward by Ocelot and directs PNG to file new
rates at such time as the Commission has issued its Decision with regard to the Revenue
Requirements hearing (commencing on March 18, 1991) and in any event, no later than
July 1, 1991.
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A
DATED at the City of Vancouver, in the Province of British Columbia, thi 7/day of

February, 1991.
2/ Jg

N. Martin, Commissipaer

Ml{ L G

W.M. Swanson, Commissioner
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BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER.....Gm23m9) o

IN THE MATTER OF the Utilities Commission
Act, S.B.C. 1980, c. 60, as amended

and

IN THE MATTER OF a Complaint by
Ocelot Chemicals Inc. against
Pacific Northern Gas Lid.

and

IN THE MATTER OF a Rate Design Application
by Pacific Northern Gas Lid.

BEFORE: J.D.V. Newlands,
Deputy Chairman;
N. Martin,
Commissioner; and
W.M. Swanson, Q.C.,
Commissioner

February 27, 1991

WHEREAS:

A. On January 17, 1990 Ocelot Chemicals Inc. ("Ocelot”) filed a complaint pursuant to
Section 64 of the Utilities Commission Act ("the Act"), alleging that the rates of
Pacific Northern Gas Ltd. ("PNG") are unjust, unreasonable and unduly

fiscrimi . and

B. By Order No. G-20-90, dated March 14, 1990, the Commission set the matter
down for public hearing to commence August 21, 1990 in Prince Rupert, B.C. and
required PNG to file a Rate Design Application and evidence based on its most
recent financial information by July 6, 1990; and

C.  OnlJuly 6, 1990 PNG filed its direct evidence on Rate Design; and

D.  The public hearing into the Ocelot complaint and PNG Rate Design Application
proceeded on August 21, 1991 in Prince Rupert, B.C. and continued on
August 28, 1991 in Kitimat, B.C., and November 6, 1991 in Terrace, B.C.; and

E. The Commission has considered the Ocelot complaint, the PNG Rate Design
ew{lgegi:se &ng;mer information all as set forth in a Decision issued concurrently
w1 .

NOW THEREFORE the Commission orders as follows:
1. The residential service rate shall increase by five percent per annum for three years

commencing in accord with the implementation date set out in Section 6.2 of the
Decision.

"

2. The commercial service rate shall increase by three percent per annum for three

years commencing in accord with the implementation date set out in Section 6.2 of
the Decision.

3. The small industrial service rate shall decline on a one time basis by approximately
$.09 per gigajoule.

2
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4. The Natural Gas Vehicle Service rate shall decline on a one time basis by
approximately $.52 per gigajoule

5. Large Industrial customer service rates shall decline on a one time basis by
approximately $.01 per gigajoule for Skeena Cellulose Ltd. by approximately
$.03 per gigajoule for Eurocan Pulp and Paper Co., and by approximately $.03 per
gigajoule for Alcan Smelters and Chemicals Lid.

6. The balance of the increased revenues obtained from the increase in rates to
residential and commercial customers ordered in 1 and 2 above shall be
redistributed to firm service industrial and Natural Gas Vehicle customers on a pro
rata basis based on consumption volumes, :

7. The incentive rate charged to Ocelot by PNG for the last 7.8 percent of contract
demand is eliminated. The increased revenues resulting from the elimination of the
incentive rate shall be used to reduce Ocelot's existing firm service rates.

8. PNG is instructed to enter into price negotiations with its large industrial
ingt;x;upﬁble customers, such negotiations to be completed on or before July 1,
1991.

9.  PNG is o file an updated cost of service study prior to November 1, 1993 inclusive
of proposed rates.

w
DATED at the city of Vancouver, in the Province of British Columbia, this 243 day

of February, 1991.

W.M. Swanson, Q.C.
Commissioner and
on behalf of the Division

BY ORDER
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mﬁnicipalities that we've proposed to negotiate with.
CHAIRPERSON: All right. Thank you. Those are all of
my quesﬁions, so I beliéve if there are no other matfers
we can dismiss this panel. Thank you very much.
(WITNESSES ASIDE)
(PROCEEDINGS ADJOURNED 12:05 P.M.)
(PROCEEDINGS RESUMED AT 12:30 P.M.)
CHAIRPERSON: Go ahead, Mr. Johnson.
JOHNSON: Thank you, Mr. Chairperson. This is Panel 4,
but before moving to Panél 4, T understand from the time
estimates obtained by Mr. Fulton that we may finish
Panel 5, the main extension panel, early tomorrow, énd
it would be my suggestion that -if we do finish that
early that we don't move to Panel 7 until first thing
Thursday morning. There are some studies>and analyses
that have been requested that I don't bélieve are yet
completed.
CHAIRPERSON: I think that cerfainly seems reééonable,
so let's assume that we'll go with that approach now.
JOHNSON: Thank you. Panel 4, the members of which have
taken the stand, addresses the fully distributed cost
studies of BC Gas. Those are frequently referred to as
the FDC studies. The FDC studies examine the embedded
costs Qf the utility, and these embedded costs are the
costs upon which the revenue requiiements of BC Gas and

other utilities, for that matter, are normally based.
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The FDC studies do not address the future costs, such as
the LRIC study did.

The documenté that have been distributed with
regard to the fully distributed cost studies were
initially a binder in March whichAcontained major
studies, including the FDC studies.

That binder has not been marked as an exhibit
in that it was then supplemented and augmented by the
April filing, and the April filing, the fully
distributed cost study material is found in Volume 2.

Subsequently there have been some revisions
and update the Volume 2 material that has been
distributed earlier.

The panel also can address the material found
under Tab B2 of Exhibit 4. The material in Volume 2
addresses the costs and the revenue to cost ratios of
the existing customer classes at existing rates. The
material in Exhibit 4, Tab B2,-provides the costs and
revenue to cost ratios for the proposed customer classes
using the proposed rates that would arise from the rate
design changes set out in the application.

There is one other document, one other
package of documents which I have distributed. 1It's
entitléd “"BC Gas Inc. Errata" of Exhibit 2, Tab 2, I
don't believe that has to be marked as a separate

exhibit. It is some further revisions of the FDC
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2 The pages have a revision date of July 12,
3 l9§3 on them. And those revisions are marked, if people
4 can turn to the first table. That's the second page in
5 in the package I've distributed.
6 | Proceeding Time 12:35 P.M. T40
7 If you look in the right hand column about
8 three quarters of the way down the numbers, lines 24 and
9 25, you'll see two numbers there that have small c's
10 beside them. And those c's indicate changes. There's
1 one also in column I, the next column to the left, and
12 you'll see looking through the other material that there
13 are a few numbers here and there that have had changes
14 in them.

z 15 Those changes, I understand, arise from the
16 use of incorrect divisors in certain of the
17 calculations. Some of the calculations should use total
18 volumes being both sales and tfansportation volumes and
19 in some cases the incorrect divisor was used.

_ 20 Mr. Moore can explain those more fully if
21 anybody wishes more information on it. So 1'11 just ask
22 when the people have an opportunity they insert the
23 revised pages in the Tab 2 material. |
24 The witnesses on the stand, I suppose
29 firstly, they should be sworm? Or have they been?

26 THE CHAIRPERSON: Yes, could we have the witnesses swofn?
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FULLY DISTRIBUTED COST STUDIES PANEL
ED MOORE, affirmed
DANIEL .REEb, affirmed
PETER VAN GENDEREN, affirmed

JOACHIM WESSLER, affirmed

- JOHNSON: The witnesses from closest to you, to closest

to me are, Mr. Wessler, Mr. Moore, Mr. Reed, and Mr. Van

Genderen.

EXAMINATION IN CHIEF BY MR. JOHNSON:

MR.

2

5

JOHNSON: ©O: Dealing firstly with you, Mr. Reed, ydu're

_a consultant that's been retained by BC Gas, is that so?

REED: A: Yes.

. JOHNSON: Q: And your evidence appears in Volume 3, at

Tab 4. 1Is that so?

REED: A: Yes.

JOHNSON: Q: And do you have any questions or revisions
to make to that evidence?

REED: A: No.

JOHNSON: Q: And your role with regard to the FDC stpdy
was to provide guidance and direction to the staff at BC
Gas in performing the FDC studies?

REED: A: Yes.

JOHNSON: Q: Mr. Moore, you're the supervisor cost of
service in the regulatory affairs group at BC Gas?
MOORE: A: That is correct.

JOHNSON: Q: And your evidence is found under Tab 6 of
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1 Volume 3 —- Exhibit 32

2 MR. MOORE: A: That is correct.

3 MR. JOHNSON: Q: Do you have any revisions or amendments to
4 make to that evidence?

5 | MR. MOORE: A: No.

6 MR. JOHNSON: Q: And you adopt that as your evidence in

7 these proceedings?

8 MR. MOORE: A: Yes.

9 MR. JOHNSON: Q: And your primary role with regard to FDC
10 was in gathering data and also you had primary

I reponsibility for overseeing the running of the program,
12 the model?

13 MR. MOORE: A: That is correct.

14 MR. JOHNSON: Q: Mr. Wessler, you're the manager of

15 regulatory accounting and administrétion at BC Gas?

16 MR. WESSLER: A: Yes.

17 MR. JOHNSON: Q: And your evidence is found under Tab 3, of
18 Exhibit 32

19 MR. WESSLER: A: That's correct.

20 MR. JOHNSON: Q: And are there any_revisions or amendments
21 to -that evidence.

22 MR. WESSLER: A: No, éi:;zié aren't.

23. MR. JOHNSON: Q: And do you adopt it as your evidence in
24 these proceedings?

25 MR. WESSLER: A: Yes.

261 \r. JoHNSON: Q:. And your role with regard to FDC is that
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you provided some guidance to Mr. Moore and other
employees of BC Gas and you also were involved in
reviewing and verifying-the FDC resﬁlts?

WESSLER: A: That's right.

JOHNSON: Q: Mr. Van Genderen, you're a consultant
which has been retained by —- or who has beén retained
by BC Gas?

VAN GENDEREN: A: That's correct.

JOHNSON: Q: And your evidence is found under Tab 5 of
Exhibit 372

VAN GENDEREN: A: I believe that's correct.

JOHNSON: Q: And do you have any changes or revisions
to make to that evidence?

VAN GENDEREN: A: No, I don't.

JOHNSON: Q: And do you adopt it as your evidence in
these proceedings? .

VAN GENDEREN: A: Yes, I do.

JOHNSON: Q: And, Mr. Van Genderen, you've had
involvement in various matters for BC Gas for quite some

time, for BC Gas and it's predecessor, Inland?

. VAN GENDEREN: A: Yes, I have.

JOHNSON: Q: And insofar as the FDC studies were
concerned, you assisted in the review.of the results,
did you? .

VAN GENDEREN: A: Yes.

JOHNSON: Q: And I think, Mr. Reed, I forgot to ask you
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if you adopted your evidence. Do you?
2 MR. REED: A: Yes.
3 MR. JOHNSON: Q: Thank you. There is one other matter.
4 Mr. Reed, on the previous panel, Commissioner Leighton
o raised a question with respect to Exhibit 1, Tab 6, page
6 47.
7 MR. REED: A: Yes.
8 MR. JOHNSON: Q: And that is a graph which compares rétes
9 to the costs of aiternate energy sources?
10 MR. REED: A: Yes.
H MR. JOHNSON: Q: And perhaps you could just explain what
12 that table or graph displéys.
13 MR. REED: A: Mr. Commissioner, the rectangle indicated in
14 cross X form for wood, could really be expanded into a
15 larger box and applicable probably.from four or six
16 gigajoules per month all the way up to 30. And it was -
17 only represented as a rectangle here primarily to
18 indicate the top and bottom. The bottom of that
19 rectangle is about $3.10 -- no, $3.79 to $7.76 1is a
20 range at customers in the Inland area who will have to
21 pay for wood for space heating, and furnace oil could be
22 made broad or horizontally. The bottom of the range,
23 the most efficient furnace and the best price for oil
24 would reéult in a cost to the customer of about $9.28 up
25 to a totél of $12.25 for space heating purposes.
26

Now, let's move to the left where you see a
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1 rectangle for BC Hydro. In that part of the service

2 area where the competition is from BC Hydro electrical

3 power for cooking, water heating, and so on; and space

4 heating, the floor is about $9.90 up to inefficient

S conversion devices and the highest price that a customer
6 would pay for their electrical power depends on where in
7 the schedule they would be using it, it could go up to

8 $15.23. Now the horizonal range is important to look

9 at. At the bottom left of the graph it shows one

10 gigajoule a month and it goes up to about 30 gigajoules
11 per month. And that's the relevant range of sales to

12 residential customers..

13 Proceeding Time 12:40 p.m. T41
14 JOHNSON: Q: And could the electric boxes for B.C.

15 Hydro and for West Kootenay Power, could they be

16 expanded across the base as well?

17 REED: A: Yes, they could be expanded to the right for
18 space heating and so on. And perhaps‘to the left too if
19 you were'considering competition for ranges and dryers
20 and éo on. Does that respond to your question, sir?

21 COMMISSIONER LEIGHTON: It certainly responds to the first
22 part. May I ask a second question now.

23 MR. REED: A: Certainly.

24 COMMISSIONER LEIGHTON: Which was really in view of that,

25 what I suspected was intended, we have a situation where
26

BC Gas were proposing to raise rates for natural gas
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MR.

well into the areas represented by those two bands of
electrical energy consumption, particularly in the
Inland case we're looking at now, and I'm wondering,
would you not be concerned that in the low consumer
category, that's flats or condominiums, that there would
be a tendency to push people into electric energy use
for space heating purposes because of the inherent
capital cost advantages of installing electric?

REED: A: No doubt.

COMMISSIONER LEIGHTON: Thank you.

THE

THE

CHAIRPERSON: If I could just add something there and-
see the panel's response. The capital cost is obviously
a key factor here, and also wouldn't it be the bias for
first cost over life cycle cost, the fact ﬁhat the
initial cost of these investments become very important
in the consumer's mind as opposed to just what the fuel
and operating costs would be.

REED: A: That's true. Mr. Gillies' work though dealt
with energy competition and did not involve first cost,
oleife cycle cost. So a thorough review of his work,
we have done a thorough review, you would see it's an
energy on energy competition, not converting from gas to
electric or to some other devices.

CHAIRPERSON: Fine. Thank you.

JOHNSQN: I have nothing further for this panel.

They're available for cross—-examination.
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1 MR. FULTON: Q: Mr. Chairperson, I have prepared an order
2 of cross—-examination, and given the references to ball
3 parking this morning and tﬁe day, I can refer to this as
4 a line-up;,; and I've got one scratch to it, and that's
5 the first person, Mr. Weafer, will be replaced by Mr.
6 Kacir.
7 THE CHAIRPERSON: All right. Go ahead, Mr. Kacir.
8 Proceeding Time 12:45 p.m. T42
9 CROSS—-EXAMINATION BY MR. KACIR:
10 MR. KACIR: Q: Batting lead off.
1 Gentlemen, just a brief introduction. I
12 represent three large industrial gas users in the

Q_ 13 Columbia Division out in the East Kootenays, and what
14 I'd like to focus on this afternoon is the 1988 Columbia
15 rate design hearing as well had a fully distributed cost
16 of service study done during that hearing. And first of
17 all, are any of you familiar with that study and the
18 methodology used in relation té the 1988 Columbia rate
19 design hearing?
20 MR. REED: A: Until we find oﬁr ways of résponding, let me
21 respond first. I'd say yes, we are familiar with it.
22 MR. KACIR: Q: Right. At that time it was felt that the
23 Columbia .industrials were paying far more than their
24 cost of service, and if I can just boil down how the
25 Columbia rate design related to them specifically, it
26 was proposed by Columbia Natural Gas at that time to
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1 reduce the rates being paid by the Columbia industrials
2 to result in approximately a ten per cent reduction in
3 the cost of -- which would translate into a 10 ber cent
4 reduction in the cost of service being paid by the

S Columbia industrials phased in ten per cent every year,
6 so a total of 30 per cent reduction in the cost of

U service over three years, so that at the end of the

8 three years it was intended that the Columbia

9 industrials would be paying approximately 120 per cent
10 cost of service, or would be at a 120 per cent level.
1 WESSLER: A: Are you asking this as a gquestion?

12 KACIR: Q: Yes. Is that anybody's recollection, or —-
13 WESSLER: A: That is correct. The company proposed a
14 three year phase in of rate reductions. The Commission
15 allowed only the first two years and did not permit the
16 third year because I believe, if I remember the decision
17 correctly, they felt this was too far out in the future
18 for them to make that decision;

19 KACIR: Q: Thank you. So basically the Columbia

20 industrials were then left at approximately thgmbnail
21 sketéh, paying rates which represented 130 per cent of
22 their cost .of service.

23 WESSLER: A: Well, I can't speak to that percentage.
24 You mean at the end of year two? ‘

25 KACIR: Q: Yes. |

26

WESSLER: A: Okay. 1I'd have to check that out. I
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1 can't say that's so or not. You may recall, however,

2 that in all this period since the 1987 rate design

3 -hearing, Coiumbia, or for that matter Inland, or now BC
4 Gas , never had a revenue requirement hearing either, soO
5 while the rates were boxed in or left at those levels,

6 there were no general rate increases which came to that
7 group of companies.

8 KACIR: Q: How did the price of gas, the commodity cost
9 of gas, track over that same period?

10 . WESSLER: A: Well, the Columbia large industrial

11 customers are the so-called group of Schedule 7

12 customers, and they have always had a two part rate,

13 namely they wérevpaying for the actual monthly average
14 cost of gas, plus the cost of service which was

15 determined in that 1987 or 1988 rate design hearing.

16 So, they would have paid every month the actual average
17 cost of gas in that periodf

18 Proceeding Time 12:50 p.m. T43
19 KACIR: Q: Okay. What I am having some problems with,
20 and I -— is that we went from a situation in '87 or '88
21 where the industrials wefe well over their cost of.

22 service to an FDC study today that shows there somewhere
23 in the 94 to 100 per cent range depending on which

24 method you ﬁse. And my questions are, exploring that

25 movement and first of all, have any new costs been

26

incorporated into the FDC study since the 1988 FDC

CAARS
Computer Aided Archiving & Retrieval System




ALLWEST REPORTING LTD.

VANCOUVER B.C. Page: 1347
1 study?

2 MR. WESSLER: A: When you say new costs —-—2

3 MR. KACIR: Q: Anything above.and beyond which was

4 disclosed in the application.

S MR. WESSLER: A: The fully distributed cost study as is

6 evidenced in the filing were based initially on the test
7 year égéig:lDecember 31, 1992 and as it —-- subsequently

8 updated to the 1993 level. Costs, whatever they were in
° the 1992 revenue requirement application and subsequent

10 amendments by the -Commission in it's August 1992

11 Decision, were embodied in the FDC studies. So, talking
12 about new costs, I'm not familiar with what one could be
13 thinking of other than those costs allowed by the

14 Commission.

15 MR. KACIR: Q: Okay. The current FDS study uses for

16 revenues from the Columbia industrials what was paid in

17 the last year. Is that correct?

18 MR. WESSLER: A: That's correct.

19 MR. KACIR: Q: So, it doesn't incorporate any projected

20 - revenues what would be paid by the Columbia industrials

21 under any new tariff?

22 MR. WESSLER: A: Not in the FDC study, no.

23 MR. KACIR: Q: All right.

24 MR. WESSLER: A: And I believe for that matter, in the

25 proposed rate desién so far the revenues are subject to

26

Mr. Dinter visiting the large industrials and looking
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over this matter have been temporarily parked, if I may
2 say so, or have been grandfathered to remain as is.
3 KACIR: Q: Okay. Just to be clear on this, then. The
4 FDC study doesn't take into account any revenues that BC
5 Gas has received from unauthorized overrun charges?
6 . WESSLER: A: No, they do not. In our test year, we do
7 not forecast such occurrences because these are in a way
8 items which one would not want to forecast because they
° —-— the customer should be themself aware of the
10 operating conditions or constraints which are put on the
1 system by causing such overrun charges.
12 KACIR: Q: But your test year for this study was an
13 actual gas operating year and those -- and you used
14 actual revenues figures didn't you?
15 . WESSLER: A: No. The test year was a forward test year
16 which was forecast 1993 in the final update.
17 KACIR: Q: Okay. So then similarly revenue represented
18 by demand surcharges coliecﬁed'or benefits realized
19 through daily balancing were notjincluded as well?
20 WESSLER: A: No, sir.
21 KACIR: Q: Thankbyou.
22 WESSLER: A: But, on unauthorized overrun charges, may
23 I just say something in which flows out of the 1987 rate
24 design hearing. Once those are collected they are
25 supposed to be set aside and later on at the disposal of
26

the Commission would be then redistributed. So, if they
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were incurred even, they would not be part of the
overall revenue requirement.
VAN GENDEREN: A: Excuse me, I woﬁdering have we now
moved to a more general question on this? Because to
the extend we're dealing with Columbia, there wouldn't
be any demand surcharges and I don't believe there's
been any unauthorized overrun gas run or anything of
that nature on Columbia.
KACIR: Q: That's right. And I was just also inquiring
to the scope whether that's -—- so that's taken out by
assumption by an FDC study, in any event if I understand
correctly and that's separate froﬁ the reality or the
fact that the last gas , there weren't any in any event?
Is that right? Mr. Wessler are,you)Kﬁédding?
WESSLER: A: I'm pretty sure that's so, yes.
Proceeding Time 12:55 p.m. T44
KACIR: Q: Next question. Have you changed any method
for allocating costs between cﬁstomer classes in the
Columbia Division, and point of reference of course is
the 1988 set of studies and the current set of studies.
REED: A: Well, I think the answer is yes. The
previous cost study the company filed they rolled in
cost allocation. The Commission requested a demand
distance factor be involved in the calculations or the
distance that certain demands are carried over the

various laterals, and in this study we have used and
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submitted a rolled in study, one with costs rolled in,
and demand distance was not taken into consideration
period. .
KACIR: Q: I beg your pardon, the last --
REED: A: Period.
KACIR: Q: Period. Okay. And that épplied equally to
all customer . classes in the Columbia Division,
residential, large industrial, small industrial.
REED: A: Yes.

INFORMATION REQUEST
KACIR: Q: _Was there any change in the allocation of
administrative charges between the classes?
MOORE: A: 1I'll have to get back to you. I need to
review what was filed in the '87 cost of service study
on administration-expenses, Jjust to make sure;
KACIR: 0Q: What I'm looking for there, just to perhaps
give you some guidance, is as you may be aware, the
Columbia industrials have gone.to direct purchasing,
first through a buy-sell arrangement, and now an interim
letter of agreement which provides for more it more
appropriately, and they have taken on negotiating
directly with suppliers and a lot of administrative
functions themselves, internalizing those administrative
costs within each industrial. And my question is: Has
that been considered or taken into account while

developing these studies?
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MR. MOORE: A: The cost in the FDC study in respect to the

2 gas controls has been allocated based on the sales and
3 T—sérvice volumes.

4 WESSLER: A: But if your question is the company has

5 taken the Columbia Division administrative costs which
6 were in the 1993 test year and reduced them for a

7 prospective or possible reduction in the administrative
8 costs coming up in 1994, the answer is no.

9 KACIR: O: And if I'm reading you correctly as well
10 then, as well the Columbia industrials as a group may
11 require less administration now than they did before,
12 and that hasn't been accounted for or shifted over to
13 any other class? |

14 VAN GENDEREN: 'A: Perhaps I could respond td that

15 because of my involvement with the Industrial Marketing
16 Group, and also with the rate design. Certainlf to the
17 extent that gas supply purchasing on behalf of those

18 customers is not there in a geﬁeral sense, other than
19 for peaking supplies, et cetera, one could make that
20, argumentQ But there has been a —— it seems to be an
21 overall increase in activityrrelating to the Columbia
22 industrials by virtue of pdtting together the

23 transportation —- first of all the interim

24 transportation afrangements that are now in place, and
25 dealing with a number of concerns on that system. And
26

there's also the regulatory concerns. SO you might be
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able to make the point with respect to the long-term
direct purchase of gas, but there are other elements of
gas supply which are still provided by the company, and
there are a lot of other elements of cost that are
administrative in nature.
KACIR: Q: I think everybody recognizes that, and my
point is simply this, that there used to be more
services provided .by BC Gas and presumably that would
have taken into account more administration.

Proceeding Time 1:00 p.m. T45
VAN GENDEREN: A: I don't think you can make a direct
correlation between the provision of gas being from or
not from the Utility and a decrease-in_cost per se. In
fact, as I suggest there may have been increaée costs.
KACIR: Q: Okay. Just moving on to the next question.
Has any plant, fixed plant, been fully depreciated since
198872 Do you track, you know, sections of pipeline or.
plants that are now fully paid'for?

MOORE: A: Yes, that's from our accounting perspective,

are booked into a pool of common assets likexall the

transmission mains would be together on a common account
and they are depreciated on that basis of common pool of
costs. So I don't think there's any specific tracking
of specific line laterals or line segments except for
maybe the one exception for the lateral that built to

service the Byron Creek which is still in operation and
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1 .
I think the agreements still have another 10 years to

2 go.
3 N

MR. WESSLER: A: Furthermore, if I may add, transmission
4 plant, distribution mains, and services, are depreciated
5 at the straight line of 2 per cent which is a 50 year
6 life. The system is not 50 years old. So even the
7 oldest pipe couldn't have been depreciated fully. As to
8 meters and regulators the estimated life is 33 years, so
9 there's a 3 per cent depreciation rate. There could be
10 some meters which are nearing —{ﬁthey have not been
11 replaced they could be thatrold by now»and they could be
-12 fully depreciated. But as Mr. Moore is pointing out,
13 there the depreciation is applied to the pool of assets
14 accumulated under the chart of accounts which is set out
15 the British Columbia Utilities Commission.
16 MR. KACIR: Q: Okay, thank you. My final set of questions
17 I guess relates to the relevancy of FDC studies with
18 respect to setting industrial rates in light of bypass
19 options and the other requirements to take into account
20 exterior variables. So my question simply is this, is
21 it appropriate to peg’industrial rates at 100 per cent
22 cost of service or is the end verse is the cost of
23 service merely an indication that the rates that are- set
24 'are.éppropriafe?
25 MR. REED: A: I don't think this is a panel that should
26

respond to that. There's going to be rate design panels
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and then industrial rate design panel coming forth soon.
2 so, I think that the appropriate witnesses haven't
3 appeared as yet.
4 MR. KACIR: Q: Okay. That's all the questions I have,.Mr,
5 Chairperson. Thank you.
6 THE CHAIRPERSON: Thank you, Mr. Kacir. Next questioner
7 would be Mr. Wallace.
8 Proceeding Time 1:05 p.m. TI1A
9 CRCSS-EXAMINATION BY MR. WALLACE:
10 MR. WALLACE: Q: Thank you, Mr. Chairperson.
L Gentlemen, I just have a few questions. I
12 think it's been indicated fairly clearly that you've
13 used three types of fully distributed cost studies, peak
14 responsibility, non-coincident peak, and average in
15 excess, is that éorrect?
16 MR. REED: A: Yes.
17 MR. WALLACE: OQ: And would it be fair to say that of the
18 three types the peak responsibility study best matches
19 the system design and methodology? |
20 MR. REED: A: 1I'd like to refer you to TabA3, and let me
21 find the page, and -- I'm sorry, Tab 2.
22 MR. WALLACE: Q: Tab 3 of Exhibit 2 or Tab 2 of Exhibit 2.
23 MR. REED: A: Exhibit 2, Tab 2. Page nine. At the'top of
24 the page you'll see a declining order sort of duration
25 'of degree day deficiencies that tend to be imposed on
26

the system, and this is specifically for the Lower
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Mainland, but the degree day deficiencies are the same
in the -- roughly the same in Columbia and Inland. So it
foilows this particular pattern.' |

If you look at send-out, and that's the chart
that starts about row 19 on that page down through 28,
you will see that the BC Gas system must be designed to
meet peak loads, even though the maximum peak loads on
it are five or six days a year. Now these don't appear
on the system in a chronological fashion, these afe just
sorted in in the way that the peaks appear on the
system.

So I would say from the point of view of the

‘way the system is designed, a peak responsibility method

tends to follow the cost incurrence a bit better than an
NCD or AED.

WALLACE: Q: Thank you. if you could turn to Tab 2B,
which is again it's Exhibit 2, Tab 2B, page 1.1, which
is the first page after the index. That, as I
understand it, is the summary of the peak responsibility
study for Inland.

MOORE: A: That is correct..

WALLACE: Q: And in that study you show, as was shown
in the LRIC studies we've looked at previously under
columns H, I and J, small T-service, large‘industrial
captive and large industrial non-captive. Are those, in

this case, results for that actual class or group of
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customers, rather than and individual hypothetical
customer?

. Well, I'll simplify the question. 1In each
case do those reflect all of the customers that fall
within the claés?

MOORE: A: They reflect for the customers in the class,

yes.

WALLACE: Q: And the distinction I was trying to make,

and I have brought in the LRIC, was simply there's

nothing hypothetical about these customers. These are

tqtals of the group that you're representing.

MOORE: A: Of the actual customers that we're

forecasting in those particular classes, yes.
Proceeding Time 1:10 p.m. T2A

WALLACE: Q: And yoﬁ've used actual incurred costs, in

some cases allocated in part to this class and part to

other classes. |

MOORE: A: Well, the costs aré from the 1992 test year.

WALLACE: Q: Okay. And you're using the actual load

characteristics as to both size and load factors of the

customers within those classes.

VAN GENDEREN: A: You're looking at page 1.1, which is

the peak responsibility method.

WALLACE: Q: That's correct.

VAN GENDEREN: A: And the load factors within that

group would include both some interruptible volumes and
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some firm volumes.

WALLACE: Q: So you've_uSed the actual load
characteristics of the groups?

VAN GENDEREN: A: Well, that's right, but the contract
demand is what's used to drive the load factor, as
opposed to the peak, because it's the peak
responsibility method.

WALLACE: Q: Thank you. I understand that. Could you
provide for me just a —- seeing as these are actuals, a
summary for the class for the Schedule 22 captives and
non-captives, the average distance to the Westcoast main
line of those customers, and their average contract
demand and the average annual consumption? Would that
be possible? |

VAN GENDEREN: A: In fact I can give you some.of those
right now. I'm not sure if I can give you average
consumption.

WALLACE: Q: Okay. Either way. Whichever is easief

for you.

. VAN GENDEREN: A: I'11 give you what I can here. We're

referring to the Schedule 22 captive and bypass groups.
WALLACE: Q: That's correct.
VAN GENDEREN: A: And if I can just refer back to the

working papers.

CHAIRPERSON: Is this lengthy? Would it be better just

to have it as a written --
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1 MR. WALLACE: I'm quite happy. If he's going to look

2 through a table it might be easier just to give it to me
3 on a sheet of paper as a subsequent exhibit.

4 MR. VAN GENDEREN: A: I think I have at least some of the
S numbers here. The bypass under the peak responsibility
6 method for Schedule 22, the average bypass distance is
7 12 kilometres, and the average captive distance for the
8 Schedule 22 is 165.1 kilometres. |

9 MR. WALLACE: Q: Okay. Thank you. And you said on loads
10 you weren't sure.

A MR. VAN GENDEREN: A: The average loads are not on these
12 tables. I may have them in my working tables here, but
13 it would take a few minutes perhaps.

14 MR. WALLACE: Q: OQOkay. Well, then let's leave thdt for

15 another time. Thank you.

16 Néw looking at Tab 2 -- or at the same page,
17 page 1.1, it down at the bottom line shows the revenue
18 aé the per cent of cost of ser§ice, excluding gas costs,
19 as 112 per cent for the captiﬁe customers, is that

20 correct?

21 MR. MOORE: A: That is correct.

22 MR. WALLACE: Q: And 175 per cent for the bypass customers.
23 MR. MOORE: A: That is correct.

24 MR. WALLACE: Q: Now in doing these studies, the peak

25 responsibility study, how did you handle the fact that
26

BC Gas can interrupt Schedule 22, both bypass and
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captive, to half volume on five days per year. Did you
2 adjust the contract demand for that? How did you handle
3 that?
4 VAN GENDEREN: A: No. It was assumed that the contract
° demand level for the Schedule 22 customers was the
6 correct demand level. In fact that occurs at least 360
7 days a year, and in some years it's 365 days, so we felt
8 that was the appropriate demand level for the peak
9 responsibility level.
10 WALLACE: Q: So they were assigned costs as if their
L contract demand was firm 365 days a per'Year;
12 .AVAN GENDEREN: A: Yes, essentially that's correct, but
13 we didn't assign any costs for-the interruptible portion
14 of the load.
15 WALLACE: Q: Okay. And that's normal in a peak
16 responsibility study.
17 VAN GENDEREN: A: That's correct.
18 Proceeding' Time 1:15 p.m. T3A
19 WALLACE: Q: Now, BC Gas does get a significant benefit
20 from the fact that it can interrupt these customers on
21 the five half days?
22 VﬁN GENDEREN: A: Yes. And from time to time that's
23 been brought forward.
24 WALLACE: Q: Is it possible to -- and presumably BC Gas
25 gets a benefit both on it's own system in terms of
26

bringing up capacity and also in contracting for gas
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supply in both the gas purchase on the Westcoast system?

VAN GENDEREN: A: Yes. I would concur. 1It's not so

much BC Gas it's the core market benefits. And I think

in fact all customers benefit by virtue of keeping costs

to a minimum where there's efficiencies to be had that

are economic in nature of this sort. The efficiencies

are flowed through of course to all customers but the

most direct beneficiaries are typically the core market.
INFORMATION REQUEST

WALLACE: Q: Okay. Can you quantify those benefits?

An approximately, and again, I can leave that to you to

provide subsequertly.

VAN GENDEREN: A: Well, some efforts can be put into

that. I think it may have been responded to or asked in

a different manner but I'm not sure. I haven't seen the

response myself.

WALLACE: Q: Thank you. Well, I would like to leave

that with you and obtain a response to that.

VAN GENDEREN: A: Certainly.

WALLACE: Q: That completes my questions for this

panel, Mr. Chairperson.

THE CHAIRPERSON: Thank you, Mr. Wallace. Next would be Ms.

McCool.

CROSS-EXAMINATION BY MS. McCOOL:

MS.

McCOOL: Q: Thank you, Mr. Chairperson, and

Commissioner. Good afternoon, gentlemeﬁQ I don't
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believe I have met all of you so I'll just introduce
myself.. My name is Cafoline McCool and I represent a
number of consumer and community based ofganizations.
Mahy of whose members are living at very low income
levels.

I would like to start in a slightly hore
general way, than my learned friends who preceeded me
and this may reflect something about my client base, I'm
not sure. But I would like to talk at the outset or ask
you a few questions at the outset about the thinking
behind the three different methods of doing fully
distributed cost studies, being the peak responsibility,
the non-coincident demaqd and the average and excess

demand methods that are described at Tab 2 of Volume 2

-of the material. And having regard to that material,

there are some nice little descriptions of what each of
these methods represent. BAnd I'll just refer you to
them briefly and I'm going to ask you if you would like
to elaborate on these brief statements in any way.
_First of all at page 7, at Tab 2, lines 29 to

31, we see the description-éf the peak responsibility
method as being,
| "A method used in these studies to allocate

capacity costs according to the demand imposed

on the system by the various classes of

customers during the peak day."
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Would you agree that that's a fairly straight forward
simply statement of the nature of this method of
assessing fully distributed costs?
REED: A: Yes.
McCOOL: 'Q: And again at page, we have a page 10
similar statement to that non-coincident demand from
lines 3 to 6 being,
"A method which utilizing the maximum rates of
consumption of all customers being added
together irrespective of the peak to find the
non—coincident demand."
And similarly at the bottom of that page with respect to
average and excess demand, from lines 32 and on, a brief
description that,
"These ailocate part of the capacity cost to
various customers according to their
individual maximum rates of consumption
whenever they occur and the rest of the
capacity costs being allocated to customers
according to their individual total annual
energy consumption.™"
Have I correctly identified the portion of the material
that gives a véry brief description of those two

methods?

MR. REED: A: Yes,

Proceeding Time 1:20 p.m. T4A
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1 MS. McCOOL: Q: Now why would one use one of those three

2 rather than the other two?

3 MR. REED: A: I think that the approach that I take is tos
4 spread a record the results of several different cost’
5 studies to see essentially the floor that is cost

6 incurred by BC Gas in the service of various customer

7 classes, and the ceiling. I can illustate that in

8 Volume 1, that's Exhibit 1, and it would be Tab 6. Tab
9 6, page 42. Pardon me for sténding, but my paper is

10 getting too high for my glasses to cope with.

H MS. McCOOL: Q: I have the same sort of problem, Mr. Reed.
12 I never know whether td take them off or put them on.
13 I'm sorry, what page are you on, sir?

14 MR. REED: A: Exhibit 1, Tab 6, page 42. And this shows
15 the head of the graph is proposed schedule number 1,

16 residential rate and cost margins,‘present rate and

17 proposed postage stamp margin compared with FDC.

18 The only thing that‘we're dealing with here
19 isbthat béttom solid line, the present rate margin.

20 That's 2101 and 2102 when I say the. Lower Mainland, and
21 the two dashed lines high on the chart FDC PR and FDC
22 NCD margin. Now you'll notice that the cost

23 differentials of the two methods is that the PR method
24 is slightly higher but the NCD is only slightly lower
25 and it so happens in the factual situation of this case
26

that the AED or the average in excess demand method,
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MS.

falls about on the same line as the NCD. So you'll
notice that the difference -- certainly there's
difference in the method, but for the factual

circumstances of this case it really doesn't make too

much difference.

McCOOL: Q: I understand that, that the results of the
three methods produce relatively similar bottom lines
that are represented in some visual way that I don'ti
begin to understand by this graph, but I trust that it's
been done properly and in fact we do wind up with those
three lines at the place‘that they are at line 30 of
that graph, and fhat this is some happy convergence of
results. But I think my question was -— and I'll come
back to that -- but my question was a bit prior to that.
That is, without looking at the bottom line of each of
the.three mefhods and whether or not they do converge,
what's the logic behind the three methods themselves?
What purpose do they serve? Wﬁat do they illuminate,
each of them, that is different?

And I'm not_speaking specifically absout out
how they're done, you know, whether they're with
reference to peak or non-coincident peak or whatever.
Why would wé want to use one of these three methods?

Not necessarily with respect to this particular rate
design application rather than the other two, what do we

achieve?
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MR. REED: A: 1It's the first sentence in the testimony are

the report in the section Tab 2, page one.

FThe basic purpose of a fully distributed cost

study is to compare the revenue generated by

rates to the cost that a utility incurs in

serving its customer classes.™
That's the basic purpose of any of these methods.

Now I started in my own business in 1963.

For 30 years people have been nattering at me about
method A, B or C or a number of other methods, and I'm
getting old and tired and I like to go home quickly, and
so with computers I can quickly calculate the incurrence
of cost and say, oh gee, fhe ceiling is PR for the
residential class and the floor is AED in this case, or
the NCD, and some people are going to harass me by

saying well, what would you do with the NCD on the

distribution system and a peak responsibility on

transmission and I say well, iﬁ's in between. And it
falls between these two lines.

So really the purpoée is to spread a record
the cost incurrence and it provides a directional arrow
that oh gee, the\éxisting rate is too ldw in the front
end, it's a bit high in the back end, and the rate-
designer will make their conclusions from this work. So
I'm not trying to be humoufous here, I'm just trying to

say that there's a lot of people that feel that one
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method is better than the other, but oftentimes they're
looking -in the back of the book for their own particular
ciient and tﬁey will —-- some groups will‘say oh, I like
the peak responsibility better than the NCD orAAED and
I'm just trying to shorten the processf
CHAIRPERSON: Shorten the process by giving all the
results. |
REED: A: Yes, sir.

Proceeding Time 1:25 p.m. T5A
McCOOL: Q: So, Mr. Reed, I take it then that your
evidence is, I shouldn't worry about it.
REED: A: Well, my wife told me, don't worry your poor
bald head about this.
McCOOL: Q: But I should just accept that we've got a

convergence here and that tells us all something and we

should not look too closely behind that, that meeting of

the three methods.

REED: A: 1In a serious way, I think you have to take
the results of the studies and look at how it comforts
with existing rights. And we do have to be concefned
about it. And in the fiﬂal analysis it gives thé rate.
maker a signal an increase or decrease in certain ranges
of the relevant consumption. Does that respond tb your
question, Ms. MéCool? |

McCOOL: Q: Well, it certainly does respond to my

question. I'm not sure it's quite the answer that I was
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looking for. But I take it that that is your testimony
and I wQuld ask if anyone else on the panel wants to
respond to my question.

CHAIRPERSON: Just before they do, Ms. McCool, also I
guess at least just after -one o'clock Mr. Reed was also
responding to Mr. Wallace's question about the strong
argﬁment or the argument that he would put'in terms of
peak responsibility. So I'm incorporating that as part
of the answer to the question that you posed.

McCOOL: Q: And I noted Mr. Wallaces's question which
was directly put and directly answered. 1It's a
different question f?om the one that I'm asking, which
is not which of the these methods do you most prefer or
think is most.appropriate for this Utility at this point
in time. My question was a more general one and I-don't
think it's inappropriate for this panel to talk about
the purpose to which the other two methodologies might
be put as well. And that's reélly what I'm getting at.

panel. TI.don't know how to say it any better than the

way in which I have said it which is, what logic do the

three methods serve which is different from each other
apart from the question of whether or not they, in this
particular case, produce more urgent results.

REED: A: Then I have failed you. Thé peak
responsibility was an narrow question of course. Now,

it is the way the system is designed. Now, the NCD for
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example are non-coincident demand it takes into
consideration say interruptible customers add a load to
the system for say 360 days a year or 355 they tend to
be interrupted only peak dayé and the peak |
reéponsibility method just doesn't adequately show the
cost —— well, it doesn't adequately show a burden that
should be assigned to interruptible customers, and that
is basica;ly the purpose of what NCD or a AED method
showing how the .system is used. The system by and large
is not installed merely to serve the peak day, but to
serve customers firm and interruptible over the entire
year and we wouldn't want to come up with a method that
attaches all cost or fixed costs say to the firm
customers that are earned during a peak day. ©Now, in
fairness it shouldn't be done. Does that more fully
respond to what you would like tb see the record
reflect.

McCOOﬁ: Q: I think it does, Mr. Reed, thank you. Mr.
Chairperson, I should say we're still on the first
question of ny cross-examination. I'm not going to
conclude in any very few moments.

CHAIRPERSON: All right. Then this is, I think, a good

‘time for us to break for the day, so we'll continue

again with this panel at 8:30 tomorrow morning.

(PROCEEDINGS ADJOURNED 1:30)
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1 Exhibit 31 I believe.

2 (COLUMBIA DIVISION LOSS OF MARGIN FROM COAL COMPANIES

3 MARKED EXHIBIT 31)

4 And it can be seen from this document Exhibit

5 31 that if the coal companies were to leave it would

6 result in a revenue increase to other customers of 6.15

7 per cent and that includes cost of gas, or an increase

8 in margin of 14 and a half per cent excluding cost of

9 gas.

10' The next document I have is answers to a

11 number of questions from Mr. Wallace, pages .425 through

121 427 of the transcript, I won't detail what the questions

13 are but they're all set out on the next documént.

14 Exhibit 32..

15 (ANSWERS TO QUESTIONS FROM MR. WALLACE ON TRANSCRIPT.

16 PAGES 425 THROUGH 427 MARKED EXHIBIT 32)

17 And the final document I "have Ms. McCool's

18 ‘consultant or advisor requested further information

19 relating to the LRIC study and in effect requested that

20 the demand costs, the commodity costs and the customer

21 costs displayed in that -- in the study material be

22 depicted on a dollar basis as opposed to a dollar per

23 gigajoule basis and we have an answer to that.

24 (TABLE LM-1 DETAILED LRIC SUMMARY MARKED EXHIBT 33)

25 Proceeding Time 8:45 a.m. T3

»26 Exhibit 33 is -- or are copies of the three
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summary tables for Lower Mainland and Inland and
Columbia and there has been added at the bottom of the
page or towards the bottom of the page further
information on the first page, you'll see a demand cost
expressed in dollars per customer per year under
residential of $36.80 and a commodity cost of $5.22 and
a customer cost of $226.47. And that's —-- similar
information has been added for each of the customer
classes and for each of the three divisions;

And then finally Mr. Moore has an answer to
the question from Mr. Kacir at page 1350 of the
transcript where Mr. Kacir asked if there had been any
change in the allocation of administrative charges
between the classes, and this is relating to Columbia,
and it was a question asking is there had been a change
between the fully distributed cost study used in 1988
and the present one. Mr. Moore?

MOORE: A: Yes. Mr. Chairperson, in the Alan Schultz
study that he performed based on the test year 1987 for
Columbia, he broke up the administrative and general
expenses into three parts, the insurance, the employee
benefits and all other to balance into the total of A

and G. The insurance was allocated based on

arithmetic average of the the system peak weighting

factor and the commodity weighting factor.

The employee benefits was prorated based on
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the payroll related to the transmission function,
distribution, marketing and customer accounting and then
each of those was allocated based on thé own and
expenses related to those functions.

The all other was again an arithmetic average
of allocated plant in service and own expenses excluded
the A and G. 1In the present cost study, there are two
Information Requests where we have described how the
ministry and general expenses was..allocated and they can
be found in Volume 4, Part A, Tab 11 and Volume 5, Part
B, Tab 21. Both questions related to the Lower Mainland
Division but the same procedure was used in all three
divisions. The 1987 test year allocation to the large-
industrials in the.Columbia system was 23 per cent of

the A and G where we exclude the employee benefits ——

-JOHNSON: ' Q: You say A and G, that's Administrative and

General.

MOORE: A: Administrative and General, that's right.
And the reason why I've excluded the employee benefits
is because in the 1992 test year the employee benefits
no longer appears as a sepafate account in the
administrative and general because the employee benefits
are already loaded based on labour to all the various
accounts and cost centres where there's labour. So iﬁ's
already in the transmission, it's already in the

distribution expenes, et cetera.
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And the total dollars for in the '87 test
year was abogt $167,000 and, again, as I said it was 23
per cent of the total. 1In the current study, I'm using
the methodology for Columbia. The A and G that's been
allécated to the large industrial is $177,000 and it
represents 21 per cent of the total. So on a per, I
guess, a pro rata share not much change has actually
taken place between what Alan Schultz had done and what
I have done now.
JOHNSON: Q: Thank you, Mr. Moore, and that completes
my preliminary matters. |
CHAIRPERSON: Thank you, Mr. Johnson. I believe we're

ready to recommence the cross-examination of this panel,

Ms. McCool.

Proceeding Time 8:50 a.m. T4

CROSS EXAMINATION BY MS. McCOOL CONTINUED:

MS.

McCOOL: Q: 1I'1ll just go back very briefly to the point
that we were discussing yesterday at the end of the day,
which is the basis on which -- there are different
methods of analyzing fully distribufedAcosts, and I
guess we'd reached a poiht, Mr. Reed, where we had
agreed there were different reasons underlying the
various methodologies that»might lead one to choose one
over the other. I don't know that I need to revisit
your comments, but I'll just confirm that there are —--

these are not just different ways of sort of quantifying
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MS.

MS.

MS.

numbers or generating statistics, but there are actual
reasons which underlie different methodologies, and one’
might prefer one mefhod over another for various reasons
of principle.

REED: A: Yes.

McCOOL: Q: Okay. And those reasons would depend on
one's view of how one ought to attribute responsibility
for historic or embedded costs to all of the rate
classes, is that right? |

REED: A: I don't know whether it's -— I'm not trying
to impart my view, I'm trying to spread a record
different studies that illustrate the points of view of
various parties. I don't think that it should be said
it's my view. Maybe you said one in general and then
I'd say yes to your questions.

McCOOL: Q: That's what I meant.

REED: A: Okay.

McCOOL: Q: I realize that you're here as a
professional consultant and in a sense I wish to draw on
your professional expertise, rather than tying you
personally down to any one position. But I am though
concerned about the position that has been taken, or
rather not been taken, by the company itself. And it's
apparent, and we've discussed this previously in this
hearing, that BC Gas has not come down with a

recommendation as to which of the three methods it ought
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to use, and I'll invite anyone from the panel to respbnd
to this.

The explanation that's been offered so far in
testimony has been that the three methods generate
relatively similar outcomes, ‘or indicate a directional:
tug.. Is that the evidence of this panel as well? And I
would take it, Mr. Reed, from your comments yesterday
that it probably is.

REED: A: I think so. The outcome is essentiaily the
same. I don't think that we take a position. We try to:-
explain the wvarious theories behind variousw
methodologies, and in the wisdom. of the Commission I
think if you feel that you must choose one over the

other fine, but what I had in mind at the outset was to -

- try to develop a system by which BC Gas could calculate :

fully distributed cost of service study on an ongoing an
a go forward basis, So that the company cduld-spread a
record cost under various methods and you could use the”
studies from yéar to year or from rate case to rate case
to judge the increased or decreased cost incurrence by
class.

One of the most uéeful parts of a fully
distributed cost study is to see how it changes over
time, and we try to develop a system that will give you
stable results, or relatively stable results from year

to year, and if different outcomes incur in the ensuing
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1 years, then you can have a view of the -- or a judgment
2 of the cost incurrence changes by class. That's what we
3 were hoping to set out, both for this case and for the

4 long~term.

5 | MS. McCOOL: Q: So would it then be your expectation that
6 the utility would be coming back say in the context of
7 revenue requirements hearings with all of these studies
8 generated once again on an annual or an every two year
9 basis?

10 Proceeding Time 8:55 a.m. T5
11] MR. REED: A: Well, I don't know the timeframe, but

12 certainly if they are called on to produce a cost of

13 service study it's programmed, and once you have the

14 chart of accounts input and you evaluate load facﬁors
15 and things of this nature, then you can see how it

16 éhanges.from one year to the other. It essentially is
17 in financial accounting, you like to see changes from
18 one year to the next, so that's what I hope to do. So I
19 can't define what time periods the company might file
20 cost studies in the future.

21| MR. WESSLER: A: If I may add. something to that.

22| MS. McCOOL: Q: Of course.

23| MR. WESSLER: A: From a company's point of view, while I'm
24 relying on Mr. Reed as being the expert and advising us
25 how to go about matters, but from a company's point of
26 view I can well foresee that we will keep these cost of
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1 service studies up, if not annually, at least every

2 other year, so that we have a feel of wheré things are

3 going over time, and that matters do not go out of hand,
4 so that if corrective action needs to be taken in the

5 future we don't come in ten years from now and say oh my
6 goodness, what's happened here again. So we hope to

7 update these periodically, if not annually.

8 But back to your first question. When Mr.

9 Reed recommended that we do three studies, aﬁd that was
10 fine with me, and because you want to see how different
11 methodologies —— the results of different methodologies.
12 Now we have come before this —-- with this application

13 here, and we're saying, I believe, I think I'm in line
14 with Mr. Sarikas' testimony here, that in setting rates
15 there are various objectives that one would like to

16 achieve, and when we can come along with our fully

17 distributed cost éf service studies, which are embedded
18 costs, they're historic costs, because that's the basis
19 on which the utility is regulated, first of all. Then
20 we say in all, if I may say so, humility, we say that

21 while we have made an honest effort in making this

22 study, and as best as we can tell we have done as good a
23 job as we can, nevertheless judgment has gone into it
24 and the cost of service studies are pointing

25 directionally of what ought to be done in the rate

26 design.
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MS.

And I think that satisfies me that we have
doné three studieé, we're not necessarily picking one
strictly over the other and say we must use this and no
other, but all three seem to be pointing within a range’
in the same directien. 'So the cost of service studies,
without taking away from their integrity, are not the be’
all and the end all, .and therefore, I think, from a
company's point of view, I'm quite happy with what Mr.
Reed has recommended.

REED: A: 1I'd like to add one thing. The studies —-
the study and the program is designed to use a forward
looking test year. In fact 1992 is recorded in'actual
results, but we have updated for the estimated 1993
results, and in the future the company can. introduce
estimates of forward looking periods, financial and ih
accounting matters, and be.able to eliminate the
objection that a lot of people have to fully distributed
cost based on embedded results_or historical results.

It will have a forward looking aspect to it when we're
preparing the study when the programs are run on a
forward looking year.

McCOOL: Q: If we were to come back say next year or in
two or three years and look at —-- well: no, let me start
it this way. If the result of this hearing were -- or
part of the result of this hearing were that say the

peak responsibility method was the best way to go for
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1 this utility and a direction was given by the Commission
that rates were to be set strictly in line with that
method as opposed to any other -- now I'm not suggesting
that that will be the outcome of this hearing, but just
supposing that as a possibility, and then the company
were to advance into the futuré and we came back in a
year or two or three and looked at the results of these
three studies again, am I right in thinking that the
results might diverge much more significantly than they

10 do today. Is that correct?

11] MR. REED: A: By and large they don't. Once you have load

12 data, good load data, and financial data, actuaily the

13 _ results are fairly close together, as you can see by the

14 gtaph I illustrated yesterday. They aren't wildly

15 different, and I don't think that you could say that —-—

16 I have looked at cost studies done in different ways,

17 different methodologies over quite a period Of-time, and

18 the reéult indicators you get from them aren't that

19 wildly different over time.

20 Proceeding Time 9:00 a.m. T6

21| MS. McCOOL: Q: Well, I guess what I was asking was this,

22 the peak responsibility method, for instance, shows a

23 bottom line for, say, the residential class which

24 displays a significant deficiency. I don't remember

25 what the figures are.but, you know, 75 per cent or

26 something like that, 78 per cent. If that were to be,
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MS.

if one could, and it were to be corrected in some
absolute way so that the deficiency was entirely
eliminated and we came back after a year or two or three
and did the same studies, would there not then be a
significant —— and I don't know the answer to this
question. Would there not then be a significant
divergence in the outcome of the peak responsibility as
opposed to the NCD or average excess demand studies?
REED: A: It's almost a compound question.. It assumes
that there will be a correction all the way to theicost
of service in this proceeding. And the, especially the
Lower Mainland residential rates are so out of whack
that it's impossible to do that in one fell swoop. So,
I have difficulty with questions assuming. that you'll
move to cost based rates based on one methodology right
now. Assuming it's done, I don't see why the results of
three methods would be that much different if we
produeed a cost study in three years from now. All you
would be doing is introducing the then existing revenue
and forecast costs to compare the revenue with costs. I
don't think you should fear that there'll be a
divergence in the future between methods.

McCOOL: Q: Okay. Well, I hadn't expected that answer
actually, but I accept it as your evidence. My next
question was going to be if there were a divergence that

one could anticipate then at that point in time, how
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1 would we determine which of the three of FDC methods we
2 would follow or adopt. But I don't think I can get to
3 that question in light of your answer to my previous

4 questions.

5 MR. REED: A: Good. Let's move on.

6 MS.lMcCOOL: Q: Mr. Reed, I should say I very much

7 appreciate the assistance you're providing to me, at

8 least, in this hearing and I hope that today you're not
9 feeling harrassed by me if you were yesterday.

10 MR. REED: A: And I wasn't yesterday.

11] MS. McCOOL: Q: Thank you. Now, my next question goes back
12 to, is it Mr. Wessler's —-?

13] MR. WESSLER: A: Right.

14] MS. McCOOL: Q: Comments. And I apologize for not keeping
15 all of the names completely straight vyet.

16| MR. WESSLER: A: That's okay.

17} MS. McCOOL: Q: You made a statement, and correct me if
18- I've got it a bit wrong, but that the cost of service
19 studies are not the be all and end all, and I certainly
20 would agree with that. But I wanted to ask what that

21 'suggests in terms of the relationship between these

22 studies and their results and the actual setting of

23 rates. What use are they then and what relationship do
24 they play in the thinking of the company between the

25 full distribution of historic costs on the one hand and
26 the actual setting of rates? Now this may be a question
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