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1.0 Reference: Application, p. 4 

Preamble: The evidence states: “Additionally, any scope changes for the Implementation 
Phase arising out of a final decision to proceed with the proposed Residential 
Unbundling program may result in the need to revise the cost estimates provided. The 
actual costs will be collected in a deferral account and recovered from residential 
customers who have access to the program via a rate rider.” 

1.1 Please clarify that the “final decision to proceed” refers to TGI’s decision to 
proceed to be taken subsequent to BCUC approval.  If able to thus clarify, please 
state the circumstances under which TGI would decide not to proceed after 
receiving BCUC approval. 

Response: 

The reference to a “final decision to proceed” found on Application page 4 means the 
BCUC decision that is requested for July 31, 2006.  TGI will proceed with 
implementation of the proposed program as set out in the Application if approval to 
proceed is granted.   

Please refer to Terasen Gas’ response to question 4.1 of BCUC Information Request 
No.1. 

 

1.2 Please confirm that TGI’s proposal would recover the costs associated with 
residential unbundling (RU) from all residential customers, i.e., from participants 
and non-participants in the program, and please provide the rationale for 
consumers who do not want the unbundled option having to pay some of the 
costs for those that want the unbundled option.   

Response: 

Terasen Gas confirms that its proposal in the Application is for implementation and 
ongoing operating costs to be recovered from all residential customers in Terasen Gas’ 
service territories that will be eligible to participate in the Residential Unbundling 
program.  

Terasen Gas’ rationale is that all residential consumers who are able to participate in the 
unbundled option will benefit as a result of having the ability to choose.  As the question 
suggests, some consumers may choose not to participate but there is still a conferred 
benefit by having the option made available to them. 

This is consistent with the cost recovery treatment approved by the Commission for 
Phase 1 (Commercial) of the Commodity Unbundling program implementation. Capital 
and operating costs are recovered from all eligible Commercial customers, regardless of 
whether they elect to participate through a marketer offering.  
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1.3 With respect to the preceding question, please indicate how the proposed 
recovery of costs respects the principles of (i) cost causality and (ii) value of 
service. 

Response: 

The proposed recovery method of having all eligible residential customers pay for the 
implementation and operating costs for Residential Unbundling is consistent with the 
principles of cost causality and value of service, as all eligible customers receive a 
benefit from having the ability to exercise choice, regardless of whether they choose to 
or not.  The cost-causality principle (i.e. user pay) is important in delivering a cost-
effective solution where the incremental costs beyond that required for the core system 
requirements are borne by the parties that benefit directly from exercising commodity 
choice.   

 

1.4 Please provide the estimated annual bill impacts on the non-commodity portion 
of the bill for customers participating in the RU program, of a requirement that the 
operating costs of the RU program be recovered completely and solely from RU 
participants under the assumption of (i) 10% participation in RU, (ii) 20% 
participation in RU, and (iii) 40% participation in RU. 

Response: 

As set out in the Application, the implementation costs and ongoing operating costs net 
of marketer fees will be recovered from eligible customers using a rate rider.  This rider 
is volume based and will be charged on the commodity portion of the bill.  No non-
commodity charges will appear on the bill.   

Item 1 on the following schedule indicates the annual level of the bill impact assuming 
that 100% of the customers are charged for the implementation costs and ongoing 
operating costs net of marketer fees.  Items 2, 3, and 4 show the level of the annual bill 
impact assuming that only participating customers pay for the implementation costs and 
ongoing operating costs net of marketer fees.  In the initial years where participation is 
likely to be in the 10% range, residential customers participating would be faced with an 
increase of $1 per gigajoule or approximately $100 per year on their bill, making it 
potentially cost prohibitive for customers to participate. 
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TERASEN GAS INC.
INCREMENTAL COST OF SERVICE FOR CUSTOMER UNBUNDLING
Scenario # 1b          - 3 Year Amortization

# 2007 2008 2009 2010
Total Rider Required for Recovery of Deferral Costs

Implementation Deferral Costs -$                      4,549,415$       4,549,415$       4,549,415$       
Tax Gross Up on Deferral Costs 51.8% -$                      2,356,194$       2,356,194$       2,356,194$       
Maintenance Deferral Costs 528,800            617,200           620,200           623,500           
Total Recoveries 528,800$          7,522,809$       7,525,809$       7,529,109$       

METRICS
1. 100% Eligible Customers 

Average # of Customers 735,000            747,000           760,000           773,000           
Annual Volumes (TJ) 73,128              74,379             75,991             77,319             
Average volumes per customer (GJ) 99.49                99.57               99.99               100.02             
Average annual cost / customer 0.72$                10.07$             9.90$               9.74$               
Average cost / GJ 0.01$                0.10$               0.10$               0.10$               

2. 10% Participation
No. of Enrollments 10% 73,500              74,700             76,000             77,300             
Annual volumes of participants (TJ) 7,313                7,438               7,599               7,732               
Average annual cost / customer 7.19$                100.71$           99.02$             97.40$             
Average cost / GJ 0.07$                1.01$               0.99$               0.97$               

3. 20%  Participation
No. of Enrollments 20% 147,000            149,400           152,000           154,600           
Annual volumes of participants (TJ) 14,626              14,876             15,198             15,464             
Average annual cost / customer 3.60$                50.35$             49.51$             48.70$             
Average cost / GJ 0.04$                0.51$               0.50$               0.49$               

4. 40%  Participation
No. of Enrollments 40% 294,000            298,800           304,000           309,200           
Annual volumes of participants (TJ) 29,251              29,752             30,396             30,928             
Average annual cost / customer 1.80$                25.18$             24.76$             24.35$             
Average cost / GJ 0.02$                0.25$               0.25$               0.24$               
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2.0 Reference:  Ibid 

The evidence states: “However, Terasen Gas is not promoting the Residential 
Unbundling program but instead reacting to calls from interested parties, the 
Commission, and BC Energy policy for providing commodity choice.” 

2.1 Please provide the number of calls from interested parties representing 
residential consumer interests, the number of calls from interested parties 
representing marketer interests, and the total number of calls from interested 
parties concerning residential unbundling. 

Response: 

With regards to calls from interested parties representing residential consumer interests, 
Terasen Gas has not received any calls asking commodity choice be provided for 
residential consumers.   

With respect to calls from interested parties representing marketer interests, Terasen 
Gas has been working collaboratively with the licensed Gas Marketers in the 
Commercial Unbundling in implementing the Commercial Unbundling phase and 
investigating and designing the Residential Unbundling phase.  Currently, there are 
seven Gas Marketers listed on the Commission’s website as being licensed to operate 
under the Commercial Unbundling program. 

With regards to the total number of calls from other interested parties concerning 
Residential Unbundling, Terasen Gas has not received any calls asking for commodity 
choice to be provided to residential consumers. 

 

2.2 If the numbers requested in 2.1 are unknown, can TGI provide some indication 
as to the level of interest in RU from small volume residential utility sales 
customers?  

Response: 

As part of the investigation and evaluation efforts to-date for Residential Unbundling, 
Terasen Gas conducted primary market research in the summer of 2005 to determine 
residential customers’ awareness of Unbundling, the value proposition for customers in 
having supply choice, customers’ level of interest in Unbundling and understanding how 
residential customers prefer to be informed about Unbundling to assist with developing 
an effective customer education program. 

As outlined on Page 19 of the Application, the research suggests that customer 
participation rates, even with a $1 monthly service charge in the initial year(s), will range 
from 5% to 10% or between 40,000 to 80,000 customers. 

A full copy of the survey reports are included in Appendices 3 and 4 of the Application. 
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3.0 Reference:  Ibid 

3.1 Regarding the implementation phase and ongoing program costs forecast for the 
residential unbundling program, for each (implementation costs and ongoing 
costs) separately, please provide the following figures for the commercial 
unbundling program (i) costs as initially forecast by TGI, (ii) costs approved by 
the BCUC, and (iii) the actual costs. 

 Response: 

For the Commercial Unbundling program, Terasen Gas forecast implementation costs in 
the amount of $7.1 million, including AFUDC, which was approved by the Commission.  
Actual expenditures incurred as of December 31, 2004 following implementation was 
approximately $6.2 million including AFUDC.   Due to prudent management, scope 
manages with cost implications were minimized.  This information was included in a 
report dated on March 16, 2005 filed with the Commission titled “Commodity Unbundling 
– Post Implementation Review and Next Steps”. 

For operating costs, Terasen Gas outlined two scenarios, a low case and a high case for 
projected operating costs in its filing dated January 16, 2004 titled “Terasen Gas Inc. 
Commodity Unbundling and Customer Choice Phase 1 Cost Allocation Application”.  For 
the two scenarios, the projected 2005 O&M balance to be recovered from customers 
were forecasted to range between $146,000 and $179,000.  The actual costs recorded 
for 2005 net of market recoveries totaled approximately $122,000 with the favourable 
variance due primarily to lower operating and maintenance costs incurred for the 
program 

 

3.2 Please provide the incremental revenue requirement associated with the 
commercial unbundling program development costs for each year for which such 
costs were incurred and, for each of these years, the amount of this revenue that 
was or will be recovered from (i) the commercial rate class and (ii) the residential 
rate class. 

Response: 

The following schedule shows the capital costs, on an after-tax basis, incurred to 
implement the Commercial Commodity Unbundling Program and the amortization of 
those costs from the beginning of the program development period until the end of the 
current year.   
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Commercial Commodity Unbundling & Customer Choice Progam Capital Costs

Costs Amortization Cumulative
Incurred via Rate Rider Balance

(Net of Tax) (Net of Tax) (Net of Tax)

December 31, 2002 (actual) $0 $0 $0
December 31, 2003 (actual) $2,062,141 $0 $2,062,141
December 31, 2004 (actual) $1,950,556 $0 $4,012,697
December 31, 2005 (actual) $637,935 ($1,420,034) $3,230,598
December 31, 2006 (forecast) $89,281 ($1,044,181) $2,275,699

Totals $4,739,913 ($2,464,214) $2,275,699

 

Under the Commercial Commodity Unbundling Program, the receipt of Marketer 
provided gas commenced on November 1, 2004, and the capital costs were to be 
amortized over a three-year period via a rate rider which became effective January 1, 
2005.  The costs are being recovered from commercial customers eligible to participate 
in the program (Rate Schedule 2, 2U, 3, and 3U customers within the Lower Mainland, 
Inland, and Columbia service areas, excluding Revelstoke and Fort Nelson).  No costs 
related to the Commercial Commodity Unbundling Program are being recovered from 
residential customers, or other non-commercial rate classes. 

 

3.3 Regarding the commercial unbundling program, for each year of its existence, 
please provide the average yearly bill impact for non-participating commercial 
customers. 

Response: 

The capital costs and the operating and maintenance costs, net of the marketer fees, are 
being recovered via a rate rider from commercial customers eligible to participate in the 
program (Rate Schedule 2, 2U, 3, and 3U customers within the Lower Mainland, Inland, 
and Columbia service areas, excluding Revelstoke and Fort Nelson).  The rate rider is 
set on a volumetric basis – each commercial customer eligible to participate in the 
program is billed the effective per GJ amount.  Effective January 1, 2005 the rate rider 
was $0.056/GJ and effective January 1, 2006 the rate rider was $0.045/GJ.  The annual 
consumption quantities within the commercial rate classes, Rate Schedule 2, 2U, 3, and 
3U, can vary significantly among customers.  The following schedule provides the 
annual bill impact for a Rate Schedule 2 customer consuming 300 GJs per year and a 
Rate Schedule 3 customer consuming 3,300 GJs per year, which are the typical annual 
consumption amounts used for Lower Mainland commercial customers for other 
commodity and delivery rate change bill impact schedules. 
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Commercial Commodity Unbundling & Customer Choice Progam
Annual Customer Bill Impacts of Rate Rider

2005 2006
Annual Effective Annual Effective Annual

Consumption Rate Rider Bill Amount Rate Rider Bill Amount
(GJs) ($/GJ) ($) ($/GJ) ($)

Rate Scheule 2 300 0.056$      16.80$      0.045$      13.50$      

Rate Scheule 3 3,300 0.056$      184.80$    0.045$      148.50$    

 

Please also refer to the response to question 8.1. 
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4.0 Reference:  Application, p. 5 

4.1 Regarding the commercial unbundling program, please provide the participation 
rate for commercial customers both in number and percentage of total 
commercial customers, and the throughputs represented by participating 
commercial customers in terms of volume and in terms of percentage of overall 
commercial throughputs (i) three months after implementation, (ii) six months 
after implementation, and (iii) the most currently available data. 

Response: 

In the table below, Terasen Gas assumed a constant number for eligible commercial 
customers (Rate Schedule 2 and 3) totaling 78,000.  These two rate classes consume 
about 38.7 PJ or 38,700,000 GJs per year in a normal year (most recent figures). 

Entry Date

Total 
Customers 

Enrolled

% of Total 
Customers 

Enrolled

Volume of 
Throughputs 
Annually (GJ)

% of Overall 
Commercial 

Throughputs - 
12Months

Feb. 2005 - 3 mths 8,618 11.05% 3,074,064 7.94%

May. 2005 - 6 mths 11,511 14.76% 4,796,568 12.39%

May. 2006 - recent 16,500 21.15% 7,026,336 18.16%  
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5.0 Reference:  Ibid 

5.1 Regarding the “number of IT system improvement costs are under consideration 
by Terasen Gas over the next two to three years,” please indicate (i) whether or 
not any estimate of these costs has been included in TGI’s forecast 
implementation and operating costs, (ii) if applicable, the amount of these costs 
included in TGI’s forecasts, (iii) an estimate of the costs of the projects under 
consideration, and (iv) how TGI proposes to recover these costs, if incurred. 

Response: 

The IT system improvements referred to in the Application are not related to the 
proposed Residential Unbundling program.  As a result no costs for these improvements 
have been included in the estimated implementation and ongoing operating costs. 

While the IT system improvements are not related to the proposed Residential 
Unbundling program, they do affect the timing of when the proposed program can be 
implemented.  Please refer to the response to BCUC IR1 question 2.2 for additional 
information about this issue. 

 



Terasen Gas  Inc. (“Terasen Gas” or “TGI”)  
Commodity Unbundling Project for Residential Customers 

CPCN Application dated April 13, 2005 

Submission Date: 
June 9, 2006 

Response to BCOAPO Information Request No. 1 Page 10 

 

6.0 Reference: Application, p. 6, Cost of Service 

6.1 Regarding the statement that Terasen Gas’ shareholders will not be at risk for 
RU implementation costs, RU operating costs, or any assets stranded by RU, 
please provide: (i) the amount included in rate base associated with RU 
implementation costs, (ii) the maximum possible amount of assets stranded by 
RU. 

Response: 

The amount to be incurred of $12.5 million to implement Residential Unbundling is to be 
recorded in a non-rate base deferral account to be recovered from residential customers.  
This is consistent with the approved cost recovery method as approved by the 
Commission for Commercial Unbundling. 

If unrecovered from customers, the maximum amount of assets stranded by RU would 
consist of initial implementation costs, annual operating costs and any stranded gas 
costs.  Initial implementation costs are identified to be $12.5 million.  Annual operating 
costs net of project marketer recoveries and including customer education costs would 
be $3.6 million per year.  Stranded gas costs are difficult to quantify and project given 
the uncertainty of variables which drives stranded gas costs and could range 
significantly as outlined in the table included in the answer to question 21.4 of BCUC IR 
No.1. 

Other costs as a result of introducing Residential Unbundling include potential for 
increased bad debt, respecting which Terasen Gas has proposed what it considers to be 
appropriate treatment in this Application, and incremental gas supply costs not covered 
by the performance bonding requirement as a result of a marketer failure and which are 
borne by utility customers. 

 

6.2 Please provide the rationale for receiving any return on equity in respect of 
assets for which the shareholder is not at risk for implementation costs or 
stranded assets. 

Response: 

Terasen Gas must provide the capital to finance capital expenditures, including the 
implementation costs associated with Commodity Unbundling program. The capital 
structure and rate of return is for all of the utility's investment, not just the incremental 
investments and all have an opportunity cost, rate of return, to compensate for the use of 
funds.  The future recovery of costs incurred involves risk and is not risk-free.  The 
BCUC does not guarantee the utility's rate of return, it only provides the opportunity to 
earn the allowed rate of return. The utility is allowed to earn a fair and reasonable return 
on the assets that it has prudently invested in, including the costs associated with the 
Commodity Unbundling program.  The residential commodity unbundling program costs 
would only be risk free for the utility investors if, for example, customers or other groups 
were to provide all of the funds prior to the unbundling costs being incurred.  
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7.0 Reference: Ibid 

7.1 Regarding recovery of commercial unbundling ongoing operating costs, please 
indicate the total amount that has been incurred to date and the amount of these 
costs that have been or are expected to be recovered from gas marketers (i.e., 
i.e., the amount that has not been accumulated in a deferral account to be 
recovered from all commercial customers eligible to participate in the CU 
program). 

 Response: 

The following schedule shows the operating costs and Gas Marketer transaction fee 
recoveries to date, as of April 30, 2006, for the Commercial Commodity Unbundling 
Program.   

Commercial Commodity Unbundling & Customer Choice Progam Operating Costs

Operating Costs Marketer Transaction Deferral Balance to be
Incurred Fee Recoveries Recovered via Rate Rider

(Before Tax) (Before Tax) (Before Tax)

December 31, 2003 (actual) $0 $0 $0
December 31, 2004 (actual) $59,162 ($1,577) $57,585
December 31, 2005 (actual) $188,383 ($66,317) $122,066
YTD - April 30, 2006 (actual) $55,406 ($36,426) $18,980

Totals $302,951 ($104,320) $198,631

 

The operating costs not recovered from Gas Marketers are accumulated in a deferral 
account to be recovered from commercial customers eligible to participate in the 
program (Rate Schedule 2, 2U, 3, and 3U customers within the Lower Mainland, Inland, 
and Columbia service areas, excluding Revelstoke and Fort Nelson).  

 

7.2 For a typical commercial customer, please provide (i) the annual impact on the 
non-commodity portion of the bill of  participating in CU, (ii) the annual impact on 
the non-commodity portion of the bill if it were required that ongoing operating 
costs were to be recovered completely and solely from CU participants, and (iii) 
the annual impact on the non-commodity portion of the bill if it were required that 
ongoing operating costs along with implementation costs were to be recovered 
completely and solely from CU participants. 

Response: 

The capital costs and the operating and maintenance costs, net of the Marketer 
transaction fees, are being recovered via a rate rider from all commercial customers 
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eligible to participate in the program (Rate Schedule 2, 2U, 3, and 3U customers within 
the Lower Mainland, Inland, and Columbia service areas, excluding Revelstoke and Fort 
Nelson).  Please see the response to BCOAPO Information Request No. 1 Question 3.3 
for additional detail. 

The following schedules provide the estimated per GJ recovery and the estimated 
annual bill impact if the Commercial Commodity Unbundling Program O&M costs were 
to be recovered only from customers participating in the program. 

Commercial Commodity Unbundling & Customer Choice Progam Cost Amortization Schedule for O&M Costs

FY 2006

Projected Dec. 31, 2005 Deferred Account Balance (1) $151,219

Deferral Amortization $151,219
AFUDC @ 5.85% p.a. 4,859            
Sub-total $156,079

Program Partipants' Annual Volume (GJ) (2) 7,026,336
Unit Cost / GJ $0.022

Notes:  (1) Projected December 31, 2005 balance including AFUDC to that date, based on the
Terasen Gas Inc. Application, dated December 6, 2005, to set the Commercial 
Commodity Unbundling Deferral Cost Recovery Rider 8 rate effective Janaury 1, 2006.

(2) Forecast sale volume for particpating commercial customers (Rate Schedule 2U and
3U customers) based on the May 2006 Entry Date enrolment stats.

 

Commercial Commodity Unbundling & Customer Choice Progam O&M Costs
Annual Customer Bill Impacts of Estimated Recovery

2006
Annual Estimated Annual

Consumption Recovery Bill Amount
(GJs) ($/GJ) ($)

Rate Schedule 2U 300 0.022$      6.60$        

Rate Schedule 3U 3,300 0.022$      72.60$      

 

 

The following schedules provide the estimated per GJ recovery and the estimated 
annual bill impact if the Commercial Commodity Unbundling Program Capital costs were 
to be recovered only from customers participating in the program. 
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COMMERCIAL COMMODITY UNBUNDLING PROGRAM COST AMORTIZATION SCHEDULE
(Scenario utilizing Dec. 31, 2005 actual costs, 5.85% AFUDC rate, amortized over 3 years to Rate Schedule 2U and 3U customers only) 

Yr 1 (2005) Yr 2 (2006) Yr 3 (2007) TOTAL

Dec. 31, 2005 Deferred Account Balance (1) $6,941,732.80

Deferral Amortization $2,180,264.89 $2,311,286.38 $2,450,181.53 $6,941,732.80
AFUDC @ 5.85% p.a. 348,248.95      217,227.45      78,332.31         643,808.71       
Sub-total $2,528,513.84 $2,528,513.84 $2,528,513.84 $7,585,541.51

Forecast Annual Volume (GJ) (2) 4,796,568        7,026,336        7,728,970         19,551,874       
Unit Cost / GJ $0.527 $0.360 $0.327 $1.214

Notes:
(1) Dec 31, 2005 balance includes AFUDC to that date.

(2) Forecast sale volumes for participating commercial customers (Rate Schedule 2U and 3U).  Year 1 volumes based on the
May 2005 Entry Date enrolment stats, Year 2 volumes based on the May 2006 Entry Date enrolment stats, and Year 3
volumes based on the previous year's volumes plus a 10% growth factor.

  

Commercial Commodity Unbundling & Customer Choice Progam Capital Costs
Annual Customer Bill Impacts of Estimated Recovery

2005 2006 2007
Annual Estimated Annual Estimated Annual Estimated Annual

Consumption Recovery Bill Amount Recovery Bill Amount Recovery Bill Amount
(GJs) ($/GJ) ($) ($/GJ) ($) ($/GJ) ($)

Rate Schedule 2U 300 0.527$            158.15$          0.360$            107.96$          0.327$            98.14$            

Rate Schedule 3U 3,300 0.527$            1,739.60$       0.360$            1,187.55$       0.327$            1,079.59$       
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8.0 Reference: Ibid 

8.1 With respect to the estimated impact of RU on eligible residential customers of 
$0.10/GJ/year or $9.90 annually for the first three years, please provide the 
comparable figures for commercial customers eligible for the CU program. 

Response: 

In the “Commodity Unbundling and Customer Choice Phase 1 Cost Allocation 
Application” dated January 16, 2004, Terasen Gas set out the estimated cost per GJ and 
customer on page 13 as follows: 

• Average cost per GJ $0.065 
• Average annual cost per customer $34.21 

The average costs were based on the implementation costs that were expected to be 
amortized over a three year period, plus annual operating costs incurred in the operation 
of the Commercial Unbundling program. 

Actual implementation costs for the Commercial Unbundling program were 
approximately $6.2 million compared to a budget of $7.1 million.  Actual annual 
operating costs were approximately $122,000 in 2005 compared to a forecast of 
$179,000.  Using these actual costs yields an average cost of approximately $0.06 per 
GJ that is being recovered from eligible commercial customers.  This recovery 
represents an average annual cost of $31 per eligible commercial customer. 

Please also refer to the response to question 3.3. 
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9.0 Reference: Application, p. 13 

9.1 The evidence states that “[i]f the Residential Unbundling plan is approved, the 
Commercial Unbundling program will benefit from the proposed process and 
system improvements.”  Please indicate whether, and if so how, TGI proposes to 
recognize these benefits to the CU program in terms of cost allocation and rate 
design proposals. 

Response: 

While there are benefits to the Commercial Unbundling program as a result of the 
proposed Residential Unbundling program, Terasen Gas’ view on the issue is that the 
implementation costs should be recovered from only residential customers.  The 
Commercial Unbundling program in its current state is operating successfully from a 
process and system standpoint.  Without the enhancements that would be introduced as 
a result of Residential Unbundling, the Commercial program could continue to operate in 
its present form.   

Therefore, it is difficult to argue that the Commercial Unbundling program should be 
allocated a portion of the costs for Residential Unbundling as it is the residential 
customers who need the system enhancements in order to be able to benefit from the 
introduction of Residential Unbundling. 
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10.0 Reference: Application, p. 14, section 3.1 and section 3.1.1 

10.1 With respect to the residential commodity unbundling experience in Ontario, 
please provide the historical participation rates in direct purchase for residential 
customers of Enbridge Gas Distribution Inc. and Union Gas Limited. 

Response: 

Terasen Gas has been unable to locate the historical participation rates in direct 
purchase for residential customers of Enbridge Gas and Union Gas through its contacts 
with the Ontario Energy Board and Enbridge Gas and Union Gas. 

 

10.2 The evidence states that “the utilities and regulators’ representatives interviewed 
believed that customers perceived the primary benefit of Unbundling as providing 
price stability with the possibility of cost savings.” 

10.2.1 Please confirm that TGI or any other utility could provide the same price 
stability as any marketer by simply replicating the marketer’s gas supply 
portfolio. 

Response: 

Provided that the mandate is provided by the Commission, Terasen Gas or any 
other utility can provide the same price stability as any marketer subject to having 
the necessary credit and risk management support to manage the increased 
financial exposure.  For instance, In order to be able to provide the longer price 
stability that a gas marketer offers, Terasen Gas would have to have the 
necessary credit arrangements to enable it to hedge out longer (i.e. up to 5 
years).  The ability of Terasen Gas to replicate the marketer’s gas supply 
portfolio at the same cost is dependent on Terasen Gas’ credit rating.  

 

10.2.2 Please provide an estimate of the incremental benefits of the gas 
marketers’ price stability and possible cost savings offerings given that (i) 
the marketer will be marking up the commodity and (ii) the utility will be 
offering the stable rate program extension. 

Response: 

In responding to this question, Terasen Gas infers the second assumption  to 
mean that the Stable Rate program can have contract terms greater than 1 year 
(i.e. 3 or 5 years).  If it is assumed that the gas utility is able and willing to offer 
alternative commodity with no markup similar to that being proposed by Gas 
Marketers; 1 year, 3 year, 5 year fixed rate offerings, the incremental benefits the 
value Gas Marketers bring would be limited. 
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However, Terasen Gas recognizes that there is a portion of its customers that 
simply value having choice being offered by other commodity suppliers than 
Terasen Gas.  It is hard to quantify what this choice in supplier is worth to 
customers. 

 

10.2.3 Please indicate what gives rise to the possible “cost savings” referred to. 

Response: 

The possible “cost savings” statement refers to the potential for a customer who 
locks in the price of the gas commodity with a Gas Marketer for a time period to 
pay less than what they would have paid had they remained on the local utility 
supply.  Alternatively, locking in prices could result in higher costs relative to what 
the customer would have paid under the utility rate.   

Terasen Gas believes the primary benefit of fixed price options are providing 
price stability on the natural gas commodity. 

 

10.2.4 Please indicate how it is possible, in the long run, to secure both a lower 
commodity price AND a less volatile commodity price at the same time. 

Response: 

Customers have generally indicated an interest in price stability for their 
commodity purchases.  Hedging or fixed rates help to provide pricing to 
customers that is less volatile than otherwise possible.  And in a rising price 
environment, hedging offers the additional benefit of reducing costs that a 
customer would otherwise pay for natural gas in the market. However, in a 
decreasing price environment this may lead to higher costs. 

 

10.2.5 Does TGI believe that risk and reward are usually traded off, i.e., to get a 
higher return/lower price, usually more risk/volatility must be assumed? 

Response: 

Generally, Terasen Gas would agree that higher risk should result in a higher 
return.  However, Terasen Gas does not agree that in order to get a lower price 
more volatility must be assumed. There is not necessarily a causal relationship 
between the two. 
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11.0 Reference: Application, p. 17, section 3.2 

11.1 Regarding survey results of small commercial customers (Rate Schedule 2), 
please provide an update to the 2005 survey results if available. 

Response: 

As part of its submission on May 31, 2005 to the Commission titled “Enhancement to the 
Commercial Phase of the Commodity Unbundling Program”, Terasen Gas identified a 
requirement to conduct a customer satisfaction survey to measure customer satisfaction 
for those customers currently enrolled the Commercial Unbundling program.  The survey 
was conducted in the last half of 2005 and has not been repeated since then. 

 

11.2 Please provide a copy of the survey results. 

Response: 

The survey results are attached as follows.  
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12.0 Reference: Application, p. 21 

12.1 The evidence states that as of January 1, 2006, 8,000 eligible residential 
customers were enrolled in the Stable Rate program, up from 2,000 customers 
who signed up in year one.  Please provide the total number of eligible 
customers for each of these years. 

Response: 

The following table provides an estimate of the number of residential customers that 
were eligible to participate in the 2005 and 2006 offerings of the Stable Rate Option 
program.  Only residential customers in the Lower Mainland (“LML”), Inland (“INL”) and 
Columbia (“COL”) regions were eligible to participate in the program.  

The first 20,000 residential customers, on a first come, first serve basis were able to sign 
up for the 2005 and 2006 offerings during the last quarter of 2004 and 2005 respectively. 

BCOAPO Q12.1   
Recorded Actual Customers  
    

Region 
Rate 
Class Dec-04 Dec-05

LML    RATE1 
 

494,756 
 

502,589 

INL    RATE1 
 

192,798 
 

196,183 
COL   RATE1

 
19,128 

 
19,322 

Total  
 

706,682 
 

718,094 
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13.0 Reference: Application, p. 22, section 4.4 

13.1 Regarding the financial premium of $1.36/GJ for the 2006 Stable Rate Option, 
please show how this premium was calculated. 

Response: 

The premium of $1.36 / GJ and the final Stable Rate price of $11.28 / GJ was approved 
in Commission Order No. G-93-05.  Attached are copies of the Order and Terasen Gas’ 
application dated September 21, 2005 detailing how the $1.36 / GJ premium was 
derived. 
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14.0 Reference: Application, pp 36-38, sections 5.3.6 and 5.3.7 

14.1 With respect to TGI’s proposal, please indicate the conditions under which the 
financial consequences of the long-term failure of either a large gas marketer or 
a group of gas marketers could be visited upon residential customers who are 
not participating in the RU.  

Response: 

The means for managing marketer failure is a critical element of the Essential Services 
Model that was approved as part of the first phase of commodity unbundling for 
Commercial Customers.  Commission Letter L-25-03 dated June 6, 2003 sets out the 
method available to Terasen Gas for managing marketer failure as part of the 
Commercial Unbundling program.  No change is proposed to this practice for the 
Residential Unbundling program.  The process for managing marketer failure is 
described in the response to BCUC IR1 question 8.1. 

Rate Schedule 36 sets out the how costs are to be treated in the event of such an 
occurrence.  A marketer supply failure is a long term event and occurs when a Gas 
Marketer fails to supply gas as required by the Delivery Requirement, which would force 
Terasen Gas to provide backstopping gas in order to prevent a supply interruption.   

If a marketer supply failure occurs, Terasen Gas can apply to the Commission to have 
the license of the failing Gas Marketer revoked.  Should a Gas Marketer’s license be 
revoked by the Commission, this decision would confirm a marketer failure.  The Gas 
Marketer’s customers would be returned to the default offering and potentially charged 
directly for any incremental gas costs associated with their unscheduled return.  Any 
costs not charged directly to returning customers would flow through to the MCRA 
account.  The costs of backstopping gas are paid for by all customers who pay the 
Midstream service charge and is not limited to those participating in the Residential 
Unbundling program.  These customers include those found in Rate Schedules 1 
through 7. 
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15.0 Reference: Application 

15.1 Please provide TGI’s view as to the minimum number of approximately equally 
sized, active gas marketers that would be required for effective competition in 
serving RU participants, assuming an eventual participation rate of 40%. 

Response: 

The province of Ontario provides a proxy of what a mature marketplace for retail gas 
marketing looks like as it has a current participation rate reflective of the scenario 
outlined in the question.  Agent Billing and Collection Transportation service or 
Unbundling was introduced to residential customers in Ontario in 1996.  Since then, 
customer participation rates have fluctuated between 40% to 50% of the residential 
customer base.  Currently, there are 33 marketers licensed with 8 marketers actively 
selling gas to retail customers.  Below is a snapshot from the website 
www.energyshop.com showing the gas marketers active in Enbridge Gas’ service 
region. 

 

Terasen Gas has not completed a comparison of the 8 active gas marketers for size 
although a quick review of the marketer names suggest there exists a combination of 
large firms such as Direct Energy and Ontario Energy Savings compared to a smaller 
firm like GloWorm Gas. 

http://www.energyshop.com/
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