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ORDER NUMBER
G-132-16

IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473

and

Pacific Northern Gas (N.E.) Ltd.
2016-2017 Revenue Requirements Application
forthe PNG (N.E.) Service Area

BEFORE:
K. A. Keilty, Panel Chair/Commissioner
H. G. Harowitz, Commissioner
R. D. Revel, Commissioner

on August 10, 2016

ORDER

WHEREAS:

A.

On August 23, 2013, the British Columbia Utilities Commission (Commission) issued Order G-131-13
concurrently withits decision onthe Pacific Northern Gas (N.E.) Ltd. [PNG(N.E.)] 2013 Revenue
Requirements Application (RRA) and directed PNG (N.E.) to, among otherthings, file its 2014 RRA fora
period of twoyears. By Order G-168-13 dated October 10, 2013, the Commissionvaried Order G-131-13 to
instead require PNG(N.E.) tofile its RRA fora period of two years commencingin testyears 2016 and 2017,

On November 30,2015, PNG(N.E.) filedits 2016-2017 RRA with the Commission forthe Fort St.
John/Dawson Creek (FSJ/DC) and Tumbler Ridge (TR) divisions pursuant to sections 58 to 61 of the Utilities
Commission Act (UCA) seeking, among otherthings, approval to increase 2016 delivery rates (Applications);

By Order G-208-15 dated December 18, 2015, the Commission approved the delivery rates and the Rate
Stabilization Adjustment Mechanismriders setforthinthe Applications onaninterimand refundable basis,
effectivelanuary 1, 2016. The Commission also established a preliminary regulatory timetable, includinga
procedural conference onJanuary 29, 2016;

The British Columbia Old Age Pensioners’ Organization et al. (BCOAPO) and the International Brotherhood of
Electrical Workers, Local 213 (IBEW 213) registered asinterveners;

On January 26, 2016, the Commission issued Exhibit A-5with alist prepared by Commission staff of specific
items and/orsupplemental informationtobe includedin PNG (N.E.)’s updated applications;

The Procedural Conference was held onJanuary 29, 2016. PNG (N.E.) and BCOAP O made appearances. Asan
alternative to the proposal inthe Applications, PNG (N.E.) proposed that it seek permanent 2016 and 2017
ratesin its updated applications. PNG(N.E.) alsoindicated that it would provide all of the itemsand
supplemental information found in Exhibit A-5in the updated applications;
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G. By OrderG-14-16 dated February 4, 2016, the Commission established a written publichearing process,

which directed PNG(N.E.) tofile its updated applications on February 29, 2016, and included two rounds of
Commission and intervenerinformation requests, and final and reply arguments;

On February 29, 2016, PNG (N.E.)filed its updated applications forthe FSJ/DCand TR divisions (Amended
Applications); and

The Commission considered the Applications, Amended Applications, evidence and submissions of the
parties.

NOW THEREFORE pursuantto sections 59 to 61 of the Utilities Commission Act, for the reasons fordecision
attachedas Appendix Ato this order, the British Columbia Utilities Commission orders as follows:

1.

PacificNorthern Gas (N.E.) Ltd. [PNG(N.E.)]’srequest forrecovery of the 2016 revenue requirements and
resultantdelivery rate changes presentedinthe Amended Applications for the Fort St. John/Dawson Creek
(FSJ/DC) and TumblerRidge (TR) divisions are approved on a permanent basis, effectiveJanuary 1, 2016,
subjecttothe adjustmentsidentified by PNG (N.E.) ininformation requests and in argumentas well as to the
adjustments outlined inthese directives.

The Rate Stabilization Adjustment Mechanismriders set forth in the Amended Applications are approved on
a permanentbasis, effective January 1, 2016.

PNG (N.E.)’srequest forrecovery of the 2017 revenue requirements and resultant delivery rate changes
presentedinthe Amended Applications forthe FSJ/DCand TR divisions are approved on a permanent basis,
effectivelanuary 1, 2017, subjecttothe adjustmentsidentified by PNG(N.E.) ininformation requestsandin
argumentas well asto the adjustments outlined in these directives.

The following changes and additionsto PNG (N.E.)’s regulatory accounts are approved:

a. Thecreation of a new regulatory accountin both the FSJ/DCand TR divisions to capture variancesin
forecastto actual pension and non-pension post-retirement benefits expenses bearinginterest at
PNG (N.E.)’s weighted average cost of debt rates and amortized overathree-year period;

b. Theestablishmentofanew regulatory accountin both the FSJ/DCand TR divisions bearing interest
at PNG (N.E.)’sweighted average cost of debt to record the net impacton PNG(N.E.)’s 2016 and
2017 rates arisingfromthe Commission’s decision on the FortisBC Energy Inc. 2016 Applicationfor
Common Equity Componentand Return on Equity;

¢. Inclusionof the variances between the forecast margin used to setratesand the actual margin
recovery fromthe smallindustrial customer Air Liquide in PNG (N.E.)-FSJ/DC’s Industrial Customer
Deliveries deferral account; and

d. Amortization of the costs of the Sweet Gas Supply Option Study included in PNG(N.E.)-TR’s Studies
deferral accountovera three-year period commencingonJanuary 1, 2016.

PNG (N.E.)-FSJ/DCis approved to continue use of the unaccounted for gas (UAF) volume deferral accounton
the basis that the UAF volume forecasts for each of Test Year 2016 and Test Year 2017 are setbased on
using 1.0 percent of deliveries UAF loss factor. PNG (N.E.)-FSJ/DC must file an application with the
Commission to obtain approval to record UAF losses above 1.5 percentin this deferral account.
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PNG (N.E.)-TRis approved to continue use of the UAF volume deferralaccount on the basis that the UAF
volume forecasts foreach of Test Year 2016 and Test Year 2017 are set at zerowith PNG (N.E)-TRrecording
the variance between zero percentand aloss of up to 1.0 percent with out requiring further Commission
approval. PNG(N.E.)-TRmust file an application with the Commission to obtain approval to record UAF
lossesabove 1.0 percentinthis deferral account.

The Commission does notaccept PNG(N.E.)’s proposed method for developing Residential and Small
Commercial customerload forecasts forthe purpose of calculating the annual revenue
deficiency/(sufficiency) and the resulting delivery rate changesinits revenue requirement applications
(RRAs).PNG(N.E.) istherefore directed to re-calculate theseload forecasts usingits existing load forecasting
method, and to use those forecasts to calculate the 2016 and 2017 revenue deficiencies and resultant
delivery rate changes forthe FSJ/DCand TR divisions. PNG (N.E.) must file the revised load forecasts and
rate calculationsinacompliance filing as part of its final regulatory schedules which are due to the
Commission by no laterthan 30 days from the date of this order.

PNG (N.E.)isdirectedinfuture RRAs tofile a copy of its Annual Pipeline Risk Mitigation Report orequivalent,
togetherwith any additional explanations or documentation required to support each significant category of
forecast pipeline operating, maintenance and capital expenditure in each test period.

PNG (N.E.)isdirected tore-calculate the 2016 and 2017 revenue deficiencies and delivery rate changes for
the FSJ/DCand TR divisions and file in acompliance filing the revised regulatory schedules with the
Commission reflecting the changes outlined inthis orderand further described in the attached reasons for
decision by no laterthan 30 days from the date of this order.

PNG (N.E.) isdirected to collect from/refund to customers the difference between the 2016 interim rates
and the 2016 permanentratesforthe FSJ/DCand TR divisions overthe balance of 2016. PNG (N.E.) must
inform all customers of permanent rates by way of a written notice to be included with their next customer
invoice.

PNG (N.E.)isdirectedto file its next RRA forthe FSJ/DCand TR divisions fora period of two years
encompassing atest period of 2018 and 2019.

DATED at the City of Vancouver, in the Province of British Columbia, this 10" day of August 2016.

BY ORDER

Original signed by:

K. A. Keilty
Commissioner

Attachment

Orders/G-132-16_PNGNE-2016-17RRA_reasons_for_dedision



APPENDIX A
to Order G-132-16
Page 1l of 14

maee DBritish Columbia
BRITISH

COLUMBIA Utilities Commission

IN THE MATTER OF

Pacific Northern Gas (N.E.) Ltd.
2016-2017 Revenue Requirements Application
for the PNG (N.E.) Service Area

REASONS FOR
DECISION

August 10, 2016

Before:
K. A. Keilty, Commissioner/Panel Chair
H. G. Harowitz, Commissioner
R. D. Revel, Commissioner



APPENDIXA

to OrderG-132-16
Page2 of 14

TABLE OF CONTENTS
PAGENO
1.0 INTRODUCGTION........iiiiiiiiirnnueesiiiiiieraneesssissiirrrssssssssisssiresssssssssssstnerssssssssssssssssssssssssssssressssssssssssssnesns 3
1.1 2 ol q={ g o U [ RS 3
1.2 Y ={0 =1 (o AV o o Yo =TSRSS 3
1.3 Approvals sought and iSSUES AriSING.......cuuuuuiiiiiiiiiiiiiiiiie e et e e e e e ee e e e e e e e et e e e eeeeeanes 4
1.3.1 APProvals SOUGNT ... e e e e e e e 4
1.3.2 R TE =1 £ Y1 =SS 6
2.0 PROPOSED VS. EXISTING METHOD FOR RESIDENTIAL AND SMALL COMMERCIAL LOAD FORECASTS .....6
3.0 RATE SHOGCK ...ceeveeuueiiiiiiiinninnnneissiiiimeesssssssisisiimmesssssssssssmesmssssssssssssmmsssssssssssssssssssssssssssssssssnsssssssssssenns 10
4.0 COST OF SERVICE ISSUES ......ciittittnunniiiiiiiiieenssiisisiiimesssssssssissiinmssssssssssssimesssssssssssssssssssssssssssssssssnsssses 11
4.1 Operatinglabourincrease — FSJ/DC diViSiON ......oceeevriiiieeeeeieiciiiieeer e e e e e seiereeee e e e e e e sseneeaeneeas 11
4.2 Documentation supporting pipeline operating, and capital expenditures.........ccccccevvviiiernnnnnnn. 12
5.0 OTHER IMATTERS ... ciittttueiiiiiiiiiernnnnieiiiiessssesssissiimisssssssssistimesassssssssssstsessssssssssssssssssssssssssssssssssssssssss 13
5.1 Low-income customer programs and affordability isSues............uveeeniiiiiiiiiiiie e, 13

5.2 (D] o) fole] | F=Yotu oYl oY [ o 1=y PN 14



APPENDIX A
to Order G-132-16
Page 3 of 14

1.0 INTRODUCTION
11 Background

PacificNorthern Gas (N.E.) Ltd. [PNG(N.E.)] filed its applications with the British Columbia Utilities Commission
(BCUC or the Commission) forthe Fort St. John / Dawson Creek (FSJ/DC) and Tumbler Ridge (TR) divisions on
November 30, 2015, pursuantto sections 58 to 61 of the Utilities Commission Act (UCA) seeking, amongother
things, approval toincrease 2016 delivery rates (Applications). By Order G-208-15 dated December 18, 2015, the
Commission approved the delivery rates and the Rate Stabilization Adjustment Mechanism (RSAM) riders set
forthin the Applicationsonaninterimand refundable basis, effective January 1, 2016.

On February 29, 2016, PNG (N.E.) filed amended applications with the Commission seeking approval, among
otherthings, of permanent 2016 and 2017 deliveryrate increases (Amended Applications). Inthe Amended
Application for FSJ/DC, PNG (N.E.) forecasts arevenue deficiency of approximately $0.970 million for the 2016
testyear (TestYear2016), and a revenue deficiency of approximately $1.268 million forthe 2017 testyear(Test
Year 2017)." In the Amended Application for TR, PNG (N.E.) forecasts a revenue deficiency of approximately
$140,000 for Test Year 2016, and a revenue deficiency of approximately $169,000 for Test Year 2017.

Therequirementfor PNG (N.E.) tofile atwo-yearrevenuerequirements application (RRA) arose fromthe PNG
(N.E.) 2013 RRA Decision and accompanying Order G-131-13, in which the Commission directed PNG (N.E.) tofile
its 2014 RRAs for a two-year period. The Commission stated that it “is of the view that filing future RRAs
coveringa time span of two years is both administratively efficient and prudent from a cost perspective.”> By
OrderG-168-13 dated October 10, 2013, the Commission varied Order G-131-13 to instead require PNGto
commence filing two-year RRAs for Test Years 2016 and 2017.

Subsequentto PNG (N.E.) filing its Amended Application for FSJ/DC, PNG (N.E.) became aware that one of its
smallindustrial transportation customers, Terra Energy Corp. (Terra), ceased operations. In aletterdated May 4,
2016, PNG(N.E.) notified the Commission that as part of its final regulatory schedules for Test Years 2016 and
2017, itwill be updating the annual demand and margin forecasts to reflect the removal of 100,879 gigajoules
(GJ) and associated margin of $118,018 for Test Year 2016 and the removal of 113,400 GJ and associated margin
of $160,289 for Test Year 2017.*

1.2 Regulatory process

As described above, by Order G-208-15 dated December 18, 2015, the Commission approved the delivery rates
and RSAM ridersetforthin the Applications onaninterimand refundable basis, effective January 1, 2016. The
Commission also established a preliminary regulatory timetable which included a procedural conference to be
held onJanuary 29, 2016.

The British Columbia Old Age Pensioners’ Organization et al. (BCOAPO) and the International Brotherhood of
Electrical Workers, Local 213 (IBEW 213) registered asinterveners.

On January 26, 2016, the Commission issued Exhibit A-5with alist prepared by Commission staff of specific
items and/orsupplemental information that PNG (N.E.) shouldinclude in the Amended Applications.

ExhibitB-3, Amended Application,p.3.
ExhibitB-4, Amended Application, p.6.
PNG (N.E.) 2013 RRA Decision, p. 6.

1
2
3
* ExhibitB-3-1.
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PNG (N.E.) and BCOAPO made appearances atthe January 9, 2016 Procedural Conference. While PNG(N.E.)
originally statedin the Applications thatit would seek approval of permanent 2016 rates and interim 2017 rates
whenfilingthe Amended Applications, PNG (N.E.) proposed as an alternative at the Procedural Conference to
seek permanent delivery rates for both 2016 and 2017 in the Amended Applications. PNG (N.E.) alsoindicated
that itwould provide all of the items and supplemental information stated in Exhibit A-5in the Amended
Applications.

By Order G-14-16 dated February 4, 2016, the Commission established a written hearing process and amended
the regulatory timetableto direct PNG (N.E.) to file the Amended Applications on February 29, 2016, followed by

two rounds of Commission and intervenerinformation requests (IRs) and written finaland reply arguments.

13 Approvals sought and issues arising

1.3.1 Approvalssought

In the Amended Applications and subsequently updated inits final argument, PNG (N.E.) requests approval of
the following:

FSJ/DC division’

1. Approval, effective January 1, 2016, on a permanent basis pursuantto sections 58to 61 of the UCA, for
the recovery of the applied forrevenue requirements and the resultant delivery rate changes presented
in Exhibit B-3 underTab Schedules, Tab 6, page 9 in the table entitled “Summary of Proposed Gas
Delivery Charge Rate Changes EffectiveJanuary 1, 2016” as set forth underthe heading “Rate Changes
for Revenue Deficiency ($/GJ),” subject to adjustments and undertakings as proposed through the
information response process.

2. Approval, effective January 1, 2017, on a permanent basis pursuantto sections 58to 61 of the UCA, for
the recovery of the applied forrevenue requirements and the resultant delivery rate changes presented
in Exhibit B-3 underTab Schedules, Tab 6, page 30 in the table entitled “Summary of Proposed Gas
Delivery Charge Rate Changes EffectiveJanuary 1,2017” as set forth underthe heading “Rate Changes
for Revenue Deficiency ($/GJ),” subject to adjustments and undertakings as proposed through the
information response process.

3. Approval of the changesand additionsto PNG (N.E.)’s deferral accounts and amortization expenses for
2016 and 2017, pursuanttosections 58 to 61 of the UCA, as detailed in Section 2.10, Amortization, of
Exhibit B-3, and as showninthe Continuity of Deferred Charges tables setforthin this same exhibit
underTab Schedules, Tab 2, pages 10 through 12, and as detailed in response to certain information
requests, including:

i. Approvaltocreate a new regulatory accountto capture variancesin forecasttoactual
pension and non-pension post-retirement benefits expenses bearinginterestat PNG (N.E.)’s
weighted average cost of debt (WACD) rate and amortized overa three-year period;

ii.  Approvaltoestablish aregulatory accountbearinginterestat PNG(N.E.)’s WACDto record
the netimpact on PNG(N.E.)-FSJ/DC’s rates arising from the Commission’s decision on the
FortisBCEnergy Inc. 2016 Application for Common Equity Componentand Return on Equity;
and

> Exhibit B-3, p. 8; PNG (N.E.) Final Argument, pp. 3-5, 19-20.
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iii.  Approvaltoinclude variances between the forecast margin used to set rates and the actual
margin recovery fromthe small industrial customer Air Liquide in the Industrial Customer
Deliveries deferral account (ICDDA).

4, Approval to continue the unaccounted for gas (UAF) volume deferral account on the basis,
pursuantto sections 58 to 61 of the UCA, that the UAF volume forecasts for Test Year 2016 and
TestYear 2017 are setbased on usinga 1.0 percent of deliveries UAF loss factorfor2016 and
2017. PNG(N.E.) FSJ/DCwould be required tofile an application with the Commission to obtain
approval to record UAF losses above 1.5 percentin this deferral account.

TR division®

1. Approval, effective January 1, 2016, on a permanent basis pursuantto sections 58to 61 of the UCA, for
the recovery of the applied forrevenue requirements and the resultant delivery rate changes presented
in Exhibit B-4 underTab Schedules, Tab 6, page 3 in the table entitled “Summary of Proposed Gas
Delivery Charge Rate Changes EffectiveJanuary 1,2016” as set forth underthe heading “Rate Changes
for Revenue Deficiency (S/GJ),” subject to adjustments and undertakings as proposed through the
information response process.

2. Approval, effective January 1,2017, on a permanent basis pursuant to sections 58to 61 of the UCA, for
the recovery of the applied forrevenue requirements and the resultant delivery rate changes presented
in Exhibit B-4 underTab Schedules, Tab 6, page 14 in the table entitled “Summary of Proposed Gas
Delivery Charge Rate Changes EffectiveJanuary 1, 2017” as set forth underthe heading “Rate Changes
for Revenue Deficiency ($/GJ)”, subject to adjustments and undertakings as proposed through the
information response process.

3. Approval of the changes and additionsto PNG(N.E.)’s deferral accounts and amortization expenses for
2016 and 2017, pursuantto sections 58 to 61 of the UCA, as detailedin Section 2.10, Amortization, of
Exhibit B-4, and as shown in the Continuity of Deferred Charges tables setforthin this same exhibit
underTab Schedules, Tab 2, pages 10 through 12, and as detailed inresponse to certaininformation
requests, including:

i.  Approvaltocreate a new regulatory account to capture variancesin forecast to actual
pension and non-pension post-retirement benefits expenses bearinginterestat PNG (N.E.)’s
WACD rate and amortized overa three-year period;

ii.  Approvaltoestablish aregulatory accountbearinginterestat PNG(N.E.)’s WACDtorecord
the netimpact on PNG(N.E.)-TR’s rates arising from the Commission’s decision on the
FortisBCEnergy Inc. 2016 Application for Common Equity Component and Return on Equity;
and

iii.  Approval forthe amortization of the costs of the Sweet Gas Supply Options Study included
inthe Studies deferral accountoverathree-yearperiod commencing 2016.

4. Approval to continue the UAF volume deferral account on the basis, pursuant to sections 58 to 61 of the
UCA, that the UAF volume forecasts for Test Year 2016 and Test Year 2017 are set at zerowith PNG
(N.E.) TR recordingthe variance between zero percent and aloss of up to 1.0 percent without havingto
seek further Commission approval. PNG (N.E.) TRwould be required tofile an application with the
Commission to obtain approval to record UAF losses above 1.0 percentin this deferral account.

® ExhibitB-4, p. 7; PNG (N.E.) Final Argument, pp. 5-6, 19-20.
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1.3.2 Issuesarising

A numberofissues were identified through Commission andintervenerIRsand in some cases furtherexplored
inparties’ Final and Reply Arguments. Theseissues are listed below and are each addressed in sections 2
through 5 of these Reasons for Decision.

e PNG(N.E.)'sproposed load forecasting method for residential and small commercial customers;
e Rate shock;
e Cost of serviceitems, including:

o Operatinglabourincrease

o Documentation supporting pipeline operating, maintenance and capital expenditures;

e Othermatters, including:
o Low income customer programs and affordability issues; and

o PNG (N.E.)’sdebtcollection practices.

Commission determination

With the exception of the issuesidentified and outlined above, the Panel finds the requested approvals to be
just and reasonable and accordingly approves them. The Panel also notes that otherthan the itemsidentified
inSection 1.3.2, no issues were raised by the parties with the remainder of PNG (N.E.)’srequested approvals.

In the remainder of these Reasons for Decision, the Panel provides discussions and determinations where
applicable on the identified issues.

2.0 PROPOSED VS. EXISTING METHOD FOR RESIDENTIAL AND SMALL COMMERCIALLOAD FORECASTS

In the Amended Applications and the amended application filed in the PacificNorthern Gas Ltd. (PNG-West)
2016-2017 RRA proceeding, PNG-Westand PNG(N.E.) propose anew method forforecastingload for
Residential and Small Commercial customers. This section addresses whether the proposed method should be
approved by the Panel forthe purpose of calculating PNG-Westand PNG (N.E.)’s annual revenue deficiencies /
(sufficiencies) and the resultant delivery rate changes. The Panel notes that due to the identical nature of the
proposed load forecasting method put forthinthe PNG-Westand PNG (N.E.) RRAs, the evidence, discussion and
determinations made in this section pertain to both applications.

PNG (N.E.) states that the Commission, inthe Reasons for Decision appended to Order G-140-14 approving the
PNG-West 2014 Resource Plan, encouraged PNG-West to harmonize its methods for forecasting design day
demandina consistent manneracross all of its regulatory filings, includingthe PNG (N.E.) divisions’ regulatory
filings.” PNG-West submits that in order to generate a meaningful forecast of annual demand, changes made to
a peak day demand forecasting method mustthenalso be reflected in an annual demand forecasting method.
PNG-West has therefore responded to the Commission’s suggestion by taking steps to harmonize both the
annual and design day demand forecasting methods.®

” ExhibitB-9, BCUC IR 41.2.
& PNG-West 2016-2017 RRA proceeding, ExhibitB-6, BCUC IR 47.1.
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Under both the existing and proposed forecasting methods, aggregate demand forecasts for Residential and
Small Commercial customer classes are developed by multiplying the forecast of Use Per Accounts (UPAs) times
the forecastfor the total number of accounts.

The existing UPA forecasting method is based on the average of: (i) the most recent weather normalized actual
UPA; and (ii) the UPA determined by extrapolationinto the forecast year, of the most recentfive years of
weather-normalized actual UPA.’ PNG (N.E.)’s proposed UPA forecasting method multiplies the 2015 actual UPA
by the percentage year overyearforecast change in UPA trend from the residential end-use model (REUM) used
inthe PNG-West 2014 Resource Plan. The consolidated Resource Plan for PNG-Westand PNG(N.E.) isfiled every
five years, with the next plan to be filed no laterthan April, 2019.™°

In response to BCOAPO IR 6.1, PNG-West provided the following graphs toillustrate the mechanism of the
existing and the proposed UPA forecast method:**

Figure 1 - Existing versus proposed UPA Forecast Method
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PNG-West anticipates that the costand effort of generating forecasts using the proposed method is similarto
those of the existingmethod."

With regard to customer countforecasts, PNG-West submits that “the existing method is based on expert
opinion supported by observations by field staff on residential and commercial construction activityin PNG’s
service areas.””> Underthe proposed method, the Residential and Small Commercial customer count forecasts
are determined from the 2015 actual customers multiplied by the percentage year-over-yearchange in
customers forecastin the 2014 Resource Plan.'* In otherwords, the customer count forecastis based on the
trend presentedinthe resource plan, wherethe trend inthe customerforecastis revised along with the
resource plan. PNG-West considers thata longtermtrend provides aforward looking forecast that reflects
demographictrends forecast by both provincial and federalagencies as well as by private institutions. In
addition, PNG-West and PNG(N.E.) have reviewed the performance of theirlongterm customerforecasts as
presentedinthe 2014 and 2015 Resource Plans, respectively, and have updated their forecasts usingaweighted

? Ibid., ExhibitB-5, BCOAPO IR 6.1.

% Order G-140-14 Reasons for Decision, p.17.

1 PNG-West 2016-2017 RRA proceeding, Exhibit B-5, BCOAPO IR 6.1.
"2 |bid., ExhibitB-6, BCUC IR47.8.

" Ibid., BCUC IR 47.3.

" PNG (N.E.) Final Argument, p. 7.
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average of the Reference and All Electricscenariosin orderto reflect better, recent changesin growth. > PNG
(N.E.) presentsthesescenariosin Appendix Btothe Amended Applications.

PNG (N.E.) presented an analysis using Mean Percent Error (MPE) and Mean Absolute Percent Error (MAPE) on
the accuracy of the existing forecast method and the proposed forecast method by comparing the forecasts
generated underthe two methods against the actual results overthe 2009 to 2015 period.*® PNG (N.E.) submits
that the proposed method, as compared to the existing method, resultsina more accurate forecast when
compared against historical actual demand."” PNG-West submits thatit considers thata forward looking
forecast, such as the proposed method based onthe REUM, can betterreflectthe anticipated changesto the
mix of residential housing stock, the increased energy efficiency of new construction, and changesin the mix of
standard and high efficiency furnaces and domestichot water heatersin the residential stock. In addition,a
forward lookingforecastis not as susceptibleto the year-over-year variability in the UPA over the historical
period;the variability which is most often due to techniques used to estimate calendar-year consumption based
on metered deliveries, to adjustto normal weather conditions, and to account for intra-year customeradditions
and removals."®

Intervenerfinalargument

BCOAPO submits the following:

e Changesinuse dueto changesinthe housing mix, average energy efficiency, upgradesin furnacesand
hot water heatingare all factors which contribute to changesin UPA and are inputs into, and reflected
by, the actual normalized UPA whichis used underthe existing method.

e Directuse of historical actualsispreferabletothe use of a long-run planning/resource document for
forecasting near-term actual usage, and long-term projections are not suitableforforecastingdemand
and settingratesina short-termtestyear.

e The MPE and MAPE evidence provided by PNGto claim that the proposed method is superior should be
afforded zero weight by the Commission since the REUMbeingrelied upondid notexistduringthe
period 2010-2012."

BCOAPO also notes that, while the new method does not appearto provide any theoretical or practical benefits
for ratepayers, it does have very negativeimpacts on rates. *°

PNG (N.E.) reply argument

PNG (N.E.) disagrees with BCOAPQO’s assessment that the extrapolation of the trend of historical actual UPA is
preferable tothe use of a long-runforecasting method applied to generate atest yearforecast, and submits that
while a historical trend reflects socio-economicand technical factors that collectively acted to influence UPA,
this same trend also reflects variations due to the adjustment to normal weather patterns, assumptions on the
timing of customeradditions and removalsin orderto estimate the average number of customers, and an

> PNG-West 2016-2017 RRA proceeding, ExhibitB-6, BCUC IR 47.4.

16 ExhibitB-1-1, Appendix B, p. 6; PNG-West 2016-2017 RRA proceeding, ExhibitB-5, BCOAPO IR6.2.
Y PNG (N.E.) Final Argument, p. 8.

'® PNG-West 2016-2017 RRA proceeding, ExhibitB-6, BCUC IR 47.1.

' BCOAPO Final Argument, pp. 4-5.

2% |pid., p. 5.
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adjustmentforthe year-end unbilled consumption; all of which introduce a degree of uncertainty and variability
inthe historical UPAto be usedfortrending purposes. PNG (N.E.) further submits that aforecast of the test year
UPA based ona trend that reflects PNG (N.E.)’s best forecast of socioeconomicand technical factorsis not
susceptibleto the variability introduced by an extrapolation of historical UPA.?"

With regard to the credibility of PNG (N.E.)’s MAPE analysis that compares the accuracy of the proposed and the
existing forecast methods, PNG (N.E.) concedes that, since the REUM was not created until 2013, PNG (N.E.) has
had to applyitretrospectivelytothe period 2010 to 2012 in orderto generate statistics measuringits
performance against actual results overameaningful timeperiod. PNG (N.E.) further states thatitintendsto
continue to evaluate and evolve its forecasting techniques in orderto achieve improved accuracies, as
determined by acomparison with actual values.?

Commission determination

The Panel does not accept PNG (N.E.)’s proposed method for developing Residential and Small Commercial
customer load forecasts for the purpose of calculating the annual revenue deficiency / (sufficiency) and the
resulting delivery rate changes in RRAs. PNG (N.E.) is therefore directed to re-calculate these load forecasts
usingits existing load forecasting method, and to use those forecasts to calculate the 2016 and 2017 revenue
deficiencies and resultant delivery rate changes. PNG (N.E.) must file the revised load forecasts and rate
calculations in a compliance filing as part of its final regulatory schedules which are due to the Commission by
no later than 30 days from the date of these reasons for decision.

The Panel’s conclusion that the existing method is superior for purposes of establishing ratesis based upona
number of related considerations. First, the Panel agrees with BCOAPO that PNG (N.E.)’s MPE and MAPE analysis
isproblematicgiven thatthe REUM which PNG (N.E.) relies upon did not exist during the period of 2010 to 2012.
The Panel further notes that PNG (N.E.) concedesinitsreply argument that because the REUM was not created
until 2013, PNG (N.E.) had to applyit retrospectively to the period of 2010 to 2012. The Panel therefore
considers this analysisto be insufficientand is not convinced of the improved predictive accuracy assertions that
are based onthe MPE and MAPE analysis. Second, from ageneral design perspective, the Panel is not convinced
that methods/models that are useful in predicting longerterm trends have application in predicting shorter-
term results: rather, we consider the most recent actual performance data (i.e. the basis for the existing
method) to be superiorforshortterm purposes. Third, in considering future RRAs, the Panelis concerned that
the proposed method runsthe risk of relying on outdated and lessreliable inputs from the REUM if/as a
particular RRA does not coincide with arecent update to the Long Term Resource Plan.

Furthermore, while this Panelagrees thatthere isvalue in having consistency inthe load forecasts presentedin
different applications/analyses presented to the Commission, we do not see thisas equivalenttoarguingforuse
of the same toolsin all instances. Rather, the pursuit of consistency means that the forecasts presented from
one application to the next must be logically reconcilable.

The Panel also notes that, while agreeingin many instances with BCOAPQ’s analysis of the relativetechnical

merits of the two forecast methods, the Panel does not consider BCOAPQO’s arguments regarding the relative
rate impacts of one method versus the otheras beingrelevant to our decision to continue using the existing

method.

2L pNG (N.E.) Reply Argument, pp.2-3.
2 bid., p. 4.
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3.0 RATE SHOCK

PNG (N.E.)’s proposed delivery rate increases in Test Year 2016 and Test Year 2017 forresidential customers are
as follows:**
e TestYear 2016:
o Fort St. John—8.5 percent
o DawsonCreek—9.0 percent

o TumblerRidge —14.1 percent

e TestYear2017:
o FortSt.John—10.3 percent
o DawsonCreek—10.9 percent

o TumblerRidge —15.0 percent

In response to BCOAPOIR4.1, PNG(N.E.) statesthatit does notbelieve thatthe increasesin delivery rates
constitute rate shock and points outthat the rate increasesin FSJ/DC represent an increase of approximately
$3.00 per monthfor a typical residential customerfor Test Year 2017 and less than thisamountfor Test Year
2016.%* Inthe case of the Tumbler Ridge division, the largest of the rate increases, which occursin Test Year
2017, isapproximately$6.00 per month fora typical residential customer.*®

Intervenerfinalargument

BCOAPO submits whileit “agrees that a typical residential customer may be able to handle a $6 per month
increase, such anincrease is very onerous for ratepayers of modest orlow income.”?*

BCOAPO furthersubmits that “were the utility to generally agree orbe bound by a BCUC determinationthata
delivery rate increase exceeding 10% constituted rate shock, there would be some imperative to look forall
ways possible to mitigate such a proposed rate increase — by smoothing, deferring, amortizing, budget
optimizing, etc., - priortofilinga rate application.”*’

PNG (N.E.) reply argument

PNG (N.E.) respondsthatthere are two instances where the Commission determined a 10 percentthreshold for
rate shock— determinations on rate increases forthe British Columbia Hydro and Power Authority (BCHydro)
and more recently in the BCUC Thermal Energy Systems Regulatory Framework Guidelines (TES Guidelines).
PNG (N.E.) argues, however, thatin both of these cases, rate impacts are measured based on the bill impactto

2% ExhibitB-3, Tables 2 and 3, p. 5; ExhibitB-4, Table2, p. 5.
** ExhibitB-7, BCOAPO IR 4.1.

2> Exhibit B-8, BCOAPO IR 2.1.

2® BCOAPO Final Argument, p. 6.

* Ibid., p. 7.
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customers, noton the delivery rate charge alone. With regards to the bill impact to residential customersinall
PNG (N.E.) divisions, none of the proposed rate increases exceed ten percent.?®

PNG (N.E.) also submitsthatit has “completed an exhaustive analysis of the expenses and expenditures related
to providingsecure, reliable, and safe natural gas service for customers” and that it believes that “expected
volatility in rates should be mitigated when options exist to reduce the volatility.” PNG (N.E.) provides the
example that “asignificant rate change in one yearshould be mitigated orsmoothed when possible if thereisa
reasonable expectation of an offsetting rate change in the following year” but argues that “no such opportunity
isforeseeninthis case.””’

Panel discussion

The Panel does not accept BCOAPO’s argumentthatthe Amended Applications constitute rate shock and
therefore does not supportany modification oradjustment to the Amended Applicationsin relation to this
issue.

To beginwith, the Panel is not convinced that ratepayers will be subjected to rate shock if the applied-forrates
are approved. First, we are persuaded by PNG (N.E.)’s argument that questions of rate shock should look beyond
the change to the delivery rate alone and should consider the bill impact to customers. Based onthe
information provided by PNG(N.E.) inthe Amended Applications, the Test Year 2016 and Test Year 2017 bill
impacts for FSJ/DC residential customers are 6.1 percentand 6.6 percent, respectively, and the bill impacts for
TR residential customers are 7.9 percentand 6.6 percent, respectively.** Second, we note that the ten percent
“test” evenifitis exceeded, isonlyaguideline and does notin and of itself compelintervention/adjustments to
the rate application. Finally, we also take note of the fact that the Amended Applications follow on fromtwo
years of unchangedrates.

Furthermore, the Panel agrees with PNG (N.E.)’s characterization of the types of situations whererate
smoothingisappropriate:i.e. to mitigaterate volatility when there is reasonable expectation of offsetting the
rate change inthe following period(s). Inthe Panel’s view, even if the applied-for rate changes were to be
considered as rate shock, no evidence has been presented to suggest that the underlying pressures on rates are
eithertransitory in nature or mitigatable.

4.0 COST OF SERVICE ISSUES
4.1 Operating labour increase — FSJ/DC division

PNG (N.E.) forecastsanincrease in operating labour of $174,000 or 8.6 percentin Test Year 2017 compared to
Test Year 2016 for the FSJ/DCdivision.>! One of the main drivers of this increase is the addition of a full time
equivalent (FTE) to perform warehousing activities.>

PNG (N.E.) explained that it follows the internal controls under the 2013 Committee of Sponsoring Organizations
of the Treadway Commission Framework (2013 COSO Framework), which requires a separation of duties

% PNG (N.E.) Reply Argument, pp.5-6.

%% |bid., p. 6.

3% ExhibitB-3, Tab 6, pp. 6, 7, 27-28; ExhibitB-4, pp. 6, 13.
*" ExhibitB-3, Tab 1, p. 2.

2 |bid., p. 33; ExhibitB-5, BCUC IR 6.4.
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between shipping and receiving of goods and the roles of the buyer, including procurementand issuing of
purchase orders. PNG (N.E.) also stated that with the addition of the warehousing FTE, itexpectstorealize
improved procurement through economies of scale on purchasing goods as well as through the monitoring and
efficient use of shippingin remote areas by ensuring trucks are full whenever possible.*?

PNG (N.E.) stated thatitis “unable to quantify the benefits to ratepayers of this initiative” at this time but
submitted that “the implementation of rigorous internal procurement processes has alsoimproved internal

control overthis business cycle.”**

Intervenerfinalargument

BCOAPO “accepts that there may be a ‘best practices’ argument that can supportthe proposed new position
and, as such, does not oppose the inclusion of thisnew FTEin the revenue requirementin this proceeding.”
However, BCOAPO argues that “the need forany further new positions should be substantiated by a standard
cost-benefitanalysisin the pre-filed evidence that demonstrates that the benefits exceed the costs.”**

PNG (N.E.) reply argument

PNG (N.E.) respondsthatitis “respectful of the BCOAPQO’s suggestion thatany further new positions be
substantiated by a cost-benefitanalysis” but submits that “this may not always be practical given the difficulty in
quantifying potential benefits to be realized”.®

Panel discussion

The Panel accepts the increase to operating labourresulting fromthe hiring of anew warehousing positionin
the FSJ/DCdivision. The Panel considers PNG (N.E.)’s rationale for hiring the new warehousing position to be
reasonable giventhe need for PNG (N.E.) to maintain adequate segregation of duties between shipping and
receiving, and procurement and issuing of purchase orders.

The Panel encourages PNG(N.E.), where practicable, to provide cost-benefit analysesin future RRAs when
adding new labour positions. Eveninsituations where a cost-benefit analysis is not possible, the Panel expects
PNG (N.E.) to provide adetailed explanationinits RRA narratives of any new positions added toits labourforce.
These explanations should include, at minimum, the timing of hiring the new employee, the employee’s title and
a position description, the dollarimpact onthe revenue requirement forecasts, and the rationale for why the
additional positionis required. The Panelnotes that the Amended Application, while containing some of this
information, lacked the level of detail the Panel expectstobe provided in future RRAs.

4.2 Documentation supporting pipeline operating, and capital expenditures

In the Amended Applications and the amended application filed by PNG-West in its 2016-2017 RRA proceeding,
PNG-Westand PNG (N.E.) forecast anumber of operating, maintenance and capital expenditures related to
activitiestoassistin ensuring the long-term, safe and reliable operations of their pipelines. This section
examines the sufficiency of the risk assessment documentation supporting these expenditures. The Panel notes

** ExhibitB-5, BCUC IR 9.1.

3* ExhibitB-7, BCOAPO IR 3.3.

*> BCOAPO Final Argument, p. 7.
** PNG (N.E.) Reply Argument, p.7.
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that due to the similarity of issues identified in both RRA proceedings and certain pieces of relevant evidence
beingfiledineach of the proceedings, the discussion and determinations made in this section pertainto both
applications.

PNG-West stated thata 2014 BC Oil and Gas Commission (OGC) auditfound PNG-West's existing risk evaluation
and project prioritization system not up to industry best practices and not easily verifiable by a third party.>” As
an outcome of this OGC audit, PNG-West has a new forecast cost of $51,000 in Test Year 2016 to improve its
high pressure risk assessment methodology.*®

PNG (N.E.) stated that commencingin 2016 it will be using an outside facilitator forits annual risk review
meetingand “significantly improving the documentation of the discussions and actionitems as required by its
regulatory authorities.” PNG (N.E.) also provided the minutes of the most recent Annual Integrity Management
and Risk Review Meeting held on May 27, 2015.*

Commission determination

In future RRAs, PNG (N.E.) is directed to file a copy of its Annual Pipeline Risk Mitigation Report or equivalent,
together with any additional explanations or documentation required to support each significant category of
forecast pipeline operating, maintenance and capital expenditure inthe test period. In the Panel’sview, the
pipelinerisk assessment and project prioritization processisanimportanttool foruse in assessing the necessity,
efficiency, reasonableness and benefits associated with planned pipeline operating, maintenance and capital
expenditures. The Panel notes that in some instances, information on new and/or larger expenditures related to
ensuringthe long-term, safe and reliable operations of PNG (N.E.)’s pipelines were not fully addressed in the
Amended Applications and instead only came to light through IRresponses. The Panel considers itimportant
that PNG (N.E.) provide a more detailed explanation and justification in the next RRAs and leverage the
improved risk evaluation process commencing in 2016 to enhance the information filed in future RRAs, as this
will allow foramore efficient review process and will help to clarify and explain changesin costs.

5.0 OTHER MATTERS
BCOAPO raises a number of additional concernsinits submissions, each of which is dealt with in this section.
5.1 Low-income customer programs and affordability issues

BCOAPOrequeststhatPNG (N.E.) include adiscussion of stepsit plans to take regarding affordability issuesin
PNG (N.E.)’s next rate design application.*

PNG (N.E.) opposesthisrequestinits reply argument and states that thiswould resultinincreased costs and
resources which would furtherincrease the cost of service for PNG (N.E.) customers. PNG (N.E.) also argues that
it does not believethatthe UCA permits discrimination in rates in favour of low income residential ratepayers. **

37 PNG-West 2016-2017 RRA proceeding, Exhibit B-6, BCUC IR 48.1.2.
*% Ibid., BCUC IR 48.10.1.

%% ExhibitB-9, BCUC IR 44.5.

9 BCOAPO Final Argument, p. 7.

1 PNG (N.E.) Reply Argument, p. 9.
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Panel discussion

The Panel considers thisissue to be out of scopein a revenue requirements application, and hence does not
make any request of PNG (N.E.) inthis regard.

5.2 Debt collection policies

BCOAPO presentsacaseinitsfinal argumentthat PNG (N.E.)’s current debt collection practices are ata
minimum notappropriate and perhaps notlegal, and therefore asks that the Commission order PNG (N.E.) to
stop the collection practices that BCOAPO finds objectionable. *?

PNG (N.E.) opposesthisrequestinits reply argument, stating that BCOAPO is “essentially challenging the
content of PNG(NE)’s Commission-approved tariff.”**

PNG (N.E.) states that BCOAPQO’s requestis not appropriate in the context of this RRA due to the fact that the
RRA isnot dealing with tariffissues. PNG (N.E.) states that its tariff was most recently approved in Order G-127-
11 and that BCOAPOQO'’s request constitutes a reconsideration of that order without an accompanying application
filed by BCOAPO with the Commission.**

Panel discussion

The Panel agrees with PNG (N.E.) that thisrequestis out of scope of thisrevenue requirements hearing, and
therefore refrains fromissuingany directive to PNG (N.E.) in this regard.

*2 BCOAPO Final Argument, pp. 7-10.
3 PNG (N.E.) Reply Argument, p.9.
** bid., p. 10.
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