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1.0 BACKGROUND 

The 
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was 

with 

in British Columbia to file Rate 

Commission. Rate 

mission for on an 

tariffs 

In 

to commence 

contract As 

commence. 

functions of 

5 and 16 were 

October 1 !, 

l ' 

to 

to 

5. In 

le 

start of 

heari several Industrial 

of 

l ' 1 

of the Rate 

to mence on 
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filed Docurnents 1 and 

on 

conference December 1 
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to 

the 

made 

information could be 

until 3, 

to 
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for the use 

week of 

at 

to deal 

customer to 

Documents 1 
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On 

and Limited and 
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and com 

of new rate 
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customers. 

rates more 

rates more cost-oasea. 

of all revenue 

costs 

revenue 

were to be recovered 90?.6 from 

to 

from the 

I 1 .5 was 

was 

recovery 

al customers to residential 

rates to be 
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and and 

amend Inland's 

in costs 

than gas 

limits 

1 and 1 from 2. 
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for in Federal 
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increase. 

6 to 

sawmills and on Inland's 

markets. 

current revenue, 

On June filed with the 

fi 

9 introduced number of 

a natural 
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Rate 
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6 and 
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to 
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filed Mr. R.B. on 
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was commence on 

Inland nes B 
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~.,..._,.,..+ ive rates on 

at 

No. 

wi 

987 

to 

fiscal 1987 revenue 

rewrite their testirnonv to 

Volumes and B fi 

A new was 

recover or 

revenues set 

rates customers. If 

revenues from 

mercial customers on an 80 

manner. 

were an 



March 3, 1 the tariffs ~, 

further its This consi of 17 

shareholders a result 

to customers 

account future revenues 

first of Rate 

of commenced on June 1987 in 

B.C. continued for 

for 

of 

Westcoast 

it is more 

facilities than it is to remain 

rates. 

the 

Honourable 

in 

Final 

rates was 

rates. 

was 

case a new customer 

a customer to 

at current and 

is 

ld its own 

future 
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and small 

entered into contract with in 

was 5096 in 

In !959 Chem and ulose at a 

customer. 

From !961+ to date of the industrial load have taken 

every new 

and 

com sales and 1 
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approximately 6,000 per year in the 1980's. Inland now serves over 135,000 

customers in 70 communities in British 

During the 19 years of operation six rate reductions were 

instituted by the Applicant between 1 and 1 which reduced the 

price paid by a 

under $1.00/Mcf. 

customer from $1.50 /Mcf to slightly 

In 1976 Applicant sought a rate and subsequently between 1976 

and 1986 several rate have been granted. These have generally 

the form of a straight increase per unit sold for all classes and more 

recently on a percent basis. former method a larger 

to industrial customers whereas the latter method allocated a larger 

share to the residential and commercial customers. In 1985 higher 

rates were approved with a refund to other customer '-"'''"""'"'' 

It is apparent that in recent plant been 

to service to residential and commercial customers whereas the same 

of investment has not been required to maintain or extend service to 

customers. 

TABLE 1 

COST OF SERVICE 
1983 (Exhibit 112) 

Rate l Rate 2 Rate 4 Rates 0 Rates 11/12/15 

% (Excess) -39.95 -6.21 18 •. 54 1 16.16 

Revenue 
.72 .94 !.23 1.19 1.19 

1987 (Exhibit#! 
Rate 2 Rate 4 Rates 0 Rates 11/12/15 

% Deficiency (Excess) -28.73 -.92 19.77 24.98 31.47 

Revenue 
.77 .99 1.25 1.33 1.46 

Columbia 

22.50 

1.29 

Columbia 

36.76 

!.58 
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2.0 THE UTILITIES COMMISSION ACT AND 
OTHER RELEVANT LEGAL MATTERS 

1 

65 and 66 the Commission 

for the most 

rates for as 

Commission may order amendment of schedules 

64. 

section shall amend its 
amended 

Discrimination in rates 

65. 

c. 60 

to fix 

conform 
the commission. 



Rates 

66. (I) 

the various kinds of service into distinct classes of 
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to 

and industrial 

in rates. 

of 

set upper and 

ower limits within the Commission can fix rates are and 

The 

recover 

of 

in 

the Public c. 277 

reads as follows: 

"16. (I) In any rate: 

it 
deerns 
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the Commission shall due regard, among other 
things, to the protection of the public from rates 
are excessive as being more than a and reasonable 

of nature and quality furnished 
public utility; and to giving to the public utility a 

fair and reasonable return upon the appraised value of 
the property of public utility used, or prudently and 
reasonably acquired, to the public utility to 

the 

Supreme Court was asked to address a question, consisting of 

two as follows: 

"1. (a) Was the Commission right in deciding as appears in the 
Reasons for Decision of July 14, 1958 that no one of the 

referred in clauses (a) and (b) of 
subsection ( 1) of - 16 should as a rna tter of law be given 
priority over any of those matters or things and that, if 
a conflict these matters or thim:!s it is 
Commission's dutv to act to best 

(b) If the answer to is "No" decision 
the Commission on point?" 

Mr. Justice Mart land Court ruled as follows at 

"As I read , the 
Commission, when dealing with a rate has 
discretion as to the matters which it may consider as affecting the 

but that it when actually setting the rate, meet the two 
specifically mentioned in clause (b). It would appear, 

8, !6 and 20 together, that the Act contemplates 
matters to be of primary in the fixing of 

rates. 

In my opinion, therefore, 
over any other matters 

{a), or any 
under (b), when it 

these two factors should be given priority 
mission may consider under 

it shall have 
rate." 
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Mr. was more brief in his comments he at 

rates 
been found 

On comrnents Court 

of Canada that 

d and 

it is 

rate structure to earn a 

!! 

This was 

for 

from 

mean 

the 

various rate 

to ensure the is 

and return. 

that lt not to in 

to in such a way 

return . ' 
does not mean, 

must earn a level o:t revenue 

a 

of customer. said 

words in section of the Act: 

to the fixed any II 

as a 

and a rate fixed for 

rates to the 

rates excess of cost to serve a 

customers are not there is some 

or cause. In of industrial 
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then 

set 
the 

of 

to 

to: 

I 

The intervenors 

cannot fix for 

to 

a 

rate return 

to 

out 

to set rates between 

return 

of in 

it was 

Westcoast 

rate groups for 

customers' rates. 

to 

at 

one customers 

customers 

to set rates within the band 

even if it causes, one 

customer a amount to 

revenue 

not 
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of customers. classes of here to 

versus versus 

in error when 

and so on. 

construed sect 

rates the basis 

3 

its cost of if market circumstances 

the 

cost-based 

to recover 

based on the evidence 

at the time those rates are fixed. Within overall s 
amount is 

rates 

recovered from various of Inland's customers 

not 

no 

is 

would be unable to set rates 

The of the Court of 

and not 

recovers 

would allow In 

rates were 

of 

cost of 

customers in area 

rates would have had 

" its to 

this case. 

rates do 

an 

a rate is 

was concerned that 

more for their 

Inland not on 

This is not in 

of customer was 

serve that class and 

create a a may 



3.0 GENERAL PRICING CONCEPTS 

3.1 

most 

when: 

there are a 

no 

in time a 

of natura 

nurnber of 

or 

on 

circumstances of some 

were 

A 

and 

a 

to 

versus 

in terms 

is said to 

in 

of 
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supply through the pricing With the appearance of bypass, the 

Applicant's is both competitive and cost-based 

in the cost-based approach because "cost" is an 

ambiguous concept. lly speaking, there are two basic approaches to 

quantifying cost. 

typically advanced as a 

is long-run 

for 

cost analysis. This is 

cost and is with the 

added costs of serving additional demand over some planning cycle. 

The second is to as fully distributed or allocated cost 

is generally concerned how to allocate 

costs to various customer or rate categories. 

original 

both of 

concepts the geographic area to be must be defined. 

Marginal cost pricing (long-run cost analysis) is advocated on the 

it allows more accurate reflections in both 

production and consumption goods. Strictly speaking, cost 

of a good should reflect the cost of production of 

its last unit. At a level of where the consumer's wi 

pay for the good matches its value, the market is in equilibrium. 

As a pricing objective, however, 

with "fairness" as another 

cost be incompatible 

of 

customers 

different 

the same sector (e.g. residential tend to incur 

versus urban customers costs. A case in 

where the marginal costs are typically higher than those 

of latter. Yet ial under postage are 

charged the same base rate regardless of geographic location. From the 

* Regulated rates are to be are generally fixed with 
other in mind besides economic efficiency, as revenue, 
stability, ination and joint cost allocation to name but a 



investor's cost rates are almost never 

revenue derived under rates based on embedded and 

be of his to fair return. 

the 

investor 

rates of return have 

to 

a 

consumers 

to 

to attract caoitat but must also 

is 

is 

set to to return on investment of similar risk elsewhere. 

utilize the 

economics 

It is 

if cost is 

revenue over cost 

is is 

as are t) 

and are 

customers are 

customers 

and more service 

is 

available 

ust 

anyone 

added cost. the added costs of new business will not be recovered and the old 

customer, or will worse off. 
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3.2 of 

in all customers 

could 

revenue 

to customers. 

means a movement 

For 

there was limit how residential 

customers in 

tes 1 

Executive Officer of 

rates to 

shifts to 

Westcoast 

option. For the 

* 

Inland 

the 

in a rnovement 

was 

and was not 

two 

are 

are 

an 

that rates should be 

to ne~Zotiate rates with 

PL") 

be 

rate 

from 

and 
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customers and certain Rate 5 customers if 

in 

for these customers or 

6663). A new 

custorners 

to convert to 

con 

are 

service study 1 

consume more 

industrial i 

cost for the entire and Dr. 

to 

in 

to _. 

from alternative fuels 

for small 

or who may be 

wood waste the 

to 

6 customers 

cost 

evidence on was too +ho.">.-o and not well founded 

With to rates 

to come 

rates as is not in 

testified cost-based rates are the 

rates 

the fairest for 

now in a to 

customer 

rates to the core 

* The core market all 
customers 

to rates more in 

are 

is 

and commercia.! customers 
to 



with and industrial rates be lowered. The 

is a that Inland 

The stated that if Inland's rates were 

never at current 

rate is uneconomic cost customers 

AS a 

would .be no 
' ' 

industrial intervenors maintained Inland an incentive to 

excessive from 

customers 

to 

rates 

and are and 

concerns 

rates rates based on 

customers were 

can the rate 

cost. With to small its 

Inland should not rates with industrials 

For 

to 

le 

rather reduce 

to 

rates must be -ua;,c:'-J and must take into account the 

Inland from the of customers 681 



industrial intervenors argued that Dr. Acton's evidence was totally 

discredited and therefore should be given no weight by the Commission. In 

view, Dr. Acton's evidence demonstrated a of familiarity the 

did not between Rate Schedules 11 and 15, and his 

argument for increased sales resulting from lower rates in the industrial class 

could not be substantiated (TR 6822). 

et al argued that Inland's Application is simply a method of doing 

whatever is necessary to keep industrial customers on system. They 

argued that Inland on marginal cost pricing and cost of service (COS), 

whichever is more convenient the situation. The COS is used by Inland 

to justify the proposed 

residential and 

of revenue requirement from large industrials to 

customers. CAC et al testified that the COS 

given less weight because competitive alternatives are available for 

every rate class, and the COS too subjective in deriving the allocation 

or in the choice of l methodology (TR 6718, 6723-30). 

CAC et testified the only case for negotiated rates is for large 

ifiable bypass option. That is, negotiated rates should industrials wrth an 

the exception rule. respect to small industrials, 

submitted that Inland is over-reacting to potential alternatives and sees every 

potential competitive option as a threat to loss. They argued that 
almost too eager to automatically pass any revenue loss to core 

customers (TR6736). Even when negotiated rates are justified, they felt 

Commission should the use individual negotiated rates as a 

general principle the absence of evidence that they are necessary as 

alternative to the of load loss. In the opinion of 

CAC et al, such evidence is not vet !able (TR 6741). If the future a 

competitive ion develops 

basis, Com 

time. 

can only be handled on an individually 

consider granting authority at 
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and 

to 

Dr. 

al stated that Dr. Acton's model is a viable alternative 

their view is a formal way to 

welfare. The stated it 

Dr. 

of 

as 

to 

ustments to 

Mr. Drazen and Dr. Acton 

and fairness is 

that be 

more 

!I 

to the 

is 

amounts as 

wou 

is 

cost. If 

service is use or 

a costs 

of resources 

a 
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cons not 

cost but also 

pay 

In context 

constraints the sector. The 

result in a away from 

and 

to and 

and 

of consumers to 

of all 

rates is not 

sectors 

from 

meet 

increase to the 

rates but 

residential rate would 

exceed West at the 65% and 72.5% furnace ef level 

rates are 



T/\BLE 2 

RESIDENTIAL COMPARISON 

Natural Gas Furnace Burning Efficiency 

YEAR COMPANY 

1987 Inland 
WKPL 

*% Inland 

1988 Inland 
WKPL 

*% Inland 

1 Inland 
WKPL 

*% Inland 

1990 
WKPL 

* 

* Note: 

7.00 
6.93 

-1.0 

7.83 
6.93 

-11.5 

8.37 
7.09 

-1 5.2 

8.86 
7.53 

-15.0 

72.5';"'6 

6.27 
6.93 

+1 0.5 

6.93 

-1.30 

7 •. 51 
7.09 

-.5.6 

7.94 
7.53 

-5.2 

80% 

5.69 
6.93 

+22.0 

6.36 

+8.9 

6.80 
7.09 

+4.3 

7.20 
7. 

96 change in Inland's rates to meet WKPL. 

on Exhibit 129. 

On in 

place and still 

following revenue cost ratios {see Table 3}. 

the rate t 

competitive results in the 
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00 
00 
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5. 

rates are 

to costs 

rates 

on 

any 

for 

or 

, or 

reason. 

in 

not 

in 

of the 

for 

return 

is 

of rates 

relevant: 

for 

fair return 

of 

the 

if any, to ensure 



(c) If negotiated rates are approved, should there be a formal process 

of approval of negotiated rates and if so, what should this 

be? 

(d) lf negotiated rates are approved, should transitional provisions be 

and should a distinction be made between current 

new 

In answer to these questions Comrnlssion is of the following opinions: 

(a) In the heard to date this proceeding the 

Commission believes negotiated rates are the best strategy 

for encouraging efficient economic development ensuring 

treatment of core customers while at the same time providing 

existing and new 

The Commission 

negotiated rates 

opportunity to earn a fair return. 

put forward some observations regard to 

but has directed that 

by the parties as set forth 

on page 33. With regard to the "bypass" segment 

negotiated rates a has not at this time. 

Traditionally, a version postage rates has been used throughout the 

clearly that Government policy Inland service area. The 

bypass a option large industrial 
customers. The Commission notes the bypass alternative eliminates 

postage rates certain customers as it is a distance-related rate 

concept. Table 4 shows of costs of bypass. Table 5 provides a 

indication of a mileage-related rate for the captive industrials. If 

rates were adjusted for l classes of customers significant 

geographic variances will occur. 
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Tf\HLE 4 

(l) (2) (.3) 
Throughput 

Firm & InterruQtible Unit Cost ($/GJ) 
Minimum Maximum 

&:P 2,795,500 0.043 0.100 

1,136,800 0.049 0.113 

Husky 458,500 0.068 0.161 

708,400 0.081 0.181 

Northwood 2,894,200 0.040 0.092 

NOTES 

1. (2) is obtained Exhibit I 01, Tab 4, Schedules 7 and 8. 

(3) is derived from Exhibit 137 

unit costs are based on l 0-year 
capital and zero 

20 percent cost of 

costs are upon 30-year life, I 0 percent cost of 
capital and 50 debt. 

3. Northwood capital costs have not been for the additional tie-in costs 
as -· 
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CUSTOMERS 

B.C. Forest Products 

Finlay Forest Products 

Weyerhaeuser Canada ited 

Celgar Ltd. 

Corninco Ltd. 

for Class 

The current large 

UNIT COST 
$jGJ 

o. 2 

O.J3 

0.13 

0.39 

0.45 

0.29 

of risk all customer classes is approximately $0.465/GJ. 

an equal 
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Given this geographic variation, a bypass postage stamp rate would either have 

to be set low enough to keep the lowest cost bypass customers on the rn, 

and thereby reduce the contributions other higher cost bypass customers, 

or, risk losing those customers. Given this fact, and considering the 

already spent in negotiations between the potential large bypass customers and 

Inland, the Commission concludes the negotiation process is most 

effective method for fixing individual rates to potential bypass customers. 

The Commission also concludes that the agreed upon rate must more 

cover variable costs and be just, reasonable and not unduly discriminatory. In 

the Guidelines section of the Terms of Reference for bypass review 

(Exhibit 134), the Commission was directed to "the financial and 

economic costs and benefits of the proposals as they would affect "the bypass 

applicants, Inland, the residential, commercial and small industrial customer 

class." This implied 

facility was important 

more than just the cost service for the new bypass 

setting the rates. 

As was discussed numerous the hearing, all negotiated rates 

are subject to the approval of the Commission. Given the differing 

circumstances of each customer's bypass alternative, the Commission cannot 

say at this time at what precise level of approval will be given. 

However, based on the above discussion the Commission can indicate to both 

Inland and those customers that they can expect to receive approval of rates 

which generally follow the formula set forth in Mr. Millard's Decision dated 

October 22, 1987. In essence the negotiations are reflected in the rate 

determination model. Before approving the rate the Commission insure 

the input variables, such as capital cost, operating cost and load are verified. 

The final rate approved by Commission will approximate the rate a bypass 

customer would incur to provide his own pipeline service. 

The Commission believes generally that negotiation must take place within a 

range for non-captive customers and, if change, for captive 



customers as The for exist 

variable cost service on the one 

customers 

nor 

from 

within 

nor 

circurnstances 

of 

customers. 

to new 

customers at current 

rates may be 

to ensure 

customers. 

of 

fair to 

rates 

new 

cost of 

be 

to success of 

to a new customer 

but this in 

not be 

than the rate fixed 

over 

to the 

recover 

range would fall 

fair and 

onus must be 

and new 

customers at 

new customer. 

a ttive 

is different than 



Applicant is directed to review the concept of negotiated range rates for 

new customers and submit its views to the Commission by January 29, 1988 

simultaneously "serve" a copy of its report on participants in this hearing. 

participants are directed to provide their to the Commission by 

February 26, 1988 with the Applicant responding thereto by March 17, 1988. 

If this form of negotiated rate is determined to be in the public interest, and 

to provide sufficient lead time, the Commission propose to close* the 

existing industrial rate schedules November I, 1988. However, 

Commission will flexible ln regard to the extent that if an 

industrial can show it has based its plans on the closed rate schedule, upon 

application the Commission would consider permitting the industrial to 

access to this schedule up to November 1, 1989 in the broad public 

This means that the existing industrial and new industrials would continue to 

have access to a rate schedule upon which investment been 
made. 

If negotiated range rates are to be in the public interest the end 

result be that customers the advantage of location, 

frequency of rate is reduced other classes of customers and an 

enhanced opportunity the investors to have the opportunity to earn 

return. 

* "close" means new customers would not access to this schedule but 
it would continue to be to existing customers already on these 
rates. 



4.0 FULLY-ALLOCATED COST OF SERVICE STUDIES (F ACOS) 

The 
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three 
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or customer 
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to as 

Costs to 
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of 
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as 

service 

costs 

rate of use 

to demand and are fixed costs since do not 

final 

* 
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com 
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customers. This 
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are some 40 

The extremes are 
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cost 

are 

forward 
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using allocation 

an to 

are 

costs 



cost behaviour. 

demand the 

must bear a 

all of the 

is 
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5.0 CLASS REVENUE REQUIREMENTS 

5. I Background 

Section 4 discussed the determination of costs for class based on the 

F ACOS study methodology. In setting the rate level for each class, cost is one 

of the considerations. However, as previously discussed there are other 

objectives, some of which may conflict, that must be taken 

account in arriving at class rates. The list objectives includes the following: 

effectiveness in yielding sufficient revenue under the fair return 
regulatory standard. 

relative rate and revenue stability year to year. 

fairness in apportionment of the total cost of service among 

over 

avoidance of "undue 

economic to ensure customers what a resource 
is 

market constraints. 

The above list objectives can be compressed three 

criteria. Rates should: 

(i) provide the opportunity to earn a fair return, 

(ii) reflect a fair apportioning value of the service, and 

(iii) discourage "wasteful use" while at the same time promoting "all 
use that is economically ustified in view of the relationships 
between costs incurred and benefits received". 

There is no dispute as to the of the first principle that rates 

should provide the opportunity to recover total cost of service. It is also 

obvious that there are potentially a 

could produce the 

number of dif revenues 

revenue. Various could be 
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competition). However, he did not provide any evidence to show differences in 

the impact upon competition between industries served by Inland 

industries served by other gas distributors in B.C., or between producers who 

are potential bypass customers and whom bypass is not an option. 

Mr. Drazen also there are three main reasons why rates should be 

based on cost of service: equity, (ii) efficiency, and (iii) stability. The 

equity consideration is that customer should pay the costs it 

imposes on the utility (Exhibit 135, pp. 6 - 7). 

5.3 Summary and Conclusions on 
Class Revenue Requirements 

With respect to the suggestion rates should be rigorously cost-based, the 

Commission concludes, based on the evidence, that an objective ignores 

factors such as accuracy of cost analysis, impact of ive cost 

allocation methods, customer class risk, competitive market and 

decisions already made. For illustrative purposes, the Commission 

prepared Table ll which shows the revenue cost ratios based on 

various allocation factors of Table 7. 

on the evidence at the Commission considers large industrial 

customers as divided into two the captive and the non-captive. This 

ls consistent with the principle customer are to be defined based 

in part on their demand characteristics. The Commission also recognizes that 

duration of the contract affects the level of risk. The Commission 

the principles of the allocation of Westcoast Transmission Co. costs 

proposed but recognizes an adjustment may be required as a of a 

pending National Energy Board Decision. 

In accepting the class revenue requirements prepared by the Applicant .for the 

year commencing November 1, 1987 and subsequent years lt must 

these evolved over the course of the hearing as a of 
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initiative taken solely by the Applicant, as a result of negotiations with the 

industrial customers and as a result the Applicant adjusting its proposal as a 

of evidence brought forward and cross-examination at the hearing. This 

process permitted a concensus to form in many areas. If the Application 

not evolved as it did, clearly the Commission would not have accepted the 

Applicant's proposal. The Commission recognizes that the class revenue 

must be adjusted to reflect the difference between the 

estimated "bypass" rates the rates effective on October 31, 1987. 

With regard to years commencing November l, 1988 and November l, 1989 

the Commission directs the Applicant to develop and file rates based on 

principles adopted in this decision. The Commission appreciates that this 

decision results in an underrecovery from the Residential customers. The 

mission, however, at time does not adopt 100% recovery due to 

levels of 

The Commission would that due to competitive market pressures 

which the Applicant may have to review policy of broad service. In 

alternative, opportunities may exist to reduce costs through new 

technology or by attaching customers at less than class average costs. The 

Applicant is directed to review alternative methods of improving the revenue 

to cost ratio and advising Commission of results by February 26, 1988. 

With regard to Schedules 4, 5 and 5X* the Commission approves 
levels and has commented further on page 7l Decision regard to 

Schedule 5X. The discontinuation of Schedule 10 is approved. 

* Schedule 5X is a transitional schedule for customers currently on 
Schedule 5 but who will wish to move to new Schedule 2. 
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6.0 RATE ADJUSTMENT MECHANISMS 
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Inland's justification for 

customers Schedules 

position that residential and commercial 

and 2) should carry the burden of any revenue 

arising from lower rates for the industrials that the rates to 

these customers are still out of on basis of costs in the case of the 

residential and value of service with regard to the commercial. The proposed 

GPC is the mechanism which allow Inland to shift revenue 

deficiencies/excesses 

residential and com 

to competitively negotiated industrial rates onto the 

rate classes [Exhibit 19]. If the GPC is not 

approved, the Applicant a deferral account be set up 

(TR 6669). However, the Applicant implementation of a GPC to a 

deferral account (TR 6839). 

The GPC is not meant to be a short-term mechanism, as it effectively 

accommodate issues that need to be resolved over the next two to three years 

(TR 6839). The Applicant also asserted the current rate situation is not 

of but is largely a result of the external 

environment (TR 6855). 

The et al, while reacting indifferently to the PGA clause of the GPC, 

objected strongly to the MA clause. CAC et al argued that the MA clause 

is set up primarily to meet the bypass alternative which, except for five large 

industrial is uncertain. The GPC further departs from normal 

regulatory procedures and would deny public participation in the review 

'""'-"'''" because it works argued that it would also reduce 

the Applicant's incentive to ly (TR 67 51). 

The CAC et a! pointed out that the MA clause is also intended to be used by 

the future to revenue loss to Rate Schedules I and 2 customers 

arising from matters other than current round of negotiated rates 

(TR 67 53). Conceptually, M A clause is opposed because the CA C et al 

that matters of revenue shift should be determined by the 

Commission. They believed should be public hearings and 

participation by aU parties (TR 6751, 6758). The CAC et also 



57 

opposed amount of the rate shift and suggested that Dr. Acton's Ramsey 

pricing model, based on the elasticity rule, was another methodology 

determining the amount of the required revenue shift (TR 67 59 - 60). 

Finally, the CAC et al that the Applicant's shareholders as well as 

customers should be considered to share parts of the burden of lost 

revenue (TR 6715, 67 61+). 

Dr. Sarikas, consultant to Commission staff, testified that the GPC concept is 

feasible, albeit it is a departure from regulatory norm even though simi 

been adopted in California and elsewhere (TR 6360). At a 

more general level, Dr. Sarikas testified that as as negotiations are 

to handled quickly it matters little whether a GPC is or a rate case is 

filed to deal with the revenue shifts in either case there would be no 

To the extent some customers are now benefiting from 

their benefits would be eliminated bv the GPC. GPC 

there 

Dr. Sarikas 

the costs of hearing. As a 

some kind of trade-off between costs 

that a GPC, in common other adjustment 

clauses, looks at only one item at a time and not the whole picture (TR 6466 -

70). 

6.3 Summary and Conclusions on 

The need for an adjustment to changes in purchased gas costs is 

!nr-,PrPn by the ease with which in costs are passed through 

present practice of seeking Commission approval before incorporating cost 

changes into current billings. If at a future the number of suppliers 

and the frequency of cost for a purchased gas 

adjustment more evident the Commission will consider Inland's 

but the PGA at this 
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7.0 RATE STRUCTURE 

7.1 Background 

Rate structure is designed to 

taking into account end-use 

intra-class revenue by 

and load profiles of 

the various custorner groups within a of customers. Sometimes 

differences in characteristics and profiles are the creation of a 

sub-class(es) from an existing class is 

The regulatory process of rate 

distinct steps: 

ion results from conceptually 

estimation of total revenue and deficiencies; 

(ii) allocation of total revenue requirements and deficiencies to the various 

"''"'''"''"·"' (cost location); 

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

Given (i) and (ii), step can be undertaken in terms of the design of rate 

structure. 

7.2 Applicant's Proposal 

The rate structure proposed by In1and is below: 

Rate Schedule 1 - Residential 

The rate form is proposed to be changed to two rate 

minimum monthly customer charge is reduced to $3.90 

consumption Appendix D). 

three. The 

no 



Rate 2 - General 

Inland intends to remove the 

" ••. This Schedule is not avai 
a total connected load 
(586) kilowatts (two 
per hour) or more." 

would allow 

clause (TR 6695): 

to an industrial Customer who has 
rating) of five hundred and eighty-six 

and ten [2, ll 0) 

customers 

Schedule 5 to to Rate Schedule 2. 

Consumption of l GJ in the first 

rate block and the 

$15.25/GJ as a 

Appendix D). 

Schedule 4-

This is a seasonal rate 

thereunder. Inland proposes 

to tied to purchases, 

$325.00 be introduced. 

is to be moved into the 

monthly bill from $.5.76 to 

customer charge without a gas component 

Fuel Service 

asphalt plants currently taking service 

bill of $630.98 is no 

The rate form is proposed to be reduced from blocks to two. 

Schedule 5 

Inland proposes customers less 500 GJfmo. be transferred 

to 2. Those whose consu ovr'l'>!'>t,C 500 GJ /mo. 

are to n in Schedule 5. a of Rate Schedule 5 restructuring 

customers it to move from Rate Schedule 5 to 

Schedule 2. 

costs of 

Schedule 5X (TR5254 

even 

I 24). 

would in an in 

proposed an Rate 
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Rate Schedule 5X is proposed as a one-year transitional rate (TR5252). Inland 

64 customers to this proposed rate in 1987/88 

(Exhibit 124). In 1988/89 Inland 23 customers to move to Rate 

Schedule 2 and the 41 customers to continue with Rate Schedule 5. 

In summary, one group of customers will move from Rate Schedule 5 to 5X and 

then Rate Schedule 2, while a second group will move from Rate Schedule 5 to 

5X and then back to Rate 5. 

1987 1988 1989 

I. Rate Schedule 5 5X 5 

% Increase/Year .5 3.5 

2. Schedule 5 5X 2 

% 8.6 14.5 

Schedule 6 

This is a new fully-negotiated rate that Inland proposed to meet the 

pressures of bypass, woodwaste and more energy 

utilization in small industrial served under new 

rate would ordinarily be Rate Schedule 5 6687). 

The rate consists of a charge. It is applicable to firm 

sales based on a customer nominated contract demand. The term of the 

the ies would be no less than one year 

(Exhibit 1 09). 

Inland proposed that under Schedule be discontinued and service 

provided under Rate Schedule 2. 



Large Industrial 

Rate Schedule 11 -

Traditionally large industrial customers their firm gas supplies 

under Schedule 11 and under Schedule 12. Customers 

contract for a firm daily contract demand (C.D.) to a 

curtailment of days each up to one-half their C.D. 

excess of the C.D. are sold on an interruptible basis under Schedule 12. 

For billing purposes, a volume of equal to C.D. number of 

days in the month is considered to be firm Rate Schedule 1 I and the 

remainder, interruptible Rate Schedule 12 

a of the Province's on bypass, into 

A and B. A include all customers not 

viable bypass option, while B would include those customers having a 

potential to bypass (Exhibit l 0 I, 20, Tab 4). These are 

to as captive and non-captive customers 

The C.D. feature is to Interruptible is now Authorized 

Over-Run (AOR) sales (Exhibit 94). 

Rate Schedule 12 -
Large Volume Interruptible Service 

Proposed Rate Schedule 12 is i to be a stand-alone interruptible sales 

rate (see Appendix D) a customer can of independently 

of Rate Schedule 11 30). 



This tariff permits customers to take of 

deregulation of natural pricing at well-head and transport firm 

supplies under purchase from to 

will contract for a firm maximum transportation 

(MDTV) and, for to per year when they may 

to one-half MDTV, are entitled to full MDTV.* 

Any excess over MDTV is to be on an interruptible or authorized 

overrun basis as 

The rate is proposed to be split into a with the 

the manner as for ll 

and customers. The rates 

and Schedule 11. 

16-Rate ,,.._,~~- and 

monthly 
Schedule 1 

* to 

rate 

94). 

Schedule 16 

transportation service with 

IS 

all customers 



Rate 

of 

!9 

17 

not 

of 

20 

sale 12:as with 

firm 

on 

the Inland 

of 

A customer 

to use Rate 

Rate 

on a 

15 

8 for 

of sale 



Rate 21 

2 a 

Westcoast ls 

customer 

Rate 

3 

reason 

et 

Both 

22 is 

his 

no 

22-

customer and 

to 

tail 

substance" 

on 

firm 

customer to 

e I 

Westcoast 

of direct sale 

110 

contract 

The 

rate structure 

customer 

commented 

p. 

customers find 

2 

rate structure 

were seen as 

as most customers 

matter of 

He out the 



fixed of 

There was li 

Wl 

will 

structure. 

In 

2 

forms of 

l 

recovery or 

rate structure 

l 

issions 

British 

I this 



67 

Applicant is to review and advise the Commission of its views by 

February 1, 1988. 

The Commission the Applicant file rate schedules for the years 

commencing November l, 1987 as well as rate schedules the year 

commencing November 1, 1988 and November 1, 1989 predicated upon the 

principles determined by the Commission to be appropriate in this Decision. 

The Commission these rates adjustment but 

believes rates must at 

The mission further the rates filed November 1, 1987 contain 

a "rider" to ensure the appropriate revenue is from the respective 

pursuant to No. G-69-87 (Appendix 

DATED at the City of Vancouver, the Province 

of December, 1987. 

N. 
COMMISSIONER 

J''\ 
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... -scoW."'' NUMBER G-80-87 

BEFORE: 

PROVINCE OF BRITISH COLUMBIA 

BRITISH COLUMBIA UTILITIES COMMISSION 

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

and 

IN THE MATTER OF Applications by 
Inland Natural Gas Co. Ltd. 

J.D.V. Newlands, 
Deputy Chairman; and 
N. Martin, 
Commissioner 

0 R D E R 

December 11, 1987 

WHEREAS on June 18, 1985 Inland Natural Gas Co. Ltd. 

("Inland") submitted an Application concerning Rate Design • 

embodying proposals to "close" certain existing rate schedules and 

create new rate schedules; the shifting of costs of service from 

industrial customers to residential and commercial customers; 

procedures to be used in amending Inland's Tariff Schedules; and 

WHEREAS on September 27, 1985 Inland filed 

preliminary Transportation Rate Schedules 15 and 16 which the 

Commission by Order No. G-97-85 accepted for filing, on an interim 

basis effective october 11 1 1985; and 

WHEREAS on October 31, 1985 Inland filed a supplement 

to the June, 1985 Application which, among other matters, 

introduced Schedule 6 as a means of defense against the conversion 

of sawmill operators from gas to woodwaste, and to develop new 

markets; and 

WHEREAS on December 20, 1985, by Order No. G-97-85, 

the Commission required Inland to remove from Tariff Rate 

Schedules 15 and 16 any and all references to Net Income 

Indemnification; effective on and after February l, 1986; and 
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TELEPMOt.~E 1604· 660-4700, TELEX ().l-~53t RAP I CO~ 12'~ j6().4, (.60., ,02 
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UTILITIES COMt,iiS~IOU 
2 

ORDER 
NUMBER G-80-87 

WHEREAS on June 30, 1986 Inland filed further 

revisions to previous filings of June and October, 1985: and 

WHEREAS on July 29, 1986 by Order No. G-46-86 the 

Commission established November 3, 1986 as the commencement date 

for the public hearing of Inland's Rate Design Applicationi and 

WHEREAS on October 28, 1986 because of new amended 

tolls for Westcoast Transmission Company, Limited ("Westcoast") as 

determined by the National Energy Board ("N.E.B."), and amended 

natural gas field prices in British Columbia, both effective 

November 1, 1986, the Commission by Order No. G-60-86 postponed 

the hearing commencement from November 3, 1986 to February 24, 

1987; and 

WHEREAS because of continuing requests for 

consideration of various other concerns involving Transportation 

Service, by Industrial customers served by Inland, and by 

producers of natural gas, the Commission ordered a Pre-hearing 

Conference in December, 1986 to seek clarification of the issues; 

and 

WHEREAS on December 18, 1986 by Order No. G-85-86 the 

Commission declared that the Rate Design hearing was to be 

segmented into two phases as follows: 

Phase l, Transportation Tariffs, 

to commence on February 10, 1987; 

Phase 2, Rate Design to commence 

on March 3, 1987; and 

WHEREAS on January 16 and 23, 1987 Inland filed 

Volumes A and B to further revise its Application as a result of 

deregulation and changing energy prices, noting that Volumes A and 

B essentially replaced all previously-filed material: and 

... /3 
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ORDER 
NUMBER G-80-87 

WHEREAS because intensive negotiations between Inland 

and interested parties continued apace, March 3, 1987 was 

established as the new commencement date of Phase 1 

(Transportation Tariffs) of proceedings related to Rate Design; and 

WHEREAS on March 3, 1987 Inland further updated its 

Application by introducing 17 points for consideration: and 

WHEREAS following two weeks of hearing at Prince 

George and Kelowna it was determined appropriate to adjourn the 

proceedings to permit further intensive negotiations to continue, 

with the hearing to resume at Vancouver on May 19, 1987 until 

June 3, 1987; and 

WHEREAS the Commission issued its Decision on 

Transportation matters on June 17, 1987; and 

WHEREAS on June 22, 1987 Phase 2 of the Rate Design 

proceedings, concerned primarily with the appropriate method of 

determining customer rates, commenced at Kelowna, B.C.; and 

WHEREAS the Rate Design proceedings considered the 

adjustments occurring in the market-place as a result of the 

impact of deregulation of the natural gas industry in recognition 

of competition, and the appropriate redistribution among customer 

classes resulting from recognition of the cost to the utility of 

providing such gas service; and 

WHEREAS during the aforenoted proceedings which 

concluded on July 20, 1987 the matter of the propriety of 

permitting Industrial customers to construct and operate pipeline 

facilities which would effectively duplicate and bypass existing 

pipeline facilities operated by Inland was considered; and 

... /4 



UTILITIES COMMIS~IO~J 
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ORDER 
NUMBER G-80-87 

WHEREAS by letter dated October 9, 1987 the 

Commission responded to Inland concerning Applications for 

approval of Letters of Intent between Inland and Prince Geotge 

Pulp and Paper Limited ("PGPP"l and Husky Oil Operations Ltd. 

("Husky"), respectively, advising that negotiated rates for 

industrial customers are desirable for those customers with a 

bypass option, and stating that it approves only the first year 

rates under Appendix "A" (revised) of the Applications as 

above-noted; also drawing attention to the potential for a 

re-entry fee to be applicable to Transportation Service customers 

wishing to return to sales service; and 

WHEREAS by letter dated October 20, 1987 the 

Commission responded to Mr. R.B. Wallace, acting on behalf of PGPP 

and Husky, advising that, within the restrictions of the Utilities 

Commission Act, the Commission responds in the affirmative to each 

of the following questions: 

1. Does this Commission, in approving the Inland 
agreements, accept the principle that the rates 
negotiated by Inland should be based on the bypass 
costs in 1987/88, being the time the bypass line 
would have been constructed were that alternative 
taken, and not subject to revision from time to time? 

2. Does this Commission accept the principle that 
incremental rate adjustments through the years should 
be based upon the cost increments that PGPP and Husky 
would have experienced over time had they constructed 
a bypass in 1987/88? 

WHEREAS a public hearing of a bypass Application by 

Northwood Pulp and Timber Limited was heard by Commissioner Vernon 

Millard during September, 1987 with a Report and Recommendations 

thereon submitted to the Lieutenant Governor in Council on 

October 22, 1987; and 

••• / 5 
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llHILUit~ GUMfidS~ION 

ORDER 
NUMBER G-80-87 

WHEREAS the Commission has considered the 

Applications by Inland for Transportation Tariffs and for Rate 

Design and the evidence adduced thereon during the public hearing 

of the said Applications all as set forth in a Decision issued 

concu:rently with this Order. 

NOW THEREFORE the Commission orders Inland Natural 

Gas Co. Ltd. to comply with the several directions of the 

Commission appearing in the Decision issued concurrently with this 

Order, with rate changes to be effective with consumption on and 

after November 1, 1987. 

DATED at the City of Vancouver, in the Province of 

British Columbia, this ;JI;r~ day of December, 1987. 

BY ORDER ~ ;;:;: 

~/ 

~ tMt<:? 
Deputy Chairman 



IN THE MATTER OF 
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1.0 BACKGROUND 

The background to the Inland Natural Gas Co. Ltd. C'lnland 11
, "Applicant") 

Application spans two years since the first government announcement that a 

competitive market for natural gas sales would develop in British Columbia. 

Prior to the sum mer of 1985, all natural gas producers in British Columbia sold 

their gas to the British Columbia Petroleum Corporation ( 11 BCPC 11
). The 

Corporation in turn sold gas to Westcoast Transmission Company Limited 

("Westcoast") for delivery to distributor utilities in British Columbia and for 

export to the United States. On March 28, 1985, the Governments of Canada, 

British Columbia, Alberta and Saskatchewan entered into an Agreement, 

com monty known as the Western Accord. The Western Accord initiated a 

process of replacing government-set prices of oi I and natural gas with prices 

set by the market. The Natural Gas Price Act was proclaimed in British 

Columbia effective July I, 1985. This Act provided sweeping changes to the 

marketing system for natural gas within British Columbia, and along with 

revisions to the Petroleum and Natural Gas Act, established a new royalty 

system and authorized producers to sell their natural gas to customers other 

than BCPC. 

In late October 1985, an agreement was struck between the Governments of 

Canada, British Columbia, Alberta and Saskatchewan on Natural Gas Markets 

and Prices. This Agreement reinforced the earlier provincial initiatives by 

signalling the governments' intent that immediate steps be taken to enable 

consumers to enter into supply arrangements with producers at negotiated 

prices. The agreement fosters a competitive market for natural gas in Canada. 

As part of the Agreement on Natural Gas tv\arkets and Prices, the Government 

of Canada established a Pipeline Review Panel to undertake an all­

encomrassing review of the role and operations of interprovincial and 

inter-national pipelines engaged in the buying, selling and transmission of gas. 

The Pipeline Review Panel issued its report in June 1986. The report sets out 

the PanePs views on many aspects of interprovincial trade in natural gas. The 

I also came to conclusions with respect to distribution services wit:11n 

Canada. 
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Inland was the first utility in British Columbia to file Transportation Rate 

Schedules with the Commission. Rate Schedules 15 and 16 were accepted by 

the Commission for filing on an interim basis, effective October II, 1985. In 

accepting the filings on a interim basis the Commission recognized in 

Order G-82-85 that changes to the tariffs would be required. 

In December 1985 the Com mission issued an Order requiring Inland to amend 

its Transportation Tariffs to remove any reference to net income 

indemnification. In 1986, complaints by Industrial customers and producers 

persisted with respect to the Terms and Conditions in the Inland tariffs. The 

Commission responded to these concerns and the need to establish 

Transportation Tariffs for all major gas utilities in the Province by issuing a 

letter in July 1986 requiring all utilities to file Transportation Tariffs with the 

Commission in September 1986. 

In October 1986 the Commission heard several complaints regarding the Inland 

Transportation Schedules pertaining to the availability and appropriateness of 

those Schedules for particular negotiated agreements to be effective 

November I, 1986. At that time there was an urgent need to deal with the 

individual contract arrangements since some Industrial customers were eligible 

to commence transportation services effective the start of the gas contract 
year, November I, 1986. As a result of these hearings several Industrial 

customers, represented by Mr. R.B. Wallace, accepted the Inland 

Transportation Schedules on an interim basis so that transportation service 

could commence. However, the Industrial customers made it clear that they 

took exception to many of the Terms and Conditions in the Transportation 

Schedules and would press for changes to the Schedules without prejudice of 

them having entered into transportation service November I, 1986. 

Consider·ing the need for a final review of the transportation services offered 

Inland, the Commission determined that the transportation service 

functions of the utility would be reviewed in full as part of the Inland Rate 

Design Application. The Commission set that hearing to commence on 
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February 10, 1987. At a pre-hearing conference in December 1986, the 

Producer and Industrial intervenors intending to participate in the hearing 

requested the Com mission to provide a facilitator/mediator to assist the 

parties in negotiating changes to the Transportation Schedules before 

commencement of the hearing. Inland accepted this proposal and a consultant 

was made available to assist the parties. Certain hearing participants later 

requested a delay in the hearing commencement so that new information could 

be assimilated. The Commission postponed the hearing until March 3, 1987 to 

commence in Prince George, B.C. 

Following a week in Prince George, the hearing moved to Kelowna the week of 

March I 0, 1987. At the end of the Kelowna session the Applicant and scm e 

participants requested that the Commission adjourn the hearing for two weeks 

so that further negotiations on Transportation Schedules could be undertaken 

by the participants. The Commission acceded to this request and the hearing 

was adjourned. Thereafter, the participants requested additional time to 

continue negotiations and the hearing did not resume until May 19, 1987 at 

Vancouver. In an attempt to expedite the hearing this session was to deal 

solely with issues arising out of the provision of transportation services by 

Inland. The hearing continued without interruption until conclusion of the 

argument of the transport at ion phase of the hearing on June 3, 1987. 

Inland initially proposed three Transportation Schedules ( 15, 16 and 17). These 

schedules provide for various types of transportation service coupled with 

uti I ity sales of interruptible gas. Inland later filed, at the request of the 

Commission, Documents I and 2 which allow for the use of interruptible 

transportation gas and Document 3 which provides for transportation service 

solely on Inlands system requiring the transportation customer to make 

separate arrangements with Westcoast. Inland now proposes that Documents I 

and 2 become Schedules. At the further request of the Industrial intervenors 

Inland filed Documents 4 and 5 which provide for other types of transportation 

service on the Inland system where the customer arranges his own transmission 

with Westcoast. Inland opposes Documents 3, 4 and 5 for reasons discussed in 

this Decision. 
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The hearing of this first phase of the Inland Rate Design Application required 

nineteen sitting days. The next phase of the hearing commences June 22, 1987 

in Kelowna, B.C. 
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2.0 UTILITY ENVIRONMENT 

As the participants in this hearing and the Applicant will no doubt attest, the 

development of Transportation tariffs to meet the diverse interests of all the 

parties involved has been a lengthy and difficult task. One should not be 

surprised that it has been difficult for Inland and its Industrial customers to 

agree on the mechanisms and conditions of gas service in the new era of 

competitive marketing. The extent of change over the past two years has 

been profound, and many structural impediments continue to exist which 

frustrate the evolution of a truly competitive market for natural gas. 

ln the past year the price of natural gas purchased by Inland from BCPC has 

fallen from a single price of $1.86/gigajoule ("GJ") prior to November I, 1986, 

to a three-tiered price in effect this current gas year. The Industrial price of 

natural gas has seen the greatest decline, to a price of $1.03/GJ. While the 

price of gas Inland is able to offer through utility sales has fallen substantially, 

the utility is not yet able to purchase natural gas directly from producers due 

to contractual commitments to Westcoast and BCPC. Inland is therefore 

concerned that producers selling directly to Industrial customers may undercut 

the fixed utility price of natural gas. 

Inland has also seen a substantial change in the manner in which it pays for 

transmission services from Westcoast. Westcoast has altered its rate 

structure to provide for full demand/ commodity pricing. The incorporation of 

the new price structures into Inland's r·ates has been accomplished on a load 

factor basis so that the high load factor Industrial customers have seen a 

reduction in transmission charges, while the low load factor customers have 

seen their transmission rates increase. 
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Not only have the new policies changed the method of doing business by the 

utility and its customers substantially, but the existence of many interrelated 

contracts between the parties has exacerbated the situation so that as one 

party becomes free from contractual obligations he may attain an advantage 

over other market participants who are bound by longer term contracts or 

other restrictions. 
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3.0 DECISION ISSUES 

The Commission's intention in issuing a Decision following this phase of the 

ongoing Inland Rate Design hearing is to assist all parties participating in the 

hearing by clarifying the Com mission's views on certain matters regarding the 

terms and conditions embodied within the Transportation Schedules proposed 

by Inland. Various participants have made it clear that the final determination 

by customers in choosing between utility sales and transportation service, or 

potential future by-pass of the Inland system, will depend on a total package 

of terms, conditions and rates offered in the various schedules. The 

Com mission recognizes this fact but finds that it is able to give relatively 

clear direction to the parties with respect to many of the proposed terms and 

conditions in the new Transportation Schedules. With regard to pricing issues, 

the second phase of the Rate Design hearing commencing June 22, 1987 in 

Kelowna will consider in detail the quantity of the rate which is just and 

reasonable, and the method by which that rate is structured ln each Schedule. 

At this time the Commission is only able to give conceptual direction to the 

participants on pricing matters as they relate to utility sales versus 

transportation service. 

Following are 14 issues which the Commission has considered and on which the 

Commission is prepared to give direction at this time. Inland is instructed to 

revise its Transportation Schedules to incorporate the views of the 

Commission from this Decision in new filings to be made on or before June 26, 

1987. 

3.1 P_ricing Methodology between Schedules 

In considering the matter of pricing at this stage in the 

Commission can give guidance on the following two matters: 

and hearing the 
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3.1.1 Consistency in Pricing 

The Transportation Schedules proposed by Inland provide for a level of parity 

in pricing between similar types of utility sales and transportation service. 

Inland argued that the only difference between the transportation service 

rates and the utility sales rates should be a reduction from the sales rate to 

incorporate avoided costs, and an addition to recognize added costs to the 

remaining utility sales customers. The Producer groups and the Industrial 

customers have agreed with Inland on this rate determination philosophy with 

the conditions that the costs should be identifiable and Inland should not 

consider added gas purchase costs to the core market* as an added cost. In 

recent drafts, Inland has not included indemnification for increased gas 

purchase costs to the core market in its pricing proposal, and has stated that 

type of extra cost would not be caught up in the indemnity. 

Inland has also made the point that those parties who benefit from the new 

policies of competitive marketing should also bear the risk. Inland put forward 

that principle in Exhibit 56, at Tab I, page 7, paragraph l 0 and further stated 

in evidence that 11 the Residential and Commercial customers have not 

benefitted from deregulation and transportation service while the Industrials 

have benefitted enormously 11
• There were no serious arguments by other 

parties against the general principle that those who benefit from the 

competitive market environment should absorb the risk which may accompany 

this competitive environment although other parties did not agree with lnland1s 

characterization of who had benefitted from deregulation, or the magnitude of 

that benefit. 

The Commission strongly believes that the base rate for comparable sales and 

service schedules should be consistent. In fact, the rates proposed by Inland 

ar·e essentially identical, with any added costs being recovered through the 

indemnification clause. 

* The core market comprises all residential and com mercia! customers plus 
those industria I customers choosing to purchase sales gas from Inland. 
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The Com mission further believes that when it considers benefits or added 

costs which may adjust the overall rate of a particular schedule, care must be 

taken to only incorporate real costs which a customer choosing transportation 

service imposes on the remaining sales customers. These costs should not be 

interpreted so broadly as to include any benefits which a customer may have 

previously provided to the overall system but is now taking with him in 

choosing to move to transportation service. For example, at one time Inland 

believed that to the extent that an Industrial customer damaged the overall 

load factor of the utility sales, and thereby made it more difficult for the 

utility to purchase gas at advantageous prices in the field, the customer 

choosing transportation service should indemnify Inland for those increased 

costs. This is a clear example where the Commission believes that the high 

load factor customer now choosing transportation service would simply be 

taking his inherent load factor benefits with him and should not be penalized 

for so doing. 

As an example of added costs that a transportation customer may inflict on 

the remaining customers, the Commission views the current revenue credit 

indemnification as being an example of the type of cost which should be 

recovered. 

The Com mission feels obliged to also provide some direction with respect to 

the pricing of large Industrial interruptible sales versus interruptible service. 

It may be argued that interruptible service customers are making use of 

pipeline space paid for by the core customers. If this can be shown to be true 

at the Kelowna session, and if the interruptible service customers are no 

longer providing benefits to the core market from improved load factor, an 

argument may be made that the interruptible service transportation margin 

should include some payment to compensate the core market for the use of its 

space by the interruptible service customers. 
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3.1.2 Westcoast Demand Charge Allocations 

In formulating its contract demand nomination with West coast each year, 

Inland typically sums the peak and contractual requirements of firm gas sales 

and reduces that sum by an amount of one-half of the contracted deliveries to 

large firm Industrial customers. The reduction in the nomination accounts for 

the fact that Inland can rely on curtailment of its large firm Industrial 

customers to 50% of their own nomination with Inland for a period of up to 

five days in each contract year. Recent adjustments in Inland's schedules of 

rates to account for changes in Westcoast charges have consistently allocated 

demand charges to the Industrial 11 firm 11 customers based on 50% of nomination. 

The current Inland proposal is to adjust that portion of its rates attributable to 

Westcoast charges to account for a I 00% allocation of demand and commodity 

costs from Westcoast. Commensurate with this increase in allocated 

Westcoast charges is an equal reduction in margin allocated for Inland 

services. Although this matter was not fully canvassed in this first phase of 

the hearing, the Commission wishes to register its concern that the current 

allocation methods may not correctly apportion costs from Westcoast. A 

problem may develop if future Westcoast cost increases, or decreases, are 

allocated on a percentage basis. For example, if exports were to increase 
dramatically in future years, the Westcoast charges could fall as a result of 

better utilization of the system. In such an event it will be important to have 

correctly allocated the costs of transportation between Westcoast costs and 

Inland costs. In this regard, the Commission expects Inland to further develop 

its allocation rationale in phase two of the hearing and demonstrate how 

future cost assessments from Westcoast would be passed on to Inland's various 

classes of customers. 
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3.2 Indemnities 

Inland's indemnity provisions are found in Article VIII of the Schedule 15 

Transportation Service Agreement, and similar provisions are in other 

Transportation Service Agreements. Under the Indemnity Inland proposes that 

a customer taking transportation service ( 11 the Shipper11
) be required to 

indemnify Inland, if, as a result of the Shipper fully or partially meeting its 

natural gas requirements by means of transportation services, Inland 

experiences higher gas supply expenses than it would have had the Shipper 

satisfied its gas supply requirements by purchasing gas under Schedules II or 

12 from Inland. Inland also provides for an indemnity under Article 6.2 of 

Schedule IS for damages, amongst other things, incurred by Inland as a result 

of the shipper failing to meet its commitment to deliver gas under the 

Schedule. 

Inland's philosophy is that those who gain the benefits from the direct purchase 

of gas should also bear the costs. Therefore, any increased gas supply 

expenses incurred by Inland should be bome by the Shippers. Inland identified 

four such expenses: franchise fees; any difference between a volume and a 

revenue credit on Westcoast1s system if the National Energy Board does not 

grant a volume credit; any take-or-pay liability Inland incurs with Westcoast; 

and, unknowns. Franchise fees are covered elsewhere in the Schedules. 

Inland's blanket indemnity covers the other items. 

The Producers and Industrial customers agreed that the core market should not 

bear the burden, if any, of a shortfall between a volume and a revenue credit 

and the risk of take-or-pay. With respect to take-or-pay, however, the 

Industrial panel stated the risk is simply too great for them to bear. 

In general, the Producers and Industrials felt that the Indemnity is much too 

broadly worded and the unidentified risks are too great for them to accept. 

They urged that the Indemnity deal with specific items only and any 

unforeseen items be left until they arise. 
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The Commission agrees with Inland that the core customers should not bear 

the risk with respect to any shortfall of revenue credit and any take-or-pay 

liabilities. However, these items should be specifically itemized indemnities 

(similar to franchise fees) to be paid if they emerge. The Commission 

recognizes that the take-or-pay matter may be too large for either party to 

bear and for this reason hopes that it is resolved before the National Energy 

Soard or between Inland and Westcoast so that direct purchases can, in fact, 

take place. The take-or-pay issue may be resolved for the 1987/88 gas year, 

but until it is permanently resolved between Inland and Westcoast it is so large 

a liability it cannot be accepted by the core customers alone. 

With respect to the issue of the unknowns, transportation agreements have 

been in effect on the Inland system for the past nine months and the 

Commission would have thought there would be few, if any, unknowns. On the 

other hand, unknowns may surface that legitimately should be borne by the 

direct purchase customer. The Industrials' concern is that they be entitied to 

address who should be responsible for the liability and that the liability not be 

retroactive. Inland agreed with the hearing concept; however they argued 

that a clause needs to be in the Schedules to ensure any decision could in fact 

be retroactive. 

The Commission is not prepared to accept a broad unspecified Indemnity and 

instructs Inland to remove reference to Indemnification for unknown reasons. 

The Commission will deal with specific new Indemnities as and when they 

occur. The Commission recognizes that additional operating costs or other 

expenses may develop as a result of Transportation service. Inland may wish 

to address how these costs could be recovered from Transportation customers 

so that core customers are not harmed. One method that could be considered 

is a specified allowance in the Transportation Schedules which would be 

credited directly to the core customers. 
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3.3 Curtailment Provisions 

The present Tariff Schedule II of Inland provides for five days of curtailment 

to a 50% level. Inland proposes to increase the right of curtailment to 

10 half-days, both for sales under Schedule I I, and for curtailable 

Transportation Service. Inland also proposes to change the wording in that 

provision slightly to increase its flexibility by setting out that a customer and 

Inland can agree to less than a 50% curtailment on a particular day, with the 

balance of the curtailment to be on another day. Inland has proposed a 

non-curtailable Transportation service under Schedule 17 but has not proposed 

a similar sales Schedule. 

Inland argued that its proposal to increase the curtai I ment to I 0 half-days 

provided a very low cost method of dealing with what Mr. Powell called a 

"needle peaking 11 situation. Inland provided evidence that theoretical studies 

undertaken by the utility demonstrated that under certain design conditions 

the 10 half-days of curtailment would be fully utilized by Inland. The evidence 

also showed that on a historical basis Inland could not identify any year in 

which its records showed that it had curtailed up to the current five half-day 

lim it. 

Mr. DeBiasio, on behalf of Cominco and Mr. MacMillan, on behalf of Prince 

George Pulp and Timber testified that they favoured retention of the current 

five half-days of curtailment but were wi II ing to offer inland peak-shaving 

services for an additional five half-days of curtailment, with Inland paying the 

fuel and other operating costs to effect the demand reduction. Mr. Howell, 

for Consumers' Packaging gave evidence to show that the nature of its 

operation was such that curtailment to 50% of its nomination on any day would 

result in a shut-down of manufacturing. Consumers' Packaging strongly 

opposed any increase in the curtailment right by Inland. 
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The Commission recognizes that the existing curtailment rights of Inland with 

its 11 firm 11 Industrial customers provide a substantial peak-shaving benefit to 

both the company and those Industrial 11 firm 11 customer:;. An additional 

increase in curtailment for five extra half-days would be advantageous if the 

base of the 11 needle peak 11 discussed by Mr. Powell is greater than five days, 

after considering platooning of curtailment rights to effectively broaden the 

base. The Commission has considerable difficulty however, with a mandated 

change to 10 half-days of curtailment incorporated in a firm gas contract. 

While the Commission is not prepared to increase the extent of curtai I ment, it 

finds favour with Inland's proposal that a short-fall in curtailment in one day 

can be carried over to another day. 

As Inland is considering peak-shaving options the Com mission believes it would 

be most prudent for the utility to avail itself of the offer of additional 

peak-shaving put forward by Corn inco and Prince George Pulp and Timber. 

Inland should also consider allowing customers like Consumers' Packaging to 

negotiate a reduction in their existing curtailment responsibilities by entering 

into contracts with other Industrial customers to provide those curtailment 

rights or, in the alternative, pay Inland a higher rate to reflect the improved 

quality of service desired. 

3.4 Confidentiality of Prices 

The matter of confidentiality of prices occupied more hearing time than any 

other issue. Inland proposed that there should be confidentiality of burner-tip 

prices and margins of utility sales to allow the utility to compete with direct . 

sales because it's cost of gas is public knowledge at this time. Inland is 

prepared to have the margin of its sales rates become public when the rate is 

unbundled to establish a transportation service rate because the cost of gas to 

transportation service is confidential. ln evidence Inland acknowledged that 

while the existing commodity cost of gas to the uti I ity is known it may become 

confidential effective November I, 1987. Even if the rate remains public for 
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the upcoming contract year, Inland wi II be able to attain some measure of 

confidentiality when the Government and existing contracts allow it to 

purchase gas from suppliers other than BCPC. Inland also proposed that its 

11 negotiated 11 rates remain confidential to allow the utility to meet competition 

from competing fuels and to allow it to negotiate on an individual basis. 

Other participants at the hearing argued against confidentiality of Inland's 

margin. Mr. Gathercole noted that revenue shifted as a result of discounted 

confidential margins by Inland could be automatically transferred to core 

customers via the Gas Pricing Clause ("GPC"). In argument he submitted that, 
11 the core customers wi II be being used to subsidize Inland's undercutting its 

com pet it ion, and in order to see whether that is happening we need more 

inform ation. 11 

The Industrial customers argued in favour of public margins noting that recent 

disclosure of final offer prices by Inland to its non-captive customers had not 

led to a "me too" reaction of all customers demanding the lowest rate. 

The Producers also argued against confidentiality noting that the consideration 

of choosing one gas source against another should relate to competition in the 

field, and not to the monopoly transportation systems. The Independent 

Petroleum Association of Canada ( 11 IPAC 11
) urged the Commission to cause 

Inland to separate the regulated transportation function of Inland from the 

function of buying and selling gas. 

The Commission strongly supports the notion that margins for monopoly 

transportation sales and services should be public. The Commission recognizes 

that this could put Inland at a competitive disadvantage for the upcoming 

contract year if the prices of gas negotiated by Inland are made public. The 

Commission directs Inland to make the margins on all Industrial sales and 

transportation schedules explicit in those schedules. If however, Inland is 

ultimately allowed to negotiate discounts in the margin for customers 
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considering alternative fuels or by-pass the reduced margin for those 

customers will be filed as a public Tariff Supplement when accepted by the 

Commission. Any reductions in margin will be offered equally to sales and 

service options. 

With respect to authorized overrun ( 11 AOR") gas Inland wished to have the rate 

for AOR sales remain confidential. The Com mission believes that the margin 

for AOR sales should be public. However, as stated earlier in this Decision the 

Commission may consider a differential margin between sales and service of 

interruptible gas to account for the use of the valley in the core customers 

nomination with Westcoast. Through such methods the core customers would 

retain a high load factor from AOR sales or be compensated by interruptible 

transportation customers for the use of core customer pipeline space. 

3.5 Force .'v1 eure 

The provisions regarding force majeure found in lnland1s Transportation 

Service Agreements vary depending on, for instance, whether the 

transportation service in question is firm or interruptible. There would appear 

to be two general issues in dispute. The first is whether Shippers should 

receive credit from Inland for Westcoast charges incurred during a declaration 

of force majeure due to strikes or lockouts. The second issue considers 

whether Shippers should only be entitled to relief from their contractual 

obligations during an event which would have given rise to a declaration of 

force majeure by Westcoast prior to November I, 1985. 

Inland's Large Industrial sales customers are relieved from paying Westcoast 

charges under the existing Schedule I I. However, Inland's evidence is that it 

no longer receives such credit from Westcoast. It would appear that all of the 

parties agree that the strike relief provisions should mirror one another under 

either uti I ity sales or transportation service. Inland argued this should reflect 

r current situation with Westcoast and the Commission agrees. If Inland 

must continue to pay Westcoast tolls and tariffs notwithstanding a declaration 

of force majeure due to strikes or lockouts and could not be reimbursed by the 
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sales or service customer, Inland would be bearing the risk of its customers' 

labour situations. This is clearly unacceptable. The force majeure provisions 

dealing with Westcoast tolls and tariffs during strikes or lockouts shall remain 

in the form found in the proposed tariffs. The Commission recognizes that 

Inland may have to adjust the amount it is collecting under its strike 

adjustment clause to reflect this. 

With respect to a Shipper being able to declare force majeure only in 

situations where Westcoast would have declared force majeure prior to 

November I, 1985 the Commission finds this equally unacceptable. A force 

majeure provision is intended to provide relief from contractual obligations 

where events occur beyond the control of the contracting party. Inland's 

concern that Shippers may not offer adequate diversity of gas supply is not a 

force majeure question but one of whether adequate back-up supply is provided 

sufficient to reduce the risk of a failure of gas supply in reasonable 

circumstances. Inland has required this diversity of gas supply under the 

applicable schedules. Inland is therefore directed to remove Article 12.3 from 

the Schedule 15 Transportation Agreement, and similar provisions in other 

agreements. 

3.6 Daily Versus Monthly Gas Balancing 

Inland provides monthly gas balancing on existing Schedule II and the proposed 

Schedules 15 and 16. Inland has also provided for monthly gas balancing in 

Document No.5. Daily gas balancing is required for Schedule 17, Documents I, 

2, 3 and 4. 

Dealing first with Schedule 17, which is a Schedule that provides for AOR 

sales, Inland's evidence is that it only wishes to pr-ovide daily gas balancing 

because this Schedule is not curtai I able by Inland. Inland argued that the 

provision of monthly lancing allows those Industrial customers to enter into 

gas supply contracts at improved effective load factors which will result in 

lower negotiated wellhead prices. Inland wished to encourage Industrial 
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customers to make use of Schedule I 5, rather than Schedule I 7, because of the 

curtailment rights under Schedule 15. 

The Commission notes that Schedule I 7 includes additional charges in the 

Inland margin which exactly equate with 50% of the demand charges from 

West coast. Therefore, to the extent Inland might have to increase its 

nomination by 50% of a Schedule 17 customer1s own nomination, Inland has 

already compensated itself in the Schedule 17 rate for the additional demand 

cost with Westcoast. Also, Mr. VanGenderen testified there would be some 

offset because more valley gas would be available for AOR or Interruptible 

sales. The Commission concludes that Inland should provide monthly gas 

balancing for Schedule 17 because Inland has fully compensated itself for the 

additional demand charges liable from Westcoast. 

Turning to Documents I, 2, 3 and 4 Inland argues that there cannot be monthly 

gas balancing on those schedules because of the inherent differences between 

transportation service gas being used for interruptible purposes as opposed to 

AOR sales. The problem appears to be that an Industrial customer nominating 

interruptible service will cause Westcoast to deliver the nominated volume of 

gas that day under interruptible service. Inland argues that it will be liable to 

W estcoast for those interruptible service charges because of the 11Shotgunning 11 

technique used to deliver the gas. Inland argued that because of the Westcoast 

provisions it is unable to offer monthly gas balancing for Documents I, 2, 3 

and 4 without incurring added costs to the core market. 

The Commission accepts, at this time, Inland's testimony with respect to the 

need for daily gas balancing on these Documents. However, the Commission 

views monthly gas balancing as a desirable feature to be offered to all 

Industrial customers on the Inland system. The Commission encourages Inland 

to investigate ways to provide this balancing without added cost to the core 

market. This could perhaps be accomplished by modifications to the 

Westcoast contract or adjustment to the Documents so that the interruptible 

customer wi II absorb any remaining costs as a result of the provision of 

monthly balancing to the Documents. 
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3. 7 Producers as Shippers 

This issue is whether Producers should be allowed to be Shippers on Inland's 

system. Inland argued they should not for the reasons set out in the evidence 

of Mr. Arthur found under Tab 2 of Exhibit 20 and on pages I and 2 behind Tab 

I of Exhibit 56. Inland is concerned with the creditworthiness of possible 

Producer/Shippers; the necessity to deal with end-users in the management of 

its system (including ensuring that it has access to the end-user's property and 

the right to curtail the end-user); the possible monopolization of Inland's 

system by producers tying up capacity; and, the possible breach of franchise 

agreements including a possible reduction in revenue to the Municipalities. 

The Municipalities supported Inland's argument although they did not appear to 

object to the principle of producers being Shippers, but rather to the possible 

reduction in revenue from franchise fees. 

The Producers want to be Shippers so they may offer "one-stop shopping 11 to 

direct gas purchasers, including bundled sales service very similar to Inland's 

current sales tariffs. They rejected Inland's arguments saying those 

difficulties could be covered by provisions in the Transportation Schedules or 

in individual operating agreements. Inland's witnesses agreed this could be 

done but argued this would add undue complexity without any apparent 

benefit. The Industrials, Consumers Packaging and !PAC basically echoed the 

Producers' sentiments. 

The Commission believes Producers should have access to Transport at ion 

Service Schedules as Shippers. However, the Commission acknowledges 

Inland's concerns with respect to creditworthiness and monopolization of 

Inland's system. Both of those matters should be covered in the Transportation 

Schedules along with other requirements !ike access to the end-user's property. 
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The Commission is not in a position to attempt to interpret the franchise 

agreements to determine whether Producers being Shippers would constitute a 

breach of such agreements. Inland was concerned with the possibility that an 

injunction may prevent producers from supplying gas within the municipalities 

and that the end-users would possibly have to go back to Inland to arrange for 

their transportation requirements. However, the Commission notes that the 

Producer will have nominated with Inland and this space will be available in a 

practical sense. It may be that the Transportation Agreement may simply be 

assigned. 

The Commission recognizes that franchise matters will be discussed further in 

Kelowna. It is also worth noting that the current Schedules provide for the 

payment of franchise fees above those currently collected if it is determined 

these fees must be paid. 

3.8 Shippers Holding Contracts With Westcoast 

Inland strongly opposed Shippers holding their own contracts with Vifestcoast. 

Inland has raised various problems related to this issue including its exclusivity 

clause with Westcoast and the potential for further reductions in franchise fee 

revenue to municipalities. Apart from several contractual impediments there 

appear to be two main issues related to Shippers holding contracts with 

Westcoast. First, Inland holds the view that if an Industrial customer acquires 

its own contract with Westcoast it wi II be one step closer to by-passing the 

Inland system. The Industrial customers have countered this argument by 

stating that acquiring their own contracts with Westcoast is such ani mportant 

issue that if it is not provided they are likely to be forced to by-pass the Inland 

system, should this be available. 

The second concern raised by Inland is that Industrial customers obtaining 

their own contracts with Westcoast \viii attempt to contract gas behind the 

rvkMahon processing plant to minimize their cost of delivering marketable 

quality gas on the Westcoast system. Inland would also like to maximize its 

reserves behind the McMahon plant to reduce costs for the core customers. 
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Inland argued that it may be impeded from competing for plant capacity until 

1991 when the lnland/Westcoast contract expires. However, other evidence at 

the hearing has identified the potential for Inland to contract for gas sooner 

than 1991. 

The issue of allocating space behind the various gas processing plants in British 

Columbia may be unique in North America. The resolution of this issue is a 

perplexing problem being discussed not only in this hearing, but before the 

National Energy Board and between BCPC, the B.C. Government, the 

distributor companies and producers. Ideally, the allocation of space behind 

the processing plants could be determined in a way which would allow the 

British Columbia distributors and Industrial customers fair and equal access to 

the capacity at the same time. 

ln this regard Inland gave assurances in its argument that it would deal in some 

equitable manner with plant capacity with its Industrial customers when Inland 

itself is able to buy gas directly. 

The Commission supports the desirability of Shippers having the right to 

contract for services from Inland related solely to the Inland transportation 

system if they can arrange their own transportation with Westcoast. The 

Commission therefore finds Documents 3, 4 and 5 to be desirable. The 

Commission believes that these Documents should be filed as Rate Schedules 

so that Industrial customers can at least avail themselves of currently 

uncontracted capacity behind the various gas processing plants in British 

Columbia, if that is their desire. The Commission recognizes that allocation 

of plant capacity is an important issue to the distributors although it is beyond 

the Commission jurisdiction. Because the issue has the potential for 

frustrating government policies concerning competitive marketing the 

Commission urges Inland, for its part, to seek an early resolution of the plant 

capacity problems with Westcoast and BCPC. The Commission does not 

believe this issue can be allowed to persist until 1991, as indicated by Inland. 
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3.9 Transportation Services for 
Inland's Schedule 5 Customers 

Inland is committed to providing Transportation Service to its Schedule 5 

customers commencing November I, 1988 subject to the prior resolution of a 

number of issues. The Industrial panel urged the Commission to order Inland 

to provide Transportation Service to these customers as soon as possible. 

The Commission is encouraged that Transportation Service wi II be made 

available to lnland1s Small Industrial customers. This will enable them to 

engage in the direct purchase of natural gas. In addition, it may relieve some 

of the competitive pressures from alternative fuels Inland is experiencing with 

respect to these customers and which we expect to hear more about in the 

second phase of this hearing. 

Inland stated that certain issues must be resolved before they can provide this 

service. For the most part, these are the same issues which are being resolved 

for Large Industrial Transportation Service to take place. The differences, if 

any, relate to the size of the load and the service that the Small Industrials 

are presently receiving. The Commission accepts lnland1s argument that they 

must learn to walk before they can run. However, Transportation Service 

should be available to lnland•s Small Industrial customers commencing 

November I, 1988. To ensure that this service is in fact avai I able at that 

time, Inland is directed to provide the Commission, by October I, 1987, with 

draft schedules it feels are necessary to provide this service. Inland should at 

that time clearly identify what notice requirements it will require from . 

Schedule 5 customers moving to Transportation Service. 
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3.10 First Call Priority 

Inland requires that Shippers choosing Transportation Service provide a diverse 

gas supply to ensure that adequate gas wi II be avai I able on days when Inland is 

curtailing the transportation customer. As part of the diversity of gas supply 

Inland requires that the Shipper have at least 75% of his maximum day 

transportation volume ("MDTV 11
) as first call priority gas. The first call 

priority means that the gas is not under contract for delivery to other parties 

at an equal priority to the delivery to the Shipper. 

Inland stated in argument that the 75% level of first call priority was a good 

starting point. Counsel for Inland further stated, "But I suppose if at some 

future date it was demonstrated that there was a good reason to change from 

that, we'd be prepared to listen at that time." 

The Industrial customers did not take issue with Inland's 75% requirement for 

first call priority gas volumes, since the Industrials felt that, in most cases, 

they would require equivalent or better security of supply for their own 

operations. 

The Producer groups argued that the level of first call priority, and the 

diversity of supply behind any transportation contract should be determined by 

the independent gas supply consultant. 

The Commission recognizes that there can be many sources of gas supply, with 

varying levels of priority, which may be contracted as primary and back-up 

supply for a particular contract. The Producers demonstrated at the hearing 

how they had provided for interlocking arrangements of gas supply amongst 

themselves which made available many wells behind at least two of the gas 

processing plants in British Columbia to supply gas to their Industrial 

customers. In addition, these Producers were prepared to make Alberta gas 

avai I able in the event a II B.C. gas vvas being utilized for other contracts. Such 

a situation would enhance the security of gas supply to all British Columbians 

during emergency periods. 
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The Com mission is satisfied that the 75 9o first call priority volume is a good 

starting point for the transportation contracts. However, the Commission can 

visualize situations where the amount of first priority gas should be increased 

in percentage, and cases where the diversity is so complete that the 

percentage could be reduced as low as 57.5%. The level of 57.5% simply 

reflects the diversity of gas supply available from BCPC which is considered 

to be the most diverse gas supply historically available. 

The Commission therefore directs Inland to modify its first call priority clause 

to allow the Company to either increase or decrease the percentage of first 

call priority gas depending upon the diversity of gas supply offered for a 

particular contract. 

With respect to the use of Alberta gas, Inland's position is that this gas should 

be provided as back-up in emergency situations only. The Producers take the 

position that Alberta gas should be allowed when they have exhausted the B.C. 

sources of natural gas. The differences of opinion with respect to the use of 

Alberta gas were based on implications for increased costs to the core market 

of Westcoast gathering and processing facilities if Alberta gas substantially 

displaced gas production which otherwise would have come from British 

Columbia. 

With respect to the use of Alberta gas the Commission does not take issue 

with the positions raised by any of the parties. The Commission believes that 

the provision of Alberta gas as part of the back-up supply arrangements to a 

transportation contract is desirable when the Alberta gas is to be used after . 

B.C. sources of supply have been exhausted. This provision wi II ensure that 

the Wcstcoast processing facilities are not by-passed by transportation 

customers seeking lower cost processing. The Commission would not like to 

see a situation develop where Inland's core customers faced escalating 

processing costs due to transportation customers choosing gas processed 

outside B.C. 
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3.1 I Nomination Lead Times 

Under the current lnland/Westcoast contract, Inland is required to nominate 

its contract demand twelve months in advance of the contract year for which 

the contract demand will apply. Inland therefore requires that its Industrial 

customers give the utility thirteen months advance notice of the Industrial's 

nomination. During the past year Inland and Westcoast have allowed the 

Industrial customers latitude in choosing between utility sales and 

transportation service for some period after the nomination dead! ine. At this 

time the date for choosing between utility sales and transportation service for 

the contract year commencing November I, 1987 is September I, 1987. 

The long lead-time in making nominations has been a sore point between 

Industrial customers and Inland, and, in tum, Inland and Westcoast for some 

time. More flexibility and shortened lead-times would seem to be required in 

the current competitive marketing era. 

Mr. DeBiasio raised interesting points during his examination by Inland's 

Counsel. At page 2535 of the transcript, Mr. DeBiasio suggested the 

Commission order Inland to have the nomination period shortened. 

Mr. DeBiasio pointed out that he was very impressed when the Commission 

ordered Inland to extend the date for choosing between sales and service this 

year and "lo and behold it happened 11
• The Commission believes that the 

nomination lead-times included in the lnland/Westcoast contract are excessive 

and are not responsive to government policies fostering a competitive 

marketplace. In the spirit of the government agreements, and as discussed in 

the Pipeline Review Panel Report, this type of issue should be renegotiated by 

the parties. The Commission is aware that this matter is being raised at the 

current N.E.B. review of Westcoast rates, but the Commission also directs 

Inland to pursue this matter privately with West coast and report back to the 

Commission by October I, 1987. 
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While the Commission believes that shorter lead-times and greater flexibility 

in nominations are required, the Commission does recognize the need of the 

utility companies to plan for capacity additions and gas supply. The amount of 

prior notification of demand changes would logically depend on the magnitude 

of the change in demand. For example, a small change in demand can, in most 

instances, be accommodated without long lead-times. 

3.12 Affiliate Transactions 

IPAC raised the matter of affiliate transactions in paragraphs 59 and 68 of its 

evidence and in argument. IPAC urged the Commission to impose limitations 

on non-arm•s-length purchasing by Inland from Inland Producer affiliates. 

The matter of lnland1s gas purchasing and competition with other Producers 

and Brokers was also discussed by lnland1s Counsel with the Industrial panel. 

The potential for utilizing brokerage companies like United Gas Brokers was 

canvassed. 

The Commission recognizes that inadequate evidence has been raised in the 

hearing so far to fully address the matter of affiliate transactions. However, 

the Commission is very concerned that it must come to grips with the 

appropriate structure of distribution utilities with respect to gas purchases and 

sales. 

In the Pipeline Review Panel Report, that Panel came to the conclusion that, 

11 for the development of an effective competitive marketing system, the panel . 

considered it absolutely necessary that separate policy making, management, 

and accounting exist between the transportation services and any marketing 

functions of a pipeline company. 11 With respect to distribution companies the 

Panel recommended 11 that distribution companies also review their corporate 

alternatives and move to the appropriate degree of separation between any 

unregulated gas purchase and marketing activities, on the one hand, and their 

regulated transportation activities and their full service to Residential, 

Corn m ercial and non-direct sale Industria I customers, on the other hand. 11 
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If Inland proposes in future to charge different commodity prices for natural 

gas to different customers within a similar class, or if Inland proposes to 

purchase natural gas from any non-arm's-length brokerage or production 

company, Inland is instructed to lead evidence in Phase two of this hearing on 

the appropriate corporate structure to ensure equitable treatment for all core 

customers. 

3.13 Prior Termination of Contracts 

Article XI in the Schedule 15 Transportation Agreement, and similar articles 

in other Transportation Schedules, deals with the prior termination of a 

Transportation Agreement if one party fails to perform any of the obligations 

imposed within the Agreement. The Commission is satisfied with the Article 

as far as it goes. However, the Commission is concemed that a utility could 

be left with substantial undepreciated pipeline assets through the prior 

termination of a contract. 

Dealing first with a new customer, the Commission envisages situations where 

Inland would extend a separate lateral to a new Industrial customer. In so 

doing it would be prudent for the utility to enter into a long-term agreement 

with the Industrial customer, or to ensure that should the Industrial customer 

leave the Inland system prematurely the assets put in place for the customer 

would be paid for by that customer. As an example, Inland might consider an 

initial five-year agreement with a new customer with a proviso that should the 

customer not extend the contract beyond five years he would be liable for the 

then depreciated assets that were put in place to accommodate that load and 

which have no residual value if the customer terminates service. 

!n the case of Inland's existing customers, particularly those customers who 

have been with Inland for ten years or more, the Commission believes that it is 

appropriate to continue contract extensions on a yearly basis or longer 

depending on the wishes of the Industrial customer. These customers have now 

been with Inland for some period of time and can be considered to have 

contributed greatly to the assets of the utility put in place for their use. 
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Finally, one must consider any customers who might leave the Inland system to 

use alternative fuels, or to construct a by-pass pipeline. Depending on the 

circumstances it might be appropriate to charge such customers a re-entry fee 

should they wish to rejoin the Inland system at a future date. Such a re-entry 

fee would be appropriate if the opting in and out of customers created 

gyrations in rates to other customers and difficulties in gas supply 

arrangements. Inland may wish to address this matter further in the second 

phase of the hearing, or at a future date. The Commission does not consider 

that a re-entry fee is appropriate for customers choosing to obtain their 

natural gas via Transportation Service as the transportation customers are still 

utilizing the Inland pipeline system and contributing to it. However, 

Transportation Service customers wishing to return to sales service may be 

exposed to gas commodity prices available at that time. 

3.14 Producer's Declaration 

The Producer's Declaration is provided for in those Transportation Schedules 

where Inland has the right to curtai I the Shipper. The necessity of Inland 

ensuring that this gas is avai I able has already been discussed. The Commission 

is aware that the form and content of the Producer's Declaration has gone 

through a number of changes including the removal of the requirement that 

the Declaration be sworn. The only remaining issue is with respect to 

paragraph 6 which reads as follows: 

11 6. The Producer acknowledges and understands that the matters 
declared herein wi II be relied on by Inland in assessing and 
arranging its natural gas supply requirements." 

Inland argues that this provision is necessary to ensure that the person signing 

the Declaration recognizes the importance of the accuracy of the information 

contained in the Declaration. The Producers took exception to the provision, 

arguing that it goes beyond the scope of what needs to be covered in the 

Declaration and is not necessary or appropriate. As an alternative, they urged 

and to allow the provision to be covered in a preamble or a covering letter. 
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The Commission concurs with Inland's position on this matter. The very reason 

there is a need for a Declaration is for Inland to ensure, to the maxi mum 

extent possible, that the Shipper's gas wili be available for the core market on 

the coldest winter days. Inland should and will be relying on the information 

supplied by the Producer in assessing and arranging its natural gas supply 

requirements. Paragraph 6 should be retained in the Producer's Declaration. 
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4.0 DECISION 

The Commission directs Inland to make the necessary changes to its proposed 

Schedules to reflect the Commission's views contained in this Decision. The 

revised Schedules and Documents I through 5 are to be filed on or before 

June 26, 1987 as specified in attached Order No. G-37-87. 

DATED at the City of Vancouver, in the Province of British Columbia, 

this 17th day of June, 1987. 

N. !'v\ARTIN, Commissioner 
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t:'s cow.~ NUMBER G-37-87 

BEFORE: 

PROVINCE OF BRITISH COLUMBIA 

BRITISH COLUMBiA UTILITIES COMMISSION 

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

and 

IN THE MATTER OF an Application by 
Inland Natural Gas Co. Ltd. 

M. Taylor, 
Chairman; 
J.D.V. Newlands, 
Deputy Chairman; and 
N. Martin, 
Commissioner 

0 R D E R 

June 17, 1987 

WHEREAS the intent of the Agreement dated October 31, 1985 

between the Governments of Canada, British Columbia, Alberta, and 

Saskatchewan was to foster a competitive market for natural gas; and 

WHERE AS the provision of Transportation Service by Inland 

Natural Gos Co, Ltd, ("Inland") is a necessary step in the movement towards a 

competitive market for natural gas; and 

WHERE AS certain Industrial customers and Producers of 

natural gas have complained to the Commission regarding the Terms and 

Conditions of Inland's provision for such Transportation Serv!ce; and 

WHEREAS Inland has applied to the Commission for approval of 

the Terms and Conditions under which it sells natural gas to certain of its 

customers and under which it provides Transportation Service to certain of its 

customers; and 

WHEREAS the Commission has held a hearing inqJiring into the 

appro;::>riate Terms and Conditions for which approval was sought and other 

matters incidental to the provision of Transportation Service; and 

I'WPTI< FLOOR.&:>? S'''THE ST•EE't VA.'<CO.!VEF\ S C. Vel 2£1 CA>WlA 
TEL£PM~E {604) f.&.')-470C>, TELEX· ().(·~536. AAP1~ 12'0 \~) 660-1102 

••• /2 
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2 
ORDER 
NUMBER G-37-87 

WHEREAS the Commission considering it desirable to issue in a 

timely manner a Decision or.t ~hese matters, including the complaints of 

certain Industrial customers and certain Producers, has issued Its Decision 

concurrently with the date of this Order. 

NOW THEREFORE the Commission orders that Inland comply 

with the directions contained in its Decision dated June 17, 1987, on or before 

the dates prescribed for compliance in the Decision. 

DATED at the City of Vancouver, in the Province of British 

Columbia, this /,~ day of June, 1987. 

BY ORDER 

j/~~ 
Chairman / 



Inland Natural Gas Co. Ltd. 
Box 12503 
l 066 West Hastings Street 
Vancouver, B.C. 
V6E 3G3 

Attention: Mr. Don Fairbairn 

Dear Sirs: 

-<_\--;;)' -v4, 
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S CO~'"' 

October 9, 1987 

Re : Applications for Approval of Letters of 
Intent Between Inland Natural Gas Co. Ltd. ("Inland") 
and Prince George Pulp and Paper Limited ("PGPP 11

) 

and Husky Oil Operations Ltd. ("Husky"), respectively 

APPENDIX B 

The Commission has reviewed the above-referenced Applications, as 
amended. The Commission has also reviewed the Inland letter of October 8, 
1987 to the Commission further revising the Applications. The Commission 
has not completed it's deliberations on all matters related to the hearing of 
Inland's Rate Design Application, and therefore that decision will be issued at 
a future date. However, the Commission is aware of the need for a decision 
on the negotiated rates issue and then on the Application for negotiated rates 
for PGPP and Husky. The deadline you face with respect to allocation of 
processing capacity at the Westcoast Transmission Company Limited's 
McMahon plant, and the desire of all parties to avoid an additional bypass 
hearing if the hearing is not necessary, requires the Commission issue this 
partial decision on rate design matters and individual contracts at this time. 

The Commission Panel considering the Inland Rate Design Application has 
determined that negotiated rates for industrial customers are desirable for 
those customers with a bypass option, with certain stipulations that are 
explained in this letter. Therefore, the Commission wishes to provide you \Vith 
its views in the absence of complete reasons on the Rate Design Hearing to 
allow suitable arrangements to be made for the upcoming gas year. 

,;s you are aware, Sections 64 through 66 of the Utilities Commission Act 
("The Act") require that the rates Inland cha;ges for utility service be just, 
reasonable and not unduly discriminatory. However, just and reasonc.ble rates 

... /2 
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must reflect actual circumstances. One of these circumstances occurs where, 
through the existence of a competitive alternative, an existing customer may 
obtain its energy needs at a lower price than the postage-stamp rate available 
on the Inland system. This customer then has an incentive to leave Inland's 
system. In this circumstance, the Commission believes that it is appropriate 
for that customer to be able to obtain service at a lower rate to keep it on the 
system so long as it can be established that, for the duration of that 
customer's stay on Inlan.d's system, the customer will at least be covering 
Inland's variable costs of serving that customer and making a contribution 
towards the fixed costs of the system. The Commission believes that such 
competitive rates are not unduly discriminatory or preferential. 

A synthesis of all the evidence before the Rate Design Panel makes it clear 
that government policy makes the option of bypass a realistic possibility for 
some major interested customers. The Commission accordingly concludes that 
this bypass option must be viewed as a competitive alternative to service at 
Inland's existing rates and that lower rates should be available to certain 
customers in order to avoid their leaving the system. 

The Commission further believes that the contribution a customer with a 
competitive alternative makes towards Inland's overall costs can be maximized 
if individual negotiations take place between Inland and these customers, 
rather than the Commission attempting to pre-set rates which will keep these 
customers on the system. Therefore, the Commission endorses the negotiation 
process which has taken place with PGPP and Husky, and approves of Inland 
negotiating with other customers who have competitive alternatives available 
to them. 

Obviously, the approval of such a process places a great deal of responsibility 
on Inland to negotiate as prudently as possible to ensure that a customer is not 
kept on the system at rates which are subsidized by other customers and that 
the contribution from that customer is maximized. The Commission's role in 
reviewing the negotiated rates is to ensure that Inland has met this obligation 
to its other customers. The Commission will only approve rates that reflect 
the true cost of bypass to the industrial customer including valuation of 
additional benefits from staying on the Inland system, if those rates are not a 
detriment and provide a positive contribution to the other Inland customers. 
The Commission will accordingly continue to review the rates established by 
Inland to ensure that they are just and reasonable and that any revenue 

, shortfall is fairly allocated. At this time, the Commission recognizes that the 
revenue shortfall will be made up from other customer rates. The Commission 
will continue to review decisions made by the utility to insure that all 
customers are treated fairly and that management continues to operate in a 
prudent manner. 

With respect to the actual rates applied for in these Applications, ·Inland's 
October 8, 1987 letter of revision requests that, due to possible changes in the 
capital costs of these customers' bypass alternative, the first year rates in the 

... /3 
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Applications be approved and the base rates for the second year and beyond be 
subject to the decision of the National Energy Board regarding the 
responsibility for costs on Westcoast's system. 

Through the Rate Design Hearing and the information filed with these 
Applications, the Commission is familiar with the negotiations which have 
taken place between Inland and PGPP and Husky respectively. In addition it is 
aware of the circumstances of these customer's bypass options and continued 
service from Inland, Inland's costs of serving these customers and the effect 
that approval of the proposed rates will have on Inland's other customers. 
Under these circumstances, the Commission approves the first year rates 
proposed for service on the Inland system contained under Appendix "A" 
(revised) of the PGPP and Husky Applications respectively. The Commission 
agrees with Inland that base rates for the second year and beyond should await 
the revisions referred to in the October 8, 1987 revision letter. The 
Commission accepts the general principle, however, that future rates should 
continue to reflect the cost that each individual customer would incur if it 
went to bypass, including valuation of additional benefits from staying on the 
Inland system provided that those rates result in a positive contribution to 
other Inland customers. 

\Vith respect to this approval, Inland should not regard either the materials 
filed in these Applications nor the approval process undertaken as establishing 
a precedent for future approvals. The appropriate materials to be filed and 
procedure to be followed for future approvals, including whether a public 
hearing will take place, will depend on the individual circumstances of each 
case. 

In addition to the above, the Commission wishes to indicate that, at this time, 
it generally approves of the terms and conditions set forth in the respective 
Applications, including the long term nature of the proposed agreements, with 
the foHowing two exceptions. Firstly, the Commission does not believe that 
any future rate changes should or can, under the Act, be determined solely by 
the surcharge provision contained in paragraph 2 on page 2 of the Letters of 

· Intent. As mentioned above, it is the Commission's ongoing duty under the Act 
to ensure that Inland's rates are just, reasonable and not unduly 
discriminatory. Under Sections 64 and 70 of the Act the Commission may be 
asked at any time to determine this. Although the Commission believes that 
the proposed Rates, Terms and Conditions meet this standard at this time, the 
Commission cannot fetter its discretion to revisit this auestion at some time 
in the future. Therefore, the Commission cannot answer the question whether 
c.ny adjustments to the rates under the proposed surchc.rge clause will be 
accepted as just, reasonable and not unduly discriminatory until such 
adjustments are filed. Further, the Commission cannot say that, given 
changing circumstances, the proposed rates will remain just, reasonable and 
not unduly discriminatory. Inland's October 8, 1987 letter of revision, 
outlining a significant change, is an example of just one of these changing 
circumstances. 

• .. /4 
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Secondly, the Commission notes that the Husky Application does not contain 
the same paragraph on page 4 dealing with franchise fees as the PGPP 
Application. We would ask that lnland confirm that it is Husky's intention to 
indemnify Inland for any franchise fees found to be payable in the future. 

As a final matter the Commission wishes to remind the parties of conditions 
contained in it's June 17, 1987 Decision (Commission Order No. G-37-87) that 
a re-entry fee may be considered in certain circumstances and that .. 
Transportation Service customers wishing to return to sales service at a future 
date may be exposed to gas commodity prices available at that time. 

265A/20 
WJG/cms 

Yours very truly, 

r,~arie Taylor 

Chairman 
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October 16, 1987 

Britieh Columbia Utilities Commission 
4th Floor 
800 Smitho Street 
Vancouver, B.C. 
V6Z 2El 

gtention: J.M. Bogyo, Acting Cc:nmission SecretarY: 

Dear Sirs; 

Ro: Applications for App~oval o[ Letters of !nt~nt between 
Inland Natural Gas Co. Ltd. ("Inland") and Prince George 
Pulp and Paper Limited ( 11 PGPP 11

) and Husl\y Oil operations 
L~_9.. ( "H\.l~~~~}, respcctiy_~ly 

We refer to the Commission's letler of OctQber 9, 1987, 
to Hr. Don Fairbairn of Inland Natural Gas setting out the 
Commission's decision with respect to th~ above-captioned matters. 

We are ,...r it ing on behalf o.C ou.r clients, PGPP and Husky, 
who have requested that we ~eek clarification of some matters 
contained in the Commission's daclsloz1, in order that this matter 
may be finalized. As the Commission is av;are, and as is reflected 
in the Commission's decision, PGPP and Husky do have a realistic 
bypass option which forms a truly compelilive alt~rnative to service 
with Inland. This competitive alternative formed the basis of 
Lhe nt!gutiations bGtween lnland and PGPP and Husky leading to 
lh~ir agreement filed with the Commission on August 21, 1987. 
Clearly, the ratGs and the terms and conditions contained in that 
agreement were structured Lo meel pt!rceived advan~agcs of.bypass, 
noL ju~t now, but into the future indefinitely while a~ the same 
time returning significant benef:ts to Inland. 

It is clear to U5 in reviewing the Commission's letter 
of October 9, 1987, that the Commission has recognized the bypass 
as a re~li~tic and competitive alternative and further that it 
has endorsed the cont.:~pt of a negotiating process to meet that 
competitive alternative. \•Jhat is not clear to us, o.nd to our 
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clients, is whether tho Comm.i.ss.i.on has recognized as reasonable 
the concept that the negotiated contracts with Inland should be 
longtcrm, with price cscalallOrl~ limited to those that a company 
would experience were it to have taken up it~ bypass alterna~ive 
or if the Commission felt £ut\1re. price adjustments should be set 
on some other basis. Thi~ concern ori~e~ principally out of the 
Ccmmiss ion • s comments wilh t·espL~<.:t to future pr icc increases which 
th~ Commission states it does not believe "should or can, under 
the Act, be determined solely by the surchtirge provision contained 
in Paragraph 2 of Page 2 or the Letters of Intent." This is 
extremely important to our cllent~ ~~ ~ large portion of the price 
reduction sought will be achieved in the second and subsequent 
years and further, the [uLure co~t security to be found in the 
fixed costs of a company-owned pipeline form one of the principal 
attractions of the bypass alternative. 

In orde1· that there be no confusion as to the clari£ica­
tion sought, we request that the Commission answer the following 
questions concerning th~ letter of October 9, 1987, recognizing 
that the positions sat forward itt response are the positions of 
this Commission, at this time, and cannot at law bind any future 
Commission from exercising it~ stalulory ui~c~~tion in these 
matters. 

1. Docs this Commi5sion, in approving the Inland agreements, 
accept the principle that the rat~s negotiated by Inland should 
be based on the bypa:ss costs in 1987/88, being the time the bypass 
line would have been conslruct~d were that alternative taken, 
and not subject to revision from Lime Lo tim~? 

2. Does this Commission accepL the principle that incremental 
rute ad~u.stments through the years should be bused upon the cost 
increments thot PGPP and Husky would l1ave experienced over time 
had they constructed a bypass pipelines in 1987/88? 

We would appreciate an early response to these inquiries. 

Yours v~ry truly, 

BULL, 

Per: 

HOU~.,SE ~TUP~PER 
./'./'~ .... ~~ .... ~·''!/ , 'lX . ·~"?? I/( 

/;{.!.,:;. ·~ 
I • 

R. Brian Wallace 

rmw:mp 

cc: Mr. David Rice 
Lnwson Lundell 

cc: M~. C.D. Johnson 
Russell & DuMoulin 
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Corrunissioners 
v. Hillard 
W.J. Grant 
J. Grunau 
R.J. Fletcher 
s.s. Wong 
A.C. 11ichelson 

Mr. R.B. Wallace 
Bull, Heusser & Tupper 
Barristers & Solicitors 
3000 Royal Centre 
P.O. Box 11130 
1055 West Georgia Street 
Vancouver, B.C. 
V6E 3R3 

Dear Mr. Wallace: 
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October 20, 1987 

Re: Applications for Approval of Letters of Intent 
between Inland Natural Gas Co. Ltd. ("Inland") 
and Prince George Pulp and Paper Limited ( 11 PGPP") 
and Husky O~J_Qperations Ltd. ("Husky") 

With respect to your letter seeking clarification dated 
October 16, 1987 the Commission wishes to advise you that within 
the restriction of the Act, which we explained in our October 9, 
l987 letter, the commission accepts at this time the negotiated 
rates and surcharge mechanism for year one and years two through 
ten, subject to the clarification of the Westcoast charges for 
tap and metering facilities. 

Within the restrictions of the Act the Commission panel 
hereby responds in the affirmative to each of the two questions 
contained on page 2 of your letter as outlined in our previous 

·correspondence. This affirmation represents the Commission's 
views at this time to the effect that the proposed rates are 
just, reasonable and not unduly discriminatory. 

ACM:ac 

Yoursf\truly, 

tv~~ 
r ..... '"""-L.Jl.~:...: 

;::? 
.. C. Hichelson 

Commission Secretary 

cc: D.L. Rice, Lawson, Lundell, Lawson & Mcintosh 
C.B. Johnson, Russell & DuMoulin 
R.J. Gathercole, B.C. Public Interest Advocacy Centre 
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Commissioners 
v. Millard 
W.J. Grant 
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J. Grunau 
R.J. Fletcher 
s.s. Wong 
A.C. Hichelson 

Mr. R.B. Wallace 
Bull, Hausser & Tupper 
Barristers & Solicitors 
3000 Royal Centre 
P.O. Box 11130 
1055 West Georgia Street 
Vancouver, B.C. 
V6E 3R3 

Dear Mr. Wallace: 
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October 20, 1987 

Re: Applications for Approval of Letters of Intent 
between Inland Natural Gas Co. Ltd. ("Inland") 
and Prince George Pulp and Paper Limited ("PGPP 11

) 

and Husky Oil rations Ltd. "Hus~y") 

With respect to your letter seeking clarification dated 
October 16, 1987 the Commission wishes to advise you that within 
the restriction of the Act, which we explained in our October 9, 
1987 letter, the Commission accepts at this time the negotiated 
rates and surcharge mechanism for year one and years two through 
ten, subject to the clarification of the Westcoast charges for 
tap and metering facilities. 

Within the restrictions of the Act the Commission panel 
hereby responds in the affirmative to each of the two questions 
contained on page 2 of your letter as outlined in our previous 

·6orrespondence. This affirmation represents the Commission's 
views at this time to the effect that the proposed rates are 
just, reasonable and not unduly discriminatory. 

ACM:ac 

Your st\truly, 
/}rii 

/l" ;I/',. c__J .f'!.:--.. 
A. Hichelson 
Commission Secretary 

cc: D.L. Rice, Lawson, Lundell, Lawson & Mcintosh 
C.B. Johnson, Russell & DuMoulin 
R.J. Gathercole, B.C. Public Interest Advocacy Centre 
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PROVINCE OF BRITISH COLUMBIA 

BP.iTISH COLUMBiA 
UT!UT!ES COMrJISSION 

ORDER 
NUMBER G-71-87 

BRITISH COLUMBIA UTILITIES COMMISSION 

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

and 

IN THE MATTER OF an Application by 
Inland Natural Gas Co. Ltd. 

J.D.V. Newlands, 
Deputy Chairman; and 
N. Martin, 
Commissioner 

0 R D E R 

November 4, 1987 

WHEREAS on October 30, 1987 Inland Natural Gas Co. 

Ltd. ("Inland") applied for Commission approval and acceptance for 

filing of an interim agreement dated October 30, 1987 between 

Inland and Prince George Pulp and Paper Limited ("PGPP"); and 

WHEREAS the interim agreement negotiated by the two 

parties is long-term in nature, with rates contained therein to be 

applicable for the gas contract year commencing November 1, 1987; 

and 

WHEREAS the Commission has considered the Application 

and supporting documents and is satisfied that the rates proposed 

are appropriate and properly conserve the public interest. 

NOW THEREFORE the Commission hereby approves and 

accepts for filing effective November 1, 1987 as interim firm the 

Demand and Commodity rates proposed, it being understood that upon 

delivery to the Commission of a completed contract that document 

will be considered to be a Tariff Supplement. It is further 

understood that the proposed rates may be adjusted to incorporate 

certain Westcoast charges amended in accordance with the 

determination of the National Energy Board. 

.. ./2 
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BRiiiSH COLUMBtA 
UTILITIES COMMISSION 

ORDER 

NUMBER G-71-87 

DATED at the City of vancouver, in the Province of 

British Columbia, this 0/7< day of November, 1987. 

~~ 
Deputy Chairman 
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ORDER lj~ ·"''? s coN\\"' NUMBER G-72-87 

PROVINCE OF BRITISH COLUMBIA 

BRITISH COLUMBIA UTILITIES COMMISSION 

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

and 

IN THE MATTER OF an Application by 
Inland Natural Gas Co. Ltd. 

J.D.V. Newlands, 
Deputy Chairman; and 
N. Martin, 
Commissioner 

0 R D E R 

November 4, 1987 

WHEREAS on October 30, 1987 Inland Natural Gas Co. 

Ltd. ("Inland") applied for Commission approval and acceptance for 

filing of an interim agreement dated October 30, 1987 between 

Inland andJ.!!usky Oil Operations Ltd. ("Husky"); and 

WHEREAS the interim agreement negotiated by the two 

parties is long-term in nature, with tates contained therein to be 

applicable for the gas contract year commencing November 1, 1987; 

and 

WHEREAS the Commission has considered the Application 

and supporting documents and is satisfied that the rates proposed 

are appropriate and properly conserve the public interest. 

NOW THEREFORE the Commission hereby approves and 

accepts for filing effective November 1, 1987 as interim firm the 

Demand and Commodity rates proposed, it being understood that upon 

delivery to the Commission of a completed contract that document 

will be considered to be a Tariff Supplement. It is further 

understood that the proposed rates may be adjusted to incorporate 

certain Westcoast charges amended in accordance with the 

determination of the National Energy Board. 
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DATED at the City of Vancouver, in the Province of 

British Columbia, this ~~r( day of November, 1987. 
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7.0 RECOMMENDATIONS 

Having regard for the evidence presented, the Commission recommends as 

follows: 

1. An Energy Project Certificate not be granted to Northwood, providing 

that Inland promptly offers Northwood a transportation contract with 

the rates and conditions specified in Section 6 of the report. The 

appropriate rates are $.20/GJ in 1987/88 and $.06/GJ for years two 

through ten, depending on final Westcoast costs and tax treatment 

thereon. 

2. The bypass policy be modified to refer to 11the reasonably competitive 

rate of bypass" rather than "the true cost of service"; and 

3. A dispute resolution process through the B.C. Utilities Commission be 

instituted to assist negotiations and try to avoid divisive, costly 

hearings. 
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BYPASS RATE DETERMINATION FACTOR INPUTS 

This Appendix provides further reasoning for the Commission's determination 

of those factors which were used in the computer models by Northwood and 

Inland to determine the appropriate bypass rate. A summary of the factors is 

displayed in the text on Table 6.3.1. 

A. Gas Volume 

In determining the gas volume used by Northwood, both Inland and Northwood 

used a volume of 3,032,900 GJ. This volume of gas represents the forecast of 

firm and interruptible consurnption by Northwood during the last fiscal year of 

Inland. Tile trend in gas consumption by Northwood has been decreasing for 

several years. 

During the hearing proceedings Northwood revised its estimate of gas 

consumption to 3,500,000 GJ. The Company identified that actual 

consumption of both firm and interruptible gas in a recent period justified this 

increased volume. 

The Commission recognizes that the earlier volume used by Inland and 

Northwood represents a normal consumption forecast extendable to future 

years. Also! Northwood gave evidence that the current value of the Canadian 

dollar against other world currencies provided for buoyant markets for 

Northwood's products at this time. The Commission therefore determines that 

the more appropriate volume to use is that volume which Inland and 

i'\orthwood had previously agreed upon. Therefore, the Commission model run 

uses a volume of 3,032,900 GJ. 



B. Caoital Cost 

APPENDIX C 
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Northwood estimated the capital cost of the construction of its pipeline and 

regulating facility at $648,000. In examination, Northwood conceded that the 

regulating facility would not provide for metering of the natural gas. 

Northwood had also not provided for a separate check valve at the 

commencement of its pipeline and block valves were not provided for by the 

company at either end of the Fraser River bridge crossing. 

Inland provided a separate estimate of the pipeline regulating and meter 

facilities which Northwood should put in place. The Inland estimate totalled 

$742,000 which was later revised to $734,000. For negotiating purposes Inland 

used a capital cost of $700,000. These costs included metering facilities. 

The Commission has determined that the cost of construction will likely 

exceed the Northwood estimate. At present one can anticipate winter 

construction which has been valued by Northwood at an additional $25,000. 

Northwood had not included costs which it had expended for the services of 

Opportunity Resources before that consulting company was replaced by 

Novacorp. Also, Inland gave evidence that the basic cost (before extras) for 

construction it had undertaken this year was equivalent to the total provision 

for construction costs allowed for by Northwood. To adjust for these 

additional costs the Commission has used a capital cost of $700,000 in its 

computer run. 

\Vestcoast estimated its tap and meter facility would cost $400,000 assuming 

no telemetering equipment and no AFUDC. Northwood planned to reduce this 

cost in half by integrating its regulating station with \1/estcoast's meter 

station. The Northwood plan has not yet been clarified and Westcoast has not 

agreed that it would take part in the integration. Until the cost savings are 

demonstrated to the Commission the higher value of $400,000 will l)e used as 

an increment to be added to the capital cost of $700,000. 



C. Operating and rv\aintenance Costs 
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In its first Application Northwood provided a cost of $32,000 for annual 

maintenance and operating expenditures. The company later reduced that 

number to $24,600. 

Inland had an estimate of $33,500 which it later revised to $30,500. For 

negotiating purposes Inland used a value of $30,000. 

The Commission has chosen an annual maintenance and operating expense of 

$30,000. This expenditure will provide for odorant of the natural gas. 

Northwood had expected that \Vestcoast would provide this service, but 

Westcoast testified that it historically had not provided odorizing facilities. 

D. Residual Value 

Northwood included a value in the 20th year of its model for the undepreciated 

capital cost of its pipeline. That valuation was $267,000. 

Inland did not provide any residual value for the pipeline, arguing that any such 

value would be determined by CCA allocations in the years 21 and beyond. 

That value would be insignificant. The Commission agrees with Inland on this 

matter. 

E. Debt Repayment Term 

Northwood provided for debt repayment over an assumed 20-year project life. 

Inland also assumed a 20-year project life but required debt repayment over 

ten years. Tne Commission believes that the debt repayment should be made 

over 20 years as this is not uncommon practice in project evaluations. 



F. Investment Tax Credits 
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Northwood testified that it would be allowed investment tax credits on its 

investment. Inland did not provide for these investment tax credits but the 

Commission concurs with Northwood that if the company is allowed the 

investment tax credits then it should be deducted to provide a representative 

stand-alone cost of the facility. 

G. Debts/Equity Ratio 

Northwood assumed that the project would be supported by debt only. The 

accounting arguments made by Northwood failed to recognize that even if 

short-term debt is used for this project the project is supported by the 

resources of the company, including the equity in the company. The position 

of Northwood was in conflict with Northwood Counsel's argument on page 1578 

of the transcript where he argued that the shareholders of Northwood would be 

willing to forego dividends to see this project go ahead. 

Inland assumed a debt/equity ratio of 40/60. This is essentially the same ratio 

used in its successful negotiations with Prince George Pulp and Husky. 

However, the evidence of Northwood is that the company does not currently 

have 50% equity, but the attainment of 50% equity was a realistic goal. for 
this reason the Commission has chosen to use a 50% debt and 50% equity 

financing of the project. 

H. Interest Rate 

Both Northwood and Inland assumed a I 0% interest rate, and the Commission 

concurs. 



I. Discount Rate 
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Northwood did not assume a return on equity due to the financing it had 

chosen. However, Inland assumed a return on equity or discount rate of 15%. 

The Commission believes that 15% is a fair value to use for this discount rate. 

J. Phase-In Period 

Northwood assumed that whatever rate it determined from its model would be 

put in place effective with the start-up of its operations. Inland provided for a 

phase-in so that the initial year rate would be approximately $.20/GJ and the 

rate in years two and beyond would be that rate which would equate in a 

discounted analysis with the levelized rate over the full life of the project. 

The effect of Inland's calculation is to provide a rate in year two and beyond 

that is less then the levelized rate. 

K. Inland Benefits 

Inland argued that the ability of the utility to provide monthly balancing of gas 

purchases and the provision of utility sales of interruptible gas (AOR sales) 
were both benefits to a potential bypass customer which should be valued. 

Inland continued to provide valuation of the monthly balancing benefit, but in 

later runs Inland removed any value for AOR sales. Northwood argued that it 

did not intend choosing a transportation schedule with monthly balancing and 

that the company would not use AOR sales since it would cause the utility to 

incur higher charges for its direct sales gas purchases. The logic of the 

company is that a greater volume at a higher load factor will attract lower 

offer prices from producers. 

The Commission believes that benefits that the utility can provide should be 

valued if the company intends to a vail itself of those benefits. Therefore the 

Commission has provided no value for monthly balancing and AOR sales at this 
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time. In future, if Northwood were to choose monthly balancing schedules or 

AOR sales then an increment should be added to the rate to reflect this. 

L. Northwood Bypass Benefits 

Neither of the companies provided for quantifiable benefits that Northwood 

would experience if it were to bypass the utility. The only benefit which was 

identified in a way which could be valued related to the reduction in hearing 

cost expenses that Northwood would experience at B.C. Utilities Commission 

hearings. The Commission notes that although Northwood has been active in 

the recent rate design hearing of Inland, the company has not been active at 

previous hearings of the utility. Any expenses that Northwood incurred as a 

supporter of the COFI representations to the Commission have been modest. 

Therefore the Commission provides no value for Northwood bypass benefits in 

its model run. 

M. Westcoast Charges 

Inland and Northwood had different estimates of Westcoast charges applicable 

to the transportation of gas by Northwood under Schedule 21 or by a bypass 
customer. This issue was resolved by Westcoast when Mr. Edgeworth provided 

calculations that the estimated charge would be the same for each case. The 

value provided by Westcoast was $.263/GJ, subject to change for recent NEB 

Decisions. The Commission notes that provided the same cost is used for the 

two cases the costs will offset each other in the rate determination model. 
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A COMPARISON OF THE 
APRIL 1 1987 RATES AND PROPOSED RATE 

RATE 
SCHEDULE 

Option A 

APRIL 1, 1987* 

Identical to Option B but 

bill - $5.82 
plus $l. 24 the amount 
of promotional 
incentive divided by $100 

First 1 GJ or @ $5.82 
9 •. 5 GJ @ $4.623 /GJ 

Excess over 10.5 GJ @ $4.113/GJ 

- $5.82 

2 GENERAL 

First l GJ or less @ $5.76 
Next 5.0 GJ @ $5.283 
Next 99.5 GJ @ $4.623 

over 105.5@ $4.023 

- $5.76 

4 DUAL FUEL 

First 211 GJ or @ $630.98 
Next 844 GJ @ $2.564/GJ 
Excess over 1055 GJ@ $2.517/GJ 

Minimum monthly bill - $630.98 

PROPOSED RATE STRUCTURES 
(for illustration only) 

Option A 

incentive added. 

Monthly customer charge - $3.90 
plus $1.24 the amount 
the promotional incentive 
divided by $100. 

Option B 

First 10.5 GJ or less @ $4.539/GJ 
over l 0.5GJ @ $4.029/GJ 

Monthly customer charge - $3.90 

6.0 GJ @ $.5.20/GJ 
Next 99.5 GJ @ $4.540/GJ 
Excess over 105.5 @ $3.940/GJ 

Monthly customer charge- $15.25 

1055 GJ @ $2.5.53/GJ 
Excess over l 055 GJ @ $2.506/GJ 

Monthly customer charge - $325.00 



SCHEDULE APRIL 1, 1987 RATE* 

5 FIRM SERVICE - INDUSTRIAL 

First 21 GJ @ $99.60 
L.A\ .. C:-"" over 21 GJ @ $3.258 

Minimum - $99.60 

5X N/A 

5A Applicable to buyers who have 
consumed or have contracted 
to consume a quantity of 

excess of 360,000 G.J. 

21 GJ or less @ $89.45 
over 21 GJ @ $2.775/GJ 

Minimum bill- $89.45 

APPENDIX D 
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PROPOSED RATE STRUCTURES 

500 GJ @ $4.250/GJ 
Excess over 500 GJ @ $3.110 fGJ 

customer charge - $500.00 

First 21 GJ @ $4.25 
Over 21 GJ @ $3.20 

Monthly customer charge - $150.00 

consuming 800,000 
m 
(TR 5260) 

6 LARGE FIRM SERVICE -NEGOTIATED RATE 

N/A 

10 GAS SERVICE 

First 21 GJ 
All excess 

Monthly bill 

Peak Off-Peak 
(Nov.-Mar.) (Apr.-Oct.) 

$94 •. 56 
$3.161 

$94 • .56 

$94.56 
$3.019 

$94.56 

Exhibit t! l 09 - transferring 
negotiate a 

suitable rate level 

Schedule to be discontinued and 
customers moved to Schedule 2 



SCHEDULE APRIL 1, 1987 RATE* 

ll LARGE VOLUME FIRM SERVICE 

November 1 to March 1 (peak mos.) 
$2.059/GJ 

1 to Nov. 1 (off-peak mos.) 
$2.0 ll /GJ 

Interim Rate Changes Incl. Above 

1. Increased July l /86 
$0.071 fGJ, subject to refund 

with following BCUC 
Decision 

2. Cost of Gas increase Jan. l /87 
-March 31/87 = $0.009/GJ 

3. Cost of Gas Apr. 1/87 
onwards = $0.02 

APPENDIX D 
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PROPOSED RATE STRUCTURES 

(Exhibit 116) 

Two level demand/commodity rate 
Curtailable to 50% of contract 

Interruptible - AOR Sales and 

*Two Rate groups captive and 
non-captive. Negotiated rate for 
non-captive 

B. C. Forest Products Ltd. 
Cominco Ltd. 
Consumers Packaging Ltd. 

Finlay Forest Products Ltd. 
Celgar Pulp 
Weyerhaeuser Ltd. 

Category B - Non-captive Customers 

Cariboo Pulp Ltd. 
Husky Oil 
Northwood Pulp 
Prince George Pulp Ltd. 
Quesnel River Pulp 



SCHEDULE APRIL l, \987 RATE* 
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PROPOSED RATE STRUCTURES 

12 LARGE VOLUME INTERRUPTIBLE SERVICE 

November l to March 1 mos.) 
$1.715/GJ 

March 1 to Nov. l (off-peak 
$1.665/GJ 

l. July I, 1986 
= $0.066/GJ, subject to refund 

2. Cost of decrease Jan. l /87 
- March 31/87 = 0.006/GJ 

3. of Apr. l /8 7 
= $0.007 /GJ 

13 INDUSTRIAL PEAKING SERVICE 

14 

15 FIRM TRANSPORTATION SERVICE 

(a) 
(Nov.-Feb.) 
$0.772/GJ 

(b) Non-Peakin 
1.721/GJ 

(Mar.-Oct.) 
$0.676/GJ 

(c) Peaking/Authorized Overrun 
Peak Off-Peak 

$3.00/GJ $3.00/GJ 

Schedule 12A, Exhibit 116 

Interruptible Rate 

*Two rate groups captive and 
non-captive 

No proposed changes to current 
schedule 

No proposed changes to current 
schedule 

(Exhibit 116) 
Two Level Commard/Commodity 
Interruptible - AOR Sales 

~*-Two rate groups captive 
non-captive 



RATE 
SCHEDULE APRIL 1, 1987 RATE* 
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PROPOSED RATE STRUCTURES 

16 TRANSPORTATION SERVICE- INTERRUPTIBLE 

17 TRANSPORTATION 

18 FIRM TRANSPORTATION SERVICE 

19 INTERRUPTIBLE TRANSPORTATION 

20 TRANSPORTATION SERVICE -

Interruptible Rate as per Schedule 12. 
the cost 

Two Demand/Commodity Rate 

based on l 00% MDTV 

Interruptible - AOR Sales 

Two Demand/Commodity Rate 

Interruptible - Schedule 19 

Direct sale interruptible gas 
Schedule 18 Firm Service. 

D INTERRUPTIBLE INLAND SYSTEM 

Matches Schedule 17 except that 

the W estcoast 

No curtailment 

21 -FIRM AND INTERRUPTIBLE INLAND SYSTEM 

22 SERVICE 

Schedules 18 19 except 
customer the Westcoast 

contract 

Matches Schedule 15 except that 
customer holds Westcoast contract 

Interruptible - AOR 



* 
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Authorized Rates- Rates shown include the following adjustments: 

l. Interim to all rate schedules (except Rate Schedule 14 - NGV Fuel 
Service) ranging from l 0.4¢/GJ Rate Schedule l - Residential Service to 
6.6¢/GJ for Rate Schedule 12 - Volume Interruptible Service and 
Schedule 13 - Industrial Peaking Service, all subject to refund following 
Decision (B.C. Utilities Commission Decision and Order No. G-52-87, effective 

l, 1987). 

2. Cost of rate changes, ive for period January 1-March 31, 1987 and 
April I, 1987 onwards. As of the date of this Decision there has yet to be a 
final determination on cost gas rates for Transmission, the 
Company's supplier, by the National Energy Board. 
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ORDER 
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UTIUTIES CG f:li;]lS$!0~J 

PROVINCE OF BRITISH COLUMBIA 

BRITISH COLUMBIA UTILITIES COMMISSION 

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

and 

IN THE MATTER OF Inland Natural Gas Co. Ltd. 
Rate Considerations 

J.D.V. Newlands, 
Deputy Chairman; and 
N. Martin, 
Commissioner 

0 R D E R 

October 29, 1987 

WHEREAS by letter dated October 29, 1987 Inland 

requested the Commission to consider that a deferral account be 

established to defer revenue shifts that arise from movement to 

negotiated rates for non-captive Industrials and the movement of 

North Central Plywood [HNCP") from Rate 5 to a captive rate; to 

permit flowthrough of changes in the commodity cost of gas and 

retroactive changes in Westcoast Tolls on a "go-forward" or 

prospective basis; and 

WHEREAS the Commission has considered these matters 

and concurs that it is in the public interest for an interim 

measure to be in place which will provide an adequate safeguard 

for Inland and its customers. 

NOW THEREFORE the commission approves the following: 

1. Inland is authorized to establish effective 
November 1, 1987 a deferred account in which it will 
record the revenues lost to Inland as a result of 
negotiated agreements concluded with its Industrial 
customers and approved by the commission in 
accordance with the requirements of deregulation and 
the emergence of competitive principles; rate 
reductions arising from the movement of North central 
Plywood ("NCP") from Rate Schedule 5 to Large 
Industrial status; the flow-through of changes in the 
commodity cost of gas and retroactive changes in 
westcoast 7olls beyond the control of Inland on a 
"go-forward" or prospective basis. 
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ORDER 
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2. Rate Changes applicable to the core customers will 
occur as a single rate change at a future date such 
that collection of any deferred revenue shifts 
coincides with the flow-through of changes in the 
commodity cost of ·gas and Westcoast tolls. 

DATED at the City of vancouver, in the Province of 

British Columbia, this ,:iib;r;/ day of October, 1987. 

BY ORDER 

/// // / ~~~~r£7J) //, J t_/ .. tl!)/C-?· / 
Deputy Chairman 
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