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IN THE MATTER OF
the Utilities Commission Act, R.S.B.C. 1996, Chapter 473

and

an Application by Pacific Northern Gas Ltd.
and Pacific Northern Gas (N.E.) Ltd.
for 2012 Pension and Non-Pension Benefits

BEFORE: L.A. O’Hara, Panel Chair/Commissioner
C. van Wermeskerken, Commissioner June 6, 2013
ORDER
WHEREAS:
A. On September21, 2012, the British Columbia Utilities Commission (Commission) issued Order G-130-12 and

itsaccompanying Reasons for Decision for Pacific Northern Gas Ltd.’s 2012 Revenue Requirements
Application (RRA);

Order G-130-12 Reasons for Decision states: “If PNG wishes to reapply to the Commission forrecoveryin
ratesin 2013 for any of the Pension/NPPRB [Non-Pension Post Retirement Benefits] items already addressed
inthis Application[RRA], orany other Pension/NPPRBitems, PNGis tofile aseparate comprehensive
Pension Application, describing all of PNG’s Pension/NPPRB components, in orderforthe Commission to
review PNG’s Pension accounting and rate recovery strategy in its entirety;”

On November 30, 2012, PacificNorthern Gas Ltd. and PacificNorthern Gas (N.E.) Ltd. (PNG) applied
pursuantto sections 58, 59, 60, 89 and 80 of the Utilities Commission Act for approval of certain Pension and
Non-Pension Post Retirement Benefit (NPPRB) treatments (the Application);

On December19, 2012, the Commission issued Order G-196-12 establishing a Regulatory Timetableforthe
review of the Application, which allowed fortwo rounds of information requests, and final/reply
submissions. The dates established inthe Regulatory Timetable were subsequently amended by Letters
L-7-13 and L-24-12.

NOW THEREFORE forthe reasons attached to this Order, pursuant to sections 58 to 61 of the Utilities
Commission Act, the Commission orders as follows:
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1. PacificNorthern Gas Ltd. and PacificNorthern Gas (N.E.) Ltd. (PNG) is granted its request to recognize the
After-tax Pension Assetin rate base as of December 31, 2012, to compensate PNGforthe financing costs of
its after-tax Cash Contributionsin excess of the Pension Expense.

2. PNGisdirectedto calculate the applicable After-tax Pension Asset at December 31, 2012, in accordance
with all findings in Section 3.4 of the attached Reasons for Decision and file it with the Commission within 30
calendar days afterthe date of this Order, and attach a schedule showingthe details of the calculation.

3. PNGisdirectedtofile additional After-tax Pension Asset reconciliation schedules as determinedin
Section 3.6 of the attached Reasons for Decisions in all future Revenue Requirement Applications and tofile
a draft of the schedules within 45 calendar days afterthe date of the Order, to be reviewed and app roved by
the Commission uponits satisfaction.

4, PNGisallowedtoestablishaNon-Pension Post Retirement Benefit (NPPRB) Regulatory Asset Deferral
Account calculated at December 31, 2012, underUS GAAP in the amount of $2.525 million. The NPPRB
Regulatory Asset Deferral Account must be anon-rate base, non-interest bearing deferral account with no
furtheradditions allowed.

5. The NPPRBRegulatory Asset Deferral Account must be amortized over six years, commencingon
January 1, 2013, with an equal and offsetting amortization of the deferred income tax balance. The NPPRB
deferral account must be closed when fully amortized.

6. AnyNPPRBexpense recoveredinrates,includingthe amortization of the NPPRB Regulatory Assetand the
transitional obligation, in excess of the cash cost of providing retiree benefits must continueto be
contributed to the RCA Trust Structure.

7. Inthefuture,ifthe NPPRBretiree benefits payments becomegreaterthan the accrual accounting expense
recoveredinrates, PNGis not to requestrecovery of the difference.

8. PNGisto reflectthe impacts of this Orderin the compliance filing regarding the PNG 2013 Revenue
Requirements Application final Gas Tariff Rate schedules.

DATED at the City of Vancouver, inthe Province of British Columbia, this 6" day of June 2013.

BY ORDER
Original signed by

L.A.O’Hara
Panel Chair/Commissioner
Attachment

Orders/G-89-13_PNG Pension and Non-Pension Be nefits Decision



APPENDIX A
to Order G-89-13

IN THE MATTER OF

PACIFIC NORTHERN GAS LTD. AND PACIFIC NORTHERN GAS (N.E.) LTD.
2012 PENSION AND NON-PENSION BENEFITS APPLICATION

REASONS FOR DECISION

June 6, 2013

BEFORE:

L.A. O’Hara, Panel Chair/Commissioner
C.van Wermeskerken, Commissioner

PNG Consolidated 2012 Pension and NPPRB



APPENDIX A

to Order G-89-13

TABLE OF CONTENTS PAGE No.
EXECUTIVE SUMIMARY......cciiiiiiiiiinnntitiiiiiisiisisstetessissssssssssssessssssssssssssssssesssssssssssssssesssssssssssssssnssesssssssssssanns i
1.0  INTRODUCTION......coiiiiiiuneentiiiiniisissusnteeessississsssssssessssssssssssssasssssesssssssssssssssessssssssssssssssssessssssssssanns 1
2.0  SCOPE OF THE COMMISSION’S REVIEW.......cccetiiiiiiiiiissnnneniiniinnisssssssssesssssissssssssssssesssssssssssssssssssssssas 1
3.0 DEFINED BENEFIT PENSION PLAN — AFTER-TAX PENSION ASSET .......cccccettiirinissssnnnnnennessnssssssssssnsesssnnas 2
0t 2= o 11 =) 2

3.2 Background —Legislative, Accounting and REGUIAtOIY.........uuvuviiiiiiiiiiiiiiiiriiiiiiiiiiiiiiiiiiieiiieeeaeaees 2

3.3 PNG's Rationale for the REQUEST.........ceiiiiiiiii e e et e e e e e e ee it e e e e e e eaeaes 4

3.3.1  FairReturn Standard..........oooiiiiiiiiiii e 4

3.3.2 Regulatory Treatment of Other Utilities .........ccuueeiiiiiiiiie e, 5

3.4 Detemination of the Appropriate After-tax Pension Asset AMount...........ccceeeeviiiieeeiiiiineeeiineens 6

3.4.1 (i) Calculation of the Net PENSION ASSET.....ccieiiiiiieiiiiiieeeeeeeeeeieee e e e 6

3.4.2 (ii) & (iii) Forecast Pension Expense and Executive BONUSES..........cc.ovvvvvvveeeeeeeeeeervrnnnnnnn. 7

3.4.3  (iv) After-tax CalCulation ........uueiii i e 8

3.5  AppPropriate Carrying COSES uvuuuiiiuiiiiie ittt ettt e e e et et e et s e et e et s eat s e et e eeanaeans 10

3.6 Future Tracking and Reporting and Compliance Filings for the After-Tax Pension Asset............ 12

4.0 NON-PENSION POST RETIREMENT BENEFITS (NPPRB).......ccccetiiiiiiiiissnnninniiiiinsssssssssesssssssssssssnsannes 12
o R 0= o [ =] OO SRR PPRRON 12

L - 1ol 4= { o 1V 1 s [ PSR 13

4.2.1 PNG'sNon-Pension Post Retirement Plan ..............uuuueuiueiiiiiiiiiiiiiiaes 13

4.2.2  The Historical Regulatory Treatment of PNG’'S NPPRB Plan...............uuueuiieiiviiieiinnnnnn. 13

4.2.3 The November 30, 2012 APPliCation .....ccceeeeeieeiiiiiiieee e e 15

4.3 PNG'S RAtIONAIE.c.ccii ettt e e ettt e e e e et e e e e e e e e st reeeeens 16

4.4 Regulatory Treatment of Other UtIlities .......ooeeiveiieiiee e 17

4.5 Requestfor Approval of the Regulatory Asset .......coovuiiiiiiiiii i 17

5.0 NPPRB—CONSIDER WIND-UP OF THE RCA TRUST ....cuvirriiiiiiiiissssnnnenensnsssisssssssssesssssssssssssssssssssssss 18
5.1 Background forthe RCA and TaX ACCOUNT........ccoviiiiiuiiiie e e e et e e e e ee e e e e e e e e e raare e e e eeeeeeees 19

5.2 PNG S RAtiONAIE..ccii ittt bt b a bbb et bttt bbb abana 19

5.3  Analysis of PNG and the RCA TrUST.......cuuiuiiiiiei it e e et e e e e e e e et e e e e e e eeabaaeeeeeeeeenens 20

5301 RISK PIOfIlE et 20

5.3.2  Returns onthe RCA TrUST....coiii it 20

5.3.3 Recondliation with the Audited Financial Statements...........ccccccvviiiiiiiiiiiiiiininennn. 21

6.0  AMORTIZATION OF THE REGULATORY ASSET .....ccccciirinnnreniiinissssssnnsenesssssssssssssssessssssssssssssssssesssssas 22

PNG Consolidated 2012 Pension and NPPRB



APPENDIX A
to Order G-89-13
Pagei ofi

EXECUTIVE SUMMARY

On November30, 2012, PacificNorthern Gas Ltd. and Pacific Northern Gas (N.E.) Ltd. (PNG) filed its Pension and
Non-Pension Benefits Application (Application). The Application wasinresponse toan earlier2012 Revenue
Requirements Commission Decision, which recommended PNGto file acomprehensive document, describingall
of the pension expense and non-pension post retirement benefit components in order to allow the Commission
to review PNG’s pension accounting and rate recovery strategy inits entirety.

PNG seeks “fair, reasonableand non-discriminatory treatment” of the funding of its defined benefit pension
plan costs and its non-pension post retirement benefit costs. In particular, PNGappliesfor:

e approval forthe cumulative after-tax difference between PNG’s defined benefit pension plan’s cash
contributionsand pension expenseto be added to rate base to recoverthe carrying costs related to
the capital required tofund the difference; and

e approval to establish and amortize adeferral accountto recoverthe historically unrecovered
non-pension post retirement benefits (NPPRB) expense.

Recentchangesinfinancial reporting standards, low interest rates resulting in declining discount rates and lower
investmentreturns on pension planassets,aswell asPNG’s effortsin the past to mitigate rate increases during
some challenging years contributed to the situation where PNGfound itselfin 2012.

The Application was reviewed by way of a written hearing process. The only registered Intervenerwas the
British Columbia Pensioners’ and Seniors’ Organization et al. The scope of the review was restricted to the
Application before the Commission. The Panel excluded from the scope broader revenue requirements related
issues, such aswhether PNGshould be allowed to continue to recover the cost of a defined benefit pension plan
inrates or whetherthe non-pension post retirement benefits are excessive from a rate setting perspective.

The major findings of the Commission Panelare summarized as follows:
e Theimportance of meetingthe Fair Return Standard is reaffirmed.

e PNGisgranteditsrequesttorecognize the After-tax Pension Assetin rate base as of
December 31, 2012, to compensate PNGforthe financing costs of its after-tax Cash Contributionsin
excess of the Pension Expense.

e PNGisallowedtoestablisha NPPRBBenefit Regulatory Asset Deferral Account calculated at
December 31, 2012, underUS GAAP inthe amount of $2.525 million and this deferral account must
be amortized oversix years, commencingJanuary 1, 2013, with an equal and offsetting amortization
of the deferredincometax balance.

e AnyNPPRBexpense recoveredin ratesin excess of the cash cost of providing retiree benefits must
continue to be contributed to the RCA Trust Structure.

PNG Consolidated 2012 Pension and NPPRB
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1.0 INTRODUCTION

The 2012 Pension and Non-Pension Benefits Application (Application) isajointapplication by PacificNorthern
Gas Ltd. and PacificNorthern Gas (N.E.) Ltd. (PNG, the Company, PNG Consolidated) and appliesto all divisions —
PNG-West, Fort St. John/Dawson Creek and TumblerRidge. The Application was filed with the British Columbia
Utilities Commission (Commission, BCUC) on November 30, 2012.

PNG seeks “fair, reasonable and non-discriminatory treatment” of the funding of its defined benefit pension
plan costs and its non-pension post retirement benefit costs. (ExhibitB-1, p. 1)

In particular, PNGappliesfor:

e approval forthe cumulative after-tax difference between PNG’s defined benefit pension plan’s cash
contributionsand pension expenseto be added to rate base to recoverthe carrying costs related to
the capital required to fund the difference; and

e approval to establish and amortize adeferral accountto recoverthe historically unrecovered
non-pension postretirement benefits (NPPRB) expense.

Recentchangesinthe financial reporting standards, as specified in generally accepted accounting standards,
regardingthe reporting of pension be nefit costs and other post retirement benefit costs were a contributing
cause for this Application. Alowerinterestrate environment, resultingin declining discount rates and lower
investment returns on pension plan assets, has specifically contributed to the funding challenge. Inaddition,
PNG’s efforts to mitigate rate increases during some challenging years also contributed to the issuesto be
addressedinthis Decision.

The Application was reviewed by way of a written proceeding, which included two rounds of Information
Requests (IRs). The only registered Intervener was the British Columbia Pensioners’ and Seniors’ Organization et
al (BCPSO).

2.0 SCOPE OF THE COMMISSION’S REVIEW

The scope of the Commission’s review of this Applicationincludes consideration of rate base treatment for the
pension assetrelated to PNG’s defined benefit (DB) pension plan, recognition of a Regulatory Asset equalingthe
historical unrecovered NPPRB benefit expense as well as a potential wind-up of the RCA Trust Structure. It
should be noted that PNG did not apply for the wind-up but this optional solution surfaced during the written
process, and consequently PNGselected it asthe preferred solution inits Final Submission.

The scope of the review excludes the following matters:

e whetherPNGshould be allowed to continue to recoverthe cost of a defined pension planinratesor
if the Company should consider freezing the DB plan and movingto a defined contribution (DC) plan;

e whethernon-pension post retirement benefits are excessivefromthe rate setting perspective;

e consideration of anythingrelated to the forecast 2013 pension expenseand NPPRB expense
because these matters are being examined as part of the PNG-West and PNG(N.E.) 2013 Revenue
Requirements Applications (RRA); and

PNG Consolidated 2012 Pension and NPPRB
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e consideration of anything related to the existing core DCplan, as the Panel understands that the DC
expense and contributions have noimpact on the carryingvalue of the DB pension plans.

3.0 DEFINED BENEFIT PENSION PLAN — AFTER-TAX PENSION ASSET

3.1 Request

PNG isrequesting a rate base treatmentfora balance of $2.75 million as of December31, 2012. Thisamount
represents the cumulative after-tax difference between PNG’s DB pension plan’s cash funding contributions and
its DB pension plan’s actuarially determined expense. Once recorded in rate base, the $2.75 million would earn
arate base returnand, as a result, PNGwould be compensated for the carrying costs related to the capital
requiredtofundthisdifference. (Exhibit B-1, pp. 2, 6) PNG’s pension expense has beenrecoveredin rates
annually. However, the plan cash contributions in excess of the pension expense have been funded by PNG
withoutanyrelated cost recovery inrates. As a result, PNG currently receives no compensation forthe carrying
costs of the additional contributions. PNG calculates the after-tax pension asset by starting with the Pension
Assetfromthe financial statements (which is reported before-tax) and adjusting it to reflect any tax saving.

If approved, thistreatmentrepresents 0.7 percent (or half) of the 1.4 percent rate increase requested for
PNG-Westinthe 2013 RRA, 0.4 percentof the 1.6 percentrate increase requested for PNG(N.E.) Fort St.
John/Dawson Creek, and a2 percent off-set to the requested rate decrease of 2.7 percentfor PNG(N.E.)
TumblerRidge. (Exhibit B-4, BCUC 1.12.2.1)

In this Decision, the Commission Panel will referto the after-tax difference as ‘After-tax Pension Asset’. The
before-tax difference between legislated funding cash contributions (Cash Contributions) and the pension
expense infinancial statements (Pension Expense)isreferred to as ‘Net Pension Asset’ when cumulative cash
funding contributions are in excess of the cumulativerecorded pension expense. The difference is referredtoas
‘Net Pension Liability’, when cumulative Cash Contributions are below the cumulativerecorded Pension
Expense.

3.2 Background - Legislative, Accounting and Regulatory

Legislative Requirements

Registered pension plans are subjectto legislativerequirements, including the amount of funding thata pension
plan sponsor (the employer) must contribute to the pension plan trust on behalf of the plan membersto ensure
its ongoing financial viability. The funded status of the defined benefit pension plansis reflective of an actuary’s
best estimate of the discounted present value of the future pension obligations to pastand currentemployees
of the company arising from theirservice to the employer;inthis case, PNG. In respect of DB plans, the
legislated funding contributions requirement will not be the same asthe annual pension expense thataplan
sponsorisrequiredtorecognizeinits financial statements in accordance with accounting standards.

The different evaluation assumptions that are required to be used by pension legislation, such as mortality rates,
can cause the funding contribution and the annual Pension Expense required under relevant accounting
standards to be different. Accounting places greater emphasis on allocating costs to when benefits are earned,
rather than when contributions are made. Both methodologies ultimately recognize the same costs, but the
allocationto eachyear differs. (ExhibitB-2-1, p.5) However, differences also arise when the plan funding

PNG Consolidated 2012 Pension and NPPRB
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requirements are re-determined alongside the triennial plan valuations that may reflectan underlying change in
actuarial assumptions, such as changesin discount rates or investmentreturns, which can alter the funded
status of the plan eventhough priorannual Pension Expense amounts were determined in accordance with
applicable accounting standards and best estimates available at the time.

Generally Accepted Accounting Principles (GAAP) and Financial Reporting

Backgroundto the Changes in Financial Reporting Standards

Up until January 1, 2012, PNG’sfinancial and regulatory reporting was prepared under Canadian GAAP, after
which time it converted to United States Generally Accepted Accounting Principles (US GAAP).

In 2008, the Canadian Accounting Standards Board announced that International Financial Reporting Standards
(IFRS) were to replace Canadian GAAP for publically accountable enterprises. Underthe changes PNGwas
requiredtoadoptIFRS onJanuary 1, 2012. However, IFRS does notallow forthe recognition of Rate Regulated
Assets and PNG’s financial statements would be materially impacted by such a change. As aresultPNGdecided
to convertto US GAAP for financial reporting purposes startingon January 1, 2012, because US GAAP isthe only
set of accounting standards that currently exist that would allowfor regulatory assets and liabilities to continue
to be recognized.

In late 2011, PNG applied tothe Commission to adopt US GAAP, effective January 1, 2012, for the calculation of
cost of service, revenuerequirements, rate base and the preparation of regulatory schedules and filings. In
orderfor regulatory accounting to remain consistent with financialreporting, PNG’s request was approved by
the Commission.

Implications of Adoption of the US GAPP Financial Reporting Standard
Under Canadian GAAP, the Net Pension Asset (before-tax) is reported in the notes to the financial statements
and isthe sum of, among otheritems, the Funded Status of the Pension Plan (Asset —Liability) and the

Unamortized Actuarial Net Gains/Losses forthe pension plan.

Under US GAAP, the components are reported separately underthe Funded Status and the Unamortized
Actuarial Net Gains/Losses.

Regulatory Treatment

As stated above, PNGis requestingto be compensated forthe carrying cost related to the after-tax variance
between the required Cash Contributions, which are determined from the latest available funding status, and
the annual Pension Expenseamounts. PNGis using the Pension Asset from the financial statements to
determine the balance and then makingatax adjustment. If accounted for properly the Cash Contributionsin
excess of the Pension Expense should exactly equal the Net Pension Asset (before-tax) asreportedinthe
financial statements.

Priorto 2008, PNG's cumulative Cash Contributionsinrespect of its pension plan were very similartothe
cumulative recorded Pension Expense per financial reporting in accordance with Canadian GAAP. Asa result,
PNG’s Net Pension Asset or Net Pension Liability was immaterial up to this pointintime. Commencingin 2008,
and in each subsequentyear, PNG’s Cash Contributions have exceeded its recorded Pension Expense, resulting

PNG Consolidated 2012 Pension and NPPRB
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ina growing Net Pension Asset. The growthin PNG’s Net Pension Asset was largely due to declining discount
rates; however, returns on plan assets were also less than expected.

PNG has beenrecovering from ratepayers anamount equal tothe recorded Pension Expenseinits annual
revenue requirements ratherthanthe larger Cash Contributions. Therefore, PNG has had to source capital to
allow itto make the Cash Contributions that are in excess of its recovered Pension Expense. To date, PNG has
not been permitted by the Commission to recoverany carrying charges (i.e. financing costs) on this capital
outlay. PNGapplied forapproval to do so in conjunction with bothits 2011 and 2012 RRAs. The Commission
deniedthe requestin 2011 because the status of PNG’s GAAP for financial reporting was uncertain at the time.
In 2012, the request was denied mainly due to lack of sufficient evidence onthe record.

As of December 31, 2012, the NetPension Asseton PNG’s balance sheet was $3.915 million ($2.750 million
after-tax) andis expected toincrease to $5.4 million ($3.9 after-tax) by the end of 2013. It should be noted that
PNG updated the Net Pension Asset balance of $3.834 million shown in the Application to $3.915 million to
reflectthe actual December31, 2012 data filedin conjunction with the 2013 RRA. (ExhibitB-4, BCUC 1.5.1)

33 PNG’s Rationale for the Request

PNG’srequestis based ona combined argument of fair rate of return standard and equivalent regulatory
treatment of utilities. PNGstatesthatitwould notonly be discriminatory to disallow the requested treatment
that has beenallowed to other utilities but it would also deny PNG the opportunity to earnits awarded rate of
returnon equity. Therefore, PNGstatesits rates will be set below alevel thatis fairand reasonable. (Exhibit B-
1, pp. 4-5) PNG’sresponsesinthe IR processidentified differences and varying circumstances in the case of
other utilities. The Commission Panelwill addressthese twoissues separately, as PNGdidinits Final
Submission.

3.3.1 Fair Return Standard

PNG basesits Application on afoundation of the fair return standard and emphasizes certain key issues to
outlineitsrationale.

PNG submits thatthe fairreturn standard of section 59(5)(b) of the Utilities Commission Act (Act) cannot be
achievedif PNGis not permitted to earn an appropriate rate of return on its After-tax Pension Asset. PNG’s
conclusioninthisregardis based on the following:

a) The cash fundingcontributions made by PNGon behalf of its employees represent avalid cash
outflow required by legislation to maintain the financial viability of the employee pension fund,
itself arepresentation of agenuine, accepted and prudent liability incurred in the delivery of service
to PNG’s customerbase.

b) Denial ofareturnon PNG’s After-tax Pension Assetin accordance withits requestis equivalentto
reducing PNG’s approved rate of return on common equity by 30 basis points (Exhibit B-4, BCUC1.
3.1) in 2013.

¢) The Commissionhasallowed other utilities underits jurisdiction to earn a rate of return on their
After-tax Pension Assets, including the FortisBC utilities and, “to the best of PNG’s understanding, BC
Hydro.”

d) PNG’scommon equity risk premium does not reflect an adjustment relative to the FortisBC Energy
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Inc. (FEI) benchmark rate of return on common equity to account for the additional regulatory risk
of PNGbeingdenied anyreturnonits After-tax Pension Asset while FEl has been allowed to earnits
rate of return on rate base on its After-tax Pension Asset.

e) Ifthe Commission hasrecognizedthe needtoallow FEltoinclude its After-tax Pension Assetin rate
baseinorder for FEI's rates to be fair and reasonable, then denying PNG equivalent treatmentforits
material After-tax Pension Asset mustresultin PNG’s rates not meetingthe fairreturn standard
underthe Act.

(PNGFinal Submission, pp. 4-5)

BCPSO submitsitacceptsthat PNG has effectively been supplying capital that attracts no carrying charges since
2008 whenthe Pension Asset becamematerial. (BCPSO Final Submission, p. 3)

3.3.2 Regulatory Treatment of Other Utilities

PNG elaborates onthe rationale outlined above by furtheraddressing the regulatory treatment of other utilities.
PNG states that to continue to deny it a treatment of the Pension Asset equivalent to the treatmentgiven to
other utilities would be discriminatory and contrary to the Act. (ExhibitB-1, p. 2)

PNG states that “[t]he [2012] decision did notaddress the fairness orlegal basis for denying the same treatment
for PNG’s Pension Asset thatis afforded BC Hydro and the Fortis utilities operatingin B.C.” (ExhibitB-1, p.4)

PNG submits that FEl isthe most appropriate utility forthe purposes of comparisonto PNGbecause itis under
the same jurisdiction and faces many of the same businessrisks as PNG, it is the benchmark utilityin BCand itis
the utility used forthe purposes of examining relativerisks and determining relative returns for PNG. PNGalso
lists a number of utilities in otherjurisdictions, which in most cases are allowed recovery of full accrual pension
plan expense. However, the recovery of carrying costs relating to Cash Contributions in excess of funds
collectedinratesvaries. (PNGFinal Submission, pp. 5-6)

BCPSO submits that notwithstanding the somewhat ambiguous regulatory treatmentin otherjurisdictions —
with some regulators approving effectively no carrying costs on Pension Assets—BCPSO accepts that a returnon
capital required by the utility to carry out its operationsis warranted. (BCPSO Final Submission, p. 3)

Commission Determination

Regarding the regulatory treatment of other utilities, the Panel has considered the submissions on the past
rulingsin BC and otherjurisdictions, and notes that different circumstances may have influenced those
decisions. First,the Panel notesitis notbound by precedentsand will therefore givelittle weightto other
regulatory decisions. Second, PNG broughtforward arguments but did not provide sufficient evidence
elaborating on why circumstances of a particular utility would be similar to those of PNG.

The Panel will therefore evaluate this Application onits own merits, considering the case before itasitrelatesto
legislation, accounting standards, regulatory practice, materiality and risks.

However, the Commission Panelwill give significant weight to fair return considerations and reaffirms the
importance of meeting the Fair Return Standard. In otherwords, the Commission has a duty to approve rates
that will provide PNG areasonable opportunity to earnafair return on itsinvested capital, which is consistent
with the regulatory compact.

PNG Consolidated 2012 Pension and NPPRB
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The Commission Panel concurs with PNG and BCPSO and finds that PNG is entitled to earn a return on capital
it reasonably requiresto carry out its operations. Accordingly, PNG is to be compensated for the carrying
charges related to the After-tax Pension Asset. The amount of the After-tax Pension Asset and the appropriate
level of return will be furtheraddressed below.

3.4 Determination of the Appropriate After-tax Pension Asset Amount

The Commission Panel has determined that PNG should be compensated forthe carrying charges related to the
After-tax Pension Asset. Nevertheless, the Panel needstoensure thatthe Net Pension Asset asreported onthe
financial statements has been calculated appropriately for regulatory purposes to ensure that PNGis only
recoveringthe carrying costrelated to the actual amount of capital that PNGis require d to source. Therefore,in
additiontoreconcilingtheseamounts, the Panel willaddress potential differences between the calculation of
the Pension Expenseforfinancial reporting andits recoveryinrates. Ultimately, the Panel prefers keeping the
financial and regulatory reporting of these items the same.

PNG’s calculation of the After-tax Pension Asset is determined by taking the December 31, 2012 before-tax
Pension Asset (sum of the ‘Funded/Unfunded Status’ and the ‘Unamortized Net Actuarial Gains/Losses’ forthe
DB pension plan) from the year-end US GAAP financial statements and then adjusting for the tax savings. PNG
makes an adjustment forincome tax because itis only required to finance the after-tax portion of the Pension
Asset as the cash contributionis tax deductible while the Pension Expense is not. When Cash Contributions are
in excess of the Pension Expense, PNG experiences a tax benefit; thereforethe amount PNGisrequired to
finance isthe after-tax balance. (ExhibitB-1, p. 6)

In the following sections, the Commission Panel will assess:

(i) whether PNG has provided sufficient evidence to support the assertion that the December 31, 2012
before-tax Net Pension Asset of $3.915 million from the financial statements equals the cumulative
Cash Contributions in excess of the cumulative Pension Expense;

(ii) whetherthe amountof capital that PNG has beenrequiredto source is driven by the Pension
Expense forfinancial reporting, which PNG has used to determinethe $3.915 million Net Pension
Asset, orifitis driven by the forecast pension expense recovered in rates;

(iii) whetherthe Pension Expenseshouldinclude any pension expenses disallowed for rate making
purposes;and

(iv) the appropriateness and accuracy of the tax adjustment as proposed by PNGin the Application.

3.4.1 (i) Calculation of the Net Pension Asset

The before-tax difference on December 31, 2012, between the cumulative Cash Contributions and the
cumulative Pension Expenseforfinancial reporting, should equal the Net Pension Asset of $3.915 million as
reportedinthe US GAAP Financial Statements. PNG provided the cumulative life-to-date totals for the Cash
Contributions tothe plan andthe Pension Expenseforfinancial reportingand compared them against the GAAP
carryingvalues (Net Pension Asset). (Exhibit B-4, BCUC1.5.1)

The reconciliation shows thatbased on PNG’s accounting records the difference between the cumulative Cash
Contributions tothe plan and the cumulative Pension Expense forfinancial reporting at December 31, 2012, is
$3.658 million, avariance of $257,000 or seven percentin PNG’s favor (when using the US GAAP balance in

PNG Consolidated 2012 Pension and NPPRB



APPENDIX A
to Order G-89-13
Page 7 of 24

2011). PNGstatesthat the variance is mostly attributable to the lack of information available onthe pre 2004
pension datafrom Westcoast Energy Inc. (Westcoast). Priorto 2004, PNG’'s employees were part of the
Westcoast master consolidated trust. PNG furtherstatesitdoes not have the information available to follow up
on the differences. (Exhibit B-4, BCUC 1.5.1.3) Finally, PNGstatesitalso lacksthe resourcestofollow up and
suggeststhatits go-forward rate base pension asset, if approved, be calculated from 2008 forward. (Exhibit
B-4-1)

In addition, the reconciliation shows thatin 2011 there was an $86,000 adjustmentin PNG’s favour that was
made to reflect the difference between the 2011 Pension Expense under Canadian GAAP and US GAAP
accounting standards, which represents a non-cash adjustment. (Exhibit B-4, BCUC 1.5.1)

PNG'’s records show that the total difference between the cumulative Cash Contributions and the cumulative

Pension Expense forfinancial reporting at December 31, 2012, after correcting for the non-cash US GAAP
adjustment, is $3.572 million,a $343,000 variance in PNG’s favour.

3.4.2 (ii) &(iii) Forecast Pension Expense and Executive Bonuses

As described above, the Net Pension Asset of $3.915 million should be equalto the difference between the
cumulative Cash Contributions and the cumulative Pension Expense for financial reporting. The expense that
drivesthe financial reporting Net Pension Asset is the Pension Expense used for financial reporting, which for
PNG has historically been different than the forecast pension expense recoveredin rates.

PNG recoversinratesthe forecast pension expense fromratepayers. The amountrecoveredin rates goesto
offsetthe Cash Contributionstothe plan and the differenceisthe amountthat PNG isrequired to finance.

The two differences that arise between the Pension Expense for financialreporting and the forecast pension
expense recovered rates are:

o theforecastvariance that exists because rates are set based on a forecast pension expenseand the
Pension Expense in the financial statementis based on the actual pension expense atyear-end
(ExhibitB-4,BCUC 1.7.2, 1.10.2.2); and

e the Commission’s disallowance of the 2/3 pension expense on executive bonuses. (Exhibit B-4,
BCUC 1.7.3)

Forecast Pension Expense vs. Actual Pension Expense

PNG states that, historically, the actual Pension Expense as reported in the financial statements has varied from
the testyear forecast pension expense by small amounts. PNGalso confirms that, commencingin 2012, it has
made a policy choice to expensein the financial statements its forecast pension expense such that the testyear
forecast expense (priorto deducting the disallowed pension expense)and the actual expense will be the same.
(ExhibitB-4,BCUC 1.7.4.)

PNG was asked inthe IR process to confirmthat the actual amountthat PNGis required tofinanceisthe
difference between the actual Cash Contributions made and the forecast pension expense recovered in rates.
PNG replied thatthisissue could be argued either way. First, the amountfinanced could be as articulated in the
guestion. Second, the amount financed could also be the difference between the actual Pension Expenseand
the actual Cash Contributions because the difference between the forecast expense included forrecoveryin
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rates and the actual Pension Expense isashareholderrisk thatis reflectedinretained earnings. (Exhibit B-6,
BCUC 2.3.1)

PNG states thatif the $2.75 million After-tax Pension Asset was calculated based on forecast pension expense
recoveredinratesitwouldincrease to $2.9 million, with resultantimmaterial difference in carrying costs.

(ExhibitB-6, BCUC 2.3.2.1)

Executive Bonuses Disallowed for Rate Making

For rate setting, the Commission has consistently disallowed recovery of 2/3 of the pension expense on
executivebonusesinthe past RRA decisions.

PNG statesthat “PNG Consolidated can give full assurance to the Commission that any disallowed amounts due
to executive pensions are being deducted in the calculation of the [Net] Pension Asset and therefore PNGis not
suggestingthatratepayers should pay any form of a carrying cost on amounts disallowed for recovery by the
BCUC.” (ExhibitB-1, p.5)

PNG subsequentlystates thatthe amount used to calculate the pre-tax Pension Asset of $3.915 ($2.750 after-
tax) includes disallowed pension expense. As aresult, the amount requiring financing when using the pension
expense recovered inrates would be higherthan when usingthe actual expense used for financial reporting,
which would resultin an after-tax Pension Asset greaterthan $2.750 million. (Exhibit B-6, BCUC2.3.1)

3.4.3 (iv) After-tax Calculation

As stated previously, PNG calculates the After-tax Pension Asset from the year-end financial statements Net
Pension Asset and then makes an adjustmentforincome tax. Anadjustmentisappropriatebecause the Cash
Contributions are tax deductible whilethe Pension Expense is not. When cumulative Cash Contributionsis
greaterthan cumulative Pension Expense, PNG experiences a tax benefit, which reduces the actual amount of
cash thatisrequiredto be financed. (ExhibitB-1, p. 6)

In response toBCUC IR 1.7.1 PNG reconciled the Net Pension Asset of $3.915 million and the After-tax Pension
Assetof $2.750 million. PNGnotes that the After-tax Pension Asset of $2.750 millionis slightly lower than the
$2.828 million shown onthe reconciliationin responseto BCUC IR 1.7.1 (a difference of $78,000 in the
ratepayer’sfavour). PNGclaims the difference is attributable to the additional yearsincluded in the build -up of
the (2004 through 2012) reconciliation shownin BCUCIR 1.7.1 versus the yearsincluded in the build-up of the
After-tax Pension Asset of $2.750 million. (Exhibit B-4-1, BCUC 1.7.1)

Commission Determination

The Commission Panel finds that PNG should be compensated for the carrying costs related to the actual

amount of capital that has to be sourced, which excludes the 2/3 disallowed pension expense. Thisisthe
verifiable difference between the cumulative Cash Contributions and the cumulative Pension Expense of

$3.572 million to be adjusted to reflect actual tax savings.

Calculation of the Net Pension Asset

If everything reconciled properly (otherthan the US GAAP adjustment) then the actual funding amount should
equal the Net Pension Asset of $3.915. This is not the case, however, with PNG. The Panel notesPNG’s

PNG Consolidated 2012 Pension and NPPRB



APPENDIX A
to Order G-89-13
Page 9 of 24

assertionthat PNGdoes not have the historicdata from the period before it took overthe companyto
determine the reasonsfor difference. The Panel furthernotes thatthe balance seemstoreconcileforall
periods post 2004 but the information provided is not clearto supportthis assertion.

The Panel considersthat the actual balance PNG isrequired to fundis the verifiable difference between the Cash
Contributions and the Pension Expense as of December 31, 2012, of $3.658 million, notthe Net Pension Asset as
reportedinthe financial statements. Further, the $86,000 representingthe 2011 accounting change to US GAAP
isa difference relatingto anon-cash change in accounting standards, and does notrepresentanincreasein
carrying costs to PNG. Afterdisallowance of that non-cashitem, the Panel arrives atthe $3.572 million, which is
the Net Pension Asset that the Commission determines PNGis allowed to earnan appropriate returnon.

Finally, because PNGisrequestingrecovery of the difference between the cumulative Cash Contribution and the
cumulative Pension Expense for financial reporting since the inception of the plan, PNG’s go-forward rate base
pension assetshould not be based on 2008 forward but on the balance perthe inception of the plan, as
determined above.

Forecast Pension Expense and Executive Bonuses

The Commission Panel finds that the After-tax Pension Asset should be calculated, as a matter of principle, as
the difference between the actual cumulative Cash Contributions and the actual cumulative forecast pension
expense recoveredinrates. The rationale forthisviewisthatPNGshould only be compensated forthe
financing of the actual amount of cash related to rate regulated pension activities. The otherchoice, usingthe
Pension Expense forfinancial reporting, is not consistent with this principle.

In addition, PNGis compensatedinits capital structure and allowed return on equity for the short terms risks
related toannual variances between forecast and actual cost of service. Thisfurthersupportsthe choice of the
forecast pension expenserecoveredin rates fordeterminingthe appropriate Pension Asset.

The Panel finds that PNG should not be compensated for the carrying cost on the 2/3 disallowed pension
expense forrate making purposes, butis persuaded that PNG’s calculation of the After-tax Pension Assetis
virtually reflective of this. The Panel recognizesthatforthe actuarial valuation the disallowed amounts have
alsobeenincluded forthe purpose of determining the funding requirements. Since the amounts are recognized
consistently both onthe Cash Contributions and Pension Expensesides, this practice is acceptable because the
difference related to the disallowed amounts is expected to be immaterial.

There are also other considerations thatinfluence the determination on whetherthe December 31, 2012
Pension Asset calculation should be based on Pension Expense per financial reporting or the forecast Pension
Expense recoveredinrates. Those considerationsinclude the following:

e the practical goal of keepingthe financial reporting and regulatory reporting the same;
e regulatory efficiency with emphasis of minimized reconciliations at each year-end;

e PNG hascommenced usingthe forecast balance used forrate makingalso for financial statement
purposes, which means thatthere will not be any variancesin the future; and

e thedifferenceinthe after-tax balance is relatively small, approximately $150,000 as shownin
response to BCUC IR 3.21. PNG statesthat if the $2.75 million After-tax Pension Asset was
calculated based on the forecast pension expenserecoveredinrates, itwouldincreaseto
$2.9 million, with resultantimmaterial differencein carrying costs.
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The Commission Panel considers that the benefits of using the Pension Expense for financial reporting
outweighs the incremental cost to ratepayers of using the forecast pension expense recoveredinrates, based
on the evidence onrecord, and determines thatthe Pension Expense perfinancial statements will be used as
a practical solution.

Determination of the After-tax Pension Asset Amount

The Commission Panel finds that because PNGis requesting recovery of the difference between the cumulative
Cash Contribution and the Pension Expense since the inception of the plan, the tax adjacent should be
calculated from the inception of the plan. Accordingly, the Panel directs PNG to recalculate the balance based
on the after-tax amount since the inception of the plan, including an estimate for the pre 2004 balances.

3.5 Appropriate Carrying Costs

In Section 3.4, the Commission Panel accepted thatPNGis entitled to be compensated for the after-tax
financing costs of its Cash Contributionsin excess of the Pension Expense (After-tax Pension Asset)and will now
determine the appropriate carrying costs on thisamount. The alternatives considered forthis Decision are:

(i) non-rate base treatmentat weighted average cost of debt;

(ii) non-rate base treatmentat weighted average cost of capital (WACC), whichincludes adebtand
equity return component; and

(iii) rate base treatment atthe WACC.

A full “rate base treatment” implicitly means that an assetis added to rate base thereby earninga WACC return,
which a utility recovers annually inits rates.

Regulatory assetsthatare treated as deferred costs can attract WACC, the weighted average cost of debtas
carrying costs or no carrying costs. Once the level of carrying costsis decided inthese cases, the Panel can
determine whetherthe carrying costs are charged to rates annually oraccumulatedina deferral accountand
then amortized overafixed time period.

PNG states that the After-tax Pension Asset should be accorded rate base treatment as is allowed to other major
utilities regulated by the BCUC, including BCHydro and all of the FortisBC utilities. (Exhibit B-1, p.2)
Furthermore, PNG explained thatit would be unable to obtain 100 percent debtfinancingfor thislong-term
Pension Asset, because nolenderwould be prepared tofinance the entire value of the asset. Therefore, PNG
stated it isappropriate forthe account to be includedinrate base. PNGalso pointed outthat this treatment
would be consistent with the rate base treatment afforded toits deferred incometax credit. (Exhibit B-4,

BCUC 1.12.1)

By way of further explanation, PNG submits that FortisBCInc. (electric) and, as best PNG has been able to
determine, BCHydro appearto receive aweighted average debt costas a return on their pension asset, while
the other FortisBC utilities (gas) include their after-tax pension assetsinrate base fora full return. PNGsubmits
thatinclusioninrate base isthe appropriate treatment forits After-tax Pension Asset, given the long-term
nature of the asset, which has been material forover4 years. Giventhe unavailability of 100 percent debt
financing and that the characteristics of its After-tax Pension Asset are very similarto otherlong-term working
capital assets such as line pack, PNG submits that rate base treatmentis warranted. (PNGFinal Submission,

pp. 6-7)
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PNG furthersubmits that providingareturn onits After-tax Pension Asset thatis below PNG’s allowed rate of
return on rate base implicitly reduces PNG’s approved return on common equity (ROE). “Thatis, given that
shareholders have to fund the After-taxPension Asset with a portion of common equity, if that common equity
isdenied the opportunity to achieveareturn equal to PNG’s approved ROE, thenthe opportunity forPNGto
achieve itsawarded ROEis diminished” (PNG Final Submission, p. 7). PNGsubmits thatif the Commission
intendstoreduce PNG’s approved ROE, itshould do it explicitly and not through an implicit method such as
providing reduced or zeroreturns on long-term assets such as the After-tax Pension Asset. (PNG Final
Submission, p.7)

If PNG was allowed to earn a weighted average cost of debt ratherthan the rate base treatmentitis seeking, the
forecastrate impactin 2013 would be a minorreduction of 0.15 percent. (ExhibitB-7, BCPSO 2.2.1)

BCPSO submits it does not take a strong position on whatthe appropriate rate of return should be onthe
Regulatory Asset. However, it notes that the characterization of the Pension Asset asa longlived assetis not
entirely correct. BCPSO points out PNG’sadmission that “the longlived asset” could turn out to be short lived -
even becomingaliability —should asset planreturns and discount ratesincrease. BCPSO further submitsthat
any increase inasset planreturnsislikelyto be correlated with anincrease in discountrates. Regardless, BCPSO
concludesthatthe appropriate returnis eitherthe weighted average cost of debt orweighted average cost of
capital. (BCPSO Final Submission, pp. 3-4)

In Reply, PNGsubmits thatits characterization of the After-tax Pension Asset aslong-termin nature is based on
two points:

a) giventhe underlyinglong-term nature of DB pension plans, virtually all elements of pension-related
accounts are long-termin nature; and

b) eventhoughthe balance mayswitch between aPension Benefit Assetand Pension Benefit Liability
overtime, the transitionis likely to take place overlengthy cycles. Thisoccursin part due to the fact
that one of the primary drivers of the difference between Cash Contributions and the annual
Pension Expense amounts are the triennial plan valuations that determine future cash contribution
requirements. Assuch, thereislikelytobe a prolonged period where there exists a difference
between Cash Contributions and annual Pension Expense amounts, thus givingrise to an asset (or
liability) that will continue for the remainder of that valuation cycle. Asvaluation assumptions
change with the business cycle (and timing thereof)it can easily occur that assets ( or liabilities) will
be recognized overtwo or more valuation cycles, thus spanning six years ata minimum. PNG
submits that thisis sufficient for characterization of the pension asset (or liability) asalong-term
asset (or liability) and therefore rate base treatment is warranted.

(PNGReply Submission, pp. 1-2)
Commission Determination

As stated previously, the Panelgives little weight to regulatory treatment of other utilities as each case may
have its unique circumstances. Inthiscase, because of the long-term nature of the After-tax Pension Asset
and the comparable rate base treatment of the deferred tax credit balance, the Commission Panel grants
PNG’srequestto recognize the After-tax Pension Assetin rate base as of December31, 2012. The rate base
treatment with full weighted average cost of capital return compensates PNGfor the financing costs of its
after-tax Cash Contributionsin excess of the Pension Expense. The Commission Panelwas persuaded by
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arguments put forward by PNGand also notes BCPSO did not take a strong position regarding the nature of the
carrying costs allowed.

If the After-tax Pension Assetbecomes an After-tax Pension Liability at some pointin the future, due to such
events as higher discount rates or healthy returns on plan assets, PNG must provide a credit to rate base in
the same manner approved for the After-tax Pension Asset. Thisis to ensure that PNG’s rates remain fairand
reasonable to ratepayers.

3.6 Future Tracking and Reporting and Compliance Filings forthe After-Tax Pension Asset

PNGis directed to calculate the applicable After-tax Pension Asset at December 31, 2012, inaccordance with
all findingsin Section 3.4 and file it with the Commission within 30 calendar days after the date of the Order,
and attach a schedule showing the details of the calculation.

In all future RRAs, the Commission directs PNG to file the following After-tax Pension Asset reconciliation
schedules:

1. Areconciliation, similarto the table providedin response to BCUC IR 1.5.1, showing the
cumulative Pension Expense and Cash Contributions on a year by year basis reflective of the
adjustmentdirectedin this decision.

2. Aschedule showing any variance between the forecast cash contribution to the pension planand
the actual cash contribution for the previous year. PNG is to reflect the actual cash contributions
in the following RRA when the actual contributionis known. Thiswill ensure that carrying costs on
the Net Pension Asset recovered inrates reflects the true amount of cash financing required by
PNG.

3. Areconciliation between the cumulative Net Pension Asset and the After-Tax Pension Asseton a
year by year basis.

PNG is directed to file, within 45 days of the date of this Decision, drafts of these schedules, which will be
reviewed and approved by the Commission upon its satisfaction.

4.0 NON-PENSION POST RETIREMENT BENEFITS (NPPRB)

4.1 Request

PNG isrequestingapproval forthe recognition of a Regulatory Asset equal to the historical unrecovered
non-pension post retirement benefit (NPPRB) expense of $2.525 million at December 31, 2012, calculated under
US GAAP, and approval to amortize the Regulatory Asset in rates commencingJanuary 1, 2013, overa period of
13 years. (ExhibitB-1, p. 14 and Exhibit B-6, BCUC 2.8.1)

Table 1 below shows how thisamount was derived.
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Table 1 - Regulatory Asset Equalling the Unrecovered NPPRB Expense as of December 31, 2012

USGAAP adjustments
($000's) CGAAP CGAAP oBs " 211 " 21 USGAAP  USGAAP
To2010 " 201 expense  reclass 2011 2012
Funded status (5,400) (5,513) 112 6 290 (5,105) (7,013)
Unamortize d net actuarial gains and losses 1,889 1,791 (157) 11 (1,645) - -
Unamortized transitional obligation 986 863 2) (861) - -
(2,534) (2,859) (45) 15 (2,216) (5,105) (7,013)
37 357 (357) - -
Carrying value (2,497) (2,502) (45) 15 (2,573) (5,105) (7,013)
Regulated asset- unamortized net actuarial gains & losses 1,706 1,706 3,750

(3399)  (3,263)

Regulated asset - historic costs 2497 2,497 45 (15) (2) 2,525

Regulated asset- forgone transiional obligation 861 861 738
Source: Exhibit B-4, BCUC 1.13.2

PNG states that ultimately, with both the recovery of the historical amountand the future expense being
calculated under US GAAP, there will be no overor underrecovery of the NPPRB expense in rates relative to
PNG’s benefit payments. (Exhibit B-4, BCUC 1.13.2)

4.2 Background

4.2.1 PNG’sNon-Pension PostRetirementPlan

PNG explained that pre 2004 retirees (31 members) receive extended medical coverage, dental benefits, MSP
premiums and life insurance.

Post 2004 retirees (123 members of which 17 are retired) receive extended medical coverage, MSP premiums,
Health Spending Account and life insurance. PNGstated that extended health benefits andlifeinsurance

coverage were significantly reduced relative to the plan pre 2004.

Cash cost of retiree benefits was $186,000 in 2012. (ExhibitB-2, p.6)

4.2.2 The Historical Regulatory Treatment of PNG’s NPPRB Plan

PNG statesthat unlike defined benefit pension plansthere is nolegislation governing the funding of NPPRB
plans and these plans are normally unfunded. (ExhibitB-1, p.8) The historical regulatory treatment of PNG’s
NPPRB plan costs hasvaried, generally, due to a set of circumstance relatively uniqueto PNG. The chronology of
the eventsisoutlined below.
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Pre 2004

Up to 2004, PNG Consolidated recovered its NPPRB plan costs on the pay-as-you-go method (cash cost of retiree
benefits paid). PNGdid notrecoverthe full accrual method out of concernfor the significantimpacton
customerrates. (ExhibitB-1, pp.7-8)

2004

In 2004, PNG applied fora change to a partial accrual methodology forrecovery of the NPPRB expense because
the plan deficit had grown to $4.7 million. To strike abalance between managingrate increases and the
growing NPPRB liability, the Commission approved PNG’s request to recoverthe current service expensein
additiontothe cash cost of retiree benefits paid.

Althoughthe Commission approved PNG’srequest, it directed PNGto create a trust structure intowhich the
amountin excess of the cash cost paid (the current service expense) was to be segregated and deposited. PNG
requested Commission relieffrom this condition since the only structure available was a Canada Revenue
Agency (CRA) approved retirement compensation arrangement (RCA) trust, where each contribution to the RCA
trust had to be matched with an equal remittance to arefundable tax account (RTA) with the CRA. In addition,
no interestorotherreturn would be earned or paid on the RTA. Instead, PNGrequested the Commission to
allow that the cumulative after-tax funds collected be offset against the Company’s rate base. PNGclaimed this
would significantly increase the effective returnthat would be earned by its customers. The Commission denied
PNG’srequestand directed it to create the NPPRB RCA trust (Trust, RCA Trust Structure). (Exhibit B-1, pp. 8-9)

2009

Up until 2009, from an accounting perspective, PNGwasable torely ona regulatory exemption and was not
required by GAAP to recognize any NPPRB accrued benefit asset/liability onits balance sheet. However,
effectiveJanuary 1, 2009, the Canadian Accounting Standards Board removed the temporary exemption
providingrelief to entities subject to rate regulation from the requirements regarding recognition and
measurement of assets and liabilities. PNG’s compliance with this change in accounting standard resultedin
PNG recognizing the Canadian GAAP carrying value of its NPPRB plan on its balance sheet from that pointon.

On January 1, 2009, PNG recorded a NPPRB Accrued Benefit Liability of $2.190 million and at the same time
established an offsetting Regulatory Asset of $2.190 million. However, PNGdid not seek nor obtain Commission
approval forthis Regulatory Asset. (Exhibit B-4, BCUC 1.5.1.1, Exhibit B-6, BCUC 2.5.2)

Up until 2011, PNG continuedtorecoverinratesthe currentservice expense in addition to the cash cost of
retiree benefits paid. PNGstatesthatit purposefully applied for less than full recovery of its NPPRB expense
between 2004 and 2011 simply toreduce rate impacton its customer duringa very difficult time forboth PNG
and its customers. (ExhibitB-1, p. 11)

2011

By January 1, 2011, the NPPRB Accrued Benefit Liability had grown to $2.497 million. Inthe 2011 Revenue
Requirements Application (2011 RRA), PNGrequested tonolongerrecoverthe cash cost of retiree benefits paid
and the currentservice cost but to instead recoverthe full accrual accounting expense. Through the negotiated
settlement process PNGreceived approval to recoverthe full accrual account expense commencing

January 1, 2011. (ExhibitB-1, pp. 7-9)
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Inthe 2011 RRA, PNG also requested that the after-tax amount of the non-cash expense (i.e. the full accrual
accounting expense recovered in excess of the cash cost paid to retiree) be available to PNGfor general
corporate purposes and be recognized as a creditto rate base ratherthan being contributed tothe RCA Trust
Structure. Thisrequestwasdenied and PNG was required to continue to contribute the excess to the RCA Trust
Structure. (ExhibitB-1, pp.7,9)

2012
OnJanuary 1, 2012, PNG converted to US GAAP.

In its 2012 RRA, PNGapplied to have its Regulatory Asset of $2.542 million (composed of the $2,497,000
Canadian GAPP NPPRB Accrued Benefit Liability and a $45,000 US GAAP Transitional Adjustment) plus the
Unamortized Transitional Obligation of $861,000 amortized fully and immediately onJanuary 1, 2012, withan
equal and offsettingamortization of its deferred income tax balances.

PNG requested a wind-up of the RCA Trust Structure. Withouta wind-up of the Trust, the full amortization of
the Unamortized Transitional Obligation ($861,000) and the NPPRB Plans’ Unrecovered Expense ($2.542 million)
would have to be contributed tothe Trust.

PNG was denied recovery of the $2.542 million NPPRB Plan’s Unrecovered Expense. The Commission also
deniedthe wind-up of the RCA Trust Structure and required PNGto contribute tothe Trust anyamountsin
excess of the expenseand the cash cost of providing retiree benefits. (Exhibit B-1, pp. 7, 11)

However, the Commission approved recovery of the $861,000 Unamortized Transitional Obligation but was

directed to amortize the balance in rates overseven years (approx $123,000 peryear) with the amortization
being contributed to the RCA Trust Structure. (PNG 2012 RRA Decision)

4,2.3 The November30, 2012 Application

PNG isagainrequestingrecovery of the Regulatory Asset at December 31, 2012, that wasset upin 2009 to
offsetthe NPPRB Accrued Benefit Liability. PNGstated thatthe underlying nature of this assetis the difference
between the full actuarial accrual expense and the amounts historically recovered through rates. (Exhibit B-6,
BCUC 2.5.7)

At January 1, 2009, the regulated asset was $2.190 million. The Regulatory Assetincreasedin 2009 and 2010 to
$2.525 million by the net change in the carrying value of the NPPRB liability. In 2011, PNG recovered the full
actuarial expense. Therefore, there was no change inthe regulated asset since that time otherthan the
adjustments for US GAAP. (Exhibit B-6, BCUC2.5.7)

As with the Pension Asset, there isno NPPRB Accrued Benefit Liability reported under US GAAP ; however, the
amountis equal tothe Funded Status plus the Unamortized Net Actuarial Gains and Losses inthe financial
statements less the Unamortized Transitional Obligation. PNGstates the sum of these three amountsis
expectedtobe reported at December31, 2102, as $2.525 million, which isthe same as the Regulatory Asset
beingrequested forrecovery. (Exhibit B-6, BCUC2.8.4) The difference between the full actuarial accrual
expense and the amounts historically recovered through rates is $2.503 million, a $22,000 difference, thatPNG
statesisdue to rounding. (Exhibit B-4, BCUC1.13.5)

PNG furtherstates thatin the future if the benefit payments become greaterthan the accrual accounting
expense recoveredin rates, PNGwould not come to the Commission to request recovery of the difference
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because the future benefit payments would have previously been recovered from customersinthe historical
NPPRB expense. (Exhibit B-4, BCUC 1.18.5)

4.3 PNG’s Rationale

PNG states that the Commission’s denial of the recognition and amortization of the Regulatory Asset of
$2.542 millioninthe 2012 RRA has put it in the imminent position of having to recognize a negative retained
earningsimpactunder US GAAP equal to $2.542 million. (ExhibitB-1, p. 11)

Under US GAAP there are specificrules governing the recognition of regulatory assets associated with
non-pension post-retirement benefit plans. Whenasked why PNGis seeking recovery of aregulatory asset that
was neverapproved by the Commission, PNG explained that US GAAP allows the recognition of aregulatory
assetrelatedto NPPRB plan liabilities that are not currently recovered through rates. However, there needs to
be a reasonable expectation that thisasset will be recovered through rates within a prescribed period of time,
preferably athrough a regulatory order. PNGstated it fully expected the Commission to give this approval.
(Exhibit B-6, BCUC 2.5.4)

In the case of PNG’s Regulatory Asset, PNGbelievesit would need to be recovered on astraightline basis by
December 31, 2025 (13 years) to meet the US GAAP criteriaforrecognitionasanasset. (ExhibitB-1, p.11)

PNG Final Submission

PNG submits the Commission has neverconcluded that PNG’s NPPRB planisimprudent orotherwise not subject
to recoveryin PNG’s rates. The Historical Unrecovered NPPRB Expense (Regulatory Asset) arose when PNG
applied to notadopt full accrual accounting following changesin accounting standards. PNG’s requestsin this
regard, which contrasts with FortisBC Energy’simmediate adoption of full accrual accountingfor NPPRB plans,
were motivated by PNG’s desire to mitigate the rate impacts on its customers. There was neverany suggestion
orindicationthat PNGwould not be able to recoverits full NPPRB expense. Had PNG adopted full accrual
accounting at the same time as FortisBCEnergy, PNGbelieves that thisamount would have beenrecoveredin
prioryears’ revenue requirements.

PNG furthersubmits that to avoid any punitive accounting treatment this Regulatory Asset needsto be
recoveredinamanner prescribed by US GAAP and that itis fairand reasonable forthe Commissionto allow
PNG the recoveryin compliance with USGAAP rules.

Finally, PNGsubmits denial by the Commission of recovery of this Regulatory Asset infers that PNG shareholders
are solely atrisk forchanges to recovery methodologies previously recognized and approved by the
Commission. Acorollary of this rationale would be the treatment of deferred income tax balances that PNG had
previously recovered underthe accrual method. If PNG’s shareholders are intended to be at risk for changes to
recovery methodologies previously recognized and approved by the Commission, then when PNG was ordered
by the Commission to switch to the flow-through method of recoveringanincome tax provisioninits rates, the
resultingimpact should have been solely to the account of PNG’s shareholders. Usingthatallocation of risk,
PNG’s shareholders would have retained the deferred income taxes previously recovered from customers.
(PNGFinal Submission, p.9)
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BCPSO Final Submission

BCPSO supports PNG’s submission thatitis appropriate for PNG to recover historically unrecovered NPPRB
expenses. BCPSO, however, submits thatthe analogy between the NPPRB recovery and the drawdown of
deferredincome taxesis flawed. BCPSO rejects this analogy becausefor utilities, the deferred taxissue arises
whenthe utilityis collectingamounts from ratepayers in respect of income taxes that may never be paid by the
utility. In contrast, BCPSO arguesthe NPPRB will certainly be paid. (BCPSO Final Submission, pp. 5-6)

PNG Reply Submission

PNG submitsitrespectsthe BCPSQO’s position regarding the flawed analogy. “However, PNGstands by its
positionthat, like NPPRB expense, the deferred incometaxes previously collected will ultimately be paid by the
utility, albeit possibly overalongtimeframe.” (PNGReply Submission, p. 2)

4.4 Regulatory Treatment of Other Utilities

PNG submitsthatit has been unable toidentify any utilities that have transitioned from pay-as-you-go to the full
accrual expense method of recovery of NPPRB plan costsin a mannersimilarto PNG. Therefore, PNGhas not
been able toidentify any utilities that have soughttorecover NPPRB expense amounts equivalentto PNG’s
Historical Unrecovered NPPRB Expense.

Further, PNGsubmitsit has not beenable toidentify any other utility that has been required to contribute
fundingtoan RCA Trust. Anumber of utilities, though notall, are recovering the full accrual actuarially
determined NPPRBexpense intheirrates. InBritish Columbia, FortisBC Energy Inc. (FEI) recovers the full accrual
expense and has not beenrequired to contribute funds recoveredin rates in excess of cash costs into an RCA
Trust. FElI does provide arate base creditforthe fundsrecoveredinratesinexcess of cash costs. In Alberta, for
instance, Alberta Utilities Inc. and ATCO Gas have ‘Pay-as-you-go’ regulatory treatmentfor NPPRB plan costs.
(PNGFinal Submission, pp. 12-13)

PNG states that “[it] also notes that other utilities under the jurisdiction of the BCUC, including the Fortis B.C.
utilitiesand BCHydro, have been allowed to recover the full amount of the accounting expense fortheir NPPRB
Plans. PNGbelievesitis unduly discriminatory forthe BCUCto deny PNGthe right to recognize and recover the
NPPRBPlans’ Unrecovered Expenses, particularly when PNG purposefully applied for less than full recovery of its
NPPRB expense inthe intervening 2004 to 2011 simply to reduce rate impacts on its customers duringa very
difficult period forboth PNGand its customers.” (ExhibitB-1, p. 11)

In conclusion, PNG submits that there is no substantive reason thatit should not be able torecoverits Historical
Unrecovered NPPRB Expense (Regulatory Asset), particularly when FortisBC Energy has been allowed to recover
itsfull accrual NPPRB expense from the time that full accrual accounting for these plans was firstintroduced as
the accounting standard. (PNG Final Submission, p. 13)

4.5 Request for Approval of the Regulatory Asset

As mentioned previously, onJanuary 1, 2009, PNGrecorded a NPPRB Accrued Benefit Liability of $2.190 million
and at the same time established an offsetting Regulatory Asset of $2.190 million; however, PNGdid not seek
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nor obtain Commission approval forthis Regulatory Asset. By way of an explanation, PNGstated the Company
doesnotbelieve thatitisalways necessary to obtain Commission approval forits Regulatory Assets.
“Regulatory assets are items that PNG recognizes onits financial statements based on management’s
reasonable expectation thatthe amounts associated with the asset willbe recoveredinratesinthe future.
While aregulatory orderisthe strongest evidence to supportthe recognition of aregulatory accountunder
GAAP, otherevidence can be considered. The recognition of this asset was supported by management’s reliance
on BCUC’s decisions to allow other utilities to recoverthis expense and PNG's belief thatit was prudently
incurred.” (Exhibit B-6, BCUC2.5.3)

Itisexpectedthatif the recovery of the Regulatory Assetis approved, once the current balance isamortized, the
Regulatory Asset balance will be nil and the account will no longerbe required. PNGstated thatevenifthe
Commission were to approve the full amortization of the Regulatory Assetimmediately the obligation and the
asset (Funded Status) willcontinueto be measured under US GAAP ( Exhibit B-4, BCUC 1.18.1) as well asthe
Unamortized Net Actuarial Gains and Losses. However, there would nolongerbe an equal and offsetting
Regulatory Asset. (Exhibit B-4, BCUC 1.5.8)

Commission Determination

Even afterreviewing PNG’s submission, the Commission Panel questions why PNGset up a regulatory account
without approval or consideration by the Commission. The fact that PNG was not proactive in 2009 has resulted
inunintended consequences. Forinstance, atthe time the Regulatory Asset was established in 2009 for

$2.190 million, PNG could have requested that a deferral account be set up forrecovery in the future and the
Commission could have reviewed the calculation at that time.

Specifically, if PNG had anticipated recovering the full accrual pension expensein the future, it should have said
so explicitly. PNGcould also have requested to add the difference in a deferral accountforrecoveryinthe
future and the Commission could have made a determination on the appropriate expense atthattime. There
were also other ways to mitigate the rate impact; for example, PNG could have amortized the full pension
expense and offset some of it with the amortization of the deferred income tax balance.

In summary, the Panel has noted the circumstances where PNG purposely did not want to take the expense in
the past years to mitigate rate increases and questions whetheritseems fairthat PNG can recover the balance
now retroactively; especially, when PNG never sought approval forthe Regulatory Asset when it was set up.

After consideringthe concerns articulated above, the Commission Panel is persuaded by arguments put forward
by PNGand the support of BCPSO in general. The Panelin particular notes the atypical financial challenges
faced by PNGin the past and the complex regulatory and accounting treatments PNG has been exposed to over
alongperiod. Accordingly, the Commission Panel accepts the recognition of a Regulatory Asset equal to the
historical unrecovered NPPRB expense at December 31, 2012. PNG is allowed to establisha NPPRB
Regulatory Asset Deferral Account calculated at December 31, 2012, under US GAAP in the amount of

$2.525 million. The NPPRB Regulatory Asset Deferral Account must be a non-rate base, non-interestbearing
deferral account with no further additions allowed.

5.0 NPPRB — CONSIDER WIND-UP OF THE RCA TRUST

PNG did notrequesttowind-up the RCA Trust Structure inthe Application because inthe 2012 RRA the
Commission determined thatit was too risky to do so. Nevertheless,the option of awind-up was fully explored
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throughthe information request process, and inits Final Submission, PNG requested reconsideration of the
Commission’s decision in 2004 to require PNGto use the RCA Trust Structure. (Exhibit B-4,BCUC1.1.3 and PNG
Final Submission)

5.1 Background for the RCA and Tax Account

As describedinSection 4.2.2,in 2004 PNGwas granted an approval fora change to a partial accrual
methodology forrecovery of the NPPRB expense but the Commission directed PNGto create the RCA Trust
Structure into which the amountin excess of the cash cost paid (the current service expense) was to be
segregated and deposited. PNG’s request for relief from this condition and the Commission’s subsequent denial
in 2004, as wellasin 2011 and 2012, were also described as part of the chronology of the historical regulatory
treatment of PNG’s NPPRB plan.

The beneficiaries of the RCA Trust Structure are PNG retirees, so the funds withdrawn from the Trust can only be
used to purchase benefitsforretirees underthe NPPRB plan. (Exhibit B-1, p. 12)

5.2 PNG’s Rationale

PNG submits the RCA Trust Structure is an inefficient structure that, due tothe poorinvestmentreturns which
can be achieved, resultsin significant coststo PNG’s ratepayers overtime. PNGstatesit “is not supportive of a
scenariowhere the RCAisfunded with very large sums of money effectively lockingin the very poorreturns
achievable underthe structure for manyyears.” (PNG Final Submission, p. 11)

PNG pointsoutthat in many aspectsan RCAis very similarto a registered pension plan. Funds contributed to
PNG’s RCA Trust Structure can be used solely forthe purpose of paying the costs of non-pension post-retirement
benefit premiums on behalfof the beneficiaries/plan members. Like registered pension plan funding,
contributions are tax deductible forthe RCA sponsor.

However, the RCA Trust Structure is very inefficient compared with registered pension plan funding. When
contributions are made toan RCA Trust, a 50 percent refundabletaxis applied such thatonly 50 percent of the
contributions actually gointothe trust. The 50 percentrefundabletaxisheld by the CRAand earnsno returnor
other compensation. When benefits are paid from the trust, 50 percent of that cost is then refunded from the
tax account. PNG statesit investsthe RCA trustfunds, much like itinvests the funds of its registered pension
plan. Yet, on an annual basis, 50 percent of the income earnedinthe RCA Trust must also be contributed to the
refundable tax account (RTA). Since both contributions and income underthe RCA Trust Structure are subjectto
the 50 percent refundable tax, while registered pension plan contributions and income are not, the RCA Trust
Structure has the opportunity to earna return of only one-half of the return of a registered pension plan.

PNG understands thatthe Commission denied its prior requests to wind-up the RCA Trust Structure because of a
concernthat PNG would not be in a position to pay the NPPRB premiums as they became due inthe futurein
spite of the fact that the funds had previously been recovered from customers. Inotherwords, PNG believes
that it was not treated the same as other utilities underthe Commission’s jurisdiction because it was regarded
by the Commission astoorisky. (PNGFinal Submission, pp. 11-12)
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5.3 Analysis of PNG and the RCA Trust

5.3.1 RiskProfile

In the 2012 RRA, it was determined that PNG’s financial stability has notimproved since 2004, even after the
recent change in ownership. PNGdoes not believe thatthere have been material changes toitsrisk profile since
the 2012 RRA evidentiary record was closed.

PNG’s unfunded pension and non-pension obligations to the plans’ beneficiaries would be considered in the
third party creditor category fromthe risk assessment point of view. PNGstated thatitsrisk profile, asfaras
third party creditors would view it, is probably best measured by PNG’s debt rating, which has been as follows
overthe periodinquestion:

e Nov.17, 2003 thru Aug. 31, 2005 —BBB(low) Stable

e Sept.1, 2005 thru July 23, 2007 —BBB(low) Under Review —Negative Implications
e July24, 2007 thruAug. 10, 2009 — BBB(low) Negative Trend

e Aug.11, 2009 thru current— BBB(low) Stable (ExhibitB-6,BCUC2.17.2)

PNG’s corporate risk profile on a stand alone basis was BBB(low) Stable in 2004 when the Commission directed
the RCA Trust to be setup and currently remains the same.

5.3.2 Returnson the RCATrust

PNG states that the RCA Trust Structure is inefficientand harms PNG’s ratepayers. Based onthe current
investment mix, PNG’s actuaries expect that pension plan assettoreturn onaverage 7 percentversusthe
NPPRB plans’ asset return of 3.5 percent. Thisisdirectly due to half of the NPPRB plan assets being placedin the
CRA refundabletax account. Thisimpacton returnswillincrease PNG’s NPPRB plan’s expensethroughout the
entire life of the plans. (ExhibitB-1, p.9, Exhibit B-4, BCUC 1.1.3)

Since January 1, 2004 through to December 31, 2012, PNG has recovered $2.498 million more in rates thanits
cash costs of NPPRB, all of which have been contributed to the RCA Trust Structure. (Exhibit B-6, BCUC 2.9.1)
PNG stated thatif the wind-up were approved it would use the fundsin excess of those paid toretirees for
general corporate purposesin exactly the same way it has utilized deferred income taxes previously recovered
inrates, and provide arate base creditin the after-tax cumulative amount of such funds recovered. (ExhibitB-4,
BCUC1.1.4)

Currently, benefits paid toretirees as well as contributions to the RCA Trust and refundable tax account are
deductible forthe purposes of calculating taxableincome such that the full amount of the NPPRB expense
recovered from customersis nottaxable asincome to PNG.

Under the scenariowhere PNGis approved to use the funds forgeneral corporate purposes, only the retiree
benefits paid would be tax deductible and not the additional expense that has been recovered from ratepayers
in excess of the retiree benefits paid. However, the after-tax funds credited to rate base will earn a pre-tax (rate
base) return forthe ratepayers. (Exhibit B-4, BCUC1.17.2.2)

Should the Commission approve the wind-up of the RCA, PNGstated that the plan asset will shrink resultingin
anincrease inthe annual accrual expense, while it will be very difficult to predict what would happentothe
accrued benefitobligation as there are more significant assumptions when measuring the obligationincluding
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the discountrate. PNG also stated that the future expense is difficult to predict due to the discount rate and its
impacton netactuarial gainsand losses. (ExhibitB-1, BCUC 18.2.1, 1.18.3.1)

5.3.3 Reconciliation with the Audited Financial Statements

Under the existing funding arrangement, the Regulatory Asset can be directly tied to the year-end financial
statements because itis equal to the Funded Status plus the Unamortized Net actuarial Gains & Losses less the
Forgone Transitional Obligation (fromthe regulatory statements). If the RCA Trust Structure funding
arrangementis discontinued these balances will nolongerbe equal. (Exhibit B-6, BCUC 2.8.6)

Commission Determination

The Commission Panel is not prepared to approve the wind-up of the RCA Trust Structure at the presenttime for
the following reasons:

1. There has been nodemonstrated change in PNG’s Risk Profile since the purchase of the Company by
AltaGas Ltd. Moreover, PNG’srisk profile is exactly the same today as it was when the 2004 decision
to establish the RCA Trust was made.

2. Financial benefits fromthe wind-up seem undeterminable. Forinstance, inresponseto BCUC
IR 17.2.2.1, PNG demonstrated the potential savings of winding up the RCA Trust Structure;
however, several assumptions were made, which could significantly change the outcome of the
analysis. PNG noted that changesinthe discountrate and the impacton the netactuarial gains and
losses are very hard to predict. These differences could have significantimpact on the benefits
showninthe IR response. The Panel acknowledgesitis likely that there would be financial benefits
to a wind-up of the RCA Trust Structure but the real benefits are very hard to predict. Althoughthe
RTA Trust Structure does not earn any interest, this benefitis offset by the fact that the amount in
excess of the cash contribution will nolongerbe tax deductible and the compoundinginterest effect
of the RCA Trust Structure. Finally, PNGstated thatfor each of the divisions the wind-up of the RCA
Trust Structure would resultin a change inrates in 2013 of less than half of a percent. (Exhibit B-4,
BCUC 1.15.4, 1.15.5.1)

3. Maintainingthe status quo will also keep future reconciliations and verifications more manageable.
The current funding arrangementis easier to verify forrate makingas all the excess funds are
contributed to the RCA Trust Structure and the balance of the Regulatory Asset can be directly tied
to the audited year-end financial statements and regulatory schedules. Furthermore, inthe case of
a wind-up, the fundswould be used forgeneral corporate purposes and not segregated for their
intended purpose —paying future NPPRB.

Accordingly, the Commission Panel would expect that, except for a significant change in circumstances, the
RCA Trust Structure is to stay inplace for at least the nextsix years, after which the issue can be revisited.

The Panel directs that any NPPRB expense recovered inrates, including the amortization of the NPPRB
Regulatory Asset and the transitional obligation, in excess of the cash cost of providing retiree benefits must
continue to be contributed to the RCA Trust Structure.

In the future, if the NPPRB retiree benefits payments become greaterthan the accrual accounting expense
recoveredin rates, PNG must not request recovery of the difference.
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6.0 AMORTIZATION OF THE REGULATORY ASSET

In Section 4.5, the Commission Panel approved the recognition of a Regulatory Asset equalling the historical
unrecovered NPPRB expense at December31,2012. PNG providedthree alternative methods forthe recovery
of thisRegulatory Asset. Two methods are presented inthe Application and an additional option was presented
throughthe IR process that would be applicable if the Commission approved the wind-up of the Trust. The
overview of these threemethods is provided below.

Method 1: Fully amortize the Regulatory Asset in 2013 with an equal and offsetting concurrent amortization of
PNG’sdeferredincome tax balances. PNGwould then contribute these funds, inthe amount of $2.5 million, to
its RCA.

This would involve PNG making a contribution of $2.5 million to the RCA from PNG’s existing financial resources.
PNG stated that while itbelieves it will have the liquidity required to make such a contribution, the process
would have to be managed without adversely impacting PNG’s marginalinvestment grade rating. Inother
words, while PNGis confident thatit can manage the required contribution, it would be beneficial to have
sufficient notice in orderfor PNGto manage its cash flows to avoida suddenincrease in PNG’s debt leverage,
which couldresultina debtratings downgrade. (Exhibit B-6, BCUC 2.16.1)

PNG states that Method 1 would be the most administratively simple butitwould require the maintenance of
the RCA Trust structure formany yearsto come eveninthe eventthat PNG were approved to wind-up the Trust
(becauseitwould be solarge). Based on current assumptions, it would require an extended period of time
(almost 20 years) to wind the Trust Structure up. (ExhibitB-1, p.12)

Method 2: Amortize the Regulatory Asset straight-lineovera period of 13 years. Thiswould be the lowest rate
of amortization that would still allow PNGto continue to recognize the Regulatory Asset and, therefore, avoid a
write-down of this balance toretained earningsin accordance with US GAAP. The amortizationisrecoveredin
ratesand contributed to PNG’s RCA Trust Structure but there is not an equal and offsetting concurrent
amortization of PNG’s deferred income tax balances; ratherthe amortizationisrecoveredinratesin eachyear
and the deferredincome balanceis unaffected. Method 2 is reflected inthe 2013 RRA requested rate increase
and supporting schedules. (ExhibitB-1, p. 12)

If the 13 yearamortization was offset against the deferred income tax regulatory account and contributions to
the RCA Trust Structure were still required the annual depreciation and rate impact would be as follows:

Table 2 - 13 Year Amortization Offset Against Deferred Income Tax Account

Division Amount Revenue Requirement Impact | Rate Impacton RRA
(5000s) (S000s) (%6)
PNG-West 117 (153) (0.47)
PNG(N.E.) FSJ/DC 26 (34) (0.26)
PNG(N.E.) Tumbler
Ridge 4 (5) (0.31)

Source: Derived from Exhibit B-6, BCUC2.16.3, 2.16.3.1
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If the amortization period was changed to 6 years (to match the Foregone Transitional Liability) and offset
againstthe deferredincome tax regulatory accountand contributions to the RCA Trust structure were still

required, the annual depreciation and rate impact would be as follows:

Table 3 - 6 Year Amortization Offset Against Deferred Income Tax Account

L Amount Revenue Requirement Impact | Rate Impact on RRA
Division
(5000s) ($000s) (%)
PNG-West 254 (149) (0.45)
PNG(N.E.) FSJ/DC 55 (33) (0.25)
PNG(N.E.) Tumbler (5)
Ridge 3 (0.30)

Source: Derived from Exhibit B-6, BCUC 2.16.4, 2.16.4.1
Method 3: Fully amortize the Regulatory Asset with an equal and offsetting concurrent amortization of PNG's
deferred income tax balances with a wind-up of the RCA Trust Structure and a rate base creditforthe NPPRB

fundsrecoveredin ratesin excess of the cash costs of paying NPPRB premiums.

PNG Final Submission

PNG submits that Method 3 is the most favourable solution forits customers, while meeting all US GAAP
requirements. However, PNGrecognizes thatthe Commission may not want PNG to commence winding upits
RCA Trust Structure in spite of itsinherentinefficiencies. Inthat event, PNGsubmits that Method 2, where the
Historical Unrecovered NPPRB Expense is amortized into rates over 13 years and the amounts recovered are
contributed to PNG’s RCA, isthe mostappropriate solution sinceit provides the most flexibility in the future
should the Commission determinethat PNG’s financial circumstances have improved and contributions to the
RCA are no longerrequired ordesirable. (PNGFinal Submission, pp. 13-14)

BCPSPO Final Submission

BCPSO submitsthatthe analogy between NPPRB recovery and the drawdown of deferred income taxesis
flawed: for utilities, the deferred tax issue arises because the utility is collectingamounts from ratepayersin
respect of income taxes that may never, andin the case of a utility with increasing rate base, will likely never be
paid by the utility. Onthe contrary, NPPRBwill certainly be paid. Therefore, BCPSO rejects this analogy.

Notwithstanding the preceding, BCPSO submitsitis persuaded of the inefficiency associated with funds putinto
the RCA and therefore supports Method 3 as an appropriate method forrecoveringthe $2.5 million of NPPRB at
issue. (BCPSO Final Submission)

In reply, PNG submits it respects the BCPSO’s position that PNG’s analogy between NPPRB recovery and the
drawdown of deferredincomes is flawed. However, “PNGstands by its position that, like NPPRB expense, the
deferredincome taxes previously collected will ultimately be paid by the utility, albeit possibly overalong
timeframe.” (PNGReply Submission, p. 2)
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Commission Determination

As the Commission Panel already denied the wind-up of the RCA Trust Structure, commencingin 2013,
Method 3 is not further considered. The Panel notes that Method 1 has a number of advantages but
appreciates the cash flow challenges PNG might be facing when makinga $2.5 million one -time cash
contributionto the RCA from existing financial resources.

This leavesthe Panel with Method 2 to consider. The Regulatory Assetis based on pension expense in the past
beinglowerthatwhatwas required under GAAP and recovery of the balance will allow PNGto recoverthose
historicunrecovered expenses. Recovery of the amortization from current ratepayers can create an
intergenerational equity concern. However, because PNG has adeferred income tax balance collected from
past ratepayers, amortizing the Regulatory Asset against the deferred incometax balances would resolve that
concernand resultin more fairrates.

The Panel findsthat 13 yearsis toolonga period. Furthermore, the rate impact of a six yearamortization period
seems almost the same as the 13 yearamortization, except that the rate impact will be eliminated after six
years. A sixyear periodisalsoappropriate asit matches exactly with the treatment provided inthe 2012 RRA
for the Foregone Transitional Obligation and will also add to some efficiencies. Based on the above analysis,
the Commission Panel determines that the NPPRB Regulatory Asset Deferral Account must be amortized over
six years, commencingJanuary 1, 2013, with an equal and offsetting amortization of the deferred income tax
balance. The NPPRB deferral account must be closed when fully amortized.
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