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o Utilities Commission bcuc.com F: 604.660.1102

ORDER NUMBER
G-105-17

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

and

Pacific Northern Gas (N.E.) Ltd.
Application for Approval of 2016 Unaccounted for Loss above 1.5 Percent

BEFORE:
B. A. Magnan, Commissioner
D. J. Enns, Commissioner
R. D. Revel, Commissioner

onJune 27, 2017
ORDER

WHEREAS:

A. On February 24, 2017, PacificNorthern Gas (N.E.) Ltd. (PNG(N.E.) ) applied to the British Columbia Utilities
Commission (Commission) forapproval to record in the Fort St. John/Dawson Creek (FSJ/DC) service area
unaccounted forgas (UAF) losses above 1.5 percentinthe UAF deferral account (Application);

B. Indirective 50f Order G-132-16 dated August 10, 2016 accompanying the Commission decision regarding
the PNG (N.E.) FSJ/DC2016-2017 Revenue Requirements Application (PNG(N.E.) FSJ/DC2016-2017 RRA
Decision) the Commission ordered as follows:

PNG (N.E.)-FSJ/DCis approved to continue use of the unaccounted forgas (UAF) volume deferral
account on the basis that the UAF volume forecasts for each of Test Year 2016 and Test Year2017 are
setbased on using 1.0 percent of deliveries UAF loss factor. PNG (N.E.)-FSJ/DC must file an application
with the Commissionto obtain approval to record UAF losses above 1.5 percentin this deferral account.

C. IntheApplication, PNG(N.E.)submits thatthe 2016 actual UAF losses were 5.3 percent or 203,081 GJ which
has a value of $385,448 before tax at the 2016 approved Company Use gas commodity cost of $1.898 per
gigajoule (GJ). The difference between the 1.5 percent UAF losses, for which PNG did not need further
Commission approval, and the 5.3 percent actual UAF is 145,572 GJ with a value of $276,296 before tax;

D. Thevalue of UAF gainsand losses are recorded in the Gas Cost Variance Account (GCVA) deferral account
and the amounts are recovered from or refunded to customers viathe GCVA Company Use rate rider. The
PNG (N.E.) FSJ/DC GCVA Company Use rate rider was last changed as part of the commodity rate changes
proposed by PNG(N.E.)inPNG (N.E.)’s 2016 fourth quarter gas cost report and approved by the Commission
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viaOrder G-190-16 dated December 15, 2016. At that time the FSJ/DC GCVA Company Use rate rider was
changedfroma creditrider of $0.014/GJ to a debitrate rider of $0.016/G)J, effectivelanuary 1,2017;

E. OnMay5, 2017 PNG(N.E.) respondedto Commission staff questions regarding the Application and
confirmed that the portion of the 2016 UAF loss over 1.5 percent has beenrecordedinthe UAF deferral
account forrecoveryviathe GCVA Company Use rate rider; and

F. The Commission reviewed the Application and responses to the Commission staff questions and finds that
the requested approval should be denied pending furtherreview in the next PNG (N.E.) FSJ/DC revenue
requirements application.

NOW THEREFORE pursuantto sections 59 to 61 of the Utilities Commission Act and for the reasons setout in
Appendix A, the British Columbia Utilities Commission (Commission) orders as follows:

1. PacificNorthernGas (N.E.) Ltd.”s (PNG(N.E.) ) requestfor Commission approvaltorecordthe PNG (N.E.)
Fort St. John/Dawson Creek (FSJ/DC)servicearea 2016 unaccounted forgas (UAF) losses above 1.5 percent
inthe UAF deferral accountis denied pending further review of the reasons forthe increased 2016 UAF loss.

2. PNG(N.E.)isdirectedtoestablish aseparate temporary deferral accounttorecord the PNG (N.E.) FSJ/DC
2016 UAF lossover1.5 percent, withinterestto be accrued at the short term cost of borrowing until such
time as the disposition of this excess UAF is determined.

3. PNG(N.E.)isdirectedtoincludeinthe nextrevenue requirements application (RRA) forthe PNG(N.E.)
FSJ/DCservice areaa report summarizing the results of its further examination of all data and calculations
and investigationinto the reasonsforthe increase 2016 UAF loss and a proposal for the recovery of the PNG
(N.E.) FSJ/DCUAFloss over 1.5 percentdeferral account.

4. PNG(N.E.) isdirectedtofile astatusreportfor the Gas CostVariance Account (GCVA) by April 30th of each
yearshowingthe closing balance and the actual gigajoule amounts and costs/recoveries recorded in the
GCVAfor the previous calendaryearwith separate lineentries forcommodity purchases and sales,
Company Use quantities, UAF losses and gains up to the percentage approvedinthe applicable RRA
decision, and the UAF gains and losses overthe percentage approved inthe applicable RRA decision. The
2016 GCVA status reportshould be filed withthe next PNG(N.E.) RRA.

5. PNG(N.E.)isdirected to meetwith Commission staff by August 11, 2017 to discuss the formatand
information regarding the UAF amounts recorded inthe GCVAto be includedin future quarterly gas cost
reports.

DATED at the City of Vancouver, in the Province of British Columbia, this 10" day of July 2017.

BY ORDER

Original signed by:

B. A. Magnan
Commissioner
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APPENDIX A
to Order G-105-17

Pacific Northern Gas (N.E.) Ltd.
Application for Approval of 2016 Unaccounted for Loss above 1.5 Percent

REASONS FOR DECISION

On February 24, 2017, PacificNorthern Gas (N.E.) Ltd. (PNG(N.E.)) applied to the British Columbia Utilities
Commission (Commission) forapproval to record in the Fort St. John/Dawson Creek (FSJ/DC) service area
unaccounted forgas (UAF) losses above 1.5percentinthe UAF deferral account (Application).

Background

The Commission approved the 2016-2017 Revenue Requirements Application forthe PNG (N.E.) system by
OrderG-132-16 dated August 10, 2016. Pursuantto directive 5 of this Order, the Commission approved PNG
(N.E.)’s continued use of the UAF volume deferral account onthe basis that the UAF volume forecast for Test
Year 2016 and Test Year 2017 be set at 1.0 percentwith PNG(N.E.) recording the variance up to a loss of up to
1.5 percentinthe UAF volume deferral account, without having to seek further Commission approval of the
deferral. PNG(N.E.) was also directed to file an application with the Commission to obtain approval to record
UAF losses above 1.5 percent in the UAF deferral account.” These directives are consistent with those made on
PNG (N.E.) revenuerequirementapplications foratleast the past five years.

UAF, which can be eitheragain or loss, is the difference between measured receipts onto the system from
interconnecting pipelines and measured deliveries to customers after accounting for Company Use gas used for
company operations. UAFincludes measurement variance and line losses. Sources of UAF include, but are not
limited to, systemleakage, gas lost as a result of utility and third party activities, measurementinaccuracies and
timing differences as a result of estimates used to record unbilled revenues.

The value of UAD gains andlosses are recorded inthe Gas Cost Variance Account (GCVA) deferral accountand
the amounts are recovered from orrefunded to customers viathe GCVA Company Use rate rider. The GCVA
Company Use rate rider was last changed as part of the commodity rate changes proposed by PNG(N.E.) in PNG
(N.E.)’s 2016 fourth quarter gas cost reportand approved by Commission via Order G-190-16 dated December
15, 2016. Atthe time of the GCVA Company Use rate rider for FSJ/DC was changed from a credit rate rider of
$0.014 per gigajoule (GJ) to adebitrate rider of $0.016/GJ, effectiveJanuary 1, 2017.

The last time that PNG (N.E.) filed an application seeking Commission approvalto record FSJ/DC UAF losses
above the Commission approved thresholdin the UAF volume deferral account was in 2012 when PNG(N.E.)
soughtapproval to record UAF losses of 2.45 percentforthe 2011 year. The Commission approved this request
viaOrder G-24-12 dated March 8, 2012.

Application

In the Application PNGis seeking Commission approval to record the 2016 UAF losses for FSJ/DCover1.5
percentinthe Company Use Price and UAF Gas Volume component of the GCVA. PNG submitted that the 2016
actual UAF losseswere 5.3 percent or 203,081 GJ which has a value of $385,448 before tax at the approved
Company Use gas commodity cost of $1.898/GJ. The difference between the 1.5 percent UAF losses, for which
PNG (N.E.) did not need further Commission approval, and the 5.3 percent actual 2016 UAF lossis 145,572 GIJ
with a value of $276,296 before tax.

! Commission Order G-132-16 dated August 10,2016, Directive5
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In the Application PNG (N.E.) states:

As notedinthereport, PNG(NE) has not been able to provide any additional explanations of the
significant UAF volume recorded in 2016; however PNG (NE) observes that over one quarter of the UAF
loss for 2016 isdue to a loss of nearly 67,000 GJ inthe month of December. PNG (NE) furthernotes that
a large monthly UAF volume was also recorded on the PNG-West system during December 2016,
suggesting that a cause may be found inthe processes and reports common to all three systems.

In the internal reportincluded as Appendix Btothe Application PNG(N.E.) provides the following to show the
UAF trend for 2016 for FSJ/DC.

12-Month Running Total UAF (% of Deliveries)
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The left most marker on the blue line represents the total UAF volume for the 12 months ending January
2016; the nght most marker represents the 12 month total UAF over the period January to December 2016.
The blue and green shaded areas represent the range of 12-month running total UAF during the penods
2013 - 2015 and 2011 — 2015, respectively.

In the Application PNG(N.E.) states that oftentimes abnormally large UAF gains orlosses such as the one
experienced for December 2016 are reversed overthe next two months due to an under- or over-statement of
eitherthe residential or small commercial unbilled estimate.> PNG (N.E.) includes an internal report on the
review of the 2016 UAF loss and intends to continue itsinternal examination of all dataand calculations. This
review mayinclude PNG(N.E.) initiating a field review of measurementfacilities at large customersites and at
the Spectra custody transfer meter. PNG (N.E.) proposes to submit findings from the continued analysisin an
update to the Commissioninthe third quarter of 2017.

On May 5, 2017, PNG (N.E.) filed aresponse to Commission staff questions regarding the Application. PNG(N.E.)
provided the following table showingacomparison of the 2016 UAF lossto UAF losses and gains fromthe
previous five years.

2 Application, p.3
? Ibid
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2011 2012 2013 2014 2015 2016
Total Deliveries 4,245 900 4 398,606 4,431,144 4 877,418 4,359,230 3,833,902
(GJ)
UAF (GainyLoss 111,939 32,013 12,459 (14,417) 44 957 203,081
(GJ)
UAF as % of Total 2.64% 0.73% 0.28% -0.30% 1.03% 5.30%
Deliveries (%)

Inits May 5, 2017 response PNG(N.E.) also confirmsthat PNG (N.E.) recorded all 2016 UAF losses, including
those over 1.5 percent, inthe GCVA and these losses have been factored in to the quarterly setting of the GCVA
Company Use rate rider.*

In response to Commission staff question regarding how PNG (N.E.) would proposetotreatthe 2016 PNG (N.E.)
FSJ/DCUAF lossover 1.5 percentinthe interimin the eventthe Commission did notapprove the recovery of the
loss at thistime, PNG(N.E.) responds that PNG(N.E.) would propose reclassifying the UAF loss in excess of 1.5
percentto a separate new deferral accountto be created outside of the GCVA Company Use deferral account.
This new account would attract interest atthe short term cost of borrowing until such time as the disposition of
this excess UAF is determined.’

When asked if PNG (N.E.) had any comments or concerns if the Commission were to direct that the review of the
findings and decision regarding the recovery of the 2016 UAF loss over 1.5 percent be included inthe FSJ/DC
2018-2019 revenue requirement application, PNG (N.E.) stated that, whileit would preferthe requestfor
approval be dealt with at thistime, PNG(N.E.) isamenable to having this matterreviewed and ruled upon as an
elementofits next revenue requirements application. PNG (N.E.) restated that it believes that the 2016 year-
end calculatedlossisan anomaly and will reverse during 2017. PNG (N.E.) also statesits view is that “UAF gains
and losses which occurin the normal course of business and arise from estimates and timing differences outside
of management’s control should be borne by ratepayers.” PNG(N.E.) also statesit believesthat, whileitis
amenable to establishing a separate UAF deferral Account thatis reviewed onan annual or multi-year basis
throughthe revenue requirements process, PNG (N.E.) submits that thisadds undue complexity to the
administration and accounting for these amounts.®

Commission Discussion and Determination

The Commissionis of the view thatthe increase inthe PNG(N.E.) FSJ/DCservice areafor2016 islarge as
compared to past years and furtherinformation and review isrequired in orderto clarify the nature of and
reasons forthe increasedloss. Inthe Application PNG (N.E.) indicates it was not able to determine the cause of
theincrease in UAF andis continuingitsinvestigation. PNG (N.E.) proposestofileareporton itsfindings with
the Commissioninthe third quarter of 2017. The Commission believesthe mattershould be investigated further
before adetermination can be made regarding the disposition of the loss over 1.5 percentand is concerned that
approval of PNG (N.E.)’s request at this time would reduce the incentive for PNG (N.E.) to continue to pursue a
meaningful investigation.

PNG (N.E.)’s request for Commission approval to record the PNG (N.E.) FSJ/DC service area 2016 UAF losses
above 1.5 in the UAF deferral account is denied pending further review of the reasons for the increased 2016
UAF loss. PNG (N.E.) is directed to establish a separate temporary deferral account to record the PNG (N.E.)

* PNG’s May 5, 2017 responseto Commission staff question 3.1
> Ibid, question 3.2
6 Ibid, question3.2.1
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FSJ/DC 2016 UAF loss over 1.5 percent, with interestto be accrued at the short term cost of borrowing until
such time as the disposition of this excess UAF is determined.

PNG (N.E.) is directed to include in the next revenue requirements application (RRA) forthe PNG (N.E.) FSJ/DC
service area a report summarizing the results of its further examination of all data and calculations and
investigationinto the reasons for the increase 2016 UAF loss and a proposal for the recovery of the PNG (N.E.)
FSJ/DC UAF loss over 1.5 percentdeferral account.

In review of the Application the Commission observed that the current reporting onthe GCVA provides
insufficient detail forthe Commission to ascertain the percentage of UAF loss that has beenrecordedinthe
GCVA each year. PNG (N.E.) is directed to file a status report for the GCVA by April 30th of each year showing
the closing balance and the actual gigajoule amounts and costs/recoveries recorded in the GCVA for the
previous calendar year with separate line entries for commodity purchases and sales, Company Use
quantities, UAF losses and gains up to the percentage approved inthe applicable RRA decision, and the UAF
gains and losses over the percentage approved in the applicable RRA decision. The 2016 GCVA status report
should be filed with the next PNG (N.E.) RRA.

The quarterly gas cost reports do not currently set out the percentage of UAF loss that isto be recovered
through the proposed changestothe GCVA Company Use rate rider. PNG (N.E.) is directed to meet with
Commission staff by August 11, 2017 to discuss the format and information regarding the UAF amounts
recorded in the GCVAto be includedin future quarterly gas cost reports.
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