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1.0 INTRODUCTION

[1] On November 4, 2019, Heritage Gas Limited applied to the Nova Scotia 

Utility and Review Board to extend and modify its Customer Retention Program (Program) 

under s. 22 of the Gas Distribution Act (Act). Heritage requested that the Board approve 

the changes effective January 1,2020.

[2] The Program permits Heritage to adjust its Base Energy Charge (BEC) for 

Rate Class 1 commercial customers consuming at least 500 GJs/year (RC1 Commercial 

Customers). Heritage adjusts the BEC within an approved range to remain competitive 

with alternate energy prices and keep these customers on its natural gas system. 

Heritage’s current approval for the Program runs to December 31, 2020, and it asks the 

Board to extend the approval to December 31, 2023.

[3] To reduce its cost of service and revenue requirement, and to keep its 

Revenue Deficiency Account below its $50 million cap, Heritage obtained the Board’s 

approval to suspend the depreciation of its plant-in-service and to capitalize 50% of its 

operating, maintenance and administrative (OMA) expenses while the Program is in 

effect. The suspended depreciation and capitalized OMA are recorded as deferred 

regulatory assets (Program Deferrals) limited to a carrying cost of 4%.

[4] In this application, Heritage says that the Program Deferrals are exceeding 

the amount of the revenue that it is discounting under the Program. Heritage is asking 

for an adjustment to the Program Deferrals so that they are equal to the lost revenue from 

discounts under the Program.

[5] The Consumer Advocate and the Canadian Propane Association (CPA) 

intervened in this proceeding. Heritage received and responded to information requests
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from these parties and Board staff. The CPA also filed written submissions with the 

Board.

[6] The CPA says that there is not enough evidence to justify the continuation 

of the Program. If the Board does extend the Program, the CPA says that the Board 

should require added transparency in the reporting and methodology used to reset the 

BEC. Finally, the CPA submits that the carrying cost for the Program Deferrals should 

be limited to 3.76%.

[7] The Board approves the extension of the Program to December 31, 2023, 

but directs Heritage to supply additional information to demonstrate that the proposed 

change to the Program Deferrals “is of benefit to all customers.” The Board reserves its 

consideration on the issue of Program Deferrals.

2.0 ISSUES

[8] The Board addresses the following issues in this decision:

(i) Should the Board extend the Program to December 31,2023?

(ii) Should the Board require the added transparency requested by the 
CPA in the reporting and methodology used to reset the BEC?

(iii) Should the Board adjust the Program Deferrals?

(iv) Should the Board adjust the carrying cost for the Program Deferrals?

3.0 BACKGROUND

[9] In 2016, changes in relative prices of energy commodities caused Heritage 

to apply to the Board to approve the Program (2016 Application). In the 2016 Application, 

Heritage said that many RC1 Commercial Customers were being offered propane prices
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up to 35% lower than natural gas on an equivalent delivered basis. It noted that over 250 

of these customers had either switched to propane or were planning to do so.

[10] Heritage told the Board that the departure of its RC1 Commercial 

Customers had a significant impact because these customers accounted for over $3 

million in annual revenue and most left the system quickly. It also said the low price of 

propane compared to natural gas had significantly reduced the number of commercial 

customers choosing to convert from oil or propane to natural gas.

[11] In the 2016 Application, Heritage asked the Board to approve the following:

1. flexibility to adjust the BEC for RC1 Commercial Customers within a band from 
$8.685/GJ (the rate approved for this rate class in Heritage’s last general rate 
application) to as low as $3.10/GJ;

2. full suspension of depreciation of its plant-in-service while the reduced BEC 
was in place; and

3. capitalization of 50% of its OMA while the reduced BEC was in place.

[12] Six parties intervened in the 2016 Application: the Consumer Advocate; the 

CPA; the Nova Scotia Department of Energy; Killam Apartment REIT; the Canadian Oil 

Heat Association - Nova Scotia; and Peter Allen, P.Eng. The Canadian Oil Heat 

Association and Mr. Allen did not participate in the hearing on the merits.

[13] A few days before the hearing on the merits of the 2016 Application, 

Heritage and the Consumer Advocate filed a Consensus Proposal, the principal 

provisions of which provided:

1. Reduction in Rate Class 1 commercial customers at or above 500 GJs/year Base 
Energy Charge ("BEC”) with pricing flexibility approved as described in Heritage Gas 
Rebuttal Evidence.

2. Depreciation deferral approved as described in Heritage Gas Rebuttal Evidence with 
the carrying cost to apply of 4% rather than 4.5%.
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3. OMA deferral approved as described in Heritage Gas Rebuttal Evidence with the 
carrying cost to apply of 4% rather than 4.5%.

4. BEC for Rate Class 1 Residential and Small Commercial (<500 GJ/year) customers to 
be reduced by $0.50 per GJ for bills issued between November 1, 2016, and April 30, 
2017, and from November 1, 2017, to April 30, 2018.

5. Residential Retro-fit Assistance Fund (RRAF) to be reduced to $500,000 per year, as 
proposed in Heritage Gas Rebuttal Evidence.

[2016 NSUARB 161, para. 10]

[14] The Department of Energy and Killam supported the Consensus Proposal,

but the CPA made extensive submissions on several of the issues considered by the

Board. The Board approved the 2016 Application:

The Board approves Heritage’s Application to have the flexibility to adjust, from time to 
time, the Base Energy Charge for RC1 commercial customers whose annual consumption 
is at, or above, 500 GJs/year, to a level no greater than the current Board-approved rate 
(prior to this Application) of $8.685/GJ for such customers, or to lower the BEC to no lower 
than $3.10/GJ. Heritage must provide the Board, the Consumer Advocate and customers 
with 30 days’ notice prior to a change in BEC pricing. Also, it will not increase the BEC 
during the months of December to February in any year.

Further, the Board approves the suspension of depreciation of Heritage’s plant-in-service 
while the reduced BEC is in place, and grants its request to capitalize 50% of its Operating, 
Maintenance and Administrative (“OM&A”) expenses while the reduced BEC is in place.
For each of these two deferrals, the carrying cost shall be limited to 4%.

The above Customer Retention Program shall be in effect until December 31,2020, unless 
otherwise ordered by the Board.

[2016 NSUARB 161, paras. 88-90]

4.0 GAS DISTRIBUTION ACT

[15] The Application is made under s. 22 of the Act:

Approval and fixing of rates, tolls and charges
22 (1) The Board may, on its own initiative or on the application of a person
having an interest, by order in writing, approve or fix just and reasonable rates, tolls or 
charges for the delivery of gas by a gas delivery system, including related services.

(2) Before approving or fixing rates, tolls or charges pursuant to subsection 
(1) and subject to the authority of the Board pursuant to subsections 21(1 A), (1B), (1C) and 
(1D), the Board shall invite public comment on the application and, where in the opinion of 
the Board it is desirable to do so, hold a public hearing.
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(3) In approving or fixing rates, tolls or charges, the Board shall give due 
regard to the following criteria and may give appropriate weight to each of them relative to 
the others:

(a) the related practical attributes of simplicity, understandability, 
public acceptability and feasibility of application;

(b) freedom from controversies as to proper interpretation;

(c) effectiveness in yielding total revenue requirements under the just 
and reasonable return standard;

(d) revenue stability from year to year;

(e) stability of the rates, tolls or charges themselves, with a minimum 
of unexpected changes seriously adverse to existing customers;

(f) competition;

(g) fairness of the specific rates, tolls or charges in the apportionment 
of total costs of service among the different consumers;

(h) avoidance of undue discrimination in rate relationships;

(i) efficiency of the rates, tolls or charges in discouraging wasteful 
use of service while promoting all justified types and amounts of use; and

(j) such other matters as the Board deems appropriate.

(4) Notwithstanding subsection (3), the Board may, by order in writing, 
approve or fix just and reasonable rates, tolls or charges that

(a) are intended to result in cost savings or other benefits to be 
allocated between the owner of the gas delivery system and its customers; 
and

(b) are otherwise in the public interest.

(5) The Board may specify terms and conditions that apply to an order made 
pursuant to subsection (1) or (4).

5.0 ANALYSIS AND FINDINGS

(i) Should the Board extend the Program to December 31, 2023?

[16] In the 2016 Application, Heritage said that the price advantage that natural

gas had over other energy sources, including oil, propane, and electricity, had reversed.
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Heritage explained that it was seeing higher natural gas prices because of its location at 

the far end of the North American natural gas transportation system. At the same time, 

there had been significant decreases in propane prices in the region, and a world-wide 

collapse of oil prices.

[17] These conditions had prevailed in the year or two before the 2016 

Application, but Heritage was forecasting a decline in natural gas prices beginning in 2016 

and extending through to 2021. Heritage identified various factors contributing to a lower 

gas price forecast, including benefits from contracts for transportation capacity, pipeline 

infrastructure buildouts, lower liquified natural gas pricing, and natural gas storage 

services.

[18] Under the Program, Heritage initially reduced the BEC to $3.10/GJ. Since 

then, Heritage has been able to increase the charge due to increases in the price of 

propane. The BEC under the Program is currently at $6.60/GJ. However, Heritage says 

that unfavorable market conditions are persisting longer than it had anticipated and an 

extension of the Program is necessary.

[19] Heritage discussed the continuing unfavourable market conditions in its 

current application:

Heritage Gas anticipated the decline and eventual loss of local offshore supply and the 
Company entered into long-term transportation and storage contracts in order to meet its 
eventual security of supply obligations to its customers. However, a number of projects 
affecting the relative prices of the commodities have faced challenges that were not 
anticipated when the CRP was approved in 2016:

• The Atlantic Bridge Pipeline Project which was scheduled to be in service in 2017 
is now scheduled to be in-service in 2020.

• Local natural gas supply from Sable and Deep Panuke completely shut down years 
in advance of what was anticipated in 2016.
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• Most significantly, the Alton Storage facility, which was scheduled to be in service 
in 2019, is now scheduled to bring benefits to Heritage Gas in late 2023.

Based on these developments, continued competitive pressure with propane is expected 
to remain through to 2024.

Accordingly, Heritage Gas is requesting Board approval to continue the pricing flexibility to 
adjust its BEC for RC1A commercial customers whose annual consumption is at, or above,
500 GJs/year, through to December 31, 2023.

[Exhibit H-1, pp.6-7]

[20] The CPA says that aside from Heritage’s confidentially filed forecasted 

pricing differential between the delivered cost of natural gas and propane, there is nothing 

on the record showing Heritage needs to continue the Program, such as the evidence in 

the 2016 Application about the 250 RC1 Commercial Customers who had left or were at 

risk of leaving. The CPA says there is no evidence of continued risk. To the contrary, 

the CPA references Heritage’s response to an information request noting that it no longer 

considers these customers at risk (Exhibit H-3, CPA-IR-9(c)).

[21] As evidence of Heritage’s continued growth, the CPA also references 

statements Heritage made in an application to the Board in 2018, for the approval of a 

long-term natural gas transportation contract and cost recovery mechanism. In those 

statements, Heritage discusses its growth since 2006, refers to an average annual growth 

rate of 4.3% over the past five years, and forecasts compound annual growth of 

approximately 1.2% over the next 23 years. The CPA also references Heritage’s 

response to an information request in this proceeding where Heritage said it acquired 182 

new large RC1 Commercial Customers since the Program was approved, as well as a 

Rate Class 3 & 4 customer and a couple of dozen Rate Class 2 commercial customers.

[22] The CPA further submits that relative energy commodity prices will always 

fluctuate. It says that “the award of franchise was never contemplated to offer any
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certainty of competitive price advantage,” and that “a price differential alone is insufficient 

to demonstrate on a reasonable standard the likelihood of serious impacts to [Heritage] 

or its ratepayers if the application is not granted” (Exhibit H-6, p. 4). The CPA states that 

the public interest is best served by allowing competitive forces to work unless there is 

evidence of significant market dysfunction.

[23] In response to these submissions, Heritage submits that without the 

Program’s flexibility it would have lost customers over the past few years and would 

continue to do so. Heritage says its current position simply proves that the Program is 

working. Heritage says that its forecasts show that it has not returned to a competitive 

situation that would allow it to return to the BEC in place before the Board approved the 

Program.

[24] Heritage also refers to the Board’s decision on the 2016 Application where 

the Board said that its role in regulating Heritage is to ensure that rates are just and 

reasonable, that the company has an opportunity to earn a fair rate of return, and that 

Heritage operates in accordance with the Act. Heritage noted that the Board said its role 

is not to regulate or monitor the energy marketplace as a whole.

[25] As the Board noted in its previous decision, s.22(3)(f) of the Act, requires 

the Board to give due regard to competition when approving or fixing Heritage’s rates, 

tolls or charges. In this case, the Board accepts the evidence provided by Heritage that 

the circumstances leading to the approval of the Program in the first place have not 

materially improved in the timeframe that Heritage expected. Local sources of natural gas 

declined more quickly than anticipated and projects expected to improve pipeline capacity 

to the region have been delayed. Although Heritage has been able to increase the BEC
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for RC1 Commercial Customers since the approval of the Program, it has been unable to 

return to a point where it is able to bill the full amount of the charge. Heritage’s present 

forecasts show continued competitive pressure with propane is expected through to 2024.

[26] In respect of the evidentiary burden on Heritage in the present application, 

it is, as was described in the decision on the 2016 Application, to show “a general set of 

facts which would lead to circumstances in which it is reasonable to conclude that the 

departure of numerous smaller customers would be likely, or that there would be a 

potential impact on the attraction of new customers” (2016 NSUARB 161, para.35). The 

growth that Heritage has achieved over the past few years has been with the support of 

the Program. Had that not been in place, it is quite likely that Heritage’s situation would 

be entirely different.

[27] In terms of the CPA’s suggestion that the public interest is best served by 

allowing competitive forces to work, the Board notes that it has also been suggested in 

the past that the averaging of costs within Heritage’s Rate Class 1 may be more 

favourable to smaller customers, and less advantageous to the customers who might 

benefit from the Program (2016 NSUARB 161, paras. 59-60). While the Board has 

previously directed Heritage to consider this issue as part of its next general rate 

application, it underscores that comparing the rates charged by CPA members to 

Heritage’s regulated rates, even in the absence of the Program, is likely not a true market 

comparison. Moreover, as the Board noted in its past decision, there is also a public 

interest in maintaining a viable alternative energy option for present and future customers 

of the utility. Natural gas has less impact on greenhouse gas emissions than competitive 

fuels such as oil and coal.
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[28] Less than 18% of Heritage’s customers are eligible for a reduction of the 

BEC under the Program, but these customers account for 23% of Heritage’s distribution 

throughput and 37% of its annual revenues. The departure of these customers from the 

system could have serious negative rate impacts on Heritage’s remaining customers, and 

the viability of the utility itself. The Board is satisfied from the evidence that, on a balance 

of probabilities, competitive pressures from alternative energy sources are likely to 

continue to impact Heritage’s ability to keep and attract customers to its system, and the 

Board approves Heritage’s request to extend the Program to December 31, 2023.

(ii) Should the Board require the added transparency requested by the CPA in 
the reporting and methodology used to reset the BEC?

[29] If the Board extends the Program, the CPA says the Board should require 

Heritage to supply more documentary support for its BEC adjustments. The CPA submits 

that Heritage has not provided the formulas it uses, the internal approvals it requires or 

its targeted spread in the prices between alternative energy products. The CPA also says 

it is not clear that the BEC is as high as it can be, and that Heritage has not identified the 

specific price points relative to alternative energy products that would determine when the 

Program would end.

[30] The CPA submits that Heritage’s response to information requests and the 

changes to the BEC it has made since the inception of the Program show that Heritage 

does not use transparent standards and that its decisions are subjective. The CPA also 

questions the timing of BEC changes, noting that two of the three increases that Heritage 

made were on November 1 of the year, just before the three-month period when Heritage
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cannot make further increases. The CPA speculates that at this point in the calendar, 

customers are less likely to switch to an alternative energy product.

[31] In its reply submissions, Heritage says that it does not make BEC 

adjustments using an automatic adjustment trigger, which it says could lead to 

unwarranted adjustments. It also says that it has managed the Program following the 

notification process for BEC adjustments approved by the Board. Heritage says it has 

been forthcoming in all correspondence, BEC adjustment notifications and information 

request responses.

[32] Heritage says that it has retained two forecasting services to provide short

term and long-term energy product forecasts and its management meets monthly to 

review forecasts and marketplace patterns. Heritage expresses concern that CPA 

members could use forecasted propane prices supplied through a public notification 

process to set up unregulated competitive pricing options for RC1 Commercial 

Customers.

[33] The Board observes that the Program has been in place for four years. The 

Program is not an automatic adjustment mechanism. The Board understands that 

Heritage will exercise its judgement in making BEC adjustments. Heritage is accountable 

to the Board and its customers in doing so. The Board has received no submissions from 

Heritage’s customers in this proceeding expressing any concerns about the operation of 

the Program, including the way Heritage has made BEC adjustments or the timing of 

these adjustments.

[34] Implicit in the CPA submissions is the suggestion that Heritage has or will 

keep BEC adjustments lower than they need to be or run the Program longer than
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needed. The CPA notes that an extended period over which Program Deferrals 

accumulate could increase intergenerational equity concerns, and the Board agrees with 

this. However, Heritage also bears risk in respect of the recovery of these deferrals. It 

must manage the Program prudently and maintain an ongoing viable utility in order to 

recover the Program Deferrals in the future. Further, the return it earns on the Program 

Deferrals is substantially lower than its Board approved rate of return on equity and its 

weighted average cost of capital.

[35] The Board is not satisfied, on a balance of probabilities, that additional 

reporting under the Program is needed. There is nothing in the experience under the 

Program to date that, in the Board’s view, warrants additional measures, to continue the 

Program. Heritage is directed to continue the notification process for BEC changes 

approved by the Board in the 2016 Application.

(iii) Should the Board adjust the Program Deferrals?

[36] In the 2016 Application, Heritage proposed to use the Program Deferrals to 

reduce its cost of service and revenue requirement and to keep its Revenue Deficiency 

Account below its $50 million cap. The Board approved the Program Deferrals, with 

carrying cost limited to 4%.

[37] In this application, Heritage says that the Program Deferrals are exceeding 

the amount of the revenue that Heritage is discounting because of the reduced BEC under 

the Program. Heritage says that this “has resulted in an unnecessary continuing deferral 

of costs" (Exhibit H-1, p.8), and that “[t]he lowering of CRP deferrals is of benefit to all
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customers as this will ultimately lower the total amount of CRP deferrals to be recovered 

in future periods. (Exhibit H-1, p.4).

[38] Heritage is asking for approval to adjust the Program Deferrals so that the 

amount of the deferrals equals the lost revenue from discounts under the Program, 

effective January 1,2020. To accomplish this, Heritage proposes that only depreciation 

charges equal to the revenue reduction from the Program be suspended and that the 

Board allow the company to return to the capitalization policy in place before the Program 

was approved (with approximately 29% of OMA capitalized). However, if the lost revenue 

from the discounts under the Program exceeds the annual depreciation expense, 

Heritage will account for that difference through an equivalent increase in capitalized 

OMA.

[39] In an information request, Board staff noted that it appeared that reducing 

Program Deferrals will have an offsetting effect on Heritage’s Revenue Deficiency 

Account and would shift funds for future recovery from the Program Deferrals to the 

Revenue Deficiency Account balance. The Program Deferrals earn interest at 4%, while 

the Revenue Deficiency Account earns interest at Heritage’s full weighted average cost 

of capital. As such, Board staff asked why lowering the Program Deferrals is a benefit for 

all customers. Board staff also asked Heritage to model what its income statement and 

balance sheet would have looked like in 2018 if Heritage had applied the new deferral 

method it proposes in that year.

[40] Heritage responded to the Board staff information request by repeating the 

statement it had made in its application that lowering the amount of the Program Deferrals 

reduces the amount to be recovered from customers in future periods. It said that this is
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a benefit to customers because it more closely matches revenues to costs. It also said 

that customers benefited from the fact that no changes to other customer rates are being 

proposed while the Program is in place.

[41 ] Heritage went on to note that the Revenue Deficiency Account is a separate

mechanism from the Program Deferrals and has a different purpose. Heritage said that 

because Program Deferrals had been higher than necessary, the excess deferrals had 

the effect of reducing the Revenue Deficiency Account, which was not their purpose. 

Heritage projected that the Revenue Deficiency Account would be $10.6 million lower by 

the end of 2019 than it otherwise would have been due to the excessive Program 

Deferrals. Heritage added that it was not requesting a reversal of the excess deferrals.

[42] From a review of the financial information provided in its response to the 

Board staff information request (Exhibit H-2, NSUARB-IR-2, Attachment 1), it would 

appear that because of the relationship between the Program Deferrals and the Revenue 

Deficiency Account, there is little difference to customers resulting from Heritage’s 

proposed change, and from a financial perspective, customers are slightly worse off due 

to the requested change. The financial information showed that if the proposed approach 

had been followed in 2018, there would have been a $3.1 million reduction in Program 

Deferrals. At the same time, a $2.9 million reduction in the Revenue Deficiency Account 

balance in 2018 would change to a $400,000 increase (a total difference of $3.3 million). 

It appears from this response that overall deferrals would have increased $200,000 more 

in 2018 under Heritage’s proposed approach.

[43] Given the foregoing, it is not clear to the Board how the lowering of Program 

Deferrals is a benefit to all customers as Heritage stated on page 4 of its application to
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the Board. The Board directs Heritage to provide additional information to clearly 

demonstrate that there is a benefit to customers from the proposed change by April 6, 

2020. The Board reserves its decision on this point, pending receipt and review of this 

information.

(iv) Should the Board adjust the carrying cost for the Program Deferrals?

[44] At an interim hearing for the 2016 Application, the Board noted concern 

about Heritage creating unusual deferrals to support the Program, and then earning its 

weighted average cost of capital on the Program Deferrals. During the information 

request process in that proceeding, Board staff requested that Heritage comment on 

various scenarios, including limiting the cost of capital to 4.5%, which Board staff chose 

as a reasonable proxy for a long-term cost of debt rate that could be achieved by 

Heritage’s parent company.

[45] In its Rebuttal Evidence in the 2016 Application (M07346, Exhibit H-14), 

Heritage noted the Board’s concerns and proposed that a carrying cost of 4.5% on 

Program Deferrals be included as part of the application. Heritage noted this was about 

half of its 8.94% weighted average cost of capital at the time and removed any “potential 

incremental shareholder profit from the proposed deferrals”, which was the concern 

expressed by the Board. The Consensus Proposal further reduced the interest rate to 

4%.

[46] In response to an information request from Board staff in the present 

proceeding, Heritage said that the weighted average of the last two long-term debt 

issuances by its parent company is 3.76% (Exhibit H-2, NSUARB-IR-6). The CPA
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recommended that the Board reduce the carrying cost for the Program Deferrals from 4% 

to 3.76% to eliminate any shareholder profit.

[47] In its reply submissions, Heritage said that its parent company’s current 

weighted average cost of debt reflects the current low interest environment and that its 

parent company had issued debt with shorter terms than typical for utility debt. Heritage 

noted that longer term debt usually has a higher interest rate, pointing to the higher 4.26% 

rate associated with the longer-term debt issuance it noted in its information request 

response. It also said that the quoted interest rates do not include other costs associated 

with issuing long-term debt, including commissions, rating agency fees and marketing 

costs. Heritage also referenced comments from the Board’s decision on the 2016 

Application that the 4% interest rate was lower than the cost of debt for Heritage on a 

stand-alone basis.

[48] As noted above, the interest rate approved in the 2016 Application was a 

reduction from a rate that was used in an information request as a reasonable proxy for 

a long-term cost of debt rate that could be achieved by Heritage’s parent company. The 

actual weighted average cost of debt for Heritage’s parent company will fluctuate over 

time. The Board accepts Heritage’s evidence and submissions that there are reasons 

why its parent’s current weighted average may be lower than might typically be the case 

for utility debt. The Board finds, on a balance of probabilities, that the 4% interest rate 

associated with the Program Deferrals continues to be reasonable and declines to make 

any adjustment to the rate at this time.
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6.0 CONCLUSION

[49] The Board approves Heritage’s application to extend the Program to 

December 31, 2023.

[50] The Board directs Heritage to provide additional information, by April 6, 

2020, to clearly demonstrate that there is a benefit to customers from Heritage’s proposed 

changes to Program Deferrals. The Board will further consider this part of Heritage’s 

application upon receipt and review of that information.

[51] An Order will issue following the Board’s consideration of Heritage’s further 

evidence about the Program Deferrals.

DATED at Halifax, Nova Scotia, this 16th day of March, 2020.

Peter W. Gurnham

.G> V A
Roland A. Deveau
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