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On June 15, 2009, Terasen Gas filed the Application as referenced above. In accordance
with Commission Order No. G-89-09 setting out the Regulatory Timetable for the Application,
Terasen Gas respectfully submits the attached response to BCUC IR No. 1.
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1.0 Reference: Executive Summary

Part I, p. 1

One page 1 of the Application, it states: “The increase sought for 2010 is 5.3 per cent,
with an additional effective base rate delivery increase of 4.1 per cent (cumulative
increase of 9.4 per cent) in 2011. It results in relatively modest changes to the annual
bill of an average Lower Mainland residential customer with an approximate net increase
of 2.8 per cent or $31 in 2010 and an additional 1.7 percent or $19 in 2011.”

For the following questions, please provide all requested information in the form of fully
functioning electronic spreadsheets:

1.1 Please provide the calculations and assumptions for the above statement and
provide references to the financial schedules.

Response:

Please refer to Attachment 1.1.

1.2 TGl bases the impact of the proposed rate increase on a typical annual
consumption of a Lower Mainland residential customer (95 GJ/year). TGI
weather data shown in Appendix D-1 indicate that there is significant difference
in the annual Heating Degree Days in the various regions. Please provide the
data and calculations of the average residential consumption of natural gas
based on a weighted average of all the regions that TGI serves.

Response:

Please refer to Attachment 1.2.
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1.3 For the data provided in Appendix C-26, please extend the bar graphs to include
data for the forecast period 2010 and 2011. Based on this graph, please provide
an analysis of the volatility of burner tip prices during the forecast period 2010 to
2011.

Response:

Please refer to Attachment 1.3 for the TGl Residential Annual Bill forecasts for 2010 and 2011.
The forecasted cost of gas per GJ for 2010 and 2011 is based on AECO monthly forward prices
(exclusive of hedging activities) averaged for 2010 and 2011 respectively, as at May 11, 2009.
TGl has used the AECO forward monthly index as a proxy for the TGI gas costs, as about 85%
of the volume purchased through the Commodity Cost Reconciliation Account (“CCRA”) has a
relationship to the AECO price point. The cost of gas that gets reflected in customers’ rates for
2010 and 2011 will be determined at a later date and will follow the normal process for setting
gas cost recovery rates for TGl customers. Factors that will impact the gas cost recovery rates
in place during 2010 and 2011 will be the forecasted, and actual, gas costs, deferral account
balances, and hedging gains or costs for 2010 and 2011. The AECO forecast monthly price,
averaged over 12 months equals $6.28 per GJ for 2010 and $7.00 per GJ for 2011. This is a
$0.72 per GJ difference, which is substantial and due to market price volatility, has the potential
to change on a daily, monthly and quarterly basis. When using this forecasted cost of gas in a
total overall burner tip cost as shown in Attachment 1.3, there is low volatility between the years.
It is important to note that due to the volatility of the natural gas market, the forecasted burner
tip prices will change along with the forecasted change in the natural gas monthly forward prices
depending on the date used for the analysis. The TGl hedging program will protect customers
from some of this volatility but will not eliminate the exposure customers will have to changes in
natural gas prices over time.

1.4 For the typical residential customer, please provide a bar graph and tabular data
for the period 2003 to 2011 that segments the average bill between delivery cost
and gas cost.

Response:

Please refer to Attachment 1.4. Consistent with the forecast methodology in BCUC IR 1.1.3, the
forecasted cost of gas per GJ for 2010 and 2011 is based on AECO monthly forward prices
(exclusive of hedging activities) averaged for 2010 and 2011 respectively, as at May 11, 2009.
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2.0 Reference: Executive Summary

Part I, p. 3

“TGI's competitive position in B.C. continues to decline with increases in natural gas
prices and the gradual erosion of the cost advantage of natural gas over electricity.”

For the following questions, please provide all requested information in the form of fully
functioning electronic spreadsheets:

2.1 Please provide tabular and graphical data for the period 2003 to 2008 that
compare the customer price differential of natural gas to electricity for residential
sales.

Response:

Please refer to Attachment 2.1.

2.2 Please provide an estimate of the price elasticity of demand coefficient for natural
gas in British Columbia. If the price elasticity of demand is not known for B.C.,
please provide published figures for North America.

Response:

TGI's analysis indicates the price elasticity of demand coefficient for TGI residential customers
is approximately 0.21 and for TGl commercial customers is approximately 0.17.

2.3 Please provide an estimate of the cross elasticity of demand between natural gas
and electricity in B. C. If the cross elasticity of demand is not known for B.C.,
please provide published figures for North America in general.

Response:

TGI does not have an estimate of the cross elasticity of demand between natural gas and
electricity, but for North America in general the cross elasticity is estimated to be approximately
0.01. This value is quoted from the research report provided in Attachment 2.3, entitled Price
Responsiveness in the AEO2003 NEMS Residential and Commercial Building Sector Models,
Energy Information Administration, U.S. Department of Energy by Wade, Steven, H.
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24 It is generally understood that Terasen uses financial risk management tools,
including a portfolio of fixed price contracts from various supply sources to
manage gas prices, but that the cost of gas largely flows through to consumers
based on market prices. Data provided by TGI on page 62 indicate that the price
of natural gas declined significantly over the past 12 months, but that prices are
forecasted to increase in during the test period 2010 and 2011.

Please discuss what impact the reduction in gas prices over the past 12 months
has had on TGI's customers. Please also provide a projection of what impact the
forecasted increases in gas prices in 2010 and 2011 will have on TGl’s various
rate classes.

Response:

This response addresses impacts on core market customers choosing to remain on the TGl
default commodity offering. Residential and commercial customers electing to purchase natural
gas from an independent gas marketer under the Customer Choice program will sign fixed rate
agreements of one to five years in length. Further, TGl cannot comment on the effects the
commodity cost changes will have on transportation customers that arrange their own
commodity purchases.

The reduction in gas prices over the past twelve months has had a favourable impact on TGI's
customers in terms of rates. Since July 2008, the TGl commodity cost recovery rate has
declined by 39%, falling from $9.780/GJ effective July 1, 2008 to $5.962/GJ effective April 1,
2009. This latter rate represents the lowest level the commodity cost recovery rate has been at
since the gas cost recovery charges were disaggregated into commodity and midstream in April
2004 in support of the commodity unbundling program. By utilizing a balanced portfolio
approach to price risk management, which includes a portion of hedges, storage, and floating
(or unhedged) gas, and effectively utilizing option instruments within the hedging program, the
TGI portfolio of costs decreases with the decline in natural gas prices. The portfolio also
protects customers from significant rate increases should prices run up.

The TGI 2009 Second Quarter Gas Cost Report, filed with the Commission on June 8, 2009,
provided updated gas cost forecasts that were based on the June 1, 2009 forward prices. The
June 1, 2009 forward prices continued to indicate contango in the natural gas commodity
market with gas prices forecast to increase during 2010 and 2011. The twelve month cost of
gas outlook, in conjunction with the current Commaodity Cost Reconciliation Account (“CCRA”)
deferral account balance, indicated that the existing commaodity cost recovery rate was currently
over recovering costs but that natural gas prices gas prices were forecast to increase beyond
the twelve month period. On June 11, 2009 the Commission issued Letter No. L-43-09
accepting TGI's recommendation that the commodity cost recovery rate remain unchanged
effective July 1, 2009.
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Consistent with Commission guidelines, TGI will continue to monitor the commodity forward
prices and report CCRA balances, including any recommendations for changes to the
commodity cost recovery rate, on a quarterly basis. Further, TGl will continue to monitor and
report Midstream Cost Reconciliation Account (“MCRA”) deferral account balances consistent
with TGI’s position that midstream rates be reported on a quarterly basis and that, under normal
circumstances, midstream rates will be adjusted on an annual basis with a January 1 effective
date.
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3.0 Reference: Executive Summary
Part I, pp. 5-6
Inflation Rate (CPI)

On page 5 it states: “At the same time, customers also saw delivery rates hold steady
when compared to inflation.”

3.1 Please provide updated 2009, 2010, and 2011 forecasts for CPI. Please use the
same financial sources as in the most recent PBR. Please provide copies of all
references.

Response:

Updated CPI (BC) forecasts are as follows:

CPI Forecast )
Source Forecast Publish Date
2009 2010 2011
Conference Board of Canada 0.65% 2.57% 2.40% | July 15, 2009
Ministry of Finance' 0.80% 2.00% 2.00% | February 17, 2009
RBC Financial Group® n/a 1.50% 1.80% | October 2008
Toronto-Dominion Bank® 0.10 1.50% 2.00% | July 16, 2009

" The Ministry of Finance forecast dated February 17, 2009 is the most recent
2 RBC Financial Group no longer provides BC CPI forecasts so an update was not available
*The July 16, 2009 forecast did not provide an update for 2011; 2011 forecast is based on March 2009 forecast

The average of the updated reported forecasts is 1.9% for 2010 and 2.0% for 2011 (the
forecasts included in the RRA filing also showed 1.9% for 2010 and 2.0% for 2011).

Attachment 3.1 provides copies of the forecasts used above.

3.2 Data presented on page 160, Table B-1-11 indicate Approved and Adjusted CPI
rates for the period 2003 to 2009. Please describe the method used to amend
Approved CPI to Adjusted CPI.
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Response:

The CPI was not amended from the approved rate for the calculation of the adjusted net
inflation factor. The CPI rates and adjustment factors shown in the adjusted column represent
the approved rates and were included so that the reader could see the components that derive
the net inflation factor for each year. Consistent with the PBR Agreement, in determining the
formula O&M for each year the previous year's net inflation rate was adjusted to account for

actual customer growth.

Gross O&M Formula = (Previous Y¢ (Previous Year Adjusted Formula O&M1) X [(1+ Customer Growth) X (1+CPI-Adjustment Factor)] + Pension & Insurance Variance

Approved Approved Adjusted Approved Adjusted Approved Adjusted Approved Adjusted Approved Adjusted Approved
($ thousands) 2003 2004 2004 2005 2005 2006 2006 2007 2007 2008 2008 2009
Adjusted Formula O&M 182,420 182,420 186,089 186,089 190,888 190,888 196,001 196,001 200,183 200,183 203,899
Customer Growth Factor 0.96% 1.15% 1.40% 1.56% 1.60% 1.92% 1.68% 1.44% 1.53% 1.17% 1.01%
CPI 1.70% 2.00% 2.20% 2.00% 2.00% 2.10%
Adjustment Factor -0.85% -1.00% -1.45% -1.32% -1.32% -1.39%
Net Inflation Factor 101.82% 102.01%  102.41% 102.58% 102.36% 102.68% 102.38% 102.13% 102.22% 101.86% 101.73%
185,740 186,089 190,575 190,888 195,394 196,001 200,657 200,183 204,624 203,899 207,424
Pension & Insurance Variance 2,245 11 1,526 (1,194) (4,571) (3,430)
Total including Ft Nelson 182,420 187,985 190,586 196,920 199,463 200,053 203,994
Less Ft Nelson (684) (696) (714) (732) (752) 767 778
Gross Formula O&M Expense 181,736 187,289 189,872 196,188 198,711 199,286 203,217

"The formula O&M expense for each year is based on the previous year's formula O&M expense adjusted for actual customer growth
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4.0 Reference: Executive Summary
Part I, p. 6

Historical demand for Natural Gas

On page 6 it states: “All of this has been accomplished in a period where overall
normalized demand for natural gas has declined, the rate of customer growth (which
peaked in 2005) has declined in the last four years of the PBR Period, and the

expectations of customers have evolved.”

4.1 Please explain whether the actual demand for natural gas has also declined over

the same period in which normalized demand declined.

Response:

As illustrated in the chart provided in response to BCUC IR 1.4.2, both actual and normalized
annual demand for natural gas has declined over the period 1999 to 2008. This information is

included in the Application in Appendix D-1.

4.2 Please provide tabular data with a graphical representation that compare actual
demand to normalized demand over the period 1999 to 2008. Please provide an
analysis of the graph which includes comments on the degree to which
normalized data optimize forecasts of actual results. Please provide any
supporting data and graphical representations in a fully functioning electronic

spreadsheet.

Response:

The following table illustrates the actual and normalized annual demand over the period 1999 to

2008. This information is also contained in Appendix D-1 of the Application.
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1999 2000 2001 2002 2003
Actual Annual Demand (PJ) 198.9 196.7 178.5 186.5 176.6
Normalized Annual Demand (PJ) 200.1 1925 176.8 183.2 184.1
2004 2005 2006 2007 2008
Actual Annual Demand (PJ) 171.6 175.7 170.1 182.6 183.4
Normalized Annual Demand (PJ) 180.8 176.4 1724 176.2 170.0

The following chart provides a graphical representation that compares the actual annual
demand to normalized annual demand over the period 1999 to 2008.

TGl Annual Demand - Actual vs Normalized
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Over the period 1999 through 2008, both normalized and actual annual demand for natural gas
have declined. Normalized demand has declined by approximately 15%, or 1.8% annually
(compound average growth rate). Actual demand has declined by approximately 8%, or 0.9%
annually (compound average growth rate). On average over this period, normalized annual
demand has been 0.4% lower than actual demand, but ranging from being 5% greater than
actual demand (in 2004) to being 7% lower than annual demand (in 2008). These variances are
attributed to weather patterns that become warmer or colder than normal.

By normalizing demand, TGl is removing the impacts weather fluctuations have on annual
demand, which when compared to other years then allows for the identification and analysis of
trends resulting from other factors, such as efficiency improvement and changes in the housing
mix. It is for these reasons that TGl believes normalized annual demand provides the optimal
basis for forecasting the future demand for natural gas.

Attachment 4.2 provides the supporting data, in a fully functioning electronic spreadsheet.
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5.0 Reference: Executive Summary

Part I, p. 6

Customer Expectations

On page 6, reference is made to increasing and changing customer expectations.

5.1 Please provide a description, and supporting data if available, of the method
used by TGI to measure and assess customer expectations in 2008 and 2009.
Please also explain the impact that changing customer expectations will have on
the type and level of service that TGl provides in 2010 and 2011.

Response:

As noted on Page 6 and further elaborated in Part Ill, Section A, Tab 1 of the Application, we
believe that customer expectations are changing in the following areas: Community Involvement
in Energy Choices, Growing Need for Increased Customer Care Activities, Increased Public
Concern about Safety, and Security, and Continuing Complexity in Aboriginal Rights.

TGl's response to BCUC IR 1.23.1.1 addresses customer’s desire for alternative energy
solutions provided by TGI. Increased Public Concern about Safety is addressed in responses
BCUC IR 1.95.2, and Complexity in Aboriginal Rights is addressed in responses to BCUC IR
1.99 and 101. The growing need for Customer Care Activities is addressed below.

Through market research activities and customer feedback, TGl regularly monitors the
Company’s service performance and customer expectations related to the services they receive
from TGI. In particular, for residential customers, TGl undertook qualitative research related to
customer expectations in the form of focus groups conducted by Ipsos-Reid in mid 2008 and
followed the focus group research with a quantitative survey of over 800 customers conducted
by Angus Reid Strategies in early 2009, and another survey conducted by Ipsos Reid in
summer 2009 (see BCUC IR 1.23.1.1). From these studies, TGl understands that its
customers prefer to conduct business with TGI through their preferred communication channels
and at their preferred time.

In addition to traditional call centre service, customers also expect Terasen Gas to offer a
variety of service options through online communication channels, including self service
transactional capabilities, to address account issues and information requests. For example, the
2008 Angus Reid Strategies study identified that over 85% of Terasen Gas customers expect to
have the ability to start, stop or transfer their service using the Company’s online channel.
Currently these customer expectations are not met as Terasen Gas provides only limited online
self-service transactional functionality as a result of the current CIS capabilities.
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As noted in responses to the series of questions under BCUC IR 1.23, there are a large number
of customers (primarily commercial, institutional and industrial) who are seeking information with
regard to energy consumption, energy efficiency and alternative energy. As noted in the
Application, we see an increase in:

o the need for detailed information that is not readily available today. This is driving the
need for more communication with our Account Managers and Sales staff;

o the need for more detailed data from our system. At present this has resulted in manual
work arounds to address these customer needs.

During 2010 and 2011, the Company is not planning to implement any broad service changes.
The Company’s Customer Care Enhancement Project, which is the subject of a separate
proceeding, will enable Terasen Gas to respond to changing customer requirements and is
planned to be implemented in January 2012.
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6.0 Reference: Executive Summary
Customer Care - System IT Strategy
Part 1, p. 6, par. 4

“Terasen Gas has implemented an IT strategy that focuses on adopting industry best
practices. Key aspects of this strategy are scheduled refreshes of key equipment,
infrastructure and application software, and standardization of processes and
infrastructure where appropriate.”

6.1 Please comment on the refreshes to the Customer Care system since 2006,
including comment on whether TGl views the Customer Care System as “key”.

Response:

Customer Care services, including the provisioning of a Customer Care system, are outsourced
to a third party. The service provider implemented a technical upgrade of the system in 2008.
This upgrade did not provide an increase in system functionality. Terasen Gas is not privy to,
nor has any influence or control over, the refresh policies or schedules of any other hardware or
software that supports the Customer Care system provided to Terasen Gas as a service.

Terasen Gas views the Customer Care system as “key”. The customer care function is a vital
part of providing service to our customers, and consequently represents a core element of our
business. It is the main point of interaction between customers and the Company in all aspects
of our business. Providing customers with sustained service excellence rests on Terasen Gas
consistently being able to offer a range of communication options, billing and payment
alternatives, and additional product and service options. It requires the ability to manage
communications related to outages and restoration of service, provide accurate and timely
monthly bills, promptly address customer concerns, and ensure the Company’s representatives
have appropriate product and service knowledge and regional understanding. In order for the
Company to continue to serve customers well, it needs to adapt and change as customers
require new and different services. Underpinning this ability to provide service excellence is a
technology platform, referred to as a Customer Information System, or CIS.

We believe that, going forward, the ownership and control of the Customer Care system is
critical to the ability to support customers in a cost effective manner. Terasen Gas has a CPCN
Application currently before the Commission to modify our current Customer Care model
(Customer Care Enhancement Project — CCEP), which includes the replacement of the current
system and Terasen Gas direct ownership and control of the technologies to support Customer
Care. For further details as to Terasen Gas’ views on the key nature of the Customer Care
system, please refer to Terasen Gas’ CCEP CPCN Application.
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7.0 Reference: Executive Summary
Customer Care - Transition from Outsourcing

Part I, p. 9, par. 2

“Transitioning away from a comprehensive outsourcing arrangement is a critical
component of the Company’s long-term strategic direction.”

“In the shorter term, as reflected in this Application beginning in 2009 and through the
2010/2011 forecast period, the Company will be increasing its efforts to improve the
quality of our customer care activities while bridging to an orderly transition for
implementation of the new customer care delivery model effective 2012.”

71 Please explain why this change in strategic direction is in the ratepayer’s best
interest.

Response:

On June 2, 2009, TGl filed an Application for the Customer Care Enhancement Project (CCEP),
which involves (1) insourcing key elements of the Company's customer care services, and (2)
the implementation of a new Customer Information System (CIS). TGl respectfully submits that
the justification for the CCEP is best addressed in the context of the CCEP Application for the
following reasons.

First, in the CCEP Application TGl has sought approval for the creation of a non-rate base
deferral account attracting AFUDC and approval to record incremental operating and
maintenance costs associated with the Project that are incurred prior to the Project
implementation date of January 1, 2012, for the purposes of permitting cost recovery. TGI also
seeks approval in the CCEP Application for the creation of a rate base deferral account into
which the accumulated amount in the non-rate base deferral account will be transferred,
effective January 1, 2012, for the purposes of recovering costs through customer rates. Based
on these orders sought, the costs incurred with respect to the CCEP will not contribute to the
2010 or 2011 Revenue requirement for TGI.

Second, the Project justification is addressed extensively in the CCEP Application, and further
information is expected to be provided in that regard at the end of August. It is most efficient to
address the project justification in the context of the CCEP Application, rather than replicating
the entire project justification in the current Application. This is particularly the case since TGl is
not seeking recovery in 2010 or 2011 rates for any project related costs, including any costs
related to the build-up of in-house Customer Care capability in preparation to in-source
Customer Care operations.



Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 14
Information Request (“IR”) No. 1

Third, if the CCEP was addressed within the 2010-2011 TGI Revenue Requirement proceeding,
it would introduce the risk of inconsistent decisions from two Commission panels on the same
subject.

However, the executive summary from the CCEP Application is quoted below for the benefit of
further context:

“The Company’s customer care function is currently outsourced to CustomerWorks LP.
This arrangement has been in place since January 1, 2002. At that time, the key drivers
that favoured an outsourcing model for the customer care function were cost certainty,
maintaining or enhancing customer service levels, and implementation risk transfer
related to expanding and redefining operations to support the repatriation of the 535,000
Lower Mainland customers. These customers had historically been supported through
an outsourcing arrangement with BC Hydro. At the time of the outsourcing decision in
2001, the Company had already committed to a packaged CIS solution founded on the
then market-leading Peace CIS platform. The move to a new comprehensive
outsourcing model was consistent with a broader industry trend. The arrangement with
CustomerWorks LP succeeded in meeting the original outsourcing objectives by
providing customers and Terasen Gas with cost certainty and risk transfer, as well as
delivering generally satisfactory customer service over much of the time since 2002.
When service has fallen short of contractual standards, which has happened more
frequently of late, CustomerWorks LP has been required to pay contractual penalties to
Terasen Gas. The payment of penalties to Terasen Gas accompanied by service
shortfalls, is not a sustainable model going forward.

Eleven years have passed since the Peace CIS system was selected by BC Gas, and
eight years have passed since the decision was made to enter into a comprehensive
outsourcing arrangement with CustomerWorks LP. There have been four key
developments in the intervening period that affect the Company’s customer care
function.

First, the evolution of the Company’s business environment since 2002 has changed the
customer care needs of Terasen Gas. The ability of Terasen Gas to retain and add
customers is increasingly challenged by volatile commodity prices, housing trends
towards smaller multi-unit dwellings, and the growing availability and customer
awareness of alternative energy sources. Policy-driven factors such as the Carbon Tax,
greatly expanded energy efficiency and conservation initiatives as well as a broader
range of energy options available require a skilled, knowledgeable, and flexible customer
care staff. The energy marketplace and the Company’s business model will continue to
significantly evolve over the next number of years. Terasen Gas must be able to
manage that evolution in a proactive manner in order to provide the services its
customers will expect.
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Research of customer perceptions, as well as anecdotal evidence, suggests that
customers now expect public utilities to provide a greater range of communication
channels than Terasen Gas is generally able to provide today. This includes more
flexibility in moving from traditional voice response centres and hardcopy bill
presentment to stronger web support including online transactional tools and enhanced
electronic bill presentment and payment options. Moving forward, the Company will best
meet these requirements through direct control of core customer care services and the
implementation of a new CIS.

Second, the outsourcing market has matured. Additional options are available for
outsourcing that were not generally available in 2002. In 2008, the Company retained
UtiliPoint International Inc. to undertake a study of “Outsourced Customer Care Models
in the North American Utility Industry and Beyond”, a copy of which is attached as
Appendix B [of the CCEP Application]. The study indicated that the original drivers for
comprehensive outsourcing and resulting operational, pricing and governance models
are changing. Many of the early adopters of comprehensive outsourcing arrangements
are reconsidering their original decisions and adjusting their operating models to provide
for a hybrid of insourced and outsourced functions. Terasen Gas is at a similar decision
point due to its evolving needs, and our proposal is consistent with the industry trend.

Third, the Company has concluded that the current legacy CIS platform used by the
outsourcer is not a sustainable, long-term solution for Terasen Gas. The fundamental
reshaping of the Company’s business environment over the past seven years has
already required significant changes to the CIS. Implementing these changes was and
continues to be increasingly challenging and costly given the architectural design of the
current CIS platform and a diminishing pool of knowledgeable, experienced resources to
support it. CIS platforms have evolved since 2002 and are now based on a significantly
improved technical design that provides utilities with features that are not available in
older systems. These newer systems have become true “packaged” solutions that are
better equipped to evolve over time to support business changes. In particular, these
newer systems inherently provide support for configurable customer choice programs,
complex metering alternatives, and more advanced billing formats and delivery
mechanisms.

Fourth, our corporate capacity to build projects, manage operations, and integrate
sophisticated systems has expanded significantly over the past seven years. This is
evidenced by the success of our operating model and financial results delivered to the
benefit of our customers and shareholder.

Thus, Terasen Gas is at a decision point similar to where we were in 2001. Change is
needed if we are going to successfully meet the needs of our customers and the energy
market into the future. This Project is critical to our business and to our customers. We
are well positioned to deliver it.”
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7.2 Please provide the data presented by the Company to justify the decision to
outsource Customer Care.

Response:

Please see the response to BCUC IR 1.7.1.

7.3 Please expand on the events that resulted in the change in strategic direction.

Response:

Please see the response to BCUC IR 1.7.1.

7.4 Please detail all costs included in this Application that are related to the build-up
of in-house Customer Care capability in preparation for the repatriation of the
outsourced activities.

Response:

Please see the response to BCUC IR 1.7.1.
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8.0 Reference: Executive Summary
Customer and Stakeholder Expectations - Public Safety and Security

Part I, p. 3, par. 2

“The expectations of customers, regulators, and other stakeholders are changing with a
renewed interest in public safety and security.”

8.1 Please provide your external references for the renewed interest in public safety
and security.

Response:

TGl believes that customers, regulators and other stakeholders have consistently been
interested in safety and security. However, TGl observes a shift towards greater interest in
public safety and security. It can be demonstrated in several ways in the external environment,
such as the development of new standards and regulations (see p. 51 to 55 of Application), new
Government policy, extensive media coverage, and even more visible security threats in the
industry. These factors are addressed in further detail below.

With respect to developments in standards and regulations, the Oil & Gas Commission (OGC),
for example, has adopted a comprehensive integrity standard, Annex N of CSA Z662-07, as
mandatory. The OGC has also indicated, in discussions with Terasen Gas, that it plans to
adopt the new CSA pipeline security standard (CSA Z246.1). In addition to the codes and
standards discussed in the Application, there is also a new pipeline emergency management
standard being developed by the CSA (Z246.2) that is now in the early stages of development.

Extensive media coverage related to pipeline incidents also illustrates the growing concerns
regarding the reliability and safety of public infrastructure. The 2007 Kinder Morgan Canada oil
pipeline rupture in Burnaby BC, and the 1999 Olympic Pipeline rupture in Bellingham,
Washington are two examples described on page 52 of the Application.

Similarly, on the issue of media, a review' conducted by Washington Utilities and Transportation
Commission on Public Safety and Awareness found that:

“A review of pipeline safety media coverage finds a great deal of feature and editorial
coverage in recent years. The continuing story has several major themes, yet it boils
down to how significantly hazardous liquid and natural gas pipelines are impacting
people and the environment....... It is clear that the public looks to the media as the
source of information and protection as a reliable watchdog against pipeline industry and
regulator errors and indifference. The recent passage of the national pipeline regulatory

! http://www.wutc.wa.gov/webimage.nsf/9f7h2ed366e9fec588256efc00506bc0/15800e41d56¢92¢f88256f27007h66d9!0OpenDocument
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act was forced, in part, by public concern and alarm over a transportation solution that
appears to be suffering due to pipeline age and concern over pipeline management.”

Regulators across North America have responded by adopting new codes and standards, and
enacting new regulations. The codes, standards, and regulations impacting TGl are outlined on
pages 52-55 of the Application, as noted above.

Demonstrating the importance of Public Safety concerns in the U.S is Resolution 484, asking
the U.S. House of Representatives to make June 10 National Pipeline Safety Day, with the
recommendation that:

“That the House of Representatives—

(1) supports the designation of National Pipeline Safety Day;

(2) encourages State and local governments to observe the day with appropriate
activities that promote pipeline safety;

(3) encourages all pipeline safety stakeholders to use this day to create greater public
awareness of all the advancements that can lead to even greater pipeline safety; and

(4) encourages individuals across the Nation to become more aware of the pipelines
that run through our communities and do what they can to encourage safe practices
and damage prevention.”

At the national level in Canada, the National Energy Board (NEB) issued a news release on
August 11, 2009, “National Energy Board Taking Steps to Improve Worker Safety.” The release
related to its recent publication: Focus on Safety and Environment: A Comparative Analysis of
Pipeline Performance 2000-2007. There were concerns raised relating to the number of
pipeline incidents in 2007, and the report discussed the steps the NEB is taking to improve
worker safety, which include increased compliance activiies among other things. It was
reported that nearly two out of every 100 pipeline workers suffered a serious workplace injury in
2007, almost double the seven-year average. It is the highest worker injury rate since the NEB
began reporting on safety performance indicators in 2000.2

Internationally, the December 2004 audiotape message by Osama bin Laden in which he called
on his cohorts to take their holy war to the oil industry and to disrupt supplies to the U.S from the
Persian Gulf brought increased pressure for fortifying pipelines from attack.

More locally, the recent EnCana bombings in British Columbia, called an act of domestic
terrorism by the RCMP, is an example where the issue of the reliability and safety of public
infrastructure has once again become an issue as important as environmental, pipeline integrity
and maintenance issues.

2 http://www.neb-one.gc.ca/clf-nsi/rsftyndthnvrnmnt/sfty/sftyprfrmncndctr/sftyprfrmncndctr-eng.html




Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 19
Information Request (“IR”) No. 1

In summary, the growing interest in public safety and security is a reality. TGl believes it is
prudent and necessary to respond to these changing expectations, ensuring that it continues to
provide safe, efficient, and reliable service.

8.2 Please indicate when the customer, regulator and stakeholder interest levels
dropped, and if this was reflected in lower activity and spending on the safety and
security issues by TGl in specific years.

Response:

TGI believes that the public, regulators and stakeholders have consistently been interested in
safety and security, and did not intend to suggest that interest levels have previously dropped.
Rather, TGI believes that developments in TGI’s external environment point to the prudence of
increasing investment in safety and security at this time. Please see the response to BCUC IR
1.8.1.

Public safety and security programs within Terasen Gas are primarily assured by ensuring
pipeline and distribution system asset integrity. Terasen Gas has an on-going commitment to
maintain and enhance its integrity management practices and management systems. Prior to
the development of the new standards, Terasen Gas executed many asset integrity activities.

Activity and prioritization of work is determined based on a corporate risk profile, and annual
plans ensure that the highest risk items are addressed. With finite dollars available, the
challenge comes when addressing medium and low risk items, which over time could become
high risk items. In years where funds are available after addressing high risk items, medium risk
items can also be addressed. In other years, the list of high risk items may be greater than the
funding available and the overall funding must be increased. TGI has reached the point where
additional funding is required to handle high risk items plus some medium risk items on an
ongoing basis. On a go forward basis we continue to defer low risk items as we did under the
PBR. Examples of deferred low risk work is painting of above ground plant and repairs to non-
critical valves.

As related to asset risk profile, many of the new performance-based standards require more
formal quality management systems, with more rigour and administrative costs needed for such
areas as management of change, continuous improvement, risk management, performance
metrics, competency of employees, and records management. New standards, growth and
asset age are also increasing the risk profile of TGI’s asset base and the incremental costs are
identified in the RRA on page 352 in Tables C-6-4 and C-6-5.
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TGl believes the proposed funding for public safety and security is prudent and reasonable to
ensure the continuation of safe, reliable, cost-effective and environmentally responsible service
to its customers.

8.3 Please provide details on the TGI funding for public safety and for security, actual
cost by year from 2006 to 2008 and forecast for 2009 to 2011.

Response:

The terms “public safety” and “security” are interpreted to refer to all the activities we do to
deliver safe and reliable services which is fundamental to all aspects of work plans. As there
are many synergies at play in delivering upon design, construction, operations and maintenance
of pipelines and facilities, including the associated code and standard requirements, it is not
possible to isolate the total funding required to meet the ongoing requirements of public safety
and security. For 2010 and 2011, Terasen Gas has identified Incremental funding that is
attributable to maintaining compliance and managing the associated risks within Codes and
Regulations (see Appendix F-8 of the Application).
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9.0 Reference: Executive Summary
Terasen Utilities — Potential amalgamation

Part Il, p. 17, par. 1

9.1 Please comment on the expected amalgamation date for the three Terasen
Utilities, driven by the elimination of the Royalty Revenues for TGVI at the end of

2011.

Response:

Based on the timing of elimination of the Royalty Revenues and the rate impact that will occur at
TGVI, the Terasen Ultilities have considered January 1, 2012 as a logical date for
amalgamation. However, the expected schedule and timing of amalgamation has not been
developed or finalized. The proposals put forward in the respective TGl and TGVI applications
are considered to be in the interest of the customers of each of the companies on a stand alone

basis.




Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 22
Information Request (“IR”) No. 1

10.0 Reference: Terasen Utilities — Utilities Strategy Project

Part Ill, Section B, Tab 1, p. 86

“Shortly after the acquisition of TGVI and TGW in 2003, the three companies undertook
a major restructuring aimed at delivering substantial operating cost savings. The USP
was established to implement a single management team along with common work
processes and IT platforms.”

Ref: Part lll, Sec B, Tab 1, p. 86, par. 4

“Today, the companies continue to operate with a common management structure with
sharing of services and resources under a Shared Services agreement ...” Ref: Part lll,
Sec B, Tab 1, p. 86, par. 5

10.1 Please comment on the difference between the current effective amalgamation of
the three Terasen Utilities through common management, common processes,
common systems, and common shared services and a statutory amalgamation of
the three entities.

Response:

The main difference that amalgamation provides over the common management model is the
ability to create common rate structures and tariffs (“postage stamp rates”) to all natural gas
customers across the province. Currently, this benefit to customers cannot occur under the
shared services model.

The amalgamated utility would have one management structure and utilize processes, systems
and services in effectively the same manner as provided under the common management
model, employed by the Terasen Utilities during the PBR period. As most of the potential cost
savings and efficiencies have already been achieved to the benefit of customers and the
Company through the Earnings Sharing Mechanism, legal amalgamation, will provide limited
opportunity to harvest additional cost savings. Rather, there will be minor administrative
benefits and efficiencies as a result of an amalgamation, particularly in the areas of Regulatory,
Finance and Customer Communications. Further efficiencies may also be achieved through the
adoption of common rate classifications and the move to postage stamp rates, across the
Province, which will help the amalgamated entity to communicate more effectively with its
customers regarding more consistent rates and services. Today, as an example, customers in
TGW have a different tariff and rates than do customers of TGl, this can lead to confusion for
customers when reviewing their bill or receiving information on future rate changes from both
TGl and TGVL.
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10.2 Please comment on the potential cost reductions through the amalgamation of
the three Terasen Utilities, including regulatory costs.

Response:

The Terasen Utilities foresee administration benefits and efficiencies as a result of an
amalgamation, particularly in the areas of Regulatory, Finance, and Communications, which
may result in modest cost reductions. Please also see TGI’s response to BCUC IR 1.10.1.
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11.0 Reference: External Situational Context
BC Economic Outlook

Part Ill, Section A, Tab 4, pp. 69-76

TGl refers in Appendix C-28: Economic Review 2003-2008 to eleven (11) economic
indicators. The indicators identified include real GDP, unemployment, housing starts,
and others. Several of these indicators are discussed throughout the RRA, with
particular mention to them in sections devoted to forecasting Customer Additions and
Energy Demand for 2010 and 2011.

TGI concludes on page 76 that “Lower economic growth, higher unemployment rates,
and declining housing starts indicate that the economic turmoil will most likely impact
Terasen Gas’ customers. It will impact their ability to pay for energy, impair their ability
to make investments in energy conservation measures, lower customer additions and
reduce customer demand for energy consumption.”

11.1  Please indicate the relative magnitude, impact or sensitivity that these economic
indicators have had on the historical demand for natural gas in B.C.

Response:

Generally speaking, the magnitude, impact or sensitivity the economic indicators illustrated in
Appendix C-28 of the Application have had on the historical demand for natural gas in B.C. is
challenging to quantify. As seen in TGI’s response to BCUC IR 1.45.2, regression analyses
against a number of these economic indicators results in poor goodness of fit and/or
insignificant variables. Therefore, the following provides a more qualitative approach in
discussing the magnitude, impact or sensitivity those economic indicators have had on the
historical demand for natural gas.

GDP growth has a significant impact on the industrial demand for natural gas. As discussed in
TGI's response to BCUC IR 1.41.2, as industrial consumption is heavily weighted towards
process-oriented end uses, it is ultimately tied to output or production levels. And given
fluctuations in GDP growth rates are reflective of changes in output or production in the various
industry sectors TGI’s customers are in, it follows that GDP growth significantly influences
industrial demand for natural gas in British Columbia.

The Cdn/US Exchange Rate has impacted the demand for natural gas, as the gradual
appreciation of the Canadian dollar (relative to the US dollar) has led to a reduction in demand
for B.C. exports, which in turn has led to reduced production levels and ultimately less demand
for natural gas in sectors where exports are of significance. Although not as significant (in terms
of order of magnitude) as GDP, the Cdn/US Exchange Rate has impacted the historical demand
for natural gas.
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The housing market, also discussed in TGI's response to BCUC IR 1.41.2, is another economic
indicator that is considered to be a highly significant variable in the forecast of demand for
natural gas. The rate of growth in TGI's customer base is strongly correlated to the rate of
growth in the housing market, and therefore TGI considers the rate of growth in the housing
market (typically measured by housing starts) to be a good proxy for future growth in its
customer base. At the same time, the shift towards more multi-family dwellings in the housing
mix has contributed to the declines experienced in average use per customer rates. Given the
housing market impacts both customer additions and average use per customer, it follows that
the housing market has significantly influenced the historical demand for natural gas in British
Columbia.

The CPI, Prime Rate, and Conventional Mortgage Rate have also impacted the historical
demand for natural gas, but in a more indirect fashion. These factors indicate levels of
affordability and also the cost of financing, and therefore have impacted the purchase and
consumption of goods which would include new homes and natural gas appliances.
Additionally, mortgage rates (and also housing prices) have played a significant role in the shift
towards more multi-family dwellings in the housing mix. And although these economic
indicators have impacted the historical demand for natural gas, their impact is considered to be
less significant than that for either GDP or the housing market.

Natural gas prices are regional in nature (North American), and therefore react to specific
events occurring in that region. Significant price spikes in the price of natural gas, such as
those occurring in 2001 as a result of the California energy crisis or in 2005 as a result of
Hurricane Katrina, are considered to be the primary drivers of the significant declines
experienced in average use per customer in those years. Although price spikes have a
significant impact on the demand for natural gas, more typical volatility has a lesser impact,
evidenced by the relatively inelastic price elasticity with respect to demand for natural gas,
which is approximately 17% for TGI’s residential customers.

The price of oil is determined on a global scale, influenced by world events and in that sense
can be thought of as an economic indicator. The price of oil has played a less significant role in
the historical demand for natural gas than the other economic indicators mentioned. However,
as some industrial customers have fuel switching capabilities and are therefore able to take
advantage of the spot markets, the demand for natural gas is impacted by changes in the price
of oil.

Electricity prices, when compared to the price of natural gas, provide an indication of the
competitive environment in which TGl operates. The competitiveness of natural gas with
respect to electricity, as discussed in the Application (pages 56-67), has eroded over the period
1998 to 2008 and this decline, together with the lower capital and installation costs for electric
baseboard heaters has led to a more challenging competitive market environment, ultimately
placing downward pressure on throughput levels and therefore upward pressure on delivery
rates (all else being equal).
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11.2 Please identify which of the Economic Indicators listed in Table 1 of Appendix C-
28 have been used by TGl to forecast energy demand in 2010 and 2011. In
addition, please describe the methodology and assumptions used in connection
with Economic Indicators to forecast energy demand in 2010 and 2011.

Response:

Each of the Economic Indicators listed in Table 1 of Appendix C-28 were considered when
developing the demand forecast for 2010 and 2011. However, Real GDP and housing starts
(with the expected Can/US Exchange Rate, CPI, Prime Rate, and Conventional 5-yr Mortgage
Rate considered as supporting variables) were the primary economic indicators used by TGl to
forecast energy demand in 2010 and 2011, and the methodology used is described in TGI’s
response to BCUC IR1.41.1.
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12.0 Reference: External Situational Context
Growth - Costs to service growing customer base

Part Ill, Section B, Tab 2, p. 213, par. 5

12.1  Please confirm if the revenues per customer addition exceed the costs to service
those customers. In short, do all new customers provide incremental positive
contribution?

Response:

TGI confirms, based on the findings of the 2008 Main Extension Report (included in Appendix
E-2), that the revenues exceed the cost to service new customers on a portfolio basis.

In the Company’s Main Extension Report for 2008 filed on April 3, 2009 with the Commission,
TGl and TGVI reported that the Profitability Index (PI) for 2008 was 1.2 for TGI and for the
combined utilities as well (Pages 1 and 4, Appendix E-2). The Profitability Index value is the
present value of revenues divided by the present value of costs over a 20 year period. The
conclusion of the report is: “The report demonstrates that on a portfolio basis, the main
extensions installed in 2008 are economical and do not harm existing customers because the
average actual Pl is 1.2, higher than the threshold of 1.1” (Page 11, Appendix E-2).

The basis of determining if new customers provide sufficient margin is covered under the
Company’s Main Extensions as presented in Section 12 of the General Terms and Conditions of
the TGI Tariff. The economic test which is used to assess main extensions is described in
Section 12.3 with changes approved effective January 1, 2008 by Commission Order No. G-
152-07. The Order also required TGl and TGVI to file a Main Extension Report each year.

While some customers’ incremental revenues might be deficient in covering all of the
incremental costs, other customer additions revenues will exceed the incremental costs. For
each main extension an economic test is calculated based on a 20 year discounted cash flow
model of forecasted revenues and costs for all new customers on the main extension. (The
discounted cash flow model methodology has been approved by the Commission.) For any
individual main extension in which the Pl is less than 0.8, a Contribution in Aid of Construction is
required sufficient to increase the Pl to 0.8. As approved by Commission Order No. G-152-07,
while any one individual main extension may be less than a Pl of 1.1 to a minimum of 0.8,
collectively all main extensions in the year must not be less than 1.1. As stated in the April 3,
2009 report, the average PI for the main extensions installed in 2008, is 1.2, which is in excess
of the threshold.
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13.0 Reference: External Situational Context
Tariff Changes — Energy Plan Innovative Rate Design

Part Ill, Section A, p. 30, par. 4

13.1 Please comment on any plans to introduce stepped rates for energy
conservation, life-line, or any other reason.

Response:

TGI has no plans to introduce stepped rates at this time. Terasen Gas’s current rate structures
and the proposed rates impacts included in this Application will continue to send price signals
that will help to encourage the principle of energy efficiency and conservation to natural gas
consumers in BC.

The rates customers pay for natural gas service is largely composed of the gas costs or
commodity cost of natural gas, which is subject to market-based prices. These market costs
serve as a proxy for the marginal cost of supply and send efficient price signals to customers
that support energy efficiency and conservation.

The delivery costs of natural gas service include the basic charge (a fixed flat monthly fee) and
the delivery charge (calculated on a per gigajoule basis). With this Application, TGI has sought
the recovery of the proposed 5.3% and 4.1% increases in revenue requirement for 2010 and
2011 through volumetric and demand based delivery rates rather than an increase in the basic
charge. In so doing a large proportion of rates will be volumetric-based, which should help to
encourage conservation.

Finally, rather than offering life-line or subsidized rates to certain customer groups, TGl offers
energy efficiency funding for low-income customers through its EEC activities.
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14.0 Reference: External Situational Context - Business Risk

Part Ill, Section A, p. 24, par. 1

“Over the next 20 years the province of B.C.’s population is expected to grow by more
than 25 per cent or over 1 million people. Demand for all types of energy is expected to

increase — even as the pressure to improve energy conservation and efficiency

measures intensifies.”

14.1 Please comment on the percentage of growth in B.C.’s population that would

likely be within the Terasen Utilities’ service areas.

Response:

TGI estimates that the population within the Terasen Utilities’ service areas will grow by

approximately 30% over the period 2008 through 2028. TGl also estimates that approximately

96% of British Columbia’s population lives within the Terasen Utilities’ service areas.
estimates were derived from population forecasts published by BC Stats, available on their

website. It is important to note that although population is expected to continue to grow, as
indicated in TGIl's response to BCUC IR1.42.3 and BCUC IR1.46.1, capture rates by the
Terasen Utilities’ will vary due to a variety of factors including housing type, competitive position
and customer perception towards natural gas given the provincial GHG reduction targets.

These
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15.0 Reference: Business Risk — Cost Advantage of Natural Gas

Part Ill, Section A, p. 62, par. 1

“TGI has a competitive advantage against electricity on an operating cost basis over the

next five years.”

15.1 Please comment on the economic outlook over the next five years for the
Terasen Utilities compared to other natural gas utilities in British Columbia, in

Canada, and in the United States.

Response:

British Columbia faces economic challenges as a result of the current economic downturn, as
does the rest of Canada and the United States. This downturn in the economy impacts demand
for natural gas by reducing housing starts and reducing consumption of natural gas in the
industrial sector. The current economic downturn has impacted Terasen Utilities and

other natural gas utilities across Canada and the United States, but the severity of the impact

will be determined by specific factors that are unfolding in each utility's service territory.
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16.0 Reference: Business Risk —Balanced Scorecard

Part Ill, Section B, Tab 1, pp. 99-102

16.1 Please provide copies of the TGl Balanced Scorecard targets and results for
2007 and 2008.

Response:

Following are copies of the 2007 and 2008 Scorecards for the Terasen Gas Group of
companies, including TGIl, TGVI and TGW. As the Companies operate under a common
management team and approach, there is no scorecard for TGl on a stand alone basis.

Terasen Gas Group 2007 Scorecard O

December 2007 Results Gas
Results to
Date Target
FINANCIAL 1. Terasen Gas Group
Net Earnings $108.2m $103.3m
CUSTOMER 2. O&M per Customer $224.27 $231.00
3. Base Capital $103.9 $102.4m
4. Customer Satisfaction 79.3% 78.0%
KEY 5. Credit & Collections 0.27% 0.35%
PROCESSES
6. Customer Additions 13,861 17,000
Challenge
EMPLOYEE 7. Recordable Veh. Accid. 10 11
8. Recordable Injuries 31 29
9. Wellness 5.7 5.3
10. Public Safety Service Quality Indicator
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December 2008 Results

FINANCIAL

CUSTOMER

KEY
PROCESSES

EMPLOYEE

[y

. Terasen Gas Group
Net Earnings

2. O&M per Customer
3. Base Capital

4. Customer Satisfaction

5. Credit & Collections

6. Customer Additions

7. Recordable Veh. Accid.

8. Recordable Injuries
9. Wellness

10. Public Safety

Results to
Date Target
$111.7m $105.2m
$229.15 $231.31
$115.4m $124.8m
79.7% 79.0%
0.24% 0.35%
12,830 15,500
Challenge
13 10
20 28
5.1 5.6

Service Quality Indicator
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17.0 Reference: Business Risk — Disaster Recovery

Part Ill, Section B, Tab 2, p. 205, pars. 3-4

17.1 Please expand on the level of disaster recovery planning and capability in place
at Terasen Gas prior to the sale to Kinder Morgan.

Response:

Prior to sale of Kinder Morgan, Terasen Gas followed a “high-availability” strategy for “mission
critical” systems as opposed to a full Disaster Recovery Strategy. “High Availability” is defined
as having an alternative server that can be brought on line quickly in the event that the
production server is rendered inoperable or is anticipated to be inoperable for an extended
period of time. This differs from a true Disaster Recovery capability as it only addresses a point
solution for a single application and does not support the ability to continue business in the
event that all servers are rendered inoperable in the case where the data centre or physical
building is compromised or the nature of the disaster is such that the vast majority of employees
cannot get to the building in the event that transportation routes are compromised. For the
“mission critical” systems, the “high-availability” servers were located in different geographical
locations to address these concerns.

The systems that were deemed “mission critical” by the operating business units at the time
prior to the sale of Terasen Gas to Kinder Morgan were the:

¢ Nucleus system — for managing energy procurement, contracts and invoicing; and

o AM/FM (automated mapping / facilities management) system - the repository for the
Outside Plant Facilities information, both graphical and digital of the Terasen Gas Ulility
gas distribution and transmission systems

e SCADA (Supervisory Control And Data Acquisition) - a real-time system used by the
Gas Controllers to monitor the flow of gas and control the pipelines

17.2 Please expand on the inability to utilize Fortis capability in a similar manner to
Kinder Morgan.

Response:

At the time Terasen Inc. was owned by Kinder Morgan, Kinder Morgan had two major data
centres located in Texas and Colorado and an IT staff in excess of 280 employees. It was
Kinder Morgan’s IT strategy to centralize as much infrastructure services as it could so it was
well positioned to provide these services. No IT department within the Fortis group of



Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 34
Information Request (“IR”) No. 1

companies has the same staffing levels or mandate to replicate Kinder Morgan’s business
model or execution capabilities in the area of DRP. Having said that, Terasen Gas is working
with Fortis Alberta to explore areas where there still may be opportunities to share, such as
physical locations.

17.3 Please provide the date of the purchase of Terasen Gas Inc. by Fortis Inc. and
comment on the DRP activity between the purchase date and the date of this
Application.

Response:

The purchase of Terasen Inc. by Fortis Inc. was completed May 17", 2007. The DRP activities
that have been conducted from that date to the date of the filing of this Application are:

e Implemented a High-availability server in Kelowna for the Gas Nomination /
Authorization System (WINS).
¢ Initiated a Business Continuity and Disaster Recovery Initiative consisting of:
o A Criticality Analysis;
o A Recoverability Assessment;
o A Disaster Recovery Strategy;
o A detailed design and planning phase for DRP (ongoing).

e Continued with annual maintenance and licensing renewals for the SCADA system.
e Currently upgrading the SCADA system including the two DRP sites in Kelowna and
Burnaby (to be completed by year end, 2009).

“$375 thousand is for Disaster Recovery Planning (“DRP”) with an additional $375
thousand anticipated in 2011”. Ref: Part lll, Sec C, Tab 6, p.389, par. 4

17.4 Please confirm if the $375 thousand O&M anticipated in 2011 is included in this
Application.

Response:

Confirmed
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17.5 Please provide a table of total spending on Disaster Recovery Planning, by year
from 2006 through 2011, separating O&M and capital.
Response:

Capital 2006 2007 2008 2009 2010 2011
WINS $103,594
AM/FM $10,500 $11,500 $16,500 $16,500 $16,500 $16,500
Corp IT DR $98,142 $255,000 | $2,700,000
SAP DRP * $57,920
SCADA $25,000 $25,000 $25,000 $650,000 $25,000 $25,000
NUCLEUS
Total $93,420 $140,094 $139,642 $921,500 | $2,741,500 $41,500
0O&M 2006 2007 2008 2009 2010 2011
WINS $1,463 $5,536 $5,055 $5,055 $5,055
Corp IT DR $375,000 $750,000
AM/FM $31,844 $48,760 $40,684 $40,656 $40,700 $40,700
SAP DRP® $4,300 $12,900 $12,900 $12,300 $0 $0
SCADA $ 26,000 $ 26,000 $ 26,000 $ 32,000 $34,000 $ 34,000
NUCLEUS $16,400 $16,400 $16,400 $16,400 $16,400 $14,450
Total $78,544 $105,523 $101,520 $106,411 $481,585 $856,659

It is expected that the requirements for “high-availability” of the key applications identified above
(WINS, Nucleus and AM/FM) will be continue to be required after the corporate DRP plan is in
place and therefore the O&M costs associated those applications as per the table above are
anticipated to continue after the corporate plan is in place.

® The ability to produce financial statements in the event that the SAP system was unavailable was a SOX
compliancy requirement met in 2006.This is very limited functionality and does not support any kind of DRP activity
for the SAP system. In 2010, this capability will be incorporated into the corporate DRP requirements.
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18.0 Reference: The Future
Part Ill, Section B, Tab 2, page 200

Terasen Gas Must Enhance its Customer Care Service Quality, section 2.1.1, page 201

18.1 If the SQI have been met and TGI finds there is a need to improve Customer
Care Services, does this indicate the SQI's have not been stringent enough to
identify deficiencies in customer care?

Response:

No, TGI does not believe that is the case. The current SQI's were developed as part of the
Negotiated Settlement of the TGl PBR and were meant to address both stakeholder and
Company desires and as such were balanced against other factors and mechanisms of the
Negotiated Settlement. The SQlIs related to customer care performance have identified
deficiencies where they have occurred throughout the duration of the Client Services Agreement
for the provision of customer care services. Where applicable, penalties have been assessed
against CustomerWorks LP, the services provider, due to deficient performance as defined
under the contract (See BCUC IR 1.93.0).

For example, in 2008, TGI did not meet SQI targets for SQI 3 - non-emergency call answer
speeds, 5 a) - the mass market billing index and 5 b) - industrial customer billing accuracy. Up
to the end of April 2009, SQlIs 5 a) and 5 b) were not meeting performance targets as noted on
page 115 of the TGI 2010-2011 Revenue Requirements Application.

TGl believes the SQIs have provided a thorough view of the Company’s performance through
the duration of the PBR Settlement and have been stringent enough to identify deficiencies in
customer care. We believe that they worked as intended pointing to areas of weakness in some
areas, while in others pointing to areas of success.

18.2 Can the existing Customer Care Service contract with Accenture be modified in
such a way as to duplicate the effect of the proposed enhanced Customer Care
Service?

Response:

TGI intends to implement its new Customer Care model through changes to the current
contractual arrangement. An important element of the model TGI is moving towards is strategic
shift to Company ownership and management of critical customer-facing functions and
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processes. TGl does not believe that continuing to outsource these functions with different
contract terms would achieve its objectives.

When the existing agreement was developed in 2001, we did not anticipate the degree of
organizational change and the resulting staff turnover the contractor has initiated and
experienced over the years, nor the significant degradation in gas industry and end to end
business process knowledge as a consequence of these changes.

There are several reasons why moving to company ownership and management of critical
customer-facing functions is the best model for Terasen Gas and Terasen Gas customers:

e Direct management and ownership of the customer experience will provide Terasen Gas
with the ability to ensure service quality for customers.

¢ In-house management of call centre and billing staff will ensure representatives have
appropriate product and service knowledge combined with regional understanding.
Representatives will also be able to relate to customer needs and experiences specific
to Terasen Gas’' service territory and apply that understanding when working with
customers. With direct ownership and control over staff training and ongoing
performance management, we will have the ability to build key knowledge and
understanding within our billing and call center agents that will give them the tools to
apply appropriate judgment when working to address a customer inquiry or concern.

e Direct management of call centre and billing operations will also allow for greater
flexibility in developing and implementing future service changes and ensuring issues
and opportunities are addressed in the most timely manner possible. The Company will
also be able to identify opportunities more proactively and implement these opportunities
to benefit the Company and our customers.

e The Terasen Gas owned and operated integrated CIS solution will result in greater
control over end-to-end business processes that will be managed internally using the
Company’s own resources. This will enable better understanding across functional areas
to support process changes more proactively with a more complete understanding of the
downstream impacts of these changes on other operating areas. It will also ensure that
Terasen Gas can better respond to the needs of various customer groups. The
Company will have control over how the system is maintained, what support processes
are in place and ensuring implementation and configuration decisions are made to
support the greatest flexibility in the future. By understanding the nature of each change
from an application perspective the Company can ensure that changes are addressed in
the most cost effective manner.
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18.3 What events have occurred that justifies a new customer care delivery model at
this time?

Response:

Please see the response to BCUC IR 1.7.1.
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19.0 Reference: External Situational Context
Growth - Opportunities beyond Natural Gas
Part 1ll, Section A, p. 27, par. 2

“There are opportunities for TGl to be a provider of energy solutions beyond just gas.”

19.1  Please explain the logic for the natural gas rate payers to fund TGI’s learning
curve to provide other energy solutions.

Response:

TGI does not agree with the description of the funding it is seeking in the Application for
development of alternative energies as learning curve costs. Rather, these costs are marketing
and sales costs related to providing customers with the service they request (which include both
gas and alternative energy) and in addition, providing energy efficiency education and
information. As such, these costs are no different than any other sales, marketing, and
development costs that are spread across all customers and as such these costs should not be
segregated. Alternative energy service (AES) customers, who for the most part may already be
existing gas customers or who may be potential gas customers, will be allocated a fair portion of
these costs and as the alternative energy business grows and more customers are added, the
overall share of these costs allocated to AES customers will grow accordingly. As discussed in
BCUC IR 1.20.1 the costs included in the economic tests for AES customer will include an
overhead allowance (see page 267 of the Application), similar to the overhead allowance
included in TGI’'s main extension test, so that AES rates will recover more than the direct costs
of the particular project only.

TGI believes that the long term interests of rate payers are better served by supporting the
development of alternative energy solutions, in combination with gas delivery solutions, within
the utility now rather than adopting a wait-and-see approach that may result in long term harm
to the utility and ratepayers. There are several aspects of the underlying logic for all rate
payers to fund the early stages of marketing, sales and development costs (both gas and
alternative energy):

o The provision of Alternative Energy Solutions and gas delivery are consistent with the
definition of a public utility in the Utilities Commission Act (see also response to BCUC
IR 1.24). Incorporating alternative energy solutions within the natural gas utility will
support the objective of regulatory efficiency by avoiding a patchwork of small alternative
energy utilities that will be difficult to regulate effectively.

e The BC government’s recent policy imperatives and recent legislation enactments
strongly support the development of energy efficiency initiatives and alternative energy
solutions in support of the Government’s Energy Objectives and climate change
mitigation initiatives, among other things. The role of public utilities in the delivery of
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alternative energy solutions is recognized in the Energy Plan and the recent
amendments to the Utilities Commission Act.

o Utilities by nature are long lived infrastructure systems that are established to serve the
public good over the long term. In this context it is recognized that utilities must do what
they can to anticipate the future to be prepared to serve the future needs of customers
as they arise (be that in a utility’s traditional business such as gas or in another business
area such as delivery of heat). Using utility capital investments as an example, it is
frequently said that utility investment in infrastructure is lumpy and that large system
expansion-related investments are frequently made before the system growth occurs so
that adequate system capability is there when the growth actually does occur. The utility
typically commits time and resources to assess the nature and timing of demand growth
and assessing alternative solutions to meeting that demand growth before selecting the
best option from among the alternatives.

e TGl believes it is appropriate for a utility to spend time and resources on learning-related
activities and emerging developments in the utility’s field of business. In TGI’'s opinion, it
is incumbent upon utilities to constantly learn, refine, adapt and change to meet the
growing needs of customers, but to also ensure that the utility is providing the most
efficient and effective service to customers. If utilities did not adapt and learn, we may
still see widespread use of gas lighting, the use of inferior pipe materials, and inefficient
furnaces. Learning and adapting has helped customers through reductions in energy
usage and more efficient use of infrastructure.

In the case where the costs are not simply part of sales, marketing and development and
are unique to the investigation of or analysis of a new opportunity, utility revenue
requirements generally include allowances for spending on items that are in the nature
of research and development or preliminary investigations. For instance, in BC Hydro’s
case work of this nature is occurring with respect to the potential for electricity demand
from electric plug-in vehicles and in studying new sources of generation that are not
commercially viable as yet (i.e. power from wave or tidal energy). Research and
development activities are seen as useful in preparing the utility for the future.

e Alternative energy solutions display similar qualities to those described in the preceding
paragraphs. Alternative energy development promises to occupy a larger portion of the
energy landscape in the future so utility planning and preparing for such an eventuality is
prudent.

e Another objective of planning and preparing for future energy needs is so that
development can occur in an orderly and efficient manner, and in a way that seeks to
minimize the impacts of energy and infrastructure on the environment and human quality
of life. Integration of alternative energy solutions with the existing utility infrastructure
offers the promise of achieving these objectives.

o As discussed in the Application the future integration of alternative energy solutions with
natural gas service will offer TGl the opportunity to mitigate the impacts of declining
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throughput on natural gas delivery rates, and in doing so will provide benefits to natural
gas rate payers.

For all of the foregoing reasons TGl believes that it is appropriate that all rate payers fund the
marketing, sales and development activities of both gas and Alternative Energy Solutions as set
out in the Application, based on an appropriate allocation of costs as proposed.

19.2 |If, at a future time, one of the non-regulated Terasen entities became involved in
an energy solution investigated or developed by Terasen Gas, would the
investigation and/or development cost be recovered as a credit to the natural gas
ratepayers?

Response:

As a preliminary comment, TGI’s strategic direction with its alternative energy strategy is to offer
these energy solutions within the regulated utility and not as non-regulated offerings. That being
said, there is more than one possibility as to how a situation such as that described in the
question might come about. If TGl was selling an existing alternative energy development to a
non-regulated affiliate the normal practices prescribed by the BCUC for such a sale would
apply. Such an asset sale would normally take account of the market value of the assets.
Development or investigation costs would not be explicitly included in a transaction that was
based on market value, although arguably they are implicitly included. If a non-regulated
affiliate was involved in an alternative energy project from the outset or after commencement
but before completion of the project, TGl would expect the prevailing NRB code of conduct and
transfer pricing policy to determine the amount the NRB affiliate would have to pay, which would
include any development and overhead costs implicit in those policies.
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20.0 Reference: External Situational Context
Growth - New Alternative Energy Offerings
Part 1ll, Section B, Tab 2, p. 204, pars. 1-2

20.1 Please explain how the learning curve costs will be factored into the economic
tests and thereby recovered from the clients of these new energy offerings, even
though the actual costs for programs, development and sales are proposed to be
recovered as part of this RRA.

Response:

As discussed in BCUC IR 1.19.1 , with the exception of biogas (which costs are limited in scope
and are necessary in the pilot period for reasons described elsewhere) , TGl does not agree
with the characterization of the funding it is seeking in the Application for Alternative Energy
developments as learning curve costs . The types of costs such as for sales efforts, account
management and market development costs will be sunk costs as far as the economic tests are
concerned. As long as the rates for the alternative energy projects are recovering more than the
direct incremental annual cost of service, there will be some contribution towards the common
costs for sales, account management and market development. This is consistent with existing
gas development for projects such as main extensions where sales staff costs are recovered
through existing rates and, should a main extension be required, a MX test is conducted using
future capital and O&M costs, but not the general marketing costs for customer support and
promoting the use of natural gas.

TGl intends to include an appropriate overhead allowance in the alternative energy rate setting
process, similar to the overhead allowance included in the TGl and TGVI Main Extension Tests,
which will ensure that rates recover more than the direct incremental cost of service of the
alternative energy offerings.



Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 43
Information Request (“IR”) No. 1

21.0 Reference: Energy Efficiency and Conservation and Alternative Energy
Solutions

Part 1ll, Section C, Tab 3, p. 227

“‘Recovery in a deferral account of the revenues and ongoing O&M and the related
expenditure of capital related to investment in energy solutions in NGV and alternative
energy.” Page 227, par. 1

21.1  Given the above statement, please confirm that the costs incurred to date in the
areas of EEC and Alternative Energy Solutions have been previously expensed
and charged to rates? |If yes, please provide a breakdown of capital and O&M
costs already spent in EEC and also in Alternative Energy Solutions. Please
identify the nature of these costs (i.e. developmental, research, capital
investment). If no, please explain the treatment of these costs to date.

Response:

Prior to responding to the above question, it is important to distinguish between the requests in
this Application regarding EEC and those pertaining to Alternative Energy Solutions. The
requests with respect to EEC are consistent with the approvals granted in the TGI-TGVI Energy
Efficiency and Conservation Decision (BCUC Order No. G-36-09). Prior to this approval, DSM-
related activities and costs were treated partially as O&M and partially as capital. This is shown
in Table C-3-1 of the Application for 2008 and 2009. Once TGI and TGVI received approval for
their EEC Application, all future expenditures were to be capitalized and amortized over a ten
year period. Table C-3-1 shows this break down for years 2009 and 2010 (this is further
elaborated in response to BCUC IR 1.28.0). EEC programs and expenditures primarily related
to activities to reduce energy usage via incentives, education, and audits etc. They do not
include the ownership of alternative energy equipment.

With respect to Alternative Energy Solutions, TGl intends to offer energy and heat delivery
services to customers where that energy delivery is via a district energy system (DES), solar,
geothermal or other energy source, where TGl would own and operate the heat delivery
systems and where TGI would charge the end use customer for the delivery of heat. Primarily,
this service would be to commercial and industrial customers and those who could tie into a
district energy system. We do not contemplate building stand alone geothermal or solar heat
delivery systems for single detached homes. These alternative energy customers may also be
eligible for EEC funding, however that funding is separate from the provision of heat from
alternative energy.

For alternative energy, the statement quoted in the question above regarding deferral account
treatment refers to costs and revenues that will be incurred once a specific project begins
engineering and construction activities, within the 2010/2011 Forecast Period. Once a potential
alternative energy customer has signed a contract for the provision of alternative energy
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delivery, costs incurred from that point forward that can be capitalized as per IFRS would be put
in a non-rate base deferral account (attracting AFUDC) or comparable mechanism such as
work-in-process attracting AFUDC (also non-rate base), as described on page 270 of the
Application. Once the project is complete and revenues are being collected, these would also
be put into the deferral account. And lastly, once the project is delivering energy, any ongoing
O&M or feedstock fuel costs related to the actual delivery of energy would also be put in the
deferral account. There have been no costs incurred by TGI to build an alternative energy heat
delivery system as yet since TGl has not constructed such as system to date or received
approval from the Commission to do so.

The only costs expensed and charged to rates for alternative energy services to date relate to
high level strategy and business planning by senior TGl employees and the costs associated
with this Application.

For NGV, Terasen Gas currently has one staff member devoted to this initiative in addition to
support from other regional sales staff that to date have been selling Rate Schedule 6 Natural
Gas Vehicle Service. This is not a new service as TGI has been in this marketplace for over a
decade (please see response to BCUC IR 1.34). These costs are treated as O&M. If TGI
receives approval for the Compression Service tariff, once a potential NGV customer has signed
a contract for the provision of Compression Service, costs incurred from that point forward that
can be capitalized as per IFRS would receive similar deferral account treatment as described
above for alternative energy, as described on page 249 of the Application. Once the project is
complete and revenues are being collected, these would also be put into the deferral account.
And lastly, once the project is delivering compressed natural gas, any on going O&M costs
related to the actual delivery of energy would also be put in the deferral account.

21.2 Has Terasen Gas given any consideration to tracking these development costs in
account 172: Preliminary Survey and Investigation Charges according to the
Uniform System of Accounts? If not, please explain.

Response:

TGI does not consider Account 172: Preliminary Survey and Investigation Charges to be an
appropriate account to use in place of the deferral account approach requested in the
Application for alternative energy projects. As discussed below, the deferral accounts for the
alternative energy projects are more general in nature than the types of expenditures
contemplated for Account 172. TGI believes that specific subaccounts (established for each
alternative energy project) within Account 179 - Other Deferred Charges are the appropriate
place to track the alternative energy projects.
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Account 172 is ill-suited for the proposed purposes. The following is the description of Account
172 extracted from the BCUC Uniform System of Accounts Prescribed for Gas Ultilities:

172. PRELIMINARY SURVEY AND INVESTIGATION CHARGES

This account shall include all expenditures for preliminary surveys, plans, investigations,
etc., made for the purpose of determining the feasibility of projects for gas services. If, as
a result of the surveys, plant for gas services is acquired or constructed this account
shall be credited and the appropriate gas plant account charged. If the work is
abandoned, the charge shall be to account No. 329, "Other Income Deductions", or if the
amount is material, to account No. 332, "Extraordinary Deductions".

Account 172 is to be used for preliminary investigations for determining the feasibility of projects
for gas services. If a project goes ahead the preliminary investigation charges are capitalized
with the other capital costs of the project and if it does not go ahead the preliminary
investigation charges are expensed. Account 172 does not encompass the scope of what is
anticipated for the deferral accounts for alternative energy projects. The alternative energy
deferral accounts are intended to capture the cost of service elements of alternative energy
projects that are operational and have come into service. The deferral account for a particular
alternative energy project will capture revenues, ongoing O&M and capital-related cost of
service elements for that project. It should also be noted that TGI will have contracts with the
alternative energy project customers that will be filed with the Commission so capital and O&M
expenditures will not be incurred without offsetting revenues. The cost and revenue items that
will be captured in alternative energy project deferral accounts are conceptually different than
preliminary investigation charges. Also, TGI believes that the sales and marketing expenditures
included in the Application related to developing the alternative energy business are more
general in nature than the preliminary investigation costs contemplated for Account 172. TGl
has proposed the deferral account approach for alternative energy projects for several reasons.
Projects of this nature have a high degree of uniqueness and often take time to develop so it is
difficult to forecast how many alternative energy projects will go forward in a given period or how
much capital will be spent on them. A further purpose of the deferral account approach is to
isolate the cost of service of each alternative energy project in order to charge the customers of
that project according to its specific costs.
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21.3 Please confirm that TGI is proposing to accumulate these costs in a non-rate
base deferral account (which may or may not attract AFUDC). What is the
proposed time period for when this deferral account is to be collected in rates?

Response:

TGI confirms that both the costs and the revenues would be accumulated in non-rate base
deferral accounts during the two-year RRA period. TGl is requesting that the net balances in the
deferral accounts attract AFUDC and believes that is the appropriate mechanism to reflect the
fact that TGI has invested capital in these initiatives and accordingly is entitled to an opportunity
to receive a fair return. Regarding the collection of these costs in rates, the proposed economic
test will ensure that rates charged to and paid by customers will equal costs over time on a
levelized basis; therefore the amount in the deferral account would only be as a result of timing
differences between the cost incurred and the collection of revenue. . The specific recovery
period for the net deferral account balance will vary from project to project based on the
circumstances of each project. A development project involving alternative energy may, for
example, have a longer build out period and so it may be necessary to recover the deferral
account over a longer period to accommodate this.
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22.0 Reference: Revenue Requirements and Rate Proposals
Part Ill, Section B, Tab 1, p. 133, Table B-1-6

Operational Performance over the PBR Period

“Table B-1-6 outlines the energy savings and GHG reduction as a result of humber of
different energy efficiency programs implemented since 2005.”

22.1  With reference to the data presented in Table B-1-6, please describe the method
and identify any assumptions used to determine the Annual Savings (GJs) in
energy.

Response:

The methodology that Terasen Gas uses to determine Annual Savings is to first apply the
results of formalized studies and analysis in order to ascertain what the gross savings are per
unit. The gross savings amount per unit is then multiplied by the number of gross participants to
obtain the gross savings. Net savings are then calculated by multiplying gross savings by the
net to gross ratio to provide the amount of net savings. TGl then converts the resulting net
savings values to net present value.

Net to gross ratios are calculated by reducing the amount of gross savings by the percentage of
free riders (free riders are program participants that would have undertaken an efficiency activity
regardless of a program, but who participated in the program anyway). The Terasen Ulilities
proposed in our May 28, 2008 EEC Application to exclude the free rider impact from cost-benefit
analysis for EEC programs in British Columbia. This proposal was rejected in the April 16, 2009
decision to our EEC Application and therefore the Terasen Ultilities include the impact of free
riders in its energy savings calculations.

Free rider rates are challenging to determine with any accuracy and the Terasen Utilities use
several different approaches to ensure that the rates used reflect as closely as possible the
actual ratio of participants who are free riders. In cases where Terasen Gas has operated a
program which has been evaluated (such as our Energy Star Heating Upgrade Program which
was evaluated for the program years 2005-2007 by Sampson Research in the 2008) the free
ridership rate from the Sampson evaluation has been used. In the evaluations, the free riders
rate has typically been determined by a combination of information from: a customer survey; a
trade ally survey; and in some cases by discrete choice analysis modeling using participant and
non-participant data.

As an example to illustrate how savings have been calculated in our reports, the steps taken to
determine the savings for the 2008 Energy Star Heating Upgrade Program (retrofit) are based
on the free ridership rates identified in the 2008 Sampson evaluation and are presented in the
table below and are described as follows:
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TGl reported 2,110 participants and gross savings of 29,118 GJs (2,110 x 13.8 GJ saving per
unit). Net savings was then calculated by applying the applicable net to gross ratio (a net to
gross ratio of 57% as calculated in the Sampson evaluation was used for this program),
resulting in net savings of 16,597 GJs. The net present value (NPV) of 16,597 GJs was then
calculated, resulting in energy savings of 179,709 GJs.

In order to calculate GHG savings, energy savings are multiplied by a GHG gas factor of .05069
which is number of tonnes of GHGs emitted by a GJ of natural gas. This factor has been
derived from industry accepted studies and is in line with the factor of .05045 used by Natural
Resources Canada. The variance between the factor use by NRC and the Terasen Utilities is
due to the calorific value of the gas used.

We were then able to determine GHG savings by multiplying energy savings of 179,709 by a
factor of .05069, resulting in GHG savings of 9,109 GJs.

Gross Net Annual
. Annual Annual NPV GHG
Savings Savings Savings | Annual | Savings
Number of Per 9 Net to 9 . 9
- o For For Savings I
Program Name Participants | Participant Gross .
Program . Program For (savings
Per Year Per Year Ratio
(GJ) (GJ) (GJ) Program X
(participant (gross X (GJ) .05069)
X savings) ratio) (NPV)
2008
Energy Star Heating
Upgrade (Retrofit) 2,110 13.8 29,118 57% 16,597 | 179,709 | 9,109

22.2 To what extent could macro economic circumstances in BC and Canada account
for the realized annual savings in natural gas for 2005 to 20087

Response:

The annual savings in natural gas presented in Table B-1-6, are directly tied to the specific
measure being installed by the customers and are a result of the delivery of energy efficiency
programs to customers by TGI. In other words, the energy savings presented in this table are
tied to EEC activities for which an incentive was provided by TGI, according to the
methodologies described in BCUC IR 1.22.1.
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As indicated in the Application, total energy savings that are derived from EEC programs
depend on a number of factors such as available funding, number of programs, and number of
participants in those programs. Macro economic circumstances can influence annual savings in
natural gas associated with EEC activities due to the fact the economic factors may influence
participation by customers in EEC programs or measures.

22.3 Please compare the energy savings that would be realized with and without

TGI - DSM Pregram Energy Savings

funding of the EEC initiatives as detailed in Part lll, Section C, pages 227 to 270.
Please provide these data in the following format:

(1]

(2]

[3]

(€l

2005 2006 2007 2008  2009P 2010F 2011F
Annual Sasvngs (P Js) 1.35 0.74 1.20 0.61
Actual Demand of M atural Gas (PJs) 1757 170.1 182.7 183.4
Energy Savings (9] 0.58% 0.4% 0.7% 0.3%
Energy Yolumes (P Je) 2120 2089 25| 2219

Mot es:

[1] data from Table B-16
[2] data from Appendix D -1
[3] Annual Savings 7 Total Demand or Ratural Gas

Response:

The table below provides the present value of energy savings from the EEC activity proposed in
The savings are calculated based upon customer participation in the EEC

this Application.

activity proposed.

2005 2006 2007 2008(2009P 2010F 2011F
Annual Savings (PJs) 1.35 0.74 1.2 0.61 3.66 5.60 5.60
Actual Demand of
Natural gas (PJs) 175.7 170.7 182.7 183.4 167.3 162.0 161.8
Energy Savings (%) 0.8% 0.4% 0.7% 0.3% 2.2% 3.5% 3.5%
Energy Volumes (PJs) 212 208.9 221.5 221.9 205.2 200.9 201.0}
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23.0 Reference: EEC and Alternative Energy
Part Ill, Section C, Tab 3, p. 227

23.1  On page 234 of the Application, Terasen Gas states that: “TGI has...evaluated
the market and need for innovative technologies.”

23.1.1 Please provide all supporting evidence to suggest that TGI's customers
have not only an interest but a demand for alternative energy sources.
Please quantify where possible.

Response:

The statement referenced speaks to the “market and need for innovative technologies”, an EEC
program, however the question following speaks to a demand for alternative energy sources.
As noted in response to BCUC IR 1.21.1, Innovative Technology requests are for EEC funding
in this case to provide incentives for reducing energy usage. In contrast, we have proposed to
enter into the Alternative Energy Solution market whereby TGI will own and operate
components of NGV compression, biogas facilities, alternative energy delivery systems (geo-
exchange, solar thermal and DES) and in turn sell customers heat or compression and
purchase biogas. This response will cover both those customers who may be interested in EEC
activities such as the Innovative Technology requests (incentives for hydronic systems,
integrated systems, solar thermal systems, geothermal systems) as well as customers who are
interested in and have a demand for Alternative Energy Solutions provided by, owned and
operated by TGI.

We believe that there is substantial demand from customers* for alternative energy solutions
provided by the Terasen Gas Inc. regulated utility. This is demonstrated by contact with
customers through sales and account management activities and through three separate
studies. A further discussion is provided below.

During the normal course of sales, account management activities, and community and
government relations activities, our staff are speaking with existing and potential customers
regarding their or their constituents use of natural gas and the role of TGl in providing energy for
the province. During these discussions, more and more, customers and stakeholders would
initiate conversations regarding “alternate energy sources”. Customers and stakeholders have
shared with the TGI staff that they were considering such technology as Geo-thermal exchange,

4 In this response the term “Customer” means developers, engineers, architects, commercial and industrial

customers, institutional customers and municipal and government stakeholders, and to a limited extent end use
residential customers. This “Customer” group represents those in the marketplace who are the key decision
makers determining the type of energy a building will use. In the case of developers, engineers and architects, this
group represents thousands of end use customers who purchase a home with the energy choice selected by the
developer.
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bio gas, bio mass, waste heat recovery, district energy systems, solar and combined heat and
energy systems and in addition are looking for ways to not only reduce energy consumption but
reduce GHG emissions. Our staff were often challenged to compete with this technology, and
to convince stakeholders how natural gas could help reduce emissions. From a sales
standpoint many times this would lead to loosing the opportunity to service the customer with
Natural Gas as their final decision would often be to go with an alternative energy source
supplemented with electricity.

However, since 2008, TGI has begun to change its corporate focus into becoming a provider of
energy rather than simply a natural gas delivery company. Stakeholders and customers have
been very supportive of this change in direction for the company. In fact, there are very few
customers and stakeholders with whom we have spoken that react negatively to TGI providing
alternative energy solutions. Customers and stakeholders have not indicated any confusion or
concern as to why a gas utility is proposing to offer alternative energy solutions. To the
contrary, on average, customers and stakeholders see this corporate change as a logical move
given the changing energy environment and applaud TGI for its forward looking approach.
Business customers and stakeholders further understand that in today’s carbon constrained
world, if TGl does not adapt to the new market realities they will become akin to GM or Chrysler,
formerly large companies who failed to adapt to a changing market. = The effect of failing to
adapt is lower gas delivery volumes and fewer customers that must pay for existing assets
resulting in higher rates for all remaining customers.

Attachment 23.1.1 includes three documents, which demonstrate that customers are interested
in and believe that TGI should not only move into alternative energy solutions but should be the
provider of these services in a regulated environment.

The first document in Attachment 23.1.1 is a list of customers that have interacted with TGl
sales, account management, market development and community/government relations staff
over the past six months. This list demonstrates that 211 customers believe that TGl should
provide alternative energy solutions.

The second part of Attachment 23.1.1 includes a report of a third party survey performed by
TNS Canadian Facts on behalf of TGI. For the report 14 customer interviews were conducted
and interviews performed. The result of these interviews is that customers expect TGl to enter
into the Alternative Energy Solutions market and welcome the opportunity to work with TGI to
increase energy efficiency and reduce energy usage, via these new solutions.

The third report is part of an omnibus survey undertaken by Ipsos Reid, on behalf of TGlI, that
surveyed 800 residential customers to determine their understanding of alternative energy and
whether or not TGI should provide alternative energy solutions for customers. The results of the
survey show that only 19% of customers did not feel that TGI should provide Alternative Energy
Solutions. Of the remaining 81%, 33% felt that TGl should provide the solutions, 33% believed
that TGI should “maybe” provide the solutions, and 12% did not know. Drilling down further in
the data, it shows that the younger the responder, the more supportive they are of TGl providing
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these solutions. In the 18-34 age group 46% believe TGI should provide Alternative Energy
Solutions, whereas in the 55+ demographic, only 24% of respondents believe that TGl should
provide Alternative Energy Solutions. Overall, only 13% of those in the 18-34 demographic
believe that TGI should not provide Alternative Energy Solutions. TGI believes this is a very
strong endorsement of its desire to provide Alternative Energy Solutions. Further, those in the
younger demographics are those individuals that are more apt to enter the housing market and
therefore require energy delivery service. TGI believes that this survey shows that the
individuals surveyed, which would be those who would today receive service under Rate
Schedule 1, believe TGI should provide Alternative Energy Service.

23.1.2 What is the estimate number of customer additions for each test year
relating to this innovative technology as described in the above
statement.

Response:

As noted in response to BCUC IR 1.23.1.1, Innovative Technologies are an EEC program (i.e.
not one of the Alternative Energy Solutions) whereby customers will receive incentives for
Hydronic Heating Systems, Integrated Energy Systems, Solar Thermal and Ground Source
Heat Pumps. These programs do not necessarily have a direct relation to the addition of
customers on the Gas system. In some cases customers may be added, in others customer
may already be on the system and simply be supplementing or changing their heating
appliances in their home.
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23.2 Please present the information provided on pages 234-237 of the Application
pertaining to Residential and Small Commercial alternative energy sources, by
using the following table:

Expected # of Customer Additions

Initial Capital TGl Annual
Cost to investment | O&M Payback
2010 2011 Customer / Incentive cost (years) *

Hydronic Based Heating
Systems

Integrated Energy Systems
(or Combination Systems)

Solar thermal

Ground Source Heat Pumps
(“GSHP”)

* Assume normal and expected consumption levels

Response:

The requested table is provided below with modifications for the reasons described in this
response.

The information provided on pages 234-237 of the Application pertains to Residential and Small
Commercial Innovative Technologies. The information provided details regarding incentives TGl
would provide to participants in the EEC Innovative Technologies program area, similar to
incentives for the Residential and Commercial Energy Efficiency Program Areas which were
approved by the Commission in Decision G-36-09 on the Terasen Utilities’ EEC Application.
The Innovative Technologies EEC Program Area is not intended to result in customer additions.
The Innovative Technologies EEC programs referenced in the Information Request above are
different than TGI’s proposal for Alternative Energy Solutions in which TGI will own and operate
heat delivery systems where that heat is delivery by Solar, DES, Geo-exchange or other energy
source and where TGl would charge customers for the provision of that service, and as a result,
add customers.

The table below includes the number of projected Innovative Technologies program participants
instead of customer additions. In addition, a column for “annual savings” has been added to
represent the capital and operating cost of a storage type gas water heater in order to provide a
comparison for the solar thermal DHW system. The payback for the hydronic baseboard
system, hydronic under floor system, integrated energy system and ground source heat pump
are based on the incremental cost compared to a 80% AFUE** Hydronic baseboard system (in
order to perform a simple payback comparison a cost of $10,000 is assumed for a base line ).

In reference to GSHP’s, a $1,000 incentive is provided towards the installation of pre-piping and
provisions for the future installation of the heat exchanger. TGl believes GSHP are installed
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regardless of the payback and this incentive will enable the adaptability to other energy sources
in the future.

TGI recognizes the payback for these systems are relatively lengthy; however, without
incentives, these energy efficient technologies will not gain market acceptance. By promoting
these technologies, over time market share will increase and capital cost of the equipment will
decrease to a level where incentives are no longer required.

As the Commission’s Decision dated April 16, 2009 regarding TGl and TGVI’s Energy Efficiency
and Conservation Programs Application states (at page 26), “Innovative Technologies, NGV
and Measurement programs can be appropriate vehicles for encouraging commercial
development of technologies to reduce or replace natural gas consumption and related GHG
emissions.” TGI believes these pilot programs will determine whether an effective program can
be developed.

Expected # of
Participants*
Incremental Annual’
capital cost to TGl Energy | Payback

2010 | 2011 Customer Incentive Savings (Years)
Hydronic Baseboard System 400 800 $2,000 $500 $60 25
Hydronic Under floor System 400 800 $4,000 $1000 $60 50
Integrated Energy System (or
Combination System 400 800 $2,500 $1000 $87 17
Ground Source Heat Pumps 400 800 $20,000 $1000 $139? 137
Solar Thermal 400 800 $8,000 $1000 $122 29°

' These numbers are from the Excel spreadsheet originally prepared by Jack Habart. Gj's saved x $9.772
% Gas saved minus extra electricity used at first tier rate — (36.2 GJ’s x $9.772) — (3598 kwh x $0.597)

3 Based on cost of $3525 which is $8000 minus all rebates (; $1000 Solar BC discount, Livesmart Rebate $125,
EcoEnergy Rebate $1250, Power Sense Rebate $300 and Home Reno Tax Credit (approx) $800)and including
proposed Terasen rebate of $1000
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23.2.1 Please provide supporting evidence to verify TGl's target customer
additions from the above table.

Response:

As also referenced in response to BCUC IR 1.23.2, there are no “target customer additions”
related to Innovative Technology EEC programs. Rather, there are participants in Innovative
Technology EEC programs, similar to many other EEC programs. The participants listed in the
table are estimates based upon discussions with customers, key stakeholders and innovative
technology suppliers, and TGI believes the estimates to be reasonable.

23.2.2 What is the expected cost recovery plan for these alternative energy
solutions should the contracted customer exit the system before expiry of
the contract? Will utility rate payers ultimately be responsible for the sunk
costs?

Response:

It should be noted that the expenditures proposed for alternative energy solutions in the section
referenced in this question are Innovative Technologies EEC programs, not a solution whereby
TGl is proposing to own and operate the heat delivery system and contract with the customer
for delivery of heat to that end use customer (see BCUC IR 1.23.2.1).

The incentives proposed are for small scale residential and commercial alternative energies.
The alternative energy technologies TGl is proposing (hydronic systems, combination systems,
solar thermal systems and ground source heat pumps) would be installed in residential and
small commercial buildings, and would be very difficult to remove without demolishing the
building. Therefore, the savings resulting from the installation of the technologies proposed
should continue to be realized over the life of the building.
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24.0 Reference: EEC and Alternative Energy
Part Ill, Section C, Tab 3, p. 227-270

24.1 Does Terasen Gas agree that there is a difference between complimentary and
substitution of natural gas service?

Response:

Yes, in the generic academic sense. Please see the response to BCUC IR 1.24.2 for an
explanation of how alternative energy solutions can potentially be complementary to or a
substitution of natural gas service depending on the circumstances.

24.2 Does TGI recognize that the alternative energy solutions of Hydronic, Solar
Thermal, GSHP, and District Energy Systems will displace conventional natural
gas consumption and hence are recognized as a substitution of natural gas
usage”?

Response:

The question references both the alternative energy solutions outlined by TGl in the Application
(Solar Thermal, GSHP and District Energy Systems) where TGI proposes to own and operate
the alternative energy system and EEC incentive programs (including Innovative Technology
Programs such as: Hydronic Heating Systems, Integrated Energy Systems, Solar Thermal
Energy Systems, and Ground Source Heat Pumps). This response addresses both.

Depending upon the situation, alternative energy solutions such as Solar Thermal, GSHP and
District Energy Systems can either be a complementary service to natural gas, electricity, wood,
oil or other energy source, or customers may seek an alternative energy source for heating in
place of, or complementary to gas, electricity, wood, oil or other energy source. Put another
way, electricity, gas, oil, wood, alternative energy sources are all commodities which provide
end use heat for a customer. Often these commodities can all be used in substitution with one
another. From a customer’s standpoint, in today’s energy environment there is no longer a
black and white choice between one commodity and another commodity. These commodities
are now often integrated together in an energy system and then purchased by a consumer as a
complementary product offering, which from an academic economic theory standpoint is a
higher value offering for a customer. It is this solution that TGl is proposing in this Application.

As noted above, the reference to Innovative Technologies (including: Hydronic Heating
Systems, Integrated Energy Systems, Solar Thermal Energy Systems, and Ground Source Heat
Pumps) on pages 234-237 of the Application is in the context of EEC incentive funding. TGl
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recognizes that customer adoption of these energy systems (for which EEC funding is provided)
will, all else equal, reduce gas consumption and thus would represent a "substitution" in that
context. The same is true for all of the EEC programs for which the Commission approved
incentive funding in the recent EEC Decision.

However, EEC programs, like the provision of alternative energy solutions, support government
energy and GHG policy objectives, while meeting the needs of customers. Those policy
objectives have been specifically delineated, for instance, in "government's energy objectives",
which the Commission must consider in the context of resource plans, expenditure schedules
and CPCN applications. The Energy Policy speaks to both substitution and complementary
use of energy with as referenced on Page 21 of the Energy Plan which states: “It is important for
British Columbians to understand the appropriate uses of different forms of energy and utilize
the right fuel, for the right activity at the right time... Combinations of alternative energy sources
with natural gas....will promote energy efficiency”. Further information regarding how these
alternative energy solutions support government policy is outlined, for example, at Part || Tab B
of the Application.

24.3 Please explain how these types of natural gas substitutions use considered an
essential service and hence should fall under the jurisdictions of a regulated
utility.

Response:

The Act contemplates that an entity providing services in the nature of the alternative energy
solutions (i.e. solar thermal, GSHP and District Energy Systems) is subject to regulation as a
"public utility". The assumption implicit in the question that the Commission only regulates
"essential services" is incorrect; TGl is not aware of any provision in the Act that would confer
jurisdiction on the Commission to regulate only “essential services”.

Under the Act, the Commission's jurisdiction extends to a "public utility". The definition of
"public utility" in the Act is, in part:

“"public utility" means a person, or the person's lessee, trustee, receiver or liquidator,
who owns or operates in British Columbia, equipment or facilities for (a) the production,
generation, storage, transmission, sale, delivery or provision of electricity, natural gas,
steam or any other agent for the production of light, heat, cold or power to or for the
public or a corporation for compensation..." [Emphasis added.]
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The alternative energy solutions such as solar thermal, GSHP, and DES produce heat that is to
be provided "to or for the public or a corporation for compensation”. The provision of these
alternative energy solutions to customers in the manner contemplated in this Application will be
subject to Commission regulation regardless of the legal entity that provides these alternative
energy solutions. Dockside Green is an example of a small regulated utility that employs a
single District Energy System for the provision of heat energy, and is a good example of the
type of project that TGI has in mind in pursuing these alternative energy solutions.

The Utilities Commission Act does not prohibit TGI from providing alternative energy solutions,
or any other regulated service for that matter. Similarly, TGl is unaware of any provision in the
Act that would confer jurisdiction on the Commission to prohibit TGl from pursuing particular
alternative energy solutions. The Commission's core jurisdiction is with respect to rates charged
by public utilities in respect of regulated services, and the management of the utility remains the
responsibility of the utility management. The BC Court of Appeal has stated for instance (British
Columbia Hydro and Power Authority v. BC Utilities Commission (1996), 20 BCLR (3d) 106 at
119):

It is only under s.112 of the Utilities Act [the former entry, seizure and
management provision] that the Commission is authorized to assume the
management of a public utility. Otherwise the management of a public utility
remains the responsibility of those who by statute or the incorporating
instruments are charged with that responsibility.

Rates — in this case, the gas rates and the rates payable by alternative energy customers - must
be just and reasonable and not unduly discriminatory. The Commission, in determining just
and reasonable rates, must determine the appropriate allocation of costs as between gas
customers and customers of the alternative energy solutions. The proposed economic tests
are an efficient means of addressing cost allocation issues, modeled on the existing Main
Extension (MX) test and previously accepted cost of service tests. The approval of economic
tests will facilitate TGl negotiating just and reasonable alternative energy rates in the form of
individual contracts entered into with individual customers and filed with the Commission. It is
important to note, however, that with or without the economic tests for which approval is being
sought, TGl believes that it would be possible for TGI to file individual contracts with customers
for the provision of alternative energy solutions for approval as a rate. While this approach is
equally valid and permissible under the Act, it is a less efficient approach because it would be
necessary for the Commission, intervenors and TGl to address cost allocation issues as
between the new customer and other (gas) customer’s classes each time a contract is filed.
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244 Has TGI considered offering these types of alternative energy solutions through a
non-regulated business segment?

Response:

TGI has considered offering these services through other corporate entities within the Terasen
group of companies. TES has provided alternative energy solutions for a number of years that
due to their unique nature are not actively regulated, although a number of its projects are
individually regulated by the Commission. Please see TGl's response to BCUC IR 1.24.3 for a
discussion of the Commission’s jurisdiction over alternative energy solutions.

There are benefits associated with TGI providing these services in the future, rather than the
services being provided through other Terasen companies including TES or a proliferation of
other regulated companies.

First, as part of the Company’s proposed economic tests for each alternative service, overhead
costs are included in the calculations and allocated to the alternative energy customers. The
overhead costs for natural gas customers are reduced correspondingly, providing a benefit not
seen if a separate company provided this service In the passage quoted below from
Commission Order No. C-22-06 the Commission expressed a preference for the inclusion of
diverse customer groups within TGI, citing cost allocation issues as a basis for the decision.

Second, it enhances regulatory efficiency for TGI to provide alternative energy solutions under
the proposed economic tests, rather than providing them through a proliferation of other related
entities. In Commission Order No. C-22-06 regarding an application by TES for Approval of a
CPCN for a Propane Gas Distribution System for Gateway Lakeview Estates, the Commission
emphasized the importance of administrative efficiency associated with having diverse
customers served by TGI rather than a proliferation of smaller regulated utilities under the
Terasen parent:

“Nevertheless, TGl has propane customers in Revelstoke, and it is not evident
how TES Gateway Lakeview Estates, as a separate small utility, adds value,
from the perspective of customers in the resort community, as compared to
having these customers served directly by TGI, a separate but larger and related
utility. As well, TES has stated, but has provided no support other than reference
to the Transfer Pricing Policy and the Shared Service Agreement, that this
arrangement ensures that TGI customers do not subsidize the resort community
customers. Certainly, it is likely to be less efficient and more costly from the
Commission’s perspective to regulate a number of small utilities, rather than one
larger utility serving the same customers. Going forward, the Commission
expects TES and TGI to consider and address this concern when they are
developing plans to serve new developments and groups of customers that are in
or near TGI's service area. The Commission is not certain that a proliferation of
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small, but related utilities, all under the same parent, Tl or KMI, is necessarily in
the public interest.”

The economic tests proposed by TGI in this Application further enhance administrative
efficiency. So long as the customer's contract passes the approved economic test, the resultant
regulatory process would be streamlined to balance the appropriate BCUC oversight with the
need to expedite the process to meet customer needs. It therefore makes most sense to
structure these offerings within the TGI regulated utility as opposed to another regulated option.
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25.0 Reference: EEC and Alternative Energy - Biogas
Part Ill, Section C, Tab 3 (p. 249)

“Over the two-year RRA period, we propose to expand the development of biogas
capture and upgrading in BC in a Pilot Phase of limited scope.”

25.1 What is the estimated capital required for the Biogas pilot phase as discussed on
pages 249-259 of the Application?

Response:

Reaching the 0.5 PJ per volume limit proposed for the biogas pilot phase is likely to involve
somewhere between 5 and 10separate projects. As stated on page 257 of the Application, TGl
has received nine submissions from a variety of raw biogas producers as part of the Biogas
Request for Expressions of Interest (‘RFEOI”) and has been interacting with a number of other
parties as well. It is important to note that the $15 per GJ cap on the pricing of upgraded
biomethane in the pilot phase includes the costs of biogas upgrading, including the carrying
costs of any capital invested.

There is a wide range of possible outcomes on how much capital will be spent to implement
these projects. TGI anticipates it will own the biogas upgrading facilities at many of these
projects but not all. Further there are many factors contributing to the possible capital costs at
any particular project, including the proximity to TGI’s system and local system capabilities, the
expected throughput from the biogas project, the biogas upgrading technology adopted and
various others. With the foregoing commentary as background, TGl believes a reasonable
estimate of the range of capital investment over the course of this RRA is between $10 million
and $20 million.

25.2 Why does TGl believe that the utility customers should fund the learning curve of
the TGl employees?

Response:
Please see the response to BCUC IR 1.19.1.
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25.3 Please advise whether this technology already present in the competitive
market? Please provide all the reasons why TGI believe that Biogas should be
considered under a regulated monopoly. Has TGI considered offering these
Alternative Energy Extensions under an NRB i.e. TES? Please explain why TGl
is in any better position to provide leadership and funding to Alternative Energy
Extensions than Terasen Inc and TES?

Response:

This technology is already present in the U.S. market, but has not been implemented in the
Canadian or B.C. market.

There are two main reasons why TGl believes that it is appropriate for TGl to pursue biogas
upgrading opportunities, rather than deferring those opportunities to third parties.

First, TGI believes that there are some components of the capital investment required to
connect biogas upgrading project to TGI's system that must be owned and operated by the
regulated utility. These include the critical equipment and assets required to accurately test for
gas quality and measure biogas gas volume as well as the connecting pipelines. TGl presently
owns and operates these types of equipment to maintain safe and reliable service on its natural
gas distribution system. The regulated utility possesses the skills and knowledge to operate
such equipment.

Second, the pursuit of biogas opportunities by public utilities like TGl is consistent with
provincial policy as expressed in the Energy Plan and legislated “government’s energy
objectives”. For instance, the Energy Plan expressly contemplates public utilities taking a role in
advancing alternative energy solutions:

“It is important for British Columbians to understand the appropriate uses of different
forms of energy and utilize the right fuel, for the right activity at the right time. There is
the potential to promote energy efficiency and alternative energy supplemented by
natural gas. Combinations of alternative energy sources with natural gas include solar
thermal and geothermal. Working with municipalities, utilities and other stakeholders
the provincial government will promote energy efficiency and alternative energy systems,
such as solar thermal and geothermal throughout the province.” [Emphasis added.]

This focus on utilities playing an integral role in the delivery of alternative energy solutions is
reemphasized in the inclusion of “government’s energy objectives” in the Utilities Commission
Act. Biogas upgrading projects advanced by TGl would normally be subject to obtaining a
CPCN (although the capital cost of individual biogas projects is expected to be below the
proposed CPCN threshold and TGl is proposing an economic test to encourage administrative
and regulatory efficiency), and “government’s energy objectives” must be considered by the
Commission with such projects. The “government’s energy objectives” include two objectives



Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 63
Information Request (“IR”) No. 1

that directly support a public utility like TGl advancing biogas upgrading: (i) “to encourage public
utilities to use innovative energy technologies...that support energy conservation or efficiency or
the use of clean or renewable sources of energy”, and (ii) “to encourage public utilities to reduce
greenhouse gas emissions”. Biomethane is a clean and renewable source of energy provided
through the development of innovative technology, and its use will encourage public utilities to
reduce greenhouse gas emissions. TGl therefore believes that the Commission, through its
regulation of TGl in the manner proposed in this Application, should be encouraging TGl to
pursue it.

While “government’s energy objectives” must be considered in conjunction with other factors,
such as the impact on customer rates, TGl believes that it has appropriately addressed rate
impact in its proposal. Some investment is required at the pilot phase, but the limited scope of
the pilot means that the rate impact is negligible. At the same time, existing and future gas
customers stand to benefit from a successful pilot. TGI has stated in the Application that its
intention is to develop a “green” rate that recovers the incremental cost from customers with a
desire to purchase biomethane. The availability of this “green” service has the potential to
retain and attract customers that will contribute to the overall system costs for the benefit of all
customers.

Thus, TGI believes in the circumstances that it has an important role in advancing the
development of biogas and biogas upgrading as a resource in BC, and the proposal in the
Application will help to advance that government-sanctioned objective.
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26.0 Reference: Energy Efficiency and Conservation

Appendix G1 p. E4

26.1 What is the value (increase revenues / costs savings) that TGl is attempting to
obtain through the $40.7m increase in funding in EEC expenditures?

Response:

There are two premises in the question which are incorrect. First, TGl is not attempting to
increase revenues or seeking cost savings as a result of EEC funding. EEC funding is designed
to help customers use energy more efficiently (as further outlined below). Second, TGl is not
seeking an increase of $40.7 million as this amount referenced in the question is comprised of a
number of Program Areas, expenditures for most of which were already approved in the EEC
Decision and Order No. G-36-09. Please see the response to BCUC IR 1.27.1, which details
funding already approved in Order No. G-36-09.

In the EEC Decision, the Commission made the following determinations with respect to the
funding sought in that Application:

“The Commission Panel finds the design of Terasen’s Residential and Commercial EE
programs to be reasonable, flexible and in the public interest, and accepts the
expenditure proposals for these program areas.”

“...the Commission Panel notes the comments of Terasen regarding potential GHG
benefits of fuel switching, particularly away from fossil fuels with a higher carbon content
than natural gas...The Commission Panel accepts EEC expenditures directed at fuel
switching from fossil fuels with a higher carbon content than natural gas.”

“The Commission Panel finds the evidence sufficient to establish that there is a benefit
to some CEO [Conservation Education and Outreach] expenditures and accepts $6.918
million as reasonable.”’

“The Commission Panel accepts the expenditures requested for the Joint Initiatives
Program area.”

“The Commission Panel accepts the Application’s CPR update expenditure proposal.™

° BCUC EEC Decision, April 16, 2009, p. 13
® BCUC EEC Decision, April 16, 2009, pp. 17 - 18
"BCUC EEC Decision, April 16, 2009, p. 21
8 BCUC EEC Decision, April 16, 2009, p. 23
®BCUC EEC Decision, April 16, 2009, p. 28
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The EEC Application laid out a number of benefits arising from the expenditures proposed
therein. These can be found in Section 7 of the Application. They include:

Providing access to a wider variety of energy efficiency and conservation programs
Expanding the range of customers for whom energy efficiency and conservation
programs are available

Providing education for customers and the public at large about energy and conservation
issues

Continuing to add efficient cost-effective customers to TGI’s distribution system, keeping
the use of natural gas and other energy forms competitive for all customers

Supporting the development and training of skilled tradespeople that are fluent in the
merits of conservation and in efficient technology

The $40.7 million for TGI referenced in the question had a reduction in natural gas
consumption of 8,114,000 GJ associated with it, which results in significant bill
reductions for TGI’s residential and commercial customers

A reduction in natural gas consumption has a corresponding reduction in GHG
emissions of 411,297 tonnes

The Commission Panel has already approved a large part of Terasen Gas’ EEC Application
under Decision and Order No. G-36-09. TGl is seeking approval in this Application “ for funding
in 2011 for program areas outlined in the EEC Application and already approved by the
Commission for 2010...”. The same benefits for EEC expenditures already approved by the
Commission will be derived from the EEC expenditure being requested in this Application for

2011.
26.2 How does this benefit existing / potential residential customers aside from
aligning with the government’s energy objectives?
Response:

Please see the response to BCUC IR 1.26.1 above.
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27.0 Reference: Energy Efficiency and Conservation Programs and Alternative

Energy Solutions

Part Ill, Section C, Tab 3, pp. 227-229

Energy Efficiency and Conservation Programs

271

Table C-3-2 on page 229 shows the EEC Funding sought in 2010 and 2011.

Please provide an amended table for 2010 and 2011 that segments the costs

between incentives and non incentives.

Response:

The table below segments the EEC funding sought for Interruptible Industrial EEC activity and
for Innovative Technologies for 2010 and for Residential and Commercial EEC activity,

Interruptible Industrial EEC activity and Innovative Technologies EEC activity for 2011.

As

noted on page 229 of Exhibit B-1, the EEC Expenditures for the Residential and Commercial
Programs, and for Joint Initiatives and Conservation and Outreach for 2010 (highlighted in
yellow in the table below) have already been approved in Decision G-36-09. There is a slight
difference of $1,000 in the budget amount presented below for 2010, and that presented in

Table C-3-2, which is due to rounding.

2010 2011

Non-incentive Non-incentive
EEC Funding Sought (000's) Incentives costs Incentives costs
EEC Programs - Approved in G-36-09
Residential Energy Efficiency 2,818 1,257 2,818 1,257
Commercial Energy Efficiency 10,471 4,292 10,471 4,292
Residential Joint Initiatives (Low Income) 1,010 337 1,010 337
Conservation Education and Outreach 0 2,890 0 2,890]
New Programs in this Application
Interruptible Industrial 0 435 1,750 125
Innovative Technologies 1,800 534 3,600 1,069]
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27.2 What is the anticipated TRC test ratio for each of 2010 and 2011 EEC portfolio
as proposed in the Application?

Response:

The table below provides the TRC test ratio for years 2010 and 2011 for the EEC portfolio as
proposed in this Application. Note that this aggregate TRC reflects proposed costs but no
savings (benefits) associated with EEC for Interruptible Industrial Customers. As noted in the
response to BCUC IR 1.29.3.2, the TRC for Interruptible Industrial cannot be calculated at this
time as incremental cost for efficiency upgrades for large Interruptible Industrial customers, and
associated savings will become available only once any individual customer projects are
developed. As can be seen from the table below, the portfolio TRC is significantly above 1,
meaning that the benefits significantly exceed costs on a portfolio basis, despite the fact that the
costs but no benefits are included for an industrial EEC programs.

Portfolio TRC
Year Ratio

2010 2.7
2011 2.5
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28.0 Reference: Energy Efficiency and Conservation and Alternative Energy

Solutions
Part Ill, Section C, Tab 3, pp. 228-229

Energy Efficiency and Conservation Programs

Please forecast data in the following format based on O&M and Total Proposed EEC
Expenses for 2010 and 2011 in Tables C-3-1 and C-3-2.

T51- EEC Expensge for All Programs

2008 Z009P ZO010F Z011F
Nefarral (RN A0 n7a 7 2R 2R A 29 /2
D&M (H000,000) 1.74 1.62
Tulal EEC Expense 2.48 §.66

Source: Tahle C-3-1 and Tahle C-3-2

Response:

The table below details the forecast EEC expenditures for 2010 and 2011, broken out into O&M
and deferral. Pursuant to Commission Order No. G-36-09, effective 2010 all EEC expenditures
(both O&M expenses and incentives) are capitalized by way of a regulatory asset deferral
account and as such are not broken out between O&M and incentives. TGI believes it is
appropriate to continue this approved accounting treatment for EEC funding for 2011, including

Innovative Technologies and Interruptible Transportation programs.

TGI - EEC Expense for All Programs

2008 2009P 2010F 2011F
Deferral ($000,000) 0.74 7.26 25.85 29.62
O& M ($000,000) 1.74 1.62 0 0
Total EEC Expense
($000,000) 2.48 8.88 25.85 29.62
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29.0 Reference: Energy Efficiency and Conservation Programs and Alternative
Energy Solutions

Part Ill, Section C, Tab 3, pp. 232-233

Industrial Energy Efficiency: Stakeholder Consultation

29.1 On page 232 it states: “...TGl must do more work to develop programs to meet
EEC needs of this [industrial] group of customers.”

29.1.1 Please provide a schedule for the further industry specific workshops and
customer meetings that is concurrent with the RRA process and an
extended schedule beyond the RRA process, if any.

Response:

The information below provides a proposed timetable for further consultations on Industrial
DSM.
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THE INDUSTRIAL THE INTERIOR KEY
GOVT AGENCIES AND INDUSTRIAL KEY
AGRICULTURE KEY INDUSTRIAL
STAKEHOLDERS STAKEHOLDERS UTILITIES. TGI TO SOLICIT STAKEHOLDERS PRIOR TO
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VANCOUVER VANCOUVER
KELOWNA
OCTOBER ‘09 OCTOBER ‘09 NOVEMBER ‘09 DECEMBER ‘09 MARCH ‘10 APRIL ‘10

i

EEC WORKSHOP WITH THE
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STAKEHOLDERS

TENTATIVELY SCHEDULED
FOR VANCOUVER

il

EEC WORKSHOP WITH THE
INDUSTRIAL
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29.2 On page 233 TGI budgets for an additional staff member with expertise in the
Industrial and Manufacturing Sector.

29.2.1 What is the pay level and affiliation of this new staff member? Is the
$120,000 line item in Table C-3-4 the fully loaded cost?

Response:

This new staff member will have an M&E affiliation. Other EEC Program Manager roles
currently fall into a pay range of $55,700 to $76,600. It is possible that the more complex
custom industrial EEC activity will require a higher pay scale; however, this will be assessed
once the nature of TGI's program for industrial customers is more developed. The line item is
the fully loaded cost.

29.2.2 Please provide an organization chart of the energy efficiency department
for years 2009, 2010, and 2011.

Response:

Organization charts are attached below.
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29.3 Table C-3-4 on page 233 shows the Industrial EEC Preliminary Budget for
$435,000 in 2010 and $1,875,000 in 2011.

29.3.1 What are the low and high ranges for each of 2010 and 2011 budgets and
to what level of certainty?

Response:

The budget and request for funding for Interruptible Industrial programs are what TGl expects to
spend during the timeframe of the RRA. The budgets were built up based upon specific
activities TGI expects to undertake over the course of the RRA. As noted in the Application,
these include: in 2010 the addition of a full time staff member to manage and coordinate these
activities, a limited number of audits, stakeholder consultations activity and updating a
manufacturing sector Conservation Potential Review. In addition in 2011 we estimate that three
customers would receive incentives as shown in Table C-3-4 of the Application. We believe that
the budgets are small relative to the size of our industrial customer base and as such these
amounts will be fully invested to customer benefit over the two year time frame.

At these early stages, TGl is unable to provide a low and high range for these proposed EEC
expenditures for Industrial customers, nor an assessment of certainty around ranges. In its
Order No. G-36-09, the Commission directed the Terasen Utilities to commence the planning
process for the development of an Industrial EEC Program, and to file a report within 90 days;
TGl fulfilled this Order by filing its Interruptible Industrial EEC program request as part of this
Application. Note that, as per the financial treatment approved in the EEC Decision and
proposed in this Application for the incremental expenditures, over time only the actual spend
on EEC activities will be charged to the EEC deferral account and ultimately be reflected in
delivery rates. For the period of the RRA, customer rates will reflect the approved costs.

Over the course of the RRA, with a dedicated staff person in place for Interruptible Industrial
EEC programs, further consultation with stakeholders, risk analysis, program design, and
program analysis, TGI will be able to better determine appropriate ranges for future Interruptible
Industrial EEC funding.

29.3.2 What is the TRC test ratio for the Industrial EEC?

Response:

The TRC test ratio for Industrial EEC cannot be calculated at this time, since two key inputs to
the TRC test, namely full incremental costs for Industrial efficiency upgrades and energy
savings available from these upgrades, are not available. As noted in the Application:
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“...it became apparent that TGl must do more work to develop programs to meet EEC
needs of this group of customers. There was support for additional funding and
programs and energy efficiency audits. However participants and the TGI
acknowledged:

e TGI does not have experience with developing industrial programs, and will require
further time to develop suitable programs; and

e Incentive and program may have to be unigue to either the industrial group or in
many cases to the individual customer.” [Emphasis added.]*

It is possible that TGI's program for Industrial customers will have to be unique to individual
customers, with incentives available on the basis of a dollar amount per unit of energy saved,
rather than the more prescriptive residential and commercial programs, where a fixed dollar
incentive amount is provided to customers that install a specific natural gas appliance or
system. The result of this is that the incremental cost for efficiency upgrades for large
Interruptible Industrial customers, and associated savings will become available only once any
individual customer projects are developed.

Note, as described on page 228 of the Application, pursuant to the Commission’'s EEC
Application Decision Order No. G-36-09, only the actual spend on EEC activities will be charged
to the EEC deferral account, with the result that only the actual spend will be reflected in
customers’ delivery rates for the years 2012 and beyond. As such, the amounts in C-3-2
represent maximum spending levels.

Due to this unique, individual, customer-by-customer nature of Industrial EEC Programs, TGl
believes that it is appropriate to proceed with the Interruptible Industrial EEC programs even
though a TRC result will not be available until more is known about individual projects that might
be eligible for Interruptible Industrial EEC activity.

The budget amounts put forth in this Application are based upon TGI's best estimates for
Interruptible Industrial EEC activity, and despite the lack of information required to calculate a
TRC for this budget item, the Company believes that the expenditures requested are
reasonable.

'% Terasen Gas Inc., 2010-2011 Revenue Requirements Application, page 232.
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30.0 Reference: Energy Efficiency and Conservation Programs and Alternative

Energy Solutions
Part Ill, Section C, Tab 3, pp. 234-237

Innovative Technologies

The table below summarizes the EEC Innovative Technologies budget request for the

various activities.

EEC Innovative Technologies
$000s

1 Residential and Small Commercial

2 Hydroponic Based Heating Systems

3 Integrated Energy Systems (or Combination Systems)

4 Solar Thermal

5 Ground Source Heat Pumps

6 Total (lines 2 to 6)

7

8

9
10

Innovative Technologies

Difference (lines 8 - 6)

2010 2011 Total Reference
$778 $1,600 $2,378 p. 235
$518 $1,000 $1,518 p. 236
$518 $1,000 $1,518 p. 236
$518 1,000 $1,518 p. 237
$2,332 4,600 $6,932
$2,334 $4,669 $7,003 Table C-3-2, p. 229
$2 $69 $71

Please confirm the figures in the above table. If not confirmed, please submit a revised

table.

Response:

The discrepancy illustrated in the above table is caused by rounding of the program costs

presented on pages 235 and 236 as compared to table C-3-2 on page 229.

The unrounded program cost as outlined in the RRA on pages 235 and 236 and the unrounded
cost in table C-3-2 on page 229 are represented in this revised table.

$000s 2010

1 Residential and Small Commercial

2 Hydroponic Based Heating Systems 778.125
3 Integrated Energy Systems (or Combination Systems) 518.75
4 Solar Thermal 518.75
5 Ground Source Heat Pumps 518.75
6 Total (lines 2 to 6) $2,334.375
7

8 Innovative Technologies $2,334.375

9

2011 Total Reference
1556.25  2334.375 p.235
1037.5 1556.25 p. 236
1037.5 1556.25 p. 236
1037.5 1556.25 p. 237
$4,668.750  7003.125
$4,668.750  7003.125 Table C-3-2, p. 229
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10 Difference (lines 8 - 6) $0 $0 $0

30.1  The table shows a small difference between the total on page 229 in Table C-3-2
and the itemized activities. Please reconcile the figures.

Response:

The response to BCUC IR 1.30.0 above reflects the reconciled figures.

30.2 Please provide supporting documentation of the market potential for customers
taking advantage of the incentives for each Innovative Technology.

Response:

At this time TGI does not have supporting documentation for market potential for customers
taking advantage of Innovative Technology programs. However, through discussions with our
customers, builders, developers, key stakeholders and innovative technology suppliers (see list
of customers seeking Alternative Energy Solutions from TGl in response to BCUC IR 1-23) we
know that customers are interested in these solutions. We have determined that the up-front
incidental cost deters the installation of innovative technologies for space and water heating
systems.

As programs are developed and introduced to the market, we will begin to understand the
market potential. As with all EEC programs, we will closely monitor incentive levels and adjust
accordingly while also evaluating the TRC levels to ensure that there is customer uptake and
the overall aggregate TRC levels meet the aggregate threshold.

30.3 What is the low and high range anticipated for actual spend for each Innovative
Technology? Please provide the degree of confidence for the ranges.

Response:

Innovative technologies incentives are pilot programs and, therefore, monitoring participation
levels will be critical to gauging if the incentive levels are correct. Anticipating actual spending
for innovative technology is difficult to predict; the number of potential participants will be
dependent on the number of housing starts for new installations and the number of customers
replacing old equipment.
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As the table below illustrates, spending in each of the categories will not exceed the proposed
program funding levels, TGl is asking for these spending levels to be approved in order to avoid
the potential of having to file for more money for incentives. The actual spending level will not
exceed the proposed level of spending as indicated in the application''. As there is no historical
data for a basis for assumptions, we are not able to provide a low range for anticipated
spending. As with all Energy Efficiency and Conservation programs, we will closely monitor
incentive levels and adjust accordingly while also evaluating the TRC levels to ensure that there
is customer uptake and the overall aggregate TRC levels meet the aggregate threshold.

We are not able to provide the degree of confidence for the ranges, as there is no historical data
for a basis for these assumptions.

$000s 2010 2011
Proposed, and anticipated, Proposed, and anticipated,
level of spending level of spending
Hydronic Based Heating Systems 778.125 1556.25
Integrated Energy Systems (or Combination Systems) 518.75 1037.5
Solar Thermal 518.75 1037.5
Ground Source Heat Pumps 518.75 1037.5
$2,334.375 $4,668.750

30.4 Whatis the TRC test ratio for each of the Innovative Technologies?

Response:

Innovative Technology TRC Ratio
Measure Name 2010 2011
Hydronic Baseboards 1.5 1.6
Hydronic Underfloor Systems 0.8 0.8
Combination Systems 1.3 1.4
Solar Thermal 0.3 0.3
Ground Source Heat Pump 0.2 0.2
Overall Innovative Technology Program Area 0.5 0.5

" Note that customers will only pay for those EEC costs, including Innovative Technologies and Interruptible

Industrial Program, that are actually spent over time. For the period of the RRA, customer rates will reflect the
approved costs. If TGl does not spend all amounts for EEC programs, the actual spend will be reflected in
customers’ delivery rates for the years 2012 and beyond.
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The table below details the TRC test ratio for each of the Innovative Technologies in this
Application, as well as for the Innovative Technologies Program Area as a whole.

In Decision G-36-09 (the EEC Decision), the Commission affirmed the portfolio approach for
assessing TRC. It provided direction with respect to individual measures that have a TRC less
than one:

“The Commission Panel accepts the portfolio level approach based on achieving a
portfolio TRC level...of 1.0 or greater provided that program areas, initiatives or
measures with an individual TRC of less than 1.0 are proactively designed and
sufficiently support social or environmental objectives.... The Commission Panel directs
that Terasen ...provide justification for continuing with any measures or groups of
measures which have a TRC of less than 1.0.”

Please see the response to BCUC IR 1.27.2: the overall Portfolio TRC, including the Innovative
Technologies expenditure, is 2.7 for 2010 and 2.5 for 2011. As the table below indicates,
hydronic underfloor heating, solar thermal and ground source heat pumps all have a TRC ratio
of less than 1.0, requiring TGI to provide a justification.

TGI believes that by providing incentives for these technologies, we are promoting future
proofing of buildings with space and water heating systems that are enabled to integrate these
in-building systems with District Energy or other energy sources as they become available. The
systems themselves are easily adapted to be combined with one or more other energy sources
to create a hybrid system. Although the TRC of some of the technologies in this program area is
not favourable today, these future environmental benefits must be considered. As with all new
technologies, initial costs are prohibitive to most consumers. However over time market share
for these new technologies increases and costs for them come down.

Innovative Technology TRC Ratio

Measure Name 2010 2011
Hydronic Baseboards 1.5 1.6
Hydronic Underfloor Systems 0.8 0.8
Combination Systems 1.3 14
Solar Thermal 0.3 0.3
Ground Source Heat Pump 0.2 0.2
Overall Innovative Technology Program Area 0.5 0.5
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30.5 For a number of the Innovative Technologies, TGl proposes to provide 25
percent of the total cost of the technology. What is the rationale for the 25
percent? Why should it not be a higher or lower percentage, and what would the
impact be if different?

Response:

TGI has operated DSM programs since the 1990’s and has found that an incentive level of 50
per cent of the incremental cost is generally effective at getting the desired level of customer
participation. However, the initiatives outlined in the Innovative Technologies section of this
Application are considered pilot programs, thus the Company felt that setting incentives lower,
at 25 per cent of the total cost of hydronic baseboard, under floor piping material or combination
systems was more prudent and reasonable. The maximum incentives for these technologies
were are also limited; to a maximum of $500 for hydronic baseboard material and $1000 for
hydronic under floor piping material and for condensing hot water tanks. In the case of solar
thermal and GSHP, the incentives were not set at around 25% of the incremental cost, but
rather as a contribution to the overall cost of the technology in question, as the Company feels
that fixing incentive amounts for solar thermal and GSHP was the appropriate approach due to
the variable cost associated with retrofit installations for solar thermal and drilling cost for
GSHP.

As with all EEC programs, TGI will monitor incentive levels and adjust them accordingly while
also evaluating the TRC levels to ensure that there is adequate customer uptake and that
overall aggregate TRC levels for the EEC portfolio remain above 1.0, consistent with the
Commission’s EEC Decision.



Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 80
Information Request (“IR”) No. 1

31.0 Reference: Energy Efficiency and Conservation and Alternative Energy
Solutions

Part Ill, Section C, Tab 3, pp. 229-237
EEC Programs

As stated on page 228: “For TGI in 2010, these new programs add $2.8 million to the
amount approved by BCUC Order No. G-36-09. An additional $6.5 million for 2011 is
being sought for Interruptible Industrial programs and Innovative Technologies.”

31.1 As it relates to the $2.8 million incremental funding for TGI's EEC projects in
2010:

31.1.1 Please describe in detail the specific programs or types of activities for
which the $2.8 million additional funding is being sought, and provide
relevant timelines, key milestones and completion dates for them.

Response:

More detail regarding the specific types of activity for which additional funding is being sought
can be found in Section 3.a.3 on pages 230-234 — Industrial Energy Efficiency Activity — which
comprises $435,000 of the incremental $2.8 million requested for EEC funding in 2010, and
$1.875 million of the incremental $6.5 million requested for EEC funding in 2011; and in Section
3.a.d and 3.a.e on pages 234-237 — Innovative Technologies, Residential and Small
Commercial — which comprises the remaining $2.334 million of the incremental $2.8 million for
2010 and the remaining $4.669 million of the incremental $6.5 million for 2011.

A schedule of upcoming consultations on the Industrial Energy Efficiency activity has been
provided in response to BCUC IR 1.29.1. TGI proposes that the Innovative Technologies
programs be run as pilots that would subsequently provide data to enable the Company to
establish the appropriate timelines, key milestones and completion dates for activity in the
Innovative Technologies area. TGI will be in a better position to provide information as to the
appropriate timelines, key milestones and completion dates for future programs after the
Innovative Technologies pilots outlined in this Application are completed.
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31.1.2 Please outline the performance metrics that will be used to assess the
social, economic and environmental impacts from incremental funding in
2010 for TGI's customers and the Province of British Columbia.

Response:

TGI proposes that the incremental funding referred to in the Information Request be incorporated into
the EEC Portfolio, and that the performance metric for the overall EEC Portfolio would be a Portfolio
Total Resource Cost (TRC) test result of 1.0 or greater, consistent with the Commission’s Decision dated
April 16, 2009 on TGl and TGVI’s EEC Application (the “EEC Decision”).

A discussion of the various benefit-cost tests that are used to assess EEC initiatives, including the the
TRC test, can be found on pages 33 and 34 of the EEC Decision. An alternative to the TRC test is the
Societal Test which, as defined by the California Standard Practice Manual, attempts to look at social
and environmental impacts from EEC activity. The Commission’s determination on this issue, found on
page 34 of the EEC Decision, was as follows:

“The Commission Panel acknowledges the Societal test as one which addresses a broader
spectrum of factors not included in the TRC test. While recognizing that societal factors have
significance, the Commission Panel views many of these factors as being rather subjective and
difficult to measure. The Commission Panel also takes note of the DSM Regulation which will
apply to Terasen as of June 01, 2009 requiring the Commission to use, in addition to any other
test it considers appropriate, the TRC test in determining whether a demand-side measure is
cost-effective...the Commission Panel does consider the TRC test to be appropriate and adequate
for the purposes of this Application and accepts it as such.”

31.2 As it relates to TGI's request for $29.6 million of further EEC funding in 2011
(consisting of $23.1 million for the extension of Commission Order No. G-36-09,
plus an additional $6.5 million in new programs):

31.2.1 Please describe in greater detail the specific programs or types of
activities for which the $6.5 million new program funding being sought,
and provide relevant timelines, key milestones and completion dates for
each.

Response:
Please see the response to BCUC IR 1.31.1.1.
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31.2.2 Please outline the performance metrics that will be used to assess the
social, economic and environmental impacts that the $29.6 million of
funding in 2011 will have on TGI’'s customers and the Province of British
Columbia.
Response:

Please see the response to BCUC IR 1.31.1.2.
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32.0 Reference: Energy Efficiency and Conservation and Alternative Energy
Solutions

Economic Assessment Model
Part 1ll, Section C, Tab 3, pp. 268-270 and Appendix C-27

Appendix C-27, presents two samples of TGI's Economic Assessment Model.

32.1 Please provide fully functioning electronic spreadsheets of Tables 1 thru 7 found
in Appendix C 27.

Response:

Attachment 32.1 includes two fully functioning electronic spreadsheets, “A” and “B’.
Spreadsheet “A” contains the economic assessment model for the solar-thermal example of a
discrete energy system. This model is based on a hypothetical solar-thermal project as
described in Appendix C-27 project. Please note the following changes to Table 3 in the
spreadsheet versus that submitted in Appendix C-27:

e Line 3 changed from negative to positive for years 2010-2017 to correct a display error
(that did not affect the NPV result).
e Line 6, Title “PV Cash Flow” changed to “NPV Cash Flow” to clarify the terminology.

The revised table is included below:

Table 3 - Cash Flow Summary: Discrete Energy Systems Example

Solar Thermal System; 40-unit residential
Cash Flow Summary ($'000)

Calendar Year 2010 2010 2011 2012 2013 2014 2015 2016 2017
1 2 3 4 5 6 7 8 9
1 Solar Thermal Equipment 43.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2 Terminal Value
3 Operating & Maintenance 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1
4 Taxes 0.0 (1.9) (2.9) (1.9) (1.4) (1.0) (0.7) (0.5) (0.3)
5 Total Cash Flow (‘000%) 43.2 (1.8) (2.9) (1.9) (1.3) (0.9) (0.6) (0.4) (0.3)
2018 2019 2020 2021 2022 2023 2024 2025
Cash Flow Summary (continued) 10 11 12 13 14 15 16 17
1 Solar Thermal Equipment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
2 Terminal Value 0.0
3 Operating & Maintenance 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0
4 Taxes (0.2) (0.2) (0.1) (0.1) (0.1) (0.1) (0.0) (0.0)
5 Total Cash Flow ('000$) (0.2) (0.1) (0.1) (0.0) (0.0) 0.0 0.0 0.0
6.2%
6 NPV Cash Flow (2010-25) 34.3
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Spreadsheet “B” contains the economic assessment model for the Dockside Green example of
a district energy system. This model was originally filed with the BCUC as part of the Dockside
Green CPCN Application. No changes have been made to the model except for the addition of
the summary tables contained in the tab “CPCN Summary TGI".

32.2 Please provide details regarding the underlying assumptions used in developing
the economic assessment models presented in Table 1 thru 7. For example,
please indicate what solar energy levels were used to calculate the amount of
energy produced in line 8 of Table 2; what is TGI's weighted average cost of
capital (WACC) and what impact does this have on the economic model; what is
the assumed interest rate; has the rate of inflation been taken into consideration;
and what year dollars do Tables 1, 2, 4 and 5 assume?

Response:

The following assumptions and details underlie the example economic analysis contained in
Tables 1 through 7 of Appendix C-27.

Discrete Energy Example (Solar-thermal project) — Tables 1, 2 and 3:

Capital costs are in “as spent” or 2010 dollars and it is assumed that capital will enter the
rate base in July 2010. Annual O&M estimates have been adjusted at 2% per year.

Depreciation: 15 yrs at 6.67% per year
Income Tax Rate: 2010 = 28.5%, 2011 = 26.5%, 2012+ = 25.0%
Interest Rate: 6.72%

Solar Energy: The solar energy amount input into the economic model was developed using
NRCan’s RETScreen Clean Energy Project Analysis Software. The solar intensity data
used to calculate the amount of energy produced is from weather data from the YVR
weather station. Using the weather station’s daily solar radiation data works out to be 3.69
kWh/m?/yr.

TGl WACC: 2010 = 6.09%, 2011 = 6.17%, 2012+ = 6.24% (see also TGI’'s Response to
BCUC IR 1.32.3)

Allowed ROE: 8.47%

Inflation: Both O&M and Capital inflation are assumed to be 2% annually.
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Debt to Equity Ratio: Debt - 65%: Equity - 35%

District Energy Example (Dockside Green) — Tables 4,5, 6 and 7:

12

Capital costs are in “as spent” or 2008 dollars and it is assumed that capital will enter the
rate base in late 2008.

Depreciation: 50 years (or 2% per year) beginning in year 8 to reduce the revenue
requirements to be recovered from customers during the build-out and market development
period, as described in the Dockside Green CPCN."2

Interest Rate: 6.50%

ROE: 9.62%

Income Tax Rate: 31%

WACC: 6.54%

Inflation:
On plant operating costs: 2%
On electricity, natural gas, biomass (after 10 years): 3%
On future capital: 2.3%

Debt to Equity Ratio: Debt - 60%: Equity - 40%

From the Dockside Green CPCN Application: DGE is proposing to defer depreciation expense for the initial 7
years of operations. This will reduce the revenue requirements to be recovered from customers during the build-
out and market development period. Deferring depreciation in this way more equitably allocates costs between
generations of customers as the plant has been sized to serve the load associated with customers served at build
out. The plant is expected to last for 50 years and, since wear and tear on the plant will be minimal during the
initial 7 years, DGE proposes to record depreciation of the plant over a 50 year period beginning in the eighth year
of operation. DGE believes that this approach to depreciation also better reflects the actual wear and tear
experienced by the utility in the earlier years of system operation relative to full build out after year 7.
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32.3 Please confirm whether the PV calculated in line # 6 of Table 3, Appendix C-27,
would more accurately be referred to as the net present value (NPV). Please
indicate what discount rate was used and whether a risk premium was included
in the discount rate.

Response:

Line 6 of Table 3, Appendix C-27 can more accurately be referred to as the net present value.
The discount rate is based on TGI's WACC: 2010 (6.09%), 2011 (6.17%), 2012+ (6.24%). The
different rates reflect changing income tax rates. The 2010 rate is then adjusted to reflect the
mid year (July 2010) timing of the capital or 3.04%. The risk premium implicit in TGI's WACC
was included in the discount rate but no additional risk premium was added.

32.4 Please provide details regarding the calculation of Levelized Results for total
plant cost and key financial results for both economic models provided in
Appendix C-27.

Response:

For the Solar-thermal, discrete energy system example:

A breakdown of the Levelized results contained in Table 2 of Appendix C-27 can be found in
Attachment 32.1 A (see 'COS' tab, rows 30-63). The details for the levelized calculation are as
follows:

Levelized Revenue Requirement / GJ - The present value (PV) is determined for the revenue
requirement and energy produced based on the discount rates listed in IR 32.3. The formula for
the levelized revenue requirement per GJ is:

PV Revenue Requirement ($44,734) / PV Energy Produced (4,722 GJ) = Levelized
Revenue Requirement ($9.47/GJ).

Levelized Annual Flat Charge ($/Dwelling Unit) - The present value (PV) is determined for the
revenue requirement and number of units based on the discount rates listed in IR 32.3. The
formula for the levelized annual flat charge is:

PV Revenue Requirement ($44,734) / PV Number of Dwelling Units (411) = Levelized
Annual Flat Charge ($109 / Dwelling Unit).
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For the Dockside Green District Energy example:

The levelized rates allow DGE to achieve an annualized rate of return over the twenty years
equal to its target return over the twenty year period. The initial 2009 on-site rate is based on
$26.53 (Table 6 of Appendix C-27) per GJ and is escalated by 3.0% per annum over the 20
year period commencing on January 1, 2009.

32.5 Please provide details regarding the calculation of Levelized tariff (Levelized
Revenue Requirement/GJ) for both economic models provided in Appendix C-27.

Response:
Please see the response to BCUC IR 1.32.4 above.

32.6 In addition to revenue requirement, there are several different methods possible
for economic analysis of the alternative energy projects. Traditional methods
include: payback period, return on investment, discounted cash flow, and
cost/benefit ratio. Please discuss the extent to which different methods of
economic assessment supplement the analysis provided in Appendix C-27.

Response:

These alternative methods have not been included as supplemental information to the example
analysis TGI has provided in Appendix C-27. TGl intends to set the rates for alternative energy
customers on a cost of service basis so the solar-thermal example provided in Exhibit C-27 is
illustrative of the rates that would be charged if that configuration was to occur as an actual
situation. TGI has chosen a revenue requirement or cost of service method of economic
analysis as TGl believes it to be the most appropriate mechanism to determine rates for this
type of project in establishing rates for which the customer signs a contract. A cost of service
test, or revenue requirement, will determine a rate that the customer will pay for the service. If
this rate was then entered into a DCF test, such as a main extension test, the Profitability Index
would be 1, which therefore confirms that the rates recover all costs and other customers are
not being harmed by the addition of the new customers. As such we believe that the cost of
service test is the most appropriate test.

A further discussion is below:

e Payback period and ROI - Provides an indication of the profitability of a project as a
longer payback, or lower ROI, will be less economic than a shorter payback. However,
payback period and ROI analysis will not generate a rate that can be charged to the
customer. Further, as the customer does not own the equipment, payback period is only




Terasen Gas Inc. ("TGI", “Terasen Gas” or the “Company”) Submission Date:
2010-2011 Revenue Requirements Application August 14, 2009
Terasen d PP 9

Gas Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)

) iy Page 88
Information Request (“IR”) No. 1

relevant to TGl. Further, as a rate must be generated and will be based on a set
depreciation rate and regulated return on rate base, the payback period and ROl would
be similar between alternative energy projects once a rate has been determined. Note
that in each project agreement, TGl would require clauses in the agreement that allow it
to change the return on rate base to be adjusted to reflect approved changes in ROE
and debt costs and subsequently flow through these changes into rates.

e Discounted Cash Flow — the TGI and TGVI MX tests are good examples of a DCF test.
This test requires a rate to be in place prior to being used. For this reason, a DCF/MX
test is an appropriate test to use for Main Extensions and for NGV Compression Service
as in both of these examples a rate is already available to be used to determine revenue
over the life of the test. For the other alternative energy systems, a rate will need to be
determined in order for a DCF test to be performed. Performing a DCF test after
determining a levelized rate under a COS model would be redundant.

e Cost/Benefit Analysis — is similar to both the DCF test and ROI/Payback analysis in that
the incremental and ongoing costs for the product and service are compared to the
benefits (provision of heat and the rate paid for such a service). This is also similar to a
profitability index or revenue to cost ratio type of test. However, similar to both DCF
tests and ROI/Payback period, a rate is required to perform a Cost/Benefit analysis.
Without a rate, one can not perform this analysis. The COS/revenue requirement test
will generate a rate that when levelized will result in a one to one revenue to cost ratio or
cost and benefit results that are equal.

TGl expects the determining factor for pursuing a particular project will continue to be the
customer’s willingness to purchase alternative energy services through a long-term contractual
arrangement at a specified rate (as generated by the COS test). In other words, the customers
of these alternative energy projects will be paying for the costs of those services in their rates.
In the utility context, the use of other economic analysis methods such as the DCF test and
cost/benefit analysis is frequently employed to confirm whether new customers are paying an
appropriate amount for the service received and are not being unduly subsidized by existing
customers. Since the rates for alternative energy customers will be based on their cost of
service the concern with regard to cross-subsidization by natural gas customers will be minimal.

It is important to note that once a rate is determined and a customer has signed a contract
agreeing to pay, the customer has implicitly agreed that the rate is appropriate. It is also
important to note that experience on alternative energy projects and proposals by the Terasen
Utilities to date indicates that a customer’s decision is not always based on the lowest cost
alternative. TGl expects that a certain portion of customers, both commercial and residential,
are willing to pay a premium for low carbon, alternative energy solutions provided by a trusted
and well established utility, for a range of reasons potentially including reducing their carbon
footprint and resource impact, reducing potential future carbon costs, competitive positioning
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and personal preference (customers of Dockside Green are an example). In many cases, TGl
will not know the customer’s reasons for adopting an alternative energy system. For this reason,

and additional reasons as stated above, the suggested methods of evaluation may not have the
same relevance as they have had in the past.
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33.0 Reference: Energy Efficiency and Conservation and Alternative Energy
Solutions

Economic Assessment Model

Part 1ll, Section C, Tab 3 (p.269) and Appendix C-27

33.1  Since Dockside Green is a standalone utility project, please explain why this is a
suitable comparison for TGI considering that district energy should be operated
as part of a natural gas utility?

Response:

The Dockside Green economic analysis results in Appendix C-27 are included as an example of
an economic assessment model and not as a comparison to any other utility. Whether
standalone or operated within another utility, Dockside Green and similar district energy
systems are subject to regulation by the Commission (please see also TGlI’'s response to BCUC
IR No. 1.24.3). The Utilities Commission Act does not require Terasen Gas to be strictly a
natural gas utility, nor does it restrict any utility from undertaking other regulated activities
outside its traditional business activities."

Since Dockside Green is an example of an approved district energy system and economic
model, TGI believes it is a relevant economic model for this type of alternative energy system.
TGl believes that using an existing and approved example is the best way to demonstrate such
an approach, particularly since each system is unique and the possible variations of energy
sources and model inputs are numerous. TGI recognizes that some of the inputs, such as the
company’s cost of capital and return on equity, would reflect TGI’s capital structure and other
regulatory requirements if undertaken by TGI.

' There are circumstances that would restrict a utility’s ability to offer a new service such as, for
example, where another utility has franchise rights to provide that service in a particular area.
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33.2 Please confirm that a separate economic assessment is proposed to be
completed for EACH customer requesting service under an alternative energy
solution. In essence, each customer could have a separate cost of service
calculation and hence a separate contribution calculation?

Response:

Confirmed. Yes, each customer or the group of customers for a particular alternative energy
project will have a separate cost of service, rate and if applicable contribution calculation, thus a
separate rate category or sub-category. Preparing a separate rate category or subcategory,
and accounting for cost of service of an alternative energy project via the proposed economic
tests, protects customers that are not being served by the alternative energy project from being
unduly impacted by costs associated with the project and leads to just and reasonable rates for
both gas and alternative energy customers. Alternative energy customers must agree by
contract to the service costs of the project.

At some point in the future, TGl may examine the potential to create postage stamp rates for
alternative energy projects for categories of similar alternative energy systems. TGI does not
expect that such a study of rates for alternative energy systems could take place until many
more projects are completed and operating. For this reason, such a study would not take place
until sometime after the 2010-11 Revenue Requirement period.

33.3 Does TGl forecast any issues with charging a levelized service rate for
alternative energy services (for example, unexpected long-term O&M costs,
capital replacement requirements) given that the technology in this area is
generally untested?

Response:

TGl is aware that potential issues could arise in regard to the levelized rate that is charged to
customers in relation to a specific alternative energy project. TGl intends to address such
issues through appropriate provisions in the energy purchase or service agreement with the
customer. For example, the energy purchase contract would allow for the opportunity to revisit
and adjust the levelized service rate in the event that unforeseen capital expenditures cannot be
recovered at the existing levelized service rate.

TGI disagrees with the characterization of this technology as “generally untested”. Both discrete
and district energy systems can use technology that, while new and innovative, is not untested.
Geo-exchange and solar-thermal energy technologies are examples of known and tested
technologies that can be employed in both discrete and district energy systems. Further, it
should be noted that in its reconsideration of the Dockside Green CPCN decision, the
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Commission agreed with Dockside Green Energy that employing such technologies is
consistent with BC energy policy and that within the regulated utility environment the
Commission has authority to review any extraordinary incremental costs for prudence in
considering whether such costs can be recovered through customer rates. The Commission
was thus satisfied with this level of protection of the interests of ratepayers and suggested that
using a levelized rate methodology would mute the impact of such incremental costs.

As an aside, the use of a levelized rate approach is expected to be the usual approach for rate
setting in 