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1.0 Reference: Requested Approvals
Exhibit B-3, Section 2.1.2, p. 11
1.1 Please file the current Corporate Services Agreement between FortisBC

Holdings Inc. and each of FEVI and FEW.

Response:

The current Corporate Services Agreements executed between FortisBC Holdings Inc. (“FHI”)
and each of FEI, FEVI and FEW are all effective January 1, 2010, each with an executed
Amending Agreement, effective January 1, 2012, reflecting the corporate name changes.
Attachment 1.1 contains the current Corporate Services Agreements in effect between FHI and
each of FEVI and FEW.

1.2 Please file a black-lined version of the amended agreement with FEI, the clean
version of which is included in Appendix F.

Response:

Attachment 1.2 contains a black-lined version of the proposed Corporate Services Agreement
as provided in Appendix F of the Application. The black-lined version compares the Corporate
Services Agreement currently in effect between FEI and FHI effective January 1, 2010 to the
proposed Corporate Services Agreement for the Amalgamated Entity.

1.3 Please file the FEI Transfer Pricing Policy and Code of Conduct and the similar
policy or any similar document that FEU is proposing to replace with the FEI
Transfer Pricing Policy for any of the other companies.

Response:

Attachment 1.3 contains the FEI Transfer Pricing Policy (“TPP”) and Code of Conduct (“COC”)
currently in effect and utilized by FEI today (there is no separate policy for FEVI or FEW).
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The TPP and COC were reviewed during the FEI 2010-2011 RRA which determined that the
policies were working as intended and that the current TPP and model used to charge NRBs by
the utilities was reasonable and complete. The FEU, therefore, believe that for the
Amalgamated Entity (retaining the name FortisBC Energy Inc.), the TPP and COC remain
suitable and appropriate to govern utility interaction with NRBs.

14 Please specify the adjustment of conditions to Commission Order G-49-07 that
are necessary to reflect the amalgamation of the FEU.

Response:

Commission Order No. G-49-07 re-affirmed the provisions regarding ring-fencing, governance
and location of data. The FEU do not believe the principles outlined in the conditions to
Commission Order No. G-49-07 need to be adjusted to reflect amalgamation, even though the
named utilities will no longer exist but will continue as one after amalgamation. The principles
would apply to the new amalgamated entity. If the Commission were to re-issue the conditions
to reflect the amalgamation of gas utilities and to be applicable to FEI post-amalgamation, the
FEU would propose the adjustments as laid out in the following table.
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Conditions in Order G-49-07

‘ Adjustments

Ring-Fencing

“(1) Each Terasen Utility shall maintain, on a basis consistent with BCUC orders and
accounting practices, a percentage of common equity to total capital that is at least as
much as that determined by the Commission from time to time for ratemaking purposes.

(1) Change “Each Terasen Utility” to “FortisBC Energy
Inc.”

(2) No Terasen Utility will pay a common dividend without prior Commission approval if
the result would reasonably be expected to violate the restriction in (1) above.

(2) Change “No Terasen Utility will” to “FortisBC Energy
Inc. will not”.

(3) (&) No Terasen Utility will lend to, guarantee or financially support any affiliates of the
Terasen Utilities, other than between TGI and TGS, or as otherwise accepted by the
Commission.

(3)(a) Change “No Terasen Utility will” to “FortisBC
Energy Inc. will not”; remove “of the Terasen Utilities,
other than between TGl and TGS”; change “or as
otherwise” to “unless”.

(b) TGI and TGS shall together maintain separate banking and cash management
arrangements from other affiliates. TGVI shall establish separate banking and cash
management arrangements from other affiliates once it has completed its proposed
refinancing.

(3)(b) Remove.

(c) No Terasen Utility will enter into a tax sharing agreement with any affiliate of the
Terasen Utility, unless the agreement has been approved by the Commission.

(3)(c) Change “No Terasen Utility will” to “FortisBC
Energy Inc. will not” and remove “of the Terasen Utility”.

4) No Terasen Utility will enter into transactions with affiliates that are not in compliance
with Commission guidelines, policies or directives regarding affiliate transactions, and no
Terasen Utility will enter into transactions with affiliates on terms less favourable to the
Terasen Utility than those available from third parties on an arms-length basis, unless
otherwise approved by the Commission.

(4) Change “No Terasen Utility will” to “FortisBC Energy
Inc. will not” in two instances; remove “to the Terasen
Utility”.

5) No Terasen Utility will engage in, provide financial support to or guarantee non-
regulated businesses, unless otherwise approved by the Commission.

(5) Change “No Terasen Utility will” to “FortisBC Energy
Inc. will not”.

Governance

The Commission Panel finds that the Terasen Utilities should be required to maintain
existing governance policies and that any changes in these policies should be approved
by the Commission. In particular, the Commission Panel concludes that the continued
independence of Directors, as required in existing governance policies, will provide a
further assurance that the Terasen Utilities will comply with the ring-fencing conditions.

Change “the Terasen Utilities” to “FortisBC Energy Inc.”
in two instances.
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Conditions in Order G-49-07 Adjustments

Location of Functions and Data

The location of data and servers providing service to the Terasen Ultilities is to be
restricted to Canada and that any proposal to locate data and servers providing services Change “the Terasen Utilities” to “FortisBC Energy Inc.”
to the Terasen Utilities (including data and servers providing back-up services) outside in two instances.

Canada will require the Commission’s approval’.
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2.0 Reference: Requested Approvals

Exhibit B-3, Section 1, p. 1; Exhibit B-5, Slide 7, Utilities Commission
Act, s. 53(5)

Amalgamation and Postage Stamp Rates

On page 1 of the Application, the FEU request approval “to amalgamate FEI, FEVI and
FEW, as well as Terasen Gas Holdings (THI).” On page 10 of the Application the FEU
state “The rationale for amalgamation is entirely dependent on the adoption of postage
stamp rates for the Amalgamated Entity for delivery, midstream and commodity rates.”

» Legal Amalgamation of Natural Gas + Common Commodity, Midstream and
Utilities (FEI, FEVI, FEW & THI) Interim Delivery rates effective Jan 1,
2014

+ Combined Cost of Service
+ Rate Mitigation Approaches using

« Maintenance of existing Capital + RSDA to-
Structure - 40% equity / 60% debt

+ Phase-in Fort Nelson common

« Weighted Average ROE rates over 15 years

* Combined Gas Portfolio « Offset impact to FEI non-bypass
customers — RSDA amortized
over a three year timeframe

+ Commeon Tanffs/Terms &
Conditions based on FEI

53(5) On conclusion of its inquiry, the commission must,

(a) if it is of the opinion that the consolidation, amalgamation or merger would
be beneficial in the public interest, submit its report and findings to the
Lieutenant Governor in Council, or

(b) dismiss the application.

2.1 Please confirm that the FEU are not seeking a decision on amalgamation if the
Commission does not approve common rates.

Response:
The following response addresses BCUC IR 1.2.1 and 1.2.2.

The principal approval sought within the Application is the request for common rates, which is
sought on the basis of fairness and primarily to address the rate disparity across the service
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areas served by the FEU. In order to implement common rates, legal amalgamation of the FEU
is necessary. The FEU believe that extension of the current common rate structure currently
realized by FEI's 850,000 customers to the other service areas served by the FEU most
appropriately achieves this objective. As discussed in this Application, there are other rate
structures that the FEU have considered that could move toward this objective. However, it is
the FEU'’s view that amalgamation without a change in rate structure does not provide material
benefits beyond what the companies have already been able to achieve through its common
management structure.

As discussed in the Application, Section 3, page 51, the companies have operated under a
common management and operating structure since the early 2000s, as such, benefits normally
associated with an amalgamation have largely been achieved. Section 6 outlines several
operational benefits that would be achieved via the implementation of common rates and
amalgamation.

Under the scenario where only amalgamation is approved, the majority of those benefits cannot
be realized. Specifically, if only amalgamation is approved, the legal (Section 6.6.2) and some
of the other financial (Section 6.6.4) efficiencies could be realized. With respect to the potential
savings on the cost of debt (Section 6.6.3), that would also be achievable assuming that legal
amalgamation resulted in FEI Amalco maintaining its current ratings.

Please refer to BCUC IR 1.2.3 for a discussion on scenarios that may address the FEU'’s
objectives in addition to the proposed common rates design and amalgamation. Please refer to
the response to BCUC IR 1.5.12 for further explanation.

2.2 Please explain why the FEU state they will not proceed with amalgamation in
the absence of common rates. Please specifically state if the FEU consider
that there are no other significant benefits to amalgamation beyond the ability
to postage stamp rates.

Response:

Please refer to BCUC IR 1.2.1.
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2.3 If common rates were approved for most service areas but one or more

regional rates were preserved, would the FEU proceed with amalgamation?

Response:
The following response is for BCUC IR 1.2.3 and 1.2.4.

The FEU would proceed with amalgamation if an alternative rate design to the common rates
proposal included in the Application were approved that sufficiently addressed the rate
discrepancies that currently exist across the FEU. The acceptable rate designs under which the
FEU would proceed with include two of the options identified in Section 5.7 of the Application
that were assessed against the common rates proposal. These two options are:

e Implementing common rates for FEI (Mainland), FEVI and FEW.

e Implementing common rates for all services areas, while maintaining regional midstream
rates.

While other rate designs may also similarly meet the FEU’s objectives, the rate designs noted
above are those the FEU have considered as an alternative to the preferred approach of
common rates.

The FEU would also proceed with amalgamation if there were an approval of common rates that
proposed different ‘phase-in’ options for all service areas. For example, a phase-in approach
could be implemented whereby FEW and FEVI's rates are decreased over a defined period
rather than moving immediately to common rates in 2014, which would result in a longer phase-
in period for the rate increases within FEI (Mainland).

2.4 Please specify all scenarios under which the FEU would proceed with
amalgamation.
Response:

Please refer to BCUC IR 1.2.3.
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2.5 Given that s.53(5) of the Utilities Commission Act provides the Commission

with jurisdiction to report to the LGIC the following: a) that the application for
amalgamation as filed with the Commission is in the public interest; b) that the
application for amalgamation would be more beneficial in the public interest if x
or y were to occur; or c) to dismiss the application, what would be the FEU’s
response to a Commission report that finds amalgamation beneficial in the
public interest but does not recommend common rates, combined cost of
service, maintenance of existing capital structure, weighted average ROE,

Combined gas portfolio?

Response:

Please refer to the response to BCUC IR 1.2.1.

2.6 Do FEU consider it fair that they recover the regulatory costs related to the
amalgamation request from its customers if, despite receiving Commission
approval for amalgamation, they do not pursue it? Please explain.

Response:

The regulatory costs related to this Application are reasonable and should be recovered in
rates. The FEU have put forward a reasonable application which represents the next logical
step in the common management and operations of the Companies. If the Commission
approves amalgamation on terms different than requested such that, after review, the FEU
determines that that they will not pursue amalgamation, the result in terms of cost recovery
should be the same. That is, these circumstances would not change the fact that the FEU have
acted reasonably and prudently in bringing the Application forward and that it is fair that the

regulatory costs be recovered from customers.
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3.0 Reference: Legal Requirements to Amalgamate
Exhibit B-3, Section 7.2.2, p. 131
Requirements under the Business Corporations Act

3.1 Please confirm that the FEU are proposing to effect amalgamation under
section 269 of the Business Corporations Act.
Response:

Section 269 of the Business Corporations Act allows the amalgamation of a company with one
or more other companies and continue as one company. Sections 270, 273, and 274 describe
how amalgamation can be effected. The FEU currently intend to use the “ordinary
amalgamation” procedures outlined under section 270 to effect the amalgamation.

3.2 If so, please confirm whether the FEU intend to receive shareholder approval
under s. 271(1) or 271(6) of the BCA?
Response:

The FEU currently intend to effect the amalgamation under section 271(1)(a) by a unanimous
resolution.

3.3 Please confirm that the sole shareholder of the separate legal entities is
FortisBC Holdings Inc.
Response:

The current corporate structure as it relates to the FortisBC gas utilities is set out below. All
share ownerships are 100% unless otherwise indicated.
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THI 31%
19%
3.4 What specific steps must the FEU take to obtain shareholder approval for
amalgamation?
Response:

The Board of FortisBC Holdings Inc. and FEI will consider and approve the overall transactions.
Once that is approved, the amalgamation entities will execute an amalgamation agreement,
which will be adopted by a resolution by the shareholders of each amalgamating company.
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4.0 Reference: Request for Legal Amalgamation
Exhibit B-3, Section 7.4
Operational Effects of Amalgamation
4.1 Could FEU clarify how the accounting processes, accounting systems and

financial statement processes will be altered by the proposed amalgamation?

Response:

The existing accounting processes, accounting systems and financial statement preparation
processes are currently similar for each legal entity. The existence of three legal entities

requires the processes to be undertaken simultaneously for each entity.

The FEU have responded to this question assuming two different scenarios — the first where
both amalgamation and postage stamping are approved, and the second where only
amalgamation is approved. The table below responds to this IR under each of the two

scenarios.
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Amalgamation with Postage Stamp Rates

Amalgamation without Postage Stamp Rates

Accounting Processes

No change to process itself but a reduction in the
number of times the accounting process is
undertaken simultaneously for each legal entity
(company code in SAP)

The simultaneous processes that take place for each
separate legal entity will instead take place within one legal
entity (i.e. since separation of rate base and cost of service
would continue to be required, entries that previously were
posted to separate company codes would be created within
one company code but using internal orders and cost centres
and additional allocation entries) effectively reducing any
potential savings that would be created by amalgamation.

Financial Statement
Processes

One set of financial statements prepared instead
of three; consolidation process will be simplified.

One set of financial statements prepared instead of three;
consolidation process will be simplified. Disclosure in the
financial statements will be increased to describe the various
rates and rate setting constructs for the different service
areas.

Accounting Systems

The SAP accounting system and associated
modules, interfaces and uploads will need to be
modified to reflect only one company code, one
set of bank accounts, one set of accounts
receivable and payable, etc. One time journal
entries will be required to transfer opening
balances from FEVI and FEW to the FEI company
code.

The SAP accounting system and associated interfaces and
uploads will need to be modified to reflect only one company
code, one set of bank accounts, one set of accounts
receivable and payable, etc. One time journal entries will be
required to transfer opening balances from FEVI and FEW to
the FEI company code. Also, additional cost centres and
orders will be required to implement segregation of the
entries within the company code to separate required costs
and revenues of the service areas for regulatory purposes.
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4.2 Have FEU prepared any documents explaining how internal operations will

change, such as department or job flow charts or internal controls
documentation of the various accounting systems? If so, could the FEU
provide such documents?

Response:

The FEU have not prepared documents explaining how internal operations will change upon
amalgamation and the implementation of common rates. The FEU believe that undertaking this
effort prior to an approval is premature and would result in sunk costs for ratepayers and the
companies should the work be undertaken and the Application subsequently denied.

Since the FEU have been operating under a common management team and shared services
agreement for a number of years, significant changes to internal operations are not expected
due to amalgamation and postage stamp rates. Changes to internal controls and accounting
systems due to amalgamation and postage stamp rates will result in a simplification, but are not
expected to result in material changes in process.

4.3 Do the FEU propose to maintain separate accounting records for the
operations of what is currently FEVI, FEW, FEI (FN) and FEI which could
ultimately be consolidated into a single reporting entity?

Response:

No. If amalgamation and postage stamping are approved, the FEU propose to amalgamate the
accounting records into one reporting entity so that separate accounting records would not be
maintained for each of FEVI, FEW, FEI(FN) and FEI.

The FEU note that, even under its proposal to amalgamate accounting records, revenues and
delivery margin could continue to be tracked by service area, as is the current practice for the
existing Lower Mainland, Inland, Columbia and Fort Nelson regions. In addition, with some
allocations of common plant and SAP reporting modifications, property plant and equipment
could also be assigned to a service area.
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4.4 If amalgamation was approved, would FEU be willing to maintain standalone
records for each of the current operating entities that were ultimately
consolidated into a single reporting entity?

Response:

As indicated in the response to BCUC IR 1.4.3, the FEU do not propose to maintain standalone
records for each of the current operating entities. If amalgamation and the adoption of common
rates is approved but the FEU are directed to maintain standalone records for the current
entities, the FTE savings discussed in response to BCUC IR 1.4.5 would be minimized.

4.5 What would be the savings associated with the FEU becoming a single
reporting unit compared to maintaining multiple reporting units for each of the
various current legal entities?

Response:

Please refer to the response to BCOAPO IR 1.9.1 and Section 6.6 of the Application.

4.6 Is it fair to conclude that the FEU will require less internal accounting personal,
audit, tax and board oversight as a result of the amalgamation. If not please
explain.

Response:

Please refer to the response BCOAPO IR 1.9.1 and Section 6.6 of the Application.
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5.0 Reference: Request for Legal Amalgamation

UCA Section 53 (1); Exhibit A2-1, Reasons for Decision for Order G-
63-92, pp. 16, 17; Reasons for Decision for Order G-116-05, pp. 18-
22; Reasons for Decision for Order

G-52-06, p. 6
Evaluation Framework — Key Evaluation Criteria

Section 53 (1) of the Utilities Commission Act (UCA) states:

Consolidation, amalgamation and merger
53 (1) A public utility must not consolidate, amalgamate or merge with another
person
(a) unless the Lieutenant Governor in Council

(i) has first received from the commission a report under
this section including an opinion that the consolidation,
amalgamation or merger would be beneficial in the public
interest, and

(ii) has, by order, consented to the consolidation,
amalgamation or merger, and

(b) except in accordance with an order made under paragraph (a).

The Commission, in its August 5, 1992 BC Gas Inc. Revenue Requirement Application
Reasons for Decision (G-63-92) stated on page 16 and 17 (Exhibit A2-1):

“In considering requests for the approval of a merger, acquisition,
amalgamation or consolidation, the Commission has historically applied as set
of criteria:

‘One, the utility’s ability to finance future capital requirements; two, the
continuation of existing covenants that would preserve the customer’s
interest; three, the utility’s ability to maintain the required level of service
into the future; four, the preservation of the public interest; and five,
compliance with pertinent legislation and regulations.’

The Commission in its November 10, 2005 Kinder Morgan (KMI) 2005 Terasen Inc.
Acquisition Reasons for Decision attached to Order G-116-05 (KMI Decision)* accepted
criteria proposed by KMI and outlined in earlier decisions as appropriate for reviewing
the Application. These criteria from earlier decisions were recounted in that decision at
pages 19-22, as follows:

1 http://ww.bcuc.com/Documents/Proceedings/2005/DOC 9223 KMI-Terasen%20Decision FINAL2.pdf



http://www.bcuc.com/Documents/Proceedings/2005/DOC_9223_KMI-Terasen%20Decision_FINAL2.pdf
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“The Commission interprets the provisions of Section 61 [now Section 54] of
the Act as requiring that the proposed acquisition not detract from [the utility’s]
ability to provide ongoing service of the quality that its customers have the right
to expect and at rates which are fair to those customers and to the utility itself.
The Commission concludes that it is the intent of these sections, regardless of
ownership, to preserve the authority of the Commission to regulate [the utility]
effectively and in the public interest.’ (Cited from Order No. G-31-87, June 30,
1987 Decision regarding the acquisition of West Kootenay Power and Light
Company by Utilicorp United Ltd.).”

“...the Commission also identified specific criteria to assist in determining
whether the public utility and the users of the services of the public utility will be
detrimentally affected by a proposed acquisition. The criteria are that:

(a) the utility’s current and future ability to raise equity and debt financing not
be reduced or impaired;

(b) there be no violation of existing covenants that will be detrimental to the
customers;

(c) the conduct of the utility’s business, including the level of service, either
now or in the future, will be maintained or enhanced;

(d) the application is in compliance with appropriate enactments and/or
regulations;

(e) the structural integrity of the assets will be maintained in such a manner
as to not impair utility service; and

()  the public interest will be preserved. ...” (Cited from Order No. G-39-04
Decision regarding the Fortis Pacific Holdings Inc. acquisition of Agquila
Networks Canada (British Columbia) Ltd. [previously West Kootenay Power]
dated April 30, 2004)

At page 19 of the Commission’s KMI Decision, it states:

“Terasen ... submits that these criteria are generally consistent with those
applied by the Commission in reviews of other applications under Section 54 of
the UCA including Terasen’s acquisition of Centra Gas (2002), Duke Energy’s
acquisition of Westcoast Energy and (indirectly) Pacific Northern Gas (2001),
Pacific Northern Gas’ acquisition of Northland Utilities (1993), Utilicorp’s
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acquisition of West Kootenay Power (1987), and Fort Nelson Gas’ acquisition
of the Fort Nelson gas distribution utility (1985). ...”

Later in the KMI Decision, the Commission states on pages 21 to 22:

“In determining the issues to be considered in this Proceeding, the Commission
Panel has applied the following principles: First, the public interest must be
considered with respect to the Ultilities over which the Commission has
jurisdiction. ... Second, the public interest must be viewed in the context of the
scope of the approval that is being requested. For example, the Application
does not request any change in the rates charged by the Terasen Utilities and
does not propose any change in the jurisdiction of the Commission to regulate
rates and services in the public interest. Third, the Commission Panel
concludes that the public interest criterion used in this Proceeding should not
extend beyond issues normally considered by this Commission for the general
regulation of public utilities in the public interest. ... Finally, the Commission
Panel concludes that it is appropriate to exclude issues that are more
appropriately dealt with by, or that are more properly within the jurisdiction of,
other agencies or levels of government.”

The Commission, in its 2006 Reasons for Decision on an Application by 0745848 B.C.
Ltd. for approval for the acquisition of the common shares of Terasen Utility Services
Inc. (G-52-06)%, also used the specific criteria identified in the KMI Decision (a) through
(f) above as the approval criteria. (p. 6)

5.1

Response:

While the evaluation criteria quoted in the KMI 2005 Decision (G-116-05)
related to an acquisition, the criteria used in that decision is consistent with the
evaluation criteria used by the Commission in the 1992 BC Gas Inc. Decision
(G-63-92) which related to a consolidation. In evaluating FEU’s legal
amalgamation proposal under Section 53 of the UCA, do the FEU support
using the six evaluation criteria (a) through (f) from page 19 the 2005 KMI
Decision as the evaluation framework? If no, please explain why.

The 2005 KMI Decision referenced in the IR response involved an application for the acquisition
of shares under section 54 of the UCA. Section 54(9) of the UCA states that the Commission
“‘must not give its approval under this section unless it considers that the public utility and the
users of the service of the public utility will not be detrimentally affected.” Thus, as stated by

2

http://www.bcuc.com/Documents/Proceedings/2006/DOC 11707 G-52-

06%20TUS TMUS%20Acquisition%200rder%20and%20Reasons.pdf
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the Commission in the paragraph quoted above that introduces the evaluation criteria: “...the
Commission also identified specific criteria to assist in determining whether the public utility and
the users of the service of the public utility will be detrimentally affected by a proposed
acquisition.”

The test in section 53 of the UCA is different than that found in section 54 as it requires the
Commission to form an opinion that the amalgamation is “beneficial in the public interest.” In
considering an amalgamation under section 53, it is relevant for the Commission to consider
whether the amalgamation would result in a detrimental effect when determining if, overall, the
proposal is beneficial in the public interest. Thus, as noted in the preamble to this IR, similar
criteria to those referred to in the 2005 KMI Decision are cited by the Commission in the 1992
BC Gas Inc. Decision as being historically applied to both amalgamations and acquisitions.

The FEU agree that the six evaluation criteria (a) through (f) from page 19 of the 2005 KMI
Decision are relevant factors for the Commission to consider when evaluating a proposal to
amalgamate. However, the criteria of “preservation of the public interest” should include a
consideration of the benefits of amalgamation and any other relevant factors to determine
overall if the proposed amalgamation is beneficial in the public interest. For example, in the
1992 BC Gas Inc. Decision, the Commission considered the benefits of the proposed
consolidation (see pages 17-20 of Exhibit A2-1), such as the savings due to efficiencies.

The FEU submit that when taking into account the benefits of amalgamation as the FEU have
described in its Application, including the facilitation of postage stamp rates, the proposed
amalgamation is beneficial in the public interest.

52 Do FEU consider that, in order to comply with section 53 of the UCA, the FEU
should be required to demonstrate that the amalgamation provides a “net
public benefit” rather than meeting a lower threshold of “not resulting in a
‘disbenefit”? Please explain why or why not.

Response:

Under section 53 of the UCA, a public utility may not amalgamate unless the LGIC receives a
report from the Commission including an opinion that the amalgamation is “beneficial in the
public interest.” The reference to “beneficial” suggests that the FEU is required to demonstrate
that the amalgamation provides a net benefit in the public interest.

Section 54 of the UCA, which is not engaged by the Application, would appear to be closer to

the threshold referred to in the IR of “not resulting in a ‘disbenefit”. Where there is an
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application pursuant to Section 54 of the UCA, such as an application to acquire the shares of a
utility, the Commission must consider whether “the public utility and the users of the service of
the public utility will not be detrimentally affected.”

5.3 Do FEU consider that, in evaluating if legal amalgamation is in the public
interest, the Commission should evaluate legal amalgamation on its own, or
legal amalgamation plus postage stamp rates? Please explain why or why not.

Response:

The FEU’s application is for common rates and amalgamation and the Commission should
evaluate the Application on that basis. As the FEU have already realized the majority of
efficiencies normally associated with amalgamation, the primary benefit of amalgamation is that
it facilitates implementation of rate structures that only an amalgamated entity can adopt, such
as postage stamp rates. Therefore, in evaluating if legal amalgamation is beneficial in the
public interest, the Commission should evaluate amalgamation plus rates that would address
the objectives of the FEU, as discussed in response to BCUC IR 1.2.1

54 In determining issues to be considered in this proceeding, does FEU support
using the four principles outlined on page 21 to 22 of the 2005 KMI Decision
above? If no, please explain why.

Response:

The four principles in the 2005 KMI Decision were set out in the context of an acquisition of a
utility pursuant to section 54 of the UCA. As indicated in the FEU’s response to BCUC IR 1.5.3,
the test under section 54 of the UCA is different than the test under section 53. Further, the
acquisition of shares of a company raises different concerns than an amalgamation of utilities
such as the FEU, which are already regulated by the Commission and already under common
ownership.

Therefore, while the FEU do not object to the use of the four principles outlined on pages 21 to
22 of the 2005 KMI Decision, the FEU do not believe that the four principles help determine
issues to be considered in this proceeding. Each principle is discussed briefly below.
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1. “First, the public interest must be considered with respect to the Utilities over which the
Commission has jurisdiction.” This principle is more relevant in the context of the
acquisition of public utility over which the Commission has jurisdiction by a utility over
which the Commission does not have jurisdiction. In this proceeding, the Commission
has jurisdiction over each of the FEU (FEI, FEVI and FEW), so this principle is not
particularly helpful.

2. “Second, the public interest must be viewed in the context of the scope of the approval
that is being requested.” Applying this principle to this Application, the public interest
should be viewed within the scope of approval requested by the FEU, including both
amalgamation and postage stamp rates. As the FEU have stated elsewhere, the FEU
consider that the primary benefit of amalgamation of the FEU is the different rate
designs it permits; therefore, the issue of the benefits of amalgamation and rate design
should not be separated.

3. “Third, the Commission Panel concludes that the public interest criterion used in this
Proceeding should not extend beyond issues normally considered by this Commission
for the general regulation of public utilities in the public interest.” The FEU’s basis for
seeking amalgamation and postage rates only engage public interest criterion that are
within issues normally considered by the Commission for the general regulation of public
utilities in the public interest.

4. “Finally, the Commission Panel concludes that it is appropriate to exclude issues that are
more appropriately dealt with by, or that are more properly within the jurisdiction of, other
agencies or levels of government.” The FEU’s request for approval of amalgamation
and postage stamp rates is within the core of the Commission’s ratemaking jurisdiction
under sections 53 and 59 to 61 of the UCA.

55 Would approval of legal amalgamation reduce or impair FEU’s current and
future ability to raise capital and debt financing? Please explain why or why
not.

Response:

Assuming any approval does not have a material impact on the amalgamated entity’s allowed
ROE or capital structure, or credit ratings, the FEU anticipate that amalgamation would not
reduce or impair the amalgamated entity’s ability to raise financing. Under this scenario, the
FEU would also anticipate that there would be no violation of existing covenants.
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5.6 Would approval of legal amalgamation result in a violation of any existing
covenants that may be detrimental to customers? Please explain why or why
not.
Response:
No.
Please refer to the response to BCUC IR 1.5.5.
5.7 Would approval of legal amalgamation negatively affect the conduct of the

utility’s business, including the level of service, either now or in the future?
Please explain why or why not.

Response:

The approval of legal amalgamation would not negatively affect the conduct of the utility’s
business, including the level of service, either now or in the future.

As discussed in Section 3, page 51, the FEU have been operating under a common
management structure for a number of years, and therefore operate the business as one entity
today.

The effect of legal amalgamation is one of simplification of the corporate structure of the FEU as
opposed to an operational amalgamation. Therefore, the day-to-day operations of the business
will not be affected by the legal amalgamation.

5.8 Would approval of legal amalgamation result in non-compliance with
appropriate enactments and/or regulations? Please explain why or why not.
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Response:

Approval of legal amalgamation would not result in non-compliance with appropriate enactments
and/or regulations. The FEU are seeking approval to amalgamate in accordance with section
53 of the UCA. If approval is granted, the FEU will implement amalgamation in accordance with
the provisions of the Business Corporations Act and will comply with all appropriate enactments
and regulations.

5.9 Would approval of legal amalgamation result in a reduction in structural
integrity of the assets to be maintained in such a manner as to impair utility
service? Please explain why or why not.

Response:

The approval of legal amalgamation will not result in a reduction in the structural integrity of the
assets in such a manner as to impair utility service.

The FEU’s assets are maintained in a consistent manner across the service areas, and legal
amalgamation will not negatively impact asset integrity activities or reduce the structural integrity
of the assets. Asset integrity activity is primarily code and compliance driven by regulatory
bodies that are independent of a legal amalgamation of the FEU.

5.10 Please outline what FEU consider are the key public interest considerations
under the following scenarios. In your response, please explain how inclusion
of these benefits is consistent with the four principles outlined on pages 21 to
22 of the 2005 KMI Decision:

i. The Commission evaluates legal amalgamation under Section 53 of the
UCA without consideration of postage stamp rates; and

ii. The Commission evaluates legal amalgamation under Section 53 of the
UCA and includes consideration of postage stamp rates.

For each public interest consideration identified, please state to what extent the
benefit can (in whole or in part) be obtained without legal amalgamation?
Please explain.
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Response:

If the Commission were to evaluate legal amalgamation under Section 53 of the UCA alone (i.e.
without consideration of postage stamp rates or other rate designs as discussed in FEU’s
response to BCUC IR 1.2.3), then the key public interest considerations would be whether there
are any benefits as a result of amalgamation, such as any cost savings or efficiencies. The
benefits of amalgamation alone are discussed in the response to BCUC IR 1.2.1. Consideration
of amalgamation without consideration of postage stamp rates would be inconsistent with the
second principle identified in the 2005 KMI Decision.

If the Commission were to evaluate legal amalgamation under section 53 of the UCA with
consideration of postage stamp rates, then the key public interest considerations are the
benefits described in section 6 of the Application. These benefits require amalgamation. (As
discussed in section 6, while common service offerings can be offered without amalgamation, a
benefit of amalgamation and postage stamp rates is that it facilitates the expansion of all
services in a more efficient manner.) These benefits are consistent with the four principles
outlined on pages 21 to 22 of the 2005 KMI Decision. Please refer to the response to BCUC IR
1.5.4.

5.11 FEU have included in the Application information on the financial costs and
benefits associated with legal amalgamation. Please provide a net present
value cost benefit analysis of the impact on FEU customers of FEU legal
amalgamation. Please exclude from this analysis any costs or benefits
associated with postage stamp rates. Please explain all assumptions used in
the calculation.

Response:

The following net present value cost benefit analysis should be regarded with caution as there
are several assumptions, particularly with respect to future interest savings that are difficult to
ascertain. For details of the analysis see the table below.

Expected Savings/Benefits

In the Application on page 149 FEU has identified long term annual cost savings associated
with Depreciation and Amortization related to Whistler Pipeline, Income Tax savings due to net
changes on amalgamation of the Rate Base, and reduced Earned Return related to lower cost
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of short term debt. The total of these items from Table 8-1, Page 147 of the Application is
$1.988 million ($28,000 + $92,000 + $1,868,000). FEU has also forecast the potential and
ongoing ancillary savings associated with the reporting and operational efficiencies as
discussed in Section 6.6; approximately $700 per year in legal savings, approximately $18,000
per year in audit savings and approximately $100,000 per year in rate agency fee savings Any
net savings from amalgamation, on a forecast basis, would be flowed through in reduced rates
to customers.

Although forecast at approximately $2 million, the short term interest savings are a function of
the 2013 forecast cost of service. That is, the savings represent the forecast 2013 interest
rates, the forecast 2013 interest rate differential amongst the legal utilities, and the balance of
rate base financed by short term debt in 2013 for each utility. In effect, the savings reflects the
assumption that the short term debt balance of FEVI, in an amalgamation scenario, would be
funded by FEI Amalco, which is assumed to maintain the current, higher, credit ratings of FEI
pre-amalgamation. All three of these variables will change over time. Therefore, although the
amalgamated entity is expected to experience ongoing interest savings because of the higher
credit rating of the amalgamated entity, it is very difficult to extrapolate interest savings over
time with a high degree of certainty. Thus, for purposes of the net present value analysis below,
FEU has provided a range of benefits based on the current average unfunded interest rate
differential of 1.25% (FEI relative to FEVI) and has assumed average short term debt affected
by this differential of $25 million and $50 million (an estimate of the average short term debt that
would be applicable to FEVI service area, which would be financed at the lower short term debt
rate of FEI Amalco).

One other savings that has not been calculated is the potential savings with respect to long term
debt. Over a reasonable horizon, FEVI would expect to issue long term debt. Post
amalgamation, that debt will be issued within FEI Amalco. As with short term debt, the
assumed interest rate for FEI Amalco will be lower relative to FEVI. Currently, the indicative
spread differential between FEI (which is the proxy for the FEI Amalco borrowing rate) and FEVI
on a long-term debenture is in the range of 20 basis points. Applied to an assumed $100 million
debt issue, that would be approximately $200 thousand in pre-tax savings per annum, which
would result in lower cost of service.

Expected Costs

The cost to amalgamate is forecast to be $2 million as described on page 154 of Section
8.2.1.2; this includes the legal and transactional costs as we as operational costs of
implementation. In addition, the cost of the application itself is forecast at $1.5 million as
described on page 155 of Section 8.2.1.2. The related tax shield is included in the analysis as a
benefit.
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Cost Benefit Analysis

Based on the forecast in the Application, including forecast short term debt balances and the
interest differentials, FEU estimates that it will take approximately less than two years for the
savings to exceed the one time amalgamation costs (($2.0 + $1.5) / $1.988 = 1.7 years). Actual
savings realized in this timeframe may vary depending on the variables affecting short term
interest expense as described above.

Please see the table below which provides an expected range of the discounted net
amalgamation benefit over a ten year period, taking into consideration the savings and costs
described above. The discount rate applied reflects the 2013 weighted average cost of capital
of the amalgamated entity as derived from Schedule 3 of Appendix J-1.

Approximate NPV of Amalgamation Costs & Benefits, 10 Years ($ Thousands)

$25 Million  $50 Million
Short Term Short Term

Debt Debt
Discount Rate 6.69% 6.69% After Tax WACC of amalgamated entity
Present Value of Benefit of Amalgamation
Depreciation and Amortization extended 402 402 Netdifference in Whistler Pipeline Dep & Amort - ~ 50 years
Income Tax recovery 243 243 Mainlyrelated to various deferrals - assumed 3 year benefit
Short-Term Interest Differential 2,227 4,453 Based on a 1.25% unfunded debt rate differential as at May 28, 2012
Legal, Audit and Rate Agency Savings 846 846 Approximately $700/yr legal, $18,000/yr audit and $100,000/yr rating
Tax Shield on Amalgamation Costs 733 733
Total of Present Value of Benefits 4,451 6,678
Present Value of Cost of Amalgamation
Total Cost of Amalgamation (3,550) (3,550) Legal, transactional, operational and application costs
Total Present Value of Cost (3,550) (3,550)
Net Present Value of Benefits S 901 S 3,128

5.12 With reference to the efficiencies and savings discussed in Sections 6.6.1 to
6.6.4 of the Application, can most of these be realized without also adopting a
common rate structure? In other words, could most of these efficiencies be
realized by just effecting a legal amalgamation? Please provide a full
discussion.



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. S Page 26
Information Request (“IR”) No. 1

Response:

No, most of the efficiencies discussed in Sections 6.6.1 to 6.6.4 of the Application cannot be
achieved by just effecting a legal amalgamation. Each item is discussed below:

Section 6.6.1 Regulatory Efficiencies — these efficiencies could not be achieved with
approval of legal amalgamation only. Regulatory efficiencies can only occur with
regulatory consolidation. In absence of regulatory consolidation, each regulatory
division would have to file its own Applications and reports to the Commission and
maintain its own tariffs, i.e. there would not be any reduction in the number of tariffs and
customer classifications and associated cost savings. Further, if new services were to
be offered that entailed new customer classes the number of new tariffs could be 4
instead of 1.

Section 6.6.2 Legal Efficiencies - Legal efficiencies could occur in a situation where legal
amalgamation is approved. As discussed in the Application, the amalgamated entity
would need to have only one set of company records as opposed to individual records
for each entity, as well as lower labour and legal costs to administer each legal
corporation. However, from a regulatory perspective, if the four rate bases and six
service areas are maintained, there would be no legal savings in regulatory proceedings
for the same reasons as there are no regulatory efficiencies under an amalgamation only
scenario.

Section 6.6.3 Interest Savings — Interest savings would be achievable by effecting legal
amalgamation assuming that the legal amalgamation resulted in the amalgamated entity
maintaining the current credit rating of FEI. Please refer to the responses to BCUC IR
1.62.1 and 1.62.1.1. In addition to being affected by the credit rating of the
amalgamated entity, potential interest savings achieved would be affected by market
conditions and actual borrowing rates, and the balance of debt financed by short term
credit facilities which will vary over time.

Section 6.6.4 Other Financial Efficiencies - Other financial efficiencies would be limited
in the situation where only legal amalgamation is approved. This is because the
requirement to maintain the accounting records to support the identification of each
division’s Rate Base and Cost of Service would require the same level of audit
requirements as is in place today; however, it is likely that some external audit fees
could be saved and the rating agencies savings could occur as only one entity would
exist.



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. S Page 27
Information Request (“IR”) No. 1

6.0 Reference: Request for Common Rates

Exhibit A2-7, Ofgem October 2010 paper “RIIO: A new way to
regulate energy markets,” p. 38

Common Rates Evaluation Framework

Ofgem (Great Britain Office of Gas and Electricity Markets) states in its October 2010
Final Decision paper “RIIO: A new way to regulate energy networks” (Exhibit A2-7)* on
page 38:

“Our principal objective is to protect the interests of existing and future
consumers. In carrying out its functions in accordance with the principal
objective, the Authority must also have regard to the need to secure that
licence holders are able to finance the activities which are the subject of
obligations on them. This means that efficient network companies should be
able to secure financing in a timely way and at a reasonable cost in order to
facilitate the delivery of their regulatory obligations. This is also in the interests
of consumers. However, it is important that the regulatory framework does not
provide excessive returns, reward inefficiency or ‘bail-out’ a company that has
encountered financial distress as a result of its own behaviour.”

6.1 Do FEU agree that the framework used to evaluate FEU’s postage stamp rate
proposal should include (consistent with Ofgem’s principle objective described
above) determining if postage stamp rates results in improved regulation by
enabling efficient utilities to secure financing in a timely way and at a
reasonable cost, while not providing excessive returns, rewarding inefficiency
or ‘bailing-out’ a utility that has encountered financial distress as a result of its
own behaviour. If no, please explain why not.

Response:

No, the FEU do not agree. Ofgem is in a different jurisdiction, has a different statutory regime
than the BCUC and regulates different utilities in a different context. It is not appropriate to take
a general statement from Ofgem and apply it to this proceeding in the BC context. The UCA
provides the statutory regime under which the BCUC is to review the Application and make its
decisions.

Regardless, the “framework” referenced in the IR does not offer a helpful way to evaluate the
FEU’s postage stamp rate proposal. Postage stamp rates would not negatively change the
FEU’s ability to secure financing in a timely way and at a reasonable cost. Postage stamp rates
are cost-based rates and would not provide any utility with “excessive returns” or result in

3 http://ww.ofgem.gov.uk/Networks/rpix20/ConsultDocs/Documents1/Decision%20doc.pdf
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“rewarding inefficiency”. There is no relevance to the reference to “bailing-out’ a utility that has
encountered financial distress as a result of its own behaviour”. None of the FEU are in
financial distress.
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Reference: Request for Common Rates

Exhibit B-3, Section 5, p. 80, Section 10, p. 240; Exhibit A2-3, Inquiry
Report for Order G-100-96, pp. 1-18; Reasons for Decision for Order
G-45-11, p. 5 Reasons for Decision for Order G-171-07, p. 33

Common Rates Evaluation Framework - Criteria

The FEU state on page 80 of the Application: the FEU determined that “its objectives
are to achieve the following:

. Minimize the regional rate differences that are in effect today, in particular
the existing higher rates for FEVI and FEW;

. Implement a long-term solution for FEVI customers to the loss of the
government subsidies and associated rate impacts; ...”

The FEU state on page 240 of the Application: “Some businesses believe that this
proposal will negatively impact their operations and is unfair for businesses that have set
up on the Mainland. One customer stated that they ‘disagree with making the cost of gas
cheaper in areas where the actual cost is higher. This seems to me to be an incentive
for people and companies to set up in areas where the actual economics don't make
sense and penalizes those people that are located in areas that make more economic
sense.”

The Commission, on page 5 of the Reasons for Decision for Order G-45-11 on BC
Hydro’s Residential Inclining Block Rate Re-Pricing Application (dated March 14, 2011)*
stated that “ ... the Commission is guided by the eight “Bonbright Principles” which can
be described as follows:

“Principle 1: Recovery of the revenue requirement;

Principle 2: Fair apportionment of costs among customers (appropriate cost
recovery should be reflected in rates);

Principle 3: Price signals that encourage efficient use and discourage
inefficient use (consideration of social issues including environmental and

energy policy);

Principle 4: Customer understanding and acceptance;

4

http://www.bcuc.com/Documents/Proceedings/2011/DOC 27176 G-45-11 BCH-RIB-Re-Pricing-Reasons.pdf
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Principle 5: Practical and cost-effective to implement (sustainable and meet
long-term objectives);

Principle 6: Rate stability (customer rate impact should be managed);
Principle 7: Revenue stability; and

Principle 8: Avoidance of undue discrimination (interclass equity must be
enhanced and maintained).

(Source: James C. Bonbright, Principles of Public Utility Rates, Columbia
University Press, 1961)”

On October 10, 1996, the Commission issued Order G-100-96 which included at
Appendix A an Inquiry Report into BC Gas Utility Ltd. and Propane Price Increases in
the City of Revelstoke. (Exhibit A2-3) This Inquiry Report related to an application by
BC Gas for approval to pass-through an increase in the cost of propane which would
have represented an average increase to residential customers of approximately 24%
and 32% to commercial customers. (p. 1)

In that inquiry, several witnesses proposed that the increase should instead be spread
across the entire client base of BC Gas, including its natural gas customers, on the basis
that the service that BC Gas delivers is comfort and the costs for a Vancouver customer
should be the same or similar for a Revelstoke customer. One witness (Mr. Jack
Heavenor, General Manager of Downie Timber Ltd.) accused BC Gas of aggressively
selling him on piped propane kiln-drying, without even suggesting that there might be a
major change in propane rates. (pp. 9-13)

The Commission rejected the proposal to roll in the acquisition costs of propane with that
of natural gas, instead deciding in favour of a two-year phase in of the required rate
increase. (p. 18)

The Commission, on page 33 of its Reasons for Decision on BC Hydro’s 2007 Rate
Design Application Phases Il and Il (G-171-07) stated “Discrimination, when applied to

rates for utility service, can only be of an ‘intra-utility’ nature and not ‘inter-utility’.”®

7.1 Do FEU consider that a “distinct and special area” under section 60 (2) to (4) of
the UCA is equivalent to a utility service area for the purpose of rate design? If
no, please explain why not.

5

http://www.bcuc.com/Documents/Proceedings/2007/DOC 17589 12-21 BCH 2007RDA-Decision-

Phases 2&3 Final.pdf
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Response:

The FEU consider that a “distinct and special area” can be a service area for the purpose of rate
design, but that all service areas are not necessarily a “distinct and special area.”

7.2 Please provide legal or regulatory precedent for FEU’s objective in the
Application to “Minimize the regional rate differences that are in effect today, in
particular the existing higher rates for FEVI and FEW.”

Response:
The following response addresses both BCUC IR 1.7.2 and BCUC IR 1.7.3.

The effect or benefit of an amalgamation is often the harmonization of rates among different
regions that used to be served by different service providers, which, in turn, can result in lower
rates for some customers and higher rates for others.

For instance, in a 2005 decision by Ontario Energy Board in the matter of an application by
PowerStream Inc. and Aurora Hydro Connections Limited under section 86 of the Ontario
Energy Board Act, seeking leave for PowerStream Inc. to acquire all outstanding shares in and
subsequently to amalgamate with Aurora Hydro Connections Limited (AHCL) (EB 2005-0254
included in Attachment 7.2), the Board approved the proposed transactions based on several
effects or benefits resulting from the proposed transactions. As indicated in the Decision at
page 12, the applicant submitted that the transaction would:

e provide opportunities for efficiencies and economies of scale, which could mitigate
the impact of increased upward pressure on distribution rates for electricity
consumers currently served by AHCL”;

e based on an analysis of current rates, [to] result in lower rates for electricity
consumers currently served by AHCL than would be the case were AHCL to remain
a stand-alone company;

At page 13 of the Decision, the Board noted that PowerStream Inc. committed “to provide
AHCL'’s current customers with a benefit from the harmonization of rates of at least $10,000,000
over a ten-year period relative to what they would otherwise be as compared to AHCL
remaining a stand-alone company.”
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When approving a subsequent application by PowerStream to harmonize four sets of rates for
each area served by it, the OEB noted that “when rates are harmonized, some customers will
experience an increase and others a decrease.” In that case, the largest increase for a typical
residential customer was 2.5% while the largest decrease 8.2%. For services for street lighting,
the increase was 17% in one area. The OEB found the changes to be reasonable. (EB-2007-
0074, also included in Attachment 7.2).

Similarly, in 2009 the OEB allowed a post-amalgamation rate harmonization for Greater
Sudbury Hydro Inc. which was expected to lead to a bill impact of nearly 30% for some
customers with the implementation of harmonized rates (EB-2008-0230, at pp. 39-39, also
included in Attachment 7.2).

Similarly, in NSUARB-W-EHAN-R-09/2010 NSUARB 46 (also included in Attachment 7.2), the
Nova Scotia Utility and Review Board approved an application to amalgamate two existing
water utilities. As stated in the decision on p. 8, paragraph. 15:

“The application is based upon the need to adjust and standardize the rates as a
result of increasing operating costs; capital improvements to the fire protection
system and infrastructure; and recognizing reduced water consumption.”

In that Application, the amalgamation and standardizing of rates took place because one
of the existing utilities was not able to continue on its own. As indicated on page 21,
paragraph 55 of the decision: “The Board noted that this situation is not unique and that
other municipalities have proposed amalgamations to solve similar problems.”

7.2.1 Can this objective also be summarized as “same price for same
service, regardless of costs?” If no, please explain why not.

Response:

No, the Companies do not believe that the “same price for same service regardless of costs” is
a precise characterization of the objective to minimize the regional rate differences that are in
effect today. As explained in section 3 of the Application, the cost differences in place today
between FEI, FEVI, FEW and Fort Nelson reflect the historic costs attributed to those areas.
With the proposed amalgamation, what the Companies are trying to achieve is a common rate
structure that allows the pooling of all costs for the benefit of all customers, no matter where
they happen to reside within the service territories of the FEU. Additionally, as detailed in
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section 8 of the Application, the rates proposed are based on the 2013 cost of service. Thus, it
would be imprecise to say that the common rate structure is without regard to cost.

7.2.2 Does this objective also provide benefits to the FEU shareholder?
Please explain why or why not.

Response:

No, the FEU’s common rates proposal is revenue neutral to the Companies. The objective to
“minimize the regional rate differences that are in effect today”, is intended to have no impact on
the FEU’s shareholder.

7.2.3 Please link this objective to the Bonbright rate design principles as
described in the Commissions Reasons for Decision for Order G-45-
11.

Response:

The objective of minimizing the regional rate differences that are in effect today is consistent
with or supported by all of the Bonbright rate design principles. Section 9.5 of the Application
explains how the FEU have applied rate design principles based on those identified by Dr.
Bonbright in his widely accepted work, “Principles of Public Utility Rates.” In the following
discussion, we will rephrase these principles as articulated in the preamble.

Principle 1:  Recovery of the revenue requirement. The FEU are seeking approval of delivery
rates for the Amalgamated Entity using the 2013 cost of service to be implemented on January
1, 2014 on an interim basis. That is, the proposed interim rates for 2014 are based on the
consolidated proposed revenue requirements for 2013 for the FEU, and also include any
necessary adjustments to the cost of service to account for amalgamation.

Principle 2:  Fair apportionment of costs among customers (appropriate cost recovery should
be reflected in rates). For rate design, fairness implies the recovery of costs based on cost
causation. The proposed rate structures require similar customers to pay similar delivery
margins. The proposed rate design for the Amalgamated Entity ensures that the revenues to be
recovered from each rate class are closely aligned with the cost to serve them, and rewards
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those who utilize the system more efficiently through lower rates for customer classes with
higher load factors. Load factors are a relative measure of how efficiently a customer class
uses the system.

Principle 3:  Price signals that encourage efficient use and discourage inefficient use
(consideration of social issues including environmental and energy policy). This is related to
competitiveness in rate design and refers to designing rates in consideration of other fuel
alternatives. The rates proposed in this Application for the Amalgamated Entity will have
minimal impact on competitiveness of natural gas for the vast majority of customers currently
served by FEI. On the other hand, the rates for FEVI and FEW will become more economic
compared with the alternative fuels and become aligned with that experienced by FEI
customers. In addition, the FEU are proposing to use the FEI flat rate structures for the
amalgamated entity. The Commission has also approved FEI applying its revenue requirement
increases only to the delivery charge while leaving the basic charge as is. This approach
improves energy conservation pricing signals by increasing the energy-related component of the
rates which over time will encourage customers to conserve. The flat postage stamp rate
structure applied to Fort Nelson will eliminate the existing declining block rate structures
currently in place and will provide energy conservation pricing signals for those customers.

Principle 4: The principle of ease of understandability, administration and rate continuity refers
to rates that are both easily understood by customers and easily administered by the Company.
As explained in the Application, changes should be gradually implemented where possible,
ensuring consistency and continuity in application so as to minimize customer confusion, and to
promote customer fairness and equity. By capturing all utility customers under one common rate
regardless of region, the principle of ease of understandability, administration and rate continuity
is advanced. By amalgamating the rate schedules for FEVI, FEW and Fort Nelson with the FEI
structure, the Companies will reduce the total number of rate schedules by 18.

Principle 5:  Practical and cost-effective to implement (sustainable and meet long-term
objectives). The details of the Application demonstrate that postage stamp rates are practical
and cost effective to implement. Postage stamp rates are sustainable and meet long-term rate
stability objectives.

Principle 6: Rate stability (customer rate impact should be managed). The principle of
stability refers to the stability of rates themselves, with minimum unexpected rate increases that
are seriously adverse to existing customers. The longer-term rate stability in the smaller FEVI,
FEW and Fort Nelson service areas is one of the objectives of this Application which is achieved
through postage stamp rates. The proposed common rates across a combined entity will
provide rate stability for the smaller service areas of FEVI, FEW and Fort Nelson (as discussed
earlier in Section 6.3.2) by allowing a broader customer base to absorb any significant capital
expenditures, customer or volume losses and declining use per customer without generating
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significant spikes in rates for any one service area. The rate increases due to implementing
postage stamp rates themselves are proposed to be phased in.

Principle 7:  Revenue stability. The proposed postage stamp rates will adopt the FEI rate
structures and thus generate reasonably stable revenue based on the portion of revenue
derived from the fixed basic charges relative to the revenue variable with consumption derived
from delivery charges.

Principle 8:  Avoidance of undue discrimination (interclass equity must be enhanced and
maintained). The proposed postage stamp rates are based on the FEI rate classes and
preserve the interclass equity established for FEI and eliminates the differences in rates across
the existing entities for the same services. In addition, the amalgamated entity COSA shows
that the revenue to cost ratios are reasonable for each of the proposed postage stamp rate

classes.

7.2.4 If this objective is accepted by the Commission, do FEU plan to
request postage stamp rates for Revelstoke customers? Please
explain why or why not.

Response:

The objective of removing rate discrepancies is not novel as it is reflected in all postage stamp
rate designs. Accepting this objective would therefore be consistent with existing postage
stamp rate designs in the province and would not set a new precedent.

Revelstoke currently has postage stamped delivery rates. The propane commodity cost is
flowed through to Revelstoke customers, just as the natural gas commodity cost is flowed
through to FEI's natural gas customers. The FEU have no current plans to postage stamp the
commodity or midstream costs for Revelstoke as propane is a different fuel type than the natural
gas delivered to the Companies’ other customers.

7.2.5 Do FEU consider that moving away from a cost causation principle
would result in an increase in the number of extensions where
delivery revenues received from the new customer would be lower
than the extension cost? Please explain why or why not.
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Response:

The FEU disagree with the statement that they are moving away from cost causation principles.
The FEU’s postage stamp rates are consistent with cost causation principles as discussed in
Section 9.5.2.

Further, the FEU’s postage stamp rate proposal will not increase the number of extensions
where delivery revenues received from a new customer would be lower than the extension
costs. As explained in Section 7.4.2.3, the Company will continue the established Profitability
Index (“PI”) test, but use one set of PI formula inputs reflecting the amalgamated entity as a
whole. Thus, the recovery of costs for main extensions continues to reflect cost causation
principles.

Please also refer to the responses to BCUC IRs 1.10.2 and 1.10.3.

7.3 Please provide legal or regulatory precedent for FEU’s objective in the
Application to “Implement a long-term solution for FEVI customers to the loss of
the government subsidies and associated rate impacts.”

Response:

Please refer to the response to BCUC IR 1.7.2.

7.3.1 Does this objective also provide benefits to the FEU shareholder?
Please explain why or why not.

Response:

No, as explained in the response to BCUC IR 1.7.2.1, the FEU’s common rates proposal is
revenue neutral to the Company; thus, the objective to “Implement a long term solution for FEVI
customers to the loss of the government subsidies and associated rate impacts” is not intended
nor being pursued to have an impact on the FEU’s shareholder.
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7.3.2 Please link this objective to the Bonbright rate design principles as

described in the Commissions Reasons for Decision for Order G-45-

11.

Response:

Please refer to the response to BCUC IR 1.7.2.3.

7.4 Do FEU agree with Commission Order G-171-07 that discrimination, when
applied to rates for utility service, can only be of an “intra-utility” nature and not

“inter-utility.” If no, please explain why not.

Response:

Yes. The FEU are not claiming that the current rates for any of the FEU entities are
“discriminatory”. The FEU believe, however, that postage stamp rates across all of the service

areas of the FEU are preferable to the current rates in place.
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8.0 Reference: Request for Common Rates
Exhibit A2-4, Alberta EUB Decision U96055, p. 27
Common Rates Evaluation Framework - Net Benefit

Alberta Energy and Utilities Board (EUB) June 12, 1996 Nova Gas Transmission Ltd.
(NGTL) Decision on a 1995 General Rate Application — Phase Il (Decision U96055)
stated on page 27 with regard to postage stamp versus distance sensitive gas
transmission rates:®

“Before making a change in toll design, the Board would need to be satisfied,
on the basis of clear and convincing evidence, that greater efficiencies or cost
savings would accrue to the benefit of shippers overall. The Board would also
need to be satisfied that the magnitude of the changes to affected parties are
acceptable and that benefits in the broad public interest would result. The
Board would also look for transitional measures designed to manage such
changes. Absent such considerations, the Board is concerned that a decision
to change NGTL's rate design could have negative effects on investor
confidence in NGTL, the province's natural gas industry and on the industry's
overall well-being.”

8.1 Do FEU agree with the Alberta EUB that, before addressing a “distinct or
special area” for the purposes of ratemaking, the Commission should be
satisfied, on the basis of clear and convincing evidence, that greater
efficiencies or cost savings would accrue to customers overall, that the
magnitude of the changes to affected parties are acceptable, and that benefits
in the broad public interest would result. Please explain why or why not.

Response:

The potential for efficiencies and cost savings, the magnitude of the rate changes, and the
benefits in the public interest are all relevant considerations when determining whether to
recognize a "distinct or special area". However, the statements made by the Alberta EUB in the
referenced case were made in the context of a particular factual matrix in which the Alberta EUB
was taking into account the particular consequences of determining a regional rate for the utility
in question at that time. Notably, the EUB was considering a transmission toll design, rather
than a gas distribution rate design, so the situation is not directly analogous to the
circumstances of the FEU. In each case, the unique circumstances of the utility in question
should be taken into account and in each case there may be other factors than those

®  http://www.auc.ab.ca/applications/decisions/Decisions/1996/U96055.pdf
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specifically mentioned by the EUB which are relevant or determinative. Therefore, the FEU
would not adopt the criteria used by the Alberta EUB as a general rule.

8.2 Do FEU agree that demonstrable efficiency or cost impacts resulting from
addressing a “distinct or special area” for the purposes of ratemaking could
include the following items? In each of the three cases below please explain
why or why not.

i. Efficiency benefits/losses arising from the ability of regional rates to allow
for customized rate design where there are regional differences in
incremental cost to serve, customer price responsiveness and
price/reliability trade-offs;

ii. Increased/reduced administration/regulatory costs; and

ii. Increased/reduced data available to ensure efficient regulation by the
Commission.

Response:

When determining whether to recognize a “distinct and special area” the Commission should
consider all relevant factors in the public interest and must determine a rate that is just and
reasonable. The relevant factors include all of the rate design principles described in section
9.5 of the Application. Postage stamp rates are the most common rate design and it is
appropriate to socialize the costs of public utility services so that all customer classes have
access to the same service at the same cost. There should be a compelling reason to
recognize a “distinct and special area” that would justify moving away from a postage stamp
rate.

The FEU address each of the three suggested items below separately.

Taking into account a “distinct or special area” could result in efficiency benefits or losses
arising from customized rate design. Efficiency benefits are taken into account in Bonbright’s
Economic Efficiency rate design principle (see section 9.5 of the Application). There are not any
efficiency losses resulting from the postage stamp rate design proposed by the FEU. The
Amalgamated Entity will continue FEI's current rate structures, which include a greater number
of customer classes to accommodate a larger number of different customer types than those of
FEVI, FEW and FEFN and therefore more likely to result in an efficient rate for each customer.
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The FEI's rate structure also includes a fixed and variable component to encourage efficient
use.

Taking into account a “distinct or special area” generally increases complexity and the
administrative and regulatory burden and therefore would likely result in increased
administration and regulatory costs. This item is generally included in Bonbright’s rate design
principle of Ease of Understandability, Administration and Rate Continuity. A benefit of the
FEU’s postage stamp rate proposal is that it increases ease of understandability and reduces
administrative burden. These benefits are discussed in section 6 of the Application.

It is not clear how taking into account a “distinct or special area” would result in increased or
reduced data available to ensure efficient regulation by the Commission. The data required in
order to ensure efficient regulation would seem to be independent of what rate design is in
place. In addition, moving to postage stamp rates based on the FEI rate design will provide the
requisite data required to ensure efficient regulation.
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Reference: Request for Common Rates

Exhibit A2-1, Reasons for Decision for Order G-63-92, p. 20; Exhibit
A2-2, Reasons for Decision for Order G-101-93, pp. 6, 7; Order G-34-
95, p. 1; Reasons for Decision for Order G-156-10, p. 14

Common Rates Evaluation Framework - Customer Preferences

The Commission, in its August 5, 1992 BC Gas Inc. Reasons for Decision G-63-92
(Exhibit A2-1) stated on page 20: “The Commission recognizes that a financial benefit
would accrue to the utility customers as a result of consolidation. While this saving is
material, the canvassing of the full impact on all customers is more important.”

The Commission’s October 25, 1993 Reasons for Decision on BC Gas Utility Ltd’s
Phase B Rate Design Application G-101-93 (Exhibit A2-2) stated on pages 6 to 7:

“BCGUL received general support for consolidation from its interior customers
and from the municipalities which it serves. .. The Commission approved
consolidation with certain conditions.”

Commission Order G-34-95 on an Application by Centra Gas BC Inc. for Approval of
1995/96 Revenue Requirements — Whistler and Port Alice Districts stated: ’ “Centra Gas
also applied to consolidate its Whistler and Port Alice Districts for rate-making purposes.
... On February 23, 1995, at the ADR meeting in Whistler, B.C., Centra Gas officially
withdrew its proposal to consolidate the two Districts ... .”

The Commission, in its October 19, 2010 Reasons for Decision on FortisBC Inc. 2009
Rate Design and Cost of Service Analysis® (G-156-10) stated:

“BCMEU [British Columbia Municipal Electric Utilities] argues in support of the
continued use of a common class for municipal customers, stating that ... each
of the BCMEU members support retaining one customer class ... no other
customer class is harmed by a consolidation approach and it is revenue neutral
to FortisBC ...” (p. 14)

9.1 Do FEU agree that previous Commission decisions indicate that customer
preferences in remaining or becoming a “distinct or special area” should be one
of the key evaluation criteria in evaluating FEU’s proposal to move to postage
stamp rates? If no, please explain why not.

Response:

http://www.bcuc.com/Documents/Proceedings/2006/DOC 11625 A2-1 Orders-re-Interim-Rates.pdf

8

http://www.bcuc.com/Documents/Proceedings/2010/DOC 26325 FortisBC-2009-RDA WEB.pdf
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No, customer preferences to stay as a distinct or special area should not be one of the key
evaluation criteria in evaluating the move to postage stamp rates. The pre-amble to this IR cites
specifically the need to consult and solicit input from interveners and customers on
amalgamation and postage stamping. The Companies have done so, soliciting affected
customer input on its amalgamation and postage stamp proposals. In addition, a distinct or
special area does not necessarily constitute separate rates and its own rate design.

9.2 Please explain why Centra Gas withdrew its proposal to consolidate its
Whistler and Port Alice Districts for rate-making purposes in 1995. In your
response, please specifically address if lack of customer support for this
proposal was a significant factor in Centra Gas’ withdrawal of its postage stamp
rate proposal.

Response:

The FEU are not aware of the reasons that Centra Gas withdrew its proposal to consolidate its
Whistler and Port Alice Districts for rate making purposes in 1995. The FEU are aware that
there was an NSP process to review the proposal by Centra Gas that was attended by
stakeholders, and that after the NSP, Centra Gas withdrew the application to combine Whistler
and Port Alice for rate making purposes.
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10.0 Reference: Requestfor Common Rates

Exhibit A2-2, Reasons for Decision for Order G-101-93, pp. 6, 7;
Exhibit A2-5, Alberta EUB Decision 2000-6, pp. 50, 51; Exhibit A2-6,
BC Gas 2001 Rate Design Application, Tab 4, p. 10; BC Hydro 2007
Rate Design Application, Exhibit C7-4, p. 11, Testimony of EES
Consulting, p. 3, 5; Reasons for Decision for Order G-87-07, pp. 5-16;
Reasons for Decision for Order G-156-10, pp. 14, 18

Distinct or Special Area — Cost Based Rates

The Commission’s October 25, 1993 Reasons for Decision on BC Gas Ultility Ltd’s
Phase B Rate Design Application G-101-93 (Exhibit A2-2) stated on pages 6 to 7:

“The Company also suggested that the results of the Fully Distributed Cost
Studies prepared by BCGUL indicated that the costs of serving residential
customers in the three Divisions were comparable and therefore the Utility
should move toward consolidation and postage stamp rates. ..The
Commission approved consolidation with certain conditions. ... internal
divisional accounts must be maintained so that rate base and cost of service
can be determined in future rate design applications. ... BCGUL will be required
to demonstrate each time that any rate change will preserve or enhance the
revenue to cost ratio for each divisional rate class as determined in this
Decision.”

In its December 2000 Decision on NGTL 1999 Products and Pricing (Decision 2000-6),
the Alberta EUB approved a move to distance based transmission rates (Exhibit A2-5),°
and stated on page 50 and 51 of the decision:

“In summary, the Board believes that the receipt point specific tolling as
proposed by NGTL represents a reasonable balance of acceptable attributes of
sound rate making and will be in the public interest. The new rate design is
directionally positive in that it is more reflective of the cost of providing service.”

BC Gas stated in its 2001 Rate Design Application (Exhibit A2-6)'° (Tab 4, p. 10)

“The primary arguments in support of postage stamp rates are that postage
stamp rates are seen to be a fair and equitable way to recover costs of delivery
service from all customers, as well as easy to administer and understand.
Arguments in favor of regionally differentiated rates are based primarily on

9
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differences in the cost of service across different regions. Thus a decision to
depart from postage stamp rates requires an assessment of the degree to
which costs vary across regions versus the benefits realized through the use of
postage stamp rates.”

Terasen Utilities, in Exhibit C7-4 to BC Hydro’s 2007 Rate Design Application submitted
the following Testimony of EES Consulting on behalf of Terasen Utilities (page 3 and 5
of the Testimony):**

“Cost causation should be the foundation of the COS [Cost of Service] and rate
setting for BC Hydro.”

“The COS study is based on the principle that service should be provided at
cost. The determination of cost of service requires a study is driven by the
principles of cost causation (i.e., costs are allocated to those who cause the
cost to be incurred).”

Terasen Utilities, in Exhibit C7-4 to BC Hydro’s 2007 Rate Design Application,*? page
11, stated:

“In its application BC Hydro did not provide any rigorous analysis of the cost
causal nature of its distribution system to be used to classify distribution costs,
rather it based its classification on “experience and the practices of other
distribution utilities.” ... As this Rate Design Application and the inherent cost
allocations form the foundation for future rate design initiatives, it is important
that this foundation be based on generally accepted rate design principles,
including cost-causation.”

The Commission in its August 7, 2007 Reasons for Decision on An Application by
FortisBC Inc. for a Rate Design on the Big White Supply Project (G-87-07)* states on
pages 5 to 16:

“The Application also discusses certain implementation and policy issues
which, in FortisBC’s view, should be addressed prior to any decision to impose
a line extension charge, rate surcharge or zonal rates on Big White customers.
... The EES Report submits that “The pertinent technical question is whether or
not the revenues and allocated costs from/to the Big White area are

™ http://www.bcuc.com/Documents/Proceedings/2007/DOC_15516_C7-4_Terasen-Utilities-Evidence.pdf (page 18,

19 of pdf)

http://www.bcuc.com/Documents/Proceedings/2007/DOC 15516 C7-4 Terasen-Utilities-Evidence.pdf
http://www.bcuc.com/Documents/Proceedings/2007/DOC_16326_G-87-07_FBC_Big-White-RD-Reasons-for-
Decision.pdf

12
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significantly different from those revenues and allocated costs collected from/to
other areas within the FortisBC service territory to warrant special and unique
retail rate treatment for the Big White area.” (p. 5)

“The COS analysis demonstrates that ... with the Project costs assigned
directly to the Big White area, the revenue to cost ratio is approximately 84
percent after load growth has occurred. The Commission Panel agrees with
FortisBC that all of these results fall within the range of revenue to cost ratios of
the other communities in the FortisBC area that were analyzed and notes that
the EES Report ... suggests that the entire FortisBC service area would face a
similar variability between areas and towns. ...

The Commission Panel, therefore, agrees with FortisBC that an analysis of the
revenues and allocated costs indicates that Big White is not sufficiently
different from other areas in FortisBC’s service territory to warrant special and
unique retail rate treatment.” (pp. 15-16)

The Commission, in its October 19, 2010 Reasons for Decision on FortisBC Inc. 2009
Rate Design and Cost of Service Analysis (COSA)* (G-156-10) stated:

10.1

“BCMEU [British Columbia Municipal Electric Utilities] argues in support of the
continued use of a common class for municipal customers, stating that .... the
BCMEU members have similar revenue to cost ratios under standard COSA
principles, although not under FortisBC’s proposed COSA approach [and] no
other customer class is harmed by a consolidation approach and it is revenue
neutral to FortisBC ... .” (p. 14)

“The Commission Panel agrees with each of BCMEU’s arguments in favour of
a single class and determines that the Wholesale customers (other than Nelson
which will remain its separate class) can be considered to be a single class for
COSA purposes. The Commission Panel directs FortisBC to re-run the COSA
on this basis.” (p. 18)

Previous regulatory decisions appear to support an approach of only moving to
postage stamp rates where costs in the different regions are similar (i.e. where
postage stamp rates are more, rather than less, cost reflective compared to the
existing rate). Doe FEU agree with this conclusion? If no, please explain why.

14
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Response:

No, the citations in the preamble to this IR weigh the particular merits of the rate design
applicable to the particular utility at that time and do not make statements about when it is
appropriate to move to postage stamp rates generally. Further, many of the items cited in the
preamble to this IR do not support the conclusion posed that moving to postage stamp rates is
only appropriate where costs in the different regions are similar. For example:

1. The 2001 BC Gas Rate Design Application citation above states that costs must be
weighed against the various benefits of postage stamping across the regions of the
utility. In other words, the costs considered have to be weighed against the various
benefits of the postage stamp rate design that was already in place for BC Gas at the
time.

2. The 2007 BC Hydro Rate Design proceeding citation states that the classification of
distribution costs should be based on cost causation. This citation deals specifically with
the cost causation associated with the postage stamp rate design in place for the last
approximately 45 years at BC Hydro, not whether BC Hydro should move to postage
stamp rates.

3. While the 2007 FortisBC Inc. Rate Design on the Big White Ski Project Decision states
that the cost of service of the area relative to other areas is an important consideration,
the decision cites other considerations for postage stamping the rates of the Big White
Ski Project in with the rest of FortisBC such as the nature of extension, government
policy and other utility practice. In this case, the citation deals with the appropriateness
of applying the postage stamp rates already in place at FortisBC to the Big White Ski
Area extension.

4. The 2009 FortisBC Inc Rate Design Decision citation is with regard to the
appropriateness of maintaining a single rate class for municipal customers, not whether
it is appropriate to move to postage stamp rates across entities. The full quote from the
FortisBC Decision includes a number of considerations, as follows: “(i) they each have a
customer mix which is primarily residential; (i) the BCMEU members have similar
revenue to cost ratios under standard COSA principles, although not under FortisBC’s
proposed COSA approach; (iii) each of the BCMEU members support retaining one
customer class; and (iv) no other customer class is harmed by a consolidation approach
and it is revenue neutral to FortisBC.”

Moreover, postage stamp rates are the most commonly accepted rate design, the premise of
which is to have the same rate regardless of location. Every example of postage stamp rates
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represents a regulatory decision in which different regional costs were shared amongst all
customers. Please also refer to the responses to BCUC IRs 1.7.2 and 1.13.1.

As EES stated on page 6 of its report in Appendix D-1 of the Application:

“In comparing postage stamp pricing to regional pricing, it is important to consider
standard utility practice as well as equity among customers, accuracy of the data
involved, and practical considerations. Regional pricing can provide a greater reflection
of actual costs but requires a greater administrative burden and relies on being able to
accurately split out costs for shared facilities. However, postage stamp pricing simplifies
the process, treats all customers in the same manner, and reflects the shared nature of
many facilities.”

“Postage stamp pricing better reflects the fact that utility systems have a high level of
interconnection, and facilities are most often shared among large groups of customers.
Facilities closer to the customer, like distribution facilities, are more closely tied to local
groups of customers, while facilities upstream from the customer, like transmission, are
generally used by all customers on the system. When the FEU service areas had
separate ownership they were operated as stand-alone entities and needed to rely on
their own facilities to deliver gas to customers. Each separate utility had postage stamp
rates within their service areas. The acquisition of the different utilities led to operational
efficiencies and resulting cost savings. This includes greater integration of existing
facilities and installation of new facilities that benefit the entire utility. As the systems
become more and more integrated, the application of postage stamp pricing across all
regions becomes more appropriate.”

10.2 Do FEU agree that cost causation should be the foundation of rate setting? If
no, please explain why not.

Response:

The FEU agree that cost causation should be a foundation of rate setting, and cost causation is
a foundation of the Companies’ proposed postage stamp rates. The cost causation principle is
also adhered to in the current postage stamp rate design existing within FEI (excluding FEFN)
and this principle is being extended across the FEU. The recovery of the costs in FEI is the
basis for the postage stamp rates within FEI and the Companies are proposing a similar
approach that incorporates all of the service areas of the FEU.
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Cost causation must also be balanced with other rate setting principles for the unique
circumstances in each proceeding. In many of the proceedings cited in the preamble to the IR,
the postage stamp context was with regard to overall rate rebalancing of the utility rates
amongst its various existing postage stamped rate classes. The FEU submit that the
circumstances are significantly different in this proceeding, and that the FEI (including FEFN),
FEVI and FEW costs combined in the amalgamated COSA are appropriate to be used as a
foundation for postage stamp rate setting in this proceeding.

10.3 Do FEU agree that alignment with cost causation principles/avoidance of cross-
subsidies should be a key evaluation criteria in evaluating FEU'’s proposal to
move to postage stamp rates? If no, please explain why not.

Response:

The FEU agree that alignment with cost causation principles is one evaluation criteria in
evaluating the Companies’ postage stamp rate proposals. Cost causation must be balanced
with the other rate design principles and used as a guide to the appropriate rate for each
customer class. The FEU believe that the revenue to cost ratios as stated in Table 9-10 on
page 220 of the Application reflect a reasonable basis for the rates for each class considered
and that no rebalancing is required. The Companies also believe that as stated in the response
to BCUC IR 1.10.1 that costs can vary significantly within a postage stamped area (as they do
today within each existing service area), and that this should not preclude the combination of
the costs and setting postage stamp rates for the benefit and fairness to all customers in the
amalgamated service area.
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11.0 Reference: Requestfor Common Rates
UCA, Section 60 (2) to (4); Exhibit B-3, Exhibit B-3-1, Appendix H-5-9
Distinct or Special Area — Section 60 (2) to (4)
Section 60(2) to (4) of the Utilities Commission Act states:

(2) In setting a rate under this Act, the commission may take into account a distinct or special area served by a
public utility with a view to ensuring, so far as the commission considers it advisable, that the rate applicable in
each area is adequate to yield a fair and reasonable return on the appraised value of the plant or system of the
public utility used, or prudently and reasonably acquired, for the purpose of providing the service in that special
area.

(3) If the commission takes a special area into account under subsection (2), it must have regard to the special
considerations applicable to an area that is sparsely settled or has other distinctive characteristics.

(4) For this section, the commission must exclude from the appraised value of the property of the public utility
any franchise, licence, permit or concession obtained or held by the utility from a municipal or other public
authority beyond the money, if any, paid to the municipality or public authority as consideration for that
franchise, licence, permit or concession, together with necessary and reasonable expenses in procuring the
franchise, licence, permit or concession.

11.1 If the Commission takes a distinct or special area into account for ratemaking
purposes, would a COSA Study prepared consistently with those in Appendix
H-5 to H-9 (using embedded costs) need to show a total revenue: cost ratio of
close to 100 percent in order to demonstrate that an area is adequate to yield a
fair and reasonable return on the appraised value of the plant or system of the
public utility used, or prudently and reasonably acquired, for the purpose of
providing the service in that special area? Please explain why or why not.

Response:

If an area was determined to be a distinct or special area for ratemaking purposes, and a
separate COSA could be established for that area with clearly defined assets and costs
attributed to the area, then the revenue to cost ratio would be expected to be 100% for the
assigned revenue requirements for the area as a whole (but not for each customer class) to
ensure that a fair and reasonable return was provided for the distinct area. This would only be
the case if the Commission determined that the area must be treated as a stand-alone utility in
terms of costs and that the revenue requirements must be totally separated from the remaining
portion of the utility costs.

A rate could be determined for a distinct or special area that was based on a relationship
between the distinct area and the remaining area of the utility that would not require a separate
COSA for the area. In this case, the COSA for the entire utility area would expect to yield a
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100% revenue to cost ratio for the total revenue requirements to ensure a fair and reasonable
return. However, there would not be a revenue to cost ratio calculated for the distinct area.

11.1.1  What do FEU interpret “appraised value of the plant or system” to
mean?

Response:

The FEU interpret the appraised value of the plant or system to mean the rate base value
(usually historical costs less accumulated depreciation) of the FEU’s plant or system. To the
FEU’s knowledge, this interpretation reflects the consistent practice of the Commission and
other similar regulatory tribunals.

11.1.2 Does the cost included in FEU’'s Fully Distributed COSA Studies
include any franchise, licence, permit or concession obtained or held
by the utility from a municipal or other public authority beyond the
money, if any, paid to the municipality or public authority as
consideration for that franchise, licence, permit or concession,
together with necessary and reasonable expenses in procuring the
franchise, licence, permit or concession? If yes, please identify the
amounts included.

Response:

The FEU Fully Distributed COSA study includes $55 thousand of annual depreciation expense
related to Account 401-00, Franchise and Consents.  Further, although not directly included in
the cost of service, the lead lag days used in the determination of the cash working capital
component of rate base account for the collection and remittance of franchise fees in applicable
municipalities.

To clarify, although there is a small balance in plant and consideration of the working capital
impact in rate base, the Fully Distributed COSA studies do not include the franchise, licence or
permit fees collected from customers on behalf of the municipalities where such fees may apply.
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Please refer to Appendix J-1, Schedule 16, Line 7 and Schedule 18, Line 7 for details on

Account 401-00.

11.1.3

Response:

Assuming customers in the “unique and special area” did not provide
a significant contribution to the original extension and additional
benefits were minimal, what do FEU consider would be an
acceptable range that the total revenue: cost ratio for each distinct
and special area could vary from 100 percent and yet still be
considered reasonable. Please explain.

In this case, the acceptable revenue to cost ratio would be 100 percent for each area, with the
same qualifications as provided in the response to BCUC IR 1.11.1.

11.1.4

Response:

Do FEU consider that the acceptable range would change if
customers in the “unique and special area” contributed significantly
to the costs of the original extension to the area? If yes, please
explain how.

The acceptable range would not change because the revenue requirement would already take
into account any contributions made to the original extension to the area, which in turn would be
accounted for in the revenue to cost ratio.

11.15

Do FEU consider that the acceptable rate would change if there were
other widespread benefits to customers outside of the “unique and
special area” from a move to postage stamp rates? If yes, please
explain how.
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Response:

If there were widespread benefits to customers outside of the “unique and special area”, the
FEU do not believe that the area in question would meet the conditions necessary to treat it as a
stand-alone utility in terms of developing a separate revenue requirements and COSA.

11.2 Please describe the “distinctive characteristic’ considerations that FEU
consider should be considered in an evaluation of postage stamp rates.
Please explain in your response if these characteristics should include (and if

so, to what extent) economic development, sparsely settled

environmental and social considerations.

Response:

regions,

The FEU has not found any areas within the FEU service areas that it considers to have the
“distinctive characteristics” required in the Act. Distinctive characteristic considerations of
unique and special areas might include economic development, sparsely settled regions,
environmental and social considerations. It would also require that the area could be operated
on a stand-alone basis and would not be part of a system that is planned for and operated on an

integrated basis.
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12.0 Reference: Requestfor Common Rates

Exhibit B-3, Section 6, pp. 107, 108; Reasons for Decision for Order
G-17-06, pp. 7, 10; Exhibit A2-4, Alberta EUB Decision U96055, p. 27

Dinstinct and Special Area - District of Chetwynd

The FEU state on page 107 and 108 of the Application “EES Consulting states:.‘In 2004
the District of Chetwynd, which is within the FEI service area, filed a complaint
challenging the postage stamp rates and requesting separate rates for the District. The
Commission rejected the request in Letter No. L-24-04 and upheld the continuation of
postage stamp rates.”

In the Reasons for Decision to Order G-17-06 (Application by Terasen Gas Inc. for
Approval of Operating Terms for the Supply and Distribution of Natural Gas Service
within the district of Chetwynd) dated February 2, 2006 the Commission states on page
7 and 10:*°

“Terasen noted that the District of Chetwynd has proposed fees of
approximately 11 percent but also suggested that these fees should not be
charged back to the residents of Chetwynd. Terasen objected to this
suggestion as it would have the effect of Terasen either not recovering its cost
of service or having to recover this cost from all customers served by Terasen.

The Commission continues to hold the view .. that franchise/operating
agreements and gas rates for customer are issues that largely need to be
resolved separately and, therefore, finds no compelling reason for a new short-
term Operating Agreement given that rate matters are determined and set by
the Commission from time to time in the duration of any operating agreement.”

Alberta Energy and Utilities Board (EUB) June 12, 1996 Nova Gas Transmission Ltd.
(NGTL) Decision on a 1995 General Rate Application — Phase Il (Decision U96055)
stated on page 27 (Exhibit A2-4) with regard to postage stamp versus distance sensitive
gas transmission rates:*®

“Before making a change in toll design, the Board would need to be satisfied,
on the basis of clear and convincing evidence, that greater efficiencies or cost
savings would accrue to the benefit of shippers overall.”

15
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12.1 Have FEU consulted with the District of Chetwynd on the Application? If yes,
please document the results of that consultation. If no, please explain why not.

Response:

The FEU consulted with the FEI Inland service area, which includes the District of Chetwynd. In
addition to canvassing Inland customers through market research’’ and public information
sessions, Inland stakeholders, including the District of Chetwynd, received stakeholder letters.'®
On receipt of a second letter, the District of Chetwynd requested that the FEU provide further
information on the projected impacts to Chetwynd as a result of common rates.” The District of
Chetwynd was provided with the approximate rate impacts for the region and was also informed
that the FEU were examining approaches to phase-in the increase so as to mitigate the rate
increase in the short-term. Once the rate impacts had been provided, no further
correspondence was received from the District of Chetwynd.

12.2 Do FEU agree that, in considering if the district of Chetwynd should be added
as a “distinct or special area,” the Commission should be satisfied, on the basis
of clear and convincing evidence, that greater efficiencies or cost savings
would accrue to customers overall; that the magnitude of the changes to
affected parties are acceptable; and that benefits in the broad public interest
would result? If no, please document the criteria that FEU consider should be
used in evaluating this option.

Response:

The FEU have not applied for Chetwynd, or any other area, to be considered as a distinct or
special area. Please refer to the response to BCUC IR 1.8.1.

" Market Research results by region can be found in Appendices E-5 and E-6 of the FEU Common Rates,

Amalgamation and Rate Design Application. Please note that Inland customers are classified as Interior
customers within the market research.

8 Refer to the FEU's response to BCUC IR 1.107.1 for the November letter and Appendix E-9 of the Application for
the January letter.

19 Refer to the FEU'’s response to BCUC IR 1.107.2 for District of Chetwynd letters.
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Reference: Request for Common Rates

Exhibit B-3, Section 4, p. 71, Section 10, p. 232; Reasons for
Decision for Order

G-171-07, pp. 7, 33
BC Hydro — Postage Stamp History

The FEU, on page 71 of the Application, state: “The postage stamping of rates within
the FEU’s largest service areas reflects the most widely accepted practice in the utility
industry and the rate design approved by the Commission for most utilities in BC. In
particular, postage stamp rates are consistent with the rates approved for the electrical
utilities in the Province, namely, BC Hydro and FBC.”

The Commission, on page 7 and 33 of its Reasons for Decision on BC Hydro’s 2007
Rate Design Application Phases Il and Ill (Order G-171-07 dated December 21, 2007)%
stated:

“BC Hydro states that upon its formation in 1962, it assumed responsibility for
the supply of electricity to the majority of B.C. residents from its predecessor
companies, the B.C. Power Commission and B.C. Electric and that, in 1962,
the residential rate was established on a “postage stamp” basis throughout the
province with the government agreeing to provide a subsidy of $150,000
towards the losses incurred in districts served by diesel generation.

BC Hydro states that in 1966 the provincial government established the policy
that it was not prepared to subsidize electric space heating from diesel
generated electricity in the Atlin district, and that two separate tariff or rate
zones were to be created, following which BC Hydro applied the same principle
to all districts served by diesel generation. BC Hydro states that Zone Il has
been a separate rate zone on BC Hydro’s rate map since January 1967 ...”

The FEU state on page 232 of the Application: “there is a very high seasonal occupancy
rate for properties in Whistler (during the conversion project from propane to natural gas
FEW found that approximately 70% of the residential dwellings in Whistler were not
occupied year-round), ... many property owners live outside of British Columbia.”

The FEU state on page 66 of the Application: “In 2008, 91% of the FEU’s residential
customer base used natural gas as the main space heating fuel. Regionally, Table 4-4

20 hitp://mww.bcuc.com/Documents/Proceedings/2007/DOC 17589 12-21 BCH_2007RDA-Decision-

Phases 2&3 Final.pdf
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below indicates the lowest proportion of homes using natural gas as the main space
heating fuel is within FEVI and FEW.”

13.1 Commission Order G-171-07 appears to indicate that BC Hydro put postage
stamp rates in effect initially at the request of the provincial government. Has
the provincial government requested that FEU introduce postage stamp rates?
If yes, please provide supporting evidence.

Response:

No, the provincial government has not requested that postage stamp rates be applied to the
FEU’s service areas. However, provincial government policy has been in favour of postage
stamp rates. The following provides evidence of the support for postage stamp rates in BC:

1.

In the BC Hydro 2007 Rate Design Application (RDA), BC Hydro filed a 2003 letter from the
Minister of Energy to the President of the Union of BC Municipalities that made direct
commitment to the continuance of the postage stamp rate design in the context of the
Heritage Contract Inquiry (BC Hydro 2007 RDA, Exhibit B-47, included as Attachment 13.1).

In response to an information request in the BC Hydro 2007 RDA BC Hydro stated its
support for postage stamp rates as follows:

‘BC Hydro considers postage stamp rates to be a fundamental rate design
objective.... The application of postage stamp rates has been in place for many decades
and continues to remain a cornerstone of rate design for BC Hydro. Absent any policy
direction from the provincial government it is unlikely that BC Hydro would move away
from this fundamental rate design objective. The 2007 Energy Plan does not contain any
policy actions specifically encouraging or requiring a move away from postage stamp
rates.

BC Hydro notes that the concept of postage stamp rates is practiced by most distribution
utilities, as a matter of public policy, and in some jurisdictions is also mandated through
legislation.”

The FEU agree with BC Hydro that the concept of postage stamp rates is common among
distribution utilities, and in some jurisdictions it is also mandated through legislation.

Changes to the BC Hydro System Extension Test (SET) coming out of the BC Hydro 2007
RDA place new customers on an equitable footing with existing customers in terms of
connecting to the system, particularly with respect to the cost of electricity. The SET no



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. S Page 57
Information Request (“IR”) No. 1

longer includes the marginal cost of electricity in the analysis so that the test is no longer
skewed in favour of existing customers relative to new customers. In effect, it recognizes a
pooling of electricity supply costs (Heritage power and new IPP supply resources) resulting
in the test being more compatible with BC Hydro’s position on postage stamp rates and
recognizes a fair approach to customer attachments. Since the required contributions from
new customers do not incorporate the marginal cost of power the revised SET sustains the
BC Hydro postage stamp rate structure by granting new customers similar access to
Heritage Resources as existing customers.

4. In the FortisBC Inc. 2009 Rate Design and Cost of Service Analysis Decision, dated October
19, 2010, the Commission stated (at p. 69) that the postage stamp principle followed by
FortisBC is supported by government policy. The Commission Panel also noted (at p. 69)
that “the current policy, supporting same rates to all members of a class regardless of their
location in the Province, can also be interpreted to support the idea that the FortisBC
residential customer rate structure should more closely resemble the BC Hydro residential
rate structure.” (At the request of the Commission Panel the letter in Attachment 13.1 was
also filed in the FortisBC Inc. 2009 RDA as Exhibit A2-1.)

5. In the case of the amalgamation of Terasen Gas (Squamish) Inc. into FEI (see section
3.2.1.3 of the Application, pages 25 and 26) the provincial government supported the
postage stamp rate principle in place for FEI by requiring in Special Direction No. 3 (dated
Nov. 2, 2006) that “(i)n regulating and fixing rates for amalgamated TGI, the commission
must apply the Terasen Gas Inc. Tariff and must not apply the Terasen Gas (Squamish) Inc.
Gas Tariff.”

6. The provincial government supported the retention of BC Hydro’s postage stamp rate
structure in the establishment of the Remote Communities Regulation (O.l.C. 509 dated
June 25, 2007) and Special Direction No. 10 (O.I.C. 508 dated June 25, 2007). In
combination, these require the Commission to allow BC Hydro to recover the costs of the
projects undertaken in the specified remote communities in its revenue requirements and
that the customers in those communities be charged the existing postage stamp rates
(whether Zone 1 or Zone 2 rates).

7. The Commission has historically recommended or supported the postage stamp principle.
An example is a large system upgrade of the electricity service by FortisBC to the ski resort
at Big White (refer to page 108 of the current Application). A significant issue in the hearing
pertained to whether the service to Big White should attract an incremental toll after the
project was completed since the system upgrade would only (or primarily) benefit customers
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at Big White. In BCUC Order G-87-07, the Commission determined that the extension to Big
White should not be subject to an incremental toll and should be rolled into FortisBC
electrical rates, thereby sustaining the postage stamp principle that was in existence across
the FortisBC service territory. Another example, is Letter No. L-24-4 in response to the
complaint from the District of Chetwynd, as discussed on page 115 of the Application.

13.2 Do FEU consider it is reasonable to assume that a key driver for BC Hydro’s
postage stamp approach is to mitigate potentially high electricity costs in

remote communities? Please explain why or why not.

Response:

The FEU do not believe that mitigating potentially high electricity costs in remote communities
was a key driver in BC Hydro’s postage stamp approach since the BC Hydro service territory is
divided into only two zones, Zone 1 for integrated areas and Zone 2 for non-integrated areas.
There are many methods BC Hydro could have adopted if the objective was simply to mitigate
high electrical costs in remote communities; however by implementing an “integration approach”
BC Hydro was able to support the postage stamp objective to keep rates the same in each area.
Therefore it is reasonable to assume that the key driver was to have the same rates across the
province for grid-connected customers (i.e. Zone 1 customers) in the same rate classes, which
comprised the great majority of electric customers of the combined entity. The postage stamp

rates were applied to non-integrated areas as well.

13.2.1 Do FEU consider that FEVI and FEW customers also fit the criteria of
remote communities who require financial assistance to meet their

basic needs? If yes, please explain why.

Response:

No, the FEU do not consider that FEVI and FEW fit the criteria of remote communities.
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The FEU do not believe there is anything in the Remote Communities Regulation that states or
otherwise implies that the residents of remote communities need financial assistance to meet
their basic needs. The FEU believe that the intent of the provincial government in establishing
the Remote Communities Regulation and Special Direction No. 10 was to express its view to
the Commission that the benefits of BC Hydro’s postage stamp rate structure (in either Zone 1
or Zone 2) should be extended to communities that otherwise may not have access to these

benefits.

13.2.2 Do FEU consider that provision of delivered gas to vacation homes,
and where customers only have low gas use appliances such as
ornamental fireplaces, stoves and BBQs, are consistent in terms of
the overall benefits to BC as electricity provided to remote
communities? If yes, please explain how.

Response:

The FEU do not accept the characterization in the question of customers with very low energy
use as being representative of the customers of FEVI and FEW. Customers with low gas use
overall would be more likely to be subject to a contribution when they connect to the natural gas
system. However, the energy uses mentioned in the question represent very efficient and
valuable uses of energy.

The FEU are not in a position to judge whether the provision of natural gas to the important
communities of Vancouver Island and Whistler is more or less beneficial to B.C. than electric
service to remote communities. However, the provincial and federal governments have
consistently supported the provision of natural gas service to Vancouver Island; the Whistler
Pipeline and Conversion Projects were supported by the RMOW and granted CPCNs by the
Commission. The FEU provide a significant amount of energy to these communities, which is
relied on for a variety of uses.

BC Hydro’s postage stamp rates, as referred to in the preamble of this IR, extend to the
communities of Vancouver Island and Whistler.
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14.0 Reference: Requestfor Common Rates

Reasons for Decision for Order C-4-09, p. 3; Reasons for Decision
for Order

G-58-10, pp. 6, 10;

BC Hydro —Remote Community Electrification

The Commission, on page 3 of its September 15, 2009 Reasons for Decision on an
Application by BC Hydro for a CPCN for the Toad River Remote Community
Electrification project (C-4-09) stated:*

“By Order in Council No. 508 dated June 25, 2007 the Provincial Government
issued Special Direction No. 10 to the BCUC, section 5 of which provides that ,
in setting rates for BC Hydro, the Commission must ensure BC Hydro’s “rates
and classes of service available to customers in the non-integrated area
[defined as Anahim Lake, Atlin, Bella Bella, Bella Coola, Dease Lake,
Eddontenajon, Queen Charlotte Islands and Telegraph Creek District], ...are
available to customers who receive electricity service under section 2 of the
Remote Communities Regulation.” It further provides that, in setting rates for
BC Hydro, the Commission must ensure that the rates are sufficient to allow
BC Hydro to, amongst other things, recover the costs related to the provision of
such service.”

The Commission, on page 6 and 10 of its March 26, 2010 Reasons for Decision on an
Application by BC Hydro on the Southern St’at'imc Electrification Project Application (G-
58-10) stated:?

“The Commission recognizes the benefits of grid connection and accepts that
the added $9 million costs of grid connection (over the minimum costs of
providing service by way of diesel generation) is off-set by a customer
contribution in aid of construction which renders the grid connection alternative
revenue neutral to ratepayers. The Commission supports the recommendation
of BC Hydro to connect the Southern St’at'imc Communities to the grid. ...

“The Commission determines that the Southern St’'atimc Communities are
eligible to receive ectricity service from BC Hydro as Rate Zone 1 customers as
defined and specified in BC Hydro’s Electric Tariff once they are connected to
the BCTC integrated electrical grid.”

21

22

http://www.bcuc.com/Documents/Proceedings/2009/DOC 22853 C-4-

09 BCH%20Toad%20River%20Electrification%20Project.pdf

http://www.bcuc.com/Documents/Proceedings/2010/DOC 25181 G-58-10 BCH_St'at'imc-Electrification-Project-

Reasons.pdf
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http://www.bcuc.com/Documents/Proceedings/2010/DOC_25181_G-58-10_BCH_St'at'imc-Electrification-Project-Reasons.pdf
http://www.bcuc.com/Documents/Proceedings/2010/DOC_25181_G-58-10_BCH_St'at'imc-Electrification-Project-Reasons.pdf
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14.1 Would FEU be supportive of FEVI and FEW customers being treated
consistently with electric customers under BC Hydro’'s Remote Communities
Regulation, which requires that the Commission ensure that the rates are
sufficient to allow BC Hydro to, amongst other things, recover the costs related
to the provision of service to those areas? Please explain why or why not.

Response:

No, it is not necessary to invoke the principles from Special Direction No. 10 pertaining to
electric customers in remote communities for FEVI and FEW in the context of this Application.
The customers of FEVI and FEW are not in remote communities and the principles of
recovering costs and a reasonable return on investment are fundamental principles in
establishing utility revenue requirements. These principles are equally valid for separate utilities
individually or amalgamated utilities taken together.

Special Direction No. 10 does provide an example of government support for rolling in the costs
of projects in remote communities into the overall revenue requirements of BC Hydro. In that
sense Special Direction No. 10 is supportive of and sustains the postage stamp rate structure in
effect for BC Hydro.
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15.0 Reference: Requestfor Common Rates

Exhibit B-3, Section 6, pp. 107, 108

Practice of Other Utilities

The FEU state on page 107 of the Application:

“Postage stamp rates are the accepted regulatory approach approved by the
Commission for most other utilities in BC and are more widely accepted than
regional rates in the utility industry generally. EES Consulting states: ‘Both
regional rates and postage stamp pricing are seen for natural gas rates. Pacific
Northern Gas, ATCO Gas and Union Gas maintain regional rates for natural
gas. However, postage stamp pricing is the more widely accepted practice in
the utility industry ... Postage stamp rates also apply for AltaGas, Centra Gas
Manitoba, Heritage Gas, Gaz Metro and SaskEnergy, as well as the majority of
gas utilities inthe U.S. ... *”

The FEU state on page 108 of the Application:

151

Response:

“EES Consulting sums up the attributes of postage stamp rates as follows: ...
The current regional differences in delivery rates are a result of the past
ownership structure and do not necessarily reflect the same regional
separation that would occur based on operating and cost differences alone.”

Recognizing that postage stamp and regional rates can be the result of past
ownership structures, has the general trend in the gas delivery industry over
the last 20 years been to move from postage stamp to regional rates, or
regional rates to postage stamp rates? Please support your response with
examples.

The FEU has not completed an extensive review of trends in gas delivery rates over the past 20
years that would allow it to conclude if a trend exists. EES Consulting provides examples that
include both postage stamp and regional rates and concludes that postage stamp rates are

more common.

The approval of postage stamp vs. regional rates depends on the unique

circumstances of the utility in question.
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15.1.1  For any examples provided, please state the key reasons accepted
by the regulator for the rate design change.

Response:
The FEU did not provide any examples in the response to BCUC IR 1.15.1.

15.2 Please confirm that Union Gas customers are subject to postage stamp fixed
and variable delivery charges, but that commodity, storage and transportation
charges differ by delivery area.

Response:

The FEU understand that the delivery rates are postage stamped within the Northern and
Eastern rates but that delivery charges are different for the Southern rates. Commodity, storage
and transportation rates do differ by region.

15.2.1  Why, in the FEU’s opinion, would Union Gas have implemented
postage stamp delivery charges and regional commodity, storage
and transportation charges?

Response:

The FEU understand that Union Gas’s regional commaodity, storage and transportation charges
are a result of mergers prior to 1993. The FEU are not aware of why Union Gas has not
proposed to postage stamp these rates.

15.3 Please confirm that ATCO Gas customers on the Northern system pay different
fixed, variable and midstream (transmission) charges than those on the
Southern system.
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Response:

Confirmed.

15.4 What, in the FEU’s opinion, is the justification for ATCO’s implementation of a
two-region rate structure?

Response:

The FEU understand that ATCO’s two-region rate structure stems from a merger or acquisition
in 1999. The FEU is not aware of any justification for the continuation of this structure.

15.4.1 Do customers receiving gas in Pacific Northern Gas’ Fort St. John
service area pay Spectra’s T-South transportation charge as part of
their rate?

Response:

The FEU understand that customers receiving gas in Pacific Northern Gas’ Fort St. John service
area do not pay Spectra’s T-South transportation charge as part of their delivery rate, however,
they have some T-North Short-Haul tolls included in their gas supply cost.

15.5 Can the circumstances of Union Gas, ATCO and PNG provide a case for the
implementation of regional midstream rates in the FEU’s service areas?

Response:

No. The FEU have submitted its goals and reasons associated with proposing postage stamped
midstream rates. While the FEU may proceed with amalgamation if regional midstream rates
were determined by the Commission, the Companies do not believe that regional midstream
rates are the best and most appropriate method at this time. Each utility must look at its own
unique circumstances in determining rates.
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15.6 Can the circumstances of ATCO and PNG provide a case for the
implementation of regional delivery rates in the FEU’s service areas?

Response:

No. The FEU have submitted its objectives and described the benefits associated with
proposing postage stamped delivery rates and does not believe that regional delivery rates are
the appropriate rate structure for FEI Amalco. Each utility must look at its own unique
circumstances in determining its preferred rate structure. The circumstances at ATCO and PNG
may support a different approach for those utilities, but the circumstances of ATCO and PNG
and their decisions to maintain regional delivery rates are not relevant factors in setting the FEU

rate structure.
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16.0 Reference: Requestfor Common Rates

UCA, Section 59 (1) and (2); Exhibit B-3-1, Appendix G-4, p. 39;
Exhibit B-3, Section 9, p. 189; Reasons for Decision for Order G-45-

11, p.5
Evaluation Framework

Section 59 (1) and (2) of the UCA states:

59 (1) A public utility must not make, demand or receive

(a) an unjust, unreasonable, unduly discriminatory or unduly preferential rate for a service provided

by it in British Columbia, or

(b) a rate that otherwise contravenes this Act, the regulations, orders of the commission or any

other law.

(2) A public utility must not

(a) as to rate or service, subject any person or locality, or a particular description of traffic, to an

undue prejudice or disadvantage, or

(b) extend to any person a form of agreement, a rule or a facility or privilege, unless the agreement,
rule, facility or privilege is regularly and uniformly extended to all persons under substantially similar

circumstances and conditions for service of the same description.

Policy Action No. 4 of the 2009 BC Energy Plan (p. 39), filed at Appendix G-4 of the

Application, states:

“Explore with B.C. utilities new rate structures that encourage energy efficiency

and conservation.”

The FEU, on page 189 of the Application state:

“In considering the appropriate rate design, the FEU applied seven rate design
principles based on those identified by Dr. Bonbright in his widely accepted
work, “Principles of Public Utility Rates.” The seven principles adopted by the

FEU for the rate design, in no particular order, are:

* Customer Impact;

« Fairness;
* Economic Efficiency;
+  Stability;

+ Ease of Understandability;
* Competitiveness; and
* Recovering the Cost of Service.”
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The Commission, on page 5 of the Reasons for Decision for Order G-45-11 on BC
Hydro’s Residential Inclining Block Rate Re-Pricing Application (dated March 14, 2011)%
stated that “ ... the Commission is guided by the eight “Bonbright Principles” which can
be described as follows:

16.1

Response:

“Principle 1: Recovery of the revenue requirement;

Principle 2: Fair apportionment of costs among customers (appropriate cost
recovery should be reflected in rates);

Principle 3: Price signals that encourage efficient use and discourage
inefficient use (consideration of social issues including environmental and

energy policy);
Principle 4. Customer understanding and acceptance;

Principle 5: Practical and cost-effective to implement (sustainable and meet
long-term objectives);

Principle 6: Rate stability (customer rate impact should be managed);
Principle 7: Revenue stability; and

Principle 8: Avoidance of undue discrimination (interclass equity must be
enhanced and maintained).

(Source: James C. Bonbright, Principles of Public Utility Rates, Columbia
University Press, 1961)”

Why did FEU adopt the seven principles it did for rate design rather than
adopting the eight Bonbright principles listed above?

The decision to adopt the seven Rate Design Principles as filed in the FEU Common Rates and
Amalgamation application was based on past precedents to maintain regulatory consistency in
methodology with past FEU Rate Designs. Like the principles used by the Commission as set
out in the Reasons for Decision for Order G-45-11, the principles adopted by the FEU for this
Rate Design are based on those identified by James Bonbright. Table 1 below illustrates the
Commission approved rate design principles as filed in previous FEU Rate Design applications,
from which the current Rate Design principles in question were derived, and compares them to
those principles used by the BCUC in Order G-45-11.

3 http://www.bcuc.com/Documents/Proceedings/2011/DOC 27176 G-45-11 BCH-RIB-Re-Pricing-Reasons.pdf
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Table 1: Rate Design Principles Comparison - FEU Past Rate Design Applications & those used

by the BCUC in Order G-45-11

1993 BC Gas
Rate Design
Application

1996 BC Gas
Rate Design
Application

2001 BC Gas
Rate Design
Application

2010-2011 TGVI
Revenue
Requirement
and Rate Design
Application

2012 FEU
Common Rates
and
Amalgamation
Application

Principles used by the
BCUC as per Decision for

Order G-45-11

Recovering  the
Cost of Service

Recovering  the
Cost of Service

Recovering  the
Cost of Service

Recovering  the
Cost of Service

P1

Recovery of
Revenue
Requirements

Fairness

Fairness

Fairness

Fairness

Fairness

P2

P8

Fair apportionment of
costs among
customers
(appropriate cost
recovery should be
reflected in rates)

Avoidance of undue
discrimination
(interclass equity
must be enhanced
and maintained)

Economic
Efficiency

Economic
Efficiency

Economic
Efficiency

Economic
Efficiency

P3

Price signals that
encourage efficient
use and discourage
inefficient use
(consideration of
social issues
including
environmental and
energy policy)

Ease of
Understandability
& Administration

Ease of
Understandability
& Administration

Ease of
Understandability
& Administration

Ease of
Understandability
& Administration

P4

P5

Customer
Understanding and
acceptance

Practical and cost-
effective to
implement
(sustainable and
meet long-term
objectives)

Gradualism
(Customer
Impact)

Customer Impact

Customer Impact

Customer Impact

Customer Impact

P6

Rate Stability
(Customer Rate
Impact should be
Managed)

Stability

Stability

Stability

Stability

Stability

P6

P7

Rate Stability

Revenue Stability

Conservation

Competitiveness

Competitiveness

Competitiveness

P3

Price signals that
encourage efficient
use and discourage

inefficient use

(consideration of

social issues
including
environmental and
energy policy)

Maintain the
Safety and
Reliability of the
Utility System
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As Table 1 indicates, the eight guiding principles used by the Commission, as set out in the
Reasons for Decision for Order No. G-45-11, are embodied in the seven Rate Design principles
adopted by the FEU for this Application. As such, the Commission’s use of the eight ‘Bonbright
Principles’ as a guide to evaluating the FEU’s postage stamp rate proposal is consistent with
using those adopted by the FEU for the Common Rates and Amalgamation Application, with the
clarification around the use of “Competitiveness” discussed below.

With respect to “Competitiveness”, the FEU do not propose “Competitiveness” to be a rate
design criteria, but rather a guiding principle to be considered in conjunction with the remaining
principles. Ratemaking does not involve treating each principle as a necessary criterion that
must be met, but rather it involves managing the necessary trade-offs with regard to these
guidelines to achieve the most appropriate balance, while carrying out the objective of the rate
design.

In this Application, the principle of Competitiveness means the consideration of other fuel
alternatives and the changing market conditions in designing a rate. “Competitiveness” can be
considered a sub-component of economic efficiency insofar as it is consistent with Bonbright’s
characterization of efficiency, where efficiency in any new rates should:*

1) Decrease the delay and distortion of market signals;

2) Accommodate changes in market conditions;

3) Maintain cost control for all commodities and services delivered; and,
4) Enhance open access of the gas transportation network.

16.2 Do FEU agree with the Commission being guided by the eight “Bonbright
Principles” above in evaluating, for any “distinct or special” area identified by
the Commission, FEU’s postage stamp rate proposal under section 59 to 61 of
the UCA.

Response:

Please refer to the response to BCUC IR 1.16.1.

# James C. Bonbright, Principles of Public Utility Rates 2" Edition, Columbia University Press, 1988, Chapter 22,

p.51
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16.3 Do FEU agree that “Competitiveness” as a rate design criteria as proposed by
FEU in the Application is a sub-component of “economic efficiency”, in that
rates which results in uneconomic bypass of the utility would not be

economically efficient? If no, please explain why not.

Response:

Please refer to the response to BCUC IR 1.16.1.
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17.0 Reference: Overview of the FortisBC Energy Utilities
Exhibit B-3, Section 3.2.1.2, p. 23-6
Maintenance of Lower Mainland, Inland and Columbia Service Areas

“A new company, BC Gas Inc., was created in 1989 to amalgamate [Emphasis added]
the divisions of Lower Mainland Gas, Inland, Columbia, and Fort Nelson.”

“In its 1992 Revenue Requirements Application, BC Gas Ultility Ltd. (now FEI) sought
consolidation of its four gas divisions, including Fort Nelson.”

“The Commission approved postage stamp delivery charges for the Inland and Lower
Mainland residential, commercial and general firm service customers. Although the
Commission declined to include the Columbia region in the postage stamp delivery
charges approved for the Mainland and Inland, they did allow the Company to set the
same delivery rate for Columbia customers.”

“Since that time, the Lower Mainland, Inland and Columbia commodity rates have been
postage-stamped, while the midstream rates have maintained slight differences between
these regions.”

17.1 Please provide additional detailed background information regarding the
consolidation of the three gas divisions. What was the genesis for this
consolidation proposal? What were the main arguments for and against?
What were the major costs and benefits?

Response:

The predecessor companies to BC Gas Inc., B.C. Gas Inc. (Lower Mainland Division), Inland
Natural Gas Co. Ltd., Columbia Natural Gas Limited, and Fort Nelson Gas Ltd. were permitted
to legally amalgamate by the Lieutenant Governor in Council (LGIC) by Order-in-Council
681/89. Each of the predecessor companies then became divisions of BC Gas Inc.; each
division maintained its own rate base, cost of service, and rates (which were frozen during a
period of approximately three years while the entities were under the regulation of the LGIC).
Approval for regulatory consolidation was sought from the BCUC in BC Gas Inc.’s 1992 test
year revenue requirements application (“1992 RRA”). The Commission deferred making a
decision on regulatory consolidation until it could be considered as part of the utility’s Rate
Design Application in 1993 (“1993 RDA”). Commission Order G-63-92, regarding BCG’s 1992
RRA, stated the following on Page 20 of the decision:

“The Commission recognizes that a financial benefit would accrue to the utility
customers as a result of consolidation. While this saving is material, the canvassing of
the full impact on all customers is more important. The Commission believes that the
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Phase B Rate Design hearing will provide an appropriate forum for resolution of the
consolidation issue. Therefore, the Commission directs BC Gas to file its cost of service
studies on a divisional basis for that hearing. In the interim period, the company is to
maintain divisional rates.”

In the 1993 RDA, BC Gas Utility Ltd. proposed consolidation and postage-stamp margins on the
delivery component of its rates to residential and commercial customers in the Lower Mainland,
Inland and Columbia divisions. Fort Nelson was excluded from the consolidation proposal. The
Commission considered consolidation and postage-stamp rates to be separate issues, and
determined they would be dealt with independently.

Subsequently, the Commission approved the consolidation of the Lower Mainland, Inland and
Columbia regions for regulatory purposes, through Order G-68-93. The matter of postage-
stamped delivery rates was examined in the 1993 RDA hearing. In the Commission’s Decision
dated October 25, 1993 by Order G-101-93, the Lower Mainland and Inland Divisions were
approved for postage-stamped rates. Although, the Columbia Division was not included for
postage stamping the Basic, Demand and Delivery Charges for residential, Commercial, NGV
and General Service, the approved rates were the same as for Lower Mainland and Inland.

There were a number of reasons that were given as benefits of consolidation: seeking to
simplify utility regulatory requirements with respect to accounting, applications, reporting to the
Commission, legal concerns regarding not having unduly discriminatory rates, and the
opportunity to avoid associated duplicative costs. Dr. Waters, a consultant hired by the
Commission for the 1992 RRA estimated the savings from consolidation would be $500,000 per
year; Mr. Butler, a consultant hired by BC Gas Inc., estimated the savings would be $600,000
per year.

The following table lists the advantages (benefits) and disadvantages from consolidation that
were given in the 1992 RRA and repeated in the 1993 Phase B Rate Design, and those
identified in the current Common Rates, Amalgamation and Rate Design Application that would
still be applicable.
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Advantage / Disadvantage of Consolidation

1992 Revenue
Requirement / 1993
Phase B Rate Design

2012 Common Rates,
Amalgamation & Rate
Design

ADVANTAGES

Similar system design standards

\/

Similar main extension policies

\/

Similar policy re ownership of services & connections

<2

Similar costs for each of the entities

The same regulator (BCUC)

Service areas all within British Columbia

Operational & administrative management from one single management group

Similar Cost of Capital

Similar Capital Structure

Same accounting methodologies

Similar depreciation rates

Same test year

P I I I = ) |

Natural gas service originated at about the same time

Similar long run incremental costs

Economies of scale

Similar load characteristics of residential & commercial customers

Ll || ||| || ||| ||| =2]<2

25

For the 2001 and 2012 rate design applications, no LRIC studies were done by FEU. However, the single most important item in an LRIC for FEU would be the

long run incremental cost of gas which would be similar across FEI, FEVI, and FEW. Currently, there is approximately $1 / GJ difference between FEVI and
FEI due to hedging in FEVI and the treatment of UAF gas costs and company use gas costs. The commodity and midstream cost of gas is reviewed quarterly
by the Commission.
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Advantage / Disadvantage of Consolidation

1992 Revenue
Requirement / 1993

2012 Common Rates,
Amalgamation & Rate

mitigate rate shock

Phase B Rate Design Design
Difficulty in allocating operational & administrative costs & related capital overheads by division / N N
company & common costs
P_ostgg(_a-stamp margins meet criterion of providing just & reasonable rates that are not unduly N N
discriminatory
Simplify regulatory oyersight through eliminating duplicative reports, revenue requirements, N N
resource plans — savings to BCUC, Intervenors & Company
Standardized GT&C’s and rate schedules reduces the number of tariffs & rate schedules \ \
Greater rate / revenue stability \ \
Elimination of complexity & administration of projects that cross divisional / corporate boundaries \ \
Lower costs to finance future capital requirements \ \
E_Iimina_tion of the need to maintain accounts on a divisipnal basjs will allow more flexibility in N N
displacing gas from one area to another to meet operating requirements
Ease of extending service offerings \
Functional Integration N N
DISADVANTAGES
Postage-stamp rates would result in some customer rates increasing, phasing of increases could N

Potential for utility to experience ‘diseconomies of scale’

26

FEI varies, as FEVI use per customer is lower than FEI’s.

For similar types of customers, the load factor percentage is similar between FEVI and FEI. The use per customer for similar types of customers in FEVI and
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The FEU did not identify any major costs associated with consolidation when reviewing the
Commission decisions, BCGUL Application, and the expert witness evidence of Mr. Butler. The
Commission’s Phase B Decision did note BCGUL’s evidence that customers were favourable to
consolidation.

17.2 Was the consolidation of the divisions of Lower Mainland Gas, Inland,
Columbia, and Fort Nelson similar to the proposed option by the FEU in the
current application? If not, please discuss the differences and the reasons
therefore.

Response:

The 1993 Phase B Rate Design Application (“1993 RDA”) is similar to the current Application in
that both applications requested approval for a single revenue requirement (consolidation) for
the purposes of setting rates and rate design, a common set of rate schedules and a common
set of tariff general terms and conditions (GT&C’s). However, the 1993 RDA excluded the Fort
Nelson Division in its Consolidation proposal and did not seek approval for amalgamation. The
BC Gas predecessor utilities had already been amalgamated by the LGIC in 1989 by OIC
681/89. In the current Application, the FEU is seeking Commission approval for the
amalgamation of FEI, FEVI and FEW. The Application seeks to build on the 1993 consolidation,
by amalgamating the three utilities and consolidating the three smaller service areas of FEVI,
FEW and FEFN into the already consolidated Lower Mainland, Columbia and Inland service
areas.

Also refer to the response to BCUC IR 1.17.1.

17.3 Please clarify what is meant by “consolidation” of the four gas divisions. Does it
differ from amalgamation? If yes, please elaborate.

Response:

The terms “consolidation” and “amalgamation” are generally considered to be synonymous, and
are often used to describe the same concept. Although these two terms are often used
interchangeably, in the context of the 1992 Revenue Requirements Application and the 1993
Phase B Rate Design Application (“1993 RDA”), amalgamation and consolidation of the Lower
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Mainland, Inland, Columbia and Fort Nelson divisions were assigned distinct definitions. The
following is an excerpt from Appendix C of the 1993 RDA:

“It is recognized that there can be some confusion with respect to the use of the words

»

‘integration”, “amalgamation” and “consolidation”. For purposes of this Report;

Integration will refer to a centralising or merging of certain operations
of the utility, such as purchasing, engineering or planning,
so that one department can provide services to other
regions or divisions,

Amalgamation refers to the legal combination of two or more companies
into one corporate entity, and

Consolidation refers to the consolidation of the budgets, forecasts or
projections and other data obtained from a number of
regions or divisions.”

In terms of the current application before the Commission, the six service areas of the FEU
(Lower Mainland, Inland, Columbia, Fort Nelson, Vancouver Island and Whistler), already
operate under a common management structure. Therefore many of the benefits of
“integration” (as defined above) have already been achieved. Amalgamation as referred to in
this proceeding, includes both “amalgamation” and “consolidation” as defined above. This
Application proposes to merge the three legal entities into one legal entity (amalgamate), as well
as combine the revenue requirements for the six service areas, to facilitate the establishment of
postage-stamped rates (consolidate).

17.4 Please provide additional detailed background information regarding the basis
for the approval of postage stamp delivery charges for the Inland and Lower
Mainland residential, commercial and general firm service customers.

Response:

In its 1993 Phase B Rate Design Application, BCGUL requested postage-stamp margins for its
residential, commercial and general firm service customers across the Lower Mainland, Inland
and Columbia divisions. In Order G-101-93, the Commission approved postage stamp delivery
charges for the Inland and Lower Mainland residential, commercial, seasonal, general firm
service customers and NGV, while for the Columbia division allowed the same delivery rates to
be adopted for these customer classes but did not approve postage stamp rates per se.
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The following four points were noted by the Commission as the evidence from the company
supporting postage-stamping rates:

Fairness, equity and the spreading of risk were major reasons,
Less significant factors were simplicity and economic neutrality,

Customers perceive their rates to be fair and equitable if they pay the same rates for
similar services in all different parts of the province, and

The Utility’s Fully Distributed Cost studies demonstrated that the revenue to cost ratios
of residential and commercial customers, based on its proposal would be similar and
within the +/- 10 percent band of reasonableness.

Order No. G-101-93 provided the following explanation in its decision to approve postage stamp
delivery charges for the Inland and Lower Mainland residential, commercial and general firm
service customers:

“The Commission is of the view that, on balance, where the revenue to cost ratios and
other conditions are similar, the perceived fairness and simplicity of postage-stamping
outweighs the other considerations. However, where the nature of the rate base, the
customer makeup, the gas supply administration, the operational characteristics and the
overall cost structures between Divisions have historically differed, and there is no
anticipation of early closer alignment, postage-stamping may not be appropriate.

In BCGUL’s case, both the Lower Mainland and Inland Divisions are facing rapid
customer growth. The resulting growth in rate base is not shared by the Columbia
Division. Also, because of its grid system design and location, the Columbia Division
experiences different operating and maintenance costs. On a broader basis, BCGUL
has recognized, and the Commission has confirmed, gas supply cost differences exist
between Divisions.

Although consolidation was widely publicized and was generally supported by the
interior communities, postage-stamping did not appear to be as well-understood or to be
fully supported (T. 151). In fact, the witness for Line Creek Resources Ltd. spoke
against postage-stamp rates due to the uniqueness of the Columbia system (T. 208).”

Based on the Commission’s conclusion that the Columbia region was sufficiently different from
the Inland and Lower Mainland divisions, postage stamping was only approved for the Inland
and Lower Mainland’s residential, commercial and general firm service customers.
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The Lower Mainland, Inland and Columbia service areas’ delivery rates have remained the
same in these rate classes since January 1, 1994. In addition, while the structure of commodity
and mid-stream charges has evolved over time, since the introduction of commodity unbundling
(Customer Choice), the commaodity charges for the three regions have been postage stamped,
while slight differences in the midstream rates have remained in effect.

17.5 Why were postage stamp delivery charges not applicable to all customer
classes of Inland and Lower Mainland?

Response:

In its 1993 RDA Phase B Rate Design Application, BCGUL requested postage-stamp margins
for the residential, commercial and general service firm customers. The postage-stamp margin
proposal did not apply to large industrial customers, and customers with negotiated bypass
rates. In his testimony on July 6, 1993, Patrick Lloyd of BCGUL explained that the BCGUL
proposed that the existing large industrial interior customers be grandfathered into Rate
Schedule 22A (Inland Division) and 22B (Columbia Division), and that these Rate Schedules
(22A and 22B) be closed. Any new large industrial customers would negotiate their rates on a
customer-by-customer basis under Rate Schedule 22. The reason at that time in 1993 for not
postage stamping the large industrials was that the service between the Lower Mainland large
industrials and the Interior industrials was viewed as being significantly different. The Lower
Mainland customers were receiving almost exclusively only interruptible service, whereas, the
Interior customers transported most of their gas volumes under firm service, and typically used
smaller quantities under interruptible service. At the time of the Phase B hearing the Columbia
industrial customers also had a “uniquely linked rate design”.

Regarding new firm large industrial customers, the Commission, in its Decision (Pages 45 and
46) encouraged flexibility around rates and rate structures. The rate(s) “must consider long-run
incremental costs, but otherwise BCGUL is encouraged to be flexible as to the tariff structure so
long as the time value of money is considered”. However, negotiated rates for new industrial
customers would be subject to BCUC approval.

17.6 Please provide additional background information regarding the reasons for
declining to include the Columbia region in the postage stamp delivery charges.
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Response:

In BCUC Order No. G-101-93, the Commission declined to approve the postage stamping of
delivery charges for the Columbia region with those of the Lower Mainland and Inland Service
Areas. Please refer to the response to BCUC IR 1.17.4 for the relevant excerpts from the
Reasons for Decision for Order No. G-101-93.

At that time, the Commission concluded that the Columbia Division was sufficiently different
from the Inland and Lower Mainland divisions, and therefore should not be “linked” to the
postage stamp rates that were approved for the Inland and Lower Mainland Divisions’
residential, commercial and general firm service customers. While the Commission did not
approve postage stamping in principle BCGUL was allowed to set the delivery charges for the
Columbia Service Area at the same rates as those in the Lower Mainland and Inland Service
Areas.

The delivery charges for residential, commercial and general firm service in the Columbia
Service Area have remained the same as those in the Lower Mainland and Inland Service
Areas since January 1, 1994. Over time other aspects of commonality and postage stamping
have been extended to the Columbia Service Area. For instance at the time of the 1993 RDA
historical gas supply arrangements were still in effect for the Columbia Service Area. When
these gas supply contracts came to an end the replacement gas supply arrangements were
merged with the gas supply portfolio of the Lower Mainland and Inland Service Areas and the
1991 RDA Phase A gas cost allocation principles began to be applied to all three service areas.
During the development and implementation of the Customer Choice program, in which the gas
supply portfolios were separated into commodity and midstream components, the commodity
rates in all three service areas were postage stamped.

17.7 Please provide additional detailed background information regarding the
reasons why commodity rates were postage-stamped and midstream rates
remained differentiated (regionalized?)

Response:

The 1991 Phase A Rate Design proceeding established the principles for allocating gas supply
costs, which at the time included all commodity costs and midstream costs. Consistent with the
gas cost allocation methodology established in the 1991 Phase A, some costs related to third
party pipeline transportation and service area UAF are streamed to the different regions. For
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example, a portion of the Westcoast Pipeline charges are streamed to the Lower Mainland
Division. Further, and also consistent with the 1991 Phase A, the underlying principles for
allocating costs remain, as variable costs are allocated on a volumetric basis, and fixed costs
are allocated to the sales customer classes on a load factor adjusted basis.

The January 16, 2004 Commodity Unbundling and Customer Choice Phase 1 Cost Allocation
Application (the “January 16 Application”) dealt with the separation of the GCRA into the new
CCRA and the MCRA deferral accounts, and the commodity and midstream rate setting
mechanisms. The January 16 Application proposed that the gas cost allocation methodology
currently in place for the GCRA remain unchanged and be consistently applied to the various
gas cost components whether reassigned to the CCRA or the MCRA. The gas cost deferral
account and rate setting proposals within the January 16 Application were approved pursuant to
Commission Order No. G-25-04 and the accompanying Reasons for Decision attached as
Appendix A to the Order.

The CCRA was comprised of baseload commaodity costs, including related hedging, plus the
CCRA allocation of the Core Market Administration Expenses (“CMAE”). The majority of the
CCRA costs have always been variable however, prior to late 2006 the CCRA included some
70/30 netback supply contracts where the costs were split out between the variable and the
fixed components for allocations to rates. The last remaining 70/30 netback contracts expired at
October 31, 2006. Today the CCRA costs are all treated as variable and are allocated to sales
customers on a volumetric basis resulting in a postage-stamped rate.

The MCRA costs are predominantly fixed costs for third party pipeline and storage charges.
The regional differences in the midstream cost allocations today are minor and are a result of
the gas cost allocation methodology remaining unchanged from that established in the 1991
Phase A proceeding.

17.8 Please provide the COSA Model for the Inland and Columbia regions as
directed by the Commission in its October 25, 1992 BC Gas Utility Ltd.
Decision.

Response:

A PDF copy of the Fully Distributed Cost Studies as filed in the 1993 FEI (formerly BC Gas Inc.)
Rate Design Application is provided in Attachment 17.8 (showing each of Lower Mainland,
Inland and Columbia areas). The October 25, 1993 Decision did not direct any particular COSA
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Model. The Commission’s findings regarding the Cost and Pricing Studies in the 1993 Decision
at page 15, are as follows:

“3.3 Commission Decision

The FDC studies and the LRIC study were essentially used by BCGUL to determine
inter-class cost causation and thereby to guide inter-class rate design. Issues of intra-
class rate design are discussed in the sections of this Decision devoted to individual
customer classes.

The Commission accepts the results of the FDC study showing that cost causation by
customer class supports a shift of revenue responsibility from industrial customers to
residential and commercial customers. While the LRIC study was found to have
shortcomings as noted in Section 3.1.2, it does directionally support the rate shifts
indicated by the FDC study. Therefore, the Commission accepts the specific BCGUL
proposal which shifts some of the revenue responsibility from industrial customers to
residential and commercial customers. However, as noted in Section 4, measures will
be undertaken by the Utility to offset the impacts of this general inter-class rate shift.”
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18.0 Reference: Overview of the FortisBC Energy Utilities
Exhibit B-3, Section 3.2.1.3, p. 25 & 26
Amalgamation of Squamish and FEI

“As part of the Annual Review, FEI recommended amalgamation [emphasis added]
between what was then TGI and TGS. The amalgamation was requested to address
TGS’ increasing financial obligation to the Province of British Columbia.”

“In 2006 the Province agreed on a process to resolve the financial obligations between
TGS and the Province. As part of the resolution of the financial obligations, TGI was to
amalgamate with TGS, effective January 1, 2007.”

“TGS adopted the rate design and general terms and conditions of TGI, as approved by
Order No. G-160-06.”

18.1 Please provide additional detailed background information on the financial
obligations that existed between TGS and the Province, the process employed
to resolve these, and the final result from the process.

Response:

Prior to 1989, TGS was a piped propane utility serving customers in Squamish. With the arrival
of the Terasen Gas Vancouver lIsland Inc. (“TGVI”) High Pressure Transportation System
(“HPTS”), TGS customers moved from piped propane service to natural gas. When the pipeline
was connected, TGS became party to a number of agreements which determined the operation
of the utility. To encourage customers to switch from propane to natural gas and to encourage
customer growth, the Province became a financial supporter of the utility providing funding via
the Rate Stabilization Facility (“RSF”) to record shortfalls and surpluses of the utility. TGS
received funding for the RSF under the Rate Stabilization Agreement (“RSA”) dated July 9,
1992 between the Province of B.C. and Squamish Gas Co. Ltd.

The rates that TGS charged customers were based upon the direction as laid out in the RSA.
TGS rates were set at a discount to the retail price of oil or the BC Hydro electricity trailing
block, whichever was lower. As these rates were not based upon cost of service, TGS either
under or over collected revenues. Under and over collection of revenues were netted out via
the RSF.

Both TGS and the Province had obligations under the RSA. After many years of stability, the
commodity cost of natural gas began to rise; in addition, TGS added to its capital base by
beginning construction of the Garibaldi Brackendale MX. The combined effect of these two
changes resulted in a draw position that was in excess of $1 million.
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On October 5, 2006, TGS, TGVI, TGI and the Province signed the Squamish Gas
Arrangements Termination Agreement (the “Agreement”). The Agreement provided for the
Termination of the RSA and the Rate Stabilization Facility Contribution Agreement and for the
amendment of the Transportation Services Agreement. The Agreement provided for the
payment from TGS to the Province of $1.75 million. The Agreement also contained three
Orders-in-Council:

1. Order-in-Council 768, which contained Special Direction No. 3 to the BCUC,;
2. Order-in-Council 767, which amended the Special Direction 1510; and

3. Order-in-Council 766, which exempted TGI and TGS from Section 53 of the Utilities
Commission Act for the purpose of amalgamation of those two entities.

The effect of the Agreement enabled TGl and TGS to amalgamate and to extinguish the
obligations of both the Province and TGS under the RSA. On December 14, 2006 the BCUC
issued Order No. G-160-06 which accepted that TGI did not have to apply to the Commission
for approval of an amalgamation of itself and TGS. In addition, the Commission approved the
revenue requirements of TGI for 2007. On January 1, 2007 the Registrar of Companies of the
Province of BC issued a Certificate of Amalgamation that certified the amalgamation of TGS
and TGI under the name Terasen Gas Inc.

18.2 Was there any impact on the shareholder of TGS as a result of resolving the
financial obligations? If yes, please discuss.

Response:

Yes. Although the ROE and capital structure of the amalgamated TGI was a weighted average
of the ROE and capital structure of TGI (pre amalgamation) and TGS, the shareholder was
responsible for paying the Province $1.75 million as part of the TGS Termination Agreement.

18.3 Was the amalgamation of Squamish (TGS) and the subsequent adoption of the
rate design and general terms and conditions of FEI (TGI) similar to the
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proposed option by the FEU in the current application? If not, please discuss

the differences and the reasons therefore.

Response:

Yes. The amalgamation of TGS into FEI (TGI at the time) was similar to the amalgamation
proposed in this Application. TGS became part of TGl and the GT&C of TGI applied to
amalgamated TGI. Customer rate classes in TGS were mapped to the then existing TGI rate
classes following the same logic as the FEU have proposed in this Application. The rate base
of both TGS and TGI were amalgamated and the capital structure and ROE reflected the

weighted average of the two companies.
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19.0 Reference: Overview of the FortisBC Energy Utilities

Exhibit A2-1, Reasons for Decision for Order G-63-92, pp. 16-20;
Exhibit A2-2, Reasons for Decision for Order G-101-93, p. 6; Exhibit
B-3, Section 3.2.1.2, p. 27

Legal/Regulatory Considerations - Fort Nelson

The Commission, in its August 5, 1992 BC Gas Inc. Reasons for Decision G-63-92
(Exhibit A2-1) stated on page 16 to 20:

“When Inland purchased the Columbia and Fort Nelson Divisions in 1979 and
1985 respectively ... Inland entered into a series of agreements with the
Province. Item | of the original Resale Restriction Agreement states:

‘Inland intends that the customers of each of the Company, Inland,
Columbia and Fort Nelson will, after the reorganization, continue to be
charged separate natural gas rates; ...”

The amalgamation of the four gas Divisions took effect on July 1, 1989. OIC
953, dated June 29, 1989 ... required among its conditions that:

“2. (1) BC Gas shall, from July 1, 1989 until the end of September, 1991,
establish and maintain its rate base on a divisional basis, with a separate
rate base for each of the Lower Mainland Division, the Inland Division, the
Columbia Division, and the Fort Nelson Division.”

The Order also required the Divisions to maintain separate accounts on a
divisional basis, and separate schedules of divisional rates. ...

The evidence indicated that consolidation would achieve savings and
efficiency. Consolidation would not impede BC Gas' ability to finance future
capital requirement, to continue the existing covenants, or to maintain service
at the required levels. There was some concern, however, as to whether the
consolidation proposal is in tune with the intent of the Agreement and OIC
953/89. ...

Although Mr. Butler [consultant retained by BC Gas] did not know why there
were the requirements for separate rate base and divisional accounts in OIC
953, he agreed with Commission counsel that "...if a cost of service study was
performed for each of the Divisions, that the customers within those Divisions
would be in a better position to determine the true cost of service and identify
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any real benefits that there might be of consolidation before the consolidation
took place.” ...

The Commission is concerned with the preservation of the public interest. ...
Mayor F. Parker and Mr. Griffith, Administrator for Fort Nelson-Liard Regional
District, appeared before the Commission to oppose the BC Gas Application for
consolidation of rates. Their submission ... stated in part:

... We believe that the Fort Nelson Gas division can operate as a going
concern on an independent basis and would continue to provide an
adequate return to BC Gas with rates being established on a completely
separate and individual basis from the rest of their divisions. We also
believe that Fort Nelson Gas should be able to pay for its share of capital
costs and face certain economic fluctuations on an independent basis.

It is our intention to oppose, on principle, any increase that is tied into the
concept of consolidated or postage-stamp rates for BC Gas.”

While the residents of Fort Nelson and the intervenors suspected that
consolidation was the first step towards postage-stamp rates, the Applicant
was not able to confirm or deny the suspicion. ...

The Commission recognizes that a financial benefit would accrue to the utility
customers as a result of consolidation. While this saving is material, the
canvassing of the full impact on all customers is more important. ... Therefore,
the Commission directs BC Gas to file its cost of service studies on a divisional
basis for that hearing. In the interim period, the Company is to maintain
divisional rates.”

The Commission’s October 25, 1993 Reasons for Decision on BC Gas Utility Ltd’s
Phase B Rate Design Application G-101-93 (Exhibit A2-2) stated on page 6 “Fort Nelson
was excluded from the consolidation application as BCGUL explained that the
municipality wished to remain independent and unconsolidated.”

“FEI decided to exclude Fort Nelson from the 1993 Phase B consolidation and postage
stamp proposal.” (p. 27)

19.1

Please provide a copy of the Resale Restriction Agreement related to the
purchase of Fort Nelson Divisions by Inland.




FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. S Page 87
Information Request (“IR”) No. 1

Response:

Please refer to Attachment 19.1.

19.2 Please provide a copy of OIC 953, dated June 29, 1989.

Response:

Please refer to Attachment 19.2.

19.3 Do FEU agree that the Resale Restriction Agreement and OIC 953 create a
presumption that Fort Nelson rates should not be postage stamped if Fort
Nelson customers are opposed to it? If no, please explain why not.

Response:

No, the FEU do not agree that the Resale Restriction Agreement and OIC 953 create a
presumption that Fort Nelson rates should not be postage stamped if Fort Nelson customers are
opposed to it. The FEU have reviewed both the Resale Restriction Agreement and OIC 953,
and no wording in these two documents can be interpreted to give rise to the presumption
stated in the question.

The Resale Restriction Agreement, entered into September 29, 1988, contains no restriction on
the form of rates after the end of September 1991. Particularly, section 2.0 of this Agreement
states:

Inland will not, nor will it permit B.C. Gas to, apply under the Utilities Commission Act or
the Privatization Act to have the natural gas rates of Inland, the Company, Columbia or
Fort Nelson increased or altered in form until October I, 1991, except in the manner
provided in the Orders in Councilor the Rate Agreement, and for the application of
certain tariff filings for Inland, Columbia and Fort Nelson pursuant to orders granted prior
to the date hereof by the British Columbia Utilities Commission under the Utilities
Commission Act.

The Rate Agreement, referred in the quoted paragraph and also entered into on September 29,
1988, contains the similar limitation on rates:
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“5.0 LIMITATION ON RATES

5.01 During the period until the end of September, 1991, no changes in the presently
existing rates of Inland, Columbia or Fort Nelson Gas other than those described in
sections 4.01 and 4.02 shall be made.”

The parties clarified in a letter, dated November 17, 1988, that:

“The word "rates" in Section 5.01 is a reference only to the prices contained in the tariffs
and schedules of Inland, Columbia and Fort Nelson Gas and it is not and was not the
intention of the parties to the Agreement that the work "rates" should encompass tariff
wording other than price. Furthermore, it is not and was not the intention of the parties
to the Agreement to preclude the filing by Inland, Columbia and Fort Nelson Gas of new
tariffs that may be determined to be in the public interest and were not contemplated by
Section 5.01 of the Agreement.”

Another relevant agreement is the agreement entered between BC Gas (the entity after
consolidation of various divisions) and the provincial government on July 1, 1989. It also
indicates that “the BC Gas will not apply under the utilities Commission Act or the Privatization
Act to have the natural gas rates in the areas served by the Divisions increased or altered in
form until October 1, 1991, except in the manner provided in the Order in Council.”

The Resale Restriction Agreement, the Rate Agreement, and the post-consolidation agreement
between BC Gas and the government, all included in Attachment 19.1 to the response to BCUC
IR 1.19.1, contain a similar complete agreement clause. For instance, section 6 of the Resale
Restriction Agreement states:

“This Agreement and the schedules attached hereto contain the complete agreement
between the parties hereto with respect to the transaction contemplated hereby and
supersede all prior agreements and understandings among the parties with respect to
such transactions. There are no restrictions, promises, representations, warranties,
covenants, indemnities, or undertakings by the parties other than those expressly set
forth in this Agreement and the Schedules. This Agreement may be amended, modified
or terminated only by written instrument signed by all parties hereto and subject to the
requirements of the Privatization Act.”

Moreover, the wording of OIC 953, effective July 1, 1989, indicates that it imposes no restriction
on then existing rates after the end of September 1991. Please refer to the response to BCUC
IR 1.19.2.
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Therefore, there is no basis to read into the agreement or the OIC any restriction on or

presumption against postage stamp rates on or after October 1, 1991.

19.4 Please provide additional detailed background information regarding the
decision to exclude Fort Nelson from the 1993 Phase B consolidation and

postage stamp proposal.

Response:

Based on record of the 1993 Phase B proceeding, the decision to exclude Fort Nelson was
made “in recognition of the position of the officials of Fort Nelson municipality as stated at the
Company’s revenue requirement hearings in 1992.” (BCUC IR No. 1, Part B, Volume 1, Tab 5,

Question 3(a).).

The FEU have been unable to locate further additional background information regarding the
decision to exclude Fort Nelson from the consolidation proposal in the 1993 Rate Design

Application.
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20.0 Reference: Overview of FortisBC Energy Utilities

Exhibit B-3-1, Appendix D-12, p. 1, Section 3, pp. 39, 40; TGVI 2010
2011 Revenue Requirements, Rates Application, Exhibit B-1, p. 44;

Fortis Energy Vancouver Island

The FEU include a November 4, 1989 newspaper article in Appendix D-12 of the
Application titled ‘Financing pact signed for Vancouver Island gas line’ which states “The
federal government has committed $150 million to the project; a 100-million grant and a
$50-million repayable loan. The B.C. government will provide a $75-million repayable

loan.”

FEU state on page 39 and 40 of the Application:

“Sections 2.8 and 2.10(j) of the [Vancouver Island Natural Gas Pipeline Act]
Special Direction instructed that beginning January 1, 2003, rates were to be
set at a level that would recover the cost of service and also include an amount
sufficient to eliminate the RDDA [Revenue Deficiency Deferral Account]
balance in the “shortest period reasonably possible, having regard for Centra’s
competitive position relative to alternative energy sources and the desirability of
reasonable rates. ...

At the present time, with the RDDA reduced to zero and the cessation of the
Royalty Revenues, the Special Direction has essentially run its course. The
Special Direction states that it shall cease to have any application after the
latest of three conditions occurring: (a) the time when the balance of the RDDA
has been reduced to zero; (b) the expiration/termination of the Joint Venture
Transportation Service Agreement (“JV TSA”), but no later than January 1,
2011; or (c) the date of the termination of the Squamish Gas TSA. As the
RDDA has been reduced to zero and condition (b) expired on January 1, 2011,
the remaining condition to be met to bring the Special Direction to an end is the
termination of the Squamish Gas TSA. Upon amalgamation, the Squamish
Gas TSA would terminate and the Special Direction would cease to have any
application.”

Terasen Gas (Vancouver Island) Inc (TGVI), on page 44 of Exhibit B-1 to its 2010 and
2011 Revenue Requirements and Rates Application stated:*’

“Section 3.1(b) of the Special Direction imposes on TGVI a $1.867 million
annual reduction in return on equity, imposed as part of the broader

27

http://www.bcuc.com/Documents/Proceedings/2009/DOC 22335 B-1 TGVI Application 2010-2011 RRA RDA-

partl.pdf



http://www.bcuc.com/Documents/Proceedings/2009/DOC_22335_B-1_TGVI_Application_2010-2011_RRA_RDA-part1.pdf
http://www.bcuc.com/Documents/Proceedings/2009/DOC_22335_B-1_TGVI_Application_2010-2011_RRA_RDA-part1.pdf
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restructuring that took place at the time of the Special Direction. The reduction
cannot be recovered from customers, and thus customers have benefitted from
this provision as an offset to TGVI's revenue requirement. The continuation of
the Special Direction means that customers will benefit by an additional $1.867
million annually.”

20.1 Please document the legal/regulatory background information regarding the
gas extension to Vancouver Island, including any commitments made by
Centra and the government (for example, around sharing of costs and risks),
CPCN approval, other legal and regulatory requirements, and any changes
made to these commitments over time.

Response:

In 1989 the Government of Canada (“Canada”) and the Province of British Columbia
(“Province”) and PCEC entered into an agreement called the Binding Agreement to construct
the transmission gas line from the Mainland to Vancouver Island and the Sunshine Coast.

Under the Binding Agreement:

Both Canada and the Province made financial contributions (refer to the response to
BCUC IR 1.21.1).

The Province agreed to provide an open-ended support mechanism called the Rate
Stabilization Facility, to finance operating deficits incurred by PCEC during a market
development period of up to 20 years.

Centra had also entered into a separate agreement with the Province (the Rate
Stabilization Agreement) regarding rates charged to residential and commercial
customers which were set at a discount to heating oil rather than at a traditional
regulated cost of service basis.

The Rate Stabilization Agreement also provided for the payment of penalties by Centra
to the Province if certain volume and cost targets were not achieved. Significant
penalties were being incurred by Centra as a result.

In 1995, the Province, PCEC and Centra entered into a financial re-structuring known as the
Vancouver Island Natural Gas Pipeline Agreement (“VINGPA”). Under the VINGPA:

The distribution assets of Centra were transferred into PCEC, and PCEC was re-named
as Centra (“New Centra”).
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e The Province issued a Special Direction to the BCUC that set customer rates and
provided a mechanism to fund and recover revenue deficiencies incurred by New

Centra.

e Wetscoast Energy (the parent of New Centra) agreed to fund revenue deficiencies
incurred by New Centra from 1996 — 2011 inclusive, to a specified maximum amount.

e The Province agreed to make payments to New Centra from 1996 to 2011 inclusive,
based on provincial royalties associated with a specific volume of gas for each year.

o The obligations of New Centra to repay the contributions made by Canada and the

Province in the Binding Agreement were deferred and restructured.

As of now, with the exception of the government refundable contributions, the obligations and
risks of each party that were set out in the 1995 restructuring are now fully discharged.

The current regulatory and legal framework includes the Utilities Commission Act and the
VINGPA. The VINGPA includes the Special Direction from the Province to the British Columbia
Utilities Commission (“Special Direction”), the Pacific Coast Energy Pipeline Agreement
(“PCEPA”), the Squamish Gas Transportation Service Agreement and the Vancouver Island
Gas Joint Venture Transportation Service Agreement. Please see Appendix D-11 and D-16 of

the Application.

Currently, under the VINGPA, there are four parties involved and their remaining interest and

obligations are as follows:

1. BCUC

a. Special Direction. The Special Direction remains in effect until the termination of
the Squamish Gas Transportation Service Agreement. At this time in 2012, the

Special Direction provides instructions relevant to:

i. 1996 Opening Rate Base. The Rate Base Value of FEVI in 1996 to
resolve any prudency issues prior to 1996 and for ongoing continuity

purposes,

ii. Competitive Business Environment. Setting of customer rates to be

competitive with alternative energy sources,

iii. Reasonability of Rates. Setting of customer rates to be reasonable,

iv. Cost of Service Recovery. Setting of customer rates to enable FEVI to
recover its cost of service in accordance with regulatory principles that




& FORTIS sC

FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:
and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1. 2012

Common Rates, Amalgamation and Rate Design Application

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

. S Page 93
Information Request (“IR”) No. 1

are generally applied to gas distribution utilities operating within British
Columbia from time to time,

v. Service Contracts. Setting Squamish Gas Transportation and Vancouver
Island Gas Joint Venture rates according to their respective
Transportation Service Agreements.

Utilities Commission Act. The Utilities Commission Act provides authority to the
BCUC to regulate the service levels and rates of FEVI except where the Special
Direction provisions are not consistent with the Utilities Commission Act.

2. Government

a.

Canada Repayable Contribution. As per PCEPA, Canada provided a $50 million
contribution to reduce the rate base until the service is financially sustainable.
FEVI forecasts that the Canada repayable contribution will be fully repaid by the
end of 2013.

British Columbia Repayable Contribution. As per PCEPA, the Province provided
a $25 million contribution to reduce the rate base until the service is financially
sustainable. FEVI anticipates that it will begin repaying the British Columbia
Repayable Contribution in amounts of $10,000,000 per year for two years and a
final payment of $5,000,000 once the Canada Repayable Contribution has been
fully repaid at the end of 2013. Once the British Columbia Repayable
Contribution has been fully repaid, the PCEPA will terminate.

Royalty Revenue Payments. Under VINGPA, the Province made Royalty
Revenue Payments each year from 1996 through 2011. This payment reduced
the cost of gas for core customers of FEVI during those years.

Lump Sum Payment. As per VINGPA, in 1996, the Province made a payment of
$120,000,000 conditional upon combining PCEC with the Centra Companies, to
reduce the rate base of the transmission pipeline assets of FEVI as of January 1,
1996 forward.

Squamish Gas Rate Stabilization Facility. The Province has had no obligations
with respect to the Squamish Rate Stabilization Facility since Squamish Gas
amalgamated with FEI in 2007.
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Adjustment to Cost of Service. As per VINGPA, during 1996 through 2011, FEVI
was required to reduce the allowed return by $1,867,000 compared to what
otherwise would have been approved by the BCUC.

Revenue Deficiency Deferral Account. FEVI is no longer at risk for the balance
of the Revenue Deficiency Deferral Account because it was reduced to zero and
eliminated in 2009. As per the VINGPA, FEVI shareholders were at risk for up to
$120,000,000 of cumulative revenue deficiencies.

4. Ratepayers

a.

20.2

Response:

Core customers. Today, core distribution customers pay rates that recover the
cost of service, including the RSDA, are competitive with alternatives and are
reasonable as determined by the BCUC from time to time.

Squamish customers. Today, Squamish customers pay the same rates as lower
mainland customers.

Vancouver Island Gas Joint Venture. Today, the VIGJV pays rates set according
to their Transportation Service Agreement.

Transportation customers. All transportation customers other than the VIGJV
and Squamish have rates set according to contracts that have been negotiated
and approved since 1996 by the BCUC.

Were FEU aware of the upward pressure on rates in Vancouver Island when
they purchased the FEVI business franchise?

The following response includes a response to BCUC IR 1.20.2.1.

The FEU were aware of the business risk profile of FEVI when it was acquired and have
managed the business risk over time as the utility has been maturing. This is demonstrated by
items such as the elimination of the RDDA; the ongoing cost savings achieved as a result of a
move to a common management structure; and the negotiation and agreement of long term
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contracts with key customers, e.g., BC Hydro and VIGJV. In addition, the RSDA has been
introduced.

The FEU disagree that there is a transfer of risk from the shareholder under the common rates
proposal. The regulatory compact that has been in place remains the same post-amalgamation.

20.2.1  If yes, was there any expectation at the time of the purchase of the
Vancouver Island franchise that FEU may be able to transfer these
business risks from the shareholder to FEI ratepayers by applying to
the Commission for postage stamp rates? Please explain.

Response:

Please refer to the response to BCUC IR 1.20.2.

20.3 Please describe the key components of the Squamish Gas TSA, including the
conditions which must be met for it to be terminated.

Response:

The Squamish Gas TSA, dated April 1, 1990 has been amended by Section 2.4 of the
Squamish Gas Arrangements Termination Agreement, dated January 1, 2007. Both
agreements are included in Appendix D-16 of the Application.

Under the Squamish Gas TSA, transportation service is provided to specified delivery points in
the District of Squamish at a unit toll of $1.04 per gigajoule. As described in sections 4 and 5,
the transportation service includes service on a non-interruptible basis up to the shipper’s
contract demand and also includes interruptible service. Section 10.1 states that statements
and payments will be provided in accordance with section 8 of FEVI's Transmission
Transportation Service Tariff. Other terms of the agreement address matters such as receipt
and delivery pressure (Section 11), gas quality specifications (Section 12), measurement
(Section 13), possession and control of gas and liability (Section 14), and force majeure
(Section 15).

Section 6.0 addresses the term and renewal of the contract. It states:
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“6.01 The term of this Agreement shall commence on the date that Gas is taken
by Shipper at any one or more of the Delivery Points and shall continue
until the later of (i) the date upon which the balance of the Revenue
Deficiency Deferral Account of TGVI has been reduced to zero, and (ii)
the date upon which the Commission establishes a new rate for the
transportation of Gas to Shipper.

6.02 The term of this Agreement shall be automatically renewed from year to
year after expiry of the initial term provided in section 6.01 unless
terminated by the Shipper providing Pacific Coast with one year’s notice
of termination.”

20.3.1 If the Commission does not approve amalgamation and postage
stamp rates, would the Squamish Gas TSA expire? Please explain
why or why not.

Response:
No, it would continue in accordance with its terms. Please refer to the response to BCUC IR
1.20.3.

20.3.2 If the Commission approves amalgamation but not postage stamp
rates, would the Squamish Gas TSA expire? Please explain why or
why not.

Response:

Yes, the Squamish Gas TSA would expire upon amalgamation because the parties to the
agreement would become one amalgamated entity.
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20.4 If the Special Direction ceases to have any application to FEVI, does this mean

that FEVI customers will no longer benefit from an additional $1.867 million
annually related to a reduction in return on equity? Please explain why or why
not.

Response:

FEVI customers no longer benefit from the reduction whether or not the Special Direction
ceases to have any application to FEVI. The $1.867 million annual reduction in return on equity
expired on December 31, 2011 in accordance with clause 3.1(b) of the Special Direction, which
says:

“For each year from January 1, 1996 to December 31, 2011, the return on equity
component of PCEC'’s rate base that would have been otherwise approved by the BCUC
shall be reduced by the amount of $1,867,000. Such reduction shall not be recovered in
whole or in part, directly or indirectly, through rates or tolls in any manner whatsoever.”
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Reference: Overview of FortisBC Energy Utilities

Exhibit B-3, Section 3, pp. 38; Exhibit B-3-1, Appendix D-12, p. 1,

Government/Franchise Agreement Requirements

FEU include a November 4, 1989 newspaper article in Appendix D-12 of the Application
titted ‘Financing pact signed for Vancouver Island gas line’ which states “The federal
government has committed $150 million to the project; a 100-million grant and a $50-
million repayable loan. The B.C. government will provide a $75-million repayable loan.”

FEU state on page 38 of the Application with regard to FEVI:

21.1

“Construction began in 1989 and was completed in 1991. Both the pipeline
and distribution facilities received initial financial assistance from the Federal
and Provincial Governments, with the Vancouver Island Gas Joint Venture
(“VIGJV”) customers being eligible for conversion grants. ... The Province
provided a guarantee that absorbed the shortfall between revenues from
customers and the costs of the transmission and distribution facilities.

By the mid-1990s a financial restructuring of the pipeline and distribution
facilities was needed to achieve financial viability. ... As part of the
restructuring, the Province made a $120 million lump sum payment as a
contribution to capital costs with a corresponding reduction in Centra Gas" rate
base as set out in the Special Direction. The Federal and Provincial
Governments had previously provided $75 million to PCEC to assist in the
construction of the pipeline from Vancouver Island to the Sunshine Coast.
Under the Pacific Coast Energy Pipeline Agreement, FEVI’s predecessor, as
part of the restructuring, agreed to repay the Canada Repayable Contribution
($50 million) and the British Columbia Repayable Contribution ($25 million).

The VINGPA [Vancouver Island Natural Gas Pipeline Act] and Special
Direction also contemplated the payment by the Provincial Government of gas
royalty revenues (“Royalty Revenues”) to FEVI through to 2011, which are
based on the wellhead price of gas. These Royalty Revenues have mitigated
fluctuations in the cost of gas to the benefit of FEVI’s core market customers.”

For the initial Vancouver Island gas line extension, please provide a breakdown
of total government (federal and provincial) contributions towards the
extension, and customer contributions towards the extension.
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Response:

Pursuant to the Binding Agreement dated November 1989, the Federal Government provided a
$100 million non-repayable contribution and a $50 million repayable contribution, while the
Provincial Government provided a $25 million repayable contribution. These amounts were all
paid to PCEC in respect of the initial Vancouver Island transmission gas line extension. There
were no customer contributions towards the Vancouver Island gas line extension.

Subsequently, pursuant to the VINGPA dated December 1995, as part of the financial re-
structuring, the Provincial Government provided a $120 million non-repayable contribution. In
accordance with the Special Direction of the VINGPA, $90 million of the contribution was
applied against the rate base of Centra (distribution assets) and $30 million against the rate
base of PCEC (transmission assets).

21.2 For the initial Whistler gas line extension, please provide government (federal
and provincial) contributions towards the extension, and customer contributions
towards the extension.

Response:

The contribution for the Whistler pipeline was provided by FEW, and was $17.034 million for the
construction of the Whistler pipeline from Squamish to Whistler. This amount is being
recovered in rates from FEW customers over time. There were no other contributions for the
Whistler Pipeline.

21.3 Did FEVI, FEW or any of their predecessor companies receive any government
guarantees if the anticipated load failed to materialize? If yes, please describe.

Response:

No, not to the knowledge of the FEU.
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21.4 Were FEVI, FEW or any of their predecessor companies, compelled by their
franchise agreement to make investments that they otherwise would not have,
the result of which is an increase in asset impairment risk?

Response:

The FEU understand the question to be in relation to franchise or operating agreements with
individual municipalities. On this basis, the response to the question is ‘no’, not to the
knowledge of the FEU.

There is little difference between the FEU’s obligations to serve and extend its system where it
has a franchise agreement that compels it to do so and where it does not. As a public utility, the
FEU have a duty to serve and maintain safe and reliable service. Its operations are overseen by
the Commission, scrutinized by interveners and regulated by other bodies to ensure its assets
are in compliance with codes and regulations. The FEU are also compelled by the UCA to
extend its system in some circumstances and could be subject to complaints from customers if it
were to refuse to serve and can be compelled by the Commission to extend its system. For this
reason, there is no relevant distinction between investments that are compelled by a franchise
agreement and those that are not.

21.4.1 If yes, please describe and state if FEU considers that any additional
risk arising from these directions were previously recognized and
included in FEU’s allowed return on equity.

Response:

Please refer to the response to BCUC IR 1.21.4.
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22.0 Reference: Request for Common Rates
UCA, Section 59 (1); Reasons for Decision for Order G-130-07, p. 70
Legal/Regulatory Considerations — Other

Section 59 (1) of the UCA states:

59 (1) A public utility must not make, demand or receive

(a) an unjust, unreasonable, unduly discriminatory or unduly preferential rate for a service provided
by it in British Columbia, or

(b) a rate that otherwise contravenes this Act, the regulations, orders of the commission or any
other law.

The Commission, on page 70 of its December 17, 2007 Reasons for Decision on BC
Hydro’s 2007 Rate Design Application - Phase 1 (G-130-07), stated:*®

“In response to a question by the CEC, whether past R/C ratios should be a
consideration in rebalancing of rates, BC Hydro submits that rates approved by
the Commission are by law just, reasonable and not unduly discriminatory.”

22.1 Please discuss any legal reasons related to FEU’s proposal to postage stamp
the rates of some customers but not others in light of section 59(1) of the UCA.

Response:

As discussed in the response to BCUC IR 1.22.1.1, the FEU are proposing to postage stamp all
rates that are capable of such treatment. The proposal not to postage stamp rates that cannot
be postage stamped is just and reasonable, not unduly preferential and otherwise consistent
with section 59(1) of the UCA.

22.1.1  Please identify any customers/customer classes whose rates could
be postage stamped, but FEU is not proposing to do so. For these
customers, please explain why FEU is not proposing to postage
stamp these rates.

2 hittp://www.bcuc.com/Documents/Proceedings/2007/DOC 17004 10-26 BCHydro-Rate-Design-Phase-1-
Decision.pdf
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Response:

There are no customers/customer classes whose rates could be postage stamped, that the FEU
are not proposing to do so. As discussed on page 178 of the Application, the FEU have
requested an approval for common rates for all customers/customer classes whose rates could

be postage stamped.

The customers/customer classes that cannot be included in the common rates proposal include:

e The FEVI special contract and large industrial transportation customers BC Hydro and
VIGJV. These customers have unique long term contracts in place and the Company is
working with these customers on extensions and updates to their contracts appropriate

for service with the Amalgamated Entity.

e The FEI bypass contract customers who each have unique contracts in place based on

the alternative cost of service to by-pass the system.

e The FEI grandfathered large industrial customers on the closed Rate Schedules 22A
and 22B. These grandfathered rate schedules have unique terms and conditions
specific to transportation service off the Westcoast and TransCanada pipeline systems
respectively. These rate schedules have been closed to new customers since 1993.

These large industrial and special contract customers have specific rate structures and
operating conditions. As stated in FEI's General Terms and Conditions, such contracts are

entered into when:

(a) a minimum rate or revenue stream is required by FortisBC Energy to ensure

that service to the Customer is economic; or

(b) factors such as system by-pass opportunities exist or alternative fuel costs

are such that a reduced rate is justified to keep the Customer on-system.

Because of these factors, the special contracts are unique and cannot be postage stamped.

Please also refer to the response to BCUC IR 1.17.5.
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22.2 Do FEU agree that rates that are approved by the Commission are by law just,
reasonable and not unduly discriminatory? If no, please explain.

Response:

Yes.
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Reference:

Financial Overview of FEI (Including Fort Nelson Service Area)
Exhibit B-3, Section 3, p. 32
Mapping Rate Schedules

Within Section 3 of the Application the FEU provide short descriptions of the each of the
rate classes currently available in each of the four utility rate bases. What is not evident
is the comparison between like/similar schedules between the service areas and what
the fundamental changes would be for each rate class.

23.1

Response:

Please provide a table that shows the FEI Amalco proposed rate class (as
shown in Appendix B-1) and map the rate schedules of the FEVI, FEW and
FEFN to show where each of those utilities rate classes would flow into the
proposed rate schedules of FEI Amalco.

The requested table is provided below. Please also see Tables 9-2, 9-3 and 9-4 of the

Application.

FEU Amalco Rate

FEVI Rate Class

FEW Rate Class

FEFN Rate Class

Class
Rate Schedule 1 RGS SGS Res Res
Rate Schedule 2 AGS, SCS1,5CS2, LCS1 SGS Com, LGS 1 GSR2.1,2.2
Rate Schedule 3 AGS, LCS2, LCS3, HLF, ILF | LGS2, LGS 3 GSR 2.1, 2.2, R25

23.2 Please provide a short narrative indicating the fundamental changes in each

rate class characteristics in a similar table to that shown below. If the table is

not appropriate, please provide an appropriate presentation that shows the

information.

Narrative on Narrative on Narrative on

FEU Amalco FEVI Rate Significant FEW Rate  Significant FEFN Rate  Significant
Rate Class Class changes FEVI Class Changes FEW Class Changes FEFN
Rate Schedule 1 RGS SGS Res RS 1

Rate Schedule 2 Etc..........
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Response:

The requested table is provided below.

Fg;eAgZISCSO FEC\:/IIaE;:lte Narrative On Significant Changes FEVI
Rate Schedule 1 | RGS No_significant change to rate structure as FEVI currently has basic charge and
variable component that includes delivery and commaodity costs
Rate Schedule 2 égg'l,scsz, No.significant change to rate structure as FEVI currently has basic charge and
LCS1 variable component that includes delivery and commaodity costs
No significant change to rate structure for AGS, LCS2 and LCS3 as FEVI
currently has basic charge and variable component that includes delivery and
commaodity costs.
HLF customers would move from a demand based rate structure with a basic
charge, demand charge and variable component to a rate that is only
comprised of a basic charge and variable charges for delivery and
commodity.. These customers would likely move to demand based Rate
Schedule 5 or 25 after the implementation of postage stamp rates.
AGS, LCS2,
Rate Schedule 3 | LCS3, HLF, | |LF customers are seasonal and currently have a similar rate structure that
ILF has a basic charge and variable component that includes delivery and
commodity costs. ILF customers are currently limited in the amount of gas
they can consume in the winter whereas Rate Schedule 3 does not include a
seasonal limit. These customers would likely move to seasonal Rate Schedule
4, or interruptible Rate Schedules 7 or 27 after the implementation of postage
stamp rates due to the seasonality in their businesses.
All the customers mapped to Rate Schedule 3 will have numerous FEI rate
options available to them, to which they may move subsequent to the
implementation of postage stamp rates.
FIE;GAQZLZO FE(\:/?/aESate Narrative On Significant Changes FEW
Rate Schedule 1 | SGS Res No significant change to rate structures as FEW currently has basic charge
SGS Com and variable charges for delivery and commodity costs separated out in the
Rate Schedule 2 | "~ ™" tariff. The most significant change is that FEW currently has only one rate
schedule for all customers and now customers would be grouped into rate
schedules that are more closely aligned to the type of customer and their
Rate Schedule 3 | LGS2, LGS3 | annual consumption. In addition, the FEW customers mapped to Rate

Schedule 3 will have numerous rate options available to them.
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FEU Amalco FEFN Rate . L
Rate Class Class Narrative On Significant Changes FEFN
Basic Charge does not include the first 2 GJ and there is no declining step
Rate Schedule 1 | Res variable charge based upon meeting consumption thresholds
Rate Schedule 2 | GSR 2.1, 2.2 Bas_:lc Charge does not include thg first2 GJ an'd there is no declining step
variable charge based upon meeting consumption thresholds
No declining step variable delivery charge based upon meeting consumption
Rate Schedule 3 | R25 thresholds and no minimum delivery charge per month. The customers

mapped to Rate Schedule 3 will have numerous rate options available to
them.
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Reference: Review of Options
Exhibit B-3, Section 5.3, p. 82
Alternatives to Common Rates

24.1 Please model two scenarios where amalgamation and common rates are not
approved and the RSDA balance is used to mitigate (phase-in) the rate
increase to FEVI over multiple years. Please provide 2 versions of this table as
follows:

I.  Using the current RSDA balance;

ii. Using the current RSDA balance less the loan repayment.

Response:

The

following table provides the two scenarios as requested. This analysis is based on the

same assumptions used in Figure 6-1 on page 111 of the Application. In the second scenario it
is assumed that the RSDA balance is used to repay the outstanding $25 million government

loan

at the beginning of 2014.

FEVI Rate Analysis
Approximate Annual Rate Change

2014 2015 2016 2017 2018
FEVI with RSDA 0% 0% 0% 11% 13%
FEVI with RSDA, Early Loan Repayment 0% 0% 3% 18% 4%

24.2 Please model all scenarios where common rates are accepted but where FEVI
and FEW customers, in all classes, do not see a decrease in rates. One
example would be where FEVI and FEW rates are held frozen while, over a
number of years, FEI and FEFN rates increase.

Response:

FEI has conducted an analysis to provide the approximate impacts of such a scenario. As the
first graph below highlights, if FEVI and FEW residential rates were frozen, and existing stand-
alone FEI and FEFN rates were increased annually to subsidize the FEVI and FEW rate freeze,
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it would take approximately 13 years for FEI to reach parity with the existing FEVI rates and it
would take approximately 18 years to reach rate parity with existing FEW rates.*

If FEI and FEFN were first transitioned to postage stamp rates and increased annually to
subsidize the FEVI and FEW rate freeze, it would take approximately 12 years for the postage
stamp rates to reach parity with the existing FEVI rates and 17 years to reach parity with FEW
rates.

Please note that this is a high level analysis, based on existing gas costs and a significant
fluctuation in gas costs would either shorten or lengthen the amount of time required to reach
parity. Further, it is important to note that this scenario results in an over collection of revenue
from the FEI and FEFN regions, relative to their cost of service, as shown in the second graph.
This occurs because the entire revenue requirement increase in each year is allocated to FEI
and FEFN customers. This means that a surplus of revenue is collected from FEI and FEFN
customers in relation to the costs attributable to those regions.

% FEU have not extended this analysis out to determine the point at which FEFN may reach parity. It is expected
that this would take at least another 10 to 15 years.
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For additional comparison, FEU has extrapolated the FEI-Amalco effective delivery rate as
provided in Figures 6-2 and 6-3 (pages 112 and 113) of the Application. As shown above, the
FEI-Amalco effective rate calculated using the assumptions underlying BCUC IR 1.24.2 is
approximately $1/GJ higher by year 2030 as compared to common rates implemented in 2014
as proposed in this Application.

30

31

The graph above is based on the underlying delivery margin assumptions used to provide projections in Figure 6-
1 of the Application for the years 2014 - 2016. For the years 2017 and beyond, a delivery rate margin increase of
2% per year and cost of gas increase of 3% per yearis assumed. The effective rates for each region are based on
an annual consumption of 90 GJs in order to provide a fair basis for comparison. Rates are exclusive of all riders.
Once parity is reached with FEVI rates, it is assumed that the FEVI region will experience rate changes.
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Graph 2: Additional Revenue Provided by FEI and FEFN for Rate Freeze

Amalgamation with FEVI and FEW Rate Freeze:
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Based on this analysis, FEI does not believe that it is appropriate to freeze FEVI and FEW rates
while FEI and FEFN rates gradually increase, bearing all revenue requirement increases for the
amalgamated entity.

As an alternative to the rate freeze scenario suggested in the question, FEI considered two
scenarios which would allow FEI, FEVI and FEW to transition to common rates over a 3 and 5
year period. The FEU did not include FEFN in this analysis because the proposed Fort Nelson
Phase-In Rider accomplishes the gradual delivery rate increase.

Under both of these scenarios, instead of transitioning FEI, FEVI and FEW to common rates
immediately in 2014, the three entities would gradually reach rate parity over a number of years.
In the case of a 3 year phase in period, rate parity would occur in 2017, and based on a 5 year
phase in period, rate parity would occur in 2019. In both scenarios, the additional revenue
created by maintaining FEVI and FEW rates at higher levels is used to offset the lower revenue
from maintaining FEI rates at a lower level.
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The results of that analysis are presented below in the table below, which shows the cumulative
percentage increases for each scenario in each year:

Phase In Analysis Scenarios 2014 2015 2016 2017 2018 2019
FEI

FEI - No Phase In 5.3% 0.0% 0.0% 0.0% 0.0% 0.0%
FEI - 3 Year Phase In 3.6% 4.1% 4.7% 5.3% 0.0% 0.0%
FEI - 5Year Phase In 3.4% 3.8% 4.1% 4.5% 4.9% 5.3%
FEVI

FEVI - No Phase In -25.5% 0.0% 0.0% 0.0% 0.0% 0.0%
FEVI - 3 Year Phase In -9.6% -14.9% -20.2% -25.5% 0.0% 0.0%
FEVI - 5Year Phase In -7.8% -11.4% -14.9% -18.4%  -22.0% -25.5%
FEW

FEW - No Phase In -36.0% 0.0% 0.0% 0.0% 0.0% 0.0%
FEW - 3 Year Phase In -5.2% -15.4% -25.7% -36.0% 0.0% 0.0%
FEW - 5Year Phase In -1.8% -8.6% -15.4% -22.3%  -29.1% -36.0%

*Exclusive of RSDA & MCRA Rider Impacts

Please also refer to the responses to BCUC IR 1.93.6 and 1.93.6.1 which analyze and discuss
the impact of amalgamation where annual postage stamp rate increases are applied to existing
rates without a transition to common rates.

24.3 Please calculate a range of potential ‘burner tip’ bill impacts, by customer class
of FEI, FEVI, FEW or FEFN assuming gas prices of $3/GJ and $6/GJ
(assuming postage stamp rates are not approved). Please prove an estimate of
the likelihood of these events occurring.

Response:

The FEU interpret this question to be seeking the burner tip bill impacts of a floating price of
natural gas at $3/GJ and $6/GJ, respectively.

An estimate of the likelihood of these events occurring can be determined from the implied price
volatility used to derive the value of natural gas options instruments. Implied volatility, in simple
terms, is the collective market’s view of the potential future variability in prices at a specific point
in time. While it is difficult to determine the probability of market prices averaging specific
values of $3/GJ and $6/GJ for 2013, it is possible to estimate the probability of market prices
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averaging below these values for 2013 using available market information. Using the implied
market volatility for AECO/NIT prices (as a proxy for market prices) as of April 30, 2012, it is
estimated that there is a 97.5% probability that prices will average below $6/GJ for 2013. As
one moves down towards current market prices, this probability falls. There is a 55% probability
that prices will average below $3/GJ for 2013. Looking further out in time, as the forward
market prices increase, the probability of market prices averaging below $6/GJ and $3/GJ
decreases. For example, for 2016, there is an 86% probability that prices will average below
$6/GJ and a 28% probability that prices will average below $3/GJ.

The annual bill impacts noted in the table below use the stand-alone 2013 rates and typical
annual use for FEI, FEW, and FEFN sales customers as provided in Appendix J-3. The
analysis for FEVI is provided in an additional table.

The following assumptions were made with respect to this analysis:

e To simplify the analysis, no winter - summer differential was used in the forecasts based
on the average floating prices of $3/GJ and $6/GJ (e.g. storage injections are based on
the average commaodity costs of $3/GJ and $6/GJ, plus all related costs);

e Storage withdrawals related to winter 2012/2013 are not affected under either scenario
as they are based on the forecast weighted average value of gas in storage at
December 31, 2012, whereas storage withdrawals related to winter 2013/2014 are
affected by the injection prices during summer 2103 under each scenario; and,

e Hedging contracts are assumed to remain unchanged.
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Approximate
Burner Tip Impact
Rate Schedule $3/GJ | $6/GJ
Lower Mainland
RS1- Residential -6.29%| 16.14%
RS2- Small Commercial -7.11%| 18.21%
RS3- Large Commercial -8.15%]| 20.87%
RS4- Seasonal -10.55%| 27.02%
RS5- General Firm -8.83%| 22.63%
RS6- NGV -7.68%| 19.68%
RS7- Interruptible -7.77%| 19.92%
Inland
RS1- Residential -6.08%| 15.58%
RS2- Small Commercial -6.97%| 17.85%
RS3- Large Commercial -8.11%| 20.79%
RS4- Seasonal -10.96%| 28.10%
RS5- General Firm -8.94%| 22.92%
RS6- NGV -7.85%]| 20.09%
RS7- Interruptible -7.77%] 19.92%
Columbia
RS1- Residential -6.18%| 15.85%
RS2- Small Commercial -7.19%| 18.47%
RS3- Large Commercial -8.28%| 21.23%
RS5- General Firm -8.81%| 22.59%
Whistler
Res -3.71% 9.51%
Comm -3.85% 9.86%
LCS1 -3.91%]| 10.01%
LCS2 -3.92%| 10.04%
LCS3 -3.92%| 10.05%
Fort Nelson
RS 1 -10.07%| 24.43%
RS 2.1 -9.42%| 22.85%
RS 2.2 -10.10%| 24.50%

FEVI does not have a separate cost of gas component to their rate; under the scenario where
common rates are not approved, FEVI is expected to continue with the use of the RSDA to
maintain a rate freeze. Therefore, a burner tip analysis of the impact of these scenarios by
FEVI rate schedule is not applicable. However, the following analysis provides the approximate
impact to the cost of service as a result of these scenarios, producing a range of a decrease to
the cost of service of approximately 3.9% to an increase in the cost of service of approximately

6.5%:
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($ Thousands)

Vancouver Island As Filed $3/GJ $6/GJ
Delivery Cost of Senice 130,486 130,486 130,486
Cost of Gas 77,435 69,222 91,018
Total Cost of Senice 207,921 199,708 221,504
Approx Increase (Decrease) ($) (8,213) 13,583
Approx Increase (Decrease) % -3.9% 6.5%

Further, under the $3/GJ scenario, a rate freeze using the RSDA would be expected to continue
through 2017 with a rate increase required in 2018. Under the $6/GJ scenario, a rate freeze
using the RSDA would be expected to continue through 2015, with a rate increase required in

2016.
24.4 Please discuss the possibility of introducing a new rate class for “low-use” or
“discretionary use” (i.e. non-space heating customers) in the Amalco.
Response:

The FEU are not proposing any new rate classes as part of the Application. As described in
section 9.8 of the Application, if amalgamation and the adoption of common rates is approved,
the FEU will review the cost allocation and customer segmentation in 2016.

In general, the FEU do not agree with the use of the terms “low-use” or “discretionary use” to
refer to non-space heating customers. If a customer does not use natural gas for space
heating, it does not necessarily follow that customer is a “low use” or “discretionary” customer.
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25.0 Reference: Implementation of Common Rates
Exhibit B-3, Section 7.4, p. 134

Operational Effects

The FEU Application state: “To reflect the harmonized tariff, rate design principles and
rate classifications across areas served by FEI Amalco and to be mindful of the
necessary rate riders, the Company proposes to make amendments to FEI's effective

GT&Cs. The most notable amendments include, but are not limited to:

1. Removing the use of the defined term “Service Area” used to distinguish
the previously distinct Service Areas (or Divisions) of Inland, Columbia and
Lower Mainland for FEI. This is replaced with the phrase “Areas Served by

FortisBC Energy” where appropriate.”

25.1 Given that the term “Service Area” is used to distinguish not only the divisions
of the FEU utilities but also to distinguish the regional areas where the utilities
operate. How does the re-phrasing of Service Area align with the requirements
of the UCA under section 60 where the Commission must segregate the

various kinds of service into distinct classes of service?

Response:

“Service Areas” and “Classes of Services” are two distinct concepts. Under amalgamation, the
Commission will continue to be able to “segregate the various kinds of service into distinct

classes of service” as contemplated under section 60(1)(i).

“Service Area” as defined in the current FEI GT&Cs mainly refers to major geographic areas
and various locations currently served by FEI, including Lower Mainland, Inland, Columbia, and
Fort Nelson. If amalgamation is approved, the geographic areas to be served by FEI Amalco
will include the same geographical areas that are currently served by FEI, FEFN, FEVI, and

FEW.

25.1.1  Will the re-phrasing the term “Service Area” decrease or enhance the
Commissions ability to segregate the various kinds of service into

distinct classes of service?
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Response:

The proposed amendments referenced in the preamble to the question will not impact the
Commission’s ability to segregate services into distinct classes of service. Please refer to the
response to BCUC IR 1.25.1.

25.1.2  How does the re-phrasing either enhance the Commissions’ ability
under section 60(2) of the UCA?

Response:

Re-phrasing the term does not impact the Commission’s ability under section 60(2) to consider
a “distinct or special area served by a public utility” in setting a rate. As discussed in the
response to BCUC IR 1.25.1, the amalgamation does not change the geographic areas to be
served by FEI Amalco; it combines all the service areas currently served by FEI, FEFN, FEW,
and FEVI under FEI Amalco.

25.1.3 What is the definitive meaning of the phrase “Areas Served by
FortisBC Energy”?

Response:

Please refer to the response to BCUC IR 1.25.1.
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26.0 Reference: Implementation of Common Rates
Exhibit B-3, Section 7.4, p. 135

Operational Effects

The FEU Application state: “FEVI's Standard Terms and Conditions contain provisions
relating to a transmission transportation service offering. After amalgamation, these
services are required to be maintained to facilitate the continued provision of service to
FEVI's two significant transmission transportation customers, the Vancouver Island Gas
Joint Venture and BC Hydro. An addition to the proposed GT&Cs is thus necessary for
FEI Amalco to continue to provide the transmission transportation service offering upon

amalgamation.”

26.1 Please indicate where in the application the FEU have included the FEVI terms
and conditions relating to transmission transportation service, if these have not
been provided please prepare a proforma version and black-lined version.

Response:

In the Application, the FEU did not include the FEVI terms and conditions relating to
transmission transportation service. As mentioned in footnote 171 of the Application, the
agreements and associated GT&Cs, including the Transmission Transportation Service Tariff,
for BC Hydro and VIGJV will be filed once the agreements are signed. The agreement with
VIGJV is now signed and is included in Attachment 26.1 to this response. The FEU will provide
the agreement with BC Hydro once that agreement is executed and will also at that time provide
a revised general terms and conditions that contain provisions relating to a transmission

transportation service offering.
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27.0 Reference: Implementation of Common Rates
Exhibit B-3, Section 7.4, p. 136
Operational Effects

The FEU Application state: “Amended Tariff Supplements issued by FEVI, FEW and Fort
Nelson, changed only to reflect the FEI Amalco name, will be required to be updated and
submitted for endorsement to the Commission. As amending the Tariff Supplements
requires both the Company and the customer to sign the amended document, the FEU
believe it is more efficient to wait until the LGIC consents to the amalgamation before
beginning this work.”

27.1 Given that the FEU have not provided the proposed amended Tariff
supplements how would using only a proforma Tariff allow the Commission to
fulfill its mandate under Section 53 (1) (a) (i) of the UCA to provide a report to
the LGIC including an opinion on whether the consolidation, amalgamation or
merger would be beneficial in the public interest?

Response:

Under the proposed amalgamation, terms and conditions of individual tariff supplements
currently in existence will not change except for the name change as mentioned in the
preamble. Thus, in terms of the public interest analysis under the identified UCA section, the
FEU believe that the Commission can take this fact into consideration, without seeing each tariff
supplement.

There are over 100 Tariff Supplements that would have to be updated with the FEI Amalco
name. The FEU did not provide each tariff supplement with the Application to reflect this minor
change as it would be inefficient. Upon approval of the amalgamation, the FEU will provide tariff
supplements to reflect the name change.

27.2 Please provide a black-lined version of the GT&C and tariffs for FEV, FEFN
and FEW that shows the changes to those tariff pages given the changes to
the proforma GT&C and tariff schedules shown in Appendix B-1 and Appendix
B-2.



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”),

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”)

Common Rates, Amalgamation and Rate Design Application

Submission Date:
June 1, 2012

Response to British Columbia Utilities Commission (“BCUC” or the “Commission”)
Information Request (“IR”) No. 1

Page 119

Response:

A Black-lined proforma FEI Tariff with GT&C and Rate Schedules was provided in the
Application under Appendix B-3 in electronic format. A black-lined version of the GT&Cs and
tariffs for FEVI, FEFN and FEW under FEI Amalco has been submitted as Attachment 27.2 as
requested, in electronic format only to conserve paper. Upon amalgamation the GT&Cs and

tariffs for FEVI, FEFN and FEW will be cancelled.
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28.0 Reference: MX Test
Exhibit B-3, Section 7.4.2.3, p. 136
Continuance of FEI/FEVI’s Main Extension Test

On page 136 of the Application, FEU are requesting approval for: “The continuation and
application of the FEI and FEVI approved MX [main extension] Test (with the same
established PI thresholds) to the FEI Amalco, and the discontinuance of the MX Test
applied currently in Whistler; and the use of amalgamated inputs into the MX Test.”

28.1 Please provide applicable sections of the Utilities Commission Act that FEU are
applying under with regard to the proposed request for the main extension test
and its reporting requirements.

Response:

FEI and FEVI's 2007 System Extension and Customer Connection Policies Review Application
sought and received approval under section 61 of the UCA to establish the MX test as a rate
schedule. The FEU are similarly asking for continuation and application of the FEI and FEVI
approved MX Test (with the same established PI thresholds) to the FEI Amalco, and the
discontinuance of the MX Test applied currently in Whistler under sections 59 to 61 of the UCA,
as stated in section 2 h. of the Draft Order in Appendix K-2 of the Application. The FEU
consider the reporting requirements to be part of the rate. A “rate” is defined in section 1 of the
UCA to include:

(@) a general, individual or joint rate, fare, toll, charge, rental or other
compensation of a public utility,

(b) a rule, practice, measurement, classification or contract of a public utility or
corporation relating to a rate, and

(c) a schedule or tariff respecting a rate.

In addition, the Commission has jurisdiction to require reporting pursuant to section 43 of the
UCA.

28.2 Would the proposed changes in the MX Test in any regard change the ability of
the Commission to conduct prudency of past main extensions? If so, please
elaborate.
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Response:

No, the changes in the MX Test would not change the ability of the Commission to conduct a
prudency review of past main extensions.

Please refer to the response to BCUC IR 1.29.1 for a detailed description of how FEI Amalco
will report on pre and post amalgamation main extensions.
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29.0 Reference: MX Test

Exhibit B-3, Section 7.4.2.3, p. 136; Commission Order G-152-07,
Decision dated December 6, 2007, p. 37; Commission Letters L-67-11
and L-19-12

Continuance of FEI/FEVI’s Main Extension Test

On page 136 of the Application, FEU’s request for the continuance of FEI/FEVI's Main
Extension Test are as follows:

“In their 2007 System Extension and Customer Connection Policies Review
Application, FEI (including Fort Nelson) and FEVI sought and received
approval to establish the main extension [MX] test, applicable to those entities.
The FEU are requesting approval for:

* The continuation and application of the FEI and FEVI approved MX Test
(with the same established PI thresholds) to the FEI Amalco, and the
discontinuance of the MX Test applied currently in Whistler; and

* The use of amalgamated inputs into the MX Test.

In support of these requests, the FEU have analysed the FEI, FEVI and FEW
main extensions from 2008-2010 to determine the impact of using
amalgamated inputs on historical MX Tests. As discussed below, the FEU'’s
customers would have experienced no major changes in MX Test results
flowing from amalgamation, suggesting that the Companies’ proposal is
consistent, reasonable and will closely preserve the status quo.”

The Commission, by Order G-152-07 and accompanying Decision dated December 6,
2007 (2007 Decision) on page 37, has ordered Terasen Gas (Vancouver Island) Inc.
(TGVI, as FEVI was formerly known) and Terasen Gas Inc. (TGI, as FEI was formerly
known) the following:

“... the Commission Panel directs Terasen to update all Geo-codes and MX
test input parameters at the beginning of each year. To determine the
appropriate Geo-code for each area, both historical costs and a forecast of
future costs will be used. Terasen is to provide the Commission with schedules
comparing the existing and updated Geo-codes and MX test input parameters.
Given that the 2002 REUS does not include TGVI data, the REUS use per
appliance should not be used to estimate TGVI consumption, and the
Commission Panel directs Terasen i) to update the consumption estimates in
the TGVI MX test to reflect TGVI use per appliance; and ii) to reflect in the
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Companies’ MX tests their experience of consumption “ramp-up” in the early
months of service.

The Commission Panel directs the Companies to file with the Commission on
an annual basis, within 90 days of calendar year end, a Main Extension Report
including the following:

« areview of a random sampling of MX test results representing a confidence
interval of +/-12 percent at a 95 percent confidence level and the five
highest cost main extensions to determine if the aggregate PI [profitability
index] thresholds need to be adjusted on a go forward basis in order to
achieve the aggregate Pl of 1.1. The review is to include a comparison of
forecast and actual costs; consumption; and Pl for the first five years of
main extensions in the sample;

* aconcise explanation of the random sampling methodology used ; and

* a comparison of the forecast and actual cost for all service line and main
extension installations.”

On August 30, 2011, the Commission issued Letter L-67-11 notifying FEI and FEVI that
2010 FEI and FEVI Year End Main Extension and FEI Vertical Subdivision reports (2010
MX Report) dated June 1, 2011 fell short of compliance reporting requirements. Letter
L-67-11 clarified for FEI and FEVI that in order to meet compliance requirements, FEI
and FEVI should address and remedy certain deficiencies.

On March 22, 2012, the Commission further issued Letter L-19-12 advising FEI and
FEVI that the Addendum to the 2010 MX Report filed on October 14, 2011 did not
comply with the requirements as ordered and as clarified. FEI and FEVI had not fully
addressed and remedied deficiencies. FEI and FEVI were requested to file a fully
compliant 2010 MX Report in the next annual MX filing.

29.1 Please explain how the proposed FEI Amalco would report MX differently when
compared to the existing MX reporting where FEI and FEVI are reported
separately for each utility.

Response:

The MX reporting methodology is outlined below followed by changes that would result from the
proposed FEI Amalco reporting methodology. In short, the content and form of the report will
remain consistent with the exception that pre-amalgamation main extensions will continue to be
reported on in the same manner as by the pre-amalgamation individual utilities (FEI and FEVI)
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whereas post-amalgamation main extensions will be reported on as a single entity (FEI
Amalco).

As per Commission reporting compliance requirements, the 2011 FEI and FEVI Year End Main
Extension and FEVI Vertical Subdivision report (2011 MX Report”) will contain the following:

Geo Codes and MX Test Inputs

e Schedules comparing the existing (i.e. 2010) and updated (i.e. 2011) geo codes and MX
test input parameters for FEI and FEVI.

e A schedule comparing the existing and updated use per appliance for Lower Mainland,
Interior and Vancouver Island.

Random Samples & Top 5 Data

¢ Random samples of MX test results from the FEI and FEVI mains populations for 2008,
2009, 2010 and 2011. All eight samples (4 FEI and 4 FEVI) will have a confidence
interval of +/- 12 percent confidence level.

e The 5 highest cost main extensions for both FEI and FEVI mains populations for 2008,
2009, 2010 and 2011.

Review of Random Samples and Top 5 Data

e A comparison of forecast and actual costs, consumption and Pl for the samples and the
top 5 for both FEI and FEVI.
o FEIl and FEVI's experience of ramp up.

The information provided above allows the Commission “...to determine if the aggregate PI
thresholds need to be adjusted on a go forward basis in order to achieve the aggregate Pl of
1.1

The Companies are proposing to continue this approach to annual MX reporting until the 2014
MX Report is filed since the proposed Amalco rates go into effect January 1, 2014 and 2014 will
be the first year that incorporates system extensions performed under the Amalco entity.

From 2014 onwards, the Companies will continue using the same MX reporting methodology
described above with the exception that pre-amalgamation main extensions will continue to be
reported on in the manner as by the pre-amalgamation individual utilities (FEI and FEVI)
whereas post-amalgamation main extensions will be reported on as a single entity (FEI
Amalco). Specifically, this means that the 2009-2013 main extensions will continue to be
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reported on for the first five years of their existence segmented by FEI and FEVI random
samples and top 5 mains whereas the 2014 and later mains will be reported on by the FEI
Amalco entity.

For example, the 2014 MX Report will contain the following:
Geo Codes and MX Test Inputs

e Schedules comparing the existing (i.e. 2013 FEI and FEVI) and updated (i.e. 2014
Amalco) geo codes and MX test input parameters.

e A schedule comparing the existing and updated use per appliance for the Lower
Mainland, Interior and Vancouver Island.

Random Samples & Top 5 Data

e Random samples of MX test results with a confidence interval of +/- 12 percent
confidence level drawn from the following:
o The FEI and FEVI mains populations for 2009-2013 (i.e. 10 samples total)
o The FEI Amalco main population for 2014 (i.e. 1 sample)
e The 5 highest cost main extensions:
o The FEI and FEVI populations for 2009-2013
o The 2014 FEI Amalco main population

Review of Random Samples and Top 5 Data

¢ A comparison of forecast and actual costs, consumption and PI for the samples and the
top 5 for the following:
o FEl and FEVI for 2009-2013.\
o FEI Amalco for 2014
e Ramp up
o FEl and FEVI for 2009-2013
o FEI Amalco for 2014

Continuing this example, 2014 will be the last year of reporting compliance for 2009 mains,
meaning that the 2015 MX Report would no longer include this data set. The 2015 MX Report
would also be different in that the geo code and MX Test inputs would provide comparisons of
existing 2014 FEI Amalco data versus the updated 2015 FEI Amalco data.
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29.1.1  Would the proposed reporting now roll-in past and present years five
highest cost main extensions for FEI Amalco or would reporting stay
the same and continue by each utility for past years five highest cost
main extensions and rolled-in thereafter, or other?

Please refer to response to BCUC IR 1.29.1.

29.2

Response:

The MX reporting requirements state: “... to determine if the aggregate PI
thresholds need to be adjusted on a go forward basis in order to achieve the
aggregate Pl of 1.1.” Please explain the current reporting process and the
future reporting process for the proposed FEI Amalco to satisfy that
requirement of the annual MX report.

Please refer to the response to BCUC IR 1.29.1.

29.3

Response:

As FEI and FEVI have yet to file a fully compliant 2010 MX Report at this time,
how would the proposed FEI Amalco ensure information filed in the

amalgamated annual MX reports is consistent and comparable year to year for
MX Test monitoring?

Please refer to BCUC IR 1.29.1.

29.4

In the proposed FEI Amalco, how would PI values be reported and updated in
the annual MX filing?
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Response:
Please refer to BCUC IR 1.29.1.

29.5 The System Extension and Customer Connection Policies Review took place in
the second half of 2007, and by 2012 it would have been four and a half years.
In FEU’s view, when would be an appropriate time to conduct a full review of
the System Extension and Customer Connection Policies to assess whether
the policies continue to be appropriate?

Response:

The Companies believe that the System Extension Test (“SET”) and Customer Connection
Policies continue to be appropriate and should continue. Similarly, the proposed MX reporting
described in the response to BCUC IR 1.29.1 meets the compliance requirements described in
Commission Order Nos. G-152-07 and G-06-08.

As stated in Section 9.8 of the Application®, if amalgamation and the adoption of common rates
is approved, the FEU will review the cost allocation and customer segmentation in 2016. The
Companies are proposing that the SET may also be reviewed at that time but not sooner.

It is appropriate to hold a SET review no sooner than 2016, as that time frame would have 3
populations of pre-amalgamation mains (i.e. 2008, 2009, and 2010) that will have completed the
requisite five years of reporting to the Commission as well as mains from the Amalco that will
have seen some attachments (2014-5).

¥ page 221
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30.0 MX Test

Exhibit B-3, Section 7.4.2.3, p. 137

Reference:

MX Test Background

On page 137 of the Application, the FEU note that if the Pl is less than 0.8, a customer
contribution in aid of construction (CIAC) would be required to make up the shortfall to
bring the PI up to the 0.8 threshold, before the system extension can be built.

30.1 For each of 2009, 2010, and 2011 please provide the number of contributory

mains, total mains, and total customer CIAC amount for each utility.

Response:

The table below contains the total number of mains, total contributory mains and total CIAC
amount for FEI and FEVI between 2009 and 2011.

2011 2010 2009
FEI FEVI FEI FEVI FEI FEVI
Total Number of Mains 490 173 432 202 560 211
Tot.al Contributory 40 19 20 31 53 29
Mains
Total CIAC Amount $348,107 | $89,909 | $526,590 | $156,434 | $521,573 | $275,421

30.2 If the Application is approved as proposed, what impact, if any, will there be on
customer CIAC amounts.
Response:

In general, more main extensions in the existing FEVI and FEW areas will likely require a CIAC
due to the proposed rate reductions whereas there will likely be slightly fewer main extensions
in the existing FEI area that will require a CIAC due to the proposed rate increases. Overall, the
FEU expect a minimal impact on net CIAC of the FEI Amalco entity.
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The CIAC impact is similar to the Pl impact from amalgamation described on page 140 of the
Application. The analysis shows that amalgamation would have minimal impact on average
overall PI values with Pl values for existing FEI customers increasing and Pl values for existing
FEVI and FEW customers decreasing.

30.2.1  With some areas receiving proposed rate reductions, will some main
extensions become contributory when they were not before? Please
elaborate.

Response:

Please refer to the response to BCUC IR 1.30.2.

30.3 If a developer provides input into the utility’s customer attachment and
customer use forecasts and the main extension is non-contributory since the PI
is above 0.8 but subsequently the realized load is well below the customer
attachment and/or customer use forecast, are there any consequences for the
developer providing input into forecasts that did not materialize?

Response:

In general, the developer provides a good faith estimate of the future attachments and
appliances to be installed in the main extension project. The Companies use its knowledge and
experience to finalize these forecasted customer/appliance attachements. The Companies
multiply the attachment and appliance forecast by the average use per appliance estimates
derived from its Residential End Use studies to determine consumption forecasts. As the
developer does not have control over the usage rate of the end use customer, it is not
reasonable for the developer to carry this risk, nor would it be reasonable to hold and end use
customer to commitments for usage of specific appliances. Similarly, existing customers
change their load and usage profiles over time as a result of changing equipment or moving
from one form of energy to another for a specific appliance (ie: electric stove to gas stove or
vice versa). These existing customers are not penalized for changing their load profiles, on the
contrary, through EEC, these customers are actually encouraged to use less than what they
previously used. In this manner, is it inconsistent, and unequal from an intergenerational
standpoint, to hold new customers/developers to a different standard than existing customers.
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However, in certain instances where there is concern over the forecasts, a security deposit may
be obtained from the developer which may be retained by the FEU, although this is very

infrequent.
30.3.1  Please provide any guidelines or corporate policies that FEU use to
evaluate forecasts provided by developers.
Response:

FEU relies on the knowledge and expertise of its Planning and Energy Solutions management
team to evaluate forecasts from developers. For example, the team uses the following
guidelines and sources of information when evaluating forecasts:

Lot size

e This information gives an indication as to the size of homes. Larger lots and therefore
larger homes generally take longer to sell so the load would be weighted to come on
later in the five year forecast in this scenario. Smaller lots tend to sell quickly and are
built on sooner.

Dwelling type

¢ In most subdivisions, there is a mix of single family and duplex or town homes. This can
significantly affect the load forecast.

Load

e The Planning and Energy Solutions team determine with the developer the type of
appliances in the dwelling(s). The FEU then apply average use per appliance to
determine the forecast consumption. The FEU use the findings from its Residential End
Use Studies to derive average use per appliance. These values are reported annually
to the Commission in the MX Report. Finally, the Companies account for the fact that
consumption may take time to “ramp-up” in the early months of service.

Will the developer be the builder, or sell the lot(s) to a builder?

o If the developer is also the builder, the outcome is much more predictable. If the
developer is developing the lots and selling them, then the FEU adopt a more
conservative approach to forecasting. Often there is a combination of both scenarios.
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Developer relationship

If the FEU have had positive dealings with a particular developer, the Companies are
more inclined to place higher value in their forecasts. If the FEU have found a developer
to make changes mid-project that would affect the attachment or our load forecast, then
the Companies would be more inclined to ask for a refundable security deposit before
construction were to begin.

Market intelligence

The FEU make use of market intelligence from a variety of activities that enable our
team to make informed attachment and consumption forecasts. For example, the FEU
make use of publications such as the Canadian Mortgage and Housing Corporation’s
Quarterly Housing Market Outlook for the BC region. The FEU are also involved in
organizations such as the Urban Development Institute (“UDI”) Pacific Region. With
over 600 corporate members, UDI Pacific represents thousands of individuals involved
in all facets of land development and planning, including: developers, property
managers, financial lenders, lawyers, engineers, planners, architects, appraisers, real
estate professionals, local governments and government agencies. UDI focuses on
fostering effective communication between the industry, government, and the public.

The FEU also have approval criteria for main extensions summarized below:

Main Extension Cost Threshold Written Approval Required

$0-$50,000 Planning & Design Work Leader and Energy Solutions Manager

Planning & Design Manager and Manager, Residential &

$50,000-$100,000 Commercial Energy Solutions

$100,000-$250,000 Director, Operations Centre and Director, Energy Solutions
$250,000-$500,000 VP, Operations and VP, Energy Solutions and External Relations
$500,000-%$2,000,000 President

These criteria ensure that the cost of the main extension project being proposed corresponds to
the requisite level of FEU management needed for project approval.
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31.0 Reference: MX Test

Exhibit B-3, Section 7.4.2.3, pp. 137-138
Adoption of FEI/FEVI PI Thresholds upon Amalgamation

On page 137 of the Application, the FEU state:

31.1

Response:

“Upon amalgamation and the adoption of common rates it is appropriate to
continue with the Pl methodology as approved by the Commission under
Order No. G-152-07 for FEI and FEVI whereby an individual Pl threshold of 0.8
and an aggregate Pl of 1.1 are to be used. This means that FEW will be
adopting the FEI and FEVI PI thresholds to bring all service areas across the
areas served by the FEU into alignment. They will also continue to apply to Fort
Nelson as they are today.”

Is it possible under Amalgamation if there was a single approved service area
that FEI Amalco would still be able to report the MX by region (VI, FEI-
Mainland, FEW, FN).

Although it may be possible to report the MX by region, the Companies have not conducted a
feasibility study to determine what internal capabilities would be required to report by region
following amalgamation. As described in the response to BCUC IR 1.29.1, the Company is
proposing to continue to report on pre-amalgamation main extensions for FEI and FEVI for the
requisite five years. Post-2014, the Companies will be reporting on new main extensions from
the single entity, FEI Amalco. This proposal is more efficient than continuing to report on the
pre-amalgamation service areas.

31.2

Response:

Hypothetically, if the legal amalgamation were approved but the existing
service areas were maintained, please discuss the option of having a 1.1 PI
aggregate threshold for each of Vancouver Island, FEI-Mainland, Whistler, and
Fort Nelson.

The FEU assume that this IR is referring to a hypothetical scenario whereby legal
amalgamation, postage stamp rates and a common set of FEI Amalco MX Test inputs were
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approved along with a 1.1 PI aggregate threshold for each of Vancouver Island, FEI-Mainland,
Whistler and Fort Nelson.

In section 7.4.2.3 of the Application, the FEU provide an analysis comparing Pl values of the
individual entities versus FEI Amalco. This analysis shows that FEVI and FEW customers PI
values would decrease, FEI PI values would increase and, overall, amalgamation would have a
minimal impact on PI values in aggregate. This means that more FEVI and FEW customers will
be required to make a contribution to reach the requisite individual Pl value of 0.8. If an
aggregate Pl threshold was maintained for each existing service area this would be inconsistent
with the use the FEI Amalco MX Test inputs resulting in the FEVI and FEW regions likely being
unable to maintain an aggregate Pl of 1.1 in each region. In addition, the efficiency gains of
having postage stamp rates with a single PI threshold would be reduced if the Companies had
to record, maintain and report on different Pl thresholds.

Consequently, it is in the best interests of customers to have common postage stamp rates, a
common set of FEI Amalco MX Test inputs and an aggregate PI threshold of 1.1 for FEI
Amalco. This proposal is methodologically consistent (i.e. it uses FEI Amalco inputs and an FEI
Amalco aggregate PI), accomplishes the purposes of the MX test and allows for more efficient
reporting.
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32.0 Reference: MX Test
Exhibit B-3, Section 7.4.2.3, pp. 138-139
Use of Pl Inputs Reflecting FEI Amalco

On page 138 of the Application, FEU provide a summary of the changes to the inputs
into the PI calculation resulting from amalgamation in Table 7.1 for 2013 test year
numbers. Table 7.1 is reproduced below:

Table 7.1: High Level Overview of Changes to MX Test Inputs Resulting from Amalgamation172

vy [ s [Pz ] o [ Propety [ arabie [ reed
2013 FEI 5 0160 6.8% 3 BOo4T 2.01% 3 2.880 3 14208
2013 FEVI 3 0.1 G5.5% 5 v283 1.90% 3 T.378 $ 126.00
2013 FEW 5 0160 6.2% 3 65.00 2.01% 2 11638 3 90.00
2013 FEl AMALCO 5 0155 6.7% 5 BYST 1.99% |:5.1 4361 F 141.59

32.1 By Letters L-67-11 and L-19-12, the Commission requested FEI and FEVI to
update the System Improvement (Sl) charge each year to reflect changes with
an escalation factor. Also, page 13 of the 2010 MX Report notes that the next
S| assessment will take place in 2012. Table 7.1 above appears to show no
updates in the S| charge when compared to the 2010 MX Report. Please
explain why the 2013 FEI Amalco values for the amalgamated Sl charge
appear to have not been updated. If it has been updated what are the updated
2012 and 2013 values?

Response:

On pages 138-141 of the Application, the FEU described the use of MX Test inputs and
proposed that FEI Amalco will use one set of inputs to run the MX test.

At the time the MX analysis was performed for the Application, it was assumed that the
individual entity Sl rates were a carry forward of the rates used for the 2009-2011 MX Test Sl
rates. The individual entity rates are then weighted by the 2013 projected total average
customers to arrive at the amalgamated Sl fee. As stated in the Application, the inputs in Table
7.1 were provided for illustrative purposes only to compare the individual to the amalgamated
entities and were subject to change. Following acceptance of the Application, the Companies
will develop actual FEI Amalco MX test inputs to be used in MX Tests starting in 2014.
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The FEU have had recent discussions with Commission staff® about the 2012 SI rates
changing to $0.36 for FEI and FEW and $0.49 for FEVI. In follow up correspondence®, the
FEU and Commission staff agreed that the 2012 MX Report would explain how the Sl values
were updated. 2013 Sl values have not been established.

32.2 With respect to the O&M rates, FEU note on page 139 in Exhibit B-3 that the
individual entity O&M per customer was derived using the 2011 MX Test
residential O&M rates and applying an annual inflation rate to arrive at the 2013
amounts per customer. Please explain the appropriateness of applying an
annual inflation rate given the general rate increases approved for FEI over the
last number of years.

Response:

Applying an annual inflation rate of 2% to the 2011 MX Test residential O&M rates is a
conservative and reasonable method to use in calculating the 2013 O&M per customer for the
MX Test. The approved delivery rate changes from the FEU revenue requirement applications
are made up of many factors including changes to rate base assets and the related earned
return, depreciation and amortization, property taxes, income taxes, and O&M costs. The O&M
increases approved in the FEI 2012/2013 Revenue Requirement Application result in a 1.84%
delivery rate increase in 2012%* and a further 1.34% delivery rate increase in 2013.** This
indicates that using an annual inflation rate increase of 2.00% for the MX Test O&M per
customer is a more conservative approach than applying an inflation rate based on the
2012/2013 approved delivery rate increases.

33
34
35

Main Extension Test Overview presentation to Commission staff, April 26, 2012.

Email from Commission staff sent April 27, 2012

Calculation is derived using the RRA Decision Compliance filing FEI financial schedules. ($195,213 2012 Total
Forecast O&M as shown on Section 7, Tab 7.1, Schedule 5, Column 5 - $184,625 2011 Total Approved O&M as
shown on Section 7, Tab 7.1, Schedule 4, Column 3) / $575,111 2012 Forecast Gross Margin as shown on
Section 7, Tab 7.1, Schedule 2, Column 6.

Calculation is derived using the RRA Decision Compliance filing FEI financial schedules. ($202,963 2013 Total
Forecast O&M as shown on Section 7, Tab 7.1, Schedule 6, Column 5 - $195,213 2012 Total Forecast O&M as
shown on Section 7, Tab 7.1, Schedule 5, Column 5) / $576,730 2013 Forecast Gross Margin as shown on
Section 7, Tab 7.1, Schedule 3, Column 6.

36
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32.2.1  Would applying the approved/proposed delivery rate increase in the
most recent revenue requirements application test year(s) be more
appropriate and reflective when considering O&M rates? Why or
why not?

Response:

Please refer to the response to BCUC IR 1.32.2.

32.3 Please explain how FEU will account for MX Test inputs from 2008 to 2012 in
those MX that were installed prior to Amalgamation. Would it be appropriate
for FEU to continue to use the FEI Amalco inputs for years 2008 to 2012 or
continue to use the original MX test inputs for each utility? (e.g. original
variable margin for the specific utility or amalgamated margin in the proposed
FEI Amalco.)

Response:

Please refer to the response to BCUC IR 1.29.1 for a complete description of the MX reporting
proposal.

Note that MX tests are a calculation based upon inputs at a certain “point in time”. For example
a main extension test originally run in 2009 would use 2009 inputs such as Sl, margin (delivery
rates), O&M per customer, property tax and discount rate. When reporting on 2009 main
extensions, or comparing actual attachments and volumes and therefore actual PI to original PlI,
original inputs such as discount rate, O&M etc. must be used. Using different inputs, for
example current year fixed margin for inputs, would result in main extensions having different
PI's and as such it would not be comparable to the original MX.

For pre-amalgamation main extensions, the FEU propose to continue to use the original MX
Test inputs from 2008-2013 when providing data for review by the Commission to ensure
consistency.
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33.0 Reference: MX Test
Exhibit B-3, Section 7.4.2.3, pp. 138-141
Aggregate Pl Values Resulting from Amalgamation

On pages 139 and 140 of the Application, FEU performed analysis on the FEI, FEVI,

and FEW main extension populations from 2008-2010 to determine the impact of

implementing the FEU Amalco input parameters on historical MX Test results. The FEU

generated random samples from FEI, FEVI, and FEW main extensions from 2008-2010

and then re-ran the MX Tests holding all inputs constant except the six listed in Table

7.1 on p. 138 of the Application. FEU provided Table 7-2 which shows the aggregated

PI1 values resulting from amalgamation, as reproduced below:

Table 7-2: Aggregate Pl Values Resulting from Amalgamation
2008 PI 2009 PI 2010 PI
Utility Individual Amal- Individual Amal- Individual Amal-
Utilities gamated Utilities: gamated Utilities gamated
FEI 15 16 1.7 1.8 1.5 17
FEWI 17 1.1 1.4 0.8 2.0 1.2
FEW MrA ™ MIA 45 1.8 1.0 0.4
Average 1.5 15 1.7 1.6 1.6 14

The FEU noted the results of this analysis indicate that in aggregate FEU customers

would have experienced no material changes resulting from amalgamation.

33.1 As shown in Table 7-2, FEI's Pl in 2008, 2009, and 2010 would have increased
when using the inputs of the amalgamated entity. Please explain whether this
increase in Pl is primary driven by higher variable margin as a result of
common rates.

Response:

The increase in FEI's PI is driven primarily by the higher variable margin whereas FEVI and
FEW'’s decrease is driven by lower variable margin.

33.1.1 Similarly, please explain FEVI and FEW’s decrease in Pl for 2008,

2009, and 2010 when using the inputs of the amalgamated entity.
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Response:

FEVI and FEW’s decrease in Pl is driven by the lower variable margins arising from the

common rates proposal.

33.2 Since FEVI and FEW'’s Pl is expected to decrease when using the inputs of the
amalgamated entity, should the Pl be reported by regional areas for

monitoring? Why or why not?

Response:

No, as described in the responses to BCUC IRs 1.29.1 and 1.31.1, for post amalgamation main
extensions, the FEU are recommending reporting on the single entity FEI Amalco. This is the
most efficient way to approach MX reporting. The purpose of Table 7-2 was to show the PI
impact to the entities that existed pre-amalgamation (i.e. FEI, FEVI, FEW) compared to the
post-amalgamation entity, FEI Amalco. This analysis shows that overall amalgamation would

have minimal impact on Pl values.

The FEU have proposed a common set of FEI Amalco inputs and MX Test Pl thresholds.
Consistent with this proposal, the Companies should report on the FElI Amalco post

amalgamation.
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34.0 Reference: MX Test
Exhibit B-3, Section 7.4.2.3, p. 139; Exhibit B-3-1, Appendix C-1, p. 12
MX Random Sampling Methodology

On page 12 of Appendix C of Exhibit B-3-1 of the Application, FEU provide Table 3
which includes the 2010 average number of customers, as reproduced below:

Table 3: FortisBC Energy Utilities Overview

EEC EEvI” FEW
Rate Base ($000] {mid-year 2010) ($000s) | $2,525,213 5547661  (21.7%) | $45400  (1.8%)
Cost of Service in ($000s) §1,302,417 5166099  (12.8%) | 514019  (1.1%)
# of Customers (2010 Average) 833,017 98924  [11.5%) 2586 [0.3%)
Rate Base per Customer 53,010 55,536 517,556

34.1 Would the proposed FEI Amalco’s MX reporting allow the ability to differentiate
characteristics and performances between FEVI, FEVI, and FEW, or by
different service areas?

Response:

The proposed FEI Amalco MX reporting will continue to provide the Commission with the
following data segmented geographically:

e Appliance use inputs for MX Test inputs segmented by Lower Mainland, Interior and
Vancouver Island (Note that this information is provided by the Residential End Use
Study that does not require FortisBC to maintain separate systems to track usage by
utility or region. In the future, similar to Geo code pricing, if different zones show
different usage patterns additional zones may be either added or deleted).

e Geo code pricing segmented by geography. Currently the FEU segment based on
Vancouver and Richmond, North Shore and Squamish, North of Fraser River, South of
Fraser River, Interior North, Interior South and Vancouver Island.

All other data presented in the MX Report relating to post-amalgamation main extensions will be
reported on an amalgamated basis.

Please refer to the response to BCUC IRs 1.29.1 and 1.31.1 for a detailed description of the
proposed MX Test reporting.
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34.2 Should the random sampling methodology be used for each utility or for each

service area? Why or why not?

Response:

The random sampling methodology would apply to the FEI Amalco aggregate population as the
FEU are proposing a single FEI Amalco set of MX Test inputs, an aggregate Pl threshold of 1.1
and reporting on the FEI Amalco mains. Random sampling for each utility or service area
should not be used because the FEU are not proposing separate utility or service area MX Test
inputs, Pl thresholds or reporting. Further, one of the benefits of amalgamation is the efficiency
gained from tracking only one utility’s costs and inputs. This would be lost if the FEU needed to

keep costs separate for each of the current FEVI, FEI and FEW.
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Reference:

On page 140 of the Application, Table 7-2 provides an analysis of the aggregate PI

values resulting from amalgamation. From that analysis, the FEU conclude the

following:

» Overall amalgamation would have minimal impact on Pl values as seen by the

MX Test

Exhibit B-3, Section 7.4.2.3, p. 140; Addendum to the 2010 MX

Report, dated October 14, 2011, pp. 8-9

Five Highest Cost Main Extensions Historical Information and

Amalgamation

fact that the average PI values would have been reduced by 0.1 on average;

» Pl values for FEI customers would have increased as seen by the fact that the PI
value increased in 2008, 2009 and 2010 when using the inputs of the
amalgamated entity; and

* Pl values for FEVI and FEW customers would have decreased as seen by the
fact that Pl values decreased in 2008, 2009 and 2010 when using the inputs of

the amalgamated entity.

On October 14, 2011, FEI and FEVI filed with the Commission an Addendum to the
2010 MX Report which includes the five highest cost main extensions starting from
2008, as shown in Tables 4 and 6 of the Addendum. The five highest cost main

extension tables in the Addendum are reproduced as follows:

Table 4: 2009 Top 5 Cost Main Extensions (Re-stated Table 12)

Utility Cost {5 000) Attachmerts Consumption (GI) Consumption {G1/Attachment) Pl
Years 1-5 Year 1 Year 1 Years1-5 Yearl Year 1 Years 1-5 Yearl Year 1 Years 1-5 Yearl Yearl | Years1-5
Forecast Foraca stl Actual Forecast  Forecast  Actual Forecast  Forecast  Actual Forecast  Forecast Actual Forecast
FEI
Transon Road 5 500549 5 337,574 5 254,851 205 Q o 24,100 a 0 118 o 0 09
nd Avenue S GAB442 5 248628 5 183331 306 48 2 25,733 4,685 92 97 98 46 13
Upper Hyde Creek S 186,765 5 186,765 5 141,224 115 115 26 13,161 13,161 1,115 114 114 43 15
108 Avenue 5 168699 5 101,352 5 127932 78 15 21 8,659 1,638 44 112 18 40 10
5 of University Way S 211465 5 182972 5 GB.482 78 0 1 10,489 [1] 144 134 1] 344 0.8
FEVI
Shawnigan Lake S 936,219 5 936,260 52,063,682 193 193 88 5,914 15,402 10 51 20 0 o0g
West Coast Road 5 410472 5 410439 5 401,092 201 201 0 14,070 14,000 o 70 70 o 16
Wild Ridge Way 5 918923 5 91923 5 146739 [ [ 2 4,480 4,480 367 10 70 17 19
Hammond Bay Road 5 164,340 5 90,840 5 84,142 ED 20 a 4,262 1,400 53 53 70 18 12
Kettle Creek Station |5 114424 5 76918 5 70,261 58 20 0 5,067 1747 0 a7 a7 0 17
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Table 6: 2008 Top 5 Cost Main Extensions (Re-stated Table 14)
utility Cost {5 000} Attachments Consumption [G1) Consumption (Gl Atachment) Pl
Years 1-5 Years 1-2 Years 1-2 Years 1-5 Years 1-2  Years 1-Z Years 1-5 Years 1-2 Years 1-2 Years 1-5 Years 1-2 Years 1-2 Years 1-5
Forecast Forecast Actual Forecast Forecast Actual Forecast Forecast Actual Forecast Forecast Actual Forecast

FEI
Trans-Canada Highway 5$1,320,07 51153110 5 835,121 511 280 2 79,801 41,906 129 156 150 85 09
Juniper Road 4 A353 5 42041 5 119211 a4 20 [ 5,500 2,500 1] 135 135 o Ly
Crystal Creek Drive 4 BdbdG 5 64646 5 119,192 22 22 3 3,070 3,000 358 140 140 n 10
163 & 614 Avenue 4 23492 5 1BIS12 & 172841 171 1o A6 16,507 10,619 3331 ar a7 prs 14
Rio Drive 4 18718 S5 180434 5 112712 a2 25 i 3649 3371 1] 40 40 1] 0.7
FEVI
Players Drive 4 265,791 5 265,808 5 119,838 M M 0 13,307 13,307 1] 1ED 180 0 15
French Road 4 107,795 5 107,793 & 179,714 50 50 15 3500 3,500 0 0 mn 19 12
Hutchinson Road 4 136,457 45 136457 & 103,959 75 -] 13 4,135 4,135 105 55 55 B 14
Sewell Road 4 BT 5 e0712 5 108883 25 5 19 2,750 2,750 459 110 110 4 10
Philligs Road 4 287608 5 764D & 71316 ar a7 1 4670 4,670 1 54 54 1 09

35.1 The tables above appear to show that attachments and consumption are
underperforming for both FEI and FEVI when comparing forecast against
actual. Would FEU agree with this observation?

Response:

No. The FEU do not agree with the observation that “...attachments and consumption are
underperforming for both FEI and FEVI when comparing forecast against actual.” There are two
primary reasons for this:

First, the performance of main extensions should be examined in aggregate, not at an individual
main extension level whereas the tables quoted above only show the top 5 highest cost mains.
In the Commission’s Decision accompanying Order No. G-152-07, at p. 36, the Commission
Panel found that the policy of ensuring that the addition of a full year’s cohort of customers does
not adversely affect the customers in existence at the beginning of the year was in the public
interest and conformed with the Commission’s Guidelines. The Commission approved the
establishment of an aggregate Pl of 1.10 as the threshold for all main extensions completed on
an annual basis. The Decision directed that the annual report include a “review of a random
sampling of MX test results representing a confidence interval of +/-12 percent at a 95 percent
confidence level and the five highest cost main extensions to determine if the aggregate PI
thresholds need to be adjusted on a go forward basis in order to achieve the aggregate Pl of
1.1.” [Emphasis added.] Consistent with the Commission’s Decision, it is the aggregate
threshold that demonstrates whether the existing customers are positively or negatively
impacted from the attachment of new customers on an aggregate basis.

When examined from an aggregate perspective, as shown in the Addendum to the 2011 MX
Report, 2008 and 2009 aggregate PI values were 1.5 and 1.2 for FEI and 0.7 and 1.4 for FEVI,
respectively. All these values are above the aggregate Pl threshold of 1.1 except for FEVI in
2009. If Shawnigan Lake were removed, the FEVI 2009 PI changes to 1.0. The FEU believe
that the cost estimating issues regarding Shawnigan Lake have been addressed and are
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unlikely to occur in the future. Thus, the 1.0 PI value for the 2009 portfolio is more indicative of
FEVI results. In short, the aggregate Pl performance for 2008 and 2009 are reasonable,
particularly given the economic downturn experienced in 2008/2009.

Second, since the MX Test approved by the Commission is a twenty year discounted cash flow
(“DCF”) model, the appropriate time frame to review the performance of main extensions in
aggregate should be at the end of twenty years. The annual MX reports provided to the
Commission represent a “snap shot” in time view of a main extension or group of main
extensions out of the 20 year DCF time frame. The BC housing market and the Companies’
attachment and consumption results are closely related and cyclical in nature. Inevitably, there
will always be uncertainty and variability year to year inherent in forecasting attachments,
despite the Companies’ best efforts to apply their industry knowledge, experience and
conservative approach to forecasting. The risk of focusing on performance of an individual year
is that attachments that didn’t materialize in a given year may do so at some point in the future
of the 20 year DCF time frame. Furthermore, over the 20 years, there may be attachments that
materialize that weren’t originally forecast by the Company. In sum, the performance of main
extensions in aggregate cannot be fairly evaluated until the end of the 20 DCF timeframe.

35.2 In the proposed FEI Amalco, please explain how the requested changes could
affect the PI of the five highest cost main extensions.

Response:

The effect on the PI of the top 5 post amalgamation main extensions would be the same as the
effect on the aggregate Pl values described in the IR above. Overall, the impact would be
positive for FEI main extensions (i.e. higher Pl values), whereas for FEVI main extensions, the
impact will be negative (i.e. lower PI values) due to changes in delivery margins resulting from
the common rates proposal. Please also refer to the responses to BCUC IRs 1.33.1 and 1.33.2.

Pre-amalgamation main extensions would not be affected by amalgamation because the
historical MX Test inputs would continue to be used.

As discussed in the response to BCUC IR 1.29.1, post amalgamation, the FEU plan to report
the top 5 and aggregate data to the Commission for pre-amalgamation (i.e. 2008-2013, FEI and
FEVI) and post amalgamation (2014 and onwards, FEI Amalco) main extensions.
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Based on the five highest cost main extensions information above, in light of
the proposed FEI Amalco changes, would it be appropriate for the annual MX
report to include the highest five cost main extensions by each existing utility or
by each existing service area to ensure that the Commission is kept informed
about their respective performance?

Please refer to the response to BCUC IR 1.29.1 for a detailed description of the proposed MX

reporting.

35.4

Response:

In the Decision dated April 12, 2012, on the FEU 2012-2013 Revenue
Requirements and Rates, the Commission Panel on page 91 notes concerns
that the FEU may be constructing high cost main extensions without adequate
assurance that customers will connect to the extensions. West Coast Road is
one main extension that has high cost and has no customer connections.
Please explain whether the proposed FEI Amalco, in the annual MX report,
would provide adequate monitoring on under-achieving main extensions such
as the West Coast Road.

Please refer to the response to BCUC IR 1.29.1 for a detailed description of the proposed MX
Reporting. As discussed in the response to BCUC IR 1.29.1, the proposed MX reporting will
provide adequate monitoring for all main extensions.
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36.0 Reference: MX Test
Exhibit B-3, Section 7.4.2.3, p. 140
Individual Pl Value Range Resulting from Amalgamation

On page 140 of the Application, the FEU provide Table 7-3 which shows individual PI
value range resulting from amalgamation. Table 7-3 is reproduced as follows:

Table 7-3: Individual Pl Value Range Resulting from Amalgamation

2008 Pl Range 2009 Pl Range 2010 Pl Range
Utility Ir;;:lti_uzis:lual Amal- Indi_uiil.::lual Amal- Indi_\{iifl ual Amal-
ilities gamated Lilities gamated Utilities gamated
FEI 09-23 1.0-2.6 1.0-74 1.1-3.0 1.0-38 12-432
FEWVI 1.0-2.4 06-1.5 1.0-2.3 DGE-16 10-332 0G6-20
FEW Mia Mia 48-48 18-18 Da-15 03-08

36.1 Please provide supporting calculations and underlying assumptions to the
range of Pl values shown in Table 7-3.

Response:

The calculations and underlying assumptions used to create the P.I. results shown in Table 7-3
above are described in the methodology section on page 137 — 139 of the Application. The MX
formula as approved in BCUC Order G-152-07 is provided below for reference purposes.

Net Present Value of Net Cash Inflows
(Delivery Margin + Connection Fees — O&M - System Improvement Charge — Property Tax —Income Tax)

Pl =
(Mains, Services, Meter Costs)

Net Present Value of Capital Costs

The difference between Table 7-2 and Table 7-3 on page 140 of the Application is that Table 7-
2 provides an average Pl calculation based on running the MX test for each main in the sample
under both individual and amalgamated scenarios whereas Table 7-3 presents Pl results based
on the highest and lowest PI value mains within the sample.

36.2 Please explain the purpose of calculating a range of Pl. Would this be part of a
re-forecasting calculation of Pl using actual historical customer addition and
use data?
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Response:

As described in the response to BCUC IR 1.36.1, the difference between Table 7-2 and Table 7-
3 on page 140 of the Application is that Table 7-2 provides an average PI calculation based on
running the MX test for each main in the sample under both individual and amalgamated
scenarios, where Table 7-3 presents PI results based on the highest and lowest PI value mains
within the sample.

The purpose of providing the data in Table 7.3 is to show a low to high range within the sample.
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37.0 Reference: MX Test

Exhibit B-3-1, Appendix C-1, p. 10; Exhibit B-4 of the TGVI 2010 and
2011 Revenue Requirements and Rate Design Application,
Response to BCUC IR No. 1 #44.0, submitted on August 28, 2009

Declining Use of Natural Gas per Customer Accounts

On page 10 of Appendix C-1, the FEU state:

“Since 2006 the FEVI Residential General Service UPC [use per customer] has
declined by almost 2 per cent per year, despite relatively stable UPC for small
and large commercial service in the Vancouver Island service area as
illustrated by Figure 5 below. Normalized average residential customer usage
has declined from approximately 60.2 GJ/year in 2006 to 52.4 GJlyear in

2010.”

Figure 5 in Appendix C-1 shows FEI natural gas use rates per customer, as reproduced

below:

Figure 5: FEVI Natural Gas Use Rates per Customer
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Terasen Gas Inc. (TGVI, now known as FEVI) Information Request (IR) response to
BCUC 1.44.0 to the 2010-2011 Revenue Requirements and Rate Design Application
submitted on August 28, 2009, Exhibit B-4, provides the following tables pertaining to
actual annual consumption (June 1, 2006 to May 31, 2007) of 981 new services installed

for TGI (now FEI) and TGVI (FEVI):
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Hamber of Tual Aninual
Company |Rate Class |Customers JConsumption
] Rate 1 623 58,102.7
TGl Rate 2 65 38,453.8
TGl Rate 3 2 2,548.0
TGl Rate 23 i 10,564.1
TGV RGS 263 10,663.1
TGV SCE pia | 4,342.3
TG SC352 2 1,113.4
TGV LGS 3 3,880.8

The same IR response above also provides the following table that illustrates the
normalized annual consumption by rate class for the same set of FEVI customers
included in the above table over the period 2006 to 2008:

Hormal Annual ConsiGJ)

June 13t 000

to May 31st
Rate Class [Number of Customers 2007 2007 2008
RGeS ) T0.501.0 11,5573 11,6531
5CS1 21 4,307 5,043 4,941
SCE52 2 1,118 701 223
LEE1 3 3,878 3,583 3,021

37.1 From the IR response to BCUC IR No. 1.44.0 submitted in August 2009, it
appears that new customers’ UPC in RGS was estimated to about 44 GJ for
years 2008 and 2007. Would FEU agree that new FEVI customers, compared
to FEI customers, generally have lower annual use? Please elaborate.

Response:

For the customers listed in the referenced tables, the FEU agree that new FEVI residential
customers on average have lower consumption rates compared to residential FEI customers.
However, this group represents only customers who were attached to the system over a specific
and very short time frame, as dictated in the referenced IR submitted in August 2009. It is
possible, for example, that these attachments on Vancouver Island were made up primarily of a
new subdivision that may have lower consumption on average than older homes due to higher
efficiency appliances, smaller size and/or better insulation.

The FEU have not done any specific analysis of new FEVI residential customers to determine
whether they have, on average, lower UPC than new FEI customers. However, anecdotal
evidence suggests that new FEVI customers compared to new FEI customers have generally
lower annual use rates, similar to the relationship between existing FEVI and existing FEI
customers.
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Please refer to the response to BCUC IR 1.37.1.1 for further discussions on the probable trends
impacting the declining UPC rates in FEVI.

37.1.1 Is one reason for the declining use in FEVI due to new residential
customers attaching at use rates well below the FEVI system
average. Please elaborate.

Response:

One reason for declining use in FEVI is due to new residential customers attaching at use rates
below the FEVI system average, however it is not the only reason. The FEU believe the
declining UPC is a result of a combination of trends affecting both new and existing housing.

New Construction/Housing

In British Columbia and elsewhere in North America, a number of general trends directly affect
the use rates for natural gas, such as the improved energy efficiency of new applications and
more energy efficient homes due to improved insulation. Thus similar sized newly constructed
housing using a similar combination of appliances tends to use less gas than the historical
average. Further, there is an increased level of high density housing where low consumption
per customer tends to occur more frequently.

In addition to improved insulation, more efficient appliances and increased level of high-density
housing (i.e. smaller living space) as elaborated in Appendix C-1 of the Application, overall
natural gas plays a less prominent role as the main energy option for space/water heating in
new construction in FEVI. For example, according to the latest Residential New Construction
Research prepared by Sampson Research for the FEU, on Vancouver Island the two most
common gas-end use combination include fireplaces alone (i.e. no other gas end-use) and
fireplaces paired with BBQ (both are low demand appliances). On average 19% of Vancouver
Island homes with gas service and built since 2005 have one gas end-use (typically a gas
fireplace) ¥, which leads to lower UPC rates. The FEU believe there are different contributing
factors to this trend; however, anecdotally, two issues arise — initial capital cost and the
perceived value, as discussed below.

e Initial capital cost: Electric baseboards are cheaper to install and are individually
metered with the rest of their electric use reducing upfront non-visible construction costs

%7 2010 Residential New Construction Research Analysis & Highlights Final Report (Exhibit B-3-1, Appendix G-11),

pg. 5.
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and allowing higher expenditure allocations to aesthetic items. Similarly electric water
heaters are cheaper and easier to place in the middle of the home than gas fired
equipment. This leads to an increase in the proportion of newly constructed gas homes
with only one or two gas end uses.

Perceived value: Mid to higher end home builders have been adopting heat pump
technology as a viable option to a forced air furnace, as it also offers air conditioning.
This is perceived as an additional value in this market segment and is a small increase
to the overall cost of the home. This option is being sold more to the mature home buyer
(i.e. less price sensitive) as an appliance that will drop the overall operating expense due
to its perceived efficiency. This trend also contributes to the use of natural gas as a
secondary fuel for space heating (often gas fireplace at 58%)).%

Existing Housing

For existing housing, the main trend that contributes to the declining UPC rates is the improved
efficiency. In general, old gas equipment is being replaced with much higher efficiency natural
gas equipment, or replaced with non-natural gas equipment. It is not uncommon to have a 20
year old natural gas furnace replaced with a heat pump. Air conditioning is becoming more
popular with the aging demographic and heat pumps have become more affordable, both
contributing to declining UPC levels.

38

Ibid, pages 29 and 34.
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38.0 Reference: MX Test
Exhibit B-3, Chapter 3, Sections 3.2.3 and 3.3.2, pp. 32-46

Exhibit B-1 of the FEU 2012-2013 Revenue Requirements & Natural
Gas Rates Application, pp. 363 and 367

Operating Data for FEI and FEVI

The following table is based on information provided by FEU in its 2012-2013 Revenue
Requirements & Natural Gas Rates Application.

W

[

5 |Mainland and Vancouver Island Services Activities, Unit Costs & Expenditures 2012-2013 Forecast

1 2012 Forecast 2013 Forecast

Mainland Vancouver Island Mainland Vancouver Island
(a) (b) (a) (b)

3 |Net Customer Additions 6,656 2,557 6,923 2,656

4 |Gross Customer 10,667 2,714 11,095 2,820
Ratio of Service Additions to

s Gross Customer Additions 0.72 0.81 072 0.81

6 |Activities (risers or services) 7,677 2,187 7,985 2,272
Unit Costs

7 ($ per service - riser) $1,569 $2,252 $1,616 $2,320

8 |Expenditures ($000's) $12,044 $4,926 $12,903 $5,270

"Mainland data from Table 6.2-15, page 363, Exhibit B-1 of the FEU 2012-2013 Revenue Requirements & Natural Gas Rates Application
2Vancouver Island data from Table 6.2-18, page 367, Exhibit B-1 of the FEU 2012-2013 Revenue Requirements & Natural Gas Rates Application

38.1 Please confirm, or update otherwise, the above table is accurate.

Response:

The table above reflects the numbers filed in the original RRA dated May 4, 2011. The table
was revised/updated on September 28, 2011. The changes were minor and are provided below:

2012 Forecast 2013 Forecast
Mainland Vancouver Island Mainland Vancouver Island
(a) ) (a) 1)

Met Customer Additions 6,656 2667 6,923 2,658
Gross Customer Additions 10,672 2,715 11,100 2,823
Ratio of Service Additions to Gross
Customer Additions 0.72 0.81 072 0.81
Activities (risers or semices) 7,681 2,184 7,989 2274
Unit Costs (3 per semnvice - riser) 5 1,569 3§ 2,252 5 1,616 5 2,320

Expenditures ($000's) 512,050 % 4927 512910 % 5,276
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38.2 Why are the Vancouver Island unit costs ($ per service — riser) higher than the
Mainland unit costs? Please elaborate by detailing the costs for the main,
service, and meter for each area.

Response:

The unit cost for Services is a blended services unit cost consisting of a variety of service types
(including new services, conversion services, services off stubs, vertical subdivision services,
etc.) installed in a variety of municipalities and ground conditions by both internal and external
workforces. There are many variables which contribute to the overall blended services unit cost
for FEI and FEVI.

The main reason the blended service unit costs in the 2012-2013 forecast are higher on
Vancouver Island than on the Mainland are the higher proportion of conversion services on the
Island. These are services where customers have chosen to replace an existing oil or propane
system with a natural gas service. These types of services are generally located in mature
neighborhoods, are done one at a time, and require pavement cutting and installation in fully
landscaped yards as opposed to the relative ease of installing multiple new services in new
subdivisions. The Mainland sees relatively few conversion services as natural gas has been
available for a considerable period of time. The Island derives approximately one third of its new
customers from conversion services which is a reflection of natural gas being made available to
the Island in 1991.

Conversion services typically require a manual estimate from our planning group which
necessitates a site visit. Island municipalities also have more onerous requirements (than
Mainland municipalities) for the utilities including a pre-site inspection, permit requirement and a
paving inspection.

Although the cost to install a service is higher on the Island, contributions continue to be
required from the customer if the service cost exceeds the Service Line Cost Allowance
($1,535). This customer contribution appears in the CIAC — Services account which is not
reflected in the FEVI service installation cost (i.e. the services unit costs is not net of the
customer contribution; it is the cost to install the service excluding the contribution).

The cost to install the main and the meter are not included in the cost to install the service.
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39.0 Reference: Ancillary Benefits of Facilitating Consistent Access to Service
Offerings

Exhibit B-3, Section 6.5, pp. 116 — 122, section 6.8, p. 127
Access to Other Services

39.1 Please describe, separately for each of FEVI, FEW and Fort Nelson, the
barriers, if any, that currently prevent FEU from introducing Customer Choice to
the three regions.

Response:

The extension of Customer Choice is contingent upon commodity unbundling for FEVI, FEW
and FEFN. Currently FEVI has an ‘Energy Charge’ that bundles together the delivery,
midstream and commodity components. FEFN has a ‘Cost of Gas’ charge that bundles
together the midstream and commodity components; and while FEW'’s charges are effectively
unbundled, they are not reflected as such on the customer bill. These charges need to be
unbundled to reflect the separate charge components, as it does for FEI. To execute this,
commodity unbundling would entail rate configurations in the Customer Information Systemand
bill print modifications to reflect the separate charge components on the billing statement.Lastly,
it would be necessary to create margin related deferral accounts for FEVI and FEFN similar to
FElI and FEW’s MCRA and CCRA accounts. These new deferral accounts would need to
replace the Gas Cost Variance Account and Gas Cost Reconciliation Account for FEVI and
FEFN, respectively, to capture the variances between forecast and actual costs of the
midstream and commaodity separately. Until commodity unbundling is executed, the FEU would
not be able to deploy Customer Choice to FEVI, FEW and FEFN.

Under amalgamation with common rates as proposed in this Application, FEVI, FEW and FEFN
will adopt the same rate structure as FEI, and FEI and FEW’s MCRA and CCRA accounts
would be expanded to include both FEVI and FEFN. As a result, the Delivery, Midstream and
Commaodity costs will be unbundled for each of the regions. This will allow the FEU to deploy
the Customer Choice program concurrently to all regions.

If amalgamation with common rates is not approved, the FEU would need to apply to the
Commission for commodity unbundling and the extension of the existing ESM Model and
respective business rules to each of the three regions (see response to BCUC IR 1.42.1 for
reasons why the current Essential Service Model and respective business rules are required for
the extension of Customer Choice to each of the three regions). As part of the unbundling
process, the FEU would have to undergo the system and bill print changes discussed in BCUC
IR 1.42.3. In addition, it would be necessary to create margin related deferral accounts for FEVI
and FEFN (i.e., similar to FEI and FEW’s MCRA and CCRA accounts) to capture the variances
between forecast and actual costs of the midstream and commodity separately. Once
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commodity unbundling is completed and the system modifications executed, the FEU would be
able to extend Customer Choice to FEVI, FEW and FEFN.

39.1.1 Please explain separately for each of the three areas how
amalgamation addresses or overcomes these barriers.

Response:

Please see response to BCUC IR 1.39.1

39.1.2 Please describe alternatives to amalgamation that would facilitate the
introduction of Customer Choice to each of the three areas.

Response:

Please see response to BCUC IR 1.39.1

39.1.3  What obstacles, if any, would having a common set of rate classes
and structures (but with customer and or energy charges that reflect
regional differences in the cost of service) present to the extension of
the Customer Choice program to FEVI, FEW and FEFN?

Response:

If FEVI, FEW and FEFN had a common set of rate classes and a rate structure that unbundles
the Delivery, Midstream and Commaodity components, then the FEU may be able to deploy the
Customer Choice program to FEVI, FEW and FEFN.
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Please describe, separately for each of FEVI, FEW and Fort Nelson, the
barriers, if any, that currently prevent FEU from introducing the extension of

Biomethane service to the three regions.

In order to extend Biomethane service to the FEVI, FEW, and FEFN service regions under the
current regulatory construct, the criteria identified within the FEI, then called Terasen Gas Inc.,
Biomethane Application dated June 8, 2010 (and approved pursuant to Commission Order No.
G-194-10 and the accompanying Decision, both dated December 14, 2010), would have to be
met for each region.

The table below provides an outline of the requirements that would have to be in place for each
region in order to facilitate extension of Biomethane service to FEVI, FEW, and FEFN, based on
the model currently in place for FEI. In the table, a checkmark has been used to denote those
requirements that are not currently in place for the separate regions of FEVI, FEW, and FEFN
(i.e. changes would be required).

Requirements to Extend Biomethane Service FEVI

FEW FEFN

Unbundling of Current Rate Structures

e Separation of the currently bundled rates into delivery, commaodity,
and midstream components similar to FEI region. Although FEW \/
gas costs are not currently unbundled into commodity and
midstream components in the tariff, the underlying detail is
currently available as the FEW and FEI gas supply portfolios were
fully amalgamated effective January 1, 2010.

Regulatory Framework / Approvals

e Expansion requires entity specific proposals and approvals related
to the development of Biomethane supply projects within each
region, the development of cost recovery mechanisms for program \/
costs to be recovered from all non-bypass customers, and the
development of new rate schedules and energy cost recovery
mechanisms for the Biomethane costs to be recovered from those
customers electing the Biomethane service offering.

IT and Billing System Improvements

e Changes to infrastructure to support separation of the currently \/
bundled customer bills to facilitate bill line items for delivery,
commodity, and midstream components, as well as the
Biomethane charges.
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Requirements to Extend Biomethane Service FEVI FEW FEFN

Customer Education

e An enhanced customer education program would be required in
each of the regions as customers within the FEVI, FEW, and
FEFN regions currently have bundled rates — the customer \/ \/ \/
education program would need to address the separation of the
current rates into delivery, commodity, and midstream
components, as well as communication of the new Biomethane
service offering.

The FEI Biomethane Program model was based on the then existing FEI rates and customer
bills already being fully unbundled into delivery, commodity, and midstream components for
those customer classes that would be eligible for the Biomethane service offering. Currently,
the FEVI, FEW, and FEFN rates and customer bills are not fully unbundled.

In order to offer Biomethane service in the FEVI, FEW, and FEFN service areas, each entity
would have to develop supply projects within their specific region or, as an alternative approach,
would develop a mechanism where FEI could sell Biomethane to the other FEU entities.

Based on the existing FEI model, the capital and O&M costs incurred to inject the Biomethane
into the distribution system are associated with making the Biomethane service offering
available to all customers within that service area and would be recovered from all non-bypass
customers (as discussed in section 10.4 of the Biomethane Application dated June 8, 2010) via
delivery margins that are entity specific today. The costs associated with making the
Biomethane service offering available to customers in the FEVI, FEW, and FEFN service areas
would require entity specific delivery margin related deferral accounts and cost recovery
approvals.

The cost of the Biomethane from each supply project varies. Therefore, the costs associated
with the energy supply for customers choosing the Biomethane service offering within a
particular service area, based on the FEI model, would be recovered from those customers
electing that offering via an entity specific Biomethane Energy Recovery Charge. FEVI, FEW,
and FEFN would each require entity specific Biomethane energy cost deferral accounts and
cost recovery approvals.

Further, the FEI Biomethane Program was approved on a test basis for a two year period, with
an added criteria that limits the total production of Biomethane for all projects to 250,000 GJ per
year during the test period and sets a maximum commodity price at $15.28 per GJ.

Thus while entity specific Biomethane programs could be implemented in any region, the FEI
Biomethane Program, which so far has only been approved on a pilot basis, could be expanded
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to FEVI, FEW, and FEFN more effectively and efficiently under an amalgamated model with a
common rate structure.

39.2.1  What obstacles, if any, would having a common set of rate classes
and structures (but with customer and or energy charges that reflect
regional differences in the cost of service) present to the extension of
Biomethane service to FEVI, FEW and FEFN?

Response:

As reflected in the response to BCUC IR 1.39.2, there are a number of requirements that would
need to be in place to facilitate extension of Biomethane service to FEVI, FEW, and FEFN,
based on the model currently in place for FEI.

Having a common set of rate classes and structures would provide fully unbundled rates
structures for all of the FEU regions, and it is expected that unbundled customer bills would also
result. However, in the absence of Common Rates, the FEU would still be required to develop
separate rate schedules (or riders) for each region to appropriately recover any costs that would
be streamed to the various regions.

In the case of a common set of rate classes/structures with regional customer and/or energy
charges, cost recovery mechanisms for capital and O&M costs, and recovery of costs
associated with making the Biomethane program available including customer education
program costs, would need to be developed in each region separately. Further, energy cost
recovery mechanisms for the Biomethane costs to be recovered from those customers electing
the Biomethane service offering (including any regional allocation of those energy costs) would
need to be developed.

39.3 Please confirm that the EEC service offering is now available in FEI, FEVI,
FEW and FEFN.

Response:

Confirmed. The following text is an excerpt from the Commission’s Decision in the FEU’s 2012
— 2013 Revenue Requirement Application:
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“The Commission Panel believes the requests of the FEU are reasonable and approves
the request to expand EEC program eligibility to interruptible industrial, FortisBC Energy
(Whistler) Inc and FortisBC Energy Inc. Fort Nelson Service Area customers.” (page

170)

The FEU sought further clarification from the Commission regarding eligibility for EEC funding of
interruptible customers on FEVI, and eligibility of interruptible customers of FEVI for EEC

funding was confirmed by the Commission on May 11, 2012.
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40.0 Reference: Ancillary Benefits of Facilitating Consistent Access to Service
Offerings

Exhibit B-3, Section 6.5.3, pp. 120-121, Section 6.8, p.127
LNG Service Extended to FEVI, FEW and Fort Nelson

“The benefits of CNG and LNG service can be extended throughout the larger transport
market across British Columbia where distribution infrastructure already exists.”

“...that among other things, the Provincial Government would work...to promote natural
gas as a transportation fuel’ and ‘introducing a regulation under the Clean Energy Act to
advance a proposed natural gas vehicle program’...”

40.1 Please describe, separately for each of FEVI, FEW and Fort Nelson, the
barriers, if any, that currently prevent FEU from introducing the extension of
CNG and LNG service to the three regions.

Response:

In the current regulatory constructs, separate rate schedules are required for CNG service to
each of FEI, FEVI, FEW and FEFN. In the amalgamated regulatory construct, a singular rate
schedule would be applicable for all regions of the FEU thus simplifying the administration,
approvals and accounting of the services.

Under the current situation, delivery rates for FEVI and FEW customers are higher than delivery
rates for FEI or FEFN customers. Potential CNG customers on the FEVI and FEW systems
would therefore have to pay higher rates for the same CNG service. The FEU have
encountered this situation in providing proposals to customers such as BC Transit. The result
was that the CNG offering proposed for Nanaimo was significantly more expensive than a
similar offering for Abbotsford.

With respect to the provision of CNG and LNG fueling station service, provision of these
services is only presently permitted under FEI's tariffs, specifically under GT&C 12B. Thus, at
present the FEU are not able to offer CNG or LNG fueling services to customers in FEVI, FEW
or FEFN service territories.

Other than the tariff barriers listed above the FEU do not believe there are any non-regulatory
barriers which currently prevent the FEU from introducing the extension of CNG and LNG
service to all of the FEU’s service territories. The provision of CNG service requires a
connection from the customer’s fueling station to the FEU’s natural gas distribution system.
Depending upon the customer’s fueling station location, a new service line, a service line
upgrade, main extension, or main extension upgrade may be required. FEVI, FEW and Fort
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Nelson are capable of receiving this service in the same fashion that FEI's NGT customers
already receive CNG service.

The provision of LNG service pursuant to FEI's GT&Cs 12B would require similar terms and
conditions to be introduced to all regions. Under GT&C 12B, FEI installs and maintains a LNG
fueling station and dispenses LNG to customers at the site. Amalgamation and postage stamp
rates would make FEI's GT&Cs 12B applicable to all regions, thereby facilitating the expansion
of the service.

At this time, the FEU have not made a final determination as to whether or not there are
regulatory barriers to providing LNG supply under Rate Schedule 16 to the different service
areas. The provision of FEI's Rate Schedule 16 LNG service is accomplished by the transport
and delivery of LNG by tanker from FEI's Tilbury Island facility. At present, the Tilbury Island
facility is the only location which can provide physical LNG supply to an LNG service customer.
LNG delivery by road tanker to a fueling station may be performed by the FEU or another third
party. Customers in the FEVI, FEW and Fort Nelson service areas may be capable of receiving
this service in the same fashion that FEI's LNG customers already receive LNG service.

40.2 What obstacles, if any, would having a common set of rate classes and
structures (but with customer and or energy charges that reflect regional
differences in the cost of service) present to the extension the CNG and LNG
service to FEVI, FEW and FEFN?

Response:

Having a common set of rate classes and structures does not present any obstacles to the
extension of CNG and LNG service to the three regions. As described in the response to BCUC
IR 1.40.1, there are no barriers from introducing the extension of CNG and LNG service to
FEVI, FEW and FEFN, other than the CNG and LNG service offering itself.

Under amalgamation and postage stamp rates, CNG and LNG service agreements will continue
to be executed with each individual company and will comply with the approved GT&C’s 12B.
Regional differences in the cost of LNG service may arise due to a customer’s proximity to LNG
supply from an LNG production facility. LNG service customers further from this facility may
incur greater transport costs than those customers closer to LNG supply. Other regional
differences reflected in the cost of service for CNG and LNG service may arise from the cost of
materials and construction, property tax rates, and energy demand at each customer’s
CNG/LNG fueling station.
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40.3 Please explain if there is any reason why the provision of Liquefied Natural Gas
(LNG) fuelling service would be restricted to areas where the distribution
infrastructure already exists.

Response:

LNG fueling service would not be restricted to areas where distribution infrastructure already
exists. LNG service includes the transport and delivery of LNG by tanker from the FEU’s LNG
facility to the customer’s fueling station (determined pursuant to Rate Schedule 16). Thus any
LNG service customer across British Columbia could benefit from LNG supply through transport
and delivery by tanker.

CNG service may be somewhat “restricted to areas where distribution infrastructure already
exists”. As discussed in the response to BCUC IR 1.40.1, CNG service requires a connection
from the natural gas distribution system to the customer’s fueling station facility. The transport
and delivery of CNG via tube trailers may be a feasible option in certain situations.

40.4 Do FEU believe that the provision of a CNG fuelling service in these areas is
dependent on amalgamation? If so, please explain. Does FEI General Terms
and Conditions - Section 12B for LNG Service, restricts the location of the
service offering, specifically the construction, ownership and operation of LNG
fuelling stations by FEI, to FEI Service Areas.

Response:

The provision of a CNG or LNG fuelling service in FEVI, FEW and Fort Nelson is not dependent
on amalgamation. As discussed in Section 6, page 116 of the Application, the expansion of
service offerings could be achieved through entity specific proposals and approvals, however,
amalgamation and the adoption of common rates facilitates and accelerates the process of
extending Commission-approved service offerings to FEVI, FEW and Fort Nelson customers.

In its current form, FEI's GT&Cs — Section 12B does not restrict the location of CNG or LNG
service offerings to FEI service areas, however, as Section 12B is part of the GT&Cs for FEI,
the service area definitions page (Page D-6) applies and therefore restricts CNG and LNG
service to the areas and surrounding areas defined within that part of the GT&Cs. However, the
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FEU propose to amend the GT&Cs to remove this restriction. Please refer to Appendix B-1 of
the Application for the proposed FEI Amalco GT&Cs that includes Fort Nelson, FEW and FEVI
as service areas, thereby extending Section 12B to those service areas.

40.5 How will the proposed increased FEI NGT (previously NGV) rates, resulting
from adoption of a postage stamp rate structure, affect the Provincial
Government’s initiative to promote natural gas as a transportation fuel referred
to above? Please discuss.

Response:

The FEU expect adopting a postage stamp rate structure will have no significant impact,
positively or negatively, on the Provincial Government’s efforts to promote natural gas as a
transportation fuel. The FEI rate schedules under which CNG service customers receive gas
(e.g. Rate Schedule 6, 23, 25) are proposed to increase by approximately 3 to 5 percent as
stated in this Application (Appendix J-3, at pages 6, 9 and 10). This increase will have an
impact on the net CNG refueling price of approximately $0.01 per diesel litre equivalent
increase.* The FEU do not expect this will materially impact the value proposition for CNG
refueling within FEI. Conversely, prospective CNG customers within regions such as FEVI may
benefit from common rate schedules. Overall FEU believes that there will be no material impact
on the Provincial Government’s initiative.

Similar to CNG service, the FEU do not expect any significant impact on common rates (e.g.
Rate Schedule 16) for providing LNG service, positively or negatively, to the Provincial
Government’s initiatives. LNG charges under Rate Schedule 16 are impacted as a portion of
the variable charge (transportation from Huntington to Tilbury is on based on the Rate Schedule
22 delivery charge).” However this impact is less than $0.01 per diesel litre equivalent, which
the FEU do not expect will negatively impact the value proposition for LNG refueling.** FEl’s
forthcoming Rate Schedule 16 Application will provide further discussion on the components of
the delivery charge under Rate Schedule 16.

% For example, an increase under Rate Schedule 6 of $0.331 per GJ (Line 36 Page 6 of J-3, divided by conversion

factor of 25.9) is equivalent to $0.013 diesel litre equivalent.

Please refer to FEI's 2009 Rate Schedule 16 Application at page 5 for discussion on Transportation from
Huntington to Tilbury.

The increase to Rate Schedule 22 under an Amalgamated Rate is $0.145 per GJ (Appendix J-3, Page 8). Divided
by the conversion factor of 25.9, this represents less than $0.01 per diesel litre equivalent.

40

41
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The FEU are currently reviewing the broader implications of the Provincial Government's
initiative for the FEU’s natural gas for transportation strategy and will apply to the Commission
for approvals in future applications as necessary.

Response:

40.5.1 Have the FEU conducted any directly related impact studies? If not,

why not?

The FEU have not conducted any impact studies as adopting postage stamp rate classes for
CNG and LNG service customers will not impede efforts to promote natural gas as a

transportation fuel.

Provincial Government regulation.

The FEU are presently analyzing the broader implications of the new
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41.0 Reference: Ancillary Benefits of Facilitating Consistent Access to Service
Offerings

Exhibit B-3, Section 6.5.1, p. 117

Access to Other Services — Gas Marketer Interest in Expanding
Customer Choice

41.1 Have marketers participating in the Customer Choice program expressed
interest in expanding the Customer Choice program to Vancouver Island,
Whistler or Fort Nelson?
Response:

The marketers participating in the Customer Choice program have expressed interest in
expanding the Customer Choice program to the remaining FEU service areas, particularly to
Vancouver Island, since Customer Choice was introduced to residential customers in 2007.

Continued interest was expressed at Annual General Meetings, first in 2010 at the request of
Just Energy, and then in the 2012 at the request of Access Gas. While there is no official
correspondence or reports that document this expression of interest, the topic of expanding the
Customer Choice Program, particularly to Vancouver Island, was discussed in the
aforementioned AGMs, which the Commission was a party to.

41.1.1  If so, which of the three areas have they expressed an interest in?

Response:

Please refer to the response to BCUC IR 1.41.1.

41.1.2. Please provide copies of any correspondence or reports that
document this expression of interest.

Response:

Please refer to the response to BCUC IR 1.41.1.
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42.0 Reference: Ancillary Benefits of Facilitating Consistent Access to Service
Offerings

Exhibit B-3, Section 6.5.1, p. 117

Access to Other Services — Customer Choice Essential Services
Model

“The business rules of the Customer Choice Program are defined by the Essential
Services Model (ESM).”

42.1 To what extent is the extension of Customer Choice to FEVI, FEW and Fort
Nelson dependent on the use of the same business rules as used to provide
Customer Choice to FEI customers?

Response:

The extension of the Customer Choice Program to FEVI, FEW and Fort Nelson is dependent on
the extension of both the current set of Customer Choice Business Rules in its entirety and the
Essential Service Model (“ESM”). The FEU believe it would be imprudent and likely cost
prohibitive to implement a different supply model and/or business rules for FEVI, FEW and Fort
Nelson, especially given each region’s relatively small market size. Given the Customer Choice
program’s maturity and the extensive IT infrastructure and systems already in place and
operating smoothly, the FEU are of the opinion that extending existing business rules to these
regions remains the best and only cost effective solution.

The ESM model and the associated business rules have served as the foundation of Customer
Choice since the program’s inception, and their adoption was a result of a formal regulatory
process that included extensive consultation with interested parties. Due to the BC Province’s
limited transmission infrastructure, the ESM model was selected as the preferred approach to
ensure that FEI can safely address potential or imminent commodity supply shortfalls. As such,
FEI remains the supplier of last resort in the event of marketer failure. Most importantly, this
safeguards customers from possible service disruptions.

Under the ESM, FEI maintains control of its underlying assets. FEI contracts for and manages
midstream resources including pipeline and storage capacity, and provides balancing to support
annual load shaping and peaking gas services. By utilizing midstream resources together with
its distribution system assets, FEI can ensure the delivery of natural gas from regional
supply/market hubs to a customer’s premise regardless of supplier under the ESM.
Additionally, FEI provides agency billing and collections services for marketers. Marketers
benefit by receiving remittance on their monthly delivery requirements based on 100% load
factor gas.
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The business rules that were developed in conjunction with the ESM serve to ensure the
longevity of the ESM model and to protect the customers who elected to purchase their
commodity from an independent gas marketer. IT systems and infrastructure were developed
and implemented that specifically support the ESM model and associated business rules.

To extend a supply model and business rules to FEVI, FEW and FEFN that is different than the
ESM and business rules of the current program would be equivalent to introducing a new
program to the aforementioned areas. Two Customer Choice programs would exist that could
be incompatible in process, systems and design. Significant capital expenditures and effort
would be necessary to design, develop and implement new program rules and IT systems and
infrastructure. Moreover, additional administration costs would be incurred to manage the
separate systems and business rules.

In summary, setting up a new program is likely cost prohibitive and not in the best interest of
customers. For these reasons, the FEU are of the opinion that the extension of the Customer
Choice Program to FEVI, FEW and Fort Nelson is dependent on the extension of both the
current set of Customer Choice Business Rules and the Essential Service Model.

42.1.1 In FEU’s view, should Customer Choice be extended to these areas
if the business rules for Customer Choice are different from those
established for FEI? Please provide reasons for the answer.

Response:

Please refer to the response to BCUC 1.42.1.

42.1.2  Are there some business rules that could be different or should be
different for a Customer Choice program in each of FEVI, FEW and
Fort Nelson? Please elaborate.

Response:

Please refer to the response to BCUC 1.42.1.
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42.2 In FEU’s view, is the extension of Customer Choice to each of FEVI, FEW and
Fort Nelson dependent on the use of the Essential Services Model? Please

provide reasons for the answer provided.

Response:

Please refer to the response to BCUC 1.42.1.

42.2.1 Would FEU consider extending Customer Choice to FEVI, FEW and
Fort Nelson with a supply model different than the Essential Services

Model currently employed to offer Customer

customers?

Response:

Please refer to the response to BCUC 1.42.1.

Choice to FEI

42.3 Does the new Customer Care system that was implemented January 1, 2012
support the expansion of Customer Choice to each of FEVI, FEW and Fort
Nelson? Please describe any modifications that would be required and the

estimated cost of these modifications.

Response:

The new Customer Care system that was implemented January 1, 2012 is scalable to support

the expansion of Customer Choice to each of FEVI, FEW and FEFN.

As a first step, the FEVI, FEW and FEFN’s rates need to be unbundled. A preliminary analysis

of the system maodifications required for commodity unbundling, which

includes rate

configuration and bill print changes is provided below. These changes are required to facilitate
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common rates, regardless of whether or not Customer Choice is extended to FEVI, FEW and
FEFN.

The execution of system maodifications involves:

1) Functional Tasks — technical resources that translate business requirements and
facilitate the technical pieces of the business process change.

2) Advanced Business Application Programing (ABAP) — the technical programming
changes to SAP at the code Level

3) Business Task — the business unit that defines the business requirements and process
change and participates in user acceptance testing.

The preliminary analysis below provides a rough estimate of the number of days required as
well as estimated costs to complete rate configuration and bill print changes for commodity

unbundling.
Rate Configuration & Bill print changes: Approximate Number of Days
Ite Description of Effort Functional ABAP Business

Gather requirements from business: how system should
Analysis & Design | handle pro-ration scenarios, reversals & re-bills, any impacts 30 0 10
to estimation process, bills across cutover etc.

Configure changes:

1. if geographical rate categories still exist (40 Rate Classes):
- 7 days for building rates & schemas

- 0.25 x 40 = 10 days for price keys, rate cat facts, rate
determination 17 0 0
2. if collapsed rate categories (4 Rate Classes):

- 7 days for building rates & schemas

- 0.25 x4 = 1 day for price keys, rate cat facts, rate
determination

Build - Rate
Configuration

Build - Custom
program to handle | Create a custom program which allows decimal values and

block simulates SAPs block price function; ensure it can handle 12 18 5
price/decimal degree day proration.
issue
Unit test:
1. if geographical rate categories still exist (40 RCs):
Unit Test -1 x40 =40 days 40 0 5

2. if collapsed rate categories (4 RCs):
-1 x4 =4days
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ltem Description of Effort Functional ABAP Business
Bill print changes | Includes build, unit test and user acceptance testing 30 23 15
Integration points:
Integration testing | bill print 10 0 0
- reporting
- FICA
User Acceptance Run tegt scrlpts. thrgugh any business processes impacted;
Testing Enterprise Application Support and Delivery department to 7 0 15
support user acceptance testing
Regression test Coordinate meter read upload for various areas and rates; run
Bill to Invoice to batch processing; run print processing. 10 0 5
Print Review output (samples from various rate categories).
Functional ABAP Business
Total Approximate number of days by Subcategory 126 41 45
Estimated Cost by Subcategory $100,800 $32,800 $19,300
Total Estimated Costs for Rate Configuration and Bill Print Changes $152,900

Once the rate configuration and bill print changes are completed, the extension of the Customer

Choice program would require modest modification to the Customer Choice Modules.

The

preliminary analysis below provides a rough estimate of the number of days required, as well as
estimated costs to complete the changes to the Customer Choice Function modules for the
extension of Customer Choice to FEVI, FEW and FEFN. These costs and modifications are
specific to the extension of Customer Choice under amalgamation.

Changes to Customer Choice Function Modules:

Approximate Number of Days

ltem Description of Effort Functional ABAP Business
Build - Cha}nges Change Function Modules to accept Customer Choice
to Function enrolments for all regions L 4 0
Modules g
Unit test:
1. Test enrolments in 'new' regions
Unit Test 2. Test of enrolm_gnts in existing regions _ 10 0 5
3. Test of portability in existing regions / new regions /
between regions
4. Test of extracts, reports and letters
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Ite Description of Effort Functional ABAP Business
Integration ?teﬁégizgg;e;rgggg&ﬁi Customer Choice systems " o .
testing PP ’
Run test scripts through any business processes
UAT Testing impacted; Enterprise Application Support and Delivery 5 0 15
department to support user acceptance testing
Functional ABAP Business
Total Approximate number of days by Subcategory 25 4 25
Estimated Cost by Subcategory $20,000 $3,200 $10,700
Total Estimated Costs for Changes to Customer Choice Function Modules $33,900

The modifications and costs described above for rate configuration, bill print changes and
changes to customer choice function modules for commodity unbundling and the extension of
Customer Choice to FEVI, FEW and FEFN are based on a preliminary analysis. While the
above analyses are a good indication of the effort required, the actual modifications and costs

required may vary.
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43.0 Reference: Ancillary Benefits of Facilitating Consistent Access to Service
Offerings

Exhibit B-3, Section 6.5.1, p. 117
Access to Other Services — Customer Choice Education

43.1 Do FEU anticipate that any additional customer education will be required to
expand Customer Choice to FEVI, FEW and Fort Nelson?

Response:

Customer education will be required to expand the Customer Choice Program to eligible
customers of FEVI, FEW and Fort Nelson. The FEU believe the nature of the Customer
Education plan should be consistent with the communication plan objectives approved in
Commission Order G-181-08. In general, the communication plan should:

1) Educate customers on the new rate structure in general, particularly with respect to the
different components of the bill relevant to Transportation Service and Customer Choice
since the rate structures for FEVI, FEW and FEFN currently differ markedly from that of
FEI.

2) Inform eligible gas customers that there is a value distinction between a variable rate
and a fixed rate for the gas commodity;

3) Provide customers with information concerning the issues they could consider to
determine which rate plan represents best value in their circumstances;

4) Identify the gas commodity marketplace as a competitive market and provide information
on where and how the various product offerings may be compared; and

5) Communicate the consumer protection policies in place to actively mitigate customer
complaints to the Commission.

The costs associated with the Customer Education Plan would depend on the desired audience
reach (i.e., the percentage of customers that are exposed to the communication), frequency of
advertising, and the type of media selected. Currently, the Commission approved Customer
Education Costs for 2012 are $300,000, and include the use of bill inserts, radio ads, cost
comparison newspaper ads and bill messaging. These costs, however, are incurred to maintain
existing levels of consumer awareness and understanding about Customer Choice, rather than
the more difficult task of introducing a new product. Increased communication costs would be
incurred to introduce the program to customers in FEVI, FEW and FEFN.
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Consistent with current and past practice, the FEU expect all Customer Choice communication
costs to be recovered from all eligible customers. At this time, the FEU have not yet assessed
the communication requirements associated with a roll-out of Customer Choice to these
additional markets. Rather, the FEU believe the specifics of the Customer Education Plan for
the FEVI, FEW and FEFN roll out should be determined in a separate regulatory filing for the

Customer Choice Program following a decision on Amalgamation.

43.1.1 If so, what is the anticipated nature and cost of the additional

customer education?

Response:

Please refer to the response to BCUC IR 1.43.1.

43.1.2 How will these costs be recovered?

Response:

Please refer to the response to BCUC IR 1.43.1.

43.1.3 If FEU do not anticipate the need for additional customer education,

please explain.

Response

Please refer to the response to BCUC IR 1.43.1.
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43.2 With the opening of new areas to Customer Choice, do FEU anticipate that
new marketers who are not currently operating in British Columbia will take this
opportunity to enter the marketplace?

Response:

The FEU cannot comment on the intentions of new marketers who are not currently operating in
British Columbia. However, the opening of new areas to Customer Choice may represent an
expanded business opportunity for gas marketers compared to what currently exists. This
opportunity is available to those currently operating both inside and outside BC.

43.2.1  What training or administrative costs are incurred by FEI when a new
marketer enters the Customer Choice marketplace? Who bears
these costs?

Response:

The system and program infrastructure in place for the Customer Choice Program is scalable to
accommodate the entrance of new marketers with little training and/or administrative costs.
Upon request, FEU Customer Choice staff provide existing and new gas marketers with
technical assistance. However, these and any other administrative costs incurred when setting
up a new gas marketer are recovered from gas marketer fees. .
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44.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 6.5.2, p. 120
Transportation Service to Be Uniform - Entity Specific Changes

“although expansion could be achieved through entity specific changes, proposals and
approvals, amalgamation and the adoption of common rates will facilitate and accelerate
the process of providing a uniform Transportation Service across all regions.”

44.1 How many industrial or commercial customers have expressed an interest in
transportation service in any service area?

Response:

The FEU have spoken with numerous customers over the years but have not tracked the
number of customers that have expressed an interest in transportation service across the
various service areas. FEI's current transportation service offering has been successful and
could be used as a proxy for estimating the interest in other service areas. For example,
approximately 20% of customers that are eligible for service under Rate Schedule 3 (Large
Commercial) currently take service under Rate Schedule 23 (Large Commercial
Transportation). Similarly, almost 70% of eligible Rate Schedule 5 (General Firm Service)
customers take service under Rate Schedule 25 (General Firm Transportation Service).
Further, 96% of our customers who have elected small volume Interruptible service have
chosen Rate Schedule 27 (General Interruptible Transportation Service) instead of Rate
Schedule 7 (General Interruptible Service). Finally, customers who have elected service under
Rate Schedule 22 (Large Volume Transportation), Rate Schedule 22A (Transportation Service
[closed] Inland) and Rate Schedule 22B (Transportation Service [closed] Columbia) do not have
a bundled equivalent service offering from FEI and therefore 100% of these customers receive
transportation service. The FEU anticipate that over time customers in other service areas will
similarly elect to take transportation service if the FEU are able to provide uniform transportation
service across all regions.

44.2 How many industrial customers are there in the Fort Nelson Service Area?

Response:

Currently there are only two industrial customers in Fort Nelson. Both customers take
transportation service under FEFN’s only transportation service offering (Rate Schedule 25)
instead of Rate Schedules 3.1, 3.2 or 3.3. Both of these sites are closed and currently utilizing
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natural gas for space heat only. There are approximately 30 other customers in FEFN that have
an annual consumption exceeding 2,000 GJ annually and therefore these customers would
meet FEI's current minimum criteria for transportation service under Rate Schedule 23 if uniform
transportation service was provided across all regions.

44.3 How many customers does FEVI have with annual consumption greater than
6,000 GJ?

Response:

FEVI has approximately 135 customers with an annual consumption greater than 6,000 GJ and
an additional 650 customers that would have an annual consumption from 2,000 to 6,000 GJ.
FEVI would therefore have approximately 785 customers that would qualify for transportation
service based upon FEl's current minimum criteria for transportation service if a uniform
transportation service was provided to FEVI.

44.4 What barriers exist, if any, to offering transportation service to FEW customers?

Response:
Please refer to the response to BCUC IR 1.44.5.

44.5 Separately, for each of FEVI, FEW and Fort Nelson, please describe, in the
absence of amalgamation, the entity specific changes, proposals and
approvals that would be required to introduce additional transportation service
options to these customers.
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Response:

The table below provides an outline of the requirements to offer transportation service and uses
a checkmark to denote those requirements that are currently not met for FEVI, FEW and FEFN
(i.e. changes would be required).

Requirements to Extend Transportation Service FEVI FEW FEFN

Unbundling of appropriate rate structures \/ \/
X

e Separate Energy charge per GJ to delivery and commodity costs
per GJ

Rate Design \/ \/ \/

o Develop appropriate number of transportation service offerings in
each entity

Regulatory Framework / Approvals \/ \/ \/

o Expansion requires entity specific proposals and approvals of the
new rate classes

IT and Billing Improvements \/ \/ \/

e Changes to infrastructure to support and invoice transportation
service offerings

Customer & Gas Marketer Education \/ \/ \/
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45.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 6.5.3, pp. 120-121
Supply of LNG for LNG Service

“Under General Terms and Conditions 12B, FEI customers benefit from the increased
system throughput resulting from NGT volumes, while the forecast cost of service
associated with the fueling stations is recovered from NGT customers through a take-or-
pay contract.”

451 Please confirm that the “increased system throughput” associated with LNG
Service currently flows through Rate Schedule 16 which provides LNG supply
from the Tilbury peak shaving plant located on the FEI system. If this is not
confirmed, please elaborate.

Response:

Confirmed. Increased system throughput from LNG fueling service volumes generates
incremental Rate Schedule 16 revenues to the benefit of all FEI customers. Please refer to the
response to BCUC IR 1.45.4 for a breakdown of gross and net revenues under Rate Schedule

16.

45.2 Please confirm that there are currently only two sources of LNG supply
available in British Columbia: the Tilbury peak shaving plant on the FEI system
and the Mt. Hayes peak shaving plant on the FEVI system. If this is not
confirmed, please elaborate.

Response:

Confirmed. Tilbury and Mt. Hayes Storage Facilities are currently the only two sources of LNG
supply available in British Columbia.

45.3 Please confirm that the Mt. Hayes facility does not currently have truck loading
facilities and would require an investment in additional infrastructure in order for
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this facility to supply LNG similar to the Rate Schedule 16 LNG supply from the
Tilbury facility. If this is not confirmed, please elaborate.

Response:

The Mt. Hayes Storage Facility currently does not have an LNG truck loading facility and would
require capital investment in additional infrastructure in order to make LNG available for NGT
customers.

On May 14, 2012, the Provincial Government passed the Greenhouse Gas Reduction (Clean
Energy) Regulation (the “GHG Regulation”), which prescribes undertakings for the purpose of
Section 18 of the Clean Energy Act. The GHG Regulation permits public utility companies,
including the FEU, to invest up to $104.5 million on fueling infrastructure, helping develop
heavy-duty fleets to adopt natural gas as a transportation fuel. The GHG regulation includes a
specific provision which authorizes the FEU to spend up to $4 million on a truck loading facility.
In a future application to the Commission, the FEU intend to seek the requisite approval of the
investment in a truck loading facility at Mt. Hayes.

454 Please quantify the gross revenues and the net revenues, on a per GJ basis,
that flow to FEI core natural gas ratepayers under current Rate Schedule 16
rates.

Response:

Under the current Rate Schedule 16, gross revenues that flow to FEI core natural gas
ratepayers are $3.96 per GJ (2011 variable charge as stated in the tariff). This rate has been
updated to $4.05 per GJ for 2012 and was filed with the Commission for endorsement on May
15, 2012. The remainder of this response uses the 2011 approved rate of $3.96 per GJ to
explain the net revenues under current Rate Schedule 16.

The Rate Schedule 16 variable charge is broken down into the following components:



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. P Page 179
Information Request (“IR”) No. 1

Approved
January 1, 2011
Rate
O&M Charge - Liquefaction, Storage & Dispensing S 1.98
Capital Recovery 1.11
Transportation from Huntingdon to Tilbury 0.79
Peaking Arrangement Cost 0.08
Total Variable Charge $ 3.96

In the CNG/LNG Service Application proceeding (BCUC IR 2.25.2) FEI had previously
characterized the net revenues (also referred to as delivery margin benefit) under Rate
Schedule 16 as approximately 48 percent of the total variable charge. Using the 2009 approved
rate of $3.73 per GJ, the analysis illustrated the incremental cost associated with increased
production of LNG at Tilbury of $1.95 per GJ. Using the rates in table above, this approach
yields net revenues of 50 percent ($1.98/$3.96). However this approach is limited in its depth
and accuracy. The approach does not consider the actual volume of LNG currently consumed
by the LNG service customers or the incremental cost of adding production and liquefaction for
transport customers. Furthermore the underlying O&M charge for liquefaction, storage &
dispensing reflects 2008 actual costs.

The following analysis shows the FEU'’s refined methodology which more accurately reflects the
actual net revenue benefits under the current Rate Schedule 16. A similar methodology was
used in the 2009 Rate Schedule 16 Application at Appendix 3.

Under this methodology, the FEU calculated the total annual O&M for liquefaction and storage
using the 2011 actual costs. Table 1 below shows a cost of $1.82 million is required to meet
core demand of 340,000 GJ of liquefaction during 2011.

Table 1: Baseline Tilbury Liquefaction and Storage O&M Costs
Baseline = 248,000 GJ of core LNG plus boil off = 340,000 GJ

Cost Elements Total Costs Liguefaction Storage Vaporization
M&E labor 1,751 613 876 263
COPE Labor 170,000 59,500 85,000 25,500
IBEW Labor 968,401 338,940 484,200 145,260
Total Labor Costs 1,140,152 399,053 570,076 171,023
Vehicle costs 12,235 4,282 6,117 1,835
Employee Expenses 10,000 3,500 5,000 1,500
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Cost Elements Total Costs Liguefaction Storage Vaporization
Materials 65,442 39,265 19,633 6,544
Office Furn & Equi 873 305 436 131
Computer Costs 151 53 76 23
Total Fees & Admin Costs 33,359 11,676 16,680 5,004
Contractors costs 155,075 93,045 46,523 15,508
Facilities 7,577 2,652 3,789 1,137
Recoveries & Reven 0 0 0 0
Non-Labour Costs 284,713 154,779 98,253 31,681
Total 1,424,865 553,832 668,329 202,704
Own used Gas 52,540 17,940 5,800 28,800
Electricity 339,100 204,000 116,400 18,700
Total 1,816,505 775,772 790,529 250,204

Using this information, the O&M cost at Tilbury on a per GJ basis to serve core customers is
$1,816,505/340,000 GJ which equates to $5.34 per GJ. This cost of $5.34 per GJ represents
the O&M cost for core market application in the absence of sales volumes generated by NGT

customers such as Vedder Transport.

The variable charge under Rate Schedule 16 was originally calculated by adding the estimated
incremental O&M costs to meet the core baseline with the estimated incremental O&M costs to
meet demand of 1,040 GJ per GJ as approved in Rate Schedule 16. This produces a Baseline
+ 1 Tanker per Day scenario which can be divided over the total demand. The 2011 costs
associated with this scenario are shown below.

Table 2: Baseline + 1 Tanker per Day Tilbury Liquefaction and Storage O&M Costs
Baseline + 1 Tanker = 340,000 GJ of core plus 380,000 of transport = 720,000 GJ

Cost elements Total costs Liguefaction Storage Vaporization
M&E labor 1,751 613 876 263
COPE Labor 170,000 59,500 85,000 25,500
IBEW Labor 968,401 338,940 484,200 145,260
IBEW Labor (additional) 22,400 22,400
Total Labor Costs 1,162,552 421,453 570,076 171,023
Vehicle costs 12,235 4,282 6,117 1,835
Employee Expenses 10,000 3,500 5,000 1,500
Materials 65,442 39,265 19,633 6,544
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Cost elements Total costs Liguefaction Storage Vaporization
Materials (additional) 21,902 21,902
Office Furn & Equi 873 305 436 131
Computer Costs 151 53 76 23
Total Fees & Admin Costs 33,359 11,676 16,680 5,004
Contractors costs 155,075 93,045 46,523 15,508
Facilities 7,577 2,652 3,789 1,137
Recoveries & Reven 0 0 0 0
Non-Labour Costs 306,615 176,681 98,253 31,681
Total 1,469,167 598,134 668,329 202,704
Own used Gas 52,540 17,940 5,800 28,800
Own used Gas (additional) 21,415 21,415
Electricity* 362,905 218,321 124,571 20,013
Electricity (additional) 237,665 237,665
Total 2,143,691 1,093,474 798,700 251,517

Using the costs from both Tables 1 and 2, the incremental O&M cost to serve LNG transport
customers is $2,143,691 less the base costs of $1,815,505 = $328,186. Thus 380,000 GJ of
load addition has an incremental O&M cost of $0.86 per GJ. The addition of the 380,000 GJ of
LNG transport load also reduces the average O&M costs from $5.34 per GJ to $2.98 per GJ
($2,143,692/720,000 GJ).

Using the 2011 Rate Schedule 16 variable charge of $3.96 per GJ, the incremental benefit to all
natural gas ratepayers is $3.96 less $0.86, or $3.10 per GJ. In other terms, the benefit
represents 78 percent of the 2011 variable charge rather than the 50 percent expressed under
the previous methodology.

A more complete analysis will be included in FEI's forthcoming proposed amendments to Rate
Schedule 16 Application. This application will address issues regarding cost allocation between
the core market application and the commercial LNG market application in the context of
determining a revised Rate Schedule 16 rate for expected future growth in Rate Schedule 16
volumes. In sum, the addition of incremental LNG load can be done with low incremental costs
which are to the benefit of the overall system.
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Reference: A Combined Approach to Gas Supply

Exhibit B-3, Section 7.4.3, pp. 141-143; 2012-2013 RRA, Exhibit B-9,
pp.122-124

Separate Gas Supply Portfolios
In Section 7.4.3 of the Application, the FEU state:

“The FEU are seeking approval for a combined natural gas procurement portfolio as
part of this Application. Combining the current separate gas procurement portfolios and
the associated policies and rate constructs as part of the amalgamation will provide a
consequential benefit to customers. The potential benefits of a single gas procurement
portfolio include greater operational effectiveness, expanded contracting flexibility, and
regulatory efficiency. While the Company anticipates a number of benefits from the
creation of a single combined portfolio, this change is not expected to provide immediate
cost savings in any material way. This change however, will allow the Company to
optimize the portfolio so that cost savings can be realized over the longer term. The
benefits expected from the creation of a single combined portfolio are reviewed below in
greater detalil.

In the event that the amalgamation is not approved, FEI and FEVI would continue to
maintain separate gas supply portfolios.”

FEU go on to list the benefits in more detail in section 7.4.3.1. (Exhibit B-3 of the
Amalgamation Application, pp.141-143)

In the FEU 2012-2013 Revenue Requirements proceeding (2012-2013 RRA),* in
response to BCUC IR 1.38.3 which requested FEU confirm that it intended to proceed
with the amalgamation of the FEI and FEVI gas procurement portfolios regardless
whether or not the full amalgamation of the utilities proceeds, FEU responded that “FEU
are proposing to proceed with the amalgamation of the gas portfolios regardless of the
decision on full amalgamation. Please refer to the response to BCUC IR 1.38.6 for a
description of the benefits of moving to a single gas portfolio. Itis FEU’s view that these
benefits would be realized whether or not full amalgamation of the Utilities proceeds.
2012-2013 FEU RRA.” The benefits detailed in the response to BCUC IR 1.38.6 appear
to be the same ones quoted in more detail on pages 142 of the Amalgamation
Application. (2012-2013 RRA, Exhibit B-9, BCUC 1.38.3 — 1.38.6)

42 hittp://ww.bcuc.com/Documents/Proceedings/2011/DOC 28091 B-9 FEU%20Rsp%20t0%20BCUC%20IR-

Nol.pdf
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46.1 Please explain why FEU have changed its view on the matter of proceeding
with amalgamation of the gas portfolios regardless of whether full
amalgamation proceeds, particularly given FEU’s response to BCUC IR 1.38.3
in the recent Revenue Requirement Proceeding that indicates that there are
benefits to be achieved through amalgamation of the gas portfolios that are not
dependent on full amalgamation.

Response:

As described in the preamble to this question, the FEU initially indicated in the FEU 2012-2013
RRA that it intended to proceed with amalgamation of the gas portfolios in either scenario.
However the FEU changed their view prior to the conclusion of the FEU 2012-2013 RRA
proceeding. This change in position was provided in responses to second round BCUC
information requests in the FEU 2012-2013 RRA proceeding (see Exhibit B-17, responses to
BCUC IRs 2.11.3.1,2.11.4.1, and 2.11.4.5).

This change in view was largely driven by the impact of the Commission’s Decision set out in
Order No. G-120-11 dated July 12, 2011, regarding the FEI 2011 Price Risk Management Plan
(“PRMP”) and the FEU Review of Price Risk Management Objectives and Hedging Strategy. In
this Decision the Commission, among other items, did not agree that the need to manage the
competitiveness of natural gas with other energy sources as an objective of the PRMP had
been established. The Commission also determined that a number of strategies the Company
proposed to use to help manage natural gas price volatility were not appropriate at this time.
However, the Commission did indicate that it would consider hedging proposals on behalf of
ratepayers in the future if there was a change in market conditions.

This Decision has effectively narrowed the tools the Company assumed it had immediately
available to manage gas commodity costs and help address the unique challenges for FEVI. It
is for these reasons that the Company reconsidered its assumptions under which conditions it is
reasonable to pursue the establishment of a single combined gas portfolio.

This change in view was communicated to the Commission in the FEVI letter dated August 4,
2011 in which FEVI withdrew its 2012-2013 hedging request. FEVI had submitted this request
to the Commission on June 23, 2011 to help mitigate FEVI's cost and competitiveness
challenges with the expiry of the royalty revenue arrangement at the end of 2011 and in
consideration of the favourable market gas price environment.

The FEU now believe that that it is appropriate to maintain separate gas portfolios if full
amalgamation with common rates does not proceed. In the absence of common rates, separate
gas portfolios will need to be maintained in order to give FEVI more flexibility to propose
different price risk management strategies that take into account the unique circumstances of
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the utility. This could, for example, include a different hedging strategy or physical resource
portfolio (perhaps including more storage) for FEVI.

Furthermore, the FEU may also consider rate structures for FEVI that are different than those
for FEI if legal amalgamation with common rates is not approved. While FEI currently reviews
commodity rates on a quarterly basis, FEVI uses a bundled variable rate including delivery,
midstream, and commodity costs and rates have been held constant under the rate freeze
mechanism for a number of years. This has enabled FEVI to help manage costs and rate
volatility given FEVI’s higher cost structure and competitiveness challenge.

46.1.1 If there are cost savings that can be realized over the longer term,
please explain why FEU would not wish to combine the gas supply
portfolios.

Response:

Cost savings or other benefits may be realized from an amalgamated gas portfolio over the
longer term through further optimization of the resources in response to changing market
conditions and availability of storage and pipeline transportation capacity. However, the cost
savings or other benefits are not expected to be material in the immediate term as the
management of the portfolios is already combined and the portfolios are already derived from a
similar pool of resources. Furthermore, at this time, FEVI does not believe that these benefits
would outweigh the impacts of reduced flexibility to manage the gas portfolios and any related
price risk management activities in response to FEVI's unique circumstances. As a result, at
this time the FEU do not believe it is prudent to combine the gas supply portfolios if legal
amalgamation with common rates is not approved. Please refer to the discussion in the
response to BCUC IR 1.46.1.



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

Common Rates, Amalgamation and Rate Design Application

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

. P Page 185
Information Request (“IR”) No. 1

47.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 7.4.3.1, p. 142
Fort Nelson Gas Supply

“Operational Effectiveness

The total pool of available resources can be more effectively utilized within a single
portfolio in order to better manage the total system load on a daily basis.”

47.1 Describe the portfolio of resources, including any third party transportation or
storage utilized to meet the daily load requirements of Fort Nelson.

Response:

To meet the daily load requirements of Fort Nelson, FEI uses commodity supply and third party
transportation services. Gas supply is sourced by FEI from a producer at the outlet of the Fort
Nelson gas processing plant for delivery to customers in Fort Nelson. FEI also contracts for
third party transportation capacity from Westcoast Energy Inc. (“Westcoast”) on its T-North
system in order to move gas supply each day from the plant’s outlet for delivery to the town.

FEI contracts commodity supply for Fort Nelson with a producer who is one of the qualified
counterparties that FEI uses for its overall gas supply requirements. Because of the strong and
long term supply relationship with this producer, FEI is able to contract separately for firm term
supply to Fort Nelson on favourable and flexible terms for its daily requirements. This
relationship enables secure, flexible, and cost effective supply to Fort Nelson’s customers.

From an operational perspective, FEI schedules the required amount of gas supply with the
supplier and the pipeline each day based on forecast load requirements for the next day. FEI's
unique arrangement with the producer, and the relatively small volume compared to FEI's
overall supply portfolio, enables FEI to take only what it requires based on the next day’s load
forecast for Fort Nelson rather than taking 100% of the contracted quantity each day. Most firm
term gas supply contracts require the seller to deliver and the purchaser to take the full quantity
of supply that is contracted under the terms of a deal on a daily basis.

Any excess or shortfall in gas supply based on the town’s demand for the actual gas day is
managed via a balancing agreement that FEI has with Westcoast that governs imbalances
related to the total T-North transportation capacity FEI holds in its overall portfolio. FEI and
Westcoast then settle the cumulative imbalance due to over-or-under deliveries over the course
of the month in order to manage imbalances on a timely basis.
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47.1.1 Are these resources different than those that have been contracted
for to meet the Fort Nelson peak day design load requirement? If so,
please explain.

Response:

No, the resources are not different. The nature of the resources described in the response to
BCUC IR 1.47.1 also provide enough flexibility for FEI to meet Fort Nelson’s peak day design
load as part of its overall portfolio.

47.2 Is any portion of the FEI and FEVI on-system storage resources (i.e. Tilbury
and Mt Hayes) currently allocated to meet the peak day design load
requirement of Fort Nelson? | f so, please provide the quantities.

Response:

No portion of Tilbury and Mt. Hayes LNG is currently specifically allocated to serve Fort Nelson.
However, in certain situations, these resources provide a benefit to customers located in Fort
Nelson because they are part of a diversified portfolio that is flexible enough to provide service
during an emergency or critical event.

As discussed in the response to BCUC IR 1.47.1.1, FEI contracts for resources based on the
regional needs across its diverse system. The resources of FEI are designed to provide
security of supply and diversity in the portfolio while minimizing the costs of the total portfolio.
As a result, the supply of gas during cold and peak weather conditions required in the FEU'’s
large operating region is provided by a variety of resources located in various places.

Although Tilbury and Mt. Hayes LNG do not directly provide supply for the town of Fort Nelson,
they can be used to ensure that supply is available there via other means. An example would
be if the Fort Nelson gas plant had an upset or outage during the winter months and it is only
able to provide very limited gas supply during that period to producers. In such a situation, the
producers would only allocate a portion of required volumes to each of their customers. This
situation could lead to a scenario whereby a producer is unable to provide the full scheduled
guantity of gas to Fort Nelson. However, FEI has other contracted gas supply that it purchases
at the outlet of the Fort Nelson gas plant for delivery to its other regions, such as the Lower
Mainland. Therefore, it has the ability to redirect an appropriate level of supply to Fort Nelson
that minimizes the likelihood of delivery cuts to the town. Subsequently, FEI would use supply
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from Tilbury and Mt. Hayes LNG as alternate resources for the customers of the Lower
Mainland. It is by this means that Tilbury and Mt. Hayes LNG could be employed to assist the
town of Fort Nelson during an emergency or critical event. This method of substituting gas
supply from one point to another point is known as displacement. Other resources such as gas
purchased in Alberta or storage resources such as seasonal and market area contracted by FEI
can also be used via displacement to serve the other regions of FEI including Fort Nelson
during certain situations.

FEI has employed the Tilbury plant to provide supply during upstream outages in the winter
months, which has aided in maintaining the integrity of our own and third-party pipeline systems
that interconnect with the FEI system. The availability of Mt. Hayes LNG has further
strengthened the ability of FEI to manage and balance its various load centres during critical
winter periods and emergencies. FEI's diversified portfolio of resources has the ability to
provide reliable service to all customers, including customers that are located in smaller and
remote areas like Fort Nelson.

47.2.1 Have these resources ever been utilized to meet the daily load
requirement of Fort Nelson customers?

Response:

Yes. FEl's total pool of resources is used collectively as required in order to manage the total
daily load for FEI, which includes Fort Nelson. The total pool of resources and contracting with
a diverse set of counterparties enable the reliable and safe delivery of gas to all customers on
the system.

Please also refer to the response to BCUC IR 1.47.2 for additional information.

47.3 Where does FEI take delivery of gas supply that is contracted for Fort Nelson
customers?
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Response:

FEI takes delivery of gas supply that is contracted for Fort Nelson’s customers at the Fort
Nelson gas plant outlet.

Please also refer to the response to BCUC IR 1.47.1.

47.4 Describe how the supply is currently balanced to the daily load requirements of
Fort Nelson customers.

Response:

Please refer to the response to BCUC IR 1.47.1.

47.5 Are daily nominations required by the interconnecting pipeline to meet load
balancing requirements for Fort Nelson?

Response:

Yes. Please also refer to the response to BCUC IR 1.47.1.

47.5.1  Are intra-day nomination cycles available and/or employed to meet
load balancing requirements for Fort Nelson?

Response:

Yes, intraday nominations are available for Fort Nelson; however, intraday fluctuations between
supply and demand are managed by FEI via its balancing agreement with Westcoast.

Please also refer to the response to BCUC IR 1.47.1.
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47.6 If Fort Nelson were to be supplied from a single portfolio, please describe how,

from an operational perspective, resources beyond those currently employed to
meet the Fort Nelson daily load requirement could be utilized and how this
would be more efficient than current practices.

Response:

There would no change to the contracting practices since FEI already optimizes its total pool of
resources as a single portfolio on a total regional level that includes Fort Nelson. As a result
Fort Nelson customers are already benefiting from being part of FEI's overall portfolio. For
example, as discussed in the response to BCUC 1.47.1, the customers in Fort Nelson currently
benefit from FEI supplier relationships that allow for the contracting of a unique and flexible
supply arrangement and from the ability to manage intraday fluctuations via FEI's balancing
agreement on Westcoast’'s T-North System.

47.7 Please describe the specific operational efficiencies achieved by combining the
Fort Nelson supply portfolio into the total pool of resources.

Response:

Please refer to the responses to BCUC IRs 1.47.1 and 1.47.6.

47.8 Please describe any other benefits or cost savings specifically achieved by
combining the Fort Nelson supply portfolio into the total pool of resources.

Response:

FEI already optimizes its portfolio by combining the Fort Nelson requirements into its total pool
of resources. However, Fort Nelson’'s commodity rates are derived from an allocation of certain
costs of the overall portfolio. As part of this Application, the FEU are seeking to apply common
commodity and midstream rates across all its service areas. Although the adoption of common
rates by Fort Nelson will not in itself result in additional benefits to the overall gas portfolio, it
does more appropriately recognize the benefits that Fort Nelson customers already receive by
being part of the overall FEI portfolio and contracting activities. Please also refer to the
responses to BCUC IRs 1.47.1, 1.47.2, and 1.47.6.
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48.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 7.4.3.2, p.143
Price Risk Management

“Price risk management includes activities that mitigate the impact of market price
volatility on customers’ commodity rates.”

48.1 Is managing market price volatility the only objective of FEU’s price risk
management activities? If not, please describe the other objectives.

Response:

The primary objective of the FEU’s price risk management activities is to cost effectively reduce
the impact of market price volatility on customers’ rates. These activities include mitigating the
risk of regional price disconnections, which primarily involves managing Sumas price spikes that
can occur during peak winter demand periods. The FEU also consider the ability of its price risk
management activities to help maintain competiveness of natural gas rates with other sources
of energy given the circumstances of the utility and external market conditions. This is
particularly important for FEVI, which faces more of a challenge due to its higher cost structure.
While full amalgamation with common rates would help with this challenge, price risk
management activities could also help in this regard.

48.2 Describe the price risk management activities and/or Price Risk Management
Plans currently approved by the Commission for FEI and FEVI, respectively.

Response:

The Commission has approved a number of rate stabilization mechanisms for FEI and FEVI to
use that play a role in managing natural gas price volatility. These mechanisms include the
Price Risk Management Plans (‘“PRMP”), gas cost deferral accounts and rate setting
mechanisms, the Annual Contracting Plans, and the Customer Choice Program. In addition, the
Equal Payment Plan is also available to customers as a bill smoothing mechanism.

For FEI, price risk management includes the use of a PRMP that allows for the implementation
of Sumas/AECO basis swaps per the FEI 2011 PRMP, which help mitigate Sumas price
disconnections during peak winter demand. FEI also uses a commodity deferral account and
guarterly rate adjustment mechanism to help manage the recovery of forecast commodity costs
on a 12-month prospective basis, including any incurred commodity cost variances to the end of
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the current period, from customers. The commodity deferral account essentially captures the
differences between the actual gas costs incurred and the forecast gas costs embedded in the
commodity recovery rate, with these resultant deferral balances to be recovered from, or
refunded to, customers through future commodity rates. In this way, the commodity deferral
account and quarterly rate adjustment mechanism provide some commodity rate stability by
smoothing/deferring the impact of commodity market volatility on gas costs over the
current/future prospective 12-month periods. With regard to midstream costs, a midstream
deferral account and rate setting mechanism is in place; the midstream rates, under normal
circumstances, are typically adjusted on an annual basis using a January 1 effective date and
year end midstream deferral balances are recovered from, or refunded to, customers over the
following three year period, which contributes to stability in the FEI midstream rate.

For FEVI, the bundled variable rate has been held constant under the rate freeze mechanism
for a number of years; the FEVI bundled rate includes the delivery, commodity, and midstream
cost components of rates and has not be subject to quarterly gas cost flow throughs. This
approach has enabled FEVI to help manage costs and rate volatility. In recent years, due to the
royalty revenue arrangement and lower commaodity prices, this structure has also enabled FEVI
to accumulate surpluses in the Rate Stabilization Deferral Account (“RSDA”).

For both FEI and FEVI, Annual Contracting Plans (“ACP”) also help mitigate the impact of
market price volatility. The ACPs outline the commodity, transportation and storage resources
required to meet the load requirements of core customers. By contracting for a diverse mix of
resources, including both daily and monthly priced commodity supply and storage capacity at
several different facilities, FEI and FEVI are able to cost effectively mitigate supply disruptions
and constraints, and adverse market price movements.

There are also other mechanisms available to customers for mitigating market price volatility
and its impacts on rates. They include the Customer Choice Program for FEI customers, where
customers can choose to purchase their commodity supply from a Gas Marketer at a fixed rate
for up to five years. Although not a true price risk management mechanism, both FEI and FEVI
customers are able to participate in the Equal Payment Plan, which allows them to smooth out
their monthly gas bills over a twelve month period.

In past years, in addition to the activities described above, FEI and FEVI had engaged in more
comprehensive hedging activities as proposed to and approved by the Commission. However,
following a regulatory review process in 2011, these hedging activities have been suspended,
with the exception of the Sumas/AECO basis swaps. However, the FEU may in the future
propose new hedging strategies in response to market conditions, customer preferences and/or
unique circumstances of the different entities.
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48.3 Please describe any differences between the price risk management objectives
currently employed for FEVI versus FEI.

Response:

The price risk management objectives currently employed for FEI and FEVI are the same;
however, the strategies employed may be different depending on the unique circumstances of
the different utilities and external conditions at the time. For example, as the cost challenge is
greater for FEVI if legal amalgamation with common rates is not approved, different price risk
management strategies and activities may need to be developed and used by FEVI. Please
also refer to the response to BCUC IR 1.48.1.

48.4 Do FEU envision any differences in the price risk management objectives or
activities that would be employed for FEVI and/or FEI if legal amalgamation is
not approved as proposed versus the case where legal amalgamation is
approved? Please explain.

Response:

The FEU believe that the same price risk management objectives apply to FEI and FEVI
regardless of whether or not full amalgamation is approved. However, different price risk
management activities may be required to meet these objectives if common rates are not
approved and would support the maintenance of separate gas portfolios.

In the case where legal amalgamation with common rates is approved, the FEU would employ a
single price risk management plan for the FEU. Price risk management activities may include
hedging and other alternatives, such as fixed price purchases, that the FEU are currently
exploring in light of the Commission’s Decision set out in Order No. G-120-11 dated July 12,
2011 regarding the FEU Review of Price Risk Management Objectives and Hedging Strategy.

If legal amalgamation with common rates is not approved, it is likely that FEVI would need to
employ different price risk management activities to help address FEVI's unique cost
challenges. These activities could include, for example, greater amounts of hedging, storage, or
fixed price purchases compared to FEI (as a proportion of total load requirements).
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48.5 In the case where legal amalgamation is not approved, do FEU envision any

differences in the price risk management objectives or activities that would be
employed for FEVI and/or FEI if the FEVI and FEI gas supply procurement
portfolios were amalgamated versus the case the FEI and FEVI gas supply
portfolios were not amalgamated? Please explain.

Response:

As discussed in the response to BCUC IR 1.46.1, the FEU believe that it is appropriate to
maintain separate gas portfolios if amalgamation with common rates does not proceed. To be
clear, the FEU are not proposing to amalgamate gas portfolios if legal amalgamation with
common rates is not approved.

In the absence of amalgamation with common rates, FEVI's customers will continue to have
much higher rates for gas service and face increasing costs due to the discontinuation of the
royalty arrangement with the Province of B.C. Maintaining separate gas portfolios in this
circumstance will provide FEVI more flexibility to use different price risk management strategies,
or tools, to manage natural gas commodity costs that take into account the unique
circumstances of the utility. If the gas portfolios were amalgamated in the absence of common
rates across the FEU, FEVI would have fewer tools and reduced flexibility to manage these cost
pressures.
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49.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 7.4.3.1, p.142
Gas Supply Mitigation Incentive Program

“The resource base eligible for the incentive mechanism will increase under an
amalgamated entity but this should have no impact on the overall mitigation strategy.”

49.1 If the amalgamation will not have any impact on the overall mitigation strategy,
does this mean that FEVI has been mitigating the FEVI gas portfolio as
effectively as FEI has mitigated the FEI gas portfolio but without the need for
an incentive? Please explain.

Response:

FEI has in the past, and continues today, to optimize the gas supply portfolio of resources on
behalf of all FEU customers. Although the FEU maintain two distinct natural gas portfolios, from
an operational perspective FEI manages the FEU’s total natural gas supply portfolio of
resources, including mitigation activities, on a combined portfolio basis. The costs associated
with the FEVI gas supply resources and an allocation of mitigation revenue generated by the
FEU’s optimization of the combined set of resources are accounted for in FEVI's total cost of
gas. Although FEVI customers benefit from FEI's mitigation activities, the mitigation incentive
model currently approved does not include the mitigation revenues allocated to FEVI in the Gas
Supply Mitigation Incentive Program (“GSMIP”) calculation.

As part of FEI's July 2010 application for a revised incentive program beginning in November
2010, FEI requested that that all mitigation revenue be included in the GSMIP calculation,
including the consideration of mitigation revenue allocated to FEVI. However, in its decision,
the Commission did not approve the proposed plan and instead directed that the 2009/10
program be extended for one more year and that the Company undertake a consultative review
with stakeholders, including Commission staff, to develop a new program beginning in
November 2011. By that time, it was generally known that the FEU would be seeking to
amalgamate the gas utilities and therefore it was agreed that development of the new GSMIP
program would be limited to FEI until such time a decision on amalgamation was known.

49.1.1  If FEVI has not been mitigating as effectively as FEI, to what extent
were FEVI’s portfolio resources not mitigated due to the lack of an
incentive mechanism? Please quantify to the extent possible.
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Response:

Please refer to the response to BCUC IR 1.49.1.
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50.0 Reference: A Combined Approach to Gas Supply
Exhibit A2-18, p.2
FEVI GCVA 2011 Status Report - FEVI Cost of Gas in 2011

50.1 Please confirm that the FEVI Gas Cost Variance Account (GCVA) recorded a
pre-tax surplus balance of $10.2521 million and an after-tax surplus balance of
$7.5353 million at the end of 2011. If not confirmed, please provide the correct
figures.

Response:

Confirmed.

50.2 Please confirm that the Royalty Credit recorded into the FEVI GCVA for 2011
was $17,315.50 with an adjustment of a debit of $2,012.7 for 2010 resulting in
a net Royalty Credit of $15,302.90. If not confirmed, please provide the correct

figures.
Response:
Confirmed.

50.2.1 Please explain the nature of the adjustment of the debit for 2012.
Response:

The royalty adjustment is the result of the annual reconciliation of royalty revenue, which is the
difference between the aggregate royalty revenue of each quarter of the applicable calendar
year and the aggregate quarterly amounts paid by the Province of British Columbia (the
“Province”). In June of each year, FEVI provides the Province with a statement setting out the
Weighted Average Annual Price for the preceding year (based on the Provincial Gas Production
Report that FEVI normally receives in early to mid-June from the Province), and a recalculation
of royalty revenue determined by multiplying the deemed volume of gas set forth in the
Vancouver Island Natural Gas Pipeline Agreement by the Weighted Average Annual Wellhead
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Price for such year. If the recalculation of the royalty revenue, as shown on the statement, is
less than or greater than the aggregate quarterly payments of the royalty revenue made by the
Province to FEVI, then an adjustment payment will be made by FEVI or the Province, as the
case may be.

The 2010 royalty adjustment, calculated and paid in June 2011, was a payment by FEVI to the
Province.

Calendar 2011 was the last year of the royalty credit arrangement with the Province and the
2011 royalty adjustment is expected to be calculated and settled in June 2012.

50.3 Please confirm that the actual recorded Weighted Average Cost of Gas for
FEVI in 2011 before the Royalty Credit was applied was $5.8388 per GJ. If not
confirmed, please provide the correct figure.

Response:

Confirmed.

50.4 Please confirm that the weighted average cost of gas for FEVI in 2011 after the
application of the 2011 Royalty Credit was $4.4588 per GJ. If not confirmed,
please provide the correct figure.

Response:

The recorded weighted average Royalty Adjusted Cost of Gas (“RACOG”) for 2011 was
$4.6192 per GJ. The recorded weighted average RACOG for 2011 includes the royalty
revenues received in 2011, as well as the royalty adjustment calculated and paid in 2011 but
related to the prior year.

Please refer to the response to BCUC IR 1.50.2.1 for further discussion related to the
calculation and payment of the prior year royalty adjustment.
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50.5 Please confirm that the royalty credit received by FEVI for 2011 was the
equivalent of $1.38 on a per GJ basis. If not confirmed, please provide the
correct figure.

Response:

The total royalty revenues received by FEVI in 2011 includes the royalty adjustment calculated
and paid in 2011 but related to the prior year. Accordingly, FEVI expects a royalty adjustment
related to 2011 will be determined in June 2012; however, the value of that adjustment is not
known at this time. Thus, the value of the royalty revenues received by FEVI during 2011,
including the 2010 adjustment FEVI paid to the Province in June 2011, was the equivalent of
$1.22 per GJ of total sales volumes.

Please refer to the response to BCUC IR 1.50.2.1 for further discussion related to the
calculation and payment of the prior year royalty adjustment.

50.6 Based on the Core Market rate approved for 2011 for FEVI ,and the data
reported in the Gas Cost Variance Account 2011 Status Report, please break
the rate for a typical residential customer into the following components on a
per GJ basis: delivery margin, weighted average cost of gas, royalty credit and
revenue surplus.

Response:

Please refer to the table below which provides the 2011 approved rate, including the approved
Royalty Adjusted Cost of Gas (“RACOG”), broken down into the requested components. Please
note that this provides an approximation only and may not be representative of the actual
components of the rate if the Energy Charge were to be unbundled.
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Approximate Components of FEVI Residential
Energy Charge

2011
Line Particulars Approved

1 Basic Charge per Month $ 10.50
2

3 Delivery Margin $ 9.352
4 Weighted Average Cost of Gas $ 8.631
5 Royalty Credit $ (3.225)
6 Rewvenue Surplus (Deficiency) $ (0.434)
7 Energy Charge ($/GJ) $ 14.325

The variance between the approved 2011 RACOG of $5.407/GJ ($8.631 less $3.225) and the
actual 2011 RACOG of $4.619/GJ, as reported in the FEVI 2011 Gas Cost Variance Account
(“GCVA”) Status Report, was captured in the GCVA deferral account as an addition in 2011.
This addition has been amortized through 2012 FEVI rates, as a component of the delivery

margin.
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51.0 Reference: A Combined Approach to Gas Supply
Exhibit A2-17, Cover letter, p.1, FEVI 2012 First Quarter Report, p. 5,

FEVI 2012 First Quarter GCVA and RDSA Report - Breakdown of
FEVI Rate for 2012

“‘Based on the five-day average of the February 13, 14, 15, 16, and 17, 2012 forward
prices for natural gas, the annual outlook indicates that the GCVA is forecast to be at a
surplus balance of approximately $6.2 million before tax at year end December 31, 2012
while the revenue forecast is forecast to be approximately $5.5 million after tax.” (Exhibit
A2-17, Cover Letter, p. 1)

51.1 Please confirm that the 2012 outlook for the weighted average cost of gas for
FEVI is $5.81 per GJ based on the information presented in the 2012 First
Quarter Report.

Response:

Confirmed, the 2012 outlook for the weighted average cost of gas for FEVI was calculated at
approximately $5.81 per GJ based on the information presented in the FEVI 2012 First Quarter
Report on the GCVA and RSDA (the “2012 First Quarter Report”).

Further, as noted in the 2012 First Quarter Report, the forecast December 31, 2012 GCVA
surplus balance was calculated utilizing an approved cost of gas based on the forecast of gas
costs for 2012 included in the updated FEVI financial schedules submitted on October 11, 2011
as Undertaking No. 24 (Exhibit B-52) of the FEU 2012-2013 RRA.

On May 1, 2012 the FEU filed revised financial schedules, which included updated 2012 and
2013 forecast cost of gas for FEVI, to comply with the modifications directed pursuant to the
Commission Decision on the 2012-2013 RRA, issued concurrently with Commission Order No.
G-44-12. The 2012 approved weighted average cost of gas for use in calculating the GCVA has
now been set at approximately $5.78 per GJ, and will be reflected in the 2012 outlook that will
be provided in the FEVI 2012 Second Quarter Report on the GCVA and RSDA, due to be filed
in early June.

51.2 Please confirm that there is no royalty credit projected for 2012.
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Response:

Confirmed, the Royalty Rebate arrangement under which FEVI received royalty revenues from
the Province expired on December 31, 2011 and no royalty revenues have been forecast for
2012.

However, as described in the response to BCUC IR 1.50.2.1, a true-up adjustment related to the
prior year’s royalty revenues is typically calculated, based on the Provincial Gas Production
Report, and settled in June of the following year — FEVI expects an adjustment related to the
2011 royalty revenues will be determined in June 2012 but, at this time, does not know whether
it will be a debit or a credit adjustment.

51.3 Based on the Core Market rate currently approved for FEVI, and the data
reported in the 2012 First Quarter Report on the Gas Cost Variance Account
and the Rate Stabilization Deferral Account, please break down the rate for a
typical FEI residential customer into the following components on a per GJ
basis: weighted average cost of gas, delivery margin and projected revenue
surplus.

Response:

The FEU interpret this question to be asking for the rate for a typical FEVI Residential customer
and not a typical FEI residential customer as noted in the question.

Please refer to the table below which provides the currently approved FEVI residential rate, and
which includes the annual outlook for the Weighted Average Cost of Gas (“WACOG”) as
reported in the 2012 First Quarter Report on the Gas Cost Variance Account and the Rate
Stabilization Deferral Account, broken down into the requested components. Please note that
this provides an approximation only and may not be representative of the actual components of
the rate if the Energy Charge were to be unbundled.
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Approximate Components of FEVI Residential Energy Charge

Line Particulars 2012 Reference

AN

Basic Charge per Day $ 0.3450

Delivery Margin $ 9.352 Rate freeze; equal to 2011 approved
Weighted Average Cost of Gas 5.806 2012 FEVI Q1 Gas Cost Report
Royalty Credit - Not applicable for 2012; 2011 true-up expected in June
Revenue Surplus (Deficiency) (0.834) Line 7- (Line 3 + Line 4 + Line 5)
Energy Charge ($/GJ) $ 14.325



FortisBC Energy Utilities (“FEU”), comprised of FortisBC Energy Inc. (“FEI”), FortisBC
Energy (Vancouver Island) Inc.) (“FEVI”), FortisBC Energy (Whistler) Inc. (“FEW”), Submission Date:

((6 FORTIS BC and FortisBC Energy Inc. Fort Nelson Service Area (“FEFN” or “Fort Nelson”) June 1, 2012

52.0

Common Rates, Amalgamation and Rate Design Application

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

. P Page 203
Information Request (“IR”) No. 1

Reference: A Combined Approach to Gas Supply

Exhibit B-3, Section 9.6.2.4 pp.204-205, 212; Exhibit A2-16, RS16
2011 Annual Report, pp.1-3

Classification of Tilbury Storage Function

“Classification of Tilbury Storage Function

The Tilbury LNG Storage Facility (Tilbury) was designed and constructed between 1969
and 1971. Since its commissioning in 1971, Tilbury has been in operation providing
important system capacity to meet loads on the coastal transmission system during
extreme winter peaking events. In this way, Tilbury primarily provides benefits related to
security of supply, reliability and flexibility to serve loads within FEI's system during
extreme events and by mitigating potential temporary operational issues associated with
pipeline infrastructure supplying FEI's customers.

On June 4, 2009, the Commission issued Order No. G-65-09 approving Rate Schedule
16, which allows FEI to make liquid natural gas (LNG) available to customers so as to
allow the adoption of this fuel for emerging markets, such as transportation applications.
Under this service, FEI utilizes LNG supply from Tilbury for transport applications. FEI is
also assessing how Tilbury can be further utilized for expanded transportation
applications.

The Tilbury LNG Storage facility was included as a function in the FEI's 1993, 1996 and
2001 rate design applications. The Tilbury function was consistently classified as
demand-related in each of those proceedings. For the purposes of this Application, the
FEU have maintained this classification approach for the Amalgamated Entity COSA.”
(Exhibit B-3, pp.204-205)

“Tilbury is primarily a peaking resource providing critical system capacity during extreme
winter peaking events and provides system reliability and security of supply benefits. In
the 2001 RDA, the total cost of service associated with Tilbury was included in the
delivery margin and allocated based on peak day demand. All firm customers were
allocated costs associated with Tilbury based on peak demand since all customers
benefit from the peaking and operational flexibility that Tilbury provides. This approach
was accepted by the Commission and was a simple, easy to understand approach that
appropriately allocated costs to those customers who benefit from Tilbury.

As discussed in section 9.6.2.4, Tilbury is also used to provide LNG supply under Rate
16 and FEI is currently assessing ways to further utilize the facility for transportation
applications. Any future filings related to the expanding the uses of the Tilbury facility
will address any associated cost allocation considerations at that time. For the purposes
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of this Application, however, FEU believes that it is appropriate to continue to use the
allocation approach currently in place.”

52.1

Response:

In the past 12 years, please list each of the times that the Tilbury Storage
facility has been used to provide peaking gas supply. Please provide dates

and quantities for each event.

The following table sets out the volumes that FEI withdrew from Tilbury LNG storage over the
last 12 years to help manage cold weather events.

Year Gas Day Withdrawal GJs
2000 Sunday, December 10, 2000 8,732
2001 Wednesday, February 07, 2001 52,900
Thursday, February 15, 2001 16,275
2003 Monday, February 24, 2003 90,204
Tuesday, February 25, 2003 36,698
Friday, March 07, 2003 20,350
Sunday, March 09, 2003 29,082
Tuesday, November 04, 2003 5,894
2004 Saturday, January 03, 2004 96,559
Sunday, January 04, 2004 86,493
Monday, January 05, 2004 121,178
Tuesday, January 06, 2004 44,993
2005 Friday, January 14, 2005 41,452
Saturday, January 15, 2005 75,263
2006 Monday, November 27, 2006 18,337
Tuesday, November 28, 2006 32,599
2009 Thursday, February 26, 2009 26,171
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Year Gas Day Withdrawal GJs
Friday, February 27, 2009 10,934
Monday, March 09, 2009 63,112
Tuesday, March 10, 2009 28,451
Wednesday, March 11, 2009 31,653
2010 Monday, November 22, 2010 85,717
2012 Tuesday, January 17, 2012 26,591
Wednesday, January 18, 2012 8,298

In the Rate Schedule 16 2011 Annual Report FEI states: “Over the past year FEI
reached significant milestones in the provision of LNG for transportation applications.
During 2011 FEI contracted with three customers for LNG sales under Rate Schedule
16. ....

Despite the notable growth during 2011, inherent limitations associated with Rate
Schedule 16 exist. In order to further LNG sales and accommodate high demand
customers such as BC Ferries, FEI intends to file an application with proposed
amendments to Rate Schedule 16 in the coming months.” (Exhibit A2-16, pp. 1-3)

52.2 Please describe the “inherent limitations associated with Rate Schedule 16”
that restrict FEI's ability to further develop the natural gas vehicle (NGV)
transportation market.

Response:

A few of the inherent limitations associated with Rate Schedule 16 are summarized at a high
level below:

1) The categorization of Rate Schedule 16 as a “pilot” and the expiry of Rate Schedule 16
effective on December 31, 2014 is a factor that limits the ability to sell LNG for
transportation applications. Customers investing in LNG vehicles require a long term
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service option and need to have the confidence that LNG will be available to service
their needs. In FElI's experience, the designation of the Rate Schedule 16 as a pilot
implies to some customers a temporary service that could be revoked, leaving them with
facilities and vehicles that cannot be used cost-effectively and without nearby supply
redundancy.

Rate Schedule 16’s volume cap of 1,040 GJ per day limits FEI's ability to attract new
LNG service customers. FEI's only LNG service customer, Vedder Transport, is
contracted through Rate Schedule 16 for 11,500 GJs of LNG per month, which
calculates to approximately 36 percent of the present volume cap. Vedder has indicated
an intention to increase its volume commitment to around 14,600 GJ per month, or 46
percent of the volume cap. LNG sales to other LNG customers such as Westport Power
and Encana Corporation also represent a portion of this cap. Rate Schedule 16’s
limitation on availability of LNG supply means FEI could only contract with one more
trucking fleet with similar or lower fuel demand than Vedder.

Rate Schedule 16 as an interruptible service is an impediment to growing the LNG for
transportation as the nearest current alternative for LNG supply is in Portland, Oregon
(Northwest Natural Gas peak shaving facility). The Mt. Hayes Storage facility could also
become a source of LNG supply for transportation if a truck loading facility is added.
Customers are concerned about the potential limitation in supply, but recognize that
actual supply interruptions have been very limited and may be mitigated to a limited
extent by the customer’s on-site supply of LNG in the fueling facility.

The constraints associated with Rate Schedule 16 are not limited to the three issues described
above. These and potentially others will be detailed in a future application to the Commission.

52.3 Please elaborate on the nature of the amendments that FEI will be applying for
in the coming months. If the amendments include increasing the daily volume
limitation, please quantity the daily volume limitation FEI intends to propose.

Response:

At this time, FEI foresees proposed amendments to Rate Schedule 16 which may include the
following:

Transition from “pilot” to “permanent” status and to amend the service offering from an
Interruptible offering to a Firm Service offering;
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¢ Expand the volume cap that is in place for shipments from the Tilbury LNG facility;

o FEIl is presently analyzing the impacts of a volume increase under different
scenarios. The analysis will be fully explained in FEI's Rate Schedule 16
application.

e Establish LNG supply from Mt. Hayes;

o Establish terms of service and rate treatment for supply of LNG under Rate Schedule 16;

e Allocate a portion of the available LNG storage capacity at both Tilbury and Mt. Hayes
to service the LNG transport market;

e Adding an optional feature whereby customers may receive LNG transport and delivery
services utilizing FEI tank trailers (as directed by the Commission in Order No. G-144-
11); and

e Adding the option for a Rate Schedule 16 customer to receive biomethane commodity
supply as part of their commaodity choice.

52.4 When does FEI expect to file the subject Rate Schedule 16 application?

Response:

At this time, FEI expects to file an application for proposed amendments to Rate Schedule 16 in
the third quarter of 2012.

52.5 Please provide a table similar to Table 1 of the Rate Schedule 16 Pilot Program
2011 Annual Report (Exhibit A2-16, p. 2)showing the customers and sales
volumes to date in 2012.

Response:

The table below shows current LNG customers and LNG sales volumes from January through
April 2012.
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Customer Total Contract 2012 Sales 2012 LNG Delivery | 2012 LNG Commodity Total
Demand Volume Sales Sales Sales
(GJd/month) (GJ) (@ $3.96/GJ) ($) %)
Encana Corporation spot supply - 0 0 0
Vedder Transport 11,500 26,148 103,546 62,209 165,755
Westport Power spot supply 2,737 10,839 6,508 17,347
Total 11,500 28,885 114,385 68,717 183,102

The sales volume of 28,885 GJ shown in the above table represents approximately 23% of the
volume cap available under Rate Schedule 16.

52.6 Please explain why FEU have not proposed any modifications to the
functionalization, classification and allocation of the Tilbury Storage facility
costs in light of the significant milestones that have been reached to date in the
use of the facility for the provision of LNG for transportation use through Rate
Schedule 16.

Response:

Tilbury has been used to supply LNG for transport applications under Rate Schedule 16 as well
as for other end uses (e.g., Adams Lake Mill). Over the past few years FEI reached significant
milestones in the provision of LNG for transportation applications and the company anticipates
the LNG market to continue to grow and evolve in coming years. FEI believes that it will be
appropriate to evaluate the rate design methodology of the Tilbury storage facility at the time
specific applications are made for expansion of Rate Schedule 16 service or expansion of the
facility itself.

52.7 Please describe the nature of the impact that the provision of significant
quantities of LNG under Rate Schedule 16 would be expected to have on the
functionalization, classification and allocation for the Tilbury Storage facility with
respect to Rate Schedule 16 customers and with respect to core natural gas

customers.
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Response:

The provision of significant quantities of LNG under Rate Schedule 16 has no impact to the rate
design methodology of Tilbury facility and costs allocated to core natural gas customers as long
as the costs and revenues associated to serve customers under Rate Schedule 16 are allocated
in the same manner as proposed in the Application.

Also, as mentioned in the response to BCUC IR 1.52.6, the FEU are proposing to make no
changes to the current rate design treatment of Tilbury storage facility. Any future filings related
to expanding the uses of the Tilbury facility and the Mt. Hayes facility will address any
associated cost allocation considerations at that time.

The FEU are currently assessing how the Tilbury and Mt. Hayes storage facilities can be further
utilized for expanding the LNG transport applications without impacting the core natural gas
customers.

52.8 Does FEI intend to reserve any portion of the Tilbury Storage tank capacity or
the current Tilbury liquefaction capability for use by the NGV transportation
market?

Response:

As indicated in the response to BCUC IR 1.52.3, FEI will be proposing to allocate a portion of
the existing Tilbury Storage tank capacity for buffer against variability in supply and demand for
LNG transport customers. This buffer storage would help alleviate any supply concerns from
LNG customers while preserving the ability of the system to perform its primary function of
peaking and emergency backup service.

FEI will also be proposing to increase the amount of available liquefaction capability at Tilbury
for use by the NGT market. FEI is presently analyzing various scenarios which will be
presented in the forthcoming Rate Schedule 16 Application.

52.8.1  If so, please provide the anticipated storage capacity and liquefaction
capability to be reserved.
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Response:

As discussed in the response to BCUC IR 1.52.3, FEI is presently analyzing the impacts of
utilizing additional storage capacity and liquefaction capability under different scenarios. The
analysis will be described in FEI's Rate Schedule 16 application.

52.8.2  Please explain how the reservation of a portion of the Tilbury
capacity and capability for NGV transportation use or for other LNG
emerging markets would impact the Amalgamated Entity COSA?

Response:

Please refer to the response to BCUC IR 1.52.7.

52.9 How does the Tilbury LNG peaking facility serve Fort Nelson customers?

Response:

The ability of Tilbury LNG to serve Fort Nelson customers is discussed in the response to BCUC
IR 1.47.2.
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Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 9.6.2.4 p. 205
Classification of Mt. Hayes Storage Function

“Classification of Mt. Hayes Storage Function

The Mt. Hayes LNG Storage Facility (Mt. Hayes) was successfully brought into service in
2011. Mt. Hayes provides system capacity for FEVI and a peaking gas storage resource
as part of the FEVI and FEI gas supply portfolios. Mt. Hayes also improves the overall
system reliability in the event of transmission system or upstream outages. The FEU
also are currently assessing how the Mt. Hayes storage facility can also be utilized to
offer LNG service for emerging markets including transport applications.

Since the Mt. Hayes storage facility has recently been added as a new asset in FEVI’s
rate base, the FEU are treating Mt. Hayes as a separate function in order to assess cost
allocation alternatives. The FEU believe that it is appropriate to classify the Mt. Hayes
storage function as demand-related at this time. EES Consulting has reviewed the Mt.
Hayes LNG Storage facility classification methodology and believes it to be reasonable.”

53.1 Since the Mt. Hayes facility came into service in 2011, please describe the
times that the facility has been used to provide either system capacity and/or
peaking gas supply. Please provide dates, quantities and identify whether the
use was for system capacity or peaking gas supply purposes.

Response:

Since the Mt. Hayes facility was ready for use starting November 2011, FEI has called on it one
time to provide peaking gas supply. This occurred on Wednesday, January 18, 2012, when
24,512 GJs were required to manage colder than normal weather to meet Core load
requirements.

53.2 When do FEU anticipate that the Mt. Hayes storage facility would be needed to
provide LNG service for emerging markets?

Response:

The FEU are currently assessing how the use of both Mt Hayes and Tilbury can be optimized on
an integrated basis to support the NGT and other markets without impacting the use of the
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facilities to meet the requirements of existing customers. It is anticipated that the use of Mt.
Hayes would be required as soon as is practical. This will be fully examined in the forthcoming
Rate Schedule 16 Application proceeding.

53.3 What facility modifications are required at the Mt. Hayes Storage Facility to
accommodate its utilization to offer “LNG service for emerging markets
including transportation applications”?

Response:

Mt. Hayes requires a truck loading facility similar to Tilbury’s truck loading facility to offer LNG
service. This will enable the physical supply of LNG by tanker truck to NGT customers and
emerging markets. The FEU estimate the capital cost of this facility will be between $3 and $4
million. The FEU are presently analyzing the impact of the Greenhouse Gas Reduction
regulation and its provision for an investment in a truck loading facility, as described in the
response to BCUC IR 1.45.3.

53.4 Would the utilization of Mt. Hayes to offer LNG service for emerging markets be
provided through a Rate Schedule similar to FEI Rate Schedule 167

Response:

Yes, the FEU intend to include Mt. Hayes as an additional supply facility of LNG service for NGT
customers and emerging markets and would propose amendments to Rate Schedule 16 to
reflect that. A more detailed discussion on the use of Mt. Hayes will be provided in the future
Rate Schedule 16 Application.

53.5 Does FEI intend to reserve any portion of the Mt. Hayes Storage tank capacity
or the liquefaction capability for use by the NGV transportation market?
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Response:

As indicated in the response to BCUC IR 1.52.3, as part of its forthcoming Rate Schedule 16
application FEI will be proposing to allocate a portion of the existing Mt. Hayes Storage tank
capacity for buffer against variability in supply and demand for LNG transport customers. This
buffer storage would help alleviate any supply concerns from LNG customers while preserving
the ability of the system to perform its primary function of peaking and emergency backup
service.

FEI will also be proposing that available liquefaction capability at Mt. Hayes be used to support
the NGT market. FEI is presently analyzing various scenarios which will be presented in the
Rate Schedule 16 Application.

53.5.1 If so, please provide the anticipated storage capacity and liquefaction
capability to be reserved.

Response:

As discussed in the response to BCUC IR 1.52.3, FEl is presently still analyzing the impacts of
adding storage capacity and liquefaction capability under different scenarios. The analysis will
be fully explained in FEI's Rate Schedule 16 application. The FEU believe that the
requirements from Mt. Hayes for NGT customers have no bearing on the current application and
such matters can be fully explored in the Rate Schedule 16 Application to be filed later this year.

53.5.2  If so, also describe the impact on the Amalgamated Entity COSA.

Response:

Based on the proposed treatment of customers served under Rate Schedule 16, there will be no
impact on the Amalgamated Entity COSA even with the Mt. Hayes storage facility being utilized
to offer LNG service for emerging markets including transport applications. This is because the
proposed COSA allocates costs associated with the storage facility and revenues generated
from Rate Schedule 16 customers in the same manner without negatively impacting other
natural gas customers
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53.6 How does the Mt. Hayes LNG storage facility serve Fort Nelson customers?

Response:

The ability of Mt. Hayes LNG to serve Fort Nelson customers is discussed in the response to
BCUC IR 1.47.2.
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54.0 Reference: A Combined Approach to Gas Supply
Exhibit B-3, Section 9.6.2.5, pp. 212 — 216
Exhibit B-3-1, Appendix D-1, p. 13

Exhibit A-2-22, TGVI and TGI Mt. Hayes LNG Storage Facility
Application, June 2007, p. 99

Exhibit A-2-23, TGI 2010 Long Term Resource Plan, pp. 135, 137

Exhibit A-2-24, Reasons for Decision attached to G-139-07 (Approval
of long term service agreement with BC Hydro), p. 2

Allocation of Mt. Hayes LNG Storage Facility

“FEVI owns and operates the Mt Hayes facility as part of its overall system and provides
storage and delivery services to FEI pursuant to the terms of a long-term storage and
delivery agreement (the “Storage and Delivery Agreement”). The facility provides
transmission system capacity benefits to FEVI, and also provides a peaking gas storage
resource that is included in the gas supply portfolios of both FEVI and FEI. The current
cost allocation methodology effectively allocates costs to both delivery and cost of gas
for FEVI and to cost of gas for FEI.” (Section 9.6.2.5, p. 212)

“The underlying cost causation for Tilbury and Mt. Hayes differs from wholesale storage
as they are used to provide storage to meet short-term peaking needs, to provide
reliability in the event of transmission outages, to offset the need for additional
transmission facilities, and to assist with balancing daily customer needs of natural gas.
These functions are available for both the core sales and transportation customers of the
FEU and are therefore appropriate to include in the delivery margin for all customers,
with the exception of the portion of Mt Hayes assigned to the midstream function. For
that reason, the costs are classified on the basis of demand, consistent with past
practice.” (Appendix D-1, p. 13)

54.1 To what extent does the Mt. Hayes LNG storage facility offset the need for
additional transmission facilities to serve Mainland customers?

Response:

With the Mt. Hayes facility available to provide on-system supply to FEVI during peak demand
periods, FEVI's transport requirements across the Coastal Transmission System (“CTS”) are
reduced. In addition, the delivery of FEI's peaking supplies from the Mt. Hayes Facility, largely
through displacement, further reduces physical transport requirements to FEVI across the CTS.
In this way, the Mt. Hayes facility effectively provides up to 150 mmcfd of additional CTS
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capacity during peaking periods to serve Lower Mainland loads, and thereby defers or avoids
capacity upgrades or expansions to serve FEI load growth.

As discussed in Exhibit A2-22, TGVI and TGI Mt. Hayes LNG Storage Facility Application, June
2007, p. 87, at the time of the Mt. Hayes CPCN application, it was demonstrated that Mt. Hayes
would defer the need for CTS upgrades or reinforcement beyond the 20-year planning horizon.
More specifically, the evidence in that proceeding demonstrated that without Mt. Hayes, CTS
upgrades would have been required as early as 2013 or 2014 in the scenario where BC Hydro
continued to require FEI to provide firm transportation service to Burrard Thermal pursuant to
the Bypass Transportation Agreement (the “BTA”). At the time of the Mt. Hayes application
there was some uncertainty on whether Burrard would continue to operate beyond 2014. As
events have unfolded, BC Hydro continues to require firm service across the CTS to ensure the
availability of Burrard Thermal, if and when required.

“Improved system reliability is realized by the availability of an alternate supply source
for TGVI's customers in the event of an interruption or loss of system pressure on
TGVI's System (Section 7.3.3). This significantly reduces the risk of service interruptions
and associated relight costs” (TGVI Mt. Hayes LNG Storage Facility CPCN Application,
p. 99)

54.2 How do transportation customers benefit from the availability of an alternative
supply source in the event of an interruption on TGVI’s system?

Response:

Depending on the severity of the event, Mt. Hayes can be used to provide system pressure
support and gas supply to help meet its system requirements while the problem is rectified,
benefitting all customers. For example, an event that causes a brief interruption of supply from
the lower mainland, or a significant cold weather event that results in unexpected increase in
heating loads in the Victoria area (the end of the FEVI system) could result in sudden reduction
in system pressure and require FEVI to reduce service to transportation customers to avoid
wide spread outages. The location of the Mt. Hayes facility on the FEVI system allows FEVI to
manage this type of event without any service interruption.

In the case of a more significant event that results in a loss of transmission capacity from the
lower mainland (e.g. pipeline damage) for an extended length of time, FEVI would use Mt.
Hayes to maintain gas supply to core market and critical customers on the remaining system,
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but may be required to curtail transportation customers if necessary to maintain system
pressure, while repairs are being completed.

“Figure 6-2 shows that further capacity constraints on the TGVI system are not expected
until 2021, based on the requirement to meet peak demand for core TGVI customers
under the reference case demand forecast, plus transportation requirements for the
VIGJV