Attachment 1.1




THIS AGREEMENT is made effective January 1, 2010.
BETWEEN:

TERASEN GAS (VANCOUVER ISLAND) INC., a corporation formed
under the laws of British Columbia having an office at 16705 Fraser Highway,
Surrey, British Columbia

(“TGVI")

TERASEN INC., a corporation formed under the laws of British Columbia,
having an office at 1o™ Floor, 1111 West Georgia Street, Vancouver, British
Columbia

("Terasen")

WHEREAS

A. TGVI is the owner and operator of the natural gas transmission and distribution facilities
in British Columbia serving the communities of Vancouver Island and the Sunshine
Coast; and

B. TGVI wishes to retain Terasen to provide certain professional and management services
to it in respect to the ownership and operations of its transmission pipeline and
distribution business on the terms and conditions set out herein.

WITNESSES THAT, in consideration of the covenants and agreements herein contained, the
parties covenant and agree as follows:

PART 1
INTERPRETATION

1.1 Definitions
In and for the purpose of this Agreement

(a) “Applicable Laws” means any and all Laws in force and effect from time to time
and applicable to the Facilities and the performance of the Services hereunder;

(b) “Force Majeure” has the meaning assigned to such term in Section 9.1;

(©) “Governmental Authority” means any domestic or foreign, national, federal,

provincial, state, municipal or other local government or body and any division,
agent, commission, board, or authority of any quasi-governmental or private body
exercising any statutory, regulatory, expropriation or taxing authority under the
authority of any of the foregoing, and any domestic, foreign, international,
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judicial, quasi-judicial, arbitration or administrative court, tribunal, commission,
board or panel acting under the authority of any of the foregoing;

(d) “Laws” means all constitutions, treaties, laws, statutes, codes, ordinances, orders,
decrees, rules, regulations and municipal by-laws, whether domestic, foreign or
international, any judgements, orders, writs, injunctions, decision, rulings,
decrees, and awards of any Governmental Authority, and any published policies
or guidelines of any Governmental Authority and including, without limitation,
any principles of common law and equity,

(e) “Person” includes any individual, corporation, body corporate, partnership, joint
venture, association, trust, estate, incorporated or unincorporated association, any
government or governmental authority however designated or constituted or any
other entity of whatever nature,

® “Services” means the professional and management services to be provided to
TGVI by Terasen as more particularly described in Section 2.1.

1.2 Schedules

Schedule "A" is attached to, and is incorporated by reference into, this Agreement.

1.3 Interpretation
In and for the purpose of this Agreement

1) this “Agreement” means this agreement as the same may from time to time be
modified, supplemented or amended in effect,

2) any reference in this Agreement to a designated “Article”, “section” or other
subdivision is to the designated Article, section or other subdivision of this
Agreement,

3) the words “herein”, “hereof” and “hereunder” and other words of similar import refer
to this Agreement as a whole and not to any particular Article, section or other
subdivision,

4) the headings are for convenience only and do not form a part of this Agreement and
are not intended to interpret, define or limit the scope, extent or intent of this
Agreement,

5) the singular of any term includes the plural, and vice versa, the use of any term is
generally applicable to any gender and, where applicable, a corporation, the word
“or” is not exclusive and the word “including” is not limiting (whether or not non-
limiting language (such as “without limitation” or “but not limited to™ or words of
similar import) is used with reference thereto), and

6) each word and phrase used herein and not otherwise defined herein, but which has an
accepted meaning in the custom and usage of the Western Canadian oil and gas
transportation industry, shall have such accepted meaning.
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1.4 Governing Law

Subject to Section 9.1, this Agreement will be interpreted and the rights and remedies of
the parties hereto will be determined in accordance with the laws of the Province of British
Columbia.

1.5 Prior Agreements

The parties agree that any prior agreements between the parties pertaining to the subject
matter hereof, including the agreement effective January 1, 2004 and any amendments, are
hereby cancelled and of no further effect.

PART 2
SERVICES

2.1 Services

Terasen hereby agrees to provide to TGVI those professional and management services
described in Schedule "A" which Services shall include certain professional and management
services provided to Terasen by its parent company, Fortis Inc. which professional and
management services also benefit TGVL. .

2.2 No Obligation to Provide Additional Services

Terasen shall not perform, and Terasen shall have no obligation to perform, any services
on behalf of TGVI other than as set out in this Agreement or any similar agreement.

2.3 Consultation with TGVI

Terasen will consult with TGVI as required in connection with the performance of the
Services.

2.4 Independent Contractor

Nothing in this Agreement shall be construed to create or constitute a partnership or
relationship of joint venture between Terasen and TGVI. In performing the Services, Terasen
shall be an independent contractor. Terasen employees shall not be considered employees of
TGVI for any purpose.

2.5 Compliance

In performing the Services, Terasen will comply with all Applicable Laws.
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PART 3
COMPENSATION

3.1 Compensation for Services and Shared Costs

TGVI agrees to pay to Terasen for the Services to be provided and for a proportionate
share of the common expenses incurred by Terasen such as shareholder expenses and director
compensation the amount of $1,622,000 per annum on a take-or-pay basis.

3.2 Amendment to Costs

The amounts set out in Section 3.1 may be amended annually by agreement between the
parties to reflect any material change in the cost of providing the services or in the business
operations of TGVI and to reflect annual inflationary adjustments. Any services to be provided
that are not contemplated under this Agreement will be subject to additional compensation as
agreed between the parties and form an amendment to this agreement in accordance with Section
10.3 below.

3.3 Invoicing

Terasen will invoice TGVI in respect of the Services no later than the 25" day following
the end of the month in which such Services are provided or in such other manner as the parties
may agree.

3.4 Payment

TGVI will, within thirty (30) days of receipt of an invoice from Terasen, pay to Terasen
the amount specified in such invoice. Any amount to be remitted by TGVI to Terasen and not
remitted on or before the date on which it is due shall thereafter bear interest. A late payment
charge of 1.5% per month (18% per annum) shall be payable to Terasen on any unpaid balance
after thirty (30) days of the date of invoice.

3.5 Taxes

Notwithstanding any other provision of this Agreement, the amounts paid or payable by
one party to the other in accordance with this Agreement are exclusive of any value added taxes
or sales taxes, which are now, or may become during the term of this Agreement, applicable to
the provision of the Services. Each party shall pay to the other party any value added taxes or
sales tax which one party is obligated to collect from the other at the time such taxes are due and
payable.

PART 4
INDEMNIFICATION AND LIMITATION OF LIABILITY

4.1 Indemnity by TGVI

Subject to Section 4.4, TGVI will indemnify, defend and hold harmless Terasen and its
directors, officers, employees, agents and contractors, from and against any claim, demand, loss,
liability, action, lawsuit or other proceeding, judgement or award, and cost or expense (including
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reasonable legal fees and disbursements) which they may suffer or incur arising directly or
indirectly, in whole or in part, in connection with this Agreement or with Terasen's provision of
the Services, except and to the extent, if any, that the same results from or arises out of the wilful
misconduct or gross negligence of Terasen.

4.2 Limitation of Liability of Terasen

Neither Terasen nor any of its directors, officers, employees, agents or contractors will be
liable to TGVI for any claim, demand, loss, liability, action, lawsuit or other proceeding,
judgement or award, or cost or expense (including reasonable legal fees and disbursements)
which TGVI may suffer or incur arising directly or indirectly, in whole or in part, in connection
with this Agreement or with Terasen's provision of the Services, except and to the extent, if any,
that the same results from or arises out of the wilful misconduct or gross negligence of Terasen.

4.3 Indemnity by Terasen

Subject to Section 4.4, Terasen will indemnify, defend and hold harmless TGVI from and
against any claim, demand, loss, liability, action, lawsuit or other proceeding, judgement or
award and cost or expense (including reasonable legal fees and disbursements) which TGVI may
suffer or incur as a result of any act or omission or error of judgement as a result of which
Terasen is adjudged to have been guilty of wilful misconduct or gross negligence.

4.4 Consequential Losses

Neither party hereto will be liable to the other, whether based in contract, tort (including
negligence and strict liability), under warranty or otherwise for special indirect, incidental or
consequential loss or damage whatsoever, including without limitation, loss of use of equipment
or facilities and loss of profits or revenues.

PART 5
COVENANTS OF TGVI1

5.1 Covenants by TGVI
TGVI covenants and agrees to:

(a) fully co-operate with Terasen in respect of all matters contemplated by or within
the scope of this Agreement; and

(b) pay on or before the due date thereof all amounts payable by TGVI to Terasen or
any other Person pursuant to or as contemplated by this Agreement.

PART 6
REPRESENTATIONS AND WARRANTIES

6.1 Representations and Warranties of Terasen
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Terasen hereby represents and warrants to TGVI as representations and warranties which
are true as at the date hereof and which will be true during the term of Terasen’s appointment

hereunder:

(a)

(b)

(©)

Terasen is a corporation duly organized, validly existing and in good standing
under the laws of its jurisdiction of incorporation, and Terasen has full power and
authority to perform its obligations hereunder;

this Agreement constitutes a valid and binding obligation of Terasen enforceable
in accordance with its terms, except that (i) such enforcement may be subject to
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or
hereafter in effect relating to creditors’ rights, and (ii) the remedy of specific
performance and injunctive or other forms of equitable relief may be subject to
equitable defences and to the discretion of the court before which any proceeding
therefore may be brought; and

Terasen possesses all of the skills and personnel required to provide the Services.

6.2 Representations and Warranties of TGVI

TGVI hereby represents and warrants to Terasen as representations and warranties which
are true as at the date hereof and which will be true during the term of Terasen’s appointment

hereunder

(a)

(b)

TGVI is a corporation duly organized, validly existing and in good standing under
the laws of its jurisdiction of incorporation, and TGVI has full power and
authority to perform its obligations hereunder; and

this Agreement constitutes a valid and binding obligation of TGVI enforceable in
accordance with its terms, except that (i) such enforcement may be subject to
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or
hercafter in effect relating to creditors’ rights, and (ii) the remedy of specific
performance and injunctive or other forms of equitable relief may be subject to
equitable defences and to the discretion of the court before which any proceeding
therefore may be brought.

PART 7
DURATION, TERMINATION AND DEFAULT

7.1 Effective Date and Term

This Agreement will be effective from January 1, 2010 and will end on December 31,
2010, unless earlier terminated pursuant to the provisions hereof. Thereafter the Agreement will
automatically be renewed for further one (1) year terms subject to Section 7.2 below.

7.2 Termination

Terasen's appointment hereunder may be terminated at any time:

(a)

by Terasen giving TGV six (6) months’ written notice of such termination:
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(1) if TGVI becomes insolvent, admits in writing its inability to pay its debts
as they become due or commits or threatens to commit an act of
bankruptcy or if TGVI makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against TGVI seeking to
adjudicate it a bankrupt or an insolvent or seeking the dissolution,
winding-up or liquidation of TGVI or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or seeking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or TGVI
consents by answer, acquiescence or otherwise to the institution of any
such proceeding against it; or

(i)  in the event TGVI breaches this Agreement and fails to cure such breach
within thirty (30) days after receipt by TGVI of written notice thereof
from Terasen or, if such breach is not capable of being cured within such
thirty (30) day period, fails to commence in good faith the curing of such
breach forthwith upon receipt of written notice thereof from Terasen and
to continue to diligently pursue the curing of such breach thereafter until
cured and, in either case, the allegation of Terasen that TGVI is in breach
is conceded to be correct by TGVI or found to be correct by an arbitrator
pursuant to section 8.1;

(b) by TGVI giving Terasen six (6) months’ written notice of such termination:

(1) if Terasen becomes insolvent, admits in writing its inability to pay its
debts as they become due or commits or threatens to commit an act of
bankruptcy or if Terasen makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against Terasen seeking to
adjudicate it a bankrupt or an insolvent or secking the dissolution,
winding-up or liquidation of Terasen or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or seeking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or Terasen
consents by answer, acquiescence or otherwise to the institution of any
such proceeding against it; or

(i)  inthe event Terasen breaches this Agreement and fails to cure such breach
within thirty (30) days after receipt by Terasen of written notice thereof
from TGVI or, if such breach is not capable of being cured within such
thirty (30) day period, fails to commence in good faith the curing of such
breach forthwith upon receipt of written notice thereof from TGVI and to
continue to diligently pursue the curing of such breach thereafter until
cured and, in either case, the allegation of TGVI that Terasen is in breach
is conceded to be correct by Terasen or found to be correct by an arbitrator
pursuant to Section 8.1.
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7.3 Duties Upon Termination

Upon expiry or termination of this Agreement for any reason, Terasen will have no
further obligations under Article 2 and will promptly deliver to TGVI any material documents in
the possession of Terasen pertaining to the business of TGVIL.

7.4 Compensation of Terasen on Expiry or Termination

Within one (1) month after the expiry or termination of this Agreement, TGVI will pay to
Terasen all amounts owing to Terasen hereunder (including any amount owing on account of the
fees provided for in Article 3 calculated up to the date of expiry or termination); provided that
for the purposes of this section, the fees provided for in Article 3 which are payable to Terasen
on a monthly, annual or other periodic basis will be deemed to accrue due and be payable on a
daily basis.

PART 8
ARBITRATION

8.1 Arbitration

For purposes of Section 7.2, any dispute between Terasen and TGVI regarding any
allegation that TGVI or Terasen is in breach of this Agreement, may be submitted to and settled
by arbitration in accordance with the provisions of this Section 8.1. Arbitration proceedings may
be commenced by the party desiring arbitration giving notice to the other party specifying the
matter to be arbitrated and requesting arbitration thereof. Such arbitration will be carried out by
a single arbitrator and in accordance with the National Arbitration Rules of the ADR Institute of
Canada Inc. for Dispute Resolution from time to time in force and effect. If the parties are
unable to agree upon an arbitrator within ten (10) days after delivery of such notice, either of
them may make application to court for appointment of an arbitrator. In the event of the failure,
refusal or inability of an arbitrator to act, or continue to act, a new arbitrator will be appointed,
which appointment will be made in the same manner as provided above. The decision of an
arbitrator appointed as under this Section 8.1 will be final and binding upon the parties and not
subject to appeal. The arbitrator will have the authority to assess the costs of the arbitration
against either or both of the parties, provided that each party will bear its own witness and
counsel fees. The parties will fully co-operate with the arbitrator and provide all information
reasonably requested by the arbitrator. Judgement on the award of the arbitrator may be entered
in any court having jurisdiction over the party against which enforcement of the award is being
sought. Each party hereby irrevocably submits and consents to the jurisdiction of any such court
for the purpose of rendering a judgement of any such award.
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PART 9
FORCE MAJEURE

9.1 Force Majeure

In and for the purposes of this Agreement, “Force Majeure” shall mean anyone or more
of the following events:

(a) an act of God,

(b) a war, revolution, insurrection, riot, blockade, or any other unlawful act against
public order or authority;

(©) a strike, lockout or other industrial disturbance;
(d) a storm, fire, flood, explosion, earthquake or lightning;
(e) a governmental restraint; or

® any other event (whether or not of the kind enumerated in 9.1(a) to (e) above)
which is not reasonably within the control of the party hereto claiming suspension
of its obligations hereunder due to Force Majeure.

9.2 Performance Prevented by Force Majeure

If either party hereto is prevented by Force Majeure from carrying out any of its
obligations hereunder, the obligations of such party, insofar as its obligations are affected by
Force Majeure, shall be suspended while (but only so long as) Force Majeure continues to
prevent the performance of such obligations. Any party prevented from carrying out any
obligation by Force Majeure shall promptly give the other party hereto notice of Force Majeure
including reasonably full particulars thereof.

9.3 Remedy of Force Majeure

A party claiming suspension of its obligations by reason of Force Majeure shall promptly
remedy the cause and effect of Force Majeure described in the notice given pursuant to Section
9.2 insofar as such party is reasonably able so to do, provided that the terms of settlement of any
strike, lockout or other industrial disturbance shall be wholly in the discretion of the party hereby
claiming suspension of its obligations hereunder by reason thereof; and that such party shall not
be required to accede to the demands of its opponents in any strike, lockout or industrial
disturbance solely to remedy promptly Force Majeure thereby constituted.

9.4 Lack of Funds Not Force Majeure

Notwithstanding anything contained in this Article 9, lack of finances shall not be
considered Force Majeure nor shall Force Majeure suspend any obligation for the payment of
money due hereunder.
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PART 10
MISCELLANEOUS

10.1 Notice

Any notice, direction or other communication required or permitted to be given
hereunder must be in writing and will be sufficiently given if delivered or sent by facsimile to the
party from whom it is intended at the address of such party set out below. Any notice, direction
or other communication so given will be deemed to have been given and to have been received
on the day of delivery, if delivered, or on the day of sending if sent by facsimile (provided such
day of delivery or sending is a Business Day and, if not, then on the first Business Day
thereafter). Each party hereto may change its address for notice by notice given in the manner
aforesaid.

10.2 Assignment

Neither party hereto may assign this Agreement or any of its rights hereunder without the
prior written consent of the other party, such consent not to be unreasonably withheld.
10.3 Amendments

Any amendment or modification of this Agreement must be in writing and signed by the
party against which such amendment or modification is sought to be enforced.

10.4 Severability

If any term or condition of this Agreement or the application hereof is determined
judicially or otherwise to be invalid or unenforceable, the remainder of this Agreement and the
application thereof shall not be affected and shall remain in full force and effect.

[Execution page follows]
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10.5 Entire Agreement

This Agreement constitutes the entire agreement between the parties pertaining to the
subject matter hereof. There are no representations, warranties, covenants or agreements
between the parties in connection with such subject matter except as specifically set forth or
referred to in this Agreement.

10.6 Counterparts, Facsimile

This Agreement may be executed by the execution of one or more counterparts of the
execution page, which will be taken together and constitute the execution page, and one or more
of such counterparts may be delivered by facsimile transmission.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on June 24,
2009.

»

TERASEN GAS (VANCOUVER ISLAND) INC.

."/
By: mhcfu Y N —
U

Scott A. Thomson
VP, Regulatory Affairs & CFO

Title:

TERASEN INC.

Roger Dall'Antonia
Title: VP, Corporate Development & Treasurer
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Schedule A
Description of Services

SERVICES PROVIDED BY TERASEN

General Governance & Oversight Services

In addition to the specific services described below, TGVI receives the benefit of the expert
advice and experience of Terasen executives, who spend their time working on various
committees including the Executive Committee (comprised of the CEO and senior vice
presidents of Terasen as well as the heads of each operating company and the General Counsel),
the Risk Management Committee and the Operating Committee.

Treasury and Cash Management

(1) Execute Financings
a. Develop financing plans
1. Provide assessments of financing alternatives
il. Determine timing, term, rate, structure

b. Obtain BCUC approvals

C. Execute financings
1. Negotiation, preparation of legal documentation
ii. Prepare disclosure documentation
1il. Investor presentations
iv. Due diligence process
V. Deal execution

(2) Cash Management

Prepare and maintain short-term cash forecasting

b. Execute short-term borrowing
1. Commercial paper issuance
il. Bank borrowing
c. Execute short-term investing of excess funds
d. Negotiation of letters of credit
e. Execution of manual wire transfers
f. Establish and maintain internet based banking platform for cp issuance,

fund transfers and reporting

g. Payment of interest, principal and fees on outstanding debt
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Schedule A
Description of Services

(3)

(4)
)

procedures

(6)

(")

(8)
)

(10)
(11)

Arrange operating credit facilities

a. Negotiate credit agreements
1. Determine terms and conditions
il. Negotiate pricing and term

b. Manage syndication process

C. Obtain BCUC approval
Negotiate bank-service fees
Treasury-related controls and compliance

a. Develop and monitor control and compliance procedures for key Treasury

Compliance reporting
a. Prepare and file required compliance reports with third parties
1. Lenders, securities commissions, BCUC

Hedging of interest rate and foreign exchange risks

a. Develop financial hedging plans as required
b. Negotiation of required documentation
c. Execution of derivative transaction

Prepare Derivatives Policies and Procedures;

Counterparty Credit Risk Management;

a. Review credit worthiness of counterparties

b. Determine appropriate credit limits for counterparties
) Determine requirement for credit support

d. Negotiate appropriate credit support documentation

Interest rate and foreign exchange rate forecasting;

Regulatory submissions with respect to ROE, capital structure and financing

matters;

(12)
(13)

Capital structure review and maintenance; and

Provide education and related materials from training courses and seminars

attended by Treasury staff.

Investor Relations

(1)

Manage the Rating Agency Process;
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Schedule A
Description of Services

(2) Maintain investment banker and debt investor relationships;

(3) Maintain banking and money market dealer relationships;

4) Investor and Shareholder communication;

(5) Assist in preparation of annual/quarterly disclosure documents; and
(6) Prepare annual report.

Corporate Development and Capital Management

(1) Manage the annual strategic planning cycle;

(2) Preparation and maintenance of the five year forecasting model used for strategic
planning process and in the annual budgeting process;

(3) Provide financial analysis and evaluation of new projects and new initiatives;

(4) Manage the acquisition and divestiture activity;

(5) Provide project management and/or due diligence support where required; and

(6) Contract negotiation in support of business development initiatives.

External Reporting and Consolidation

(1) Consolidation and preparation of monthly financial statements for TGVI and
preparation of quarterly interim reports and annual audited financial statements;

(2) Preparation of monthly reporting journal entries (consolidation, tax, accruals, etc),
analytical reviews of accounts and monthly financial review package

(3) Preparation of analysis required from prospectus and other security filing
documents as requested by Treasury Department and senior management;

(4) Preparation of quarterly and annual report to the Audit Committee;

(5) Compilation of information in response to a variety of enquiries from operations,

senior management and external bodies, such as the BCUC, external auditors and
government agencies;

(6) Research current and emerging accounting policies in Canada, the US and under
International Financial Reporting (“IFRS”);

(7) Direct response to accounting authorities in both Canada, the US and IFRS with
respect to exposure drafts and pronouncements;

(8) Project lead for Terasen on the implementation of IFRS;
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Schedule A
Description of Services

9) Provide accounting policy advice for such issues as consistency of presentation,
alternative treatments and resolution of complicated accounting policies and ensure
compliance with General Accepted Accounting Principles;

(10)  Accounting advice and assistance as required.

Taxation Services

(1) Prepare year-end and quarterly tax provisions including preparing tax calculations
and working papers for current tax expense, providing information for the calculation of
FIT expense and -reviewing FIT calculations, preparing or reviewing the necessary
journal entries, assisting auditors with external audit review, preparing tax disclosures to
the financial statements and analyzing Balance Sheet tax accounts;

(2) Prepare tax returns and all tax compliance work for TGVI, including
identification and research of technical issues, filing necessary elections, agreements and
information returns, requesting post filing adjustments, and reviewing assessments and
interest calculations;

(3) Calculate corporate tax instalments and arrange payment;

(4) Prepare or review tax information and calculations in support of rate cases, annual
reviews and annual reports to the BCUC; participate in regulatory working groups to
provide information and guidance on tax issues;

(5) Provide tax support for planning and forecasting groups; provide a strategic tax
perspective into planning processes to optimize tax advantages for the Gas companies;

(6) Provide leadership, guidance and consultation to finance and operations leaders
on income tax and commodity tax issues; find tax solutions to complex business issues;

7) Monitor, identify and research tax issues resulting from tax law changes,
accounting changes (such as IFRS) or business opportunities to make sound
recommendations to management;

(8) Interpret impact of industry issues on tax; participate in industry group tax
committees such as Canadian Gas Association and make submissions to government
bodies on issues relevant to the industry;

(9) Monitor GST and PST (including Social Services Tax, Carbon Tax, ICE levy),
including identifying issues and researching technical enquiries, coordinating filing of
necessary elections, responding to queries on the application of GST or PST to particular
transactions, training employees on the application of commodity taxes to revenues,
disbursements and transactions, advising employees of commodity tax changes; advising
in the implementation of new taxes,

(10)  Monitor tax implications of payroll and employee benefits including advising on
taxable benefits and related calculations, payroll tax issues, and pension plan tax issues;
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Schedule A
Description of Services

(11)  Coordinate tax audits (federal income tax, LCT, GST , various PST), provide
auditors access to data, research and provide answers to auditor’s requests and negotiable
beneficial resolution of proposed adjustments;

(12)  Prepare and file Notices of Objection and Appeal letters and coordinate legal
appeals with internal and external counsel; negotiate with tax authorities with a view to
minimizing ultimate liabilities;

(13)  Establish and monitor tax department controls and ensure adherence to tax
policies;

(14)  Provide ongoing training, guidance and support to tax group employees to
enhance their performance levels and career development.

Internal Audit

(1) Develop, plan and conduct audits/reviews of arcas or processes of particular
interest or of identified risk and prepare internal audit reports;

(2) Conduct annual risks assessment process in conjunction with the Enterprise Risk
Management group;

(3) Monitor and evaluate the effectiveness and efficiency of controls throughout the
year and summarize results to the Audit Committee of the Board of Directors;

(4) Ensure that the TGVI Code of Business Conduct compliance management is
effective by conducting the annual compliance reviews and acting as a resource when
issues arise with respect to the Code of Business Conduct;

(5) Monitor the Whistle Blower Ethics line and address issues as they arise;

(6) Participate on various committees in the capacity of ex-officio to provide
oversight and value add,

(7) Undertake work at the request of the BC Utilities Commission regarding the
activities and operations of TGVI.

(8) Provide annual reports summarizing Internal Audit activities and findings to the
BCUC as well as other reports of regulatory compliance;

(9) Conduct post implementation reviews of major capital projects and acquisitions
and report results to the Audit Committee;

(10)  Provide assistance to the external auditors in completing their external financial
audits; and

(11)  Coordinate activities of various internal and external assurance providers to
ensure proper coverage and minimize duplication of efforts.
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Schedule A
Description of Services

Risk Management and Insurance Services

(1) Ensure compliance with the TSX requirements on risk management by ensuring
that the Board of Directors understand the principal risks of all aspects of business that
TGVI is engaged in, and ensuring that there are systems in place that effectively manage
and monitor those risks with a view to the long term viability of the TGVI;

(2) Arrange for coverage based on assessed potential risk of damage or loss in asset
values, disruptions in operations or potential legal liabilities;

(3) Advise dollar value of coverage required, most appropriate coverage and proper
services required;

(4) Provide a single insurance program to achieve economies of scales and cost
reductions;

(5) Work with broker in negotiating renewals and adequacy of coverage;
(6) Ensure competitive terms and consider all available options;

(7) Establish procedures and provide assistance and guidance in the reporting,
handling, compiling, negotiating and settlement of claims;

(8) Provide mechanism for appropriate and timely local resolution of third party
damage claims below a given threshold and payment of same;

(9) Conduct of review of contractual agreements to protect TGVI from unnecessary
assumption of risks;

(10)  Coordinate Risk Management’s group participating in industry associations and
education seminars;

(11)  Establish loss control standards to help ensure consistent and high degree of loss;
prevention in all operating units and minimize impact when they do occur;

(12)  Ensure familiarity with policies and wordings;

(13)  Encourage and establish procedures for loss control;

(14)  Administer Certificates of Insurance;

(15)  Preparation of management reports;

(16)  Provide additional insurance for individual construction projects, as required; and

(17)  Provide bonding as required.

Corporate Secretary’s Office
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(1) Ensure all continuous disclosure and governance activities required by external
regulators and third parties are appropriately carried out, including Securities filings and
BC Business Corporations Act requirements; and

(2) Manage the relationship and corporate activities of the Board of Directors.
(3) Prepare materials for Board of Directors and minutes.
(4) Track and maintain corporate records.

(5) Assist in preparation of corporate documentation and providing corporate
information to internal and external parties.

Legal Department

(M Provide all legal services to TGVI other than those outsourced to outside legal
counsel;

(2) Direct the provision and management of outside legal services, primarily
litigation, to TGVI;

(3) Provide management of all litigation;

(4) Provide legal counsel on regulatory, environmental, marketing, employment, and
intellectual property;

(5) Ensure legal compliance for press release, financial reports and other disclosure
documents;

(6) Advise TGVI on legal issues that may arise including claims, actions, real estate
and other property transactions, and contracts, including the purchase of goods and
services by TGVI; and

(7) Provide general miscellaneous legal support and advice to management.

Human Resources Compensation and Planning

(1) Consult with management on the maintenance, development and governance of
employees and retiree benefit programs, pension plans, employee savings plans and
employee assistance programs;

(2) Provide assistance on annual wage and salary increases, providing labour market
comparisons, establishing and implementing ad hoc increases for long term disability and
pension recipients;

(3) Ensure that employment practices are in compliance with applicable regulations
and legislation through development and administration of appropriate corporate policies
and procedures;

(4) Consulting and direction on disability management guidelines and policy;
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(5) Oversee the annual preparation of the executive succession plan and present the
plan to the Management Resources Committee and to the Board of Directors;

(6) Corporate governance and direction regarding benefits carriers, benefits and
pension consultants, financial services providers;

(7) Corporate reporting to legislative bodies, CCRA, Statistics Canada, Pension
Standards, as required; and

(8) Corporate governance of salary and benefit administration, including executive
and management compensation.
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Description of Services

SERVICES PROVIDED BY FORTIS INC. (“FORTIS”)

Executive Function

President & CEO

A. Strategic Direction

1. Present annually to the Board of Directors of Fortis (the “Board”) a strategic plan and a
business plan which must (a) be designed to achieve the corporate objectives together
with an appropriate set of performance measures, (b) identify the principal strategic and
operational risks of the business, and (c) include appropriate methods to manage the
risks;

2. Obtain Board approval for the strategic plan and the business plans of Fortis as a
precondition to the implementation of such plans;

3. Obtain Board approval for the procurement, allocation, and disposition of corporate
resources for Fortis as a precondition to such procurement, allocation or disposition of
such resources either;

in the approved Business Plan; or

b. by specific authorization of an asset transaction consistent with current business
activities in an amount in excess of $XX [insert amount] million ($XX [insert
amount] million annual aggregate) and for any share transaction (other than
increased investment in an existing affiliate within the transaction size parameters
noted above); and

4. Communicate the principal objectives and strategic plan for Fortis throughout Fortis.

B. Leadership and Management of Fortis

1. Lead Fortis with vision and values that are well understood, widely supported and
consistently followed,; '

2. Foster a corporate culture which promotes ethical practices, personal integrity and the
fulfilment of social responsibilities;

Create the appropriate environment to stimulate employee morale and productivity;
4. Manage change proactively;

Ensure continuous improvement in the quality and value of the products and services
provided by Fortis;

6. Ensure that Fortis achieves and maintains satisfactory competitive positions within its
industries; and

7. Serve as a director of Fortis.
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i

Management and Organization Structure
Provide advice to the Board on the appointment of all officers of Fortis;

Assist the Board in establishing the limits of delegated authority and responsibility in
conducting Fortis’s business;

Provide annually to the Board, an evaluation of the performance of each senior manager
who reports to the CEO;

Present for approval to the Board, an annual plan which will provide for the development
and succession of senior managers of Fortis in a timely fashion;

Generally develop, attract, and retain a highly motivated, effective management team;
and

Obtain Board approval for any proposed significant or material change in the
organizational structure of Fortis as a precondition to the implementation of such
changes.

Finances, Controls and Internal Systems

Consistently strive to achieve Fortis’s annual and long-term financial goals and
objectives;

Assist the Board in establishing an appropriate capital structure for Fortis;

Ensure that Fortis has systems in place to effectively monitor and manage the principal
risks related to the operation of the business(es);

Establish and maintain the integrity of Fortis’s financial controls and reporting systems
and compliance of the financial information with appropriate accounting principles;

Establish and monitor processes and systems designed to ensure compliance with all
applicable laws by Fortis, its officers and employees; and

Provide certification of financial matters, including the completeness and accuracy of
Fortis’s financial statements and, where necessary, matters relating to internal controls
over financial reporting.

Employee Relations

Ensure that a process is in place to monitor compliance with the ethical standards to be
observed by all officers and employees of Fortis, and ensure that a process is in place to
monitor divergence from the ethical standards to be observed by all employees; and

Establish and maintain effective communications with employees of Fortis.

External Communication
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1. Assist the Board in establishing and maintaining an effective communications policy with
shareholders, the financial community, the media, the community at large and other
stakeholders;

2. Ensure that Fortis contributes, and is perceived to contribute, to the well-being of the
communities it serves; and

3. Serve as the principal representative and spokesperson of Fortis.

G. Board Relations

1. Keep the Board adequately informed, on a timely basis, with respect to all events and
information which the CEO believes might materially affect Fortis, its performance,
prospects, and image;

2. Provide the assistance necessary for the Chair of the Board and committees of the Board
to carry out their duties;

3. Be entitled to attend all meetings of Board committees and provide Board committees the
assistance necessary to carry out their mandates;

4. Assist the Board in reviewing and maintaining an up-to-date position description for the
President and CEO of Fortis; and

5. Report to the Board on material use of outside consultants.

VP Finance and CFO

1. Advise and assist the Chairman of the Board and President and CEO in the development
of strategies and goals in the financial planning and structure of the Group and in the
control of the Company’s business operations.

2. Keep the CEO informed of all relevant financial information and report on the financial
status and performance of all companies in the group to the Board of Directors of Fortis
Inc.

3. Responsible for all aspects of investor relations program, including shareholder
communications and shareholder meetings.

4. Liaison with the investment community and market surveillance.

Ensure that procedures and systems necessary to maintain proper records and to afford
adequate accounting controls and services are implemented throughout the organization.

6. Ensure that uniform financial policies and procedures are adhered to throughout the
organization.

7. Ensure the development and maintenance of timely financial information systems.

8. Develop and maintain effective internal and external audit activities and recommend
proper financial controls.
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9. Develop and maintain suitable budgeting procedures and reviews.

10. Direct the planning and control of corporate cash requirements and major banking
relationships.

11. Review capital expenditure plans and budgeting.
12. Plan and direct corporate financing.
13. Recommend guidelines for financial transactions between companies in the Fortis Group.

14. Ensure that adequate financial personnel resources are retained and appropriately
assigned throughout the group.

15. Appraise and implement the necessary financial analysis of acquisition and/or divestiture
decisions. As demanded, manage external financial consulting resources.

16. Maintain an awareness of changes in practice and procedure within the professional
accounting field.

17. Act as CFO of subsidiary organizations when required.

General Counsel & Corporate Secretary

1. Prepare schedules, notices, agendas, resolutions, and minutes for the Boards of Directors
of Fortis Inc. and selected subsidiaries and affiliates.

2. Coordination of all communications to Board of Directors.
Operation of share purchase plans.

4. Preparation of security documents including Management Information Circulars, Annual
Information Forms and prospectuses.

5. Responsible for regulatory compliance, including annual returns to the registries of
companies, dividend disclosure, filing of annual and quarterly reports, reports to stock
exchanges, notices of Material Change, and Insider Reports.

6. Provide legal services to all corporations in the Fortis Group including, when necessary,
engagement of outside legal services.

Treasury and Taxation Function

1. Manage equity financing, including both common and preference shares, and related
prospectuses

2. Manage debt financing, including long-term debt and credit facility borrowings as well as
borrowing rates

3. Maintaining the capital structure
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4. Assist the VP finance and CFO appraise and implement the necessary financial analysis
of acquisition and/or divestiture decisions

5. Cash management and forecasting activities — including dividend and interest payments
and equity injections required by subsidiaries

6. Managing cash requirements of subsidiaries, as required, as it relates to intercompany
loans and required equity injections

7. Debt covenant calculations and monitoring
8. Managing hedging activities related to US dollar debt

9. Preparation of annual corporate tax returns and related foreign affiliate corporate tax
returns

10. Calculation of quarterly and annual Fortis Inc. corporate tax provision

11. Responsibility for utilization of non-capital and capital loss carryforwards of F ortis Inc.
and coordination of tax utilization plans with applicable subsidiaries

12. Managing corporate reorganizations and tax planning

13. Manage tax implications of payroll and employee benefits including researching and
advising on taxable benefits, CPP, EI and payroll tax issues

14. Preparing Fortis Inc. employee T4’s, including preparing taxable benefit calculations
15. Coordination of Fortis Inc. corporate income tax or HST audits

16. Tax research associated with tax issues and changes in tax laws

Investor Relations Function

1. Manage analyst communications — including review of analysts’
commentaries/research reports, conduct quarterly conference calls and respond to
general analyst research inquiries.

2. Manage investor communications — including the preparation and delivery of
investor presentations, road shows, web casts, teleconferences and one-on-one
meetings with existing and prospective shareholders

3. Manage shareholder communications — including responding to general
shareholder inquiries and the preparation, delivery and filing of documentation for
quarterly and annual mailings (i.c., quarterly reports, annual report, proxy,
management information circular and annual information form).

4. Coordination and preparation of Fortis’s Annual Meeting including preparation of
the Executive’s presentation to shareholders.

Coordination of solicitation of proxies.

6. Preparation of Quarterly Investor Relations Reports to the Board of Directors.
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7. Preparation, coordination and dissemination of media releases to newswire
agencies, websites and distribution lists.

8. Monitor and maintain Fortis’s media coverage.
9. Develop, host and maintain the Fortis Inc. website.
10. Monitor the websites of the Fortis Group of Companies.

11. Monitor and research the market and investment community through Bloomberg,
ThomsonOne, TSX, etc.

12. Manage and maintain the Fortis Inc. dividend reinvestment and share purchase
plans (i.e., Dividend Reinvestment and Share Purchase Plan, Consumer Share
Purchase Plan and Employee Share Purchase Plan)

13. Coordination and preparation of Fortis’s consolidated Strategic Issues document
and presentation to the Board of Directors.

14. Preparation of Fortis’s consolidated Business Plan presentation to the Board of
Directors.

15. Manage public relations — including conference participation, the preparation of
Executive speeches and responding to media inquiries.

Financial Reporting Function

1. Preparation of quarterly and annual consolidated financial statements and notes to
the financial statements and the related management discussion and analysis

2. Preparation of monthly internal consolidated and non-consolidated financial
statements of Fortis Inc.

3. Coordination with external auditors of the annual audit of the consolidated
financial statements and quarterly review of consolidated financial statements.

4. Preparation and analysis of financial information required for prospectus and
other security filing documents

5. Preparation of the Annual Information Form and providing assistance in the
preparation of the Management Information Circular

6. Assisting in responding to reviews and queries of securities regulators related to
continuous disclosure reporting

7. Research current and emerging accounting policies in Canada, US and that related
to [FRS

8. Coordinate consistent accounting policy treatment across the Fortis group of
companies related to presentation, alternative treatments and resolution of
complex accounting policies to ensure compliance with GAAP
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9. Oversight and coordination of conversion to International Financial Reporting
Standards across the Fortis Group of companies — including coordinating
research, organizing working group and steering committee sessions to discuss
and resolve ongoing issues and progress, monitoring and directing progress of the
overall conversion and coordination with the external auditors

10. Coordination and preparation of consolidated Business Plan document and
reporting to the Board of Directors

11. Preparation of quarterly forecasted consolidated earnings and EPS

12. Responsibility for maintaining internal controls over financial reporting at
Fortis Inc.

Internal Audit Function

1. Performs internal audit activities at Fortis Inc including:

a. coordinating the Fortis Inc. CEO and CFO internal controls certification process
through maintenance of financial process documentation and annual evaluation of
internal controls over financial reporting and disclosure controls. Involves
ensuring that all Fortis subsidiaries are fully compliant in order to support
certification by the parent company;

b. performing quality assurance reviews of Fortis Inc. continuous disclosures
documents prior to public filing;

c. performing annual reviews of Fortis Inc. statutory obligations and executive
expenditures;

d. reporting internal audit activities to the Fortis Inc. Audit Committee on a regular
basis; and

e. coordinating compliance with corporate governance requirements

2. Provides oversight over the internal audit function at the Fortis subsidiary companies to:

a. ensure corporate-wide consistency in the application of internal audit
methodologies and practices and in the reporting of audit results to management
and audit committees;

b. coordinate annual audit program planning to ensure critical risk areas are
addressed;

coordinate corporate-wide audit projects;

d. identify opportunities for audit resource and information sharing between the
subsidiary internal audit groups;
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e. oversees audit program planning and reviews internal audit reports to
management and Audit Committees for these subsidiaries with limited internal
audit resources;

3. Administers and monitors reports of allegations of suspected improper conduct or wrong

doing via Fortis’s ethics reporting system

4. Development of a company-wide Enterprise Risk Management program approach

Board of Directors

The Board of Directors of Fortis Inc. is responsible for the stewardship of Fortis. The Board will
supervise the management of the business and affairs of Fortis and, in particular, will:

A.

Strategic Planning and Risk Management

Adopt a strategic planning process and approve, on an annual basis, a strategic plan for
Fortis which considers, among other things, the opportunities and risks of the business;

Monitor the implementation and effectiveness of the approved strategic and business
plan;

Assist the CEO in identifying the principal risks of Fortis’s business and the
implementation of appropriate systems to manage such risks;

Management and Human Resources

Select, appoint and evaluate the CEO, and determine the terms of the CEO’s employment
with Fortis;

In consultation with the CEO, appoint all officers of Fortis and determine the terms of
employment, training, development and succession of senior management (including the
processes for appointing, training and evaluating senior management);

To the extent feasible, satisfy itself as to the integrity of the CEO and other officers and
the creation of a culture of integrity throughout Fortis;

Finances, Controls and Internal Systems

Review and approve all material transactions including acquisitions, divestitures,
dividends, capital allocations, expenditures and other transactions which exceed threshold
amounts set by the Board (including equity contributions to subsidiaries to support the
investment in rate base to serve customers;

Evaluate Fortis’s internal controls relating to financial and management information
systems;
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D. Communications

1. Adopt a communication policy that seeks to ensure that effective communications,
including statutory communication and disclosure, are established and maintained with
employees, shareholders, the financial community, the media, the community at large and
other security holders of Fortis;

2. Establish procedures to receive feedback from stakeholders of Fortis and communications
to the independent directors as a group;

E. Governance

1. Develop Fortis’s approach to corporate governance issues, principles practices and
disclosure;

2. Establish appropriate procedures to evaluate director independence standards and allow
the Board to function independently of management;

3. Appoint from among the directors an audit committee and such other committees of the
Board as deemed appropriate and delegate responsibilities thereto in accordance with
their mandates;

4. Develop and monitor policies governing the operation of subsidiaries through exercise of
Fortis’s shareholder positions in such subsidiaries;

5. Develop and monitor compliance with Fortis’s code of conduct;

6. Set expectations and responsibilities of directors, including attendance at, preparation for
and participation in meetings; and

7. Evaluate and review the performance of the Board, each of its committees and its
members.
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THIS AMENDING AGREEMENT is made effective January 1, 2012 (the “Effective
Date”).

BETWEEN:
FORTISBC ENERGY (VANCOUVER ISLAND) INC.
(formerly Terasen Gas (Vancouver Island) Inc.)
16705 Fraser Highway
Surrey, British Columbia, V4N OE8

(hereinafter referred to as “FEVI”)

OF THE FIRST PART
AND:
FORTISBC HOLDINGS INC.
(formerly Terasen Inc.)
10t Floor, 1111 West Georgia Street
Vancouver, British Columbia, V6E 4M4
(hereinafter referred to as “FHI")
OF THE SECOND PART
WHEREAS:

A. FEVI and FHI entered into an agreement dated as of January 1, 2010 (the
“Agreement”); and

B. The parties are now desirous of amending the Agreement on the following terms
and conditions.

NOW THEREFORE, in consideration of the mutual promises herein and other good and
valuable consideration (the receipt and sufficiency of which is hereby acknowledged), the
parties hereby covenant and agree as follows:

1. In this Amending Agreement, capitalized words and expressions used shall have
the same meanings as are respectively assigned to them in the Agreement.

2. All references to “Terasen Gas (Vancouver Island) Inc.” and “TGVI” shall be
deleted and replaced with “FortisBC Energy (Vancouver Island) Inc.” and
“FEVI” respectively.

3. All references to “Terasen Inc.” and “Terasen” shall be deleted and replaced with
“FortisBC Holdings Inc.” and “FHI” respectively.
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9.

Clause 3.1 shall be deleted and replaced with the following:

“3.1 Compensation for Services and Shared Costs

FEVI agrees to pay to FHI for the Services to be provided and for a proportionate share of the
common expenses incurred by FHI such as shareholder expenses and director compensation the
amount of $1,140,100 per annum for the period of January 1, 2012 to December 31, 2012 on a
take-or-pay basis and the amount of $1,196,300 per annum for the period of January 1, 2013 to
December 31, 2013 on a take-or-pay basis.”

This Amending Agreement shall be read together with the Agreement as
modified.

This Amending Agreement shall be governed by and construed in accordance
with the laws of the Province of British Columbia and the parties agree to attorn
to the jurisdiction of the courts of British Columbia.

Words importing the singular include the plural and vice versa; words importing
the masculine gender include the feminine and neuter genders; and words
importing persons include individuals, sole proprietors, corporations,
partnerships and unincorporated associations.

This Amending Agreement may be executed in counterparts with the same effect
as if all parties had signed the same document. All counterparts will be

construed together and will constitute one agreement.

All unamended terms and conditions shall remain in full force and effect.

IN WITNESS WHEREOF, the parties hereto have executed this Amending Agreement
effective the Effective Date.

FORTISBC ENERGY (VANCOUVER ISLAND) INC.

By: ) N

K‘)jf Q@ﬂ(_// /4*\,7‘6) AL -
Title: Vice | Nes:de,»/‘_ //,,mncz - C/—
FORTISBC HOLDINGS INC.

D

By: / e

5(::.7#— 77“-&”/’\501\-1 :
Title: &vecvtive Vi< /f‘e?lé/él/v%, /j"’an‘“(i

KCgCJ[CLfD;V q %;qglj(,/ SD;WA/
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THIS AGREEMENT is made effective January 1, 2010.

BETWEEN:

TERASEN GAS (WHISTLER) INC. a corporation formed under the laws
of British Columbia, having an office at 16705 Fraser Highway, Surrey,
British Columbia

(“TGWH)
AND:
TERASEN INC., a corporation formed under the laws of British Columbia,
having an office at 10t Floor, 1111 West Georgia Street, Vancouver, British
Columbia
("Terasen")
WHEREAS
A. TGW is the owner and operator of the natural gas transmission and distribution facilities
in British Columbia serving the community of Whistler; and
B. TGW wishes to retain Terasen to provide certain professional and management services

to it in respect to the ownership and operations of its transmission pipeline and
distribution business on the terms and conditions set out herein.

WITNESSES THAT, in consideration of the covenants and agreements herein contained, the
parties covenant and agree as follows: '

PART 1
INTERPRETATION

1.1 Definitions

In and for the purpose of this Agreement

(a) “Applicable Laws” means any and all Laws in force and effect from time to time
and applicable to the Facilities and the performance of the Services hereunder;

(b) “Force Majeure” has the meaning assigned to such term in Section 9.1;

(©) “Governmental Authority” means any domestic or foreign, national, federal,

provincial, state, municipal or other local government or body and any division,
agent, commission, board, or authority of any quasi-governmental or private body
exercising any statutory, regulatory, expropriation or taxing authority under the
authority of any of the foregoing, and any domestic, foreign, international,
judicial, quasi-judicial, arbitration or administrative court, tribunal, commission,
board or panel acting under the authority of any of the foregoing;
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(d) “Laws” means all constitutions, treaties, laws, statutes, codes, ordinances, orders,
decrees, rules, regulations and municipal by-laws, whether domestic, foreign or
international, any judgements, orders, writs, injunctions, decision, rulings,
decrees, and awards of any Governmental Authority, and any published policies
or guidelines of any Governmental Authority and including, without limitation,
any principles of common law and equity,

(e) “Person” includes any individual, corporation, body corporate, partnership, joint
venture, association, trust, estate, incorporated or unincorporated association, any
government or governmental authority however designated or constituted or any
other entity of whatever nature,

® “Services” means the professional and management services to be provided to
TGW by Terasen as more particularly described in Section 2.1.

1.2 Schedules

Schedule "A" is attached to, and is incorporated by reference into, this Agreement.

1.3 Interpretation
In and for the purpose of this Agreement

1) this “Agreement” means this agreement as the same may from time to time be
modified, supplemented or amended in effect,

2) any reference in this Agreement to a designated “Article”, “section” or other
subdivision is to the designated Article, section or other subdivision of this
Agreement,

3) the words “herein”, “hereof” and “hereunder” and other words of similar import refer
to this Agreement as a whole and not to any particular Article, section or other
subdivision,

4) the headings are for convenience only and do not form a part of this Agreement and
are not intended to interpret, define or limit the scope, extent or intent of this

Agreement,

5) the singular of any term includes the plural, and vice versa, the use of any term is
generally applicable to any gender and, where applicable, a corporation, the word
“or” is not exclusive and the word “including” is not limiting (whether or not non-
limiting language (such as “without limitation” or “but not limited to” or words of
similar import) is used with reference thereto), and

6) each word and phrase used herein and not otherwise defined herein, but which has an
accepted meaning in-the custom and usage of the Western Canadian oil and gas
transportation industry, shall have such accepted meaning.
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1.4 Governing Law

Subject to Section 9.1, this Agreement will be interpreted and the rights and remedies of
the parties hereto will be determined in accordance with the laws of the Province of British
Columbia.

PART 2
SERVICES

2.1 Services

Terasen hereby agrees to provide to TGW those professional and management services
described in Schedule "A" which Services shall include certain professional and management
services provided to Terasen by its parent company, Fortis Inc. which professional and
management services also benefit TGW. .

2.2 No Obligation to Provide Additional Services

Terasen shall not perform, and Terasen shall have no obligation to perform, any services
on behalf of TGW other than as set out in this Agreement or any similar agreement.

2.3 Consultation with TGW

Terasen will consult with TGW as required in connection with the performance of the
Services.

2.4 Independent Contractor

Nothing in this Agreement shall be construed to create or constitute a partnership or
relationship of joint venture between Terasen and TGW. In performing the Services, Terasen
shall be an independent contractor. Terasen employees shall not be considered employees of
TGW for any purpose.

2.5 Compliance

In performing the Services, Terasen will comply with all Applicable Laws.

PART 3
COMPENSATION

3.1 Compensation for Services and Shared Costs

TGW agrees to pay to Terasen for the Services to be provided and for a proportionate
share of the common expenses incurred by Terasen such as shareholder expenses and director
compensation the amount of $48,000 per annum on a take-or-pay basis.
3.2 Amendment to Costs

The amounts set out in Section 3.1 may be amended annually by agreement between the
parties to reflect any material change in the cost of providing the services or in the business
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operations of TGW and to reflect annual inflationary adjustments. Any services to be provided
that are not contemplated under this Agreement will be subject to additional compensation as
agreed between the parties and form an amendment to this agreement in accordance with Section
10.3 below.

3.3 Invoicing

Terasen will invoice TGW in respect of the Services no later than the 25" day following
the end of the month in which such Services are provided or in such other manner as the parties
may agree.

3.4 Payment

TGW will, within thirty (30) days of receipt of an invoice from Terasen, pay to Terasen
the amount specified in such invoice. Any amount to be remitted by TGW to Terasen and not
remitted on or before the date on which it is due shall thereafter bear interest. A late payment
charge of 1.5% per month (18% per annum) shall be payable to Terasen on any unpaid balance
after thirty (30) days of the date of invoice.

3.5 Taxes

Notwithstanding any other provision of this Agreement, the amounts paid or payable by
one party to the other in accordance with this Agreement are exclusive of any value added taxes
or sales taxes, which are now, or may become during the term of this Agreement, applicable to
the provision of the Services. Each party shall pay to the other party any value added taxes or
sales tax which one party is obligated to collect from the other at the time such taxes are due and
payable.

PART 4
INDEMNIFICATION AND LIMITATION OF LIABILITY

4.1 Indemnity by TGW

Subject to Section 4.4, TGW will indemnify, defend and hold harmless Terasen and its
directors, officers, employees, agents and contractors, from and against any claim, demand, loss,
liability, action, lawsuit or other proceeding, judgement or award, and cost or expense (including
reasonable legal fees and disbursements) which they may suffer or incur arising directly or
indirectly, in whole or in part, in connection with this Agreement or with Terasen's provision of
the Services, except and to the extent, if any, that the same results from or arises out of the wilful
misconduct or gross negligence of Terasen.

4.2 Limitation of Liability of Terasen

Neither Terasen nor any of its directors, officers, employees, agents or contractors will be
liable to TGW for any claim, demand, loss, liability, action, lawsuit or other proceeding,
judgement or award, or cost or expense (including reasonable legal fees and disbursements)
which TGW may suffer or incur arising directly or indirectly, in whole or in part, in connection
with this Agreement or with Terasen's provision of the Services, except and to the extent, if any,
that the same results from or arises out of the wilful misconduct or gross negligence of Terasen.
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4.3 Indemnity by Terasen

Subject to Section 4.4, Terasen will indemnify, defend and hold harmless TGW from and
against any claim, demand, loss, liability, action, lawsuit or other proceeding, judgement or
award and cost or expense (including reasonable legal fees and disbursements) which TGW may
suffer or incur as a result of any act or omission or error of judgement as a result of which
Terasen is adjudged to have been guilty of wilful misconduct or gross negligence.

4.4 Consequential Losses

Neither party hereto will be liable to the other, whether based in contract, tort (including
negligence and strict liability), under warranty or otherwise for special indirect, incidental or
consequential loss or damage whatsoever, including without limitation, loss of use of equipment
or facilities and loss of profits or revenues.

PART 5
COVENANTS OF TGW

5.1 Covenants by TGW
TGW covenants and agrees to:

(a) fully co-operate with Terasen in respect of all matters contemplated by or within
the scope of this Agreement; and

(b) pay on or before the due date thereof all amounts payable by TGW to Terasen or
any other Person pursuant to or as contemplated by this Agreement.

PART 6
REPRESENTATIONS AND WARRANTIES

6.1 Representations and Warranties of Terasen

Terasen hereby represents and warrants to TGW as representations and warranties which
are true as at the date hereof and which will be true during the term of Terasen’s appointment
hereunder:

(a) Terasen is a corporation duly organized, validly existing and in good standing
under the laws of its jurisdiction of incorporation, and Terasen has full power and
authority to perform its obligations hereunder;

(b) this Agreement constitutes a valid and binding obligation of Terasen enforceable
in accordance with its terms, except that (i) such enforcement may be subject to
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or
hereafter in effect relating to creditors’ rights, and (ii) the remedy of specific
performance and injunctive or other forms of equitable relief may be subject to
equitable defences and to the discretion of the court before which any proceeding
therefore may be brought; and
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(c) Terasen possesses all of the skills and personnel required to provide the Services.

6.2 Representations and Warranties of TGW

TGW hereby represents and warrants to Terasen as representations and warranties which
are true as at the date hereof and which will be true during the term of Terasen’s appointment
hereunder

(a) TGW is a corporation duly organized, validly existing and in good standing under
the laws of its jurisdiction of incorporation, and TGW has full power and
authority to perform its obligations hereunder; and

(b) this Agreement constitutes a valid and binding obligation of TGW enforceable in
accordance with its terms, except that (i) such enforcement may be subject to
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or
hereafter in effect relating to creditors’ rights, and (ii) the remedy of specific
performance and injunctive or other forms of equitable relief may be subject to
equitable defences and to the discretion of the court before which any proceeding
therefore may be brought.

PART 7
DURATION, TERMINATION AND DEFAULT

7.1 Effective Date and Term

This Agreement will be effective from January 1, 2010 and will end on December 31,
2010, unless earlier terminated pursuant to the provisions hereof. Thereafter the Agreement will
automatically be renewed for further one (1) year terms subject to Section 7.2 below.

7.2 Termination
Terasen's appointment hereunder may be terminated at any time:
(a) by Terasen giving TGW six (6) months’ written notice of such termination:

(1) if TGW becomes insolvent, admits in writing its inability to pay its debts
as they become due or commits or threatens to commit an act of
bankruptcy or if TGW makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against TGW seeking to
adjudicate it a bankrupt or an insolvent or seeking the dissolution,
winding-up or liquidation of TGW or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or secking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or TGW
consents by answer, acquiescence or otherwise to the institution of any
such proceeding against it; or

(i1) in the event TGW breaches this Agreement and fails to cure such breach
within thirty (30) days after receipt by TGW of written notice thereof from
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Terasen or, if such breach is not capable of being cured within such thirty
(30) day period, fails to commence in good faith the curing of such breach
forthwith upon receipt of written notice thereof from Terasen and to
continue to diligently pursue the curing of such breach thereafter until
cured and, in either case, the allegation of Terasen that TGW is in breach
is conceded to be correct by TGW or found to be correct by an arbitrator
pursuant to section 8.1;

(b) by TGW giving Terasen six (6) months’ written notice of such termination:

(1) if Terasen becomes insolvent, admits in writing its inability to pay its
debts as they become due or commits or threatens to commit an act of
bankruptcy or if Terasen makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against Terasen seeking to
adjudicate it a bankrupt or an insolvent or seeking the dissolution,
winding-up or liquidation of Terasen or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or seeking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or Terasen
consents by answer, acquiescence or otherwise to the institution of any
such proceeding against it; or

(i)  in the event Terasen breaches this Agreement and fails to cure such breach
within thirty (30) days after receipt by Terasen of written notice thereof
from TGW or, if such breach is not capable of being cured within such
thirty (30) day period, fails to commence in good faith the curing of such
breach forthwith upon receipt of written notice thereof from TGW and to
continue to diligently pursue the curing of such breach thereafter until
cured and, in either case, the allegation of TGW that Terasen is in breach
is conceded to be correct by Terasen or found to be correct by an arbitrator
pursuant to Section 8.1.

7.3 Duties Upon Termination

Upon expiry or termination of this Agreement for any reason, Terasen will have no
further obligations under Article 2 and will promptly deliver to TGW any material documents in
the possession of Terasen pertaining to the business of TGW.

7.4 Compensation of Terasen on Expiry or Termination

Within one (1) month after the expiry or termination of this Agreement, TGW will pay to
Terasen all amounts owing to Terasen hereunder (including any amourit owing on account of the
fees provided for in Article 3 calculated up to the date of expiry or termination); provided that
for the purposes of this section, the fees provided for in Article 3 which are payable to Terasen
on a monthly, annual or other periodic basis will be deemed to accrue due and be payable on a
daily basis.
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PART 8
ARBITRATION

8.1 Arbitration

For purposes of Section 7.2, any dispute between Terasen and TGW regarding any
allegation that TGW or Terasen is in breach of this Agreement, may be submitted to and settled
by arbitration in accordance with the provisions of this Section 8.1. Arbitration proceedings may
be commenced by the party desiring arbitration giving notice to the other party specifying the
matter to be arbitrated and requesting arbitration thereof. Such arbitration will be carried out by
a single arbitrator and in accordance with the National Arbitration Rules of the ADR Institute of
Canada Inc. for Dispute Resolution from time to time in force and effect. If the parties are
unable to agree upon an arbitrator within ten (10) days after delivery of such notice, cither of
them may make application to court for appointment of an arbitrator. In the event of the failure,
refusal or inability of an arbitrator to act, or continue to act, a new arbitrator will be appointed,
which appointment will be made in the same manner as provided above. The decision of an
arbitrator appointed as under this Section 8.1 will be final and binding upon the parties and not
subject to appeal. The arbitrator will have the authority to assess the costs of the arbitration
against either or both of the parties, provided that each party will bear its own witness and
counsel fees. The parties will fully co-operate with the arbitrator and provide all information
reasonably requested by the arbitrator. Judgement on the award of the arbitrator may be entered
in any court having jurisdiction over the party against which enforcement of the award is being
sought. Each party hereby irrevocably submits and consents to the jurisdiction of any such court
for the purpose of rendering a judgement of any such award.

PART 9
FORCE MAJEURE

9.1 Force Majeure

In and for the purposes of this Agreement, “Force Majeure” shall mean anyone or more
of the following events:

(a) an act of God;

(b) a war, revolution, insurrection, riot, blockade, or any other unlawful act against
public order or authority;

() a strike, lockout or other industrial disturbance;
(d) a storm, fire, flood, explosion, earthquake or lightning;
(e) a governmental restraint; or

® any other event (whether or not of the kind enumerated in 9.1(a) to (e) above)
which is not reasonably within the control of the party hereto claiming suspension
of its obligations hereunder due to Force Majeure.

9.2 Performance Prevented by Force Majeure
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If cither party hereto is prevented by Force Majeure from carrying out any of its
obligations hereunder, the obligations of such party, insofar as its obligations are affected by
Force Majeure, shall be suspended while (but only so long as) Force Majeure continues to
prevent the performance of such obligations. Any party prevented from carrying out any
obligation by Force Majeure shall promptly give the other party hereto notice of Force Majeure
including reasonably full particulars thereof.

9.3 Remedy of Force Majeure

A party claiming suspension of its obligations by reason of Force Majeure shall promptly
remedy the cause and effect of Force Majeure described in the notice given pursuant to Section
9.2 insofar as such party is reasonably able so to do, provided that the terms of settlement of any
strike, lockout or other industrial disturbance shall be wholly in the discretion of the party hereby
claiming suspension of its obligations hereunder by reason thereof; and that such party shall not
be required to accede to the demands of its opponents in any strike, lockout or industrial
disturbance solely to remedy promptly Force Majeure thereby constituted.

9.4 Lack of Funds Not Force Majeure

Notwithstanding anything contained in this Article 9, lack of finances shall not be
considered Force Majeure nor shall Force Majeure suspend any obligation for the payment of
money due hereunder.

PART 10
MISCELLANEOUS

10.1 Notice

Any notice, direction or other communication required or permitted to be given
hereunder must be in writing and will be sufficiently given if delivered or sent by facsimile to the
party from whom it is intended at the address of such party set out below. Any notice, direction
or other communication so given will be deemed to have been given and to have been received
on the day of delivery, if delivered, or on the day of sending if sent by facsimile (provided such
day of delivery or sending is a Business Day and, if not, then on the first Business Day
thereafter). Each party hereto may change its address for notice by notice given in the manner
aforesaid.

10.2 Assignment

Neither party hereto may assign this Agreement or any of its rights hereunder without the
prior written consent of the other party, such consent not to be unreasonably withheld.
10.3 Amendments

Any amendment or modification of this Agreement must be in writing and signed by the
party against which such amendment or modification is sought to be enforced.
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10.4 Severability

If any term or condition of this Agreement or the application hereof is determined
judicially or otherwise to be invalid or unenforceable, the remainder of this Agreement and the
application thereof shall not be affected and shall remain in full force and effect.

10.5 Entire Agreement

This Agreement constitutes the entire agreement between the parties pertaining to the
subject matter hereof. There are no representations, warranties, covenants or agreements
between the parties in connection with such subject matter except as specifically set forth or
referred to in this Agreement.

10.6 Counterparts, Facsimile

This Agreement may be executed by the execution of one or more counterparts of the
execution page, which will be taken together and constitute the execution page, and one or more
of such counterparts may be delivered by facsimile transmission.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on October
14, 2009.

TERASEN GAS (WHISTLER) INC.

Byl (\L{.L-\—J C
o

Scott A. Thomson

Title:

By:

" —
R.L. (Rhng) Jespersen
Title: President & CEOQ
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Schedule A
Description of Services

SERVICES PROVIDED BY TERASEN

General Governance & Oversight Services

In addition to the specific services described below, TGW receives the benefit of the expert
advice and experience of Terasen executives, who spend their time working on various
committees including the Executive Committee (comprised of the CEO and senior vice
presidents of Terasen as well as the heads of each operating company and the General Counsel),
the Risk Management Committee and the Operating Committee.

Treasury and Cash Management

) Execute Financings
a. Develop financing plans
1. Provide assessments of financing alternatives
1. Determine timing, term, rate, structure

b. Obtain BCUC approvals

C. Execute financings
1. Negotiation, preparation of legal documentation
il. Prepare disclosure documentation
1ii. Investor presentations
1v. Due diligence process
V. Deal execution

(2) Cash Management

Prepare and maintain short-term cash forecasting

b. Execute short-term borrowing
1. Commercial paper issuance
. Bank borrowing
C. Execute short-term investing of excess funds
d. Negotiation of letters of credit
e. Execution of manual wire transfers
f. Establish and maintain internet based banking platform for cp issuance,

fund transfers and reporting

g. Payment of interest, principal and fees on outstanding debt
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Schedule A
Description of Services

(3) Arrange operating credit facilities
a. Negotiate credit agreements
i. Determine terms and conditions
il. Negotiate pricing and term
b. Manage syndication process

c. Obtain BCUC approval
(4) Negotiate bank-service fees
(5) Treasury-related controls and compliance

a. Develop and monitor control and compliance procedures for key Treasury
procedures

(6) Compliance reporting

a. Prepare and file required compliance reports with third parties
i. Lenders, securities commissions, BCUC
(7 Hedging of interest rate and foreign exchange risks
a. Develop financial hedging plans as required
b. Negotiation of required documentation
C. Execution of derivative transaction
(8) Prepare Derivatives Policies and Procedures;

(9) Counterparty Credit Risk Management;

a. Review credit worthiness of counterparties

b. Determine appropriate credit limits for counterparties
c. Determine requirement for credit support

d. Negotiate appropriate credit support documentation

(10)  Interest rate and foreign exchange rate forecasting;

(11)  Regulatory submissions with respect to ROE, capital structure and financing
matters;

(12)  Capital structure review and maintenance; and

(13)  Provide education and related materials from training courses and seminars
attended by Treasury staff.

Investor Relations

(1) Manage the Rating Agency Process;

3.191 TGW & TI Corporate Services Contract.doc SCA-2



Schedule A
Description of Services

(2) Maintain investment banker and debt investor relationships;

(3) Maintain banking and money market dealer relationships;

(4) Investor and Shareholder communication;

(5) Assist in preparation of annual/quarterly disclosure documents; and
(6) Prepare annual report.

Corporate Development and Capital Management

(1) Manage the annual strategic planning cycle;

(2) Preparation and maintenance of the five year forecasting model used for strategic
planning process and in the annual budgeting process;

(3) Provide financial analysis and evaluation of new projects and new initiatives;

(4) Manage the acquisition and divestiture activity;

(5) Provide project management and/or due diligence support where required; and

(6) Contract negotiation in support of business development initiatives.

External Reporting and Consolidation

(1) Consolidation and preparation of monthly financial statements for TGW and
preparation of quarterly interim reports and annual audited financial statements;

(2) Preparation of monthly reporting journal entries (consolidation, tax, accruals, etc),
analytical reviews of accounts and monthly financial review package

(3) Preparation of analysis required from prospectus and other security filing
documents as requested by Treasury Department and senior management;

(4) Preparation of quarterly and annual report to the Audit Committee;

(5) Compilation of information in response to a variety of enquiries from operations,

senior management and external bodies, such as the BCUC, external auditors and
government agencies;

(6) Research current and emerging accounting policies in Canada, the US and under
International Financial Reporting (“IFRS”);

(7) Direct response to accounting authorities in both Canada, the US and IFRS with
respect to exposure drafts and pronouncements;

(8) Project lead for Terasen on the implementation of IFRS;
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Description of Services

(9) Provide accounting policy advice for such issues as consistency of presentation,
alternative treatments and resolution of complicated accounting policies and ensure
compliance with General Accepted Accounting Principles;

(10)  Accounting advice and assistance as required.

Taxation Services

(1) Prepare year-end and quarterly tax provisions including preparing tax calculations
and working papers for current tax expense, providing information for the calculation of
FIT expense and reviewing FIT calculations, preparing or reviewing the necessary
journal entries, assisting auditors with external audit review, preparing tax disclosures to
the financial statements and analyzing Balance Sheet tax accounts;

(2) Prepare tax returns and all tax compliance work for TGW, including identification
and research of technical issues, filing necessary elections, agreements and information
returns, requesting post filing adjustments, and reviewing assessments and interest

calculations;
(3) Calculate corporate tax instalments and arrange payment;
(4) Prepare or review tax information and calculations in support of rate cases, annual

reviews and annual reports to the BCUC; participate in regulatory working groups to
provide information and guidance on tax issues;

(5) Provide tax support for planning and forecasting groups; provide a strategic tax
perspective into planning processes to optimize tax advantages for the Gas companies;

(6) Provide leadership, guidance and consultation to finance and operations leaders
on income tax and commodity tax issues; find tax solutions to complex business issues;

(7) Monitor, identify and research tax issues resulting from tax law changes,
accounting changes (such as IFRS) or business opportunities to make sound
recommendations to management;

(8) Interpret impact of industry issues on tax; participate in industry group tax
committees such as Canadian Gas Association and make submissions to government
bodies on issues relevant to the industry;

(9) Monitor GST and PST (including Social Services Tax, Carbon Tax, ICE levy),
including identifying issues and researching technical enquiries, coordinating filing of
necessary elections, responding to queries on the application of GST or PST to particular
transactions, training employees on the application of commodity taxes to revenues,
disbursements and transactions, advising employees of commodity tax changes; advising
in the implementation of new taxes;

(10)  Monitor tax implications of payroll and employee benefits including advising on
taxable benefits and related calculations, payroll tax issues, and pension plan tax issues;

3.191 TGW & TI Corporate Services Contract.doc SCA-4



Schedule A
Description of Services

(11)  Coordinate tax audits (federal income tax, LCT, GST , various PST), provide
auditors access to data, research and provide answers to auditor’s requests and negotiable
beneficial resolution of proposed adjustments;

(12)  Prepare and file Notices of Objection and Appeal letters and coordinate legal
appeals with internal and external counsel; negotiate with tax authorities with a view to
minimizing ultimate liabilities;

(13)  Establish and monitor tax department controls and ensure adherence to tax
policies;

(14)  Provide ongoing training, guidance and support to tax group employees to
enhance their performance levels and career development.

Internal Audit

) Develop, plan and conduct audits/reviews of areas or processes of particular
interest or of identified risk and prepare internal audit reports;

(2) Conduct annual risks assessment process in conjunction with the Enterprise Risk
Management group;

(3) Monitor and evaluate the effectiveness and efficiency of controls throughout the
year and summarize results to the Audit Committee of the Board of Directors;

(4) Ensure that the TGW Code of Business Conduct compliance management is
effective by conducting the annual compliance reviews and acting as a resource when
issues arise with respect to the Code of Business Conduct;

(5) Monitor the Whistle Blower Ethics line and address issues as they arise;

(6) Participate on various committees in the capacity of ex-officio to provide
oversight and value add;

(7) Undertake work at the request of the BC Utilities Commission regarding the
activities and operations of TGW.

(8) Provide annual reports summarizing Internal Audit activities and findings to the
BCUC as well as other reports of regulatory compliance;

(9) Conduct post implementation reviews of major capital projects and acquisitions
and report results to the Audit Committee;

(10)  Provide assistance to the external auditors in completing their external financial
audits; and

(11)  Coordinate activities of various internal and external assurance providers to
ensure proper coverage and minimize duplication of efforts.
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Risk Management and Insurance Services

(1) Ensure compliance with the TSX requirements on risk management by ensuring
that the Board of Directors understand the principal risks of all aspects of business that
TGW is engaged in, and ensuring that there are systems in place that effectively manage
and monitor those risks with a view to the long term viability of the TGW;

(2) Arrange for coverage based on assessed potential risk of damage or loss in asset
values, disruptions in operations or potential legal liabilities;

(3) Advise dollar value of coverage required, most appropriate coverage and proper
services required;

(4) Provide a single insurance program to achieve economies of scales and cost
reductions;

(5) Work with broker in negotiating renewals and adequacy of coverage;

(6) Ensure competitive terms and consider all available options;

(7) Establish procedures and provide assistance and guidance in the reporting,

handling, compiling, negotiating and settlement of claims;

(8) Provide mechanism for appropriate and timely local resolution of third party
damage claims below a given threshold and payment of same;

9) Conduct of review of contractual agreements to protect TGW from unnecessary
assumption of risks;

(10)  Coordinate Risk Management’s group participating in industry associations and
education seminars;

(11)  Establish loss control standards to help ensure consistent and high degree of loss;
prevention in all operating units and minimize impact when they do occur;

(12)  Ensure familiarity with policies and wordings;

(13)  Encourage and establish procedures for loss control;

(14)  Administer Certificates of Insurance;

(15) Preparation of management reports;

(16)  Provide additional insurance for individual construction projects, as required; and

(17)  Provide bonding as required.

Corporate Secretary’s Office

3,191 TGW & T1 Corporate Services Contract.doc SCA-6



Schedule A
Description of Services

(1) Ensure all continuous disclosure and governance activities required by external
regulators and third parties are appropriately carried out, including Securities filings and
BC Business Corporations Act requirements; and

(2) Manage the relationship and corporate activities of the Board of Directors.
(3) Prepare materials for Board of Directors and minutes.
(4) Track and maintain corporate records.

(5) Assist in preparation of corporate documentation and providing corporate
information to internal and external parties.

Legal Department
(1) Provide all legal services to TGW other than those outsourced to outside legal
counsel;
(2) Direct the provision and management of outside legal services, primarily
litigation, to TGW;
(3) Provide management of all litigation;
4) Provide legal counsel on regulatory, environmental, marketing, employment, and
intellectual property;
(5) Ensure legal compliance for press release, financial reports and other disclosure
documents;
(6) Advise TGW on legal issues that may arise including claims, actions, real estate

and other property transactions, and contracts, including the purchase of goods and
services by TGW; and

(7) Provide general miscellaneous legal support and advice to management.

Human Resources Compensation and Planning

(1) Consult with management on the maintenance, development and governance of
employees and retiree benefit programs, pension plans, employee savings plans and
employee assistance programs;

(2) Provide assistance on annual wage and salary increases, providing labour market
comparisons, establishing and implementing ad hoc increases for long term disability and
pension recipients;

(3) Ensure that employment practices are in compliance with applicable regulations
and legislation through development and administration of appropriate corporate policies
and procedures;

(4) Consulting and direction on disability management guidelines and policy;
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(5) Oversee the annual preparation of the executive succession plan and present the
plan to the Management Resources Committee and to the Board of Directors;

(6) Corporate governance and direction regarding benefits carriers, benefits and
pension consultants, financial services providers;

(7) Corporate reporting to legislative bodies, CCRA, Statistics Canada, Pension
Standards, as required; and

(8) Corporate governhance of salary and benefit administration, including executive
and management compensation.
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SERVICES PROVIDED BY FORTIS INC. (“FORTIS”)

Executive Function

President & CEO

A. Strategic Direction

1. Present annually to the Board of Directors of Fortis (the “Board”) a strategic plan and a
business plan which must (a) be designed to achieve the corporate objectives together
with an appropriate set of performance measures, (b) identify the principal strategic and
operational risks of the business, and (c) include appropriate methods to manage the
risks;

2. Obtain Board approval for the strategic plan and the business plans of Fortis as a
precondition to the implementation of such plans;

3. Obtain Board approval for the procurement, allocation, and disposition of corporate
resources for Fortis as a precondition to such procurement, allocation or disposition of
such resources either;

in the approved Business Plan; or

b. by specific authorization of an asset transaction consistent with current business
activities in an amount in excess of $XX [insert amount] million ($XX [insert
amount] million annual aggregate) and for any share transaction (other than
increased investment in an existing affiliate within the transaction size parameters
noted above); and

4. Communicate the principal objectives and strategic plan for Fortis throughout Fortis.

B. Leadership and Management of Fortis

1. Lead Fortis with vision and values that are well understood, widely supported and
consistently followed;

2. Foster a corporate culture which promotes ethical practices, personal integrity and the
fulfilment of social responsibilities;

3. Create the appropriate environment to stimulate employee morale and productivity;
4. Manage change proactively;

5. Ensure continuous improvement in the quality and value of the products and services
provided by Fortis;

6. Ensure that Fortis achieves and maintains satisfactory competitive positions within its
industries; and

7. Serve as a director of Fortis.

3.191 TGW & TI Corporate Services Contract.doc SCA-1



Schedule A
Description of Services

C. Management and Organization Structure
1. Provide advice to the Board on the appointment of all officers of Fortis;

2. Assist the Board in establishing the limits of delegated authority and responsibility in
conducting Fortis’s business;

3. Provide annually to the Board, an evaluation of the performance of each senior manager
who reports to the CEO;

4. Present for approval to the Board, an annual plan which will provide for the development
and succession of senior managers of Fortis in a timely fashion;

5. Generally develop, attract, and retain a highly motivated, effective management team;
and

6. Obtain Board approval for any proposed significant or material change in the
organizational structure of Fortis as a precondition to the implementation of such
changes.

D. Finances, Controls and Internal Systems

1. Consistently strive to achieve Fortis’s annual and long-term financial goals and
objectives;

2. Assist the Board in establishing an appropriate capital structure for Fortis;

3. Ensure that Fortis has systems in place to effectively monitor and manage the principal
risks related to the operation of the business(es);

4. Establish and maintain the integrity of Fortis’s financial controls and reporting systems
and compliance of the financial information with appropriate accounting principles;

5. Establish and monitor processes and systems designed to ensure compliance with all
applicable laws by Fortis, its officers and employees; and

6. Provide certification of financial matters, including the completeness and accuracy of
Fortis’s financial statements and, where necessary, matters relating to internal controls
over financial reporting,

E. Employee Relations

1. Ensure that a process is in place to monitor compliance with the ethical standards to be
observed by all officers and employees of Fortis, and ensure that a process is in place to
monitor divergence from the ethical standards to be observed by all employees; and

2. Establish and maintain effective communications with employees of Fortis.

r External Communication

1. Assist the Board in establishing and maintaining an effective communications policy with
shareholders, the financial community, the media, the community at large and other
stakeholders;
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2. Ensure that Fortis contributes, and is perceived to contribute, to the well-being of the
communities it serves; and

3. Serve as the principal representative and spokesperson of Fortis.

G. Board Relations

1. Keep the Board adequately informed, on a timely basis, with respect to all events and
information which the CEO believes might materially affect Fortis, its performance,
prospects, and image;

2. Provide the assistance necessary for the Chair of the Board and committees of the Board
to carry out their duties;

3. Be entitled to attend all meetings of Board committees and provide Board committees the
assistance necessary to carry out their mandates;

4. Assist the Board in reviewing and maintaining an up-to-date position description for the
President and CEO of Fortis; and

5. Report to the Board on material use of outside consultants.

VP Finance and CFO

1. Advise and assist the Chairman of the Board and President and CEO in the development
of strategies and goals in the financial planning and structure of the Group and in the
control of the Company’s business operations.

2. Keep the CEO informed of all relevant financial information and report on the financial
status and performance of all companies in the group to the Board of Directors of Fortis
Inc.

3. Responsible for all aspects of investor relations program, including shareholder
communications and shareholder meetings.

4. Liaison with the investment community and market surveillance.

5. Ensure that procedures and systems necessary to maintain proper records and to afford
adequate accounting controls and services are implemented throughout the organization.

6. Ensure that uniform financial policies and procedures are adhered to throughout the
organization.

7. Ensure the development and maintenance of timely financial information systems.

8. Develop and maintain effective internal and external audit activities and recommend
proper financial controls.

9. Develop and maintain suitable budgeting procedures and reviews.

10. Direct the planning and control of corporate cash requirements and major banking
relationships.
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11.-Review capital expenditure plans and budgeting.
12. Plan and direct corporate financing.
13. Recommend guidelines for financial transactions between companies in the Fortis Group.

14. Ensure that adequate financial personnel resources are retained and appropriately
assigned throughout the group.

15. Appraise and implement the necessary financial analysis of acquisition and/or divestiture
decisions. As demanded, manage external financial consulting resources.

16. Maintain an awareness of changes in practice and procedure within the professional
accounting field.

17. Act as CFO of subsidiary organizations when required.

General Counsel & Corporate Secretary

1. Prepare schedules, notices, agendas, resolutions, and minutes for the Boards of Directors
of Fortis Inc. and selected subsidiaries and affiliates.

2. Coordination of all communications to Board of Directors.
Operation of share purchase plans. -

4. Preparation of security documents including Management Information Circulars, Annual
Information Forms and prospectuses.

5. Responsible for regulatory compliance, including annual returns to the registries of
companies, dividend disclosure, filing of annual and quarterly reports, reports to stock
cxchanges, notices of Material Change, and Insider Reports.

6. Provide legal services to all corporations in the Fortis Group including, when necessary,
engagement of outside legal services.

Treasury and Taxation Function

1. Manage equity financing, including both common and preference shares, and related
prospectuses

2. Manage debt financing, including long-term debt and credit facility borrowings as well as
borrowing rates

3. Maintaining the capital structure

4, Assist the VP finance and CFO appraise and implement the necessary financial analysis
of acquisition and/or divestiture decisions

5. Cash management and forecasting activities — including dividend and interest payments
and equity injections required by subsidiaries
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Schedule A
Description of Services

6. Managing cash requirements of subsidiaries, as required, as it relates to intercompany
loans and required equity injections

7. Debt covenant calculations and monitoring
8. Managing hedging activities related to US dollar debt

9. Preparation of annual corporate tax returns and related foreign affiliate corporate tax
returns

10. Calculation of quarterly and annual Fortis Inc. corporate tax provision

11. Responsibility for utilization of non-capital and capital loss carryforwards of Fortis Inc.
and coordination of tax utilization plans with applicable subsidiaries

12. Managing corporate reorganizations and tax planning

13. Manage tax implications of payroll and employee benefits including researching and
advising on taxable benefits, CPP, EI and payroll tax issues

14. Preparing Fortis Inc. employee T4’s, including preparing taxable benefit calculations
15. Coordination of Fortis Inc. corporate income tax or HST audits

16. Tax research associated with tax issues and changes in tax laws

Investor Relations Function

1. Manage analyst communications — including review of analysts’
commentaries/research reports, conduct quarterly conference calls and respond to
general analyst research inquiries.

2. Manage investor communications — including the preparation and delivery of
investor presentations, road shows, web casts, teleconferences and one-on-one
meetings with existing and prospective shareholders

3. Manage shareholder communications — including responding to general
shareholder inquiries and the preparation, delivery and filing of documentation for
quarterly and annual mailings (i.e., quarterly reports, annual report, proxy,
management information circular and annual information form).

4, Coordination and preparation of Fortis’s Annual Meeting including preparation of
the Executive’s presentation to shareholders.

Coordination of solicitation of proxies.
6. Preparation of Quarterly Investor Relations Reports to the Board of Directors.

7. Preparation, coordination and dissemination of media releases to newswire
agencies, websites and distribution lists.

8. Monitor and maintain Fortis’s media coverage.

9. Develop, host and maintain the Fortis Inc. website.
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Schedule A
Description of Services

10. Monitor the websites of the Fortis Group of Companies.

11. Monitor and research the market and investment community through Bloomberg,
ThomsonOne, TSX, etc.

12. Manage and maintain the Fortis Inc. dividend reinvestment and share purchase
plans (i.e., Dividend Reinvestment and Share Purchase Plan, Consumer Share
Purchase Plan and Employee Share Purchase Plan)

13. Coordination and preparation of Fortis’s consolidated Strategic Issues document
and presentation to the Board of Directors.

14. Preparation of Fortis’s consolidated Business Plan presentation to the Board of
Directors.

15. Manage public relations — including conference participation, the preparation of
Executive speeches and responding to media inquiries.

Financial Reporting Function

1. Preparation of quarterly and annual consolidated financial statements and notes to
the financial statements and the related management discussion and analysis

2. Preparation of monthly internal consolidated and non-consolidated financial
statements of Fortis Inc.

3. Coordination with external auditors of the annual audit of the consolidated
financial statements and quarterly review of consolidated financial statements.

4. Preparation and analysis of financial information required for prospectus and
other security filing documents

5. Preparation of the Annual Information Form and providing assistance in the
preparation of the Management Information Circular

6. Assisting in responding to reviews and queries of securities regulators related to
continuous disclosure reporting

7. Research current and emerging accounting policies in Canada, US and that related
to IFRS

8. Coordinate consistent accounting policy treatment across the Fortis group of
companies related to presentation, alternative treatments and resolution of
complex accounting policies to ensure compliance with GAAP

9. Oversight and coordination of conversion to International Financial Reporting
Standards across the Fortis Group of companies — including coordinating
research, organizing working group and steering committee sessions to discuss
and resolve ongoing issues and progress, monitoring and directing progress of the
overall conversion and coordination with the external auditors
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Description of Services

10. Coordination and preparation of consolidated Business Plan document and
reporting to the Board of Directors

11. Preparation of quarterly forecasted consolidated earnings and EPS

12. Responsibility for maintaining internal controls over financial reporting at
Fortis Inc.

Internal Audit Function

1. Performs internal audit activities at Fortis Inc including:

a. coordinating the Fortis Inc. CEO and CFO internal controls certification process
through maintenance of financial process documentation and annual evaluation of
internal controls over financial reporting and disclosure controls. Involves
ensuring that all Fortis subsidiaries are fully compliant in order to support
certification by the parent company;

b. performing quality assurance reviews of Fortis Inc. continuous disclosures
documents prior to public filing;

c. performing annual reviews of Fortis Inc. statutory obligations and executive
expenditures;

d. reporting internal audit activities to the Fortis Inc. Audit Committee on a regular
basis; and

e. coordinating compliance with corporate governance requirements

2. Provides oversight over the internal audit function at the Fortis subsidiary companies to:

a. ensure corporate-wide consistency in the application of internal audit
methodologies and practices and in the reporting of audit results to management
and audit committees;

b. coordinate annual audit program planning to ensure critical risk areas are
addressed,;

coordinate corporate-wide audit projects;

d. identify opportunities for audit resource and information sharing between the
subsidiary internal audit groups;

e. oversees audit program planning and reviews internal audit reports to
management and Audit Committees for these subsidiaries with limited internal
audit resources; /

3. Administers and monitors reports of allegations of suspected improper conduct or wrong
doing via Fortis’s ethics reporting system

4. Development of a company-wide Enterprise Risk Management program approach
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Description of Services

Board of Directors

The Board of Directors of Fortis Inc. is responsible for the stewardship of Fortis. The Board will
supervise the management of the business and affairs of Fortis and, in particular, will:

A.

Strategic Planning and Risk Management

Adopt a strategic planning process and approve, on an annual basis, a strategic plan for
Fortis which considers, among other things, the opportunities and risks of the business;

Monitor the implementation and effectiveness of the approved strategic and business
plan;

Assist the CEO in identifying the principal risks of Fortis’s business and the
implementation of appropriate systems to manage such risks;

Management and Human Resources

Select, appoint and evaluate the CEO, and determine the terms of the CEO’s employment
with Fortis;

In consultation with the CEO, appoint all officers of Fortis and determine the terms of
employment, training, development and succession of senior management (including the
processes for appointing, training and evaluating senior management);

To the extent feasible, satisfy itself as to the integrity of the CEO and other officers and
the creation of a culture of integrity throughout Fortis;

Finances, Controls and Internal Systems

Review and approve all material transactions including acquisitions, divestitures,
dividends, capital allocations, expenditures and other transactions which exceed threshold
amounts set by the Board (including equity contributions to subsidiaries to support the
investment in rate base to serve customers;

Evaluate Fortis’s internal controls relating to financial and management information
systems;

Communications

Adopt a communication policy that secks to ensure that effective communications,
including statutory communication and disclosure, are established and maintained with
employees, sharcholders, the financial community, the media, the community at large and
other security holders of Fortis;
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2. Establish procedures to receive feedback from stakeholders of Fortis and communications
to the independent directors as a group;

E. Governance

1. Develop Fortis’s approach to corporate governance issues, principles practices and
disclosure;

2. Establish appropriate procedures to evaluate director independence standards and allow
the Board to function independently of management;

3. Appoint from among the directors an audit committee and such other committees of the
Board as deemed appropriate and delegate responsibilities thereto in accordance with
their mandates;

4. Develop and monitor policies governing the operation of subsidiaries through exercise of
Fortis’s shareholder positions in such subsidiaries;

Develop and monitor compliance with Fortis’s code of conduct;

6. Set expectations and responsibilities of directors, including attendance at, preparation for
and participation in meetings; and

7. Evaluate and review the performance of the Board, each of its committees and its
members.
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THIS AMENDING AGREEMENT is made effective January 1, 2012 (the “Effective
Date”).

BETWEEN:
FORTISBC ENERGY (WHISTLER) INC.
(formerly Terasen Gas (Whistler) Inc.)
16705 Fraser Highway
Surrey, British Columbia, V4N OE8

(hereinafter referred to as “FEW”)

OF THE FIRST PART
AND:
FORTISBC HOLDINGS INC.
(formerly Terasen Inc.)
10th Floor, 1111 West Georgia Street
Vancouver, British Columbia, V6E 4M4
(hereinafter referred to as “FHI")
OF THE SECOND PART
WHEREAS:

A. FEWI and FHI entered into an agreement dated as of January 1, 2010 (the
“Agreement”); and

B. The parties are now desirous of amending the Agreement on the following terms
and conditions.

NOW THEREFORE, in consideration of the mutual promises herein and other good and
valuable consideration (the receipt and sufficiency of which is hereby acknowledged), the
parties hereby covenant and agree as follows:

1. In this Amending Agreement, capitalized words and expressions used shall have
the same meanings as are respectively assigned to them in the Agreement.

2. All references to “Terasen Gas (Whistler) Inc.” and “TGW” shall be deleted and
replaced with “FortisBC Energy (Whistler) Inc.” and “FEW” respectively.

3. All references to “Terasen Inc.” and “Terasen” shall be deleted and replaced with
“FortisBC Holdings Inc.” and “FHI” respectively.
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9.

Clause 3.1 shall be deleted and replaced with the following:

“3.1 Compensation for Services and Shared Costs

FEW agrees to pay to FHI for the Services to be provided and for a proportionate share of the
common expenses incurred by FHI such as shareholder expenses and director compensation the
amount of $48,500 per annum for the period of January 1, 2012 to December 31, 2012 on a take-
or-pay basis and the amount of $50,200 per annum for the period of January 1, 2013 to
December 31, 2013 on a take-or-pay basis.”

This Amending Agreement shall be read together with the Agreement as
modified.

This Amending Agreement shall be governed by and construed in accordance
with the laws of the Province of British Columbia and the parties agree to attorn
to the jurisdiction of the courts of British Columbia.

Words importing the singular include the plural and vice versa; words importing
the masculine gender include the feminine and neuter genders; and words
importing persons include individuals, sole proprietors, corporations,
partnerships and unincorporated associations.

This Amending Agreement may be executed in counterparts with the same effect
as if all parties had signed the same document. All counterparts will be

construed together and will constitute one agreement.

All unamended terms and conditions shall remain in full force and effect.

IN WITNESS WHEREOF, the parties hereto have executed this Amending Agreement
effective the Effective Date.

FORTISBC ENERGY (WHISTLER) INC.

By: .
Keger :Da,l/ A ko aite—
Title: Vice ZN% /b(éw( Finenck ¥ (/O
FORTISBC HOLDINGS INC.
N Wy
S LUH T/) DN S ore )
Title: fyrcehvr iee / "ZSI[’(CI’\// /"//\‘U’l(.{

K(dadlw !a/ [ &mer\/9 5%,,/9{7
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PROPOSED FORM OF AGREEMENT FOR AMALCO

THIS AGREEMENT is made effective January 1, 2040-2013 (the “Effective Date”).

BETWEEN:

TFERASEN-GASFORTISBC ENERGY INC., a corporation formed under
the laws of British Columbia having an office at 16705 Fraser Highway,
Surrey, British Columbia

(“FSIHEEL™)
AND:

FERASENEORTISBC HOLDINGS INC., a corporation formed under the
laws of British Columbia, having an office at 10" Floor, 1111 West Georgia
Street, Vancouver, British Columbia

("Ferasen)yEHI™)
WHEREAS

A. FortisBC Ener Vancouver Island) Inc. and FortisBC Ener Whistler) Inc. were
amalgamated into FEI;

B. A—FGIFEI is the owner and operator of the natural gas transmission and distribution
facilities in British Columbia serving the communities of the Lower Mainland,
Vancouver Island, Whistler and the Interior;

C. B—FGIEEI maintains #s-administrative offices r-the-City—of-Surreythroughout British
Columbia; and
D. CTFGIEEI wishes to retain FerasenFHI to provide certain professional and management

services to it in respect to the ownership and operations of its transmission pipeline and
distribution business on the terms and conditions set out herein.

WITNESSES THAT, in consideration of the covenants and agreements herein contained, the
parties covenant and agree as follows:
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PART 1
INTERPRETATION

1.1  Definitions
In and for the purpose of this Agreement

(a)

(b)
(©)

(d)

(€)

(f)

“Applicable Laws” means any and all Laws in force and effect from time to time
and applicable to the Facilities and the performance of the Services hereunder;

“Force Majeure” has the meaning assigned to such term in Section 9.1;

“Governmental Authority” means any domestic or foreign, national, federal,
provincial, state, municipal or other local government or body and any division,
agent, commission, board, or authority of any quasi-governmental or private body
exercising any statutory, regulatory, expropriation or taxing authority under the
authority of any of the foregoing, and any domestic, foreign, international,
judicial, quasi-judicial, arbitration or administrative court, tribunal, commission,
board or panel acting under the authority of any of the foregoing;

“Laws” means all constitutions, treaties, laws, statutes, codes, ordinances, orders,
decrees, rules, regulations and municipal by-laws, whether domestic, foreign or
international, any judgements, orders, writs, injunctions, decision, rulings,
decrees, and awards of any Governmental Authority, and any published policies
or guidelines of any Governmental Authority and including, without limitation,
any principles of common law and equity,

“Person” includes any individual, corporation, body corporate, partnership, joint
venture, association, trust, estate, incorporated or unincorporated association, any
government or governmental authority however designated or constituted or any
other entity of whatever nature,

“Services” means the professional and management services to be provided to
FGIFEI by FerasenFHI as more particularly described in Section 2.1.

1.2 Schedules
Schedule "A" is attached to, and is incorporated by reference into, this Agreement.

1.3 Interpretation

In and for the purpose of this Agreement

)

2)

this “Agreement” means this agreement as the same may from time to time be
modified, supplemented or amended in effect,

any reference in this Agreement to a designated ‘“Article”, “section” or other
subdivision is to the designated Article, section or other subdivision of this
Agreement,

the words “herein”, “hereof” and “hereunder” and other words of similar import refer
to this Agreement as a whole and not to any particular Article, section or other
subdivision,
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4) the headings are for convenience only and do not form a part of this Agreement and
are not intended to interpret, define or limit the scope, extent or intent of this
Agreement,

5) the singular of any term includes the plural, and vice versa, the use of any term is
generally applicable to any gender and, where applicable, a corporation, the word
“or” is not exclusive and the word “including” is not limiting (whether or not non-
limiting language (such as “without limitation” or “but not limited to” or words of
similar import) is used with reference thereto), and

6) each word and phrase used herein and not otherwise defined herein, but which has an
accepted meaning in the custom and usage of the Western Canadian oil and gas
transportation industry, shall have such accepted meaning.

1.4 Governing Law

Subject to Section 9.1, this Agreement will be interpreted and the rights and remedies of
the parties hereto will be determined in accordance with the laws of the Province of British
Columbia.

1.5  Prior Agreements
The parties agree that any prior agreements between the parties pertaining to the subject

matter hereof, including the agreement effective-January-1.2004-and-any-amendmentsncluding
the-amending-agreement-effective December-31,-2006;between FEI and FHI dated January 1,

2010 and amended on January 1, 2012, agreement between FortisBC Energy (Vancouver Island

Inc. and FHI, dated January 1, 2010 and amended on January 1, 2012 and agreement between
FortisBC Energy (Whistler) Inc. and FHI dated January 1, 2010 and amended on January 1, 2012

are hereby cancelled and of no further effect.

PART 2
SERVICES

2.1 Services

FerasenFHI hereby agrees to provide to FGIFEI those professional and management
services described in Schedule "A" which Services shall include certain professional and
management services provided to FerasenFHI by its parent company, Fortis Inc. which
professional and management services also benefit FGIFEL.

2.2 No Obligation to Provide Additional Services

FerasenFHI shall not perform, and FerasenFHI shall have no obligation to perform, any
services on behalf of FGIFEI other than as set out in this Agreement or any similar agreement.

2.3 Consultation with FGIEEL
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FerasenFHI will consult with FGIEELI as required in connection with the performance of
the Services.
2.4 Independent Contractor

Nothing in this Agreement shall be construed to create or constitute a partnership or
relationship of joint venture between FerasenFHI and FGIEEL. In performing the Services,
FerasenFHI shall be an independent contractor. FerasenFHI employees shall not be considered
employees of FGIEEI for any purpose.

2.5  Compliance
In performing the Services, FerasenrFHI will comply with all Applicable Laws.

PART 3
COMPENSATION

3.1  Compensation for Services and Shared Costs

FGIFEI agrees to pay to FerasenFHI for the Services to be provided and for a
proportionate share of the common expenses incurred by FerasenFHI such as shareholder
expenses and director compensation the amount of $9,622,60012,279,413 per annum on a take-
or-pay basis.

3.2 Amendment to Costs

The amounts set out in Section 3.1 may be amended annually by agreement between the
parties to reflect any material change in the cost of providing the services or in the business
operations of FGIFEI and to reflect annual inflationary adjustments. Any services to be
provided that are not contemplated under this Agreement will be subject to additional
compensation as agreed between the parties and form an amendment to this agreement in
accordance with Section 10.3 below.

3.3 Invoicing

TerasenFHI will invoice FGIEEL in respect of the Services no later than the 25" day
following the end of the month in which such Services are provided or in such other manner as
the parties may agree.

34  Payment

FGIEEI will, within thirty (30) days of receipt of an invoice from FerasenrFHI, pay to
FerasenFHI the amount specified in such invoice. Any amount to be remitted by FGIFEI to
FerasenFHI and not remitted on or before the date on which it is due shall thereafter bear
interest. A late payment charge of 1.5% per month (18% per annum) shall be payable to
FerasenFHI on any unpaid balance after thirty (30) days of the date of invoice.

3.5 Taxes

Notwithstanding any other provision of this Agreement, the amounts paid or payable by
one party to the other in accordance with this Agreement are exclusive of any value added taxes
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or sales taxes, which are now, or may become during the term of this Agreement, applicable to
the provision of the Services. Each party shall pay to the other party any value added taxes or
sales tax which one party is obligated to collect from the other at the time such taxes are due and
payable.

PART 4
INDEMNIFICATION AND LIMITATION OF LIABILITY

4.1 Indemnity by FGHEEL

Subject to Section 4.4, FGIFEI will indemnify, defend and hold harmless FerasenrFHI
and its directors, officers, employees, agents and contractors, from and against any claim,
demand, loss, liability, action, lawsuit or other proceeding, judgement or award, and cost or
expense (including reasonable legal fees and disbursements) which they may suffer or incur
arising directly or indirectly, in whole or in part, in connection with this Agreement or with
TFerasenFHI's provision of the Services, except and to the extent, if any, that the same results
from or arises out of the wilful misconduct or gross negligence of FeraserFHI.

4.2 Limitation of Liability of FerasenrEHI

Neither FerasenFHI nor any of its directors, officers, employees, agents or contractors
will be liable to FGIFEI for any claim, demand, loss, liability, action, lawsuit or other
proceeding, judgement or award, or cost or expense (including reasonable legal fees and
disbursements) which FGIEEI may suffer or incur arising directly or indirectly, in whole or in
part, in connection with this Agreement or with FerasenFHI's provision of the Services, except
and to the extent, if any, that the same results from or arises out of the wilful misconduct or gross
negligence of FerasenFHI.

4.3  Indemnity by FerasenEHIL

Subject to Section 4.4, FerasenEHI will indemnify, defend and hold harmless FGIEEI
from and against any claim, demand, loss, liability, action, lawsuit or other proceeding,
judgement or award and cost or expense (including reasonable legal fees and disbursements)
which FGIFEI may suffer or incur as a result of any act or omission or error of judgement as a
result of which FerasenFHI is adjudged to have been guilty of wilful misconduct or gross
negligence.

4.4  Consequential Losses

Neither party hereto will be liable to the other, whether based in contract, tort (including
negligence and strict liability), under warranty or otherwise for special indirect, incidental or
consequential loss or damage whatsoever, including without limitation, loss of use of equipment
or facilities and loss of profits or revenues.
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PART 5
COVENANTS OF +GHEEI

51 Covenants by FGIEEIL
FGIEEI covenants and agrees to:

(a)
(b)

fully co-operate with FerasenFHI in respect of all matters contemplated by or
within the scope of this Agreement; and

pay on or before the due date thereof all amounts payable by FGIFEI to
FerasenFHI or any other Person pursuant to or as contemplated by this
Agreement.

PART 6
REPRESENTATIONS AND WARRANTIES

6.1  Representations and Warranties of FeraserEHI

FerasenFHI hereby represents and warrants to FGIFEI as representations and warranties
which are true as at the date hereof and which will be true during the term of FerasenFHI’s
appointment hereunder:

(a)

(b)

(©)

FerasenFHI is a corporation duly organized, validly existing and in good standing
under the laws of its jurisdiction of incorporation, and FeraserFHI has full power
and authority to perform its obligations hereunder;

this Agreement constitutes a valid and binding obligation of FerasenFHI
enforceable in accordance with its terms, except that (i) such enforcement may be
subject to bankruptcy, insolvency, reorganization, moratorium or other similar
laws now or hereafter in effect relating to creditors’ rights, and (ii) the remedy of
specific performance and injunctive or other forms of equitable relief may be
subject to equitable defences and to the discretion of the court before which any
proceeding therefore may be brought; and

FerasenFHI possesses all of the skills and personnel required to provide the
Services.

6.2  Representations and Warranties of FGHEEI

FGIEEI hereby represents and warrants to FeraserFHI as representations and warranties
which are true as at the date hereof and which will be true during the term of FerasenrFHI’s
appointment hereunder

(@)

FGIEEI is a corporation duly organized, validly existing and in good standing
under the laws of its jurisdiction of incorporation, and FGHFEI has full power and
authority to perform its obligations hereunder; and
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(b) this Agreement constitutes a valid and binding obligation of FGIFEI enforceable
in accordance with its terms, except that (i) such enforcement may be subject to
bankruptcy, insolvency, reorganization, moratorium or other similar laws now or
hereafter in effect relating to creditors’ rights, and (ii) the remedy of specific
performance and injunctive or other forms of equitable relief may be subject to
equitable defences and to the discretion of the court before which any proceeding
therefore may be brought.

PART 7
DURATION, TERMINATION AND DEFAULT

7.1  Effective Date and Term
This Agreement will be effective from January 1, 2013 and will end on December

31, 2046,2013, unless earlier terminated pursuant to the provisions hereof. Thereafter this
Agreement will automatically be renewed for further one (1) year terms subject to Section 7.2

below.

7.2 Termination
FerasenFHI's appointment hereunder may be terminated at any time:
@ by FerasenFHI giving FGIEEI six (6) months’ written notice of such termination:

Q) if FGIFEI becomes insolvent, admits in writing its inability to pay its
debts as they become due or commits or threatens to commit an act of
bankruptcy or if FGIFEI makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against FTGIFEI seeking to
adjudicate it a bankrupt or an insolvent or seeking the dissolution,
winding-up or liquidation of FGIFEI or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or seeking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or FGIFEI
consents by answer, acquiescence or otherwise to the institution of any
such proceeding against it; or

(i) in the event FGIFEI breaches this Agreement and fails to cure such breach
within thirty (30) days after receipt by FGIEEI of written notice thereof
from FerasenFHI or, if such breach is not capable of being cured within
such thirty (30) day period, fails to commence in good faith the curing of
such breach forthwith upon receipt of written notice thereof from
FerasenFHI and to continue to diligently pursue the curing of such breach
thereafter until cured and, in either case, the allegation of FerasenFHI that
FGIEEL is in breach is conceded to be correct by FGIFEI or found to be
correct by an arbitrator pursuant to section 8.1;

(b) by FGIFEI giving FerasenFHI six (6) months’ written notice of such termination:
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Q) if FerasenFHI becomes insolvent, admits in writing its inability to pay its
debts as they become due or commits or threatens to commit an act of
bankruptcy or if FeraserEHI makes a general assignment for the benefit of
creditors, or any proceeding is instituted by or against FerasenFHI seeking
to adjudicate it a bankrupt or an insolvent or seeking the dissolution,
winding-up or liquidation of FerasenFHI or a reorganization, arrangement,
moratorium, adjustment, compromise, readjustment of debt or
composition of it or its debts under any law relating to bankruptcy,
insolvency, moratorium, reorganization or relief of debtors or seeking the
appointment of a receiver, receiver-manager, interim receiver, trustee,
custodian, liquidator or other similar official or Person for it, or
FerasenFHI consents by answer, acquiescence or otherwise to the
institution of any such proceeding against it; or

(i) in the event FerasenFHI breaches this Agreement and fails to cure such
breach within thirty (30) days after receipt by FerasenFHI of written
notice thereof from FGIFEI or, if such breach is not capable of being
cured within such thirty (30) day period, fails to commence in good faith
the curing of such breach forthwith upon receipt of written notice thereof
from FGIEEI and to continue to diligently pursue the curing of such
breach thereafter until cured and, in either case, the allegation of FGIFEI
that FerasenFHI is in breach is conceded to be correct by FerasenrFHI or
found to be correct by an arbitrator pursuant to Section 8.1.

7.3  Duties Upon Termination

Upon expiry or termination of this Agreement for any reason, FerasenFHI will have no
further obligations under Article 2 and will promptly deliver to FGIFEI any material documents
in the possession of FerasenFHI pertaining to the business of FGIFEL.

7.4 Compensation of FerasenrEHI on Expiry or Termination

Within one (1) month after the expiry or termination of this Agreement, FGIFEI will pay
to FerasenFHI all amounts owing to FeraserFHI hereunder (including any amount owing on
account of the fees provided for in Article 3 calculated up to the date of expiry or termination);
provided that for the purposes of this section, the fees provided for in Article 3 which are payable
to FerasenFHI on a monthly, annual or other periodic basis will be deemed to accrue due and be
payable on a daily basis.

PART 8
ARBITRATION

8.1 Arbitration

For purposes of Section 7.2, any dispute between FerasenFHI and FGIEEI regarding any
allegation that FGIFEI or FerasenFHI is in breach of this Agreement, may be submitted to and
settled by arbitration in accordance with the provisions of this Section 8.1. Arbitration
proceedings may be commenced by the party desiring arbitration giving notice to the other party
specifying the matter to be arbitrated and requesting arbitration thereof. Such arbitration will be
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carried out by a single arbitrator and in accordance with the National Arbitration Rules of the
ADR Institute of Canada Inc. for Dispute Resolution from time to time in force and effect. If the
parties are unable to agree upon an arbitrator within ten (10) days after delivery of such notice,
either of them may make application to court for appointment of an arbitrator. In the event of the
failure, refusal or inability of an arbitrator to act, or continue to act, a new arbitrator will be
appointed, which appointment will be made in the same manner as provided above. The
decision of an arbitrator appointed as under this Section 8.1 will be final and binding upon the
parties and not subject to appeal. The arbitrator will have the authority to assess the costs of the
arbitration against either or both of the parties, provided that each party will bear its own witness
and counsel fees. The parties will fully co-operate with the arbitrator and provide all information
reasonably requested by the arbitrator. Judgement on the award of the arbitrator may be entered
in any court having jurisdiction over the party against which enforcement of the award is being
sought. Each party hereby irrevocably submits and consents to the jurisdiction of any such court
for the purpose of rendering a judgement of any such award.

PART 9
FORCE MAJEURE

9.1 Force Majeure

In and for the purposes of this Agreement, “Force Majeure” shall mean anyone or more
of the following events:

@ an act of God,

(b) a war, revolution, insurrection, riot, blockade, or any other unlawful act against
public order or authority;

(© a strike, lockout or other industrial disturbance;
(d) a storm, fire, flood, explosion, earthquake or lightning;
(e) a governmental restraint; or

()] any other event (whether or not of the kind enumerated in 9.1(a) to (e) above)
which is not reasonably within the control of the party hereto claiming suspension
of its obligations hereunder due to Force Majeure.

9.2 Performance Prevented by Force Majeure

If either party hereto is prevented by Force Majeure from carrying out any of its
obligations hereunder, the obligations of such party, insofar as its obligations are affected by
Force Majeure, shall be suspended while (but only so long as) Force Majeure continues to
prevent the performance of such obligations. Any party prevented from carrying out any
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obligation by Force Majeure shall promptly give the other party hereto notice of Force Majeure
including reasonably full particulars thereof.

9.3  Remedy of Force Majeure

A party claiming suspension of its obligations by reason of Force Majeure shall promptly
remedy the cause and effect of Force Majeure described in the notice given pursuant to Section
9.2 insofar as such party is reasonably able so to do, provided that the terms of settlement of any
strike, lockout or other industrial disturbance shall be wholly in the discretion of the party hereby
claiming suspension of its obligations hereunder by reason thereof; and that such party shall not
be required to accede to the demands of its opponents in any strike, lockout or industrial
disturbance solely to remedy promptly Force Majeure thereby constituted.

9.4  Lack of Funds Not Force Majeure

Notwithstanding anything contained in this Article 9, lack of finances shall not be
considered Force Majeure nor shall Force Majeure suspend any obligation for the payment of
money due hereunder.

PART 10
MISCELLANEOUS

10.1 Notice

Any notice, direction or other communication required or permitted to be given
hereunder must be in writing and will be sufficiently given if delivered or sent by facsimile to the
party from whom it is intended at the address of such party set out below. Any notice, direction
or other communication so given will be deemed to have been given and to have been received
on the day of delivery, if delivered, or on the day of sending if sent by facsimile (provided such
day of delivery or sending is a Business Day and, if not, then on the first Business Day
thereafter). Each party hereto may change its address for notice by notice given in the manner
aforesaid.

10.2  Assignment

Neither party hereto may assign this Agreement or any of its rights hereunder without the
prior written consent of the other party, such consent not to be unreasonably withheld.
10.3 Amendments

Any amendment or modification of this Agreement must be in writing and signed by the
party against which such amendment or modification is sought to be enforced.
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10.4 Severability

If any term or condition of this Agreement or the application hereof is determined
judicially or otherwise to be invalid or unenforceable, the remainder of this Agreement and the
application thereof shall not be affected and shall remain in full force and effect.

[Execution page follows]
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10.5 Entire Agreement

This Agreement constitutes the entire agreement between the parties pertaining to the
subject matter hereof. There are no representations, warranties, covenants or agreements
between the parties in connection with such subject matter except as specifically set forth or
referred to in this Agreement.

10.6 Counterparts, Facsimile

This Agreement may be executed by the execution of one or more counterparts of the
execution page, which will be taken together and constitute the execution page, and one or more
of such counterparts may be delivered by facsimile transmission.

IN WITNESS WHEREOF, the parties hereto have executed this-Agreement-on-June-24,-2009-
on the Effective Date.

FERASEN-GASEORTISBC ENERGY INC.

By:

Title:

FERASENEORTISBC HOLDINGS INC.

By:

Title:
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Schedule A
Description of Services

SERVICES PROVIDED BY FERASENFHI

General Governance & Oversight Services

In addition to the specific services described below, FGIEEI receives the benefit of the expert
advice and experience of FerasenFHI executives, who spend their time working on various
committees including the Executive Committee (comprised of the CEO and senior vice
presidents of TFerasenFHI as well as the heads of each operating company and the General
Counsel), the Risk Management Committee and the Operating Committee.

Treasury and Cash Management

(1) Execute Financings

a. Develop financing plans
i. Provide assessments of financing alternatives
ii. Determine timing, term, rate, structure

b. Obtain BCUC approvals

C. Execute financings
i. Negotiation, preparation of legal documentation
ii. Prepare disclosure documentation
ii. Investor presentations

iv. Due diligence process
V. Deal execution
(2) Cash Management
a. Prepare and maintain short-term cash forecasting

Execute short-term borrowing

i. Commercial paper issuance
ii. Bank borrowing
C. Execute short-term investing of excess funds
d. Negotiation of letters of credit
e. Execution of manual wire transfers
f Establish and maintain internet based banking platform for cp issuance,

fund transfers and reporting
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Schedule A
Description of Services

g. Payment of interest, principal and fees on outstanding debt
(3) Arrange operating credit facilities

a. Negotiate credit agreements
i. Determine terms and conditions
ii. Negotiate pricing and term

b. Manage syndication process

C. Obtain BCUC approval
(4) Negotiate bank-service fees
(5) Treasury-related controls and compliance

a. Develop and monitor control and compliance procedures for key Treasury
procedures

(6) Compliance reporting
a. Prepare and file required compliance reports with third parties
i. Lenders, securities commissions, BCUC
(7) Hedging of interest rate and foreign exchange risks

a. Develop financial hedging plans as required
b. Negotiation of required documentation
C. Execution of derivative transaction

(8) Prepare Derivatives Policies and Procedures;
(9) Counterparty Credit Risk Management;

a. Review credit worthiness of counterparties

b. Determine appropriate credit limits for counterparties
C. Determine requirement for credit support

d. Negotiate appropriate credit support documentation

(10)  Interest rate and foreign exchange rate forecasting;

(11)  Regulatory submissions with respect to ROE, capital structure and financing
matters;

(12)  Capital structure review and maintenance; and

(13)  Provide education and related materials from training courses and seminars
attended by Treasury staff.
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Schedule A
Description of Services

Investor Relations

Manage the Rating Agency Process;

(1)

(2) Maintain investment banker and debt investor relationships;

(3) Maintain banking and money market dealer relationships;

(4) Investor and Shareholder communication;

(5) Assist in preparation of annual/quarterly disclosure documents; and
(6) Prepare annual report.

Corporate Development and Capital Management

(1) Manage the annual strategic planning cycle;

(2) Preparation and maintenance of the five year forecasting model used for strategic
planning process and in the annual budgeting process;

(3
4

Provide financial analysis and evaluation of new projects and new initiatives;

Manage the acquisition and divestiture activity;

)
(4)
(5) Provide project management and/or due diligence support where required; and
(6)

Contract negotiation in support of business development initiatives.

External Reporting and Consolidation

(1) Consolidation and preparation of monthly financial statements for FGIFEI and

preparation of quarterly interim reports and annual audited financial statements;

(2) Preparation of monthly reporting journal entries (consolidation, tax, accruals, etc),
analytical reviews of accounts and monthly financial review package

(3) Preparation of analysis required from prospectus and other security filing
documents as requested by Treasury Department and senior management;

(4) Preparation of quarterly and annual report to the Audit Committee;

(5) Compilation of information in response to a variety of enquiries from operations,
senior management and external bodies, such as the BCUC, external auditors and
government agencies;

(6) Research current and emerging accounting policies in Canada, the US and under
International Financial Reporting (“IFRS”);
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Schedule A
Description of Services

(7) Direct response to accounting authorities in both Canada, the US and IFRS with
respect to exposure drafts and pronouncements;

(8) Project lead for FerasenrFHI on the implementation of IFRS;

(9) Provide accounting policy advice for such issues as consistency of presentation,
alternative treatments and resolution of complicated accounting policies and ensure
compliance with General Accepted Accounting Principles;

(10)  Accounting advice and assistance as required.

Taxation Services

(1) Prepare year-end and quarterly tax provisions including preparing tax calculations
and working papers for current tax expense, providing information for the calculation of
FIT expense and reviewing FIT calculations, preparing or reviewing the necessary
journal entries, assisting auditors with external audit review, preparing tax disclosures to
the financial statements and analyzing Balance Sheet tax accounts;

(2) Prepare tax returns and all tax compliance work for FGIFEI, including
identification and research of technical issues, filing necessary elections, agreements and
information returns, requesting post filing adjustments, and reviewing assessments and
interest calculations;

(3) Calculate corporate tax instalments and arrange payment;

(4) Prepare or review tax information and calculations in support of rate cases, annual
reviews and annual reports to the BCUC; participate in regulatory working groups to
provide information and guidance on tax issues;

(5) Provide tax support for planning and forecasting groups; provide a strategic tax
perspective into planning processes to optimize tax advantages for the Gas companies;

(6) Provide leadership, guidance and consultation to finance and operations leaders
on income tax and commodity tax issues; find tax solutions to complex business issues;

(7) Monitor, identify and research tax issues resulting from tax law changes,
accounting changes (such as IFRS) or business opportunities to make sound
recommendations to management;

(8) Interpret impact of industry issues on tax; participate in industry group tax
committees such as Canadian Gas Association and make submissions to government
bodies on issues relevant to the industry;

(9) Monitor_ HST, GST and PST (including Social Services Tax, Carbon Tax, ICE
levy), including identifying issues and researching technical enquiries, coordinating filing
of necessary elections, responding to queries on the application of HST, GST or PST to
particular transactions, training employees on the application of commodity taxes to
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revenues, disbursements and transactions, advising employees of commodity tax
changes; advising in the implementation of new taxes;

(10)  Monitor tax implications of payroll and employee benefits including advising on
taxable benefits and related calculations, payroll tax issues, and pension plan tax issues;

(11)  Coordinate tax audits (federal income tax, LCT, HST, GST , various PST),
provide auditors access to data, research and provide answers to auditor’s requests and
negotiable beneficial resolution of proposed adjustments;

(12)  Prepare and file Notices of Objection and Appeal letters and coordinate legal
appeals with internal and external counsel; negotiate with tax authorities with a view to
minimizing ultimate liabilities;

(13)  Establish and monitor tax department controls and ensure adherence to tax
policies;

(14)  Provide ongoing training, guidance and support to tax group employees to
enhance their performance levels and career development.

Internal Audit

(1) Develop, plan and conduct audits/reviews of areas or processes of particular
interest or of identified risk and prepare internal audit reports;

(2) Conduct annual risks assessment process in conjunction with the Enterprise Risk
Management group;

(3) Monitor and evaluate the effectiveness and efficiency of controls throughout the
year and summarize results to the Audit Committee of the Board of Directors;

(4) Ensure that the FGIFEI Code of Business Conduct compliance management is
effective by conducting the annual compliance reviews and acting as a resource when
issues arise with respect to the Code of Business Conduct;

(5) Monitor the Whistle Blower Ethics line and address issues as they arise;

(6) Participate on various committees in the capacity of ex-officio to provide
oversight and value add,;

(7) Undertake work at the request of the BC Utilities Commission regarding the
activities and operations of FGIFEI.

(8) Provide annual reports summarizing Internal Audit activities and findings to the
BCUC as well as other reports of regulatory compliance;

(9) Conduct post implementation reviews of major capital projects and acquisitions
and report results to the Audit Committee;

(10)  Provide assistance to the external auditors in completing their external financial
audits; and
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(11)  Coordinate activities of various internal and external assurance providers to
ensure proper coverage and minimize duplication of efforts.

Risk Management and Insurance Services

(1) Ensure compliance with the TSX requirements on risk management by ensuring
that the Board of Directors understand the principal risks of all aspects of business that
FGIFEI is engaged in, and ensuring that there are systems in place that effectively
manage and monitor those risks with a view to the long term viability of the FGIEEI;

(2) Arrange for coverage based on assessed potential risk of damage or loss in asset
values, disruptions in operations or potential legal liabilities;

(3) Advise dollar value of coverage required, most appropriate coverage and proper
services required;

(4) Provide a single insurance program to achieve economies of scales and cost
reductions;

(5) Work with broker in negotiating renewals and adequacy of coverage;
(6) Ensure competitive terms and consider all available options;

(7) Establish procedures and provide assistance and guidance in the reporting,
handling, compiling, negotiating and settlement of claims;

(8) Provide mechanism for appropriate and timely local resolution of third party
damage claims below a given threshold and payment of same;

9) Conduct of review of contractual agreements to protect FGIFEI from unnecessary
assumption of risks;

(10)  Coordinate Risk Management’s group participating in industry associations and
education seminars;

(11)  Establish loss control standards to help ensure consistent and high degree of loss;
prevention in all operating units and minimize impact when they do occur;

(12)  Ensure familiarity with policies and wordings;

(13)  Encourage and establish procedures for loss control;

(14)  Administer Certificates of Insurance;

(15)  Preparation of management reports;

(16)  Provide additional insurance for individual construction projects, as required; and
(17)  Provide bonding as required.
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Corporate Secretary’s Office

(1) Ensure all continuous disclosure and governance activities required by external
regulators and third parties are appropriately carried out, including Securities filings and
BC Business Corporations Act requirements; and

2
3

Manage the relationship and corporate activities of the Board of Directors.
Prepare materials for Board of Directors and minutes.

~

5 Assist in preparation of corporate documentation and providing corporate

)
)
) Track and maintain corporate records.
)
nformation to internal and external parties.

(
(
(
f
|

Legal Department

(1) Provide all legal services to FGIFEI other than those outsourced to outside legal
counsel;

(2) Direct the provision and management of outside legal services, primarily
litigation, to FGIFEL,

(3) Provide management of all litigation;

4) Provide legal counsel on regulatory, environmental, marketing, employment, and
intellectual property;

(5) Ensure legal compliance for press release, financial reports and other disclosure
documents;

(6) Advise FGIFEI on legal issues that may arise including claims, actions, real estate
and other property transactions, and contracts, including the purchase of goods and
services by FGIFELI; and

(7) Provide general miscellaneous legal support and advice to management.

Human Resources Compensation and Planning

(1) Consult with management on the maintenance, development and governance of
employees and retiree benefit programs, pension plans, employee savings plans and
employee assistance programs;

(2) Provide assistance on annual wage and salary increases, providing labour market
comparisons, establishing and implementing ad hoc increases for long term disability and
pension recipients;
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(3) Ensure that employment practices are in compliance with applicable regulations
and legislation through development and administration of appropriate corporate policies
and procedures;

(4) Consulting and direction on disability management guidelines and policy;

(5) Oversee the annual preparation of the executive succession plan and present the
plan to the Management Resources Committee and to the Board of Directors;

(6) Corporate governance and direction regarding benefits carriers, benefits and
pension consultants, financial services providers;

(7) Corporate reporting to legislative bodies, CCRA, Statistics Canada, Pension
Standards, as required; and

(8) Corporate governance of salary and benefit administration, including executive
and management compensation.
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SERVICES PROVIDED BY FORTIS INC. (“FORTIS”) WHICH BENEFIT FEI

In addition to the specific services described above, FEI receives the benefit of the expert advice
and experience of Fortis executives.

Executive Function

President & CEO

A. Strategic Direction

1. Present annually to the Board of Directors of Fortis (the “Board”) a strategic plan and a
business plan which must (a) be designed to achieve the corporate objectives together
with an appropriate set of performance measures, (b) identify the principal strategic and
operational risks of the business, and (c) include appropriate methods to manage the
risks;

2. Obtain Board approval for the strategic plan and the business plans of Fortis as a
precondition to the implementation of such plans;

3. Obtain Board approval for the procurement, allocation, and disposition of corporate
resources for Fortis as a precondition to such procurement, allocation or disposition of
such resources either;

a. inthe approved Business Plan; or

b. by specific authorization of an asset transaction consistent with current business
activities in an amount in excess of $XX [insert amount] million ($XX [insert
amount] million annual aggregate) and for any share transaction (other than
increased investment in an existing affiliate within the transaction size parameters
noted above); and

4. Communicate the principal objectives and strategic plan for Fortis throughout Fortis.

B. Leadership and Management of Fortis

1. Lead Fortis with vision and values that are well understood, widely supported and
consistently followed;

2. Foster a corporate culture which promotes ethical practices, personal integrity and the
fulfilment of social responsibilities;

Create the appropriate environment to stimulate employee morale and productivity;
Manage change proactively;
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5. Ensure continuous improvement in the quality and value of the products and services
provided by Fortis;

6. Ensure that Fortis achieves and maintains satisfactory competitive positions within its
industries; and

7. Serve as a director of Fortis.
C. Management and Organization Structure
Provide advice to the Board on the appointment of all officers of Fortis;

2. Assist the Board in establishing the limits of delegated authority and responsibility in
conducting Fortis’s business;

3. Provide annually to the Board, an evaluation of the performance of each senior manager
who reports to the CEO;

4. Present for approval to the Board, an annual plan which will provide for the development
and succession of senior managers of Fortis in a timely fashion;

5. Generally develop, attract, and retain a highly motivated, effective management team;
and

6. Obtain Board approval for any proposed significant or material change in the
organizational structure of Fortis as a precondition to the implementation of such
changes.

D. Finances, Controls and Internal Systems

1. Consistently strive to achieve Fortis’s annual and long-term financial goals and
objectives;

2. Assist the Board in establishing an appropriate capital structure for Fortis;

Ensure that Fortis has systems in place to effectively monitor and manage the principal
risks related to the operation of the business(es);

4. Establish and maintain the integrity of Fortis’s financial controls and reporting systems
and compliance of the financial information with appropriate accounting principles;

5. Establish and monitor processes and systems designed to ensure compliance with all
applicable laws by Fortis, its officers and employees; and

6. Provide certification of financial matters, including the completeness and accuracy of
Fortis’s financial statements and, where necessary, matters relating to internal controls
over financial reporting.

E. Employee Relations
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1. Ensure that a process is in place to monitor compliance with the ethical standards to be
observed by all officers and employees of Fortis, and ensure that a process is in place to
monitor divergence from the ethical standards to be observed by all employees; and

2. Establish and maintain effective communications with employees of Fortis.

F. External Communication

1. Assist the Board in establishing and maintaining an effective communications policy with
shareholders, the financial community, the media, the community at large and other
stakeholders;

2. Ensure that Fortis contributes, and is perceived to contribute, to the well-being of the
communities it serves; and

3. Serve as the principal representative and spokesperson of Fortis.

G. Board Relations

1. Keep the Board adequately informed, on a timely basis, with respect to all events and
information which the CEO believes might materially affect Fortis, its performance,
prospects, and image;

2. Provide the assistance necessary for the Chair of the Board and committees of the Board
to carry out their duties;

3. Be entitled to attend all meetings of Board committees and provide Board committees the
assistance necessary to carry out their mandates;

4. Assist the Board in reviewing and maintaining an up-to-date position description for the
President and CEO of Fortis; and

5. Report to the Board on material use of outside consultants.

VP Finance and CFO

1. Advise and assist the Chairman of the Board and President and CEO in the development
of strategies and goals in the financial planning and structure of the Group and in the
control of the Company’s business operations.

2. Keep the CEO informed of all relevant financial information and report on the financial
status and performance of all companies in the group to the Board of Directors of Fortis
Inc.

3. Responsible for all aspects of investor relations program, including shareholder
communications and shareholder meetings.
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4. Liaison with the investment community and market surveillance.

Ensure that procedures and systems necessary to maintain proper records and to afford
adequate accounting controls and services are implemented throughout the organization.

6. Ensure that uniform financial policies and procedures are adhered to throughout the
organization.

7. Ensure the development and maintenance of timely financial information systems.

Develop and maintain effective internal and external audit activities and recommend
proper financial controls.

9. Develop and maintain suitable budgeting procedures and reviews.

10. Direct the planning and control of corporate cash requirements and major banking
relationships.

11. Review capital expenditure plans and budgeting.
12. Plan and direct corporate financing.
13. Recommend guidelines for financial transactions between companies in the Fortis Group.

14. Ensure that adequate financial personnel resources are retained and appropriately
assigned throughout the group.

15. Appraise and implement the necessary financial analysis of acquisition and/or divestiture
decisions. As demanded, manage external financial consulting resources.

16. Maintain an awareness of changes in practice and procedure within the professional
accounting field.

17. Act as CFO of subsidiary organizations when required.

General Counsel & Corporate Secretary

1. Prepare schedules, notices, agendas, resolutions, and minutes for the Boards of Directors
of Fortis Inc. and selected subsidiaries and affiliates.

2. Coordination of all communications to Board of Directors.
Operation of share purchase plans.

4. Preparation of security documents including Management Information Circulars, Annual
Information Forms and prospectuses.

5. Responsible for regulatory compliance, including annual returns to the registries of
companies, dividend disclosure, filing of annual and quarterly reports, reports to stock
exchanges, notices of Material Change, and Insider Reports.

6. Provide legal services to all corporations in the Fortis Group including, when necessary,
engagement of outside legal services.
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Treasury and Taxation Function

10.
11.

12.
13.

14.
15.
16.

Manage equity financing, including both common and preference shares, and related
prospectuses

Manage debt financing, including long-term debt and credit facility borrowings as well as
borrowing rates

Maintaining the capital structure

Assist the VP finance and CFO appraise and implement the necessary financial analysis
of acquisition and/or divestiture decisions

Cash management and forecasting activities — including dividend and interest payments
and equity injections required by subsidiaries

Managing cash requirements of subsidiaries, as required, as it relates to intercompany
loans and required equity injections

Debt covenant calculations and monitoring
Managing hedging activities related to US dollar debt

Preparation of annual corporate tax returns and related foreign affiliate corporate tax
returns

Calculation of quarterly and annual Fortis Inc. corporate tax provision

Responsibility for utilization of non-capital and capital loss carryforwards of Fortis Inc.
and coordination of tax utilization plans with applicable subsidiaries

Managing corporate reorganizations and tax planning

Manage tax implications of payroll and employee benefits including researching and
advising on taxable benefits, CPP, El and payroll tax issues

Preparing Fortis Inc. employee T4’s, including preparing taxable benefit calculations
Coordination of Fortis Inc. corporate income tax or HST audits

Tax research associated with tax issues and changes in tax laws

Investor Relations Function

1. Manage analyst communications — including review of analysts’
commentaries/research reports, conduct quarterly conference calls and respond to
general analyst research inquiries.
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2. Manage investor communications — including the preparation and delivery of
investor presentations, road shows, web casts, teleconferences and one-on-one
meetings with existing and prospective shareholders

3. Manage shareholder communications — including responding to general
shareholder inquiries and the preparation, delivery and filing of documentation for
quarterly and annual mailings (i.e., quarterly reports, annual report, proxy,
management information circular and annual information form).

4. Coordination and preparation of Fortis’s Annual Meeting including preparation of
the Executive’s presentation to shareholders.

5. Coordination of solicitation of proxies.
Preparation of Quarterly Investor Relations Reports to the Board of Directors.

7. Preparation, coordination and dissemination of media releases to newswire
agencies, websites and distribution lists.

Monitor and maintain Fortis’s media coverage.
Develop, host and maintain the Fortis Inc. website.
10. Monitor the websites of the Fortis Group of Companies.

11. Monitor and research the market and investment community through Bloomberg,
ThomsonOne, TSX, etc.

12. Manage and maintain the Fortis Inc. dividend reinvestment and share purchase
plans (i.e., Dividend Reinvestment and Share Purchase Plan, Consumer Share
Purchase Plan and Employee Share Purchase Plan)

13. Coordination and preparation of Fortis’s consolidated Strategic Issues document
and presentation to the Board of Directors.

14. Preparation of Fortis’s consolidated Business Plan presentation to the Board of
Directors.

15. Manage public relations — including conference participation, the preparation of
Executive speeches and responding to media inquiries.

Financial Reporting Function

1. Preparation of quarterly and annual consolidated financial statements and notes to
the financial statements and the related management discussion and analysis

2. Preparation of monthly internal consolidated and non-consolidated financial
statements of Fortis Inc.

3. Coordination with external auditors of the annual audit of the consolidated
financial statements and quarterly review of consolidated financial statements.

3362 FGH&FIFHI and Amalco Proposed Corporate Services Contract-dee June24-09
SCA-6



Schedule A
Description of Services

10.

11.
12.

Preparation and analysis of financial information required for prospectus and
other security filing documents

Preparation of the Annual Information Form and providing assistance in the
preparation of the Management Information Circular

Assisting in responding to reviews and queries of securities regulators related to
continuous disclosure reporting

Research current and emerging accounting policies in Canada, US and that related
to IFRS

Coordinate consistent accounting policy treatment across the Fortis group of
companies related to presentation, alternative treatments and resolution of
complex accounting policies to ensure compliance with GAAP

Oversight and coordination of conversion to International Financial Reporting
Standards across the Fortis Group of companies — including coordinating
research, organizing working group and steering committee sessions to discuss
and resolve ongoing issues and progress, monitoring and directing progress of the
overall conversion and coordination with the external auditors

Coordination and preparation of consolidated Business Plan document and
reporting to the Board of Directors

Preparation of quarterly forecasted consolidated earnings and EPS

Responsibility for maintaining internal controls over financial reporting at Fortis
Inc.

Internal Audit Function

1. Performs internal audit activities at Fortis Inc including:

a.

coordinating the Fortis Inc. CEO and CFO internal controls certification process
through maintenance of financial process documentation and annual evaluation of
internal controls over financial reporting and disclosure controls. Involves
ensuring that all Fortis subsidiaries are fully compliant in order to support
certification by the parent company;

performing quality assurance reviews of Fortis Inc. continuous disclosures
documents prior to public filing;

performing annual reviews of Fortis Inc. statutory obligations and executive
expenditures;

reporting internal audit activities to the Fortis Inc. Audit Committee on a regular
basis; and

coordinating compliance with corporate governance requirements
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Schedule A
Description of Services

2. Provides oversight over the internal audit function at the Fortis subsidiary companies to:

a. ensure corporate-wide consistency in the application of internal audit
methodologies and practices and in the reporting of audit results to management
and audit committees;

b. coordinate annual audit program planning to ensure critical risk areas are
addressed,

c. coordinate corporate-wide audit projects;

d. identify opportunities for audit resource and information sharing between the
subsidiary internal audit groups;

e. oversees audit program planning and reviews internal audit reports to
management and Audit Committees for these subsidiaries with limited internal
audit resources;

3. Administers and monitors reports of allegations of suspected improper conduct or wrong
doing via Fortis’s ethics reporting system

4. Development of a company-wide Enterprise Risk Management program approach

Board of Directors

The Board of Directors of Fortis Inc. is responsible for the stewardship of Fortis. The Board will
supervise the management of the business and affairs of Fortis and, in particular, will:

A Strategic Planning and Risk Management

1. Adopt a strategic planning process and approve, on an annual basis, a strategic plan for
Fortis which considers, among other things, the opportunities and risks of the business;

2. Monitor the implementation and effectiveness of the approved strategic and business
plan;

3. Assist the CEO in identifying the principal risks of Fortis’s business and the
implementation of appropriate systems to manage such risks;

B. Management and Human Resources

1. Select, appoint and evaluate the CEO, and determine the terms of the CEO’s employment
with Fortis;

3362 FGH&FIFHI and Amalco Proposed Corporate Services Contract-dee June24-09
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2. In consultation with the CEO, appoint all officers of Fortis and determine the terms of
employment, training, development and succession of senior management (including the
processes for appointing, training and evaluating senior management);

3. To the extent feasible, satisfy itself as to the integrity of the CEO and other officers and
the creation of a culture of integrity throughout Fortis;

C. Finances, Controls and Internal Systems

1. Review and approve all material transactions including acquisitions, divestitures,
dividends, capital allocations, expenditures and other transactions which exceed threshold
amounts set by the Board (including equity contributions to subsidiaries to support the
investment in rate base to serve customers;

2. Evaluate Fortis’s internal controls relating to financial and management information
systems;

D. Communications

1. Adopt a communication policy that seeks to ensure that effective communications,
including statutory communication and disclosure, are established and maintained with
employees, shareholders, the financial community, the media, the community at large and
other security holders of Fortis;

2. Establish procedures to receive feedback from stakeholders of Fortis and communications
to the independent directors as a group;

E. Governance

1. Develop Fortis’s approach to corporate governance issues, principles practices and
disclosure;

2. Establish appropriate procedures to evaluate director independence standards and allow
the Board to function independently of management;

3. Appoint from among the directors an audit committee and such other committees of the
Board as deemed appropriate and delegate responsibilities thereto in accordance with
their mandates;

4. Develop and monitor policies governing the operation of subsidiaries through exercise of
Fortis’s shareholder positions in such subsidiaries;

5. Develop and monitor compliance with Fortis’s code of conduct;

Set expectations and responsibilities of directors, including attendance at, preparation for
and participation in meetings; and

3362 FGH&FIFHI and Amalco Proposed Corporate Services Contract-dee June24-09
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7. Evaluate and review the performance of the Board, each of its committees and its
members.
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Effective: OCT 16 1997 1-64-1997
BCUC Secretary: Original signed by R.J. Pellatt

[FortisBC Energy Inc.]
TRANSFER PRICING POLICY

For Provision of Utility Resources and Services
August 1997

SCOPE

This policy addresses the pricing of resources and services provided by [FortisBC Energy Inc. (FortisBC
Energy)] to:

¢ Non-Regulated Businesses (NRBs); and
¢ Divisions of the Utility providing unregulated products or services (collectively NRBS).

[FortisBC Energy Inc.] will ensure that it receives adequate compensation for the resources and services
provided, thereby protecting ratepayers from subsidising unregulated activities.

The Transfer Pricing Policy will be used in conjunction with the [FortisBC Energy Inc.] Code of Conduct
for Provision of Utility Resources and Services dated August, 1997. However, this policy does not
replace [FortisBC Energy]/NRB contracts and undertakings in existence prior to approval of this Transfer
Pricing Policy.
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[FortisBC Energy] Transfer Pricing Policy

DEFINITIONS

[FortisBC Energy Inc.]

Commission

Competitive Market Price
(or Market Value)

Development

Guidelines

Non-Regulated Business
(NRB)

Research

RMDM

Transfer Price

May be abbreviated as follows: [FortisBC Energy], the Utility, or the
Company, and may also include empl oyees of the Company.

British Columbia Utilities Commission.

The price that would be paid for a resource or service in a fully
functioning, competitive (unregulated) market. Alternatively, the prices
of goods or services that can serve as substitutes for the resources or
services being offered may also be used.

The tranglation of research findings or other knowledge into a plan or
design for new or substantially improved materials, devices, products,
processes, systems or services prior to the commencement of commercial
production or use.

Retail Markets Downstream of the Utility Meter Guidelines published by
the British Columbia Utilities Commission in April, 1997.

An affiliate of the Utility not regulated by the Commission or a division of
the Utility offering unregulated products or services. “ Related NRB”
refers to any NRB which uses any resources of the Utility.

Planned investigation undertaken for the purpose and expectation of
gaining new scientific or technical knowledge and understanding. Such
investigation may or may not be directed towards a specific practical aim
or commercial application.

Acronym for “ Retail Markets Downstream of the Utility Meter” , which
may include any utility or energy related activity at or downstream of the
utility meter.

The price established for the provision of Utility resources and services,
or the transfer of Utility assets, to an NRB or division of the Utility
providing unregulated products and services. Transfer pricing for any
Utility resource or service will be determined by applying the [FortisBC
Energy] Transfer Pricing Policy approved by the Commission.
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[FortisBC Energy] Transfer Pricing Policy

PoLicy

Transfer Prices charged to NRBs by the Utility will ensure Utility ratepayers are not adversely
affected and will be established using the following pricing rules.

1. Pricing Rules

i If an applicable [FortisBC Energy] tariff rate exists, the Transfer Price will be set
according to the tariff.

ii. Where no tariff rate exists, the Transfer Price will be set at either the full cost (see
Section 2 below) or, where feasible and practical, the Competitive Market Price,
whichever is greater.

iii. In situations where it can be shown that an alternative Transfer Price will provide greater
benefits to the ratepayer, the Utility may apply to the Commission for specia pricing
consideration.

2. Deter mining Full Costs

For the purposes of this policy, costs for the resources or services being provided by the Utility to
an NRB will be based on the Utility’s full cost as described below. The definition of full costs
will depend on the type of service or resource being provided.

For the most part the types of resources and services that can be provided to NRBs by the Utility
are human resources and associated equipment and facilities. The example in Appendix A
summarizes how full costs are determined for the different types of services described below in
Section 2.1. The determination of full costs, specifically the cost loadings, is based on the
approved Code of Business Conduct with respect to Non-Regulated Businesses of [FortisBC
Energy] dated March 31, 1995, with modifications reflecting the types of resources and services
involved in RMDM.

If other Utility resources or services are used by an NRB that are not described by this palicy,
then [FortisBC Energy] will make an application to the Commission on a case-by-case basis.
An example of this would be the determination of costs for a Ultility asset permanently
transferred to an NRB.

21 Type of Service
There are three types of services: Specific Committed Service, As Required Service and
Designated Subsidiary/Affiliate Service. It is important that the type of service is specified

before the commencement of any service. This specification is to ensure that the correct cost
loadings are applied to any Transfer Price.
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[FortisBC Energy] Transfer Pricing Policy

Specific Committed Service

Specific Committed Service is work that is contracted for and billed regardiess of
whether or not work is actually performed. Typically, this work is ongoing or on a
continuing basis (such as accounting) in support of NRB activities. The receiving
organization (i.e. the NRB) is, in effect, requiring that the providing organization’s
department (i.e. [FortisBC Energy]) maintain sufficient staffing levels throughout the
year in order to provide this service. The receiving organization must pay for the
Specific Committed Service even if the service provided is less than originally
contracted.

It is important that the description and scope of the service to be provided be defined
before the commencement of such a service, including an indication whether the service
is performed at the employee's normal place of work (“on-site”) or at the NRB's (“off-
site”). A request for Specific Committed Service may be raised or terminated at any time
throughout the year. Termination of a Specific Committed Service as a result of an
activity changeis subject to asixty (60) day notice period.

At the end of the fiscal year, Specific Committed Services which were not provided
(unless the Utility was unable to meet its commitments) will be offset against services
used in excess of those committed. Any excess service on a total pooled basis will be
billed, but any deficiency will not be refunded. If there is a shortfall in the level of
service provided by [FortisBC Energy] a reasonable refund may be made. In the normal
course of business, the time estimates for Specific Committed Service are reviewed
annually.

To determine the full cost of Specific Committed Service, the following loadings are
applied to direct labour costs: concessions loading, benefits loading and general overhead
loading. Also facility and/or equipment charges are made if applicable. Appendix A,
Column 1 shows an example of determining full cost for Specific Committed Service,
both “on-site” and “off-site”.

AsRequired Service

As Required Service is work that is not specifically committed to by the receiving
organization. The providing organization charges the cost of the actual time incurred to
perform the work to the receiving organization. Typically, this is work that is not or
cannot be budgeted in advance.

As Required Service must be specified to be either for an extended term (greater or equal
to three months) or short term (less than three months) period prior to the commencement
of the work. In addition, it must be identified whether the individual providing the
services will work at his or her normal place of work (“on-site”) or at the NRB’s (* off-
site”).
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[FortisBC Energy] Transfer Pricing Policy

To determine the full cost of As Required Service, the following loadings are applied to
direct labour costs. concessions loading, benefits loading, general overhead loading,
supervision loading and an availability charge loading. Also facility and/or equipment
charges are made if applicable. Appendix A, Column 2 shows an example of
determining full cost for As Required Service.

In certain situations, the Utility will need to retain the immediate right to recall the
employee being contracted to the NRB for an As Required Service. In these situations
the availability charge will be waived. Prior notification to the Commission isrequired to
waive the availability charge for As Required Service.

Designated Subsidiary/Affiliate Service

A Designated Subsidiary/Affiliate is a related company that is designated by [FortisBC
Energy] and approved by the Commission to receive reduced loadings in the Transfer
Price. The designation relates to the additional benefits that the related company
provides to [FortisBC Energy]’s customers, employees or to the economic development
of the Province of British Columbia.

A Designated Subsidiary/Affiliate receives services on the same basis as the As Required
Service described above. To determine the full cost of Designated Subsidiary/Affiliate
Service, the following loadings are applied to direct labour costs: concessions loading,
benefits loading and a general overhead loading. Appendix A, Column 3 shows an
example of determining full cost for A Designated Subsidiary/Affiliate Service.

The Commission may approve a subsidiary or affiliate with this status but exclude
specific activities or projects of that subsidiary (e.g. projects taking place in certain
geographic locations). Similarly, certain work to be performed for an NRB relating to a
specific service, project or product may be designated by [FortisBC Energy] and
approved by the Commission to receive reduced loadings.

3. Costs Relating to the Transfer of Activitiesfrom the Utility to NRB

31

Transfer Costs

Activities initially undertaken within the regulated Utility may, from time to time, be transferred
to an NRB with Commission approval. Costs associated with transferring an activity to an NRB,
and the start-up of NRB activities, shall be borne by the NRB. To the extent that these activities
involve Utility resources during the transfer, the NRB shall reimburse the Utility using the
appropriate pricing rules as defined in Section 1. Costs relating to the termination of an activity
within the Utility shall be borne by the Utility.
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3.2 Research Costs

As research is regarded as a continuing activity required to maintain the Utility’s business and its
effectiveness, such expenses shall be borne by the Utility. However, where it is evident that
certain research activities are clearly directed towards specific non-regulated pursuits, the Utility
will ensure it is compensated by the NRB according to the pricing rules defined in Section 1, net
of any quantifiable benefits received by the Utility.

3.3 Development Costs

Development costs for new products and services transferred to an NRB will be tracked and
charged to the NRB according to the pricing rules defined in Section 1, net of any quantifiable
benefits received by the Utility.

4, Employment | ssues

This section provides the guidelines which [FortisBC Energy] will follow in addressing the issues
of employee transfers and human resource sharing between the Utility and NRBs. These
guidelines implicitly recognize the fact that Utility ratepayers can realize significant benefits
when employees have the opportunity to work for NRBs, by providing Utility employees with
opportunities to expand their breadth of experience, enhance their skills and attributes, and
continue their career development by taking advantage of the diversity of the [FortisBC Holdings
Inc.] organization.

Accordingly, it is not the intent of these guidelines to restrict employee transfers or human
resource sharing, but rather to ensure that the benefits gained by employees can be brought back
to the Utility and realized by ratepayers, and ratepayers are not negatively impacted. In al cases
of Utility employee transfers or human resource sharing, the terms of transfers or sharing must be
clearly understood by the Utility, NRB and the employee prior to commencement, and properly
documented.

These guidelines distinguish between three distinct types of human resource issues: Rotational
Transfers, Non-Rotational Transfers and Human Resource Sharing.

4.1 Rotational Transfers

Rotational Transfers represent a career training and development vehicle, in which employees are
transferred between the Utility and an NRB on afull-time basis, for a period of time not to exceed
3years. In these instances, the salary and associated benefits of the employee in question will be
assumed by the NRB for the duration of the rotational transfer period. As this initiative is
specificaly intended as a career training and development mechanism with expected benefits
back to the Utility, the individual will typically be assured of continued employment by the
Utility at the conclusion of the transfer period.
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4.2 Non-Rotational Transfers

Non-Rotational Transfers represent transfers of personnel between the Utility and an NRB, which
are not subject to a maximum time duration. As neither the Utility nor its NRBs are required to
provide preference to the other's employees in filling permanent positions, non-rotational
transfers typically represent instances in which an employee has successfully responded to a
posting or advertisement for a position.

In the interest of retaining qualified individuals within the [FortisBC Holdings Inc.] group of
companies, and recognizing that many NRB companies already contract with the Utility for
human resource services (including common payroll systems and benefits packages), a non-
rotational transfer will typically be considered an employee transfer rather than a termination and
re-employment. In this manner, employees will not be subjected to a termination of continued
employment status and the Utility and NRB will not be required to assume the administrative
burden associated with atermination and new hire process.

As a non-rotationa transfer is not specifically classified as a career development and training
initiative, there will typically be no assurance of employment security from the Utility, unless
such assurance is considered to be in the best interest of the Utility, in which case a specific
agreement should be negotiated and documented. Any recruitment or administrative costs
associated with a non-rotational transfer will be borne by the entity to which the employee is
transferring.

4.3 Human Resour ce Sharing

These guidelines specifically recognize that human resource sharing initiatives can provide a
variety of benefits to the Utility and NRBs. For example, circumstances occasionaly occur in
which the Utility and one or more NRBs each require an individual with similar skills and
attributes, but the time commitment required by each entity isinsufficient to justify the hiring of a
full-time person. In the absence of a human resource sharing initiative, each individual entity
would likely be forced to incur the significant cost associated with securing the services of an
external consultant, whereas significant cost savings could be realized by hiring an individual on
afull-time basis and entering into a cost sharing arrangement. This cost sharing method may also
pay future dividends to the Utility by developing in-house expertise and experience rather than
developing this expertise and experience in consultants. Additionally, Utility departments or
NRBs that are subject to large fluctuations in human resource requirements may have individuals
that are not fully utilized at all times, but for whom termination and subseguent re-hire is not a
viable option (e.g. due to uncertainty of future availability, termination costs, retraining costs,
etc.). In these instances, human resource sharing provides a mechanism through which the
receiving entity can fulfil short term resource demands with a qualified individual, while the
employing entity can eliminate inefficient salary and benefit costs.
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Human resource sharing initiatives also represent an ideal mechanism through which to realize
some of the career development and training benefits associated with a rotational transfer, without
having to commit to the absolute loss of an individual’s services for a certain period of time.

These guidelines are predicated upon the assumption that although all of the applicable entities
benefit from human resource sharing initiatives, the employing entity is assuming the greatest
degree of risk due to the need to ensure continued employment or incur termination CcOsts.
Therefore, a key principle of the human resource sharing initiative proposed by [FortisBC
Energy] is that the employing entity will always retain first rights on the services of the individual
in question, assuming reasonable notice is provided to the entity for which the individua is
providing services at agiven point in time.

Employment costs, including salary and benefits, will be allocated to the various entities on a pro
rata basis, in accordance with the number of hours dedicated to each entity, and in a manner
consistent with the [FortisBC Energy] Code of Conduct for the Provision of Utility Resources
and Services.

5. Cost Collection Procedures

51 Work Orders

The Utility will be responsible for setting up the appropriate work order, documenting the work
order number and ensuring that the appropriate individuals charge time to it. The providing
organization’s accounting group (typically [FortisBC Energy]’s Financial Accounting Group)
will be responsible for maintaining the work order and collecting the appropriate charges.

52 Time Sheets

The individuals performing the service must report al time spent on that service by coding their
time to the appropriate work order numbers. This is to occur whether the type of service is
Specific Committed, As Required or Designated Subsidiary/Affiliate Service. Time sheets are to
be sent monthly to the immediate supervisor or [FortisSBC Energy]’s Payroll Department. The
NRB shall also review the validity of these time sheets.

53 Invoicing

The NRB will be invoiced for the contracted amount in respect of Specific Committed Service
and for the appropriate time based on the actual payroll level in respect of As Required Service or
Designated/Affiliate Service (subject to confidentiality of salary information) with the applicable
|oadings applied.

The methodology for determining a salary level is on the basis of the average pay grade in the

case of Management and Exempt employees or the exact wage grade in the case of bargaining
unit employees.
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6. Accounting for Services

6.1 Detailed Operating & Maintenance Expense Forecast

In the event that [FortisBC Energy] makes an application to the Commission for revenues related
to operations and maintenance expenses (O& M), time estimates for Specific Committed Services
will need to be estimated or forecast for each of the years covered by the application. These
estimates or forecasts should be consistent with the relevant costs and assumptions contained in
that application.

In the event that an activity change causes a reduction in the actual level of the Specific
Committed Service compared to the annual budget (or revenue requirement application),
[FortisBC Energy] will use these amounts to offset additional contributions from the NRBs. Net
contributions received by the Utility through Transfer Pricing for As Required Service and
Designated Subsidiary/Affiliate will be held in a deferral account for future return to [FortisBC
Energy]’ s customers.

6.2 Operating & Maintenance Expense Forecast Determined by Formula

In the event [FortisBC Energy] makes a multi-year application to the Commission for revenues
related to O&M, and the alowed O&M level is determined by means of a formula, for the
duration of the test period and in accordance with the terms of the Commission Order #G-85-97,
[FortisBC Energy] will be entitled to capture the financial savings, such as cost reductions
resulting from intercompany charges for RMDM or other NRB activities.

7. Review of Transfer Pricing Policy

The Transfer Pricing Policy will be reviewed on an annual basis as part of the Code of Conduct
compliance review. However, [FortisBC Energy] may make application to the Commission for
approval of changes to the policy including the pricing rules and the formula for determining full
costs as and when required.
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Appendix “A” Example of Determining Full Cost for the Three Types of Service
(for an employee at a daily base pay of $300, concession loading of 25.48% and benefits loading of 15.75%)
Column 1 2 3
Specific Committed Service As Required Service Designated

Subsidiary | Affiliate

Off-Site On-Site On-Site Off-Site Off Site
Full-time Full-time Short Term Short Term Extended
BASE PAY (Daily) $300.00 $300.00 $300.00 $300.00 $300.00 $300.00
PLUS:
Concessions @ 25.48% 76.44 76.44 76.44 76.44 76.44 76.44
Benefits @ 15.75% 47.25 47.25 47.25 47.25 47.25 47.25
423.69
GENERAL OVERHEAD 5% 10% 10% 10% 5% 5%
SUPERVISION N/A Direct 20% N/A N/A Direct
Charge Charge
AVAILABILITY CHARGE N/A N/A 20% 20% 20% N/A
FACILITIES CHARGE (If Applicable) N/A $100.00 $100.00 $100.00 N/A N/A
EQUIPMENT CHARGE (If Applicable) Direct Direct Direct Direct Direct N/A
Charge Charge Charge Charge Charge
TOTAL COSTS PER DAY $444.87 $566.06 $735.54 $650.80 $529.61 $444 .87
Cost Ratios:
to Base Pay 1.48 1.89 2.45 217 1.77 1.48
to Loaded Labour 1.05 1.34 1.74 1.54 1.25 1.05

* If the agreement between the NRB and Utility includes a right to immediate recall, the availability charge is waived.
Prior notification to the Commission is required to waive the availability charge for As Required Service.
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Effective: OCT 16 1997 L-64-1997
BCUC Secretary: Original signed by R.J. Pellatt

[FortisBC Energy Inc.]

CODE OF CONDUCT

For Provision of Utility Resources and Services
August 1997

SCOPE

This Code of Conduct (Code) governs the relationships between [FortisBC Energy Inc. (FortisBC
Energy)] and Non-Regulated Businesses (NRBs) for the provision of Utility resources, and conforms
with the British Columbia Utilities Commission (Commission) “Retail Markets Downstream of the
Utility Meter” (RMDM) Guidelines of April, 1997. The Commission Code of Conduct Principles
from the Guidelines are attached as Appendix ‘A’.

This Code will govern the use of Utility resources for unregulated activities (products or services for
which there are no Commission approved tariffs) including shared services, employment or
contracting of Utility personnel, and the treatment of customer, utility, or confidential information.
The Code will also determine the nature of the relationship between the Utility and NRBs and the
treatment by the Utility of its NRBs.

The primary responsibility for administering this Code lies with [FortisBC Energy], although the
Commission has jurisdiction over matters referred to in this Code. The Commission acknowledges
that the Utility in the administration of the Code may have to take into account particular
circumstances in respect to a particular product or service which is being provided or transferred out
of the Utility, and where these issues are at variance with this Code Commission approval will be
required. The Code also provides that the Commission may review complaints in relation to the
Code.

The [FortisBC Energy] Transfer Pricing Policy, dated August 1997, will be used in conjunction with
this Code to establish the costs and pricing for Utility resources and services.

This Code supersedes and replaces the [FortisBC Energy] Code of Business Conduct dated March

31, 1995. However, this Code does not replace contracts and undertakings between [FortisBC
Energy] and NRB affiliates in existence prior to approval of the Code.
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DEFINITIONS

[FortisBC Energy Inc.]

Commission

Guidedlines

Non-Regulated Business
(NRB)

Ratepayers

RMDM

Transfer Pricing

May be abbreviated as follows. [FortisBC Energy], the Utility, or
the Company, and may also include employees of the Company.

British Columbia Utilities Commission.

Retail Markets Downstream of the Utility Meter Guidelines
published by the British Columbia Utility Commission in April,
1997.

An affiliate of the Utility not regulated by the Commission or a
division of the Utility offering unregulated products and services.
“Related NRB” refers to any NRB which is an affiliate of the
Utility and which uses any resources of the Utility.

Ratepayers in most cases are considered as a whole rather than
one group or rate class.

Acronym for “ Retail Markets Downstream of the Utility Meter” ,
which may include any utility or energy related activity at or
downstream of the utility meter.

The price established for the provision of Utility resources and
services, or the transfer of Utility assets, to an NRB or division of
the Utility providing unregulated products and services. Transfer
pricing for any Utility resource or service will be determined by
applying the [ FortisBC Energy] Transfer Pricing Policy approved
by the Commission.
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APPLICATION OF COMMISSION PRINCIPLES

1.

Transfer Pricing

The Utility will conform with the Commission approved [FortisBC Energy] Transfer Pricing Policy.

2.

Shared Services and Personnel

a) This Code recognizes the need for and potential benefits to the Utility of employee
transfers and human resource sharing.

b) [FortisBC Energy] may provide shared services to NRBs, including supervision and
management, while ensuring that ratepayers will not generally be negatively
impacted by Utility involvement. The costs of providing such services will be as
agreed upon by both parties and be in accordance with the Commission approved
[FortisBC Energy] Transfer Pricing Policy.

C) NRBs may contract for any Utility personnel using the Commission approved
[FortisBC Energy] Transfer Pricing Policy, providing the Utility complies with
Section 4 of this Code, Provision of Information by [FortisBC Energy Inc.], and no
conflict of interest exists which will negatively impact on ratepayers.

Transfer of Assetsor Services

The price for al transfers of assets or services shall be determined in accordance with the
[FortisBC Energy] Transfer Pricing Policy approved by the Commission, and the Utility must
be able to demonstrate that the benefits to the ratepayer are greater than the cost. The transfer
price will reflect the potential for risk (stranded assets, future costs, etc.) and the recall
availability of shared or transferred personnel to ensure the Utility receives the appropriate
benefit from expertise resident in the Utility. [FortisBC Energy] will comply with acceptable
business practicesif it wishes to purchase assets, goods or services from an NRB.

An appropriate allocation of development costs for products or services as defined in the
[FortisBC Energy] Transfer Pricing Policy, will be included in the transfer price.

Provision of | nformation by [FortisBC Energy Inc.]

[FortisBC Energy] will not provide to an NRB any information that would inhibit a
competitive energy services market from functioning.

The following should act as a guideline for employees confronted with issues related to the
sharing of confidential information:

a) This Code precludes [FortisBC Energy] from releasing confidential customer specific
information without the consent of that customer. If a customer agrees to a genera
release of customer specific information, that information must be made available to
any market participant who requests it and is willing to pay costs associated with the
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provision of the information, without discrimination as to access, timing, cost or
content. If a customer requests customer specific information be provided to a
specific market participant, only that participant may receive the information, subject
to payment of associated costs incurred to provide the information.

b) [FortisBC Energy] may disclose to any market participant that requests it and is
willing to pay the appropriate transfer price customer information that is aggregated
or summarized in such a way that confidential information would not ordinarily be
ascertained by third parties.

C) [FortisBC Energy] may provide or sell any non-customer specific information to any
market participant that requestsit and iswilling to pay the appropriate transfer price.

5. Preferential Treatment

[FortisBC Energy] will not state or imply that favoured treatment will be available to
customers of the Utility as aresult of using any service of an NRB. In addition, no Company
personnel will condone or acquiesce in any other person stating or implying that favoured
treatment will be available to customers of the Company as a result of using any product or
service of an NRB.

6. Equitable Accessto Services

Except as required to meet acceptable quality and performance standards, and except for
some specific assets or services which require special consideration as approved by the
Commission, [FortisBC Energy] will not preferentially direct customers seeking
competitively offered servicesto an NRB or a specific retailer.

7. Compliance and Complaints

a) [FortisBC Energy] will advise all of its employees of their expected conduct
pertaining to this Code, with annual updates for employees who may be directly
involved with NRB activities.

b) [FortisBC Energy] will monitor employee compliance with this Code by conducting
an annual compliance review, the results of which will be summarized in a report to
be filed with the Commission within 60 days of the completion of this review.

C) Complaints by third parties about the application of this Code, or any alleged breach
thereof, should be addressed in writing to the Company’ s [ Executive Vice-President,
Finance, Regulatory and Energy Supply], who will bring the matter to the immediate
attention of the Company’ s senior management and promptly initiate an investigation
into the complaint. The complainant, along with the Commission, will be notified in
writing of the results of the investigation, including a description of any course of
action which will be or has been taken promptly following the completion of the
investigation. The Company will endeavour to complete this investigation within 30
days of the receipt of the complaint.
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10.

11.

d) Where [FortisBC Energy] determines that the complaint is unfounded, the Company
may apply to the Commission for reimbursement of the costs of the investigation
from the third party initiating the complaint or where this is not possible, for
inclusion of those costsin rates.

Financing and Other Risks

[FortisBC Energy] will not undertake any financing or other financial assistance on behalf of
an NRB that exposes utility ratepayers to additional costs or risks, unless appropriate
compensation is received by [FortisBC Energy] for such financing or other financial
assistance, and such financing or other financial assistance is approved by the Commission.

Use of Utility Name

[FortisBC Energy Inc.] agrees that newly established NRBs engaging in RMDM activities
will not use the Utility’ s name as the primary identifier within British Columbia, and will not
use the Utility name in amanner that indicates that Utility resources will support the NRB.

Distribution System Access

[FortisBC Energy] will treat all requests for distribution system access for the purpose of
direct commodity marketing equitably and in accordance with the requirements approved for
direct commodity marketing in British Columbia.

Amendments

In order to ensure that this Code remains workable and effective, the Company will review
the provisions of this Code on an ongoing basis and as required by the Commission, but with
amaximum of three years between reviews.

Amendments to this Code may be made from time to time as approved by the Commission.
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Appendix ‘A’

CoMMISSION CODE OF CONDUCT PRINCIPLES

The Commission has established the following principles in the Guidelines which [FortisBC
Energy] intends to apply to RMDM activities and the Utility’ s relationships with NRBs.

1)

i)

Vi)

The regulated company will not provide to the NRB any market-sensitive or
confidential information that would inhibit a competitive energy services market from
functioning. If customers agree to a release of customer information to the NRB, it
should be provided to other market participants under the same terms and conditions
and for the same price. Should an individual customer make a specific request to
have information released to a particular third party, it will be released to that party
only. The utility will be able to recover from the customer the costs associated with
the provision of thisinformation.

No regulated company personnel will state or imply that favoured treatment will be
available to customers of the company as aresult of using any service of an NRB. In
addition, no regulated company personnel will condone or acquiesce in any other
person stating or implying that favoured treatment will be available to customers of
the company as aresult of using any service of an NRB.

No regulated company personnel will preferentially direct customers seeking
competitively offered services to an NRB. If a customer, or potential customer,
reguests from the regulated company information about products or services offered
by an NRB or its competitors in downstream markets, the regulated company may
provide such information, including a directory of retailers of the product or service,
but shall not promote any specific retailer in preference to any other retailer.

The regulated company will formally advise al employees of expected conduct
related to these principles and it will undertake to perform periodic audits of the
relationships to ensure compliance with these principles. These audits will be
performed no less than once a calendar year and filed with the Commission.

Complaints by non-affiliated parties about the application of these principles, or any
alleged breach thereof, will be brought to the immediate attention of the senior
management of the regulated company and subsequently a report of the complaints,
and action taken, will be filed with the Commission. The report will be filed with the
Commission within one month of the complaint being made.

The financing of the utility and NRB will be accounted for entirely separately with
the financing costs reflecting the risk profile of each entity. No cross-guarantees or
any form of financial assistance whatsoever should be provided directly or indirectly
by autility to its NRB without approval of the Commission.
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vii)  Useof the utility name by arelated NRB will require approval by the Commission to
ensure that its use will not interfere with the Commission’s ability to protect

ratepayers.

In those cases where retail customers have direct market access to the commodity, the
utility’ s code of conduct will aso include the following provision,

The regulated company will treat all requests for distribution system access for the

purpose of direct commodity marketing equitably and according to the requirements
approved for direct commodity marketing in British Columbia.
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The Application

On March 24, 2005, PowerStream Inc. (“PowerStream”) and Aurora Hydro Connections
Limited (“AHCL") (collectively, the “Applicants”) filed an application with the Ontario
Energy Board (the “Board”) under section 86 of the Ontario Energy Board Act, 1998 (the
“Act”) seeking leave for PowerStream to acquire all outstanding shares in and
subsequently to amalgamate with AHCL (the “Application”). The Application also seeks,
as of a date to be notified by PowerStream, the cancellation of AHCL'’s electricity
distribution licence under section 77(5) of the Act, and an amendment to PowerStream’s
electricity distribution licence under section 74 of the Act to include AHCL'’s licensed

service area in PowerStream’s licence.

Both PowerStream and AHCL are licensed electricity distributors.

PowerStream owns, operates and manages assets associated with the distribution of
electricity within the geographic territory and municipal boundaries as outlined in
Schedule 1 of its electricity distribution licence ED-2004-0420. PowerStream’s licensed
service area covers the Town of Markham, the City of Vaughan and the Town of
Richmond Hill. PowerStream’s ownership is currently divided as follows: 59% of the
shares are owned by Vaughan Holdings Inc., which is wholly owned by the City of
Vaughan; and 41% of the shares are owned by Markham Energy Corporation, which is
wholly owned by the Town of Markham. Markham Energy Corporation’s ownership in
PowerStream may increase by up to 2% prior to the closing of the transactions
contemplated in the Application. This would be the result of the exercise by Markham
Energy Corporation of an option contained in the share purchase agreement associated
with the amalgamation of Markham Hydro Distribution Inc., Hydro Vaughan Distribution

Inc. and Richmond Hill Hydro Inc. that resulted in the creation of PowerStream.

AHCL owns, operates and manages assets associated with the distribution of electricity

within the geographic territory and municipal boundaries as outlined in Schedule 1 of its
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electricity distribution licence ED-2002-0558. AHCL'’s licensed service area covers the
Town of Aurora. AHCL is owned by Borealis Hydro Electric Holdings Inc., which is

wholly owned by the Town of Aurora.

According to documentation filed with the Application, internal approvals necessary to
enable the parties to enter into the agreement that underlies the proposed transactions

have been obtained.

PowerStream is currently the fourth largest electricity distributor in Ontario in terms of
customer numbers. Following the amalgamation, PowerStream would serve
approximately 215,000 customers in the service areas currently served by
PowerStream and AHCL.

PowerStream does not anticipate that it will be seeking to implement any immediate
changes to the existing AHCL distribution rate orders. PowerStream has indicated that
it will consider a rate harmonization plan, in accordance with the Board’s Electricity
Distribution Rate Handbook and any other Board requirements, following the completion
of a cost allocation, cost of service and rate design study. The Share Purchase
Agreement filed by the Applicants contains a covenant to the effect that, in the event
that rates are harmonized, AHCL's current customers will benefit from the
harmonization by a minimum of $10,000,000 over a ten-year period from what the rates

would otherwise be were AHCL to remain a stand-alone company.

A Notice of Application and Written Hearing was published as directed by the Board.
Mr. Michael Evans, of Aurora TrueValue, Hydro One Networks Inc. (“Hydro One”),
Newmarket Hydro Ltd. (“NHL”") and Mr. Benji Kestein, representing the “New Deal
Ratepayers Group”, (collectively, the “Intervenors”) requested and were granted
intervenor status in this proceeding. The Board also received two letters of comment,
one of which raised certain issues for consideration by the Board and the other of which

offered support for the transactions contemplated in the Application.
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The full record of this proceeding is available for review at the Board’s offices. While
the Board has considered the full record, the Board has summarized and referred only

to those portions of the record that it considers helpful to provide context to its findings.

The Interventions

The concerns raised by Mr. Evans can generally be described as falling within three
categories of issues.

The first category concerns the process surrounding the negotiation of the transactions
contemplated in the Application, including whether the proper process was followed;
whether the Mayor of the Town of Aurora, as a person who may have fiduciary
responsibilities to the citizens of Aurora, ensured that a fair and transparent process
was followed that obtained the maximum value for AHCL'’s distribution assets; and
whether due diligence was exercised through the process, including whether
appropriate legal and other advisors were retained.

The second category of issues raised by Mr. Evans relates to the purchase price and,
more specifically, asserts that the price payable for the shares of AHCL is below market

value.

The third category of concerns addresses issues relating to system reliability, expressed
as general concerns regarding whether “supply from the south” is adequate to meet the
power needs of existing customers and whether the “promise of power supply” is only
for new residents and businesses in Aurora and not for existing customers. Mr. Evans
also questioned the Applicants’ assertion that rate benefits will arise as a result of the

transactions contemplated in the Application.

The concerns raised by Mr. Kestein were much to the same effect. Mr. Kestein also
indicated that the concerns of his group have to do with the contract, which he stated

had not, at the date of his intervention, been made available to the general public. The
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contractual provisions identified as being of interest included the length of the term,

escape clauses, penalties and increases on review every three years.

As part of its intervention, NHL indicated a desire to obtain additional information that
could expose issues relating to such matters as its, that is NHL'’s, continued access to
transmission and distribution and the effects of the proposed transactions on the costs
of borrowing and cash flow. However, the focus of NHL'’s intervention throughout this
proceeding has been related to system reliability. Specifically, NHL was opposed to the
inclusion of a particular provision in the Share Purchase Agreement filed by the
Applicants under which PowerStream agreed to install, subject to regulatory approval,
three 28 kV feeder lines “to provide sufficient capacity for load growth and enhanced
reliability through redirecting of supply based upon customer requirements within
Aurora”. NHL argued that this provision may compromise the interests of electricity
consumers in northern York region with respect to the adequacy, reliability and quality
of electricity service, and suggested that the proposed approach would preclude other
low cost supply options that are both more efficient and more reliable. NHL was also
concerned that there may be a resulting increase in costs for NHL’s customers, since
NHL would expect to be required to make a capital investment in relation to the
installation of the three feeder lines. This, in turn, would require NHL to incur added
costs in the form of a capital investment in or contribution to other facilities identified as
solutions to the supply issue in the region.

Hydro One did not take a position on the merits of the Application.

Mr. Evans requested that the Board proceed with this Application by way of oral

hearing, a request that was supported by NHL.

The Combined Proceeding

On July 5, 2005, the Board issued a Procedural Order combining the subject Application

with two others for the purpose of addressing common issues relating to the scope of
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the issues that the Board will consider in determining applications under section 86 of
the Act. The Procedural Order combined the Application with an application by Greater
Sudbury Hydro Inc. for leave to acquire shares in West Nipissing Energy Services Ltd.
(EB-2005-0234) and an application by Veridian Connections Inc. and Gravenhurst
Hydro Electric Inc. for leave for Veridian Connections Inc. to acquire shares in and to
subsequently amalgamate with Gravenhurst Hydro Electric Inc. (EB-2005-0257). The
Board assigned file number RP-2005-0018/EB-2005-0234/EB-2005-0254/EB-2005-
0257 to the combined proceeding.

The Procedural Order asked the parties to identify matters that they considered to be
relevant to the Board'’s determination of applications under section 86 of the Act as well
as matters they considered to be outside the scope of the Board’s review. The Board
also requested, without limiting the matters that the parties may wish to raise,

submissions on the relevance of two specific issues:

) the adequacy of the purchase price payable in relation to the proposed

transaction; and

(i) the adequacy or integrity of, or the motivation underlying, the tendering,
public consultation, public disclosure or decision-making processes

associated with the proposed transaction.

The Board held an oral hearing on this matter on July 19, 2005. The Applicants made
oral and written submissions in the combined proceeding. NHL also made oral and
written submissions in the combined proceeding, focussing on the reliability issue
previously raised by it. Mr. Evans and Mr. Kestein filed a letter reiterating their concerns

regarding reliability.

The Board issued its Decision in the combined proceeding on August 31, 2005 (the

“Combined Decision”). Inthe Combined Decision, the Board made two significant
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determinations in relation to the manner in which the Board will review applications for

leave to acquire shares or amalgamate under section 86 of the Act.

First, the Board determined that the factors to be considered in deciding such
applications are those identified in the Board’s objectives as set out in section 1 of the
Act. Second, the Board determined that it will use a “no harm” test in deciding whether
to approve a share acquisition or amalgamation transaction. In other words, the Board
will approve a transaction if it is satisfied that the transaction will not have an adverse

effect in terms of the factors identified in the Board’s objectives.

Based on these two findings, the Board concluded that the price payable by a purchaser
is only relevant if the price is too high and creates a financial burden on the acquiring
company. In such a case, there could be an adverse effect on the economic viability of
the purchaser. A price that is too low would not have an adverse effect in terms of the

factors identified in the Board’s objectives.

Similarly, the Board concluded that the conduct or motivation of a seller leading up to
the transaction (including, for example, the amount of public consultation on, or public
disclosure about, the transaction) are not in and of themselves grounds for denying the
approval of a transaction. The “no harm” test looks at the effect of a transaction, not the
reason for or the process preceding the transaction.

In the Combined Decision, the Board acknowledged that reliability of electricity service
is a relevant consideration for the Board in determining applications for leave to acquire
shares or amalgamate. However, the Board also determined that the proceeding
associated with its consideration of the proposed transactions in the instant case is not
the appropriate place to address this question. This is so because the Board has
initiated a different, and more focussed, process to address the York Region supply
issue. The Board concluded that the reliability concerns raised by NHL in these
proceedings are more appropriately addressed in that process. The Board also noted

that NHL would not be prejudiced by the deferral of the reliability issues to the Board’s
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broader York Region supply process, stating that “any leave [the Board] might give in
relation to the share acquisition and amalgamation transaction would not constitute
acceptance by the Board that the installation of the three feeder lines is a solution to the
supply issue, nor would it pre-determine the outcome (in whole or in part) of the broader

process”.

Based on the Combined Decision, all of the issues raised by the Intervenors with
respect to the Application are no longer “in scope” for this proceeding, either because
they have been deferred to the Board’s broader York Region supply process (reliability
issues), because they are premised on the assumption that it is incumbent on the
Applicants to demonstrate that the transactions proposed in the Application will result in
a benefit (the question raised by Mr. Evans regarding the rate benefits associated with
the transactions), or because they have been determined not to be factors relevant to
the Board'’s review of applications for leave to acquire shares or amalgamate under
section 86 of the Act (issues respecting the process culminating in the proposed

transactions and respecting the purchase price).

By letter dated September 7, 2005, the Board received notification from NHL indicating
that it was satisfied that based on assurances contained in the Combined Decision, it
would have an opportunity to address the issues of most concern in the more focused

York Region supply process and accordingly was withdrawing its intervention.

On September 16, 2005, a conference call was held to allow the Board to hear the

views of the remaining parties on the following questions:

1. Does any Intervenor contest the Application on the basis of issues that
remain in scope in this proceeding, based on the Board’s August 31, 2005

Decision?
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2. If so:

(@) what are those issues?

(b)  what materials or evidence filed by the Applicants with respect to
those issues does the Intervenor wish to test, and by what means?

Is an oral hearing required for this purpose?

(c) does the Intervenor wish to have the Applicants produce further

materials or evidence?

(d)  does the Intervenor intend to produce evidence in support of its

position in relation to the Application?

Participants in the conference call included: Ms. Long, representing the Applicants; Mr.
Evans of Aurora TrueValue; Mr. Kestein, representing the New Deal Ratepayers Group;
Ms. Band, Board Counsel; Mr. Baumhard, Board Staff; and Mr. Betts, Board Member,

presiding over the session.

Also present were Mr. Nolan and Ms. Conboy, representing PowerStream; Mr. John
Sanderson, representing AHCL; and Mr. Somerville, representing the Town of Aurora.

Ms. Long opened with submissions that all of the issues raised by the Intervenors to this

time have been dealt with in the Combined Decision.

Mr. Evans’ primary concern related to his apparent uncertainty regarding his eligibility
for cost awards. He reiterated concerns about reliability of supply, and about generation
solutions to supply problems, and indicated that he disagreed with the Combined
Decision position on price, stating that the price should be based upon Market Value.
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Mr. Evans requested a 30 day extension on behalf of himself and Mr. Kestein due to

some delays in their receipt of documents and their lack of legal counsel to assist them

in relation to this proceeding.

Mr. Kestein agreed with all points raised by Mr. Evans and reiterated his concern about

the process followed by the Town of Aurora in relation to the sale of the shares of

AHCL.

In her reply for the Applicants, Ms. Long stated that no new issues had been identified

in the session, and further, the request for a 30 day extension was unacceptable.

Upon considering the points raised by all parties, the Board ruled as follows:

1)

2)

3)

Mr. Evans, of Aurora TrueValue was advised that the Board’s Practice
Direction on Cost Awards specifically includes parties representing
consumer interests as being eligible for cost awards, and confirmed that he
therefore is eligible for cost awards. Mr. Evans was reminded that eligibility
was not a guarantee that costs would be awarded, and further that all of this
was clearly stated in the Board’s Practice Direction on Cost Awards in his

possession.

The Board rejected a request from the two Intervenors for a 30 day
extension to allow them additional time to prepare for the questions put to
them. Adequate time has been permitted to understand the Application, the
Combined Decision and the questions put to them for discussion during the

conference call, as well as to prepare their answers to those questions.

The Board ruled that Mr Evans and Mr. Kestein had reiterated past issues
and failed to identify any that were not already considered in the Board’s
Combined Decision of August 31, 2005, or that could not be dealt with in

other Board processes, such as the Board’s review of the York Region
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supply situation. This led to a ruling that the Board would now proceed with
its deliberations on the Application based upon the evidence it had at this

point in the proceeding.

As a result of a question from Mr. Betts to Mr. Evans, the Board clarified a procedural

point that Mr. Evans was the Intervenor of record in this matter, not Aurora TrueValue.

Board Findings

Section 86 of the Act provides, among other things, that leave of the Board is required
before an electricity distributor can amalgamate with any other corporation. In addition,
under that section no person may acquire voting shares in an electricity distributor
without leave of the Board if, as a result of the acquisition, the person would hold more

than 20 percent of the voting securities of the distributor.

The Combined Decision has made it clear that, in deciding whether or not to grant leave
in relation to the Application, the Board must determine whether the transactions

contemplated in the Application will have an adverse effect on:

0] the interests of consumers with respect to prices and the adequacy,
reliability and quality of electricity service; or

(i) economic efficiency and cost effectiveness in the generation,
transmission, distribution, sale and demand management of electricity or

the maintenance of a financially viable electricity industry.

The Applicants have submitted that the transactions contemplated in the Application

will:
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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;

provide benefits to Aurora ratepayers due to the synergies of integrating
within a larger, lower cost utility (based on figures from the years 2002 and
2003, PowerStream’s operation, maintenance and administration costs
per customer were approximately 25% lower than those of AHCL);

enable better inventory management and ensure sufficient spare
equipment for high reliability through the harmonization of engineering
standards;

provide electricity consumers currently served by AHCL with benefits
associated with being served by a larger utility which, given its larger
resources, will have an increased ability to monitor, report on and improve

system reliability and power quality;

allow PowerStream to configure its distribution network using best
practices given that the service territories of the parties are geographically

contiguous;

based on an analysis of current rates, result in lower rates for electricity
consumers currently served by AHCL than would be the case were AHCL

to remain a stand-alone company; and

be financed through debt financing, with interest coverage and cash flow-
to-debt ratios being in accordance with all requirements of banking and
Electricity Distributors Finance Corporation bond financing arrangements

so as to be sufficient to satisfy the credit rating agencies.
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The Board also notes that the following commitments have been made by PowerStream

in the context of the transactions contemplated in the Application:

. to maintain or improve customer service levels and service offerings,
including meeting or exceeding the minimum service level requirements
established by the Board (including expected response times) and which
are comparable to the service and reliability levels currently enjoyed by
customers served by PowerStream (including on call services 24 hours a
day 7 days a week);

. to establish a customer advisory committee comprised of representatives
resident in Aurora that will meet quarterly with respect to rates, reliability
and customer issues on a consultative basis in order to receive local input
and feedback, and to maintain a local presence in the Town of Aurora;

and

. 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.

Based on the above, the Board is satisfied that the transactions contemplated in the
Application will not have an adverse effect in relation to the factors identified in its
objectives as set out in section 1 of the Act. In other words, the Board is satisfied that
the Application meets the “no harm” test.

The Board does, however, wish to further comment on the issue of the installation of the
three feeder lines proposed to be constructed by PowerStream. As noted earlier, the
Share Purchase Agreement filed by the Applicants contains a section under which
PowerStream has agreed to install, within three years but subject to regulatory

approval, three 28 kV feeder lines “to provide sufficient capacity for load growth and
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enhanced reliability through redirecting of supply based upon customer requirements
within Aurora”. As noted in the Combined Decision, any leave given by the Board in
relation to the transactions contemplated in the Application would not constitute
acceptance by the Board that the installation of the three feeder lines is a long term
solution to the supply issue, nor should it be regarded in any degree as a determination

of any aspect of the broader York Region process.

The Board recognizes that PowerStream entered into this commitment prior to July 25,
2005, the date on which the Board initiated the broader York Region supply process,
and accepts PowerStream’s statement that the feeder line proposal does not constitute
a permanent supply solution for York Region. It should not, therefore, be implemented
in a manner that frustrates any aspect of the broader York Region process.

Finally, the Board notes the statement made in a letter dated June 6, 2005 filed with the
Board by the Mayor of the Town of Aurora to the effect that the purchase price payable
in respect of the transactions contemplated in the Application “represents a premium of
some 30% over the base value of the utility as it currently stands”. The Board takes this
opportunity to remind the Applicants that, as noted in the Combined Decision, any
premium paid in excess of the book value of acquired assets is not normally

recoverable through rates.

Cost Awards

The Board received submissions and a claim for cost awards, including a suggestion for

an advance toward cost awards, from Mr. Evans.

The Applicants replied with arguments that in making its determination regarding
whether Mr. Evans is eligible for a cost award, the Board should consider that the
issues raised by Mr. Evans with respect to price and supply are outside the scope of the
Board’s review, and therefore that Mr. Evans should not be granted an award of costs in

order to pursue those issues. The Applicants also argued that, should the Board
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determine that Mr. Evans is eligible for costs, the Board should only consider the
amount of the cost award at the end of the proceeding in accordance with the Board’s
normal practice. The submissions of the Applicants on this issue were made prior to the
Board’s July 5, 2005 Procedural Order.

The Board acknowledges that, prior to its Combined Decision, there was some
uncertainty regarding the scope of the issues to be considered in determining whether
to grant leave in applications to acquire shares or amalgamate under section 86 of the
Act. The Board finds that it would not be appropriate to deny costs to an intervenor for
having raised issues that were, at the time, of potential relevance but that have
subsequently been determined to be out of scope. The Board also notes that Mr. Evans
did raise issues relating to reliability which, but for the York Region supply process,
would have been relevant considerations for the Board in its determination of the

Application.

The Board confirmed in its September 16, 2005 conference call that Mr. Evans is

eligible for costs.

In this Decision, the Board has determined that Mr. Evans shall be awarded 100% of his
reasonably incurred costs in connection with his participation in this proceeding. In the
Combined Decision, it was noted that the Board would issue a separate decision on
cost awards in relation to the combined hearing at a later date. Accordingly, Mr. Evans’
entitlement to costs for his participation in the combined hearing will be determined by
the Panel that presided over the combined hearing. To facilitate the processing of cost
awards to Mr. Evans, he should await that Panel's determination of cost awards for the
combined hearing before filing his detailed cost claim. Mr. Evans must then submit his
detailed cost claim, in the form required by the Board’s Practice Direction on Cost
Awards, within 21 days of the date on which a decision on cost awards is issued by the

combined hearing Panel.
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The Board anticipates that the Board’s costs of, and incidental to, this proceeding,
which relate almost exclusively to the combined proceeding, will be addressed by the

combined hearing Panel in its decision on cost awards.

THE BOARD THEREFORE ORDERS THAT:

1. PowerStream Inc. is granted leave to acquire all outstanding shares in, and

subsequently to amalgamate with, Aurora Hydro Connections Limited.

2. Notice of completion of each of the share acquisition and the amalgamation shall
be promptly given to the Board.

3. The Board’s leave to acquire shares and amalgamate shall expire 18 months
from the date of this Decision and Order. If either the share acquisition or the
amalgamation has not been completed by that date, a new application for leave
will be required in order for the non-completed transaction to proceed.

4, The eligible costs of Mr. Evans in relation to this Application, other than in
relation to the combined proceeding, as assessed by the Board’s Cost
Assessment Officer, shall be paid by the Applicants upon receipt of the Board’s
Cost Order.

Pursuant to section 6(1) of the Act, the Management Committee of the Board has
delegated to Mark Garner, an employee of the Board, the powers and duties of the
Board with respect to the determination of applications under section 74 and section
77(5) of the Act. Accordingly, the Board refers to Mark Garner the application to cancel
Aurora Hydro Connections Limited’s electricity distribution licence and the application to
amend PowerStream Inc.’s electricity distribution licence.



-17 -

ISSUED at Toronto, September 19, 2005

ONTARIO ENERGY BOARD

Original signed by

Peter H. O'Dell
Assistant Board Secretary

Ontario Energy Board
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EB-2007-0074

IN THE MATTER OF the Ontario Energy Board Act,
1998, S.0. 1998, c.15 (Schedule B);

AND IN THE MATTER OF an Application by
PowerStream Inc. for an Order or Orders approving or
fixing just and reasonable rates for distribution service.

BEFORE: Cynthia Chaplin
Presiding Member

Paul Vlahos
Member

Cathy Spoel
Member

DECISION AND ORDER

On March 7, 2007, PowerStream Inc. (“PowerStream”) filed an Application with the
Ontario Energy Board (the “Board) pursuant to section 78 of the Ontario Energy Board
Act, 1988 for an order or orders approving or fixing just and reasonable rates for the
distribution of electricity. PowerStream is a licensed distributor providing electrical
service to consumers within its defined service areas as specified in its licence ED-
2004-0420 in the Town of Markham (“Markham?”), the Town of Richmond Hill
(“Richmond Hill"), the City of Vaughan (“Vaughan”), and the Town of Aurora (“Aurora”).
This Application was filed by PowerStream in response to the Board’s direction in RP-
2005-0020/EB2006-0409 to bring forward a proposal to harmonize its rates in 2007.
Prior to this Application, four sets of rates were in effect, one for each municipality
served.



Ontario Energy Board
-2-

Public notice of the Application was given through newspaper publication in
Powerstream’s service area. The evidence filed in support of the Application was made
available for review by interested members of the public. While the Board has
considered the entire record in this proceeding, and has found it sufficient, it has made
reference in this Decision only to such parts of the record as are necessary to provide
context to its findings.

To harmonize its rates, PowerStream performed the following four steps:

1.

2.

3.

4.

Combined the approved 2006 EDR revenue requirements of PowerStream
and Aurora as adjusted for the new capital structure and PILs, and combined
Retail Transmission Rates and distribution losses to produce one set of new
2006 rates using the 2006 EDR model,

Allocated the combined 2006 revenue requirement to the rate classes using
the Board developed cost allocation model and compared those allocated
costs to the revenues from the combined 2006 rates to determine the
differences between the rates and allocated costs,

Re-aligned the combined 2006 rates by closing the differences by 25%
between the allocated costs and the combined rates by rate class, and
Applied the re-aligned 2006 rates to the 2007 IRM model to produce the
proposed rates for which PowerStream is seeking approval.

In support of this application, PowerStream pre-filed evidence and appeared at a
Technical Conference held at the Board'’s offices on June 11, 2007.

In reviewing the evidence the Board considered the following:

w

No ok

1. What is the impact on revenue requirement?
2.

Is the proposal to incorporate the Board’s proposed cost allocation model
reasonable?

Was the Board's final finding for the price cap index adjustment in 2007 EDR
applied to the 2007 IRM Model?

Are the changes in the levels of the fixed monthly charges reasonable?

Are the total bill impacts reasonable?

What is an appropriate implementation date?

Other rate matters addressed by PowerStream in their application; combining
Retail Transmission Rates, combining distribution losses, and the treatment
of Regulatory Assets.
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For the reasons set out below, the Board approves PowerStream’s application.

Revenue Requirement Impact

The application is not revenue neutral. The 2006 revenue requirement for
PowerStream increases by $111,272 to $104,330,964 from $104,219,692, which
represents about a 0.1% increase. The main drivers for the net change in the revenue
requirement arise from the acquisition of Aurora Hydro. They are:

e Changing Aurora’s Debt Equity ratio from 50/50 to 60/40, debt to equity,
e Retiring Aurora’s $12,736,000 promissory note at 7.25% and replacing it with
a note at the deemed rate of 6.12%.

As a result of these changes in capital structure and debt costs, Net Income Before PILs
and PILs changed, which resulted in a net increase in the revenue requirement.

The Board approves the changes in capital structure and related costs for the purposes
of setting the 2006 revenue requirement as the first step in the harmonization of rates.
In making this finding, the Board considered the increase in revenue requirement to be
de minimis in the context of this application.

The Move to Allocated Costs

In the second step in harmonization PowerStream allocated its harmonized 2006 EDR
costs to the rate classes using the cost allocation model issued by the Board on
November 15, 2006. The combined rates were used to develop revenues for
comparison to the allocated costs. PowerStream proposes to reduce the difference
between the revenues and the allocated costs by 25% for each rate class. This step is
revenue neutral for the utility in totality.

While the cost allocation model was developed collaboratively with stakeholders, the
Board has not yet made a decision on the implementation of the model in rate making.
However, as PowerStream is not proposing to fully implement the allocated costs
arising from the model, there will be an opportunity to make any adjustments that might
be required once the Board has made a decision on the use of the cost allocation
model. The Board finds this approach to be reasonable.
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Application of the Price Cap Index Adjustment to the 2007 IRM Model

The Board notes that the application by PowerStream was submitted prior to the
Decision on the 2007 price cap index adjustment in the 2007 EDR. In its Decision in
2007 EDR, the Board approved a price cap index adjustment of 1.90%. PowerStream’s
application incorporated the default rate of 1.92% coded into the model distributed by
Board staff for the 2007 EDR. The Board has reflected the approved 1.90% in setting
the final rates.

Fixed Monthly Charges

The split between the fixed monthly charge and the variable charge is proposed to
change upon harmonization. Every existing rate would be moved to a new common
rate resulting from applying the harmonized costs to the 2006 EDR model. Thus, a
change for all would naturally occur. The overall changes to the fixed/variable split in
rates are not more than 3%. The Board accepts the resulting proposed fixed monthly
charges.

Total Bill Impacts from Harmonization

Based on the evidence, no rate class would experience an increase greater than 10%,
except for street lighting and sentinel lighting. The Board recognizes that when rates are
harmonized, some customers will experience an increase and others a decrease. In
the case of its residential customers, PowerStream’s evidence shows that the largest
increase for a typical residential customer would occur in Vaughan (2.5%) and the
largest decrease in Aurora (8.2%). For General Service customers (less than 50 kW)
using 2,000 kWh, the change in bills would range from +2.5% (in Markham) to -5.9% (in
Aurora).

The total bill for street lighting in Markham would increase by 17.3%. However,
PowerStream pointed out that Markham has mitigated the impact by contracting for
supply through a third party. The total bill for sentinel lights, i.e. security lighting in farm
lanes and other places, would increase by over 20%. The Board notes, however, that
the maximum bill increase would only be $3.95 due to the low monthly bill for sentinel
lighting.

The Board finds these changes to be reasonable under the circumstances surrounding
harmonization of PowerStream'’s rates.



Ontario Energy Board

Implementation Date

The original application did not include an implementation date. At the Technical
Conference, PowerStream stated that they would not want an effective date later than
November 1, 2007. PowerStream also advised that they would appreciate a month to
effect the changes to the billing system and prepare customer communication material.
The Board directs PowerStream to implement the rates effective November 1, 2007.

Other Rate Matters

In the process of harmonization, PowerStream also addressed the issues of combining
Retail Transmission Rates and incorporating distribution losses. The proposed
approach would result in all customers paying the same average rate for retail
transmission service and distribution losses. The Board accepts this blending of these
costs as proposed in the application.

PowerStream, however, did not propose blending the Regulatory Assets. PowerStream
proposed to keep the existing charges separate in the four operating areas.
PowerStream pointed out that these costs were incurred prior to amalgamation and
should therefore remain separate. The Board agrees with this and directs that
PowerStream maintain the Regulatory Asset accounts separately by operating area
until the rate riders associated with the Regulatory Assets account are removed.

Costs
The Board directs that the Board’s costs of, and incidental to, this proceeding be paid by

PowerStream immediately upon receipt of the Board’s invoice.

THE BOARD ORDERS THAT:

1. The Tariff of Rates and Charges set out in Appendix “A” of this Order is
approved, effective November 1, 2007.

2. The Tariff of Rates and Charges set out in Appendix “A” of this Order supersedes
all previous distribution rate schedules approved by the Ontario Energy Board for
PowerStream Inc. and Aurora Hydro Connections Inc.
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3. PowerStream Inc. shall notify its customers of the rate changes no later than with
the first bill reflecting the new rates.

DATED at Toronto, July 26, 2007.

ONTARIO ENERGY BOARD

Original Signed by

Peter H. O'Dell
Assistant Board Secretary
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July 26, 2007

ONTARIO ENERGY BOARD
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EB-2008-0230

IN THE MATTER OF the Ontario Energy Board Act,
1998, S.0. 1998, c. 15, (Schedule B);

AND IN THE MATTER OF an application by Greater
Sudbury Hydro Inc. for an order approving just and
reasonable rates and other charges for electricity
distribution to be effective May 1, 2009.

BEFORE: Cathy Spoel
Presiding Member

Pamela Nowina
Member and Vice-Chair

DECISION AND ORDER

Greater Sudbury Hydro Inc. (“Greater Sudbury* or the “Applicant”) filed an
application with the Ontario Energy Board on December 22, 2008 under section 78
of the Ontario Energy Board Act, 1998, seeking approval for changes to the rates
that Greater Sudbury charges for electricity distribution, to be effective May 1, 2009.
Greater Sudbury is the licensed electricity distributor providing service to consumers
within the City of Greater Sudbury and the Municipality of West Nipissing.

Greater Sudbury is one of about 80 electricity distributors in Ontario that are
regulated by the Board. In 2006, the Board announced the establishment of a multi-
year electricity distribution rate-setting plan for the years 2007-2010. In an effort to
assist distributors in preparing their applications, the Board issued the Filing
Requirements for Transmission and Distribution Applications on November 14,
2006. Chapter 2 of that document outlines the filing requirements for cost of service
rate applications, based on a forward test year.
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On January 30, 2008, the Board indicated that Greater Sudbury would be one of the
electricity distributors to have its rates rebased for the 2009 rate year. Accordingly,
Greater Sudbury filed a cost of service application based on 2009 as the forward test
year.

In its original application, Greater Sudbury requested a revenue requirement of
$23,818,357 to be recovered in new distribution rates effective May 1, 2009. If the
application was approved as filed, a residential customer consuming 1,000 kwWh per
month would experience an increase of approximately 13.4% from the current
delivery charges in the City of Greater Sudbury, and an increase of approximately
12.8% in the Municipality of West Nipissing.

The Board assigned the application file number EB-2008-0230 and issued a Notice
of Application and Hearing dated January 13, 2009. The Board approved three
interventions: the Consumers Council of Canada (CCC), School Energy Coalition
(SEC), and Vulnerable Energy Consumers Coalition (VECC).

On February 18, 2009, the Board issued Procedural Order No. 1 that provided for a
phased approach to the discovery process, the first phase consisting of written
interrogatories and the possibility of a technical conference at the option of the
Applicant. The Applicant chose not to have a technical conference.

The Board issued Procedural Order No. 2 on March 31, 2009, seeking the views of
the Applicant and all parties regarding the need for additional procedural steps in
this proceeding. Intervenors and Board staff suggested that further discovery was
required. Accordingly, the Board ordered a Technical Conference followed by a
Settlement Conference.

The Technical Conference was held on June 2, 2009, followed by the Settlement
Conference on June 3, 2009. The parties were not able to reach a settlement, nor
were they able to come to agreement on an issues list to scope a potential hearing.
In Procedural Order No. 6, the Board ordered a limited oral hearing focusing on
specific issues. The hearing was held in the Board’s hearing room on July 23 and

24, 2009.

Board staff and intervenors filed their written submissions on September 10 and 11,

Decision and Order -2- December 1, 2009
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2009. The Applicant filed its Reply Argument on September 30, 2009.

The following aspects of Greater Sudbury’s Application for rates were accepted by
all parties:

e Transformer Ownership Allowance

e Specific Service Charges

e Loss Factors

e Rural and Remote Ratepayer Protection

THE ISSUES

The issues listed below were raised in the submissions filed by Board staff and
CCC, SEC, and VECC and are addressed in the following sections of the Decision:

Board of Directors budget approval

Load Forecast

Other Distribution Revenue

Operating, Maintenance & Administrative (“OM&A”) Expenses

Capital Expenditures and Rate Base

Cost of Capital and Capital Structure

Smart Meters

Lost revenue Adjustment Mechanism and Shared Savings Mechanism
Cost Allocation and Rate Design

10. Deferral and Variance Accounts

© 0o Nk wDdPRE

1. BOARD OF DIRECTORS APPROVED BUDGET

Before we deal with the specifics of the application, we will address an issue raised
by SEC both in the context of OM&A expenses and the Capital Expenditures, that is
whether the Board should require the Applicant to operate within the budget
approved by the Applicant’s board of directors in January 2009*.

This panel of the Board agrees with the comments made by the Board in EB-2008-
0187, Hydro One Networks Inc., that

! Response to SEC Interrogatory (Appendix 9c)
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while the genesis of an application is of general interest to the Board, it is not
determinative of the substantive aspects of the application. Once filed in
accordance with the provisions of the legislation, applications are reviewed on
their merit. The particulars surrounding the levels of approvals before a
distributor makes an application, is a matter that is internal to the company
itself.

Therefore the Board has not considered the budget approved by Greater Sudbury’s
board of directors in making our determination.

2. LOAD FORECAST

The Applicant used historical data to determine the 2008 Bridge Year and 2009 Test
Year customers/connections count by class, and to determine the kwWh forecast by
customer class (and the kW forecast for appropriate classes). It presented variance
analyses in support of these forecasts.

Methodology and Model
The forecast for the number of customers/connections by rate class was prepared
using time-series analysis.

The weather-normalized load forecast was developed in a five-step process:

e a total system weather-normalized purchased energy forecast for 2008 and
2009 was developed based on a multifactor regression model

e Conservation and Demand Management (“CDM”) adjustments were made to
the 2008 and 2009 purchased energy forecasts

¢ the weather-normalized CDM-adjusted purchased energy forecast was
adjusted by an historical loss factor to produce a weather-normalized billed
energy forecast

¢ the forecast of billed energy by rate class was developed based on a forecast
of customers numbers and their historical usage patterns. For each of the rate
classes with weather-sensitive load, their forecasted billed energy was
adjusted to ensure that the total of the billed energy forecast by rate class
was equivalent to the previously-obtained total weather-normalized billed
energy

o for those rate classes that use kW for the distribution volumetric billing
determinant, the kWh forecast was re-stated by applying a conversion factor
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to the class energy forecast based on the historical relationship between kW
and kWh.

Results

The forecast resulted in a 0.3% per annum increase in the customer count, and a
0.8% per annum increase in load growth. These are the same as the historical rates
of growth. The 2009 forecasted customer count is 56,751. The 2009 forecasted
load is 973.5 GWh.

The Applicant used GDP data that were approximately 18 months out of date. The
Applicant recalculated the load forecast twice using even more up-to-date GDP data
and provided alternate forecasts that were 1.8% higher (991.0 GWh) and 2.9%
higher than the filed forecast (1,002.2 GWh).

The Applicant noted that when using updated GDP data, its model predicted a load
increase even though the GDP was declining. The Applicant explained that this did
not make sense and thus it continued to rely on the filed forecast?.

In the oral hearing the Applicant’s consultant rationalized the negative correlation
between GDP and load by suggesting that the negative correlation may be attributed
to a “roller coaster effect” of load in the Applicant’s service area over the 1998 to
2007 period?.

The Applicant acknowledged that it had included a greater reduction in its forecast
due to future CDM than can be supported by the data and agreed to reduce it*.

Board staff submitted that the Applicant’s forecasting model is fundamentally flawed
as demonstrated by the negative correlation between GDP and load. Board staff
also submitted that because of the model’s negative correlation and the out-of-date
data used in the model, no confidence can be placed in the forecasting method used
and the subsequent forecast developed. However, despite this, Board staff noted
that the Applicant’s forecast shows the same 0.8% per annum increase as was
actually experienced in the 2002-7 period. Hence, to assist the Board in its selection
of a specific load forecast for setting 2009 rates, Board staff recommended that the

2 Technical Conference transcript pages 7-8
% Oral hearing transcript Day 2, pages 134-140
* Undertaking J2.10
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Board accept the Applicant’s 2009 forecasted load of 973.5 GWh. Board staff also
recommended that in future rate applications, the Applicant prepare and file a load
forecast that is supported by both historical load data and the most currently-
available economic data. Board staff also suggested that where the results of a
sophisticated technique are unrealistic, an alternate — perhaps more basic —
technique should be used instead.

VECC expressed concern that the Applicant’s regression equation did not include
the number of customers as a variable but, instead, used population count. It also
identified concerns with the Applicant’s process for weather-normalizing loads.
VECC also supported the Applicant’s revision to the forecast to include only a
percentage of the CDM savings in the model.

VECC submitted that the 2009 load forecast should be increased by at least 1% to
adjust for the Applicant’s use of out-of-date data and the negative correlation in the
model.

VECC also submitted that while it recommended that the Board accept the resulting
value after making these adjustments, it should only be for the purpose of setting
2009 rates, and should not be viewed as acceptance of the Applicant’s load
forecasting methodology.

CCC supported VECC's proposed adjustments.

SEC also expressed concern with the model’s negative correlation and the
Applicant’s reluctance to update its forecast to use more recent GDP data.

SEC was concerned with the implications of Board staff's recommendation that
despite the obvious problems with the methodology, the resulting forecast is
intuitively fairly accurate and should be accepted. SEC argued that the Board
should not accept the forecast filed by the Applicant since it will send a signal to
other Local Distribution Companies (“LDCs”) that rigour in key aspects of their
applications is no longer required. SEC recommended that the forecast be
increased to 991.0 GWh® subsequently reduced to correct for a weather-
normalization error and then increased to correct for the CDM issue, be the
approved forecast. Finally, SEC submitted that this type of model needs a thorough

® Data used by Applicant in response to Board staff interrogatory number 2
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review to ensure proper correlation is present and, for the Applicant’s next rebasing,
the Applicant demonstrates the model it uses is more robust.

In its Reply Argument, the Applicant acknowledged that the methodology for LDC
forecasting is still evolving and anticipated that the load forecasting methodology for
Ontario LDCs may be revisited for future cost of service applications. With respect
to the current application, the Applicant submitted that Board Staff’'s approach is the
most reasonable one since, not withstanding an allegedly flawed methodology, it
acknowledged the forecast increase matched the historical increase. The Applicant
expressed concern that the intervenors were attacking its methodology but were
then requesting the Board to force it to use the same methodology in order to reduce
rates. Concerning CDM adjustments, the Applicant acknowledged that the Ontario
Power Authority had prepared updated figures regarding certain electricity savings
and it would be appropriate to use these. This update corresponded to an increase
of 2.618 GWh in the forecast — a larger increase, the Applicant noted, than the
intervenors had recommended.

Consequently, the Applicant requested that the Board approve the filed forecast plus
2.618 GWh to compensate for the reduction in CDM.

Board Findings
The Board approves the 56,751 customer forecast for 2009 as filed.

The Board approves 976,124,612 kWh as the 2009 load forecast for the purpose of
setting rates. This is the filed load forecast plus the Applicant’'s recommended
increase to compensate for a reduction in CDM savings. While cognizant of
intervenors’ recommendations to adopt a still higher load forecast, the Board
considers the approved load forecast to be reasonable. It is consistent with
historical data and a more appropriate number has not been proposed. However the
Board wishes to be clear that it does not have confidence in the load forecasting
methodology used by the Applicant.

The Board notes the Applicant’s acknowledgement that its load forecasting
methodology may have to be revisited in future cost of service rate applications.
While the Board accepts that the Applicant’s load forecasting methodology is
substantially similar to that used previously by other LDCs and accepted by the
Board as satisfactory, the Board, like Board staff and intervenors, is concerned
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about the methodology. Specifically, it is concerned with the counter-intuitive
negative correlation between GDP and load expressed in the Applicant’s model.
The Board also shares the concerns expressed by Board staff and intervenors
regarding the need for applicants to demonstrate that the models they use are
robust, are supported by historical load data and use up-to-date data in their
forecasts. The Board expects the Applicant to demonstrate that these concerns
have been addressed in its next cost of service application. As well, if the applicant
uses Ontario GDP as a factor in future forecasts, the Board expects the applicant to
demonstrate the applicability of Ontario’s GDP to the utility’s service territory.

3. OTHER DISTRIBUTION REVENUE

Greater Sudbury submitted a forecast of Other Distribution Revenue in its Argument-
in-Chief equal to $1,647,880. This amount is lower than the initial request by
$50,000, which is the forecast of revenue from the Retail Settlement Variance
Accounts carrying charges.

Board staff noted that the forecast of several components of Miscellaneous Revenue
are well below the average of previous years, and submitted that the forecast should
either be increased or that the Applicant should provide additional evidence to
reassure the Board of the accuracy of its forecast. SEC agreed with this
submission. CCC suggested that the forecast was likely accurate, as the various
components were all associated with interest rates. Greater Sudbury provided
information in its Reply Argument® about its monthly revenues from interest
earnings, and showed that these amounts had declined significantly in more recent
months.

Board Findings
The Board accepts that the reduction in interest rates is likely to cause a reduction in
other distribution revenue and approves Greater Sudbury’s forecast of $1,647,880

as the Revenue Offset.

4. OPERATING, MAINTENANCE AND ADMINISTRATIVE (*OM&A™) EXPENSES

Operating costs include OM&A expenses, depreciation and amortization expenses,

® Applicant Reply Argument, para 29
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payments in lieu of taxes (“PILs”), and the cost of debt. PILs are proxies for capital
and income taxes that otherwise would have to be paid if the distributor were not
owned by a municipality.

The final PILs allowance for ratemaking purposes is determined after the Board
makes its findings on other relevant parts of the application.

Interest charges on the distributor’'s debt are dealt with in the cost of capital section
of the Decision.

The table below shows the components of Greater Sudbury’s proposed OM&A
expenses for 2009 and compares them with previous years.

Greater Sudbury Hydro Inc.

Dollars
2006 Board
Approved 2006 Actual 2007 2008 Bridge 2009 Test
1 Operation 2584 521 2825760 3,056,145 2953779 3651237
2 Maintenance 789 BEE 1,357 346 1,726 935 16594 474 1,745,093
3 Billing and Cellection 2,150,141 2,218,799 2,183,704 2250815 2515358
4 Community Relations 3327 218,301 283804 19 500 206 736
5 Administrative and General Expenses 4 578 845 28922 543 9004 527 3473245 3,756 117
& Total OM&A Expense 10,506,920 9,542,749 16,255,215 10,296,813 11,874,546

This table contains actual results for 2006, and 2007. 2008 is an estimate and 2009
is the requested test year costs. The trend is somewhat distorted due to an
accounting adjustment in the 2007actuals of $5,912,439 for future retirement
benefits. In total, the requested $11,874,546 is an increase of $2,331,797 or 24.4%
over 2006 actuals.

The issues raised by Board staff and intervenors were related to:
a. Shared services,
b. Water Billing,

Tree trimming,

Regulatory costs,

Audit costs,

Compensation

Control Room costs, and

Enterprise Resource Planning Maintenance costs.

S@ ™o 2o
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4 a. Shared Services

Greater Sudbury Plus Inc. (“The Plus Company”) provides all services to Greater
Sudbury with the exception of CDM. While a significant portion of the Plus
Company’s costs are only for Greater Sudbury, the Plus Company also provides
services to other affiliates and the shareholder. The following chart provides the
corporate relationships. ’

CORPORATION OF THE CITY OF
GREATER SUDBURY INC.
[SHAREHOLDER]

100% ownership of Greater Sudbury Utlities Inc.

GREATER SUDBURY UTILITIES
INC.
[HOLDING COMPANY]
[SHAREHOLDER]

100% ownership of Greater Sudbury Hydro Inc,
Greater Sudbury Hydro Plus Inc., Greater
Sudbury Telecommunications Inc., 1627596
Onrtario Inc., 1700211 Onrario Inc.

GBEATER GREATER GREATER SUDBURY 1627596 1700211
S[-DBUR‘E SUDBURY TELECOMMUNICATIONS ONTARIO INC. ONTARIO
H,?;I_I)I{R_gégc HYDRO PLUS INC. (COMPETITIVE Inc.
( SCO) N S
L ] INC. (TELCO) SERVICES) (GENCO)
(SERVICESCO)

Greater Sudbury’s evidence was that most of the Plus Company’s costs are directly
attributable, and are in support of, the operation of the regulated utility. However,
there are costs that are shared with affiliates. Depending on the service provided,
between 90 to 97.5% of these shared costs from the Plus Company are ultimately
charged to Greater Sudbury.

Greater Sudbury indicated that it would be undertaking a review of transfer pricing
methodologies and intra-company cost allocations, including the water billing
service, once additional requested information and interpretations from the regulator
are received.

" Source: Exhibit 1 Tab 1 Schedule 13
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During the oral hearing Greater Sudbury provided the draft terms of reference for a
proposed study, titled Draft ARC Compliance Plan and Transfer Pricing Study,® and
filed, in confidence, proposals from two consultants. Greater Sudbury indicated that
the scope of work contained in the proposals would have to be refined, in part
because the terms of reference of the study had not been developed with the
consultants.

At the conclusion of the oral hearing, the panel invited the parties to address in
argument the corporate cost allocation and transfer pricing issue with specific regard
to:

i. the scope of the corporate cost allocation and transfer pricing study;

ii. the timing of the study;

iii. what the Board should do with the results of the study once available,
including the holding of a limited scope hearing on the matter; and

iv. the model or approach to be followed regarding the allocation of costs
of the new Customer Information System.®

CCC submitted that Greater Sudbury should work with Board staff to finalize the
terms of reference of the study and retain an independent consultant to carry out a
comprehensive review of its corporate structure, its transfer pricing methodologies,
and its intra-company cost allocation. CCC also submitted that the Board should
require Greater Sudbury to rebase in 2011 on the basis on the study.

SEC submitted that the study should include all affiliates of the Applicant that
provide services to, or receive services from, the Applicant or the Plus Company, or
whose operations affect the cost of the Applicant; and should reflect the
requirements of the Board as set out in other proceedings in particular those relating
to Enbridge Gas Distribution Inc’s transfer pricing and corporate cost allocations
issues. SEC suggested that Greater Sudbury should be encouraged, but not
required, to work with stakeholders to develop and implement the study.

VECC argued that formal review of shared services should be conducted under the
control of Greater Sudbury and not an affiliate for the services in question. In this

8 See appendix A
° EB-2008-0230 Transcript Vol.2 pp. 191-194
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regard, VECC submitted that the Board, under its licensing powers, should direct
GSUl/the Plus Company to undertake a comprehensive review of Corporate Shared
Services Allocations. VECC commented that there are many examples of such
studies which should keep the study costs in line with the subject amounts.

Board staff submitted that as an alternative to holding a limited scope hearing to
address the outcome of the transfer pricing study, the Board could direct Greater
Sudbury to record the financial outcome of the study in a deferral account. The
balances could later be reviewed as part of the next cost of service application.

Greater Sudbury disagreed with CCC's proposal to make 2011 a re-basing year.
Greater Sudbury pointed to the practical limitations to preparing an application within
an accelerated timeframe as well as potential structural changes within the Greater
Sudbury corporate family that may occur in the interim.

With respect to the scope of the study, Greater Sudbury agreed with SEC that a
Board-provided road-map was unnecessary since it would be retaining consultants
experienced in conducting transfer pricing studies. Greater Sudbury submitted that
it should be in control of its transfer pricing review process and not be required to
consult with stakeholders, noting that it is not aware of other LDCs who have had to
consult with intervenors on corporate matters. Greater Sudbury noted that it would
consult with Board staff if it thought it necessary.

CCC, SEC and VECC submitted that the shareholder, and not the ratepayer, should
pay for the study. Greater Sudbury suggested that if a deferral account is to be

used, then it would be appropriate to track the transfer pricing study related costs in
that account for recovery at the same time any adjustments to allocations are made.

4 b. Water Billing

The Plus Company provides billing services to the City of Sudbury Water Services
Division based on a ten year fixed price contract set in 2004. The price is indexed.
The overall cost of operating the billing system is $3.642 million. At present
approximately $2.912 million or 80% is allocated to electricity billing and the
remainder of $729,678 is billed to the City. The contract was not subject to an RFP
(Request for Proposal) process and was negotiated directly between the City and
the Plus Company.
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At issue is that approximately 21% of the billing costs are paid by the City of
Sudbury for water billing. However, the number of bills issued for electricity and
water billing customers is roughly the same, with 46,862 electricity customers and
46,482 water customers. The Applicant in its Argument submitted that water billing
was less complex than electricity billing.

CCC argued that the overall billing costs should be split 50-50 with the City of
Sudbury. CCC submitted that, without a completed cost allocation study, there is no
reliable evidence to support the current fee. SEC proposed a similar interim solution
which includes reflecting a 50-50 splitting of overall billing costs in the Greater
Sudbury’s revenue requirement along with the establishment of a Transfer Pricing
Variance Account. The Transfer Pricing Variance Account would record difference
between the amounts that are included in revenue requirement for payments back
and forth with the affiliates and the City of Sudbury and the amounts that, pursuant
to the transfer pricing study, should have been included in revenue requirement
each year relating to those same payments.

Greater Sudbury opposed VECC'’s, SEC’s and CCC'’s proposals that the revenue
requirement in this proceeding reflect 50-50 split in overall billing services costs
since it was without foundation, prejudicial to the outcome of the transfer pricing
study and jeopardizes the existing financial advantages of the existing cost sharing
arrangement for Greater Sudbury’s ratepayers. Largely for the same reasons,
Greater Sudbury rejected SEC’s suggestion for the establishment of a variance
account.

Greater Sudbury indicated that it would not object to Board staff's suggestion that
the Board could direct Greater Sudbury to record the financial outcome of the
transfer pricing study in a deferral account and the balances could be reviewed later
as part of the next cost of service application. Greater Sudbury preferred this
approach, even though it involves retroactivity, to making arbitrary adjustments to its
revenue requirement before the results of the study are known and accepted.

Board Finding

The Board directs Greater Sudbury to undertake a study of all shared services, and
the cost allocation method that would be most appropriate for transfer pricing. The
Board notes that Greater Sudbury is addressing some outstanding Affiliate
Relationships Code issues, which may result in corporate reorganization. The study
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should reflect any new corporate structure that may result. Appendix A and
Appendix B to this Decision are to be used by Greater Sudbury in establishing the
scope of the study.

The Board will not require stakeholder involvement. Any corporate re-organization is
clearly a matter for the corporation’s executive and board of directors.

As for timing, the Board does not accept Greater Sudbury’s position that it cannot
develop a study until 2013. The Board directs Greater Sudbury to prepare an
appropriate transfer pricing study through an independent third party to be
completed by Dec 31, 2011, and to be filed with its next cost of service application.

The Board is concerned that the allocation factor that is currently being used may
not be correct, and does not wish to wait until the next cost of service rate
application to correct any re-allocation that is recommended by the study. The
Board therefore orders the creation of a variance account to track the difference
between the costs as currently allocated and any new allocation of costs as
recommended by the study.

This variance account will work as follows: an opening credit balance in the amount
of $1,821,102 will be recorded for 2009 and for each of the subsequent IRM years.
This is half of the total annual amount of operating the billing system. To the extent
that the allocation study shows that the current allocation of approximately 21% is
incorrect, this variance account will allow the Board to order a clearance of a portion
of this variance account in favour of ratepayers to a maximum of 50% of the total
billing costs. The allocation study may well show that an allocation of less than 50%
is appropriate: in that a case the variance account would be cleared to ratepayers
only in proportion to the amount supported by the allocation study. The Board also
anticipates that a future panel of the Board may allow for some form of discovery
and submissions on the allocation study in the next cost of service application. This
variance account will come into effect on the effective date of this Decision (July 1,
2009). It will only capture amounts going forward from that date. To be clear, the
Board is approving Greater Sudbury’s requested costs of $2,912,000 for billing in
2009 rates. The variance account will allow a future panel of the Board to determine
if a portion of that amount should be returned to ratepayers based on the results of
the transfer pricing study.

Decision and Order -14 - December 1, 2009



Greater Sudbury Hydro Inc. EB-2008-0230

Regarding the cost of the study, the Board considers it appropriate to split the cost
evenly between the ratepayers and the shareholder of the Applicant. Greater
Sudbury is therefore permitted to record half the costs incurred in a deferral account.
The costs will be reviewed at the next rebasing application.

4 c. Tree Trimming

For the 2009 test year, Greater Sudbury budgeted $544,880 for tree trimming. The
evidence shows that costs for tree trimming have increased significantly from pre
2005.*° Greater Sudbury stated that this increase is due to trees planted during a
major tree planting programme in the 1970’s and 1980’s maturing and requiring
greater attention. Board staff, CCC and SEC pointed out that tree trimming included
costs for shaping the trees. Greater Sudbury replied that they do not undertake
ornamental shaping of vegetation, and that they generally follow industry practice.
SEC argued that the Board of Directors approved amount of $213,696 be the
allowed expense. Board staff pointed out that the proposed $544,000 budget for
tree trimming is consistent with that expended in 2006 and 2007, as well as that
expected for 2008 as submitted by Greater Sudbury in evidence.™

Board Finding

The Board understands that The City of Sudbury undertook to significantly increase
the number of trees in the 1970’s and 1980’s by planting fast growing varieties of
trees to overcome the scarcity of trees in the area. The Board accepts Greater
Sudbury’s evidence regarding the need to start regular trimming of these trees as
they become a risk to Greater Sudbury’s plant. The Board approves the proposed
budget for tree trimming.

4 d. Regulatory Expenses
Greater Sudbury has applied for $323,000 in expenses representing regulatory costs
for 2009. These costs are:

OEB annual assessment 158,100
OEB hearing assessment 60,000
Incremental internal costs 40,000
Legal Costs 65,000
Total 323,100

19 Source: Exhibit 4 Tab 2 Schedule 3 page 6
™ Source: Table 2 of Exhibit 4 Tab 2 Schedule 3
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In undertaking J2.8, Greater Sudbury forecasted regulatory expenses to 2012.
Additional costs for the Green Energy and Green Economy Act were included from
2010 going forward. Also included for this period were minor costs for advertising
rate orders of approximately $3,000 per year over the remaining three year period.

Intervenors submitted that the annual regulatory costs were too high, with CCC
arguing that amounts should be consistent with other utilities.

In Reply, Greater Sudbury argued that the costs were not unreasonable, and that
they would not include the budgeted amounts for the Green Energy and Green
Economy Act in their costs of operations and instead would use the Board
established deferral accounts that were established for such expenses.

Board Findings

The Board has examined the costs presented in undertaking J2.8 and finds the
expenses for OEB assessments and legal costs to be in line with other applicants’
approved costs. Although some costs may seem high, the Board accepts them as
the Applicant was required to attend a technical conference, settlement conference
and an oral hearing, and is located at some distance from the Board’s offices in
Toronto. The Board accepts Greater Sudbury’s request to recover $323,000 in
regulatory costs for 2009.

4 e. Audit Expenses

Greater Sudbury’s audit expenses were a subject of concern to Board staff, CCC,
and SEC. During the technical conference, Mr. Pawlowicz stated that Greater
Sudbury’s financial audit cost was $100,000.*? He further confirmed that special
audit work and IFRS (International Financial Reporting Standards) are also
budgeted at $50,000 each, for another $100,000, for a total of $200,000 for the 2009
Test Year. While some confusion arose over whether one or three auditors
reviewed Greater Sudbury’s operations, the Applicant clarified in its Reply
Submissions that only one auditor, FCR, performed the audit.

In regards to the costs for a financial audit, Board staff, CCC, and SEC argued that
$100,000 was too high. While Board staff suggested allowing only one third of this
amount, SEC suggested $50,000.

12 Source: Technical Conference transcript pages 79 — 80.
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With respect to the budget component for IFRS, Greater Sudbury stated in their
Reply that it will use the deferral accounts established by the Board for IFRS
expenses. This has the effect of reducing audit costs by $50,000 in the test year.

Board Findings

The Board finds that $100,000 for a financial audit out of line with other utilities that it
has reviewed. VECC suggested $50,000 which the Board sees as more in line with
the costs of other utilities. The Board will approve a total of $100,000 for audit
expenses for ratemaking purposes. Accordingly, the Board will allow Greater
Sudbury to recover $100,000 in audit expenses for 2009. IFRS related expenses
should be recorded in the deferral account established by the Board for this purpose.

4 f. Compensation

As a result of a substation asset condition report by Costello Associates, Greater
Sudbury has included two additional Powerline technicians in its O&M budget.**
These technicians are annualized in the budget, even though they will not be hired
until December. Greater Sudbury pointed out that in an IRM environment, if they
were not annualized, the rates for the subsequent years would under collect for
these technicians.

Board Finding

Greater Sudbury has established the need for the Powerline technicians. The
remaining question is a matter of the appropriate cost level for setting rates until the
next rebasing. The Board directs greater Sudbury to build only 77% of the annual
fully burdened cost for the two technicians into rates. This reflects that the
technicians will be employed for 37 of the 48 months before the next rebasing.

4 g. Control Room Costs

Greater Sudbury operates a control room 24 hours a day, seven days a week. In
2006 Greater Sudbury tried to operate a 24 hours per day 5 days per week, but
returned in 2007 to a 24/7 operation. The Applicant’s evidence was that it is not
required to operate a 24/7 control room, but it does so because the attempt at a 24/5
operation was unsatisfactory from an operating perspective. ** The Applicant’s
evidence was that the control room is integral to the operation of the system,
monitoring real time status, dispatching repair crews, managing equipment failures

13 Source: Exhibit 2 Tab 1 Schedule 1 Appendix A
% Oral Hearing Transcript, Volume 2, July 24, 2009, page 34 and 35
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and issuing work protection to the crews. Additional demands are now being placed
on the control room Advanced Metering Infrastructure and the Smart Meter Entity.*®

In 2007 one operator was transferred to the Plus Company because Greater
Sudbury felt that it could market the control room services, but it was not able to do
so. Greater Sudbury now proposes to return the cost of this operator to the
distribution company in 2009.*® SEC argued that the utility should not be allowed to
shift the costs of a failed unregulated business to the distribution company. Greater
Sudbury argued that the recovery of costs is related to returning to a 24/7 operation
and is not the attempt to pass the costs of a failed business venture to the wires
company.

An additional System Operator position is also budgeted in the test year to meet the
additional demands of the new Advanced Metering Infrastructure and the smart
meter entity. None of the parties objected to this addition.

Board Finding

The Board finds that it is reasonable to operate a 24/7 control room. While it would
have been advantageous to the ratepayers if part of the cost continued to be
absorbed by the Plus Company, Greater Sudbury is ultimately responsible for the
costs of the proper operation of the control room. The Board will allow this cost.

4 h. Enterprise Resource Planning (“ERP”) Maintenance Costs

Greater Sudbury has included $100,000 for maintenance of the ERP system and
WIPRO.'" However these costs will not be incurred until 2010.*® SEC submitted
that these costs should not be included in OM&A.

Board Finding

The Board finds the inclusion of $100,000 in 2009 to be inappropriate. However, a
total exclusion, which would not recognize the incurrence of these fees after 2009
which is during the IRM phase, would leave Greater Sudbury without the appropriate
level of revenue to offset these costs. The Board finds that $75,000 a year until the
next rebasing is appropriate under the circumstances.

'% Exhibit 4 Tab 2 Schedule 1

'8 Oral Hearing Transcript, Volume 2, July 24, 2009, page 36
" Oral Hearing Transcript, Volume 2, July 24, 2009, page 44
'8 Oral Hearing Transcript, Volume 2, July 24, 2009, page 47
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5. RATE BASE AND CAPITAL EXPENDITURES

Greater Sudbury Hydro requested approval of $77.5 million for the 2009 rate base.
This represented an increase of 5.0% ($3,688,970) over the Applicant's 2007
actuals and an 8.0% increase ($5,741,786) from its 2006 actuals™®.

The issues addressed in this section are:
a. Capital Expenditures
b. Depreciation
c. Working capital

5 a. Capital Expenditures

In the Application, Greater Sudbury had requested 2009 capital expenditures of
$10,868,524 to be closed to rate base. However, following the oral component of
the hearing this was revised to $9,733,772 ($10,549,192 less contributions of
$815,380). This represents an increase of approximately 56% compared to the
2008 projected level of $6,247,968.

Table 1 lists the percentage change of the capital expenditures closing to ratebase
from the 2007 actual to the 2009 Test year.

Table 1%°
2007 2008 2009 Test
Actual Bridge
Capital Expenditures (for $4,832,251 | $6,247,968 | $9,733,772
addition to rate base)
% change as compared to 29.3% 55.8%
the prior year

In its Application and at the oral hearing, Greater Sudbury expressed concern about
its ability to maintain the integrity of its distribution system under its current capital
spending program. Greater Sudbury referred to years of inadequate investment

19 Revised Exhibit 2/Tab 1/Schedule 2 — Page 1
20 Based on Exhibit 2/Tab 3/Schedule 2

Decision and Order -19 - December 1, 2009



Greater Sudbury Hydro Inc. EB-2008-0230

resulting in backlogs of capital projects and emphasized the need to “ramp up” its
capital expenditures.

Appendix “C” sets out the capital budget included in the original application and the
revised budget submitted by the applicant in the answers to the undertakings given
in the oral hearing. It became evident during the oral portion of the hearing that a
number of projects in the original capital budget would not become used and useful
in 2009. The applicant agreed to remove these amounts from its revised budget.

It was also evident by the time of the oral hearing in the summer of 2009 that some
projects would not proceed in 2009, that some priorities had changed, and that the
estimated costs of some of the projects had increased or decreased since the
application was filed. Most of these are noted in the “comments” portion of the table.

The issues raised by Board staff and intervenors related to capital expenditures
were:
i.  The Applicant’s budgeting process and the reliability of the evidence
ii.  Smart meter costs
iii.  Extent to which projects would be used and useful
iv.  Allocation of Customer Information System capital costs to water billing

5 a (i) Capital budgeting process

Several of the intervenors argued that the starting point for the capital budget should
be a capital spending budget approved by the Applicant’s board of directors prior to
the application being filed. As noted above, the Board considers the appropriate
starting point for our purposes to be the application itself, rather than an internal
budget.

SEC argued that the current capital expenditure plan put forth before the Board is a
result of an ongoing shortfall in capital spending on plant renewal over many years.
SEC pointed to the Applicant’s description of a “slow, steady rot"** of the distribution
system. SEC further stated that the independent review of the Capital Asset
Management Plan was not a broad look at the deficiencies of the Sudbury system;

2L Oral Hearing Transcript, Volume 1, July 23, 2009, page 83
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rather it was a check on whether the capital plan prepared by the Applicant was “on

the right track”.??

SEC further argued that the Applicant’s three main reliability indices are better than
the North American average and therefore based on the evidence before the Board
it would be difficult to approve a large increase in capital spending.

SEC submitted that if the Board finds that there is a material infrastructure deficit
then the responsibility for correcting it should be shared between the ratepayers and
the shareholder.

In its Reply Argument, Greater Sudbury clarified that the evidence does not support
the assertion that the Applicant had starved its system in order to flow money (in
way of higher interest payments) to its shareholder. Greater Sudbury had in fact
underinvested in its plant in an effort to keep rates down. Greater Sudbury pointed
to the fact that it decided not to apply for Market Adjusted Revenue Requirement in
their unbundled distribution rate application mainly to keep rates down.

Greater Sudbury also clarified that while the need for significant increases in capital
spending may not always be reflected in current reliability indicators, continued
underfunding of the system would lead to failures in the future.

Greater Sudbury submitted that the Board should reject SEC’s suggestion of sharing
capital expenditures between the shareholder and the ratepayer and argued that its
capital spending proposed for the Test Year is necessary and supported by the
evidence. If the Board were to remove millions of dollars from the capital budget as
suggested by SEC then it could result in several more years of underfunding of
Sudbury Hydro’s infrastructure.

SEC submitted that some of the approved projects were expected to be over budget,
and that there was little evidence to explain why. SEC also submitted that the
revised budget bears little resemblance to the one that was subject to the discovery
process, and that it was untested evidence that was provided after the oral hearing.

VECC expressed doubt with respect to Greater Sudbury’s ability to carry out its 2009
Capital Plan given the lateness of the Application and Board approval. VECC

2 Oral Hearing Transcript, Volume 1, July 23, 2009, page 26
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submitted that the Capital spending projection as provided in response to
Undertaking J1.5 was not credible as only 40% of the revised 2009 budget had been
spent as of the end of June 2009.

CCC presented similar arguments to VECC and SEC.

Greater Sudbury argued that it has established the appropriateness of expenditures
totalling $10,540,192 that will be used and useful in the 2009 Test Year and that this
value should be approved by the Board. The projected contributions amount to
$815,380, based on a percentage of the gross project expenditures. As there is a
decrease in gross expenditures there was a corresponding decrease in
contributions, from the original budget of $959,585 to $815,380.

Board Findings

The Board shares the concerns expressed by the intervenors that many of the
projects in the revised capital budget were not disclosed until after the end of the
discovery process. The Board cautions the Applicant against such practice in future
applications. However, the Board accepts that Greater Sudbury has established a
need for improving its distribution infrastructure as evident from the Capital Asset
Management Report and the evidence at the oral hearing.

The Board also notes that most of the new projects in the revised budget relate to
distribution system infrastructure. Some of these have been carried forward from
2008, while some of the projects in the original budget have been removed as they
will not be completed in 2009. The Board acknowledges that it is not unusual for
capital spending priorities to change as the year progresses, but at some point the
record has to be considered complete. For these reasons, the Board accepts
Greater Sudbury’s revised capital spending plan with the exception of non-
distribution system related projects that were added later in response to Undertaking
J1.3, and with the exception of some of the specific projects noted below.

Non-distribution system related projects include the AM/FM GIS Software Carryover

($160,610) and Webpage Design ($21,658). The Board orders Greater Sudbury to
remove these two projects from the 2009 rate base in the Draft Rate Order.
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5 a (ii) Smart meters

VECC recommended a reduction of $61,000 in meter capital related to smart meters
that should be included in the respective deferral account, an adjustment that
Greater Sudbury agreed to.

Board Findings
The Board orders Greater Sudbury to remove $61,370 from the capital budget and
to include it in the deferral account related to smart meters.

5 a (iii) Used and Useful

In response to Undertaking J1.2 and J1.3, Greater Sudbury provided a list of
projects and costs that showed an estimated amount of $293,906 booked to rate
base in 2008 and an amount of $2,162,992 booked to rate base in 2009 that were
either not used and useful or not expected to be used and useful in those years.

Board staff submitted that Greater Sudbury should not be permitted to book these
amounts to rate base as originally proposed by the applicant.

SEC noted that the $293,906 booked to rate base in 2008 but not used and useful at
that time should be reversed for the purpose of calculating the 2009 opening rate
base, and the 2008 depreciation expense should be reduced.

With respect to capital expenditures of $2.16 million that were booked to rate base in
2009, SEC noted that they had been removed from the revised capital budget
presented by the Applicant.

However, SEC identified one additional item that it submitted will not be used and
useful in 2009. A land purchase at a cost of $400,000 was included in the OEB
Application for the MS14 substation. This item is included in Greater Sudbury’s
revised budget presented to the Board for approval. SEC submitted that Greater
Sudbury has admitted that this acquisition may not be completed by year end, and
even if the land is acquired, it would not be used and useful until 2010%.

The Applicant agreed that it would restate its 2009 opening rate base to reflect the
amount of $293,906 that was not used and useful in 2008. Greater Sudbury also
confirmed that the $293,906 was not included in the revised capital budget

% Oral Hearing Transcript, Volume 1, July 23, 2009, pages 39-41
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(Undertaking J1.5). It agreed to include this amount in its closing rate base.

Board findings

The Board orders Greater Sudbury to exclude all projects that will not be used and
useful for the Test Year from the 2009 rate base as laid out in the revised budget
filed in response to Undertaking J1.5.

While the $200,000 earmarked for land acquisition for the MS14 substation was not
excluded from the revised budget, it appears from the evidence that the land had not
been acquired at the time of the hearing and that the substation will not be built and
put into service before the end of 2009. The Board therefore finds that this amount
should be removed form the 2009 capital budget.

The Board also orders the Applicant to restate its 2009 opening rate base to reflect
the amount of $293,906 that was not used and useful in 2008.

5 a (iv) New Customer Information System

Greater Sudbury acquired the Advanced Utility System (AUS) Customer Information
System (CIS) in 2002. In June 2006 Harris Computer Systems ("Harris”) purchased
AUS. On January 31, 2007, Harris announced that they would be discontinuing the
AUS CIS in Ontario effective December 31, 2008. In collaboration with other
utilities, Greater Sudbury explored alternatives to procure the best CIS solution at
the most competitive price, and decided to acquire the SAP module which includes
access to software, licensing and other costs.

Greater Sudbury is seeking $2.1 million in capital costs related to the new CIS
System and intends to include $1,525,000 in the 2009 rate base.

Greater Sudbury currently bills water customers using the AUS system and the
evidence indicates that once the new CIS system is in place, it will be used to bill
water customers in addition to electricity ratepayers, although the AUS system will
continue to be supported for that purpose. Although the City paid for converting
water billing data to the AUS system, it did not pay any capital cost for the
acquisition of that system.

Board staff argued that water billing customers would benefit from the new CIS
system and accordingly should bear a part of the acquisition costs, as otherwise the
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Greater Sudbury Hydro customers would bear a disproportionate share of the costs
of the new system.

Board staff submitted that an appropriate allocation would be the same percentage
of overall billing costs that the City is currently paying for water billing, the allocation
methodology used by the Board in the Tillsonburg Hydro Inc. rate case (EB-2008-
0246). As noted above in the section on OM&A expenses this is 21%. Therefore
Board Staff suggested an amount of $441,840 as a reasonable allocation to the City.

CCC and SEC both suggested that the CIS costs should be split equally between
the City and Greater Sudbury pending the outcome of the transfer pricing study.

VECC recommended that if the Board accepts Greater Sudbury’s argument that
fixed costs of electricity billing are higher than for water, then by eliminating the
depreciation charge related to the new CIS system, a 33% water and 66% electricity
split is reasonable.

In its Reply Argument, Greater Sudbury disagreed with Board staff and intervenors’
positions that Greater Sudbury water customers will derive some benefit from the
implementation of the new CIS. Greater Sudbury pointed out that the existing AUS
software remains an option for providing water billing services and will continue to be
supported by the vendor for that purpose.

Greater Sudbury further indicated that the City did pay for converting water billing
data to the AUS system, and the City continues to pay for the services at a rate that
is just and reasonable. Greater Sudbury argued that it is in the interest of the
electricity ratepayers to provide the service as otherwise they would have to bear
significantly higher costs for billing and collection services, estimated at $429,627.

Greater Sudbury also argued that implementing the 50/50 split sought by some of
the intervenors would prejudge the outcome of the transfer pricing study and that
there was no basis for an immediate reallocation.

Board Findings

The Board does not accept Greater Sudbury’s argument that the City should not pay
any of the capital cost of the CIS system even though water billing customers will
receive services using this system. The Board understands Greater Sudbury’s
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position that the City’s water service could continue to operate on the current
system. However, if the City chose to continue with the current system alone, it
would assume 100% of the cost of maintaining the current system and would at
some point need to replace it. In addition, it is reasonable to expect that the new
system will provide some benefits and features that the City could avalil itself of.
Therefore the Board believes that electricity ratepayers should not be burdened with
100% of the cost of the new system. The question is — what is the fair allocation of
the capital cost?

Board Staff’s takes the position that a reasonable allocation is the same proportion
used for OM&A expenses, in this case 21% for water services and 79% for electricity
services. The Board has previously said in this decision that it is not clear that this
allocation is appropriate for OM&A costs and has ordered Greater Sudbury to
conduct a transfer pricing study. However, in light of no other substantiated number
and recognizing that the City does not require the full features of the proposed new
system for water billing, the Board accepts these proportions for the purposes of
capital allocation and directs Greater Sudbury to allocate $1,204,140 ($1,525,000 -
$320,860) of the total $1,525,000 proposed capital spending in 2009 to ratepayers.

Summary of Board Findings for Capital Expenditures

Overall, the Board orders the following adjustments to Greater Sudbury’s proposed

capital spending plan for the 2009 Test Year.

Net Capital Requested in Rate Base $9,733,812

Less: 1. $200,000 land for MS14 substation $ 200,000
2. AM/FM GIS Software Carryover $ 160,610
3. Webpage Design $ 21,658
4. Reduction in meter capital expenditures $ 61,370
5. Allocation of CIS capital costs to water customers $ 320,860

Total Approved Capital Spending Plan for 2009 $8,969,314

In addition, Greater Sudbury is directed to remove the amount of $293,906 from the
2008 rate base and add it to the rate base of the Test Year.
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5b. Depreciation

Greater Sudbury proposed a recovery of $5,597,110 as depreciation for the 2009
Test Year. Greater Sudbury assumed that all new additions to rate base occurred in
the beginning of 2009 and accordingly included full depreciation in the first year®*.

Board staff submitted that Greater Sudbury’s position was contrary to directions
issued in the 2006 Electricity Distribution Rate Handbook of May 11, 2005 that
states in Section 3.2.2 that the additions or subtractions to rate base should be
presumed to occur mid year and the depreciation impact should be recorded
accordingly. Board staff submitted that Greater Sudbury should use the Board
directed methodology and accordingly reduce its depreciation amount for 2009 by
$405,558, the difference between Greater Sudbury’s methodology and the half-year
rule?.

CCC and SEC agreed with Board staff. VECC suggested a further reduction of
$64,000 on the assumption that the main assets except ERP have a service life of
25 years, plus a further reduction to account for the fact that certain projects would
not be used and useful in 2009.

Greater Sudbury maintained that its methodology is consistent with the Board’s
Accounting Procedures Handbook and submitted that its calculation of the
depreciation expense was appropriate.

Greater Sudbury indicated that the reference to the half-year rule relates to Tier 1
Adjustments and related to matters such as retirements without replacement and
non-routine/unusual adjustments.

Greater Sudbury further submitted that under Third Generation Incentive Regulation,
the Board allows depreciation on the full value of the approved incremental capital
assets beginning with the year in which they go into service.

Greater Sudbury indicated that historically it has used the full year of amortization in
the year of acquisition. Greater Sudbury expressed particular concern with the
application of the half-year rule in respect of its acquisition of the new CIS software.
To apply the half-year rule to this asset which is fully depreciated for accounting

4 Oral Hearing Transcript, Volume 1, July 23, 2009, page 55
% Response to Undertaking J1.4
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purposes over 5 years, would in effect cause Greater Sudbury to under-recover in
excess of $840,000 over the life of the asset as only 50% of depreciation would
make it to rate base in the Test Year.

Greater Sudbury requested that if the Board decided to apply the half-year rule for
asset amortization then it should exclude the new CIS from this requirement and let
Greater Sudbury amortize it on the basis of its full value in the year of acquisition.

Board Findings

The Board'’s policy has established the half-year rule for all electricity distributors
and this has been implemented by all distributors in the 2008 and 2009 cost of
service proceedings. In its Argument, Greater Sudbury has referred to the section
on incremental capital modules under Third Generation Incentive Regulation that
states that the half-year rule would not apply to new capital sought in excess of the
materiality threshold. Under this regulation mechanism, the Board has determined
that the half year rule would not apply to capital that is in excess of the threshold?®.
If it does not meet the threshold the standard half-year rule applies. It is to be noted
here that the half-year rule has been made exempt only for the portion of spending
that exceeds the threshold amount and is not applicable to the entire amount of new
spending.

In case the Board decides to apply the half-year rule, Greater Sudbury has
requested exemption of applying the half-year rule with respect to its new CIS. The
Board understands Greater Sudbury’s position and agrees that it would under-
recover over the life of the asset if it was to apply the half-year rule to the new CIS.
Considering the circumstance of the Applicant wherein a significant asset with a
short amortization period has been acquired in the Test Year, the Board will allow
Greater Sudbury to amortize the CIS on the following basis. The evidence indicates
that the CIS will be closed to rate base in November 2009%’. This means that the
asset will be in rate base for a total of 38 months of the 48-month IRM period.
Greater Sudbury shall recover in rates the equivalent of 38/48 (or 79.17%) of the
amortized amount. In other words, in place of recovering 50% of the amount as
depreciation under the half-year rule, Greater Sudbury will be able to recover
approximately 80% of the amount as depreciation. However, Greater Sudbury can

% Supplemental Report of the Board on 3" Generation Incentive Regulation for Ontario’s Electricity
Distributors, September 17, 2008, EB-2007-0673, Pg.31
%" Oral Hearing Transcript, Volume 1, July 23, 2009, page 50
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only use the allocated amount to ratepayers ($1,204,140) to determine the full value
of the asset (see findings above on CIS system).

With respect to all other assets added to the 2009 rate base, the standard half-year
rule will apply. The Board orders Greater Sudbury to recalculate depreciation based
on the above findings and submit the details as part of the Draft Rate Order.

5 c. Working Capital Allowance

CCC, VECC and SEC submitted that Greater Sudbury be required to undertake a
lead-lag study as part of its next rebasing. CCC noted that in cases where
distribution utilities undertook a lead-lag study, the appropriate level of working
capital allowance was less than 15%, which is the current proportion used by
Greater Sudbury.

In its Reply, Greater Sudbury referred to other 2009 Cost of Service decisions on
this matter wherein it was established that conducting a lead/lag study by individual
utilities would not be the most cost effective way for testing the reasonableness of
the current default proportion for working capital. Greater Sudbury submitted that
the current standard can be more appropriately addressed by way of a generic
proceeding.

Board Findings

The Board will not require Greater Sudbury to prepare a lead-lag study for its next
rebasing application. In making this finding, the Board is mindful of the cost of an
individual study and the generic nature of this issue. The Board finds that Greater
Sudbury’s approach of using a 15% factor to derive its working capital allowance is
reasonable.

6. COST OF CAPITAL and CAPITAL STRUCTURE
With the exception of long-term debt, parties agreed that Greater Sudbury’s

proposed cost of capital was consistent with the Board’s guidelines and the recent
Cost of Capital Parameter Updates for 2009 Cost of Service Applications.
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Capital Structure
Greater Sudbury’s proposed capital structure is 56.67% debt and 43.33% equity.

SEC expressed concern that the utility was financing its operations using 80% debt.
SEC submitted that this results in higher funds being collected from ratepayers for
PILs (Payment in Lieu of Taxes) purposes that do not need to be paid out for that
purpose. Secondly, a high debt ratio could lead to a higher cost of capital or the
availability of additional capital could be restricted.

SEC further submitted as interest payable on affiliate debt has to be paid before any
other spending, unlike a dividend, it cannot be suspended in case of urgent
spending needs.

SEC submitted that the Applicant’s capital structure, including its costs, benefits,
risks, and other implications should be reviewed at the time of next rebasing.

The Applicant maintained that the Board has not prevented distributors from having
actual capital structures that differ from their deemed capital structures for
ratemaking purposes. Greater Sudbury submitted that even if the actual capital
structure of distributors was an issue, it is generic in nature and should be pursued
in the context of a generic proceeding. Greater Sudbury requested that the Board
reject SEC’s suggestion of an analysis with respect to its capital structure at the time
of its next rebasing application.

Short Term Debt

Greater Sudbury has included a 4% short-term debt component as part of its
proposed capital structure and has accepted the short-term debt rate of 1.33%
identified in the Cost of Capital Parameter Updates for 2009 Cost of Service
Applications issued on February 24, 2009.

Long Term Debt

Greater Sudbury has proposed a long term weighted debt cost of 7.01% for 2009
consisting of a Promissory Note to the City (“Note”) for an amount of $48.6 million at
a rate of 7.25% and $12.6 million of new debt that the utility intends to add. Greater
Sudbury’s Application indicates a rate of 6.10% for the new debt based on its initial
consultation with its banker.
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The Promissory Note as established by the transition board dealing with the
amalgamation of the City of Greater Sudbury is in fact held by Greater Sudbury
Utilities Inc. which functions as a holding corporation. Greater Sudbury Utilities Inc.
has a mirror promissory note with its shareholder the City of Greater Sudbury.

In its Argument-in-Chief, the Applicant maintained that the Note should be
considered embedded debt and therefore subject to a rate of 7.25% for 2009 and in
subsequent rebasing proceedings. If, however, the Board determines that the Note
represents affiliate debt callable on demand, then Greater Sudbury submitted that it
should be subject to the Board's deemed debt rate which is currently 7.62%.

None of the parties objected to Greater Sudbury’s long-term debt rate.

SEC did suggest that the Board should direct the Applicant to seek alternate debt
financing arrangements at market rates in time for its next rebasing application. CCC
agreed with SEC.

Common Equity
Greater Sudbury confirmed its use of the revised return on equity (“ROE”) of 8.01%
adopted by the Board in February 2009.

Board Findings

None of the parties expressed concerns with respect to Greater Sudbury’s proposed
capital structure and cost of debt. However, Greater Sudbury has raised an issue
with respect to the rate on the Note held by the City and has suggested two
alternatives.

The Applicant is currently paying a rate of 7.25% on the Note. Greater Sudbury has
argued that should the Board consider the Note as affiliate debt callable on demand,
the Board’s deemed rate of 7.62% should apply. However, the Board’s view is that
ratepayers should not bear the burden of a higher rate than is actually being paid.
The intent of the Board’s policy on deemed affiliate debt rates was to prevent utilities
(and their ratepayers) from paying above market rates for debt provided by an
affiliate, which is not the situation in this case.

The Board directs Greater Sudbury to use a rate of 7.25% on the affiliate debt.
While this debt rate will be embedded in the Applicant’s rates during the IRM period,

Decision and Order -31- December 1, 2009



Greater Sudbury Hydro Inc. EB-2008-0230

the hearing panel does not, nor would it be appropriate to, make a finding for future
rate periods.

The Board agrees with Greater Sudbury’s submission that issues raised by SEC
relating to its actual capital structure are of a generic nature and are outside the
scope of this proceeding.

The Board accepts all other aspects of the utility’s proposal with respect to capital
structure and cost of capital.

7. SMART METERS

Greater Sudbury applied for a Utility-Specific Smart Meter Funding Adder, in
accordance with OEB Guideline G-2008-0002. Greater Sudbury is a participant in
the London RFP process and requested a smart meter funding adder of $1.94 per
month per metered customer.

The Company anticipates installing a total of 46,018 smart meters by the end of
2009 at an installed cost of $152.00 per smart meter. Greater Sudbury confirmed
that its Smart Meter Plan does not include costs to support functionality that exceeds
the minimum functionality adopted in Ontario Regulation 425/06 and has not
incurred and does not expect to incur any costs associated with functions for which
the Smart Metering Entity has the exclusive authority to carry out pursuant to Ontario
Regulation 393/07.

Board staff did not object to the rate adder but did suggest that if the Board required
Greater Sudbury to implement a rate mitigation mechanism, then reducing the smart
meter rate adder could be one of the options. The intervenors did not raise any
objections to Greater Sudbury’s request.

The Applicant requested that the Board approve the proposed smart meter funding
adder. Although Greater Sudbury did not believe that mitigation measures are
necessary, it pointed out that disposition of the credit balance in the deferral and
variance accounts would reduce the impact of the proposed smart meter rate adder.

Board Findings
The Board approves Greater Sudbury’s request for a smart meter funding adder of
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$1.94 per month per metered customer in accordance with the Board Guideline on
Smart Meter Funding and Cost Recovery.

8. LOST REVENUE ADJUSTMENT MECHANISM (“LRAM”) AND SHARED
SAVING MECHANISM (*SSM”)

In its Application, Greater Sudbury requested a total combined LRAM/SSM amount
of $220,524, calculated to December 31, 2007. This was comprised of $61,092 in
lost revenue resulting from savings achieved through Sudbury Hydro’s third tranche
CDM plan for the years 2005-2007; and $159,432 in SSM recoveries. Sudbury
Hydro’s third tranche CDM plan was approved by the OEB in RP-2004-0203/ EB-
2004-0471. Greater Sudbury proposed to recover the total combined LRAM/SSM
amount of $220,524 through a class-specific volumetric rate rider over a two year
period that would be in effect commencing in the 2009 rate year.

Greater Sudbury submitted that its LRAM and SSM-related calculations have been
performed in accordance with the Board’s requirements, including those set out in
the Guidelines for Electricity Distributor Conservation and Demand Management
(EB-2008-0037) issued on March 28, 2008 (the “Guidelines”).

VECC submitted that:
1. The calculation of Mass market CDM savings includes savings from non-
residential programs, and
2. The Calculation of mass market savings for 2007 does not use the OPA
Every Kilowatt Counts (EKC) assumptions for kwh savings from Compact
Fluorescent Light bulbs (CFLSs).

In response to Undertaking J2.11, the Applicant corrected the LRAM claim for Mass
Markets for 2006.

With respect to savings assumptions from CFLs, the Applicant used the Board
guideline number of 104 kWh. In 2007 the Ontario Power Authority (“OPA”)
changed the input assumptions for CFLs distributed under its EKC spring/ fall
campaigns. The annual savings were reduced from 104 kWh for a 13/14 watt CFL
to 44.3 kWh.

VECC submitted that the use of 104 kWh rather than 44.3 kWh resulted in LRAM
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claims that were too high and also resulted in overstatement of CDM savings used in
Load Forecasts.

VECC submitted that the Board should approve the recalculated number as
presented in response to Technical Conference Undertaking number 3 and adjust
Greater Sudbury’s Residential LRAM claim from $61,092 to $29,165.

In its Reply Argument, Greater Sudbury agreed to revise the LRAM claim to
$29,165.

Board Findings
The Board accepts Greater Sudbury’s revision and directs it to revise the combined
LRAM/SSM recovery to $188,597.

9. COST ALLOCATION AND RATE DESIGN

The following issues are addressed in this section:
a. Revenue to Cost Ratios

Rate Harmonization

Rate Design - Monthly Fixed Charges

Low Voltage Rate Adder

Retail Transmission Service Rates

© oo o

9 a.Revenue to Cost Ratios

Greater Sudbury proposes 2009 revenue to cost ratios for each of its rate classes as
shown in column 2 of Table 1 below. For those classes whose ratios are outside of

the Board’s policy range, shown in column 4, Greater Sudbury proposes to increase
the relative rates in subsequent years, so that the ratio will be at the lower boundary
of the range by 2011.

The proposed ratios are adjustments from existing ratios found in Greater Sudbury’s
Informational Filing EB-2007-0001. The ratios were corrected by Greater Sudbury
for an error in the inputs®® (shown in column 1), and then further adjusted to correct
an error in the Board'’s cost allocation model that affected the ratios for all

2 Exhibit8/1/2/ Table 2
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distributors?® (shown in column 3).

The cost allocation studies in all cases do not include the costs and revenues of
West Nipissing Energy Services Ltd, which was a separate entity in 2006 and did not
file an Informational Filing cost allocation study. The 2009 ratios proposed by
Greater Sudbury would apply to the distributor as it now exists, i.e. the revenue for
each class would include revenue from customers in West Nipissing and the class
revenue requirements are prorated from the best version of the Sudbury cost
allocation study.

Table 1
Greater Sudbury Revenue to Cost Ratios
1 2 3 4
Existing Ratios | Ratios corrected Proposed Range set out by
(Exh8/1/2/ forc')l'ransfc;]r-mer Raztg)ggfor the Board
Appendix A) wnership (EB-2007-0667)
(Response to (Exh8/1/2
VECC 23(c)) / Table 3)
Class
Residential 94.61% 95.17% 96.95% 85% - 115%
GS <50 kW 117.22% 117.97% 110.00% 80% - 120%
GS > 50 kW 121.08% 118.91% 113.88% 80% - 180%
Street Lighting 6.53% 6.60% 41.10% 70% - 120%
Sentinel 18.28% 18.45% 54.03% 70% - 120%
Lighting
Unmetered 221.57% 223.05% 119.31% 80% - 120%
Scattered Load

Submissions supported the ratios in column 3 as the best available starting point for
re-balancing class revenues. Greater Sudbury noted that the adjustments made to
the cost allocation study had a very small effect on the ratios.

The ratios of two classes are substantially below the Board’s suggested range. All

% Response to VECC interrogatory 23(c), also in the record as Transcript Undertaking 1.4 at the
technical conference.
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parties supported the proposed 2009 ratios for Street Lighting and Sentinel Lighting
as consistent with the pattern established in other Board decisions. The Applicant
noted that the parties also supported the proposal to increase the ratios for those
classes by equal steps in 2010 and 2011 to reach 70%.

VECC submitted that there is no basis for increasing the ratio for the Residential
class, because it is already within the policy range established by the Board. SEC
generally supported any movement toward 100%, including the Greater Sudbury
proposal in this instance.

The increased ratios for the Residential, Street Lighting and Sentinel Lighting
classes allow lower ratios for some or all of the classes with ratios above 100%. The
proposed ratios are all lower than the starting point ratios. VECC submitted that
there is no basis for lowering the ratios for the two General Service classes that are
already within their respective policy ranges, until the ratio for the Unmetered
Scattered Load class is within its range. VECC submitted that any additional
revenue beyond that can be used to reduce the ratios for all classes that are above
100%. SEC and Board staff supported the 2009 ratios proposed by Greater
Sudbury. Board staff suggested that the ratios could be decreased equally in 2010
and 2011 as a result of the proposed increases in Street Lighting and Sentinel
Lighting ratios in those years.

Board Findings

Except for Street Lighting and Sentinel Lighting, the revenue to cost ratios are
consistent with the Board’s policy range. The Board finds the revenue to cost ratios
proposed by Greater Sudbury to be reasonable.

The Board also accepts Greater Sudbury’s proposal for 2010 and 2011 ratios for the
Street Lighting and Sentinel Lighting classes. With respect to who should benefit
and by how much from the resulting additional revenue, the Board accepts the
Applicant’s proposal to decrease the ratios of GS<50 kW, GS>50 kW and
Unmetered Scattered Load by equal percentages, starting from the 2009 ratios. The
Board expects that the Residential ratio will remain unchanged from its 2009
amount.

9 b. Fixed:Variable Ratios
Greater Sudbury proposed that when rate harmonization has been completed, the
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proportions of revenue derived from the fixed charges and volumetric rates will be at
current levels for each class. Prior to complete harmonization, there may be
incidental differences as various charges and rates are brought closer together.

The parties’ submissions generally supported this proposal, with two exceptions.
VECC noted that the Residential Monthly Service Charge is above the ceiling
amount calculated in the cost allocation study, and submitted that the charge should
be reduced to bring it closer to its range and to mitigate bill impacts on the smallest
customers.

SEC observed that the Monthly Service Charge proposed for the General Service >
50 kW class is substantially above the ceiling amount calculated in the cost
allocation study, and submitted that the charge should be set at the ceiling (adjusted
for inflation since the cost allocation study was done). SEC argued that while in
other applications the Board has approved a charge above the ceiling in instances
where the existing charge was already above the ceiling, in this case the approved
charge in West Nipissing is below the ceiling, and approving the proposed rate
would have the effect of moving the charge from within the range to outside the
range. SEC noted that the customers that currently are charged the West Nipissing
rate would experience a large change in their Monthly Service Charge even putting it
at the ceiling, and a much larger change if above the ceiling as proposed by Greater
Sudbury.

Board Findings
The Board accepts Greater Sudbury’s proposal to design its rates, once fully
harmonized, to achieve the fixed variable ratios at their current amounts.

The Board acknowledges VECC's observation concerning the impact on small
residential customers. It points out, however, that the calculated bill impact on
customers using 250 kWh per month in West Nipissing is less than 20% over the
two years, though more than 10% in the first year. For the same small customer in
Sudbury, the bill impact over two years would be less than 12%%*. Further, Greater
Sudbury is proposing a rate rebate, which is addressed later in this Decision, and
the effect of a rebate would go some way to reducing the bill impact. The Board

% The “full harmonization” bill impact calculations are in the response to Board staff interrogatory #
56, and are described here as being the impacts over two years although they do not include an IRM
adjustment. The 2009 bill impact calculations are in the response to Board staff interrogatory # 58.
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expects that the Applicant will include an update of the bill impact calculations with
its Draft Rate Order, and expects the impacts of full harmonization to remain below
20%.

The Board accepts Greater Sudbury’s submission that the proportion of its service
area currently paying West Nipissing rates is too small to warrant changing the
fixed:variable ratio for the whole GS>50 kW class. While the Board does not agree
with SEC’s submission concerning the fixed:variable ratio and the use of the cost
allocation ceiling, the Board does accept the general point that there will be an
unacceptable bill impact on some customers within that class. The bill impact on
smaller customers currently paying West Nipissing rates would be nearly 30%3'.
This issue is addressed below under “harmonization”.

9 c.Harmonization

Greater Sudbury proposed to harmonize all rates over a two year period, by
designing rates that would apply in each class throughout the service area, with
2009 rates for customers that currently pay West Nipissing rates set half-way
between the currently approved rates and the uniform rates. The 2009 rates for
customers that currently pay Sudbury rates would be designed to recover the class
revenue requirement, net of revenue from the customers paying the West Nipissing
rates. In 2010, all customers would pay fully harmonized rates.

All parties supported Greater Sudbury’s harmonization proposal, except for SEC’s
submission about the Monthly Service Charge as it applies to General Service
customers larger than 50 kW in West Nipissing.

Board Findings
The Board finds that Greater Sudbury shall design its rates as proposed for all
classes except GS>50 kW, so that harmonization occurs over two years.

The bill impacts on GS>50 kW class customers may be somewhat lower than shown
in the calculations provided by the Applicant, in light of the rate rider rebate that is
discussed later in this Decision, and perhaps other factors. The best information
that the Board has available is that customers in West Nipissing will experience a bill
impact of nearly 30% with the implementation of harmonized rates. The effect of

1 Response to Board staff interrogatory # 56, for customers using 60 kW and 15,000 kWh.
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any IRM adjustment after 2009 would be in addition to this impact. The Board finds
that the harmonization period for this class shall be three years, resulting in uniform
rates throughout the service area in 2011.

With this longer harmonization period, the Board expects that in 2009, the rates
applicable to West Nipissing customers in the GS>50 kW class will move one-third
of the distance from the current approved rates toward the harmonized rates,
followed by similar changes in 2010 and 2011. The Board recognizes that the rates
to GS>50 kW class customers in the Sudbury part of the service area will be
somewhat higher in 2009 than that proposed by Greater Sudbury, in order to keep
the class revenue requirement at the proposed level. The same will pertain to a
lesser degree in 2010. The Board notes, however, that the calculated bill impacts
are quite small, and will be little affected by the longer harmonization period.

9d. Low Voltage Adder

Greater Sudbury provided a forecast of its Low Voltage cost incurred under Hydro
One distribution rates applicable to embedded distributors. Board staff submitted
that the estimate should be updated to reflect the approval of Hydro One rates
applicable to Sub-Transmission class customers, which now include embedded
distributors along with a variety of other large customers. Staff also submitted that
an adjustment should be made in the estimate to reflect the Hydro One Rate Rider #
4 which will apply for only two of the expected four years before Greater Sudbury’s
next rate rebasing. Greater Sudbury agreed with the position of Board staff in their
submission.

Greater Sudbury submitted a detailed cost estimate with its Reply Submission. The
rates assumed in the calculation are the approved rates less one-half of the
approved Rate Rider # 4. The calculation is based on the assumption that there will
be a number of months with the rebate followed by an approximately equal number
of months without it, leading up to the next re-basing of Greater Sudbury’s
distribution rates. The amount of the estimated annual cost is $170,196.

Board Findings

The Board finds that Greater Sudbury’s cost forecast methodology is reasonable.
However, since the effective date of this Decision is July 1, 2009, there are 22
months remaining with Hydro One’s Rate Rider #4. However, Greater Sudbury’s
rate adder is expected to be in place for 46 months until April 30, 2013. Accordingly,
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Greater Sudbury is directed to make the appropriate adjustments to its proposed
rate adder.

9 e. Retail Transmission Service Rates

Greater Sudbury proposed Retail Transmission Service Rates designed to recover
its cost under the Uniform Transmission Service Rates approved by the Board in
EB-2007-0759. In its Reply Submission Greater Sudbury agreed with the staff
submission that the rates should be updated to recover costs under the Uniform
Transmission Service Rates approved by the Board in EB-2008-0272.

Greater Sudbury provided a forecast of the cost of transmission service provided by
Hydro One pertaining to the portion of the load that is delivered through embedded
delivery points. In its Argument-in-Chief Greater Sudbury indicated that it would
update its forecast to reflect the 2009 rate order applicable to the host distributor.

Board Findings

The Board finds that Greater Sudbury’s proposal to update its forecast transmission
costs is acceptable, and expects the Applicant to submit documentation with its Draft
Rate Order showing load quantities together with the applicable Uniform
Transmission Service Rates and Hydro One Retail Transmission Service Rates.

10. DEFERRAL AND VARIANCE ACCOUNTS

Disposition of Balances
Greater Sudbury did not initially request disposition of any deferral or variance
accounts in 2009, but it reconsidered this position in its Reply Submission.

Greater Sudbury filed information on its deferral and variance accounts in a
continuity schedule. The table below shows the balances at year-end 2008,
inclusive of projected interest up to April 30, 2009, which Greater Sudbury provided
in response to Board staff supplemental interrogatory # 22. The balances shown are
for the former Sudbury and West Nipissing distributors combined.
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Table 2

Greater Sudbury Deferral and Variance Accounts

Nﬁr%ct:ér Account Description Total ($)
1 1508 Other Regulatory Assets — Sub-Account — OEB Cost 136,014
Assessments

2 1508 Other Regulatory Assets — Sub-Account — Other 2809
3 1525 Miscellaneous Deferred Debits 12,177
4 1550 LV Variance Account 148,667
5 1570 Qualifying Transition Costs 219,324
6 1571 Pre-Market Opening Energy Variances 63,474
Option (a) Sub-Total (rows 1 - 6) 582,465
7 1580 RSVA — Wholesale Market Service Charge (2,530,339)
8 1584 RSVA — Retail Transmission Network Charge (424,919)
9 1586 RSVA — Retail Transmission Connection Charges 438,047
10 1588 | RSVA — Power (including Global Adjustment) (90,433)
11 1590 Recovery of Regulatory Asset Balances (566,082)
Sub-Total (rows 7 — 11) (3,173,726)

Sub-Total (rows 1 —11) | (2,591,261)

12 1588 RSVA — Power Sub-account (Global Adjustment) 506,551
Option (b) Total (rows 1 — 12), excluding Global Adjustment (3,097,812)

SEC submitted that the record may not be adequate to support the balances in
Accounts 1570 and 1571, in particular the components related to the West Nipissing
distributor. In its Reply Submission, Greater Sudbury indicated that the required
supplementary disclosure and audit had been completed, and were provided in
response to Board staff supplemental interrogatory number 70 parts a) and b).

Board staff noted that Greater Sudbury had also provided balances for the two
former distributors separately. Staff submitted that there were three main options
available for disposition of deferral and variance account balances: no disposition in
2009, disposition of balances from the table above such as option (a) or (b), and
disposition of the separate balances by means of rate riders that would differ in the
two former service areas. Staff also submitted that there are alternatives of larger
rate riders over a shorter period such as one year or smaller rate riders over a longer
period. Greater Sudbury submitted that it would be preferable to implement rate
riders that would be uniform across the whole service area, and suggested that a
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two-year period would be appropriate.

Board Findings

The Board finds that Greater Sudbury shall dispose of the balances as shown in
Table 2 above, in the aggregate amount of ($2,591,261). This balance includes the
1588 sub-account for the Global Adjustment, and excludes balances in several
accounts related to Smart Meters and Conservation and Demand Management (not
shown in the table). The Board finds that the rate rebates shall be uniform for
customers throughout Greater Sudbury’s service area. The Board finds that the
balances shall be allocated amongst the rate classes according to the default factors
described in Table 1 at page 21 of “Report of the Board on Electricity Distributors’
Deferral and Variance Account Review Initiative”, EB-2008-0046, July 31, 2009.
The Board finds that the rate riders shall be calculated to dispose of the balance
over a twenty-two month period, and that the rate riders are approved from the
implementation date of the Rate Order until April 30, 2011.

EFFECTIVE DATE

The Board required utilities to file their 2009 Cost of Service applications on or
before August 15, 2008 in order to meet a target implementation date of May 1,
2009. Greater Sudbury filed its Application on December 22, 2008. Greater
Sudbury’s rates were declared interim on April 24, 2009.

VECC and SEC submitted that the Applicant had filed its application four months
late and should therefore receive an effective date of September 1, 2009. SEC
further submitted that in case there is a revenue sufficiency, the effective date
should be May 1, 2009. SEC maintained that ratepayers should not be penalized for
the tardiness of the Applicant.

Greater Sudbury in its Reply requested an effective date of May 1, 2009 citing that it
was late due to unforeseen delays including the complexity of combining the rate
application to reflect one amalgamated entity. Greater Sudbury indicated that
concurrent with the preparation of its Application, it was undergoing a Debt
Retirement Charge audit and Board’s Retail Settlement Variance Account review.
These simultaneous obligations pulled away much needed resources from preparing
the rate application.
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Board Findings

The Board understands the Applicant’s position but notes that the Application was
filed four months late, and even once filed, the process was prolonged in part
because the Applicant initially declined to have a technical conference, was unable
to settle any of the matters in dispute during the settlement conference, and was still
updating its evidence at the time of the oral hearing. However, the Board does
recognize that Greater Sudbury was faced with a difficult task of preparing an
application that reflected the amalgamation with West Nipissing Energy Services
Ltd. Considering all the exceptional circumstances, the Board approves an effective
date of July 1, 2009 and the recovery of the revenue shortfall arising in the period
between July 1, 2009 and the implementation of the new rates.

The Board has made findings in this Decision which change the revenue deficiency
and therefore the proposed 2009 distribution rates. These are to be properly
reflected in a Draft Rate Order incorporating an effective date of July 1, 2009 for the
new rates.

In filing its Draft Rate Order, the Board expects Greater Sudbury to file detailed
supporting material, including all relevant calculations showing the impact of this
Decision on Greater Sudbury’s proposed revenue requirement, the allocation of the
approved revenue requirement to the classes and the determination of the final
rates, including bill impacts. Greater Sudbury should also show detailed calculations
of the revised low voltage rate adders, retail transmission service rates and variance
account rate riders reflecting this Decision.

A Rate Order and a separate cost awards decision will be issued after the processes
set out below are completed.

COST AWARDS

The Board may grant cost awards to eligible stakeholders pursuant to its power
under section 30 of the Ontario Energy Board Act, 1998. When determining the
amount of the cost awards, the Board will apply the principles set out in section 5 of
the Board’s Practice Direction on Cost Awards. The maximum hourly rates set out
in the Board’s Cost Awards Tariff will also be applied.

All filings with the Board must quote the file number EB-2008-0230, and be made
through the Board’s web portal at www.errr.oeb.gov.on.ca, and consist of two paper
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copies and one electronic copy in searchable / unrestricted PDF format. Filings
must be received by the Board by 4:45 p.m. on the stated date. Please use the
document naming conventions and document submission standards outlined in the
RESS Document Guideline found at www.oeb.gov.on.ca. If the web portal is not
available you may e-mail your documents to the attention of the Board Secretary at
BoardSec@oeb.gov.on.ca. All other filings not filed via the Board’s web portal
should be filed in accordance with the Board’s Practice Directions on Cost Awards.

THE BOARD ORDERS THAT:

1. Greater Sudbury shall file with the Board, and shall also forward to SEC,
CCC and VECC, a Draft Rate Order attaching a proposed Tariff of Rates
and Charges reflecting the Board’s findings in this Decision, within 14
days of the date of this Decision. The Draft Rate Order shall also include
customer rate impacts and detailed supporting information showing the
calculation of the final rates.

2. SEC, CCC and VECC shall file any comments on the Draft Rate Order
with the Board and forward to Greater Sudbury within 7 days of the filing
of the Draft Rate Order.

3. Greater Sudbury shall file with the Board and forward to SEC, CCC and
VECC responses to any comments on its Draft Rate Order within 7 days
of the receipt of any submissions.

4, SEC, CCC and VECC shall file with the Board and forward to Greater
Sudbury, their respective cost claims within 26 days from the date of this
Decision.

5. Greater Sudbury shall file with the Board and forward to SEC, CCC and
VECC any objections to the claimed costs within 40 days from the date of
this Decision.

6. SEC, CCC and VECC shall file with the Board and forward to Greater

Sudbury any responses to any objections for cost claims within 47 days of
the date of this Decision.
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7. Greater Sudbury shall pay the Board’s costs incidental to this proceeding
upon receipt of the Board’s invoice.

DATED at Toronto, December 1, 2009.

ONTARIO ENERGY BOARD

Original signed by

Kirsten Walli
Board Secretary
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Appendix A
Study Terms of Reference

The purposes of the ARC Compliance Plan and Transfer Pricing Study are:

1. To ensure Greater Sudbury Hydro’s compliance with the Ontario Energy Board's Affiliate
Relationships Code for Electricity Distributors and Transmitters as amended August
2008.

2. To establish a framework and business practices to ensure ongoing compliance with the

Affiliate Relationships Code, which also provides the appropriate level of operational and
cost information to support future cost-of-service rate rebasing applications.

The Study will comprise three components or phases:

PHASE 1. Obtain opinion regarding restructuring options, costs and benefits of those options
with specific attention to the services currently purchased from Greater Sudbury Hydro Plus Inc.

PHASE 2. Transfer Pricing Study

Depending upon the outcomes of Phase 1, the second phase of the study will comprise a
transfer pricing study to establish cost drivers and methodologies.

The study will seek to price services based on fair market vaiue pricing, if available, purchased
from Greater Sudbury Hydro Plus Inc.; and

If fair market value pricing is not available, develop a costing framework and methodology
including fully allocated costing and return on invested capital to fairly allocate cost among the
corporate family.

The costing framework will address cost allocation principles such as:

Cost causality

Elimination of cross subsidies
Accuracy

Transparency

Cost effectiveness

Stability

Flexibility to change

YVY¥VYVYYY

PHASE 3. Ongoing Administration

The purpose of Phase 3 is to establish the pricing methodologies, information requirements and
business practices to ensure ongoing compliance with the Affiliate Relationships Code and to
provide the appropriate level of operational and cost information to support future cost-of-
service rate rebasing applications.



Appendix B

Extracts from EB-2006-0001/434 pp. 79-88 pertaining to, and an elaboration on the

3- prong test.

10.8.1 The 3-prong test was defined in the Board’s Decision in EBRO 493/494 and can
be summarized as follows:

1.

Cost incurrence: Were the corporate centre charges prudently
incurred by, or on behalf of, the companies for the provision of
services required by Ontario ratepayers?

Cost allocation:  Were the corporate centre charges allocated
appropriately to the recipient companies based on the application of
cost drivers/allocation factors supported by principles of cost
causality?

Cost/Benefit: Did the benefits to the Company’s Ontario ratepayers
equal or exceed the costs?

10.8.2 The costs must pass all three tests. If a service, or the scope of service, is not
needed by the gas distribution utility, then the cost should not be recovered from
ratepayers. This is so even if the benefits may exceed the costs in question.32

10.9.1

In the Board’s view, costs will not pass this test [cost incurrence] if
they relate to activities which:

2. go beyond the scope of the service required for a utility,

3. are associated with overall governance from a shareholder
perspective or “minding the investment”, or

4. represent additional and superfluous management layers.

10.9.17 In order to pass this test[cost benefit], Enbridge must demonstrate that the
allocated costs for a service are less than what Enbridge would incur as a
stand-alone gas distribution utility. The Board also expects that there will be
demonstrable scale economy benefits. In other words, in some areas, the
corporate cost allocation should result in costs that are lower than the stand-
alone equivalent.

%2 EB-2005-0001/EB-2005-0437, Decision with Reasons, February 9, 2006 pp.79-80.



Appendix C

Original and Revised Capital Expenditure requested in 2009 Rate Base

Revised Comments
Budget
As per following oral
Project Description Application hearing
$61,370 related to smart
meters removed from capital
budget , will be added to
smart meter deferral
Meter Installations 111,370 50,000 accounts
No reason for the increase
Emergency Plant Maintenance 83,849 140,000 has been provided
Failed Transformers 73,676 73,676
Represents the portion that
will be used and useful in
PCB 147,960 20,000 2009
No reason for the increase
Major Repairs to Substations 750,716 897,965 has been provided
MS14 Land Acquisition 400,000 200,000
No reason for the increase
System Betterment 427,041 938,020 has been provided
Overhead & Underground Services 281,100 283,893
Represents the portion that
will be used and useful in
City Roadwork 546,030 150,000 2009
Represents the portion that
will be used and useful in
Subdivisions 427,201 300,000 2009
Commercial 563,600 563,600
Beatrice - West of Buckingham 106,197 106,197
Sherwood Park Phase 3 334,025 334,025
Sparks Street - Restricted Conductor No reason for the increase
Rebuild 204,169 365,000 has been provided
Represents the portion that
will be used and useful in
Insulator Replacement Program 937,197 400,000 2009
Will not be used and useful
Shaughnessy O/H to U/G Conversion 225,683 in 2009
Centennial Load Area Voltage
Conversion 202,825 202,825
44kV Motorized Switches 133,335 133,335
44 kV and 12 kV Fault Indicators 20,622 20,622
Tools and Equipment 170,000 170,000
Represents the portion that
will be used and useful in
2009 Not all vehicles on
order will be delivered in
Vehicles & Leasehold Improvements 703,000 283,000 | 2009
Enterprise Resource Planning Removed — will not be used
Software 540,000 and useful in 2009
Substation Security 15,000 15,000
Represents the portion that
will be used and useful in
SAP - Billing Software 2,100,000 1,525,000 2009




Greater Sudbury Hydro Inc.

EB-2008-0230

Jarvi Road 297,500 297,500

Budget increase as project

will require significant

28M6 Montague to Whissel 235,797 525,000 | amount of contracted labour
SCADA 392,907 392,907
Pole Replacement 9M1 to 9M6 450,409

New project to allow Bell

Southlane Road 275,000 Canada to attach poles

Collapse of underground

chamber has required a

Louis Street 22/04 174,814 rebuild

As per 2003 MADD

Falconbridge Voltage Conversion 150,000 application to the Board

Removed - will not be used

Bell Park O/H to U/G conversion 62,011 and useful in 2009

Removed — will not be used

Hillsdale Lakeview Rebuild 610,298 and useful in 2009

Removed — will not be used

44kV Tie between 28M4 and 9M4 725,000 and useful in 2009

Advanced the purchase &

conversion of the GIS

system from original 2010

Capital Asset Management

Am / Fm GIS Software Carryover 160,610 Plan

Barrydowne 44 kV Reconductor Carryover of a 2008 project
Carryover 150,000

Long lead time for delivery —

2008 year end actual

Vehicle Carryover 208,888 adjusted

Cost to build small PCB

processing & storage

Building Carryover 149,913 building on site

Substation Security Carryover 4,985 Completed in 2009

Major Repairs to Substations Substation fencing from

Carryover 11,691 2008 completed in 2009

Related to changing

Webwood Drive 50,000 | transformers of 2 customers

Charges associated with

Bell Canada transfers on

Tilton Lake Rd 47,818 this major rebuild

Service transfers and

underground installation

associated with Gary Street

Gary Street Carryover 305,801 44 kV line rebuild

Costs associated with new

webpage to meet ARC

Webpage Design 21,658 guidelines
Total - Capital $11,828,109 $ 10,549,152
Less Contributions $ 959,585 $ 815,380
Total Capital Less Contributions $ 10,868,524 $ 9,733,772

Decision and Order -2- December 1, 2009
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NSUARB-W-EHAN-R-09
2010 NSUARB 46

NOVA SCOTIA UTILITY AND REVIEW BOARD

\

N\
A\ ‘

IN THE MATTER OF THE PUBLIC UTILITIES ACT

-and -

IN THE MATTER OF AN APPLICATION of the MUNICIPALITY OF EAST HANTS, on
behalf of the East Hants Regional Water Utility and the Shubenacadie Water Utility for
approval to amalgamate the two utiiities to form the East Hants Water Utility and for
approval of a new Schedule of Rates and Charges for Water and Water Services and a
Schedule of Rules and Regulations

BEFORE:

APPEARING:

HEARING DATE:

FINAL SUBMISSIONS:

DECISION DATE:

DECISION:

Document: 171280

Kulvinder S. Dhillon, P.Eng., Member

MUNICIPALITY OF THE DISTRICT OF EAST HANTS
Connie Nolan, CA, CFE
Director of Finance

Lew Landers, P.Eng.
Director of Engineering Services

Scott Winters, P.Eng.

Director of Operational Services
January 26, 2010

February 1, 2010

February 18, 2010

Amalgamation of the two water utilities is approved
effective April 1, 2010.

Schedule of Rates and Charges approved, as amended.
Schedule of Ruies and Regulations approved, as amended.
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I SUMMARY

[1] The Municipality of the District of East Hants ( the “Municipality”) applied to
the Nova Scotia Utility and Review Board (the “Board”) on behalf of its two water utilities:
East Hants Regional and Shubenacadie (the “Utility”, the “Applicant”) to be amalgamated
and for a new Schedule of Rates for Water and Water Services and a Schedule of Rules
and Regulations, pursuant to the Public Utilities Act (the “Act”), R.S.N.S. 1989, ¢.380, as
amended. The new utility is to be called East Hants Water Utility.

[2] The existing Schedules of Rates for Water and Water Service for the East
Hants Regional Water Utility and the Shubenacadie Water Utility have been in effect since
April 1,2009. The existing Schedules of Rules and Regulations for each of the two utilities
have been in effect since April 1, 2008.

[3] With respect to the last rate applications of both Utilities in 2007, the Board
issued two separate Orders dated March 13, 2008. The Order with respect to the
Shubenacadie Water Utility rate application stated that:

IT 1S FURTHER ORDERED that because the Board has serious concerns that the Utility may
not be sustainable under current conditions and that a continuation of significant increases
in future years could well result in adverse consequences related to community sustainability
and development, the Board directs that a three year financial plan be developed by the Utility
which will recommend a course of action to restore financial viability to the Utility. The plan
should consider required capital expenditures, related debt payments, and operating
expenditures and their impact on future rates. The Board directs that the financial plan be
filed with the Board no later than December 31, 2008.

[4] The Order with respect to the East Hants Regional Water Utility stated that:

IT IS FURTHER ORDERED that the Regional Water Utility further consider the issue that all
costs applicable to operating each Utility should appropriately be allocated to that Utility, and
file a report with the Board by December 31, 2008.

Document: 171280
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[5] The Municipality requested an extension of the filing for these two reports
which was approved on November 17, 2008. On May 12, 2009, the Municipality referred
to the approved extension date and requested that the Board withdraw its request for the
two reports, on the proviso that a rate appiication, based upon an amaigamated utility, be
filed with the Board by December 31, 2009. The Board approved this request on May 21,
2009.

[6] A Rate Study to support the Application dated October 2009, was submitted
to the Board on November 12, 2009 [Exhibit E-1]. The Application proposes rates for the
test years of 2010/11, 2011/12 and 2012/13, based upon annual consumption of 40,000
gallons for all customers, which was described by the Applicant as a conservative estimate.
The Utility noted that there is great variability in the consumption volumes of customers
larger than residential customers, however, it provides a guide from which each customer
can estimate the proposed increases based upon their own actual usage. The following

summarizes the proposed rate increases:

Document: 171280
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For 2010/11
Utility Meter Size Current Quarterly | Proposed %
Water Bill ( Based | Quarterly Water | Increase/
upon 40,000 Bill { Based Decrease
gallons annual upon 40,000
consumption) gallons annual
consumption)
Shubenacadie 5/8" (residential) $ 179.23 $ 138.03 -23.0%
3/4" $ 198.84 $ 158.78 -20.1%
1" $ 238.05 | $ 200.27 -15.9%
1.5" $ 336.07 $ 303.99 - 9.5%
2" $ 453.70 $ 428.47 - 5.6%
3" $ 767.37 $ 760.39 - 0.9%
East Hants 5/8" (residential) $ 105.74 $ 138.03 30.5%
Regional 3/4" $ 12417 $ 158.78 27.9%
i" $ 161.03 $ 200.27 24.4%
1.5 $ 253.19 $ 303.99 20.1%
2" $ 363.77 $ 428.47 17.8%
3" $ 658.66 $ 760.39 15.4%
For 2011/12
Utility Meter Size Current Quarterly | Proposed %
Water Bill ( Based | Quarterly Water | Increase/
upon 40,000 Bill ( Based Decrease
gallons annual upon 40,000
consumption) gallons annual
consumption)
Proposed East | 5/8" (residential) $ 138.03 $ 138.59 0.4%
Hants Water 3/4" $ 158.78 $ 159.52 0.5%
Utility 1" $ 200.27 $ 201.37 0.5%
1.5" $ 303.99 $ 306.00 0.7%
2" $ 428.47 $ 431.55 0.7%
3" $ 760.39 $ 766.36 0.8%
For 2012/13
Utility Meter Size Current Proposed %
Quarterly Water | Quarterly Water | Increase/
Bill ( Based upon | Bill ( Based upon | Decrease
40,000 gallons 40,000 gallons
annual annual
consumption) consumption)
Proposed | 5/8" (residential) $ 138.59 $ 140.62 1.5%
East 3/4" $ 159.52 $ 161.79 1.4%
Hants 1" $ 201.37 $ 204.14 1.4%
Water 1.5" $ 306.00 $ 310.00 1.3%
Utility 2" $ 431.55 $ 437.04 1.3%
3" $ 766.36 $ 775.82 1.2%

Document: 171280
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[7] The Application proposes to retain the current bulk water rate of $8.78 per
1,000 gallons. The Application further proposes increases to the annual public fire
protection charge to be paid to the Utility, by the Municipality. The combined total annual
fire protection charge paid to the current two utilities is $400,176 and the proposed
increases are 1.8%, 16.9% and 8.6%, in each of 2010/11, 2011/12 and 2012/13,
respectively.

[8] The public hearing was held at the Royal Canadian Legion, Branch 133, in
Enfield, on January 26, 2010, with both morning and evening sessions, after due public
notice. The Utility was represented by the Municipality’s staff: Connie Nolan, CA, CFE,
Director of Finance; Lew Landers, P.Eng., Director, Engineering Services; and Scott
Winters, P.Eng., Director of Operational Services.

[9] The Board did not receive any correspondence from customers of the utilities
prior to the hearing date. At the hearings, four members of the public spoke.

[10] The amalgamation of the two water utilities into the East Hants Water Utility
is approved. The rate for each of the test years are approved, as amended. The Rules

and Regulations are approved, as amended.

! INTRODUCTION

[11] The two current utilities serve approximately 2,482 metered customers. The
Rate Study projects growth of 41 customers in 2011/12 and 39 customers in 2012/13. The
Applicant stated that any major developments in the Utility’s catchment area will occur

beyond the test years and no new customers associated with these developments are
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included in the Rate Study. There are currently no Utility customers located outside of the
Municipality’s boundaries. It was indicated in the Rate Study that negotiations are
underway to service a portion of land owned by Irving Oil Limited, located in the Halifax
Regional Municipality, and which will be the subject of a written legal agreement. The
Applicant was requested by the Board to file a copy of the agreement once it has been
executed, as Undertaking U‘-2.

[12] The source of supply for the East Hants Regional Water Utility is the
Shubenacadie River. The intake for the raw water is in Enfield, where the treatment plant,
which was upgraded in 2007, is located. The East Hants Regional Water Utility has three
storage tanks which are located in Enfield, Lantz and the East Hants Business Park. The
capacity of the treatment plant is approximately twice that of the current water withdrawal
permit. The Utility is in the process of constructing an engineered spring which wiil pump
additional water into the Shubenacadie River during low river flow conditions. Upon
completion of this project, the water withdrawal rights will be increased. The costs
associated with this project are included in the Rate Study.

[13] The Shubenacadie Water Utility uses Snide’s Lake as its current source of
supply, with the water treatment plant located adjacent to the Lake. The Utility has a small
storage tank which provides balancing storage, but does not provide adequate fire flows.
The Utility is now building a groundwater source of supply, a treatment plant, water tower
and watermains scheduled to be commissioned in 2010, which are included in the Rate

Study.
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[14] In order to comply with the provisions of the Nova Scotia Environment's
(“NSE”) A Drinking Water Strategy for Nova Scotia (Drinking Water Strategy), assessment
reports for each of the two utilities were filed as part of the last rate application. The East
Hants Regional Water Utility is currently in compliance with the NSE Regulations. The
Shubenacadie Water Ultility is not in compliance and is operating under a Ministerial
Order. However, it is expected to become compliant with the commissioning of the new
infrastructure noted above.

[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.

i REVENUE REQUIREMENTS
A. Operating Expenditures

[16] The operating expenses are based upon the consolidation of the two existing
utilities. For the year ended March 31, 2009, the East Hants Regional Water Utility had an
excess of expenditures over revenues of $113,214, and an operating surplus balance of
$724,966. The Shubenacadie Water Utility had an excess of expenditures over revenues
of $23,827 and an operating deficit balance of $529,630. Combining these figures results
in an excess of expenditures over revenues of $137,041 and an operating surplus balance
of $195,336 for the proposed Utility for the year ended March 31, 2009. The Application

projects that at current rates, there will be increasing excesses of expenditures over
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revenues for the Utility, resulting in an accumulated operating deficit of $645,463 on March
31, 2013 [IR-32, Exhibit E-2].

[17] With respect to the accumulated operating deficit associated with the

o~ d

Shubenacadie Water Utility, the Applicant stated:

The recovery of the deficit for the former Shubenacadie utility will be handled by way of a
lump sum payment by the municipality to the amalgamated utility. It will be set up on the
general municipal fund as a receivable from the residents of Shubenacadie and paid off over
a number of years as the tax revenue is levied on their tax bill. These entries will be made
in the current fiscal year (2009/2010) as the first area rate was in place this year to start
generating funds to pay off the deficit.

[IR-12, Exhibit E-2]

[18] During the hearing, the Board noted that there appear to be slight differences
between the magnitudes of various operating expense items in the financial statements of
the two utilities and the figures used in the Rate Study. Ms. Nolan explained that the
difference in depreciation expense amounts is due to differences in capitalization
methodologies set out in the Board’s Water Ulility Accounting and Reporting Handbook
(“Accounting Handbook”) and the Public Sector Accounting Board (“PSAB”) requirements.
She added that the other differences can be attributed to a reallocation of power and
pumping expenses, which is normally not set out as a separate expense item in the
financial statements, but is a separate line item for the purposes of the Rate Study. She
further noted that she is confident with the figures presented in the Rate Study and
provided a more detailed explanation of the differences in response to Undertaking U-1.
[19] The operating expenses are based on the 2009/10 operating budgets of the

two current utilities, with a projected annual increase of between 2.5% and 3% for each of
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the subcategories of the line items, except expenses related to the proposed capital
upgrades of the two utilities and to meet NSE Regulations.

[20] The Utility explained its budgeting process in response to the Information
Request [iR-33, Exhibit E- 2]. The Utility provided a table which showed the allocation of
payroll and benefit costs among general operations, the sewer utility and the water utility
[IR-34, Exhibit E- 2]. In response to Undertaking U-3, the Utility provided a breakdown of
the expense allocations of new positions of two labourers and one environmental
technologist, which are included in the Rate Study.

[21] With respect to the issue of operating efficiencies which may be gained with

an amalgamated Ultility, the Applicant stated:

There are no savings expected as a result of utility amalgamation. There has really only ever

been one operation in as much as the same staff worked both utilities, the same vehicles

were used etc. “Common services” were simply allocated between the two utilities as staff

were best able to attribute them. The overall management of the utilities is provided by the

management of the municipality and again was allocated to the utilities on the basis of time

spentor on a judgement basis for the most senior staff. There is no reason to suggest these

allocations would be any different once the utilities are amalgamated.

[Exhibit E-2, IR-28]

[22] The annual depreciation expense is based upon the Utility’s proposed capital
additions over the test period. The depreciation rates for the proposed assets are set out
in the Accounting Handbook. The Utility explained that there are some differences with the
depreciation rates contained in the Accounting Handbook and that it will be reviewing its
practice this year.
[23] In 2007, an action plan was developed by the Municipality to address water

loss in both of the current utilities. The current estimated water loss in the East Hants
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Regional Water Utility is 30% of the total treated water, which is a decrease from the 44%
reported as a part of the 2007 rate application. The Rate Study includes the costs
associated with a Water Audit for the system in accordance with American Water Works
Association (“AWWA”) standards in 2010/11.

[24] An AWWA/International Water Association (“IWA”") Water Audit and Water
Balance Study was completed for the Shubenacadie Water Utility in 2009 by G & M Project
Management and Consulting Services Limited and the estimated water loss for the system
is 22.8% per year. The Study made a number of recommendations with respect to source
meters, customer meters and active leak detection, which the Utility indicated are being
carried out, with the associated costs included in the Rate Study. The Applicant plans to
conduct annual water audits and more leak detection activities in order to further reduce

the non-revenue water of the amalgamated Utility.

Findings

[25] The Board has considered the Utility’s projected operating expenses. The
revenue requirements of the Rate Study are based upon projections on a go-forward basis,
and do not include the recovery of past deficits, which is the appropriate methodology.
[26] The Board accepts the methodology used to determine the 2008/09
operating expenses through adding the estimated line item operating expenses of each of
the two utilities. Although there appear to be some minor differences in the operating
expense line item magnitudes between the financial statements and the Rate Study, the

overall surplus/deficit does not differ between the two documents. The Board accepts the
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Applicant’s explanation that the difference in the figures between the two documents does
not have a material effect on the calculation of the proposed rates. The Board further
accepts the estimated operating expense increases of 2.5% to 3% for each of the test
years, as well as the depreciation rates used in the Rate Study. The Board reminds the
Applicant to prepare the Utility’s financial statements, in accordance with the Accounting
Handbook.

[27] The Utility has indicated that no operating efficiencies will be gained through
the proposed amalgamation. The Board encourages the Utility to explore any operating
efficiencies which may be gained through amalgamation, as well as other options which
may be available to reduce the operating expenses. The Board is also pleased with the
Utility’s progress to reduce the amount of non-revenue water and encourages the Utility
to continue with its efforts. Any reduction in non-revenue water will also result in a
reduction of the Utility’s operating expenses and thus have a positive effect on the Utility’s
financial health.

[28] The Board has considered the Utility's methodology of allocating costs
between the Municipality and the Utility and finds the methodology to be reasonable. The
Board reminds the Utility that the allocation should be as accurate as possible and

reviewed periodically.
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B. Capital Budget and Funding

[29] Included in the Rate Study are the Utility’s forecasted capital additions of
$3,223,898 in 2009/10; $3,336,568 in 2010/11; $2,591,281 in 2011/12; and $1,792,000
in 2012/13.

[30] The Utility confirmed that Board approval for all projects in the 2009/10
capital expenditures was received [IR-37, Exhibit E-2]. The projects include the
improvements to the Shubenacadie system (water treatment plant, mains, storage tank)
as well as the engineered spring, chlorination monitoring equipment and hydrants for the
East Hants Regional system. The Applicant noted that the funding for the Shubenacadie
system upgrades (water tower) project was modified in the Rate Study from that indicated
in the Board’s approval, as it was discovered that the external funding was slightly less
than anticipated. The difference in funding ($20,000 to $50,000) is to be made up from the
depreciation funds and -will not have a material effect on the rates.

[31] The projects in 2010/11 include a continuation of the engineered spring and
water treatment plant projects, transmission mains and hydrants. In 2011/12, the capital
works include hydrants, transmission mains, fire underwriter’s survey, and district metering.
The 2012/13 projects are hydrants, transmission mains, water connector and district
metering.

[32] The proposed funding for the test years capital budgets, totaling $7,719,849
is from the Build Canada Fund ($2,025,842); gas tax ($227,225); depreciation funds
($2,067,080), Municipal reserve funds ($2,506,702); and long term debt ($893,000). The

repayment of the long term debt is to be amortized over 20 years at 5.5% and is included
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in the projected non-operating expenses. The Utility is projected to have a depreciation

fund balance of $178,806 at the end of the test period (2012/13).

Findings

[33] The Board notes that significant infrastructure works are proposed for the
Utility over the test years. The work for the Shubenacadie Utility includes upgrades
necessary to meet NSE Regulations. The work for the East Hants Regional Utility includes
upgrades to increase capacity and transmission main upgrades. Also included are the
costs associated with the Ultility’s water loss management program, as discussed above.
Based upon the information provided, the Board finds the Utility’'s proposed capital
program, to be reasonable. The Board further accepts the proposed funding, as set out
in the Rate Study. The Board has approved the revision to the funding of the
Shubenacadie water tower project, as contained in the Rate Study.

[34] The Utility is reminded that inclusion of the proposed capital projects in the
Rate Study does not constitute the Board’s formal approval of these projects. Separate

Board approval is required for projects in excess of $25,000 as set out in s. 35 of the Act.

C. Non-Operating Expenditures and Revenues
[35] Included in the revenue requirements of the Rate Study are projections of
non-operating expenditures and revenues. Although non-operating revenues are indicated
prior to the test period, there are no non-operating revenues projected for the test period.

The Applicant stated that the decision was made not to include any interest revenue which
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is currently so low that, based upon current bank balances, the possible interest revenue
would have no material impact on the rates.

[36] The non-operating expenses in each of the test years consists of: debt
charges, related to both existing and proposed debt, of $428,499, $449,562 and $461,765,
respectively; bank and finance charges, which the Utility clarified to be interest charges,
of $2,787,$2,805 and $2,823, respectively; and annual capital out of revenue of $11,111
in each of the test years, which the Utility noted is related to the purchase of vehicles.
[37] The Utility explained that the existing debt charges are related to the total
debt of $5,801,780 associated with two service extensions, the East Hants Water Utility
upgrades, and the Shubenacadie Water Utility water tower. The additional debt charges
relate to funding the Utility’s capital program, as discussed above.

[38] Based upon the assumptions of the Rate Study, the rate of return on rate

base for each of the test years is 4%.

Findings

[39] The Board has considered the projected non-operating revenue and
expenditures contained in the Rate Study. While there are no non-operating revenues
projected over the test period of the Rate Study, it appears that the Utility includes interest
on its reserve funds, including depreciation funds, as a non-operating revenue [IR-29,
Exhibit E-2]. This is contrary to the policy set out on page 3030 of the Accounting

Handbook. The Board reminds the Ultility to prepare its financial statements in accordance

Document: 171280

2010 NSUARB 46 (CanLll)



-16 -

with the Accounting Handbook, including the treatment of the interest associated with the
depreciation fund as a part of the fund, and not as a part of non-operating revenue.

[40] The Board finds the Utility’s non-operating expenses associated with the
current and past debt charges to be reasonabie.

[41] The Board finds the calculated rate of return on rate base over each of the
test years, to be reasonable and in accordance with the Accounting Handbook. The Board
notes that the 4% figure is rounded and the calculated rate of return on rate base is 3.7%,

3.7% and 3.5%, over each of the test years, which the Board accepts.

v ALLOCATIONS OF REVENUE REQUIREMENT
A. Public Fire Protection

[42] The methodology used to determine the public fire protection charges is
consistent with other water utilities in the Province and the Board’s Accounting Handbook.
The Board noted during the hearing that, based upon the percentage allocations of utility
plant in service shown in the Rate Study, which are rounded to no decimal places, the
calculation of the annual public fire protection charges differs slightly from the figures
indicated. Inresponse to Undertaking U-4, the Applicant confirmed that these differences
are due to rounding. The proposed fire protection charges are $407,224, $476,080 and
$516,897, respectively, for each of the test years.

[43] The Applicant indicated that the Shubenacadie system provides minimal
public fire protection. The new storage tank scheduled to be commissioned in 2010 will

improve the situation, however, updating additional watermains is needed to further

Document: 171280

2010 NSUARB 46 (CanlLll)



-17 -

improve the fire flows. The Applicant added that this work is “cost prohibitive” at this time

and was not included in the Rate Study. [IR-20, Exhibit E-2]

Findings

[44] The Board accepts the methodology used to determine the annual public fire
protection charge, and approves the fire protection charges in each of 2010/11, 2011/12
and 2012/13 as proposed in the Application. The Board is pleased that the proposed
capital works will help to improve fire flows and notes that the Rate Study includes the
costs associated with a fire underwriter's survey to be completed for each of the two
systems. The Board encourages the Utility to take the necessary steps to provide

adequate public fire protection to its customers in the Shubenacadie system.

B. Utility Customers

[45] The remaining revenue réquirements, after the allocation to fire protection
charges, are to be recovered from the Utility’s customers. The methodology used to
allocate expenses and allowances to base charge, customer charge, delivery and
production, is as set out in the Accounting Handbook.

[46] The proposed consumption charges are based upon the projected increases
in the number of customers, as set out above. For the purpose of the Rate Study, it is
assumed that the additional 5/8" meter customers will consume 40,000 gallons per year,
while no consumption volume is added for the projected increase in larger customers. Ms.

Nolan stated that the last rate studies for each of the two utilities were optimistic in terms
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of the increases in customers and consumption volumes. The projections were not
realized and this contributed to the excess of expenses over revenues in each of the
utilities. She described the current projections as conservative.

[47] Ms. Nolan compared the proposed increases for the amalgamated Utility with
the two utilities remaining as stand alone systems. In the final test year of 2012/13, as
stand alone systems, an average 5/8" meter size residential customer of the East Hants
Regional Water Utility is indicated to have a quarterly charge of $119.77, while the same
customer of the Shubenacadie Water Utility would have a quarterly charge of $333.17, the
highest in the Province. Ms. Nolan noted that the rationale for the amalgamation is that
the Shubenacadie Utility is not viable as a stand-alone system. She added that as an
amalgamated Utility, in the third test year, an average 5/8" meter residential customer of
the East Hants Regional Water Utility will pay an additional $20.85 per quarter compared

to the stand-alone rate, with a proposed quarterly charge of $140.62.

Findings

[48] The Board notes that the methodology and percentage allocations used in
the Rate Study are the same as those used by the individual utilities in past applications
and are also as that set out in the Board’s Accounting Handbook. The Board accepts the
methodology used in the allocation of the various expense items tc base, customer,
delivery and production charges in the determination of the rates to the Utility’s customers.
[49] A review of the last rate applications of the two utilities indicates that the

projections of number of customers and consumption were higher than the actual figures,
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resulting in lower rates than necessary to break even. The Board accepts the projections
as stated in the current Application.

[50] The Board notes that the rates proposed are in line with the rates recently
approved for other water utilities in the Province. The Board understands that the
Shubenacadie Utility is benefiting from the proposed amalgamation. However, both of the
systems are operated by the same personnel and from an administrative and financial
view, the proposed amalgamation appears to make sense. In addition, in the long term,
there may be efficiencies gained for both systems through spreading costs over a larger

customer base, particularly if the potential development in Shubenacadie takes place.

v SUBMISSIONS

[51] Four members of the public spoke during the hearing. Ron Smith, a resident
of Enfield and customer of the East Hants Regional Water Utility stated that although he
was initially upset with the proposed increases, he realizes that there is no alternative than
to combine the two systems. He questioned the responsibility of the Shubenacadie
operating deficit, which is in excess of $500,000. Ms. Nolan confirmed that it will be paid
by the Shubenacadie taxpayers through an area rate. He further questioned whether the
capital costs of the proposed upgrades are included in the Rate Study. Ms. Nolan noted
that the costs are included in the Application and that a small portion of the capital costs
have affected the proposed rates as the majority of the funding is through grants,

depreciation and reserve surpluses.
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[52] In response to Mr. Smith’s question with respect to staff levels of the Utility,
Ms. Nolan stated that two new labourers are required as replacement positions for
retirement and that there will be some duplication over a short time. Mr. Smith further
stated that, in his opinion, the projected increase in customers and consumption are low.
Ms. Nolan acknowledged that, and stated that because of the optimistic projections of the
last studies, which were not met, the current Rate Study was prepared on a conservative
basis. Mr. Smith questioned whether the Utility has considered the costs associated with
proposed new developments in Lantz, to which Mr. Landers explained that such costs are
not in the Rate Study.

[63] Bob Doucet, a customer of the East Hants Regional Water Utility, further
questioned who pays for developments and system extensions. He was advised that the
Utility can only charge water rates which have been approved by the Board, while
Municipal taxes are outside of the Board’s jurisdiction. Board approval is required for any
infrastructure extensions and the Board reviews such requests based upon the principle
of cost neutrality, so that the existing Utility customers do not pay for new development.

[54] Fred Banister, an Enfield Councillor, opined that the proposed amalgamation
represents a solution to the problem that the Shubenacadie Utility cannot be sustained on
its own. He added that physically there will still be two separate systems and that the
application represents a passing of the financial burden from one area of the Municipality
to the other, with the East Hants Regional Water Utility receiving no benefit for subsidizing

the Shubenacadie Water Utility.

Document: 171280

2010 NSUARB 46 (CanLll)



-21 -

[55] Susan Horne, a resident of EiImsdale and a customer of the East Hants
Regional Utility, stated that she is concerned with the proposed increases. She also
questioned the benefit to the East Hants Regional Water Utility of amalgamation.

[56] The Board noted that this situation is not unique and that other municipalities

have proposed amalgamations to solve similar problems.

Vi MISCELLANEOUS RATES AND CHARGES
[57] In addition to the rates for water supply to its customers, the Application
requests approval of a number of miscellaneous rates and charges, as set out in the
response to Information Request IR-60 [Exhibit E-2].

[58] Proposed Item 1(c) of the Schedule of Rates and Charges states:

The rates as outlined above shall also be applicable to customers who are situated outside
of the boundary of East Hants. Other charges may be applicable for these customers as
negotiated by contract.

[59] Ms. Nolan explained that this note was added due to the pending legal
agreement with Irving Oil Limited to supply water outside of Municipal boundaries and it
is not certain at this time what other charges will be levied as a result of separate
contractual agreements. The Board explained that a customer of the Ultility is to be
charged the same rates whether it is located inside or outside of Municipal boundaries, and
that any other charges are not within the Board’s jurisdiction, so Item 1(c) should be

removed, to which the Applicant agreed.
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[60] Ms. Nolan noted that there is no change proposed to the bulk water rate in
the current Application, but that the rate will be reviewed in the future to ensure that the
users of the bulk water system pay full cost of the system.

[61] The Board noted that the Schedule of Rates and Charges proposes a
formula for each of the test years to determine the public fire protection charge, and that
generally a formula is only added in the last test year to be used to determine the public
fire protection charge in years beyond the test years. Ms. Nolan agreed that the formula
can be removed for the first two test years and modified in the third year.

[62] Rate 9 ‘Connection/Disconection/Reconnection Fee' is proposed in the Rate
Study to have a fee of $100 for work after normal working hours for first time violations and
$200 for successive violations. Ms. Nolan requested that the charge be changed to $200
for all work after normal working hours, as approved by Council.

[63] The Board questioned the contents of Rate 11 ‘Charge for Use of
Investigator/Collector’ which stated that a fee of $25 would be charged “if in the judgement
of the Utility it is warranted’. In response to Undertaking U-5, the Utility changed the
wording to “if it is determined that the account is correct’.

[64] During the hearing the Board noted a number of minor corrections to the
Schedule of Rates, such as changing the title of ltem 8 from ‘Unmetered Service’ to
‘Temporary Service’ and replacing the references to ‘Commission’ to ‘Utility’, which were
acknowledged by Ms. Nolan.

[65] As a part of the responses to the Undertakings, the Utility filed revised

Schedules of Rates and Charges which incorporated the changes noted above.
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Findings

[66] The Board has reviewed the proposed revised Schedule of Rates and
Charges, including responses to the Undertakings. The Board notes that the proposed
miscellaneous charges are generally consistent with other water utilities in the Province,
and finds them to be reasonable. Accordingly, the Board approves the miscellaneous
charges with the changes noted above and filed by the Applicant as a part of the
Undertaking responses. The Board expects that in future rate applications, the bulk water

charge will be calculated on a cost to operate basis.

VIl  SCHEDULE OF RULES AND REGULATIONS

[67] The current Schedules of Rules and Regulations of the two utilities are
similar. A list of the proposed changes to the current Schedule of Rules and Regulations
was provided in response to Information Request IR-61 [Exhibit E-2].

[68] The Board questioned the Utility with respect to the proposed Regulation 6(c)
‘Adjustment of Bills - Metered Customers Customer Overbilled’ in terms of how the
adjustment will be estimated by the Utility. In response to Undertaking U-G, the Applicant
revised the Regulation to state that the adjustment will be estimated by the Utility based
on the best available data from prior periods usage records for the ratepayer.

[69] The Board further questioned the variance of 4% in the proposed Regulation
19 ‘Meter Testing’ noting that it is high in comparison to other utilities. The Utility agreed

to amend the amount to 3%. It was further noted by the Board that there were instances
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in the proposed regulations where the word ‘Commission’ should be replaced with ‘Utility’,
which was acknowledged by Ms. Nolan.
[70] A revised Schedule of Regulations which included the changes noted above

was filed by the Applicant as a part of the Undertaking responses.

Findings

[71] The proposed Schedule of Rules and Regulations of the Ultility is generally
consistent with other water utilities in the Province which have had rate applications
recently approved by the Board. The Board finds the proposed changes to the Utility's
Schedule of Rules and Regulations, as filed with the Undertaking responses, to be

reasonable.

Viii CONCLUSION

[72] The Board approves the amalgamation of the existing two utilities of
Shubenacadie and East Hants Regional effective April 1, 2010, and the amalgamated
Utility is to be known as the “East Hants Water Utility”. The service area of the new Utility
will be the areas served by the current two utilities.

[73] The Board approves the Schedule of Rates and Charges for Water and
Water Services for each of the test years, as requested by the Applicant, with the
miscellaneous rates and charges as revised in the responses to the Undertakings. The
approved rates are effective April 1, 2010, April 1, 2011 and April 1, 2012, as proposed by

the Applicant and are attached hereto as Schedules “A”, “B” and “C”.
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[74] The approved Schedule of Rules and Regulations is attached hereto as
Schedule “D” and is effective April 1, 2010.

[75] The Applicant noted in its response to Undertaking U-2, which requested that
the Utility file a copy of the signed agreement with Irving Oil Limited, is not available and
will be filed in due course, once it is executed. The Utility is directed to ensure that the
rates charged are Board approved rates and to file this document when available.

[76] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 18" day of February 2010.

Yoyt U

Kulvinder S. Dhillon
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SCHEDULE “A”

V}@Q/\' MUNICIPALITY OF THE DISTRICT OF EAST HANTS

e

,ﬂ*/

EAST HANTS WATER UTILITY

Schedule of Rates and Charges
for water and water services supplied on and after April 1, 2010

The rates set out below are the rates approved by the Board for water and water services
when payment is made within twenty (20) days from the date rendered as shown on the

[T
01118

An interest rate of 1% per month will be charged to all outstanding accounts at the end of
each calendar month.

Each bill shall show the amount payable within twenty (20) days from the date rendered
as shown on the bill.

In this Schedule the word "Utility" means the East Hants Water Utility.

1. Metered Service

(a) Base Charges

Size of Meter Quarterly
518" $ 4419
3/4" 64.93
1" 106.42
1.5" 210.15
2" 334.62
3" 666.55

(b)  Consumption Rate

$9.38 per 1,000 gallons

Minimum Bills

The minimum bill for water service shall be the Base Charge.

Document #: 168416

2010 NSUARB 46 (CanlLll)



Schedule “A” -2-
East Hants Water Utility
Schedule of Rates

2.

Bulk Water Meter

$8.78 per 1,000 gallons.

Bulk water can only be obtained by Customers who have a Smart Card, on which
financial credits have been applied. A refundable deposit of $25.00 shall be
collected by the Utility when a Smart Card is provided to a customer. The $25.00
deposit shall be returned to the customer upon receipt of the Smart Card by the
Utility, following a verification that the Smart Card is in good working order. Lost or
stolen cards are the responsibility of the customer; failure to return the card to the
Utility will result in default of the Customer’s deposit.

Public Fire Protection Service

The Municipality of the District of East Hants shall pay the East Hants Water Utility
for Public Fire Protection Services the amount of $407,224 for twelve months
beginning April 1, 2010.

Rates for Sprinkler Systems

Each building having a sprinkler system installed shall pay annually for the service
as follows:

Each building having a sprinkler service pipe
of 6" or less in diameter $300.00

Each building serviced by a sprinkler service pipe
of 8" or more $400.00

The customer shall be responsible for the supply and installation, including all costs,
of a sprinkler service pipe from the main in the street to the building, including a
proper size control valve so that the service may be shut off if necessary. All
materials and procedures shall meet Utility standards. The Utility shall inspect the
installation of same. The portion of the service pipe that extends from the main to
the street line shall become the property of the Utility, and this portion shall be
maintained and eventually replaced by the Utility when necessary.
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Schedule “A” -3-
East Hants Water Utility
Schedule of Rates

5.

Rates for Privately Owned Hydrants

Privately owned hydrants supplied with water from the Utility’s system through a
connection which is not metered:

Per Hydrant per year $200.00

Water for Buildings or Works Under Construction

The Utility may furnish water to any person requiring a supply thereof for the
construction of a building or other works. This person shall deposit with the Utility
such sums as may be determined by the Utility as is sufficient to defray the cost of
making the necessary connection to any water service or main together with the
cost of the meter to be installed to measure the water consumed. Upon completion
of the work and the return of the meter to the Utility, a refund will be made for the
cost of the meter, after deducting the cost, if any, of repairing the meter and of
testing the same and after payment of the base and connection charges and the
consumption rates in respect to such installation.

Rates for Water Supplied from Fire Hydrants

Whenever the use of any fire hydrant is desired for supplying water for flushing
sewers, drains or any other purpose, excepting those of the Fire Department, the
Utility may grant a permit containing such terms and conditions as it considers
necessary, including arrangements regarding supervision of the opening and closing
of the hydrant and the keeping of a record of the time such hydrant is used. A
charge of $100.00 per permit shall be charged by the Utility. The Utility may also
recover the cost of staff time during supervision.

Temporary Service

When circumstances require that a service connection be made without a meter,
the minimum charge during the temporary service period shall be the Base Charge
prorated according to the length of time the temporary service is required. A charge
of $100.00 will apply for service connection.

Connection, Disconnection, Reconnection Fee

The Utility shall charge a $25.00 fee for the creation of a water account,
notwithstanding the fact that no physical disconnection of the system may have
occurred.
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Schedule “A” -4-
East Hants Water Utility
Schedule of Rates

10.

11.

12.

13.

The Utility shall charge a $40.00 fee for the installation of a water meter or the
inspection thereof. The fee shall be $200.00 when a meter is installed, or
inspection performed, after normal working hours of the Utility.

If a customer requests a meter replacement, not deemed necessary by the Utility,
or if the customer requests a type of meter other than that deemed appropriate by
the Utility (e.g. radio read vs. regular meter), the customer shall be responsible for
the full cost of the meter in addition to the installation fee.

When water service has been suspended for any violation of the Rules and
Regulations of the Ultility, such water service shall not be re-established until a
reconnection charge has been paid to the Utility. The fee shall be $40.00 for first
time violations and $75.00 for successive violations. The fee shall be $200.00 if
done after normal working hours of the Utility.

Charge for Non-Negotiable Cheque

The Utility shall charge a $25.00 administration fee for cheques that, due to non-
negotiability, have been rejected by the Utility's bank, or for payment through a pre-
authorized payment plan which has been reversed or dishonoured by the
bank/financial institution.

Charge for use of an Investigator/Collector

The Utility may charge a $25.00 fee for each visit by the Investigator/Collector to a
customer whose account is being disputed or whose account is past due, if it is
determined that the account is correct.

Charge for Missed Appointment by Customer

When an appointment has been made by a customer to have water service hooked
up or a meter installed, or the water turned on to a property, or another visit to the
property for the inception or maintenance of water service to the property and the
customer fails to keep the appointment or the plumbing is not completed to allow
for installation of a water meter and the Utility’s staff has to return to the property,
there may be a charge of $25.00 for each visit missed if, in the judgment of the
Utility, it is warranted.

Charge for Theft of Service

The Utility may charge penalties in addition to applicable water charge for each
illegal water connection as follows:
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Schedule “A” -5-
East Hants Water Utility
Schedule of Rates

14.

15.

1%t offence $200.00
2" offence $500.00

Special Service Charge

A special service charge of $50.00 ($200.00 if such work is performed after regular
working hours) shall be charged to each customer receiving a necessary or
requested service such as shutting off or turning on water service or other special
service not provided for elsewhere in the schedules or the rules and regulations.
In the case where the shutting off is requested because there is no operable shut-
off valve serving the dwelling, an isolation valve must be installed at the customer’s
expense.

Charge for Water Bill Copies

the Utility may charge a fee of $10.00 for every water bill copy issued outside of the
regular billing cycle.

HST will be added to all fees as required by law.
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‘( ”” MIUNICIPALITY OF THE DISTRICT OF EAST HANTS

EAST HANTS WATER UTILITY

Schedule of Rates and Charges
for water and water services supplied on and after April 1, 2011

The rates set out below are the rates approved by the Board for water and water services
when payment is made within twenty (20) days from the date rendered as shown on the
bill.

An interest rate of 1% per month will be charged to all outstanding accounts at the end of
each calendar month.

Each bill shall show the amount payable within twenty (20) days from the date rendered
as shown on the bill.

In this Schedule the word "Utility" means the East Hants Water Utility.

1. Metered Service

(a) Base Charges

Size of Meter Quarterly
5/8" $ 4457
3/4" 65.50
1" 107.35
1.5" 211.98
2" 337.53
3" 672.34

(b) Consumption Rate

$9.40 per 1,000 gallons

Minimum Bills

The minimum bill for water service shall be the Base Charge.

Document #: 168416

2010 NSUARB 46 (CanLll)



Schedule “B” -2-
East Hants Water Utility
Schedule of Rates

2.

Bulk Water Meter

$8.78 per 1,000 gallons.

Bulk water can only be obtained by Customers who have a Smart Card, on which
financial credits have been applied. A refundable deposit of $25.00 shall be
collected by the Utility when a Smart Card is provided to a customer. The $25.00
deposit shall be returned to the customer upon receipt of the Smart Card by the
Utility, following a verification that the Smart Card is in good working order. Lost or
stolen cards are the responsibility of the customer; failure to return the card to the
Utility will result in default of the Customer’s deposit.

Public Fire Protection Service

The Municipality of the District of East Hants shall pay the East Hants Water Utility
for Public Fire Protection Services the amount of $476,080 for twelve months
beginning April 1, 2011.

Rates for Sprinkler Systems

Each building having a sprinkler system installed shall pay annually for the service
as follows:

Each building having a sprinkler service pipe
of 6" or less in diameter $300.00

Each building serviced by a sprinkler service pipe
of 8" or more $400.00

The customer shall be responsible for the supply and installation, including all costs,
of a sprinkler service pipe from the main in the street to the building, including a
proper size control valve so that the service may be shut off if necessary. All
materials and procedures shall meet Utility standards. The Utility shall inspect the
installation of same. The portion of the service pipe that extends from the main to
the street line shall become the property of the Utility, and this portion shall be
maintained and eventually replaced by the Utility when necessary.
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Schedule “B” -3-
East Hants Water Utility
Schedule of Rates

5. Rates for Privately Owned Hydrants

Privately owned hydrants supplied with water from the Utility’s system through a
connection which is not metered:

Per Hydrant per year $200.00

6. Water for Buildings or Works Under Construction

The Utility may furnish water to any person requiring a supply thereof for the
construction of a building or other works. This person shall deposit with the Utility
such sums as may be determined by the Ultility as is sufficient to defray the cost of
making the necessary connection to any water service or main together with the
cost of the meter to be installed to measure the water consumed. Upon completion
of the work and the return of the meter to the Utility, a refund will be made for the
cost of the meter, after deducting the cost, if any, of repairing the meter and of
testing the same and after payment of the base and connection charges and the
consumption rates in respect to such installation.

7. Rates for Water Supplied from Fire Hydrants

Whenever the use of any fire hydrant is desired for supplying water for flushing
sewers, drains or any other purpose, excepting those of the Fire Department, the
Utility may grant a permit containing such terms and conditions as it considers
necessary, including arrangements regarding supervision of the opening and closing
of the hydrant and the keeping of a record of the time such hydrant is used. A
charge of $100.00 per permit shall be charged by the Utility. The Utility may also
recover the cost of staff time during supervision.

8. Temporary Service

When circumstances require that a service connection be made without a meter,
the minimum charge during the temporary service period shall be the Base Charge
prorated according to the length of time the temporary service is required. A charge
of $100.00 will apply for service connection.
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Schedule "B’ -4-
East Hants Water Utility
Schedule of Rates

9.

10.

11.

12.

Connection, Disconnection, Reconnection Fee

The Utility shall charge a $25.00 fee for the creation of a water account,
notwithstanding the fact that no physical disconnection of the system may have
occurred.

The Utility shall charge a $40.00 fee for the installation of a water meter or the
inspection thereof. The fee shall be $200.00 when a meter is installed, or
inspection performed, after normal working hours of the Utility.

If a customer requests a meter replacement, not deemed necessary by the Utility,
or if the customer requests a type of meter other than that deemed appropriate by
the Utility (e.g. radio read vs. regular meter), the customer shall be responsible for
the full cost of the meter in addition to the installation fee.

When water service has been suspended for any violation of the Rules and
Regulations of the Utility, such water service shall not be re-established until a
reconnection charge has been paid to the Utility. The fee shall be $40.00 for first
time violations and $75.00 for successive violations. The fee shall be $200.00 if
done after normal working hours of the Utility.

Charge for Non-Negotiable Cheque

The Utility shall charge a $25.00 administration fee for cheques that, due to non-
negotiability, have been rejected by the Utility’s bank, or for payment through a pre-
authorized payment plan which has been reversed or dishonoured by the
bank/financial institution.

Charge for use of an Investigator/Coliector

The Utility may charge a $25.00 fee for each visit by the Investigator/Collector to a
customer whose account is being disputed or whose account is past due, if it is
determined that the account is correct.

Charge for Missed Appointment by Customer

When an appointment has been made by a customer to have water service hooked
up or a meter installed, or the water turned on to a property, or another visit to the
property for the inception or maintenance of water service to the property and the
customer fails to keep the appointment or the plumbing is not completed to allow
for installation of a water meter and the Utility’s staff has to return to the property,
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Schedule “B” -5-
East Hants Water Utility
Schedule of Rates

13.

14,

15.

there may be a charge of $25.00 for each visit missed if, in the judgment of the
Utility, it is warranted.

Charge for Theft of Service

The Utility may charge penalties in addition to applicable water charge for each
illegal water connection as follows:

1%t offence $200.00
2" offence $500.00

Special Service Charge

A special service charge of $50.00 ($200.00 if such work is performed after regular
working hours) shall be charged to each customer receiving a necessary or
requested service such as shutting off or turning on water service or other special
service not provided for elsewhere in the schedules or the rules and regulations.
In the case where the shutting off is requested because there is no operable shut-
off valve serving the dwelling, an isclation valve must be installed at the customer’s
expense.

Charge for Water Bill Copies

the Utility may charge a fee of $10.00 for every water bill copy issued outside of the
regular billing cycle.

HST will be added to all fees as required by law.
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W SCHEDULE “C”

MUNICIPALITY OF THE DISTRICT OF EAST HANTS

EAST HANTS WATER UTILITY

Schedule of Rates and Charges
for water and water services supplied on and after April 1, 2012

The rates set out below are the rates approved by the Board for water and water services
when payment is made within twenty (20) days from the date rendered as shown on the
bill.

An interest rate of 1% per month will be charged to all outstanding accounts at the end of
each calendar month.

Each bill shall show the amount payable within twenty (20) days from the date rendered
as shown on the bill.

In this Schedule the word "Utility" means the East Hants Water Utility.

1. Metered Service

(a) Base Charges

Size of Meter ' Quarterly
5/8" $ 4510
3/4" 66.27
1" 108.62
1.5" 214 .48
2" 341.52
3" 680.30

(b) Consumption Rate

$9.55 per 1,000 gallons

Minimum Bills

The minimum bill for water service shall be the Base Charge.
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2.

Bulk Water Meter

$8.78 per 1,000 gallons.

Bulk water can only be obtained by Customers who have a Smart Card, on which
financial credits have been applied. A refundable deposit of $25.00 shall be
collected by the Utility when a Smart Card is provided to a customer. The $25.00
deposit shall be returned to the customer upon receipt of the Smart Card by the
Utility, following a verification that the Smart Card is in good working order. Lostor
stolen cards are the responsibility of the customer; failure to return the card to the
Utility will result in default of the Customer’s deposit.

Public Fire Protection Service

The Municipality of the District of East Hants shall pay the East Hants Water Utility
for Public Fire Protection Services the amount of $516,897 annually for twelve
months beginning April 1, 2012, and for years subsequent, the greater of this
amount ($516,897) or the total derived from the following formulae:

(a)  The sum of 33% of transmission and distribution, taxes and depreciation
expense of the Utility and return on rate base of the immediately preceding
year, plus

(b) 10% of all other expenses, whichever is greater.

Rates for Sprinkler Systems

Each building having a sprinkler system installed shall pay annually for the service
as follows:

Each building having a sprinkler service pipe
of 6" or less in diameter $300.00

Each building serviced by a sprinkler service pipe
of 8" or more $400.00

The customer shall be responsible for the supply and installation, including all costs,
of a sprinkler service pipe from the main in the street to the building, including a
proper size control valve so that the service may be shut off if necessary. All
materials and procedures shall meet Utility standards. The Utility shall inspect the
installation of same. The portion of the service pipe that extends from the main to
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the street line shall become the property of the Utility, and this portion shall be
maintained and eventually replaced by the Utility when necessary.

5. Rates for Privatelv Owned Hydrants

Privately owned hydrants supplied with water from the Utility’s system through a
connection which is not metered:

Per Hydrant per year $200.00

6. Water for Buildings or Works Under Construction

The Utility may furnish water to any person requiring a supply thereof for the
construction of a building or other works. This person shall deposit with the Utility
such sums as may be determined by the Ulility as is sufficient to defray the cost of
making the necessary connection to any water service or main together with the
cost of the meter to be installed to measure the water consumed. Upon completion
of the work and the return of the meter to the Utility, a refund will be made for the
cost of the meter, after deducting the cost, if any, of repairing the meter and of
testing the same and after payment of the base and connection charges and the
consumption rates in respect to such installation.

7. Rates for Water Supplied from Fire Hydrants

Whenever the use of any fire hydrant is desired for supplying water for flushing
sewers, drains or any other purpose, excepting those of the Fire Department, the
Utility may grant a permit containing such terms and conditions as it considers
necessary, including arrangements regarding supervision of the opening and closing
of the hydrant and the keeping of a record of the time such hydrant is used. A
charge of $100.00 per permit shall be charged by the Utility. The Utility may also
recover the cost of staff time during supervision.

8. Temporary Service

When circumstances require that a service connection be made without a meter,
the minimum charge during the temporary service period shall be the Base Charge
prorated according to the length of time the temporary service is required. A charge
of $100.00 will apply for service connection.
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9.

10.

11.

12.

Connection, Disconnection, Reconnection Fee

The Utility shall charge a $25.00 fee for the creation of a water account,
notwithstanding the fact that no physical disconnection of the system may have
occurred.

The Utility shall charge a $40.00 fee for the installation of a water meter or the
inspection thereof. The fee shall be $200.00 when a meter is installed, or
inspection performed, after normal working hours of the Utility.

If a customer requests a meter replacement, not deemed necessary by the Utility,
or if the customer requests a type of meter other than that deemed appropriate by
the Utility (e.g. radio read vs. regular meter), the customer shall be responsible for
the full cost of the meter in addition to the installation fee.

When water service has been suspended for any violation of the Rules and
Regulations of the Utility, such water service shall not be re-established until a
reconnection charge has been paid to the Utility. The fee shall be $40.00 for first
time violations and $75.00 for successive violations. The fee shall be $200.00 if
done after normal working hours of the Utility.

Charge for Non-Negotiable Cheque

The Utility shall charge a $25.00 administration fee for cheques that, due to non-
negotiability, have been rejected by the Utility’s bank, or for payment through a pre-
authorized payment plan which has been reversed or dishonoured by the
bank/financial institution.

Charge for use of an Investigator/Collector

The Utility may charge a $25.00 fee for each visit by the Investigator/Collector to a
customer whose account is being disputed or whose account is past due, if it is
determined that the account is correct.

Charge for Missed Appointment by Customer

When an appointment has been made by a customer to have water service hooked
up or a meter installed, or the water turned on to a property, or another visit to the
property for the inception or maintenance of water service to the property and the
customer fails to keep the appointment or the plumbing is not completed to allow
for installation of a water meter and the Utility’s staff has to return to the property,
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13.

14.

15.

there may be a charge of $25.00 for each visit missed if, in the judgment of the
Utility, it is warranted.

Charage for Theft of Service

The Utility may charge penalties in addition to applicable water charge for each
illegal water connection as follows:

15t offence $200.00
2" offence $500.00

Special Service Charge

A special service charge of $50.00 ($200.00 if such work is performed after regular
working hours) shall be charged to each customer receiving a necessary or
requested service such as shutting off or turning on water service or other special
service not provided for elsewhere in the schedules or the rules and regulations.
In the case where the shutting off is requested because there is no operable shut-
off valve serving the dwelling, an isolation valve must be installed at the customer’s
expense.

Charge for Water Bill Copies

the Utility may charge a fee of $10.00 for every water bill copy issued outside of the
regular billing cycle.

HST will be added to all fees as required by law.

Document #: 168416

2010 NSUARB 46 (CanLll)



SCHEDULE “D”

EAST HANTS WATER UTILITY

Schedule of Rules and Regulations
Applicable to the Supply of Water and Water Services

Effective April 1, 2010

In these Rules and Regulations, unless the context otherwise requires, the
expression:

"Municipality" means the Municipality of the District of East Hants.
"Utility" means the East Hants Water Ultility
"Clerk" means the Municipal Clerk of the Municipality of the District of East Hants.

"Customer" means a person, firm or corporation who, or which, contracts to be
supplied with water at a specific location or locations.

"Domestic Service" means the type of service supplied to the owner, his
authorized agent or to the occupant or tenant of any space or area occupied for the
distinct purpose of a dwelling house, rooming house, apartment, flat, etc.

"Commercial Service" means any type of service other than domestic service and
public fire protection service as herein defined.

Application for Service

The Utility may, before rendering service, require a regular application form signed
by the prospective customer.

Deposits

When required, such applicant for service shall deposit with the Utility a sum equal
to the estimated charges for such service for a period of six months. This deposit
shall be held by the Utility as collateral security for the payment of its bills, but is not
to be considered as a payment on account thereof. When such customer ceases
to use the service and discharges all his liability to the Utility in respect of such
service, the deposit shall be returned toc him, with interest calculated on a simple
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basis at the rate of bank prime less 2%, as measured at the beginning of the most
recent fiscal period of the Utility.

4. Refusal of Service

Service may be refused or suspended to any customer who has failed to discharge
all of his liabilities to the Utility.

5. Payment of Bills

Bills for metered service shall be rendered to customers, notin advance, atintervals
of three months. All bills shall be payable within twenty (20) days after the date
rendered, which date shall be clearly shown on the bill.

6. Adjustment of Bills - Metered Customers

(a)

(b)

Document #: 168416

If the seal of a water meter is broken, or if a water meter does not register
correctly, the bill for that service shall be estimated in accordance with the
best data available.

Customer Underbilled - Should it be necessary for the Utility to make a billing
adjustment as a result of a customer being underbilled for any reason, such
adjustment shall be retroactive for a maximum of six billings or 18 months
whichever is longer. Notwithstanding the above, in the event that a billing
adjustment is the result of the customer’s illegal connection to the water
system or wilful interference or damage of metering equipment, the billing
adjustment in such circumstances will not be limited to 18 months or 6 billing
periods, but rather the customer shall be responsible for all payments of
such accounts from the date such illegal connection or interference to meter
equipment took place.

Customer Overbilled - Should it become necessary for the Utility to make a
billing adjustment as a result of a customer being overbilled for any reason,
such adjustment will be estimated by the Utility based on the best available
data from prior period usage records for the ratepayer and the Utility will be
responsible for payment of the overbilled amount with interest calculated on
the basis of current simple interest at a rate of bank prime less 2% as
measured at the beginning of the most recent fiscal period of the Utility.
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7.

Liability for Pavment of Water Bill

An Agreement is deemed to exist between a customer and the Utility for the supply
of water service at such rates and in accordance with these regulations by virtue of:

(@)  The customer applying for and receiving approval for water service;

(b)  The customer consuming or paying for water service from the date that the
customer, who is a party to an agreement pursuant to clause (a) (the
customer of record), moves out of the premises, in which case the customer
of record shall remain jointly and severally liable for the water service
account, up to the date the Utility is notified in writing that the customer of

record wishes to terminate the supply of water service.

(c)  Any person, business or corporation that receives water service without the
consent of the Utility, shall be liable for the cost of such water service which
cost shall be determined in the sole discretion of the Utility based on its
reasonable estimate of the amount of water utilized.

(d) At the discretion of the Utility, a property owner who rents or leases a
property or self-contained unit to a tenant or lessee may be required to
contract for the provision of water at the address of the property rented or
leased.

Estimated Readings for Billing Purposes - Metered Customers

If the Utility is unable to obtain a meter reading for billing purposes, after exercising
due diligence in the usual practice of meter reading, the bill for that service shall be
estimated in accordance with the best data available, subject, however, to the
provision that in no circumstance will an estimated reading be used for more than
three consecutive billing periods. If an estimated bill is rendered for three
consecutive billing periods, the Utility shall notify the customer by registered mail
that arrangements must be made for the Ultility to obtain a reading and failing such
arrangements, the Utility may suspend service until such arrangements are made.
When such meter reading has been obtained, the previous estimated bill or bills
shall be adjusted accordingly.

Suspension of Service for Non-Payment of Bills

The Utility shall have the right to enter onto customers’ premises within reasonable
hours to suspend service to customers whose bills remain unpaid for more than
thirty (30) days after the date rendered.
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10.

11.

12.

13.

Resumption of Service

In all cases where water service has been suspended for non-payment of bills or
any violation of these Rules or Regulations, service shall not be restored until all
such arrears, together with a $40.00 reconnection charge, have been paid, and
where a violation existed, by the termination of the violation to the satisfaction of the
Utility and the payment of a $40.00 reconnection charge.

Public Fire Protection Service Charge

The Utility shall annually render to the Municipality of the District of East Hants, not
later than the last day of February, an account for fire protection service. Such
account shall be calculated in the manner set out in the Schedule of Rates.

Water to be Supplied by Meter

No water will be supplied to a domestic service or commercial service customer
without a meter first being connected to the service line except in emergency
situations, the Utility may elect to supply water to a customer without a meter on a
temporary basis. A meter shall be installed at the very earliest opportunity.

Installation, Removal and Selection of Meters

The Utility shall determine the size and type of meter to be installed in each case.
Ali meters shall be the property of the Utility.

In the case of multiple unit premises, the Utility may require separate meters for
each dwelling unit at its discretion.

Each metered service shall have a curb stop located at the property line to permit
control of the service. Each service line shall be metered individually.

The connection for the meters shall be installed with shut-off valves on both sides
of the meter, to the satisfaction of and without expense to the Utility and as
prescribed by the Utility.

If a meter is replaced at the request of a customer (not deemed necessary by the
Utility) or if a customer requests a meter of a type different than what is felt to be
necessary by the Utility (eg radio read vs. regular meter), the customer shall be
responsible for costs in accordance with the rates and fees schedule.
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14.

15.

16.

Meters shall be installed and removed only by employees of the Utility and no other
person shall install, alter, change or remove a meter without the written permission
of the Ultility. The connections for such meters shall be installed to the approval of
and at a charge to the customer as outlined in the Schedule of Rates.

Master Meters

In the case of any existing customer or customers served by the Utility with multiple
meters, the Utility may supply, at its own expense, a master meter (so called) and
install the same in a suitable frost-proof box constructed by the customers to be
serviced, to the satisfaction of the Utility where the service pipe for the customer(s)
joins the Utility’s main pipe. Each customer shall be liable to pay for the water
which passes through the customer’s own meter, but if the amount of the total
consumption of the individual meters is less than the amount of the water which
passes through the master meter, the difference in cost is to be divided equally
among the group of customers; and upon failure of customers to pay their portion
of this amount within forty (40) days after the bill is rendered, the Utility may
suspend the water service without notice.

All customers receiving water service where there is a master meter as hereinbefore
provided shall be jointly and severally liable for all the water passing through the
meter and also for the minimum charges as herein set forth.

The customer, or group of customers, as the case may be, shall be responsible for
the distribution of water from the Utility’s master meter to the properties of a
customer or customers, and the Utility shall be under no obligation to install,
maintain or replace any pipes, appliances, fixtures, or other apparatus connected
therewith.

Meter Readers

Each Meter Reader shall be provided with an official badge which he/she shall
exhibit on request.

Access to Customer’s Premises

Representatives of the Utility shall have right of access to all parts of a customer's
property or premises at all reasonable hours for the purpose of inspecting any water
pipes or fittings, or appliances, or discontinuing service, or for the purpose of
installing, removing, repairing, reading or inspecting meters. The Utility shall have
the right to suspend service to any customer who refuses such access.
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17.

18.

19.

Location of Meters

The Utility shall have the right to refuse service to, or suspend the service of, any
customer who does not provide a place which, in the opinion of the Utility, is suitable
for the meter. It should be in the building served, at or near the point of entry of the
service pipe, in a place where it can be easily read and where it will not be exposed
to freezing temperatures.

Where the premises of a customer are of such a nature that a meter cannot be
properly installed in a building or if the building is not sufficiently frost-proof as to
guarantee the safety of the meter, the Utility may order the construction of a suitable
frost-proof box in which the meter can be installed. Service to such premises may
be refused or suspended until such a frost-proof box approved by the Utility is
installed.

Damage to Water Meters

Each customer shall be responsible for the meter installed on his service and shall
protect it. He shall be liable for any damage to the meter resulting from
carelessness, hot water or steam, or the action of frost or from any other cause not
the fault of the Utility or its employees. The cost to the Utility occasioned by such
damage to the meter shall be paid by the customer. If after the rendering of a bill
by the Ultility to the customer for such cost, the same is not paid within thirty (30)
days from the date rendered, the supply of water to the customer concerned may
be suspended untii all charges are paid.

Meter Testing

On the request of a customer to have his meter tested, the Utility may charge a sum
equal to the estimated cost of making the test. If the test shows that the meter is
over-registering by more than 3%, the sum so deposited shall be refunded to the
customer, and the bill for service rendered to such customer shall be adjusted
accordingly.

Plumbing to be Satisfactory

All plumbing, pipes and fittings, fixtures, and other devices for conveying,
distributing, controlling, or utilizing water which are used by a customer and are not
the property of the Utility, shall be installed in the manner provided by the
Regulations of and be approved by the proper official of the Municipality of the
District of East Hants as set out in the By-Laws. The water shall not be turned on
(except for construction or testing purposes) until the applicant for service has
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satisfied the Ultility that these requirements have been met. The supply of water
may be discontinued to any customer at any time if, in the opinion of the proper
official of the Municipality of the District of East Hants, the plumbing, pipes, fittings,
fixtures, or other devices as hereinbefore mentioned, or any of them, fail to comply
with the above requirements, or if any part of the water system of such customer or
the meter is in any unsuitable, dirty, unsanitary or inaccessible place. Service shall
not be re-established until such condition is corrected to the satisfaction of the

Utility.

21. Cross Connection Control & Backflow Prevention

(a)

(c)

(d)
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No owner, consumer, customer or other person hereinafter collectively
referred to in this rule and regulation as “person” shall connect, cause to be
connected, or allow to remain connected to the water system, or plumbing
installation, without the express written consent of the Utility, any piping
fixtures, fittings, container or appliance in a manner which, under any
circumstances, may allow water, wastewater, or any other liguid, chemical
or substance, to ingress or egress the water system. Connection of any
customer’s installation served by the Utility to any other source of water
supply is prohibited.

Where, in the opinion of the Utility, there may be a risk of contamination to
the potable water system, notwithstanding the provisions of subparagraph
(a), the Utility may require the customer, at the customer’s sole cost and
expense, to install at any point on the customer’s water service connection
or water service pipe, one or more backflow prevention (BFP) devices, which
devices shall be of a quality and type approved by the Utility.

All BFP devices shall be maintained in good working order. Such devices
must be inspected and tested by a certified tester, approved by the Utility, at
the expense of the customer. Such inspections shall take place upon
installation, and thereafter annually, or more often if required by the Utility.
The customer shall submit a report in a form approved by the Utility on any
or all tests performed on a BFP device within 30 days of a test. A record
card shall be displayed on or adjacent to the BFP device on which the tester
shall record the name and address of the owner of the device; the location,
type, manufacturer, serial number and size of the device; and the test date,
the tester’s initials, the tester's name, the name of his employer, and the
tester’s license number.

Installation, maintenance, field-testing and selection of all BFP devices shall
fully conform to the latest revision of CSA B64.10 and CSA B64 series.
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22.

23.

24.

25.

(e) Inthe event of any breach, contravention or non-compliance by a person of
any of the provisions and regulations in sub-paragraphs (a), (b), (c) or (d),
the Utility may:

(i) suspend water service to such person, or

(i) give notice to the person to correct the breach, contravention or non-
compliance within 96 hours, or a specified lesser period. If the person
fails to comply with such notice, the Utility may immediately thereafter
suspend water service to such person.

Dangerous Connections

No connection shall be permitted to any installation, equipment or source in such
amanner as may allow any contamination to pass from such installation, equipment
or source into the Utility's water supply system. If any such connection exists, the
Utility may discontinue the supply of water to such customer.

Prohibited Devices

Service may be refused or suspended by the Utility to any customer who installs or
uses any device or appurtenance, as, for example, booster pumps, quick-opening
or quick-closing valves, flushometers, rodhopper water closets, water-operated
pumps or siphons, standpipes, or large outlets for supplying locomotives or ships,
etc., which may occasion sudden large demands of short or long duration, thereby
requiring oversize meters and pipe lines, or affect the stability or regulation of water
pressure in the Utility's system. Permission to install or use any such device or
appurtenance must be obtained from the Utility, which permission shall specify what
special arrangements, such as elevated storage tanks, or equalizing tanks, etc.,
must be provided by the customer.

Improper Use or Waste of Water

No customer shall permit the improper use or waste of water, nor shall he sell or
give water to any person except upon such conditions and for such purposes as
may be approved in writing by the Utility.

Service Pipes

Upon receipt of an application for service to any premises located on any portion of
a street through which portion a main water pipe is laid and which premises are not
already provided with water service, the Utility shall install a service pipe which is
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26.

27.

considered to be of suitable size and capacity. No pipe smaller than 1" in diameter
shall be laid for any service.

The cost of supplying and laying a 1" service pipe and fittings between the main
pipe and the street iine shail be paid by the Utility. From the street line to the
premises, the cost shall be paid by the customer.

For services larger than 1", the whole cost shall be borne by the customer. Should
any person make application for more than one service to his premises, the decision
as to the necessity of the additional service shall be made by the Utility, and if the
additional service is installed, the total cost thereof from the main to the customer’s
premises, shall be paid by such applicant.

All services must be installed in accordance with the Rules and Regulations of the
Municipality of the District of East Hants as set out in the By-Laws and to the
satisfaction of the Utility.

When a service has been installed without objection from the customer as to the
location of the same, no subsequent removal of or alteration to the position of the
pipe shall be made except at the expense of the customer requesting such removal
or alteration.

Repairs to Service

If a leak or other trouble occurs in a service pipe, it shall be repaired as soon as
possible. If the leak or trouble occurs between the main and the street line, it shall
be repaired by the Utility at its expense. If the leak or trouble occurs elsewhere on
the service, it shall be repaired by the customer at his expense. The Utility may
make such repairs for any customer provided the customer agrees to pay the cost
of same. When required, each customer desiring the Utility to do such work, shall
deposit with the Utility, a sum equal to the estimated cost of the work.

If a leak occurs on the customer's portion of his service pipe and, after being notified
of same, he refuses or unduly delays to have repairs made, the Utility may
discontinue the supply of water to such service pipe if, in its opinion, such action is
necessary in order to prevent wastage of water. The Ultility shall notify the customer
affected of its intention to discontinue such supply.

Unauthorized Extensions, Additions or Connections

No person shall, without the written consent of the Utility, make or cause to be made
any connections to any pipe or main or any part of the water system, or in any way
obtain or use water therefrom in any manner other than as set out in these
Regulations.
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28.

20.

30.

31.

32.

33.

Season for Laying Pipes

The Utility shall not be required to lay any pipe at any season of the year or at any
time which, in its opinion, is not suitable.

Sprinkler Service Pipes:

The customer shall be responsible for the cost of installing a sprinkler service pipe
from the main in the street to the building, including a proper size control valve so
that the service may be shut off if necessary. The Utility shall either install the
service pipe or it shall supervise the installation of same. The portion of the service
pipe that extends from the main to the street line shall become the property of the
Utility and its portion shall be maintained and eventually replaced by the Utility when
necessary.

Private Fire Protection

Fire protection lines within buildings shall be installed so that all pipes will be open
and readily accessible for inspection at any time, and no connection for any purpose
other than fire protection shail be made thereto. Unless approved by the Utility in
writing, no fire protection line shall be connected in any way to a metered service.
Payment for private fire protection service shall be at such rates as approved by the
Nova Scotia Utility and Review Board.

Liability of Utility

The Utility shall not be deemed to guarantee an uninterrupted supply or a sufficient
or uniform pressure and shall not be liable for any damage or injury caused or done
by reason of the interruption of supply, variation of pressure or on account of the
turning off or turning on of the water for any purpose.

Suspending Service for Violation

Whenever, in the opinion of the Utility, violation of any of these Rules and
Regulations is existing or has occurred, the Utility may cause the water service to
be suspended from the premises where such violation has occurred or is existing
and may keep the same so suspended until satisfied that the cause for such action
has been removed.

Interference with Utility Property

No person, unless authorized by the Ultility in writing, shall draw water from, open,
close, cut, break, or in any way injure or interfere with any fire hydrant, water main,
water pipe, or anything the property of the Utility or obstruct the free access to any
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34.

hydrant, stop cock, meter, railway siding, building, etc., provided, however, that
nothing in this paragraph contained shall be deemed to prevent an officer or
member of the Fire Department engaged in the work of such Department, from
using any hydrant or other source of water supply of the Utility for such purpose.

Conservation Directives

The Utility may enact conservation of water directives to its customers, if in the
opinion of the Utility, such directives will permit the Utility to provide a reliable,
continuous water supply to all customers serviced by the Utility.

During such times as these directives may be enacted, customers who do not
comply with the directives may have their water supply suspended until such time
as the customer will agree to comply with the directive or upon suspension of the
water conservation directive, whichever occurs first.

In the event that water is temporarily suspended for non-compliance of a water
conservation directive, the cost of turning on the service will be billed to the
customer.
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Ms. Patricia A. Wallace
President.
Union of British Columbia Municipalities

60 - 10551 Shellbridge Way
Richmond, BC V6X 2W9

Dear Ms. Wallace:

" 'Thank you for your letter of March 19, 2003 conveying the Union of British Columbia
Municipalities' (UBCM) additional views concerning the Government’s new Energy
Plan: "Energy for Qur Future: A Plan for BC."

With respect to electricity rates, the heritage contract will lock in the value of the existing
low-cast generation for the benefit of all British Columbians. Low-cost heritage power
will be made available to the distribution arm of BC Hydro. It will be blended with other
sources of electricity, such as power purchases from independent power producers (IPPs).
Customer electricity rates will be set to reflect the average cost of electricity, just as they
are set today. To ensure electricity rates are as low as possible, the British Columbia
Utilities Commission (BCUC) will review BC Hydro's electricity rates, as well as the
contracts between BC Hydro and IPPs, to ensure the contracts represent the best deal for
customers.

Electricity rates will be set on a postage stamp basis. This means all customers within a
particular customer class will receive the same rate, regardless of their location in the
Province. New rate structures will be developed, initially for large customers, to provide
them with an opportunity to save on their electricity bills through efficiency investments,
load shifting, or sourcing their electricity from other suppliers. I wish to stress these new
Tates are to provide large customers with an opportunity to reduce their electricity costs,
not to increase their costs.

Ministry of Offica of tha Minister Mﬂ-h&m e I';mnﬁon:
! PO rav arfiament Iuildlm!
Energy and Mines Victoria BC VBW 5E2 Victoria
Tolaphone: 250 387-5896 Website: [WWW.G

Facsimile: 250 258-2965
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BCUC reviews are public reviews, and all stakeholders, including local governments, are
welcome to participate and to provide input. The BCUC is currently reviewing the
Vancouver Island Generation Project, proposed for Nanaimo, as well as the terms of the

* 'proposed heritage contract. The UBCM and its members are welcome to participate in
these proceedings. BC Hydro will also apply to the BCUC for a rate review by

March 2004, and local governments are welcome to participate in that process as well.

The contact for background information on the BCUC, and how to participate in the
ongoing Vancouver Island Generation Project and heritage contract reviews, is as
follows:

Mr. Robert J. Pellatt

Commission Secretary

British Columbia Utilities Cornmission

Sixth Floor, 900 Howe Street

Box 250

Vancouver, BC V6Z 2N3

Telephone: (604) 660-4700

Facsimile: (604) 660-1102

BC Toll Free: 1-800-663-1385

Website: [ffp.//www bouc coml

With respect to local government involvement in IPPs siting and development, regulatory
~ agencies, such as the Environmental Assessment Office and Land and Water

British Columbia Inc., always confer with local governments during the review of
proposals. Local governments have authority over local zoning and planning issues and,
as such, can influence how or where projects are developed. As you may know, new
legislation is being considered that will require proponents to work with local approval
authorities to resolve issues. I understand you have had discussions on this issue with
Honourable Kevin Falcon, Minister of State for Deregulation.

On the issue of communities producing some or all of their own power, there is nothing
in the Energy Plan preventing this type of activity. Municipally owned utilities are not
subject to regulation by the BCUC for the electricity services they provide within
municipal boundaries. However, service outside municipal boundaries is subject to
BCUC regulation. There are currently six municipal utilities in British Columbia.
Except for the City of Nelson, which owns a hydro-clectric generating station on the
Kootenay River, these utilities source their power primarily from Aquila Networks
Canada and BC Hydro.


http://www.bcuc.com.
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The issue of revenue sharing is a complex one which will evolve. Accordingly, I am

not able to provide you with further information at this time, However, you may be
aware the new BC Heartlands Economic Strategy, announced in the Throne Speech, will
see economic development plans implemented across the Province, including investments
in transportation infrastructure, new opportunities for tourism, sport and recreation, and a
revitalized forest industry. As well, there will be job creation in coal bed methane, and
further activity in oil and gas exploration and development.

Your comment with regard to local government grants-in-lieu is noted. The Energy Plan
addresses your comments regarding resource adequacy, alternative energy, and energy
conservation, in a number of ways. For example, utilities, including BC Hydro, have a
responsibility to ensure they have sufficient supply to meet the needs of their customers.
The BCUC, as part of its supervisory functions, will review utility plans to ensure utilities
have adequate resources to meet their customers’ demands for electricity.

Alternative energy development is encouraged by the Energy Plan's requirement that
electricity distributors pursue a voluntary goal to acquire 50 percent of new supply from
BC Clean Electricity over the next 10 years,

The Energy Plan also has a number of Policy Action items to promote conservation.
These include:

¢ updating and expanding the Energy Efficiency Act;

. worhngthhthebmldmgmdustry governments and others to improve
energy efficiency in new and existing buildings;

» ' stepped rates to provide better price signals to large electricity consumers; and
amending the Utilities Commission Act to remove & disincentive for energy
distributors to invest in conservation and energy efficiency.

I trust this letter (along with my previous letter to you of March 5, 2003) will clarify the
issues raised by the UBCM Executive.

Sincerely,

'ORIGINAL SIGNED .|
© BY. MINISTER °

.. /4
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pc:  Honourable Kevin Falcon
; Minister of State for Deregulation

Mr. Robert J. Pellatt
Commission Secretary
British Columbia Utilities Commission
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Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 1
Rate Design Filing_Common Rates_ 2013 Test Year
SUMMARY (000's)
RATE 222
L.No. Particulars Reference Total RATE 1 RATE 2 RATE 42 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/272
1 REVENUES
2 Total Revenues at Proposed 2013 FEI Rates line3+line4 $ 26,314 $ 17,638 $ 5428 $ - $ - $ - $ 2,486 $ 690 $ 72
3 Revenue Margin at Proposed 2013 FEI Rates $ 13,916 $ 9,402 $ 2538 $ - $ - $ - $ 1,301 $ 602 $ 72
4 Total Cost of Gas * $ 12,398 § 8,236 $ 2,890 $ - $ - $ - $ 1,185 § 87 § -
5
6 COST OF SERVICE
7 Total Utility Cost of Service line8+1ne9 $ 30,782 $ 21,602 $ 5831 $ . $ . $ . $ 2,584 $ 740 $ 25
8 Cost of Service Margin $ 18,384 $ 13,366 $ 2,942 $ - $ - $ - $ 1,399 § 653 $ 25
9  Total Cost of Gas * $ 12,398 $ 8,236 $ 2,890 $ - $ - $ - $ 1,185 $ 87 $ -
10
11 REVENUE TO COST RATIO
12 Revenue to Cost Ratio at Proposed 2013 FEI Rates 85% 82% 93% 96% 93% 291%
13
11 SURPLUS / DEFICIT
12 Total Surplus / Deficit line2-line7 $ (4,468)
13 % increase to Equal Allocated Cost 32.1%
14
15 REVENUES (adjusted to equal COS)
16  Total Adjusted Revenues at Proposed 2013 FEI Rates line 17 +line9 $ 30,782 $ 20,657 $ 6,243 $ . $ . $ . $ 2,904 $ 883 $ 95
17 Total Adjusted Revenue Margin at Proposed 2013 FEI Rates  line 3 x line 13 $ 18,384 $ 12,421 $ 3,353 $ - $ - $ - $ 1,719 § 79 $ 95
18
19 REVENUES (adjusted for R/C RATIOS) $ 30,782 $ 20,657 $ 6,243 $ - $ - $ - $ 2,904 $ 883 $ 95
20 COST OF SERVICE (adjusted for R/C RATIOS) ! $ 30,782 $ 21,602 $ 5831 $ - $ - $ - $ 2,584 % 740 $ 25
21
22 REVENUE TO COST RATIO
23 Revenue to Cost Ratio line 19/ line 20 100% 95.6% 107.1% 112.4% 119.4%
24
25 REVENUE REBALANCING
26 Adjustment $ - 8 - 8 - 8 - 8 - 8 -3 -3 - 38 -
27 Total Revenues at Proposed Rates line 28 +line9 $ 30,782 $ 20,657 $ 6,243 $ . $ . $ . $ 2,904 $ 883 $ 95
28 Total Revenue Margin at Proposed Rates line 17 +line 26 $ 18,384 $ 12,421 $ 3,353 $ - $ - $ - $ 1,719 § 79 $ 95
29
30 PROPOSED REVENUE TO COST RATIO
31 Revenue to Cost Ratio at Proposed Rates line 27 / line 20 100.0% 95.6% 107.1% 112.4% 119.4%
Note:

1. The revenues (line 27 and line 19) and cost of service (line 20) include the imputed COG number for Rate 23, 25 and 27. This is shown only for the purposes of presenting the Revenue to Cost Ratios.

Please note that Rates 23, 25 and 27 do not pay for commodity and midstream charges.
2. Rate 4 is a seasonal service and Rates 22 and Rate7/27 are interruptible customer classes. The revenue to cost ratio for Rate 4, Rate 22 and Rate 7/27 are not shown in the schedule above as
these rate classes do not drive system capacity additions and therefore, no demand-related costs are allocated to these customer classes in the COSA Study.

3. Cost of Gas forecast is based on five-day average forward prices at August 16, 17, 18, 19, and 22, 2011, and the propane gas cost forecast is based on the Mt. Belvieu propane swap prices at August 22, 2011,

consistent with the forward pricing utilized in the 2011 Third Quarter Gas Cost reports for the various entities / service areas.



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 2
Rate Design Filing_Common Rates_ 2013 Test Year
FUNCTIONALIZATION (000's)
Gas Supply LNG Storage LNG Storage Transmission  Transmission Distribution Marketing Customer
L.No. Particulars Total Operations SCP Accounting
1  Total Operating & Maintenance Expense $ 5967 $ 2 9 89 $ $ 1,062 $ 141§ 2,743 $ 129 § 1,799
2 BCH Capacity Right $ - 3 - 8 - 38 $ - 8 -3 -3 - 38 -
3 Property & Sundry Taxes $ 1,570 $ - $ 14 $ $ 547 $ - $ 1,009 $ - $ -
4 Depreciation Expense $ 4,039 $ 23 78 3% $ 772 $ 190 $ 2,99 $ - $ -
5  Amortization Expense $ 330 $ 09 2 9 $ 234 $ (70) $ 46 $ 116 $ 1
6 Other Operating Revenue $ (1,145) $ -3 -8 $ (534) $ 471) $ (80) $ -8 (59)
7 Other Earned Return Provisions $ - $ - $ - $ $ - $ - $ - $ - $ -
8 Income Tax $ 888 $ 2 % 18 $ $ 287 $ - $ 581 $ - $ -
9 Earned Return $ 6,736 $ 14 $ 134 $ $ 2177 $ - $ 4411 $ - $ -
10 $ 18385 $ 20 $ 336 $ $ 4545 $ (209) $ 11,707 $ 245 $ 1,741
11
12 Cost of Gas - Commodity $ 8,792 $ 8,792 $ -3 $ - 38 - 8 -3 - 38 -
13 Cost of Gas - Midstream $ 3,606 $ 3,606 $ - $ $ - $ - $ - $ - $ -
14 $ 30,783 $ 12,418 $ 336 $ $ 4545 $ (209) $ 11,707 $ 245 $ 1,741



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 3
Rate Design Filing_Common Rates_ 2013 Test Year
RATE BASE SUMMARY - CLASSIFICATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Gas Plant in Service

2 Total Gas Plant in Service $ 117864 $ 83,594 $ 20,183 $ $ $ - 0% 9,385 $ 4,626 $ 77
3 Demand $ 62,525 $ 36,081 $ 13,713 § $ $ $ 8298 $ 4432 § -
4 Customer $ 55,096 $ 47,355 $ 6411 § $ $ $ 1,060 $ 193§ 77
5 Energy $ 244§ 158§ 58 $ $ $ $ 27§ 0 $ -
6 Total Accumulated Depreciation $ (32,818) $ (23,044) $ (5,671) $ $ $ - 0% (2,718) $ (1,370) $ (15)
7 Demand $ (18,727) $ (10,794) $ 4,112) $ $ $ $ (2,490) $ (1,330) $ -
8 Customer $ (14,064) $ (12,233) $ (1,552) $ $ $ $ (224) $ (40) $ (15)
9 Energy $ (27) $ (17) $ ) $ $ $ $ () s 0) 8 -
10 TOTAL Net Plant $ 85,046 $ 60,550 $ 14,512 $ $ $ - 0% 6,667 $ 3,256 $ 61
11 Demand $ 43798 $ 25287 § 9601 § $ $ $ 5808 $ 3102 $ -
12 Customer $ 41,032 $ 35122 § 4,859 § $ $ $ 835 §$ 154§ 61
13 Energy $ 217§ 141§ 52 § $ $ $ 24§ 0 $

14

15 Contribution In Aid of Construction

16 Total CIAC $ (5,628) $ (4,186) $ (894) $ $ $ - 0% (370) $ (174) $ (5)
17 Demand $ (2,168) $ (1212) $ 491) $ $ $ $ (303) $ (162) $ -
18 Customer $ (3,460) $ (2973) $ (403) $ $ $ $ 67) $ (12) $ (5)
19 Energy $ (1) s (0) 8 ) $ $ $ $ ) 8 0) 8 -
20 Total Accumulated Amortization $ 1,593 $ 1,217 $ 242 $ $ $ - 0% 92 $ 42 % 2
21 Demand $ 478 § 258§ 12§ $ $ $ 70 $ 38 -
22 Customer $ 1,115 $ 958 $ 130 § $ $ $ 21 $ 4 % 2
23 Energy $ 0 s 0 s 0 s $ $ $ 0s$ 0 s -
24 Total Net Contribution $ (4,035) $ (2,969) $ (652) $ $ $ - 0% (278) $ (133) $ 3)
25 Demand $ (1,690) $ (954) $ (379) $ $ $ $ (233) $ (124) $ B
26 Customer $ (2,344) $ (2,015) $ (273) $ $ $ $ 45) $ ®) $ 3)
27 Energy $ () 8 ) 8 ) $ $ $ $ ) 8 ) 8 -
28

29 Work in Progress, no AFUDC $ 524 $ 353 $ 9% $ $ $ -8 49 $ 25 $ 0
30 Demand $ 356 $ 209 $ 78 $ $ $ 46 $ 24§ -
31 Customer $ 167 $ 144§ 19 § $ $ $ 3% 13 0
32 Energy $ 18 18 0 s $ $ $ 0 s 0 s

33

34 Unamortized Deferred Charges

35 Total Unamortized Deferred Charges - Rate Base $ 1,640 $ 761 $ 444 $ $ $ -8 291 $ 145 $ (2)
36 Demand $ 2,329 $ 1419 § 481§ $ $ $ 280 $ 149§ -
37 Customer $ (1,017) $ (869) $ (115) $ $ $ $ (25) $ ) $ (2)
38 Energy $ 328§ 212§ 78 $ $ $ $ 36 $ 2 3 -
39

40 Cash Working Capital $ 288 $ 199 $ 52 $ $ $ - 0% 27 $ 9 3 0
41 Demand $ 9% $ 56 $ 21§ $ $ $ 12 % 78 -
42 Customer $ 102§ 85 § 10 § $ $ $ 5 8 19 0
43 Energy $ 9 $ 58 §$ 21§ $ $ $ 10 § 19

44

45 Other Working Capital

46 Total Other Working Capital $ 3,013 $ 1,774 $ 652 $ $ $ - 0% 382 $ 206 $ 1)
47 Demand $ 3,163 $ 1,89% $ 665 $ $ $ $ 392 § 209 $ -
48 Customer $ (149) $ (122) $ (13) $ $ $ (10) $ (3) $ 1)
49 Energy $ ) $ () $ ) $ $ $ $ ) 8 ) 8 -
50

51 LILO, Capital Efficiency Mechanism, Others $ (34) $ (26) $ (5) $ $ $ -8 2 $ 1) $ 0)
52 Demand $ 9 $ 5 $ 2 $ $ $ $ 18 18 -
53 Customer $ (25) $ (22) $ 3) % $ $ $ 0 $ 0) 8 0)
54 Energy $ - $ -8 - 8 -
55

56 $ 86442 $ 60643 $ 15100 $ $ $ - % 7,137 $ 3,507 $ 56
57 Demand $ 48,042 $ 27,909 $ 10,463 $ $ $ $ 6,304 $ 3366 $ -
58 Customer $ 37,765 $ 32,323 § 4,485 § $ $ $ 763 $ 138§ 56
59 Energy $ 636 $ 411§ 152§ $ $ $ 70 $ 38



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 4

Rate Design Filing_Common Rates_ 2013 Test Year

COST OF SERVICE SUMMARY - CLASSIFICATION (000's’

RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Operating & Maintenance Expense
2 Total Operating & Maintenance Expense $ 5967 $ 4,395 $ 856 $ - $ - $ - $ 484 $ 217 % 14
3 Demand $ 2271 $ 1,318 § 495 $ $ $ $ 299 $ 159 $ -
4 Customer $ 3,693 $ 3,076 $ 361 $ $ $ $ 186 $ 57 $ 14
5 Energy $ 2% 2 % 13 $ $ $ 0 s 0 $ -
6 BCH Capacity Right $ - $ - $ - $ - $ - $ - $ - $ - $ -
7 Demand $ $ -8 -8 $ $ $ - 8 -8 -
8 Customer $ $ -8 -8 $ $ $ - 8 - 8 -
9 Energy $ - 8 -8 - 8 $ $ $ - 8 - 8 -
10 Property & Sundry Taxes $ 1570 $ 1,097 $ 276 $ - $ - $ - $ 131 $ 65 $ 1
11 Demand $ 873 § 502 $ 192§ $ $ $ 117§ 62 $ -
12 Customer $ 697 $ 595 $ 83 §$ $ $ $ 15 $ 38 1
13 Energy $ - 8 -8 - 8 $ $ $ - 8 -8 -
14 Depreciation Expense $ 4,039 $ 2,944 $ 674 $ - $ - $ - $ 285 $ 131 $ 5
15 Demand $ 1,703 §$ 990 $ 371§ $ $ $ 223§ 19 § -
16 Customer $ 2,334 $ 1,953 $ 303 $ $ $ $ 62 $ 12§ 5
17 Energy $ 2% 13 0$ $ $ $ 0 s 0 $ -
18 Amortization Expense $ 329 $ 201 $ 68 $ - $ - $ - $ 39 $ 21 $ 0
19 Demand $ 311§ 186 $ 66 $ $ $ $ 39 $ 21§ -
20 Customer $ 18 $ 16 $ 28 $ $ $ 0$ 0 $ 0
21 Energy $ 0$ 0 $ 0$ $ $ $ 0$ 0 $ -
22 Other Operating Revenue $ (1,145) $ (713) $ (228) $ -0 -8 -8 (134) $ (70) $ (0)
23 Demand $ (1,026) $ (613) $ (217) $ $ $ $ (128) $ (68) $ -
24 Customer $ (119) $ (99) $ (12) $ $ $ $ ®) 8 2) 8 )
25 Energy $ - 8 -8 - 8 $ $ $ - 8 -8 -
26 Income Tax $ 888 $ 634 $ 151 $ - $ - $ - $ 69 $ 34 $ 1
27 Demand $ 453§ 262§ 99 $ $ $ $ 60 $ 32 % -
28 Customer $ 433 § 370 § 51§ $ $ $ 9 $ 2 $ 1
29 Energy $ 2% 13 0$ $ $ $ 0 s 0$ -
30 Earned Return $ 6,736 $ 4,807 $ 1,145 $ - $ - $ - $ 524 % 255 $ 5
31 Demand $ 3,438 §$ 1,988 §$ 753 $ $ $ $ 455§ 243§ -
32 Customer $ 3,284 $ 2810 $ 389 §$ $ $ $ 67 $ 12§ 5
33 Energy $ 14 $ 9 39 $ $ $ 23 0 $ -
34

35 $ 18384 $ 13366 $ 2,942 $ - $ -8 - 0% 1,399 $ 653 $ 25
36 Demand $ 8,023 $ 4632 $ 1,759 §$ $ $ $ 1,064 $ 568 $ -
37 Customer $ 10,340 $ 8721 §$ 1,178 $ $ $ $ 333§ 84 $ 25
38 Energy $ 20 $ 13 $ 59 $ $ $ 23 0 $ -
39 Cost of Gas - Commodity $ 8,792 $ 5813 $ 2,039 $ - $ - $ - $ 869 $ 72 % -
40 Demand $ -3 -8 -8 $ $ $ -8 - 8 -
41 Customer $ -3 -8 -8 $ $ $ - 8 - 8 -
42 Energy $ 8792 $ 5813 § 2,039 $ $ $ $ 869 $ 72 % -
43 Cost of Gas - Midstream $ 3,606 $ 2,423 $ 851 $ - $ - $ - $ 316 $ 16 $ -
44 Demand $ 3,606 $ 2423 $ 851 $ $ $ $ 316 $ 16 $ -
45 Customer $ $ -8 -8 $ $ $ - 8 - 8 -
46 Energy $ - 8 -8 - 8 $ $ $ - 8 - 8 -
47 $ 30,782 $ 21602 $ 5831 $ - $ -8 - 0% 2,584 $ 740 $ 25
48 Demand $ 11,629 § 7,055 §$ 2610 $ $ $ $ 1,380 $ 584 §$ -
49 Customer §$ 10,340 § 8721 §$ 1,178 $ $ $ $ 333 $ 84 $ 25
50 Energy $ 8813 $ 5827 §$ 2,044 $ $ $ $ 871 $ 72 % -



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 5
Rate Design Filing_Common Rates_ 2013 Test Year
RATE BASE SUMMARY - FUNCTIONALIZATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27

1 Gas Supply Operations $ 636 $ 411 $ 152 % $ $ $ 70 $ 3 % -
2 Demand $ -3 -3 -8 $ $ $ - 8 - 8 -
3 Customer $ -8 -8 -8 $ $ $ -8 -3 -
4 Energy $ 636 $ 411§ 152§ $ $ $ 70 $ 33 -
5

6 LNG Storage Tilbury $ 1419 $ 851 $ 299 $ $ $ $ 176 $ 94 % -
7 Demand $ 1419 §$ 851 $ 299 $ $ $ $ 176 $ 9 $ -
8 Customer $ -3 -3 -3 $ $ $ -8 - 8 -
9 Energy $ - 8 - 8 -8 $ $ $ -8 - 8 -
10

11 LNG Storage Mt. Hayes $ - $ - $ - $ $ $ $ - $ - $ -
12 Demand $ -3 -3 -8 $ $ $ - 8 - 8 -
13 Customer $ -8 -8 -8 $ $ $ -8 -3 -
14 Energy $ -3 - 8 -8 $ $ $ - 8 - 8 -
15

16 Transmission $ 32,155 $ 19,272 $ 6,769 $ $ $ $ 3,988 $ 2,126 $ -
17 Demand $ 32,155 $ 19,272 $ 6,769 $ $ $ $ 3,988 $ 2,126 $ -
18 Customer $ -3 -3 -3 $ $ $ -8 - 8 -
19 Energy $ - 8 - 8 -8 $ $ $ -8 - 8 -
20

21 Transmission SCP $ (70) $ 42) $ (15) $ $ $ $ 9 $ 5) $ -
22 Demand $ (70) $ (42) $ (15) $ $ $ $ © $ (5)$ -
23 Customer $ - 8 -8 -8 $ $ $ -8 -3 -
24 Energy $ -3 -3 - % $ $ $ -8 -3 -
25

26 Distribution $ 51,624 $ 39,779 $ 7,731 $ $ $ $ 2,819 $ 1,238 $ 57
27 Demand $ 13,694 $ 7,323 $ 3233 § $ $ $ 2,044 $ 1,095 $ -
28 Customer $ 37,930 $ 32,456 $ 4,498 $ $ $ $ 776 $ 143§ 57
29 Energy $ - 8 - 8 -8 $ $ $ - 8 - 8 -
30

31 Marketing $ 747 $ 427 % 170 $ $ $ $ 97 $ 53 $ 1)
32 Demand $ 843 § 505 $ 178§ $ $ $ 105 $ 56 $ -
33 Customer $ (96) $ (78) $ 8) $ $ $ $ (8) $ (3) 8 (1)
34 Energy $ -3 -3 - % $ $ $ -8 -3 -
35

36 Customer Accounting $ 69) $ (55) $ 5) $ $ $ $ 5) $ 2 $ (0)
37 Demand $ -8 - 8 - 8 $ $ $ -8 - 8 -
38 Customer $ 69) $ (55) $ (5) $ $ $ $ 5) % () % )
39 Energy $ -8 -8 -8 $ $ $ -8 -3 -
40

41 $ 86442 $ 60,643 $ 15100 $ $ $ $ 7,137 $ 3507 $ 56
42 Demand $ 48,042 $ 27,909 $ 10,463 $ $ $ $ 6,304 §$ 3,366 $ -
43 Customer $ 37,765 $ 32,323 § 4,485 $ $ $ $ 763 $ 138 $ 56
44 Energy $ 636 $ 411§ 152§ $ $ $ 70 $ 33 -



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 6
Rate Design Filing_Common Rates_ 2013 Test Year
COST OF SERVICE SUMMARY - FUNCTIONALIZATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Gas Supply Operations $ 12,418 $ 8,249 $ 2,804 $ $ $ $ 1,187 $ 87 $ -
2 Demand $ 3,606 $ 2,423 $ 851 § $ $ $ 316 $ 16 $ -
3 Customer $ -8 -8 -8 $ $ $ -8 -3 -
4 Energy $ 8813 §$ 5827 $ 2,044 $ $ $ $ 871 § 72 % -
5

6 LNG Storage Tilbury $ 336 $ 201 $ 71 % $ $ $ 42 % 22 $ -
7 Demand $ 336 $ 201 $ 7% $ $ $ 42 3 22 $ -
8 Customer $ -3 -3 -3 $ $ $ -8 - 8 -
9 Energy $ - 8 - 8 -8 $ $ $ -8 - 8 -
10

11 LNG Storage Mt. Hayes $ - $ - $ - $ $ $ $ - $ - $ -
12 Demand $ -3 -3 -8 $ $ $ - 8 - 8 -
13 Customer $ -8 -8 -8 $ $ $ -8 -3 -
14 Energy $ -3 - 8 -8 $ $ $ - 8 - 8 -
15

16 Transmission $ 4,545 $ 2,724 $ 957 $ $ $ $ 564 $ 300 $ -
17 Demand $ 4545 $ 2,724 $ 957 $ $ $ $ 564 $ 300 $ -
18 Customer $ -3 -3 -3 $ $ $ -8 - 8 -
19 Energy $ - 8 - 8 -8 $ $ $ -8 - 8 -
20

21 Transmission SCP $ (209) $ (125) $ 44) $ $ $ $ (26) $ 14) $ -
22 Demand $ (209) $ (125) $ (44) $ $ $ $ (26) $ (14) $ -
23 Customer $ - 8 -8 -8 $ $ $ -8 -3 -
24 Energy $ -3 -3 - % $ $ $ -8 -3 -
25

26 Distribution $ 11,707 $ 8,971 $ 1,780 $ $ $ $ 657 $ 287 $ 14
27 Demand $ 3,237 § 1,763 $ 751 $ $ $ $ 471 $ 252§ -
28 Customer $ 8,470 $ 7,207 $ 1,028 $ $ $ $ 186 $ 35 $ 14
29 Energy $ - 8 - 8 -8 $ $ $ - 8 - 8 -
30

31 Marketing $ 244  $ 173  $ 34 $ $ $ $ 24 $ 11 % 1
32 Demand $ 115§ 69 $ 24 $ $ $ $ 14 $ 8 $ -
33 Customer $ 129 § 104 $ 10 $ $ $ $ 10 $ 33 1
34 Energy $ -3 -3 - % $ $ $ -8 -3 -
35

36 Customer Accounting $ 1,741 $ 1,409 $ 139 % $ $ $ 136 $ 46 $ 10
37 Demand $ -8 - 8 - 8 $ $ $ -8 - 8 -
38 Customer $ 1,741 $ 1,409 $ 139§ $ $ $ 136 $ 46 $ 10
39 Energy $ -8 -8 -8 $ $ $ -8 -3 -
40

41 $ 30782 $ 21,602 $ 5831 $ $ $ $ 2584 $ 740 $ 25
42 Demand $ 11,629 $ 7,055 $ 2,610 $ $ $ $ 1,380 $ 584 §$ -
43 Customer $ 10,340 $ 8,721 $ 1178 $ $ $ $ 333 §$ 84 $ 25
44 Energy $ 8813 §$ 5827 $ 2,044 $ $ $ $ 871 § 72 % -



Columbia (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 7

Rate Design Filing_Common Rates_ 2013 Test Year

ALLOCATORS SUMMARY (000's)

RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Billing Determinants
2 Sales Volume (TJ) 1,655 611 0 0 0 416 330 37
3  Midstream Sales Volume (TJ) 2,567 1,655 611 0 0
4 Commodity Sales Volume (TJ) 2,200 1,455 510 0 0 0 350 330 37
5 Average No. of Customers 20,940 2,068 0 0 0 106 10 2
6
7  Cost of Service Margin $ 18,384 $ 13,366 $ 2,942 $ $ $ - $ 1,399 $ 653 $ 25
8 Demand $ 8,023 $ 4632 $ 1,759 $ $ $ -8 1,064 $ 568 §$ -
9 Unit Demand Charge ($/GJ) $ 318 §$ 345 § $ $ -8 304 §$ 172§ -
10 Customer $ 10,340 $ 8721 § 1,178 § $ $ -8 333 § 84 $ 25
11 Unit Customer Charge ($/GJ) $ 6.00 $ 231 §$ $ $ -8 095 $ 026 $ 0.67
12 Energy $ 20 $ 13 $ 59 $ $ -8 2% 0 s -
13 Unit Energy Charge ($/GJ) $ 001 $ 001 $ $ $ -8 001 $ 0.00 $ -
14
15 Unit Cost of Service Margin ($/GJ) $ 8.08 $ 481 $ $ $ -8 336 $ 198 $ 0.67
16
17 Cost of Gas - Commodity $ 8,792 $ 5813 $ 2,039 $ $ $ - $ 869 $ 72 % -
18 Demand $ -3 -8 - 8 $ $ - 8 - 8 -3 -
19 Customer $ -8 -3 -8 $ $ -8 -8 - 8 -
20 Energy $ 8792 $ 5813 §$ 2,039 $ $ $ -8 869 $ 2% -
21 Unit Cost of Gas - Commodity ($/GJ) $ 3.997 $ 3.997 $ $ $ -8 2479 $ 0217 $ -
22
23 Cost of Gas - Midstream $ 3,606 $ 2,423 $ 851 $ $ $ - $ 316 $ 16 $ -
24 Demand $ 3,606 $ 2423 § 851 § $ $ -8 316 $ 16 § -
25 Customer $ -8 -3 -8 $ $ -8 -8 - 8 -
26 Energy $ $ -8 - 8 $ $ - 8 - 8 - 8 -
27 Unit Cost of Gas - Midstream ($/GJ) $ 167 $ 167 $ $ $ -8 090 $ 0.05 $ -
27
28 Total Utility Cost of Service $ 30,782 $ 21,602 $ 5831 $ $ $ - $ 2,584 $ 740 $ 25
29 Demand $ 11,629 § 7,055 § 2,610 $ $ $ -8 1,380 $ 584 § -
30 Customer $ 10,340 $ 8721 § 1,178 $ $ $ -8 333 $ 84 § 25
31 Energy $ 8,813 § 5827 §$ 2,044 $ $ $ -8 871 § 2% -
32 Unit Cost of Service ($/GJ) $ 1485 $ 1143 $ $ $ - $ 738 $ 225 % 0.67
33
34 Total Revenues @ Proposed Rates $ 30,782 $ 20,657 $ 6,243 $ $ $ - $ 2,904 $ 883 $ 95
35 Unit Rate ($/GJ) $ 1420 $ 1224 $ $ $ - 0% 829 $ 268 $ 2.56
36
37 Total Revenue Margin @ Proposed Rates $ 18,384 $ 12,421 $ 3,353 $ $ $ - 0% 1,719 $ 796 $ 95
38 Unit Rate ($/GJ) $ 854 $ 657 $ $ $ - $ 491 $ 241 % 2.56



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 1
Rate Design Filing_Common Rates_ 2013 Test Year
SUMMARY (000's)
RATE 222
L.No. Particulars Reference Total RATE 1 RATE 2 RATE 42 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/272
1 REVENUES
2 Total Revenues at Proposed 2013 FEI Rates line3+line4 $ 252514 $ 167,925 $ 49,659 $ 619 $ 50 $ - $ 23,762 $ 8,937 $ 1,563
3 Revenue Margin at Proposed 2013 FEI Rates $ 136,686 $ 91431 § 23,805 $ 173 $ 25 $ - $ 12,452 $ 7273 $ 1,526
4 Total Cost of Gas * $ 115,828 § 76,493 $ 25853 § 446 § 25§ - $ 11,310 $ 1,664 § 36
5
6 COST OF SERVICE
7 Total Utility Cost of Service line8+1ne9 $ 254,837 $ 179,701 $ 46,741 $ 466 $ 47 $ - $ 21,299 $ 6,332 $ 252
8  Cost of Service Margin $ 139,009 $ 103,208 $ 20,888 $ 20 § 22§ - $ 9,989 $ 4,668 $ 215
9 Total Cost of Gas * $ 115,828 $ 76,493 $ 25,853 $ 446 $ 25 3 - $ 11,310 $ 1,664 $ 36
10
11 REVENUE TO COST RATIO
12 Revenue to Cost Ratio at Proposed 2013 FEI Rates 99% 93% 106% 133% 107% 112% 141% 621%
13
11 SURPLUS / DEFICIT
12 Total Surplus / Deficit line2-line7 $ (2,323)
13 % increase to Equal Allocated Cost 1.7%
14
15 REVENUES (adjusted to equal COS)
16  Total Adjusted Revenues at Proposed 2013 FEI Rates line 17 +line9 $ 254,837 $ 169,479 $ 50,063 $ 622 $ 50 $ - $ 23974 $ 9,061 $ 1,589
17 Total Adjusted Revenue Margin at Proposed 2013 FEI Rates  line 3 x line 13 $ 139,009 $ 92,986 $ 24,210 $ 176 $ 26 $ - $ 12,663 $ 7,396 $ 1,552
18
19 REVENUES (adjusted for R/C RATIOS) $ 254,837 $ 169,479 $ 50,063 $ 622 $ 50 $ - $ 23,974 $ 9,061 $ 1,589
20 COST OF SERVICE (adjusted for R/C RATIOS) ! $ 254,837 $ 179,701 $ 46,741 $ 466 $ 47 $ - $ 21,299 $ 6,332 $ 252
21
22 REVENUE TO COST RATIO
23 Revenue to Cost Ratio line 19/ line 20 100% 94.3% 107.1% 108.0% 112.6% 143.1%
24
25 REVENUE REBALANCING
26 Adjustment $ - 8 - 8 - 8 - 8 - 8 -3 -3 - 38 -
27 Total Revenues at Proposed Rates ! line 28 +line9 $ 254,837 $ 169,479 $ 50,063 $ 622 $ 50 $ - $ 23,974 $ 9,061 $ 1,589
28 Total Revenue Margin at Proposed Rates line 17 +line 26 $ 139,009 $ 92,986 $ 24,210 $ 176 $ 26 $ - $ 12,663 $ 7,396 $ 1,552
29
30 PROPOSED REVENUE TO COST RATIO
31 Revenue to Cost Ratio at Proposed Rates line 27 / line 20 100.0% 94.3% 107.1% 108.0% 112.6% 143.1%
Note:

1. The revenues (line 27 and line 19) and cost of service (line 20) include the imputed COG number for Rate 23, 25 and 27. This is shown only for the purposes of presenting the Revenue to Cost Ratios.

Please note that Rates 23, 25 and 27 do not pay for commodity and midstream charges.
2. Rate 4 is a seasonal service and Rates 22 and Rate7/27 are interruptible customer classes. The revenue to cost ratio for Rate 4, Rate 22 and Rate 7/27 are not shown in the schedule above as
these rate classes do not drive system capacity additions and therefore, no demand-related costs are allocated to these customer classes in the COSA Study.

3. Cost of Gas forecast is based on five-day average forward prices at August 16, 17, 18, 19, and 22, 2011, and the propane gas cost forecast is based on the Mt. Belvieu propane swap prices at August 22, 2011,

consistent with the forward pricing utilized in the 2011 Third Quarter Gas Cost reports for the various entities / service areas.



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 2
Rate Design Filing_Common Rates_ 2013 Test Year
FUNCTIONALIZATION (000's)
Gas Supply LNG Storage LNG Storage Transmission  Transmission Distribution Marketing Customer
L.No. Particulars Total Operations Tilbury Mt. Hayes SCP Accounting
1  Total Operating & Maintenance Expense $ 48,175 $ 16 $ 520 $ - $ 6,159 $ 838 §$ 21277 $ 1,296 $ 18,068
2 BCH Capacity Right $ - 3 - 8 - 38 - 8 - 8 -3 -3 - 38 -
3 Property & Sundry Taxes $ 11,060 $ - $ 82 §$ - $ 3,179 $ - $ 7,798 $ - $ -
4 Depreciation Expense $ 31,444 $ 13 $ 456 $ - $ 3,858 $ 1,740 $ 25377 $ - $ -
5  Amortization Expense $ 2,014 $ 18 12 °$ - $ 1,361 § (405) $ 355 § 675 §$ 14
6 Other Operating Revenue $ (7,061) $ -3 -8 -8 (3,107) $ (2,741) $ (617) $ -8 (595)
7 Other Earned Return Provisions $ - $ - $ - $ - $ - $ - $ - $ - $ -
8 Income Tax $ 6,275 $ 12§ 103 $ - $ 1,668 $ - $ 4,491 $ - $ -
9 Earned Return $ 47,103 $ 91 § 773§ - $ 12,524 $ - $ 33,715 $ - $ -
10 $ 139,009 $ 133 §$ 1,946 $ -8 25643 §$ (568) $ 92396 $ 1971 $ 17,487
11
12 Cost of Gas - Commodity $ 84,096 $ 84,096 $ -8 -8 -8 -8 - 38 - 3 -
13 Cost of Gas - Midstream $ 31,732 $ 31,732 $ - $ - $ - $ - $ - $ - $ -
14 $ 254,837 $ 11591 $ 1,946 $ - 8 25643 §$ (568) $ 92396 $ 1971 $ 17,487



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 3
Rate Design Filing_Common Rates_ 2013 Test Year
RATE BASE SUMMARY - CLASSIFICATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Gas Plant in Service

2 Total Gas Plant in Service $ 833,043 $ 600,617 $ 136,214 $ 103 $ 55 $ - 0% 63,513 $ 31,948 $ 594
3 Demand $ 402,690 $ 229,905 $ 86,608 $ -8 28§ $ 55628 $ 30,521 $ -
4 Customer $ 428,746 $ 369,663 $ 49231 § 103§ 27§ $ 7,705 $ 1424 $ 594
5 Energy $ 1,607 $ 1,049 $ 374§ 18 0 $ $ 180 $ 3 8 0
6 Total Accumulated Depreciation $ (230,647) $ (164,602) $ (38,013) $ (21) $ (14) $ - 0% (18,396) $ (9,480) $ (120)
7 Demand $ (120,893) $ (68,919) $ (26,039) $ -8 ®) $ $ (16,740) $ (9,186) $ -
8 Customer $ (109,578) $ (95,568) $ (11,933) $ (1) $ ®) $ $ (1,636) $ (293) $ (120)
9 Energy $ 177) $ (115) $ 41) 8 0) $ 0) $ $ (20) $ [OR) 0)
10 TOTAL Net Plant $ 602,396 $ 436,015 $ 98,200 $ 82 $ 41 $ - 0% 45,116 $ 22,468 $ 474
11 Demand $ 281,797 § 160,985 $ 60,569 $ -8 20 $ $ 38,887 $ 21,336 $ -
12 Customer $ 319,168 $ 274,005 $ 37,208 $ 81 § 21§ $ 6,068 $ 1131 § 474
13 Energy $ 1431 § 934 § 333 § 18 0 $ $ 161 $ 2 $ 0
14

15 Contribution In Aid of Construction

16 Total CIAC $ (41,608) $ (31,234) $ (6,385) $ 6) $ 3) $ - 0% (2,658) $ (1,285) $ (37)
17 Demand $ (14,878) $ (8,188) $ (3.315) $ - 8 (OB $ 2.177) $ (1,196) $ B
18 Customer $ (26,726) $ (23,043) $ (3,069) $ ®) $ 2 $ $ (480) $ (89) $ (37)
19 Energy $ (5) $ (3) 8 (1) 8 () 8 ) 8 $ (1) 8 () 8 (0)
20 Total Accumulated Amortization $ 12,128 $ 9,296 $ 1,797 $ 2 3% 13 - 0% 695 $ 325 $ 12
21 Demand $ 3511 § 1,867 $ 807 § -8 0 $ $ 540 § 297 $ -
22 Customer $ 8614 $ 7427 $ 989 §$ 23 18 $ 155§ 29 § 12
23 Energy $ 3 8 28 18 0 $ 0 s $ 0 $ 0 s 0
24 Total Net Contribution $ (29,481) $ (21,938) $ (4,589) $ 4) $ 2 $ - 0% (1,963) $ (960) $ (25)
25 Demand $ (11,367) $ (6,321) $ (2,508) $ -8 1) $ $ (1,637) $ (899) $ -
26 Customer $ (18,112) $ (15,616) $ (2,080) $ @) s (1) $ $ (325) $ (60) $ (25)
27 Energy $ 2 $ (1) 8 ) 8 () 8 () $ $ () 8 () 8 (0)
28

29 Work in Progress, no AFUDC $ 3,704 $ 2,555 $ 644 $ 0 $ 0 $ -8 330 $ 171 $ 2
30 Demand $ 2,283 $ 1332 § 480 § -8 0 $ $ 304 $ 167 $ -
31 Customer $ 1413 $ 1218 $ 162 $ 0 $ 0 $ $ 25§ 5 $ 2
32 Energy $ 7% 5 8 2 0s 0s $ 19 0s$ 0
33

34 Unamortized Deferred Charges

35 Total Unamortized Deferred Charges - Rate Base $ 9,307 $ 3,629 $ 2,678 $ 8 $ 31 $ -8 1,947 $ 1,030 $ (15)
36 Demand $ 15935 § 9,776 $ 3,158 $ -8 31§ $ 1,920 $ 1,049 $ -
37 Customer $ (8,794) $ (7,537) $ (975) $ ) $ 1) s $ (212) $ (50) $ (16)
38 Energy $ 2,166 $ 1,389 $ 496§ 10 $ 0 $ $ 239§ 31§ 1
39

40 Cash Working Capital $ 1942 $ 1,367 $ 333 $ 3 3 03 - 0% 178 $ 58 $ 3
41 Demand $ 517 § 300 $ 109 $ -8 0 $ $ 70 $ 38 $ -
42 Customer $ 773§ 648 $ 75 % 0s 0s $ 36 $ 1 8 3
43 Energy $ 652 § 418 § 149 38 0 $ $ 72 % 9 8 0
44

45 Other Working Capital

46 Total Other Working Capital $ 16,880 $ 9,823 $ 3,608 $ ©0) $ 13 - 0% 2,220 $ 1,235 $ @
47 Demand $ 18,340 $ 11,027 $ 3734 $ -8 19 $ 2312 § 1,265 $ -
48 Customer $ (1,457) $ (1,203) $ (126) $ 0) $ 0) $ $ (92) $ (30) $ 7
49 Energy $ 2 $ (1) 8 () 8 () 8 ) 8 $ () 8 () 8 (0)
50

51 LILO, Capital Efficiency Mechanism, Others $ (264) $ (205) $ (38) $ © $ © $ - 0% (14) $ 7 $ 0)
52 Demand $ (68) $ (35) $ (16) $ -8 ) $ $ (11) $ ®) $ -
53 Customer $ (197) $ (170) $ (23) $ 0) $ 0) $ $ ) s 1) s 0)
54 Energy $ - $ -8 - 8 -
55

56 $ 604485 $ 431,245 $ 100,837 $ 89 $ 72 % - $ 47813 $ 23997 $ 431
57 Demand $ 307,439 § 177,066 $ 65,527 $ -8 51 § $ 41,845 § 22,950 $ -
58 Customer $ 292,795 $ 251,436 $ 34331 § 75 $ 19 $ $ 5497 $ 1,005 $ 430
59 Energy $ 4,251 2744 $ 979 § 14§ 19 $ 472§ 42 % 1



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 4
Rate Design Filing_Common Rates_ 2013 Test Year
COST OF SERVICE SUMMARY - CLASSIFICATION (000's
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Operating & Maintenance Expense

2 Total Operating & Maintenance Expense $ 48,175 $ 36,404 $ 6,306 $ 4 $ 8 $ - $ 3,697 $ 1,629 $ 126
3 Demand $ 14,682 $ 8437 $ 3,137 § $ 1% $ 2,006 $ 1,101 $ -
4 Customer $ 33,476 § 27,957 3,165 §$ 43 79 $ 1,689 $ 529 § 126
5 Energy $ 16 $ 1 8 4% 0 s 0 $ $ 28 0 $ 0
6 BCH Capacity Right $ - $ - $ - $ - $ - $ - $ - $ - $ -

7 Demand $ $ -8 -8 -8 -8 $ - 8 -8 -
8 Customer $ $ -8 -8 -8 -8 $ - 8 - 8 -
9 Energy $ - 8 -8 - 8 -8 - % $ - 8 - 8 -
10 Property & Sundry Taxes $ 11,060 $ 7,846 $ 1,859 $ 1 3% 1% - $ 892 $ 451 $ 8
11 Demand $ 5653 §$ 3213 § 1,221 § -8 0 $ $ 786 $ 432§ -
12 Customer $ 5407 $ 4633 $ 638 $ 18 0 $ $ 106 $ 20 $ 8
13 Energy $ - 8 -8 - 8 -8 - % $ - 8 -8 -
14 Depreciation Expense $ 31,444 $ 23,504 $ 4973 $ $ 3 $ - $ 2,002 $ 913 $ 43
15 Demand $ 10,890 $ 6272 $ 2322 $ -8 1% $ 1,483 $ 813 § -
16 Customer §$ 20,540 $ 17,224 $ 2,648 $ 7% 2 % $ 517§ 100 $ 43
17 Energy $ 13 § 8 8 3 8 0 s 0$ $ 19 0 $ 0
18 Amortization Expense $ 2,014 $ 1,243 $ 396 $ 0 $ 7% - $ 238 $ 129 $ 0
19 Demand $ 1,854 §$ 1,106 $ 378 §$ -8 79 $ 235 § 128 $ -
20 Customer $ 159 $ 136 $ 18 $ 0 s 0 $ $ 4 8 19 0
21 Energy $ 18 18 0 s 0 s 0 $ $ 0 $ 0 $ 0
22 Other Operating Revenue $ (7,061) $ (4,478) $ (1,329) $ 0) $ @ $ -8 (816) $ (434) $ @
23 Demand $ (6,006) $ (3,596) $ (1,229) $ -8 ©) $ $ (763) $ (418) $ -
24 Customer §$ (1,055) $ (882) $ (100) $ ©) $ ©) $ $ (52) $ (16) $ )
25 Energy $ - 8 -8 - 8 -8 - % $ - 8 -8 -
26 Income Tax $ 6,275 $ 4,548 $ 1,021 $ 1 3% 0 $ - $ 467 $ 233 % 5
27 Demand $ 2919 $ 1,670 $ 627 $ -8 0$ $ 402 $ 221§ -
28 Customer $ 3,343 § 2,870 $ 391 § 18 0 $ $ 64 $ 12§ 5
29 Energy $ 12 8 8 8 3 8 0 s 0 $ $ 18 0 $ 0
30 Earned Return $ 47,103 $ 34,140 $ 7,662 $ 7 % 3 $ - $ 3,507 $ 1,746 $ 37
31 Demand $ 21,915 § 12,535 $ 4,704 $ -8 2 % $ 3,018 §$ 1,656 $ -
32 Customer §$ 25098 $ 21,546 § 2937 $ 6 $ 2 % $ 479§ 89 $ 37
33 Energy $ 91 § 58 § 21§ 0 $ 0 $ $ 10 §$ 1% 0
34

35 $ 139,009 $ 103208 $ 20,888 $ 20 $ 22 $ - 0% 9,989 $ 4,668 $ 215
36 Demand $ 51,907 § 29,637 11,160 $ -8 1§ $ 7,167 $ 3,932 § -
37 Customer $ 86,969 $ 73,485 9,697 §$ 20 $ 1§ $ 2,807 $ 734 $ 215
38 Energy $ 133 § 86 $ 31§ 18 0 $ $ 15§ 2 % 0
39 Cost of Gas - Commodity $ 84,096 $ 55,105 $ 18,599 $ 446 $ 22 $ - $ 8,508 $ 1,380 $ 36
40 Demand $ -3 -8 -8 -8 -8 $ -8 - 8 -
41 Customer $ -3 -8 -8 -8 -8 $ -8 - 8 -
42 Energy $ 84,09 $ 55,105 $ 18,599 §$ 446 $ 22§ $ 8,508 $ 1,380 $ 36
43 Cost of Gas - Midstream $ 31,732 $ 21,388 $ 7,254 $ - $ 2 3 - $ 2,803 $ 284 $ -
44 Demand $ 31,732 21,388 7,254 § $ 2 % $ 2,803 §$ 284§ -
45 Customer $ $ -8 -8 -8 -8 $ -8 - 8 -
46 Energy $ - 8 -8 - 8 -8 - % $ - 8 - 8 -
47 $ 254837 $ 179,701 $ 46,741 $ 466 $ 47 $ - % 21,299 $ 6,332 $ 252
48 Demand $ 83,639 § 51,025 § 18,414 §$ -8 13§ $ 9,970 §$ 4217 $ -
49 Customer §$ 86,969 $ 73,485 9,697 §$ 20 $ 1§ $ 2,807 $ 734 $ 215
50 Energy $ 84,229 55,190 $ 18,630 $ 446 $ 22§ $ 8522 §$ 1,382 $ 36



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 5
Rate Design Filing_Common Rates_ 2013 Test Year
RATE BASE SUMMARY - FUNCTIONALIZATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27

1 Gas Supply Operations $ 4,251 $ 2,744 % 979 $ 14 $ 1% $ 472 $ 42 3% 1
2 Demand $ -3 - 8 -8 - 8 -8 $ - 8 - 8 -
3 Customer $ -8 -8 -8 -8 -8 $ -8 - 8 -
4 Energy $ 4251 $ 2,744 $ 979 $ 14 $ 1% $ 472 $ 42 $ 1
5

6 LNG Storage Tilbury $ 8,252 $ 4,958 $ 1,682 $ - % 1% $ 1,042 % 570 $ -
7 Demand $ 8252 $ 4,958 $ 1,682 $ -8 1% $ 1,042 $ 570 $ -
8 Customer $ -3 -3 -8 - 8 -8 $ - 8 - 8 -
9 Energy $ - 8 - 8 -8 - 8 -8 $ -8 - 8 -
10

11 LNG Storage Mt. Hayes $ - $ - $ - $ - % - 3% $ - 3% - % -
12 Demand $ -3 - 8 -8 - 8 -8 $ - 8 - 8 -
13 Customer $ -8 -8 -8 -8 -8 $ -8 - 8 -
14 Energy $ -3 - 8 -8 - 8 -8 $ - 8 - 8 -
15

16 Transmission $ 186,955 $ 112,329 % 38,098 $ - % 12 $ $ 23,600 $ 12,916 $ -
17 Demand $ 186,955 $ 112,329 § 38,098 $ - % 12 % $ 23,600 $ 12,916 $ -
18 Customer $ -3 -3 -8 - 8 -8 $ - 8 - 8 -
19 Energy $ - 8 - 8 -8 - 8 -8 $ -8 - 8 -
20

21 Transmission SCP $ (398) $ (239) $ 81) $ - $ ) $ $ (50) $ 27) % -
22 Demand $ (398) $ (239) $ 81 $ -8 ) $ $ (50) $ (27) $ -
23 Customer $ -8 -8 -8 -8 -8 $ -8 - 8 -
24 Energy $ -3 -3 - % -3 -3 $ -8 -3 -
25

26 Distribution $ 398,663 $ 307,786 $ 58,571 $ 7% $ 28 $ $ 21,809 $ 9,954 $ 439
27 Demand $ 104,126 $ 54,927 $ 24,101 $ - % 8 $ $ 16,184 §$ 8,906 $ -
28 Customer $ 294,537 $ 252,859 $ 34,469 $ 75 $ 20 $ $ 5626 $ 1,049 $ 439
29 Energy $ - 8 - 8 -8 - 8 -8 $ - 8 - 8 -
30

31 Marketing $ 7529 $ 4,296 $ 1,649 $ 0.0) $ 31 % $ 998 $ 561 $ 5)
32 Demand $ 8,504 $ 5091 §$ 1,727 $ -8 31 3 $ 1,070 $ 585 $ -
33 Customer $ 974) $ (795) $ (77) $ 0.0) $ 0) $ $ (72) $ (24) $ (5)
34 Energy $ -3 -3 - % -3 -8 $ -8 -3 -
35

36 Customer Accounting $ (768) $ (627) $ 61) $ 0.0) $ o) $ $ (57) $ 19) $ 4)
37 Demand $ -8 - 8 - 8 - 8 -8 $ -8 - 8 -
38 Customer $ (768) $ (627) $ 1) $ 0.0) $ ) $ $ (57) $ (19) $ 4)
39 Energy $ -8 -8 -8 -3 -8 $ -8 -3 -
40

41 $ 604485 $ 431,245 $ 100,837 $ 89 $ 2% $ 47813 $ 23997 $ 431
42 Demand $ 307,439 $ 177,066 $ 65,527 $ -8 51§ $ 41,845 $ 22,950 $ -
43 Customer $ 292,795 $ 251,436 $ 34,331 § 75 $ 19 $ $ 5497 $ 1,005 $ 430
44 Energy $ 4251 $ 2,744 $ 979 $ 14 $ 1% $ 472 $ 42 $ 1



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 6
Rate Design Filing_Common Rates_ 2013 Test Year
COST OF SERVICE SUMMARY - FUNCTIONALIZATION (000's)
RATE 22

L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Gas Supply Operations $ 115,961 $ 76,579 $ 25,884 $ 446 $ 25 $ $ 11,325 $ 1,666 $ 36
2 Demand $ 31,732 § 21,388 $ 7,254 $ -8 23 $ 2,803 $ 284§ -
3 Customer $ -8 - 8 -8 - 8 -8 $ -8 -3 -
4 Energy $ 84,229 $ 55190 $ 18,630 $ 446§ 22 $ $ 8522 §$ 1,382 $ 36
5

6 LNG Storage Tilbury $ 1,946 $ 1,169 $ 397 % - % 0 $ $ 246 $ 134 $ -
7 Demand $ 1,946 $ 1,169 $ 397 § - % 0% $ 246 $ 134 $ -
8 Customer $ -3 -3 -8 - 8 -8 $ - 8 - 8 -
9 Energy $ - 8 - 8 -8 - 8 -8 $ -8 - 8 -
10

11 LNG Storage Mt. Hayes $ - $ - $ - $ - % - 3% $ - 3% - % -
12 Demand $ -3 - 8 -8 - 8 -8 $ - 8 - 8 -
13 Customer $ -8 - 8 -8 - 8 -8 $ -8 -3 -
14 Energy $ -3 - 8 -8 - 8 -8 $ - 8 - 8 -
15

16 Transmission $ 25,643 $ 15,407 $ 5226 $ - $ 2 $ $ 3237 $ 1,772 $ -
17 Demand $ 25,643 $ 15,407 $ 5226 $ - % 2 $ $ 3237 $ 1,772 $ -
18 Customer $ -3 -3 -8 - 8 -8 $ - 8 - 8 -
19 Energy $ - 8 - 8 -8 - 8 -8 $ -8 - 8 -
20

21 Transmission SCP $ (568) $ (341) $ (116) $ - $ ) $ $ (72) $ 39 $ -
22 Demand $ (568) $ (341) $ (116) $ -8 ) $ $ (72) $ (39) $ -
23 Customer $ - 8 - 8 -8 - 8 -8 $ -8 -3 -
24 Energy $ -3 -3 - % -3 -3 $ -8 -3 -
25

26 Distribution $ 92,396 $ 71,154 3 13,725 $ 19 $ 7% $ 5091 $ 2,287 % 113
27 Demand $ 24211 $ 13,000 $ 5517 $ - % 2 $ $ 3672 $ 2,019 $ -
28 Customer $ 68,186 $ 58,154 $ 8208 §$ 19 $ 5 % $ 1,419 $ 268 $ 113
29 Energy $ - 8 - 8 -8 - 8 -8 $ - 8 - 8 -
30

31 Marketing $ 1,971 $ 1,459 $ 239 $ 0 $ 8 $ $ 180 $ 78 % 7
32 Demand $ 675 §$ 401 § 136 $ -8 7% $ 84 $ 46 $ -
33 Customer $ 1296 $ 1,058 $ 103 $ 0$ 0 $ $ 9% $ 32 $ 7
34 Energy $ -3 -3 - % -3 -8 $ -8 -3 -
35

36 Customer Accounting $ 17,487 $ 14,274  $ 1,386 $ 0% 6 $ $ 1,292 % 434 $ 95
37 Demand $ -8 - 8 - 8 - 8 -8 $ -8 - 8 -
38 Customer $ 17,487 $ 14,274 $ 1,386 $ 0 $ 6 $ $ 1,292 $ 434§ 95
39 Energy $ -8 -8 -8 -3 -8 $ -8 -3 -
40

41 $ 254,837 $ 179,701 $ 46741 $ 466 $ 47 % $ 21,299 $ 6,332 $ 252
42 Demand $ 83,639 $ 51,025 $ 18414 $ -8 13§ $ 9,970 $ 4217 § -
43 Customer $ 86,969 $ 73,485 $ 9,697 $ 20 $ 1 % $ 2,807 $ 734§ 215
44 Energy $ 84,229 $ 55190 $ 18,630 $ 446§ 22 $ $ 8522 § 1,382 $ 36



Inland (Amalgamated Methodology)

Fully Distributed Cost of Service Allocation Study Schedule 7
Rate Design Filing_Common Rates_ 2013 Test Year
ALLOCATORS SUMMARY (000's)
RATE 22
L.No. Particulars Total RATE 1 RATE 2 RATE 4 RATE 6 NON BYPASS RATE 3/23 RATE 5/25 RATE 7/27
1 Billing Determinants
2  Sales Volume (TJ) 15,615 5,572 112 6 0 3,983 3,228 1,049
3  Midstream Sales Volume (TJ) 15,552 5,493 112 6
4 Commodity Sales Volume (TJ) 13,788 4,654 112 6 0 3,427 3,228 1,049
5 Average No. of Customers 214,680 20,850 8 2 0 1,008 99 20
6
7 Cost of Service Margin $ 139,009 $ 103,208 $ 20,888 $ 20 $ 22 % -8 9,989 $ 4,668 $ 215
8 Demand $ 51,907 $ 29,637 $ 11,160 $ -8 1 8 -8 7,167 $ 3932 § -
9 Unit Demand Charge ($/GJ) $ 215 §$ 240 $ -8 190 $ -8 209 $ 122§ -
10 Customer $ 86,969 $ 73,485 § 9,697 $ 2 $ 1 8 -8 2,807 $ 734§ 215
11 Unit Customer Charge ($/GJ) $ 533 §$ 208 $ 018 §$ 200 $ -8 082 $ 023 $ 0.21
12 Energy $ 133§ 86 $ 31 3 18 0 $ -8 15§ 23 0
13 Unit Energy Charge ($/GJ) $ 001 $ 001 $ 001 $ 001 $ -8 0.00 $ 0.00 $ 0.00
14
15 Unit Cost of Service Margin ($/GJ) $ 6.61 $ 375 % 0.18 $ 391 % -0 291 $ 145 $ 0.21
16
17 Cost of Gas - Commodity $ 84,096 $ 55,105 $ 18,599 $ 446 $ 22 % -0 8,508 $ 1,380 $ 36
18 Demand $ - 8 - 8 - 8 - 8 - 8 -8 -8 -8 -
19 Customer $ -8 -3 -8 -8 -8 -8 - 8 - 8 -
20 Energy $ 84,096 $ 55,105 $ 18,599 $ 446 $ 22 $ -8 8,508 $ 1,380 $ 36
21 Unit Cost of Gas - Commaodity ($/GJ) $ 3.997 $ 3.997 $ 3.997 $ 3.997 $ -8 248 $ 043 $ 4.00
22
23 Cost of Gas - Midstream $ 31,732 $ 21,388 $ 7,254 $ -0 2 $ -8 2,803 $ 284 $ -
24 Demand $ 31,732 § 21,388 § 7254 $ -8 23 -8 2,803 $ 284 $ -
25 Customer $ -8 -3 -8 -8 -8 -8 - 8 - 8 -
26 Energy $ $ -8 - 8 - 8 -8 - 8 - 8 - 8 -
27 Unit Cost of Gas - Midstream ($/GJ) $ 155 $ 156 $ -0 041 $ - 0% 082 $ 0.09 $ -
27
28 Total Utility Cost of Service $ 254837 $ 179,701 $ 46,741 % 466 $ 47 $ -8 21,299 $ 6,332 $ 252
29 Demand $ 83,639 §$ 51,025 §$ 18414 § -8 13§ -8 9,970 $ 4217 $ -
30 Customer $ 86,969 $ 73,485 §$ 9,697 $ 20 $ 1 8 -8 2,807 $ 734§ 215
31 Energy $ 84,229 § 55190 §$ 18,630 $ 446 $ 22 $ -8 8522 § 1,382 $ 36
32 Unit Cost of Service ($/GJ) $ 13.03 $ 10.04 $ 418 $ 832 $ - 0% 621 $ 196 $ 0.24
33
34 Total Revenues @ Proposed Rates $ 254,837 $ 169,479 $ 50,063 $ 622 $ 50 $ - $ 23,974 $ 9,061 $ 1,589
35 Unit Rate ($/GJ) $ 1229 $ 10.76 $ 5,58 $ 898 $ - $ 6.99 $ 281 $ 151
36
37 Total Revenue Margin @ Proposed Rates $ 139,009 $ 92,986 $ 24210 $ 176 $ 26 $ - $ 12,663 $ 7,396 $ 1,552
38 Unit Rate ($/GJ) $ 6.74 $ 520 $ 158 $ 458 $ -8 369 $ 229 $ 1.48
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RESALE RESTRICTION AGREEMENT

THIS AGREEMENT entered into as of the 29%th day of
September, 1988

BETWEEN:
HER MAJESTY THE QUEEN IN RIGHT OF THE PROVINCE
OF BRITISH COLUMBIA, represented by the Minister
of Energy, Mines and Petroleum Resources
{the "Province")
OF THE FIRST PART
AND:

INLAND NATURAL GAS CO. LTD., a body corporate under
the laws of the Province of British Columbia

{("Inland")

OF THE SECOND PART
WHEREARAS:

A. The Province owns all of the issued and outstanding
shares (the "Shares") of B.C. Gas Inc. (the "Company"):

B. The Shares are registered in the name of the Minister of
Finahce and Corporate Relations on behalf of the Province;

C. By agreement made as of July 20, 1988, the Province
agreed to sell and Inland agreed to purchase the Shares from the
Province;

D. The Company has been designated as a "special company",
as defined in the Hydro and Power Authority Privatization Act,
S.B.C. 1988, (the "Privatization Act");




E. This Agreement is being entered into pursuant to
Section 38(3) of the Privatization Act:

F, The Minister of Energy, Mines and Petroleum Resources
{the "Minigter“) has indicated a desire that the Shares of the
Company be widely held;

G. Inland intends, subject to obtaining the necessary
approval under the Privatization Act and of its shareholders and

regulatory authorities, to effect a corporate reorganization (the
"Reorganization") of the Company, Inland, Columbia Natural Gas
Limited ("Columbia"), Fort Nelson Gas Ltd. ("Fort Nélson") as
contemplated by the Privatization Act, such that the successor
company (the "Successor Company")} resulting from such

reorganization shall be a special company under the Privatization

Act whose voting shares are widely held;

H. The Minister has indicated a desire that the common
equity component of the capital structure of the utility
operations of the Successor Company be not less than 35% (the
"Eguity Component") on or about October 1, 1991 and to achieve

the Equity Component, Inland has developed a financing plan as set
forth on Schedule A hereto;

I. 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:

J. It is the intention of the parties hereto that the
natural gas rates of the Company, Inland, Columbia and Fort Nelsocon
or any Successor Company (any one of which is hereby referred to
as "B.C. Gas") will not be increased or altered in form until
October 1, 1991, except in the manner provided in certain
orders-in-council (the "Orders-in-Council") granted under the



Privatization Act and the Utilities Commission Act S.B.C. 1980,
" Chapter 60, (the "Utilities Commission Act") on the 29th day of
September, 1988 and pursuant to the rate agreement among the
Province, Inland, Columbia and Fort Nelson dated as of the 30th
day of September, 1988 (the "Rate Agreement");

K. Inland expects that its revenue requirements included in
natural gas rates for the customers of each of the Company,
Inland, Columbia and Fort Nelson will increase by less than three

percent in the twelve month period following October 1, 1991; and

L. Inland has identified various economic development
initiatives in the Province of British Columbia related to its
acguisition of the Shares of the Company, which it has indicated a
desire to pursue, which initiatives are listed in Schedule "B"
attached hereto.

NOW THEREFORE, in consideration of the premises and

mutual covenants and agreements contained herein, the parties

hereto represent, warrant, covenant and agree as follows:
1.0 RESALE

Inland will not sell, transfer, otherwise dispose of,
pledge or encumber any of the Shares without the prior written

approval of the Minister.

2.0 RATE FREEZR

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 1, 1991,
except in the manner provided in the Orders in Council or 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.

3.0 FEASIBILITY STUDIES

On or before October 1, 1991, Inland or B.C. Gas will
complete the feasibilities studies listed in Schedule "C"
attached hereto and will advise the Minister with respect to its

conclusions relating to those studies.

4.0 MANAGEMENT REVIEW

4.01 On or about October 1, 1992 and every four years
thereafter, the Becard of Directors of Inland, or the Successor
Company, will appoint an independent consultant {the “"Consultant”)

to review and report on the management of B.C. Gas.

4.02 Inland will, and will cause B.C. Gas to, permit the
Consultant to review such documents and interview its employees,
officers and auditors, to the extent reasonably reguired, to allow

the Consultant to prepare its report properly.

4.03 Inland will permit the Consultant to prepare a

summary of its report for inclusion in the annual report to
shareholders of Inland or B.C. Gas (if B.C. Gas is a publicly held
company), which summary will state that shareholders may obtain a
copy of the report at Inland's or B.C. Gas' reproduction costs

therefor, from the offices of Inland or B.C. Gas.
5.0 NOTICES

Any notice or other communication provided for herein or

given hereunder to a party hereto shall be in writing and shall



be delivered by double registered mail, or in person to the
individual listed below:

{a) to the Minister:

Minister of Energy, Mines and Petroleum Resources
Parliament Buildings
Victoria, B.C.

(b) to Inland:
23rd Floor
1066 West Hastings Street
Vancouver, B.C.
V6E 3G3

Attention: President

or such other address with respect to a party as such party shall
notify the other in writing as above provided. All notices shall
be deemed made upon actual notification or mailing as provided for
above, whichever shall occur earlier; provided, however, that
notice by mailing shall not be deemed to have been made until

delivered.

6.0 COMPLETE AGREEMENT

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.




7.0 GOVERNING LAW

This Agreement shall be construed and enforced in
accordance with the laws of the Province of British Columbia.

L

8.0 GRAMMATICAL

All necessary changes required to make the provisions of
this Agreement apply in the plural sense where necessary will in

all instances be construed.
9.0 HEADINGS
The descriptive headings of the paragraphs and

subparagraphs herecf are inserted for convenience only and do not
constitute a part of this Agreement.



10.0 COUNTERPARTS

This Agreement may be executed in two or more
counterparts, each of which shall be deemed an original but all of
which shall constitute but one instrument.

IN WITHNESS WHEREOF the parties hereto have executed

this Agreement as of the date and year first above written.

SIGNED on behalf of HER
MAJESTY THE QUEEN IN RIGHT

OF THE PROVINCE OF BRITISH
COLUMBIA by the Minister

of Energy, Mines and Petroleum
in the presence of:

Witness ”ﬁﬁFZgL#’f/

THE CORPORATE SEAL OF INLAND
NATURAL GAS CO. LTD. was
hereunto affixed in the
presenceqof:

N . < )
<;Z,/ g4z~‘h__ ,,,///
Minister of Energy,.
Mines and Petroleum

Resources

Mgt N gt gt Sl Nt N Nl Vot Voo

c/s

———

~Kuthorized Signatory

(A et

Authorized Signatory

Tt et St Nt N St el St Nt Nkt St

WPD-H/MG/8-2



1988

1989

1990

1991
1992

1993

SCHEDULE A

INLAND NATURAL GAS CO.

LTD-

ACQUISITION OF B.C. GAS INC.
‘ PROPOSED FINANCING PROGRAM 1988 — 1993

Short-term  Vendor Long~-Term  Vendor Preferred Common
Debt Debt Debt Equity Shares Equity
July $ 25
October 175 $300 $150 $ 75
April (100) s100¢t)
October ( 75) $ 75
October { 75) 75 (150) (150)
October ( 75) 75
October - { 75) 75 L L o
$100 § - $300 $ - $100 $225

(1) The Preferred Shares may be issued in two tranches:

$50 million on or about July 30, 198
$50 million no later than March 31,

9, and
1990.



SCHEDULE "B"

"CONFIDENTIAL"



SCHEDULE "C"

"CONFIDENTIAL"



DATED: the 29th day of September, 1988

BETWEEN:

HER MAJESTY THE QUEEN IN RIGHT OF THE
PROVINCE OF BRITISH COLUMBIA

AND:

INLAND NATURAL GAS CO. LTD.

AGREEMENT

OWEN, BIRD
P.0O. Box 49130
Three Bentall Centre
2800 - 595 Burrard Street
Vancouver, B.C.
v7X 1J5

(Tel: 688-0401)

WPD-H/MG/8~2 File No. 1166/9




THIS AGREEMENT entered into as of the 1st day of July,

1989
BETWEEN:

HER MAJESTY THE QUEEN IN RIGHT OF THE PROVINCE

OF BRITISH COLUMBIA, rcpresented by the Minister

of Energy, Mines and Petroleum Resources

(the "pProvince"™)

OF THE FIRST PART

AND:

BC GAS INC., a body corporate amalgamated under
the laws of the Province of British Columbia

("BC Gas")

OF THE SECOND PART
WHEREA S:

A. BC Gas was formed by the amalgamation (the
"Amalgamation®) of Inland Natural Gas Co. Ltd. ("Inland"), B.C.
Gas Inc. {("Mainland Gas"), Columbia Natural Gas Limited
{("Columbia") and Fort Nelson Gas Ltd. ({"Fort Nelson"):

B. Prior to the Amalgamation, Mainland Gas was a "special
company", as defined in the Hydro and Power Authority
Privatization Act, S.B.C. 1988, (the "Privatization Act");

'D. Prior to the Amalgamation, Inland held all of the issued

C. Pursuant to Section 33(2) of the Privatization Act and

Order in Council 684, BC Gas is a "special company";

and outstanding shares in the capital stock of Mainland Gas, and
the Province and Inland entered into an agreement as of the 29th
day of September, 1988 (the "Former Agreement"), pursuant to
Section 38(3) of the Privatization Act;




E. The Minister of Enerqgy, Mines and Petroleum Resources
(the "Minister") desires that certaln covenants of Inland in the

Former Agreement be made, and carried out, by BC Gas;

F. The Minister has indicated a desire that the common
equity component of the capital structure of the utility
operations be not less than 35% (the "Equity Component") on or
about October 1, 1991 and to achieve thg Equity Component, a
financing plan as set forth on Schedule A hereto, which was a
schedule to the Former Agreement, was developed and is continuing

to be implemented;

G. BC Gas intends that the customers of each of the former
companies, namely Mainland Gas, Inland, Columbia and Fort Nelson
(the "Former Companies™) will, after the Amalgamation, continue to
be charged separate natural gas rates;

H. It is the intention of the parties hereto that the
natural gas rates of the divisions of BC Gas which were the Former
Companies (the "Divisions"™) and of BC Gas will not be increased or
altered in form until the end of September, 1991, except in the
manner provided in an Order-in-Council No. 953/89 (the
"Oorder—-in-Council™)} granted under the Privatization Act and the
Utilities Commission Act S.B.C. 1980, Chapter 60, (the "Utilities

Commission Act™}) on the 28th day of June, 1989;

I. BC Gas expects that its revenue requirements included in
natural gas rates for the customers of each of the Divisions will
increase by less than three percent in the twelve month period
following the end of September, 1991; and

J. BC Gas has identified various economic devélopment
initiatives in the Province of British Columbia, which it has
indicated a desire to pursue, which initiatives are listed in




Schedule "B" attached hereto, which Schedule "B"™ was a schedule to

the Former Agreement.

NOW THEREFORE, in consideration of the premises and
mutual covenants and agreements contained herein, the parties

hereto represent, warrant, covenant and agree as follows:

&

1.0 RATE FREEZE

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,

2.0 FEASIBILITY STUDIES

On or before October 1, 1991, BC Gas will complete the
feasibilities studies listed in Schedule "C" attached hereto,
- which Schedule "C" was a schedule to the Former Agreement, and
will advise the Minister with respect to its conclusions relating
to those studies.

3.0 MANAGEMENT REVIEW

3.01 On or about October 1, 1992 and every four years
thereafter, the Board of Directors of BC Gas will appoint an
independent consultahft (the "Consultant") to review and report on

the management of BC Gas.

3.02 BC Gas will permit the Consultant to review such
documents and interview its employees, officers and auditors, to
the extent reasonably required, to allow the Consultant to prepare
its report properly.




3.03 BC Gas will permit the Consultant to prepare a

summary of its report for inclusion in the annual report to
shareholders of BC Gas, which summary will state that shareholders
may obtain a copy of the report at BC Gas' reproduction costs

therefor, from the offices of BC Gas.
4.0 NOTICES

Any notice or other communication provided for herein or
given hereunder to a party hereto shall be in writing and shall
be delivered by double registered mail, or in person to the

individual listed below:

{a) to the Minister:

Minister of Energy, Mines and Petroleum Resources
Parliament Buildings
Victoria, B.C.

(b) to BC Gas:
23rd Floor
1066 West Hastings Street

Vancouver, B.C.
V6E 3G3

Attention: President

or such other address with respect to a party as such party shall
notify the other in writing as above provided. BAll notices shall
be deemed made upon actual notification or mailing as provided for
above, whichever shall occur earlier; provided, however, that
notice by mailing shall not be deemed to have been made until

delivered,

5.0 COMPLETE AGREEMENT

This Agreement and the schedules attached hereto contain
the complete agreement between the parties hereto with respect



to the transaction céntemplated hereby and supersede all prior
agreements among the parties with respect to such transactions,
but does not affect any Orders in Council of the Lieutenant
Governor in Council. 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 regquirements of the

Privatization Act.

6.0 GOVERNING LAW

This Agreement shall be construed and enforced in

accordance with the laws of the P ovince of British Columbia.

7.0 GRAMMATICAL

All necessary changes required to make the provisions of
this Agreement apply in the plural sense where necessary will in

all instances be construed.
8.0 HEADINGS

The descriptive headings of the paragraphs and
subparagraphs hereof are inserted for convenience'only and do not

constitute a part of this Agreement,




9.0 COUNTERPARTS

This Agreement may be executed in two or more
counterparts, each of which shall be deemed an original but all of
which shall constitute but one instrument.

IN WITNESS WHEREOF the parties hereto have executed
this Agreement as of the date and year first above written.

SIGNED on behalf of HER
MAJESTY THE QUEEN IN RIGHT
OF THBE PROVINCE OF BRITISH

)

)

} ————
COLUMBIA by the Minister ) *
of Energy, Mines and Petroleum ) T
in the presence of: )

) e Y

Minister of Energy,
) Mines and Petroleum
) Resources

QR C

Witness

THE CORPORATE SEAL OF

BC GAS INC. was hereunto
affixed in the presence of:
c/S

Nl St N Vet Nt Nma g et Vel et st

Authoriéed(éigﬁatory

WPD-H/MG/8A-4




SCHEDULE A

PROPOSED FINANCING PROGRAM 1988 - 1993

Short~term Vendor Long—Term Vendor Preferred Common

Debt bebt _ Debt Equity Shares Equity
July $ 25
October 175 $300 $150 $ 75
april (100) | s100(")
October { 75) $ 75
October { 75) 75 (150) -~ (150)
October { 75) . 75
October . L. 75) __15 —_— — -
$100 $§ - $300 $ - $100 $225

(1)

————— eese—— —

The Preferred Shares may be issued in two tranches:

$50 million on or about July 30, 1989, and
$50 million no later than March 31, 1990.




SCHEDULE “"B*

ECONOMIC DEVELOPMENT INITIATIVES WHICH INLAND (NOW BC GAS INC.)
HAS IDENTIFIED AND WISHES TO PURSUE SUBJECT TO ECONOMIC AND
FINANCIAL VIABILITY.

Capital Expenditures

Project (1988 - 1993) Status
Underground Gas $75 million ~ drilling and
Storage Fraser Delta testing ongoing
East Kootenay Link $83-168 million - construction
Expansion planned for
1990/91
Petrochemical Plant $250 million - major
in Southwestern B.C. feasibility
study to
commence with
partners
NGV Cylinders $3.2 million - joint venture
agreement
pending
Flexible House $2.2 million - agreement with
Gas Piping sponsor
NGV Home Compressors $5 million - market research
completed
- joint venture
agreement
pending
Gas Fireplace $2 million - feasibility

Assembly Plant study ongoing




SCHEDULE "C*

INITIATIVES WHICH INLAND (NOW BC GAS INC.) HAS IDENTIFIED AND IS
COMMITTED TO UNDERTAKE.

Initiative/Project Commitment
Feasibility Study for Petrochemical $500,000
Plant (Southwestern B.C.)
Feasibility Study for Locating Gas $500,000
Fireplace Assembly Plant in B.C.
Promotion of B.C. as Location for $250,000 (subject to
Gas Consuming Industries matching formula of

Ministry of Economic
Development, and major
Government)

Local Supplier Preference 5 year goal to increase
purchases from B.C, based
suppliers to 80% of
requirements of B.C. Gas

Institute a purchasing
awareness program for B.C.

suppliers
Local Professional/Consulting Preferentially utilize
Community B.C. based professional

and consulting services.




DATED:  the 1st day of July, 1989

BETWEEN:

HER MAJESTY THE QUEEN IN RIGHT OF THE
PROVINCE OF BRITISH COLUMBIA

AND:

BC GAS INC.

AGREEMENT

OWEN, BIRD
P.0O. Box 49130
Three Bentall Centre
2800 -~ 595 Burrard Street
Vancouver, B.C.
vV7X 135

(Tel: 688-0401)

WPD-H/MG/8A-4 File No., 1166/9
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PROVINCE OF BRITISH COLUMBIA
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ORDER OF THE LIEUTENANT GOVERNOR IN COUNCIL

Order in Council No. 9 5 3 , Approved and Ordered . 29 1989

- ddmbnistrator

Executive Council Chambers, Victoria JiN. 251980 Ay~ 1bY 5/ €9, 1826/8% ; 5‘1‘%/?0

On the recommendation of the undersigned, the ess

Administra

consent of the Executive Council, orders that, effective July 1, 1989,
(a) Order in Council 1824/88 is rescinded,
(b) Order in Council 1830/88 is amended by repealing sections 4 to 11 and schedule 2, and

(c) the Order in Council in the attached Appendix is made.

‘ﬁ'f—"""’:'——b !

Resources

Minister of Energy, Mines and Petroleum

881, by and with the advice and

Presidinw Executive Council

{This part 13 for administrative purposes only and is not part of the Grder.)

Authorlty under which Order Is made:

} Act and section:-
Other (specify)-

June 27, 1989

JUtilivies Commisaian Ack 3, 49,5662, 83.a0d 8T; Hydro.aod Power. Authority, Privatization. Act. section 18

..................................................................................................................................................
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APPENDIX
BC GAS INC. ORDER

Whereas:

A. Inland Natural Gas Co. Ltd. (“Inland™) has acquired all of the issued and
outstanding shares of B.C. Gas Inc. ("Mainland Gas”) on an acquisition that is the
subject of an order under section 31 (1) of the flydro and Power Authority
Privatization Act,

B. Columbia Natural Gas Limited ("Columbia”) and Fort Nelson Gas Ltd.
(“Fort Nelson") are subsidiaries of Inland:

C. Inland, Mainland Gas, Columbia and Fort Nelson are to amalgamate as
of July 1; 1989 with the continuing company constituted upon the amalgamation
to be known as BC Gas Inc. ("BC Gas™);

D. BC Gas, the amalgamated company, will be a successor gas operator
pursuant to seetion 12 (2) of the I{ydro and Power Authority Privatization Act,

Interpretation

1. (1) In this order

"Act” means the Utilities Commission Act;

"amalgamation” means the amalgamation of Mainland Gas, Inland,
Columbia and Fort Nelson pursuant to the Amalgamation Agreement made as of
the 3rd day of April, 1989, approved by Order of the Supreme Court of British
Columbia dated the 7th day of June, 1989, and to be elfective the 1st day of July,
1989;

"BC Gas” means BC Gas Inc. the continuing company constituted upon the
amalgamation;

"Columbia” means Columbia Natural Gas Limited as it existed immediately
before the amalgamation;

“Columbia Division” means the operations of BC Gas used to provide service
to customers in the service area of Columbia;

"Columbia Facilities” means the plant in service owned by Columbia
immediately before the amalgamation plus all additions to that plant in service;

"Commission" means the British Columbia Utilities Commission:

"Divisional Basis" means on the basis of the Columbia Division, Fort Nelson
Division, Inland Division, and Lower Mainland Division:

"Fort Nelson"” means Fort Nelson Gas Ltd. as it existed immediately before
the amalgamation;

"Fort Nelson Division” means the operations of BC Gas used to provide
service to customers in the service arca of Forl Nelson;

“Fort Nelson Facilities" means the plant in service owned by Fort Nelson
immediatlely before the amalgamation plus all additions to that plant in service;

“Inland” means Inland Natural Gas Co. L.td. as it existed immediately before
the amalgamation;

"Inland Division” means the operations of BC Gas used to provide service to
customers in the service area of Inland;




"Inland Facilities” means the plant in service owned by Inland immediately
before the amalgamation plus all additions to that plant in service;

“"Lower Mainland Division” means the operations of BC Gas used to provide
service to customers in the service area of Mainland Gas:

"Lower Mainland Facilities” means the plant in service owned by Mainland
Gas prior to the amalgamation plus all additions to that plant in service;

"Mainland Gas' means B.C. Gas Inc., one of the amalgamating companies, as
it existed immediately before the amalgamation;

“minister” means the Minister of Energy, Mines and Petroleum Resources.

{2) Notwithstanding that July 1st is a holiday, where a provision in this

order requires that an action be taken on July 1, 1989, the action shall be taken on
thatday.

Rate Base

2. (1) BC Gas shall, from July 1, 1989 unti! the end of Scptember, 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.

(2) For the setting of rates and for all other purposes under the Act, the rate
base of the Lower Mainland Division as of July 1, 1989 shall be the rate base of
Mainland Gas immediately before amalgamation.

(3) For the setting of rates and for all other purpases under the Act, the rate
base of the Inland Division as of July 1, 1989 shall he the rate base of Inland
immediately before amalgamation.

(4) For the setting of rales and for all other purposes under the Act, the rate
base of the Columbia Division as of July 1, 1989 shall be the rate base of Columbia
immediately before amalgamation.

(5) For the setting of rates and for all other purpeses under the Act, the rate
base of the Fort Nelson Division as of July 1, 1989 shall be the rate base of Fort
Nelson immediately before amalgamation.

Divisional Accounts

3. BC Gas shall, from July 1, 1989 until the end of September, 1991,
establish and maintain its accounts on a divisional basis, with separate accounts
for each of the Lower Mainland Division, the Inland Division, the Columbia
Division, and the Fort Nelson Division.

Depreciation Rates

4, (1) From July 1, 1989 until the end of September, 1991, and of for all
purposes of the Act, BC Gas shall estabiish and maintain its depreciation rates on
a divisional basis.

{2) From July 1, 1989 until the end of September, 1991, the depreciation
rates to be applied to the Lower Mainland Pacilities shall be the depreciation rates
in schedule 1,

(3) From July 1, 1989 until the end of September, 1991, the depreciation
rates to be applied to the Inland Facilities shall be the depreciation rates set out in
schedule 2.




(4) From July 1, 1989 until the end of September, 1991, the depreciation
rates to be applied to the Columbia Facilities shall be the depreciation rates set out
in schedule 3.

(5) From July 1, 1989 until the end of September, 1991, the depreciation
rates to be applied to the Fort Nelson Facilities shall be the depreciation rates set
out in schedule 4.

Accumulated Depreciation Accounts

5. (1) From July 1, 1989 until the end of September, 1991, for all purposes of
the Act, BC Gas shall establish and maintain its accumulated depreciation
accounts on a divisional hasis.

(2) The balance in the accumulated depreciation accounts relating to the
Lower Mainland Facilities, as of July 1, 1989, shall be the amount of depreciation
recorded in the accounts of Mainland Gas immediately before Lhe amalgamation.

(3) The halance in the accumulated depreciation accounts relating to the
Inland Facilities, as of July 1, 1989, shall be the amount of depreciation recorded
in the accounts of Inland immediately before the amalgamation.

{4) The balance in the accumulated depreciation accounts relating to the
Columbia Facilities, as of July 1, 1989, shall be the amount of depreciation
recorded in the accounts of Columbia immediately before the amalgamation.

(5) The balance in the accumulated depreciation accounts relating to the
Fort Nelson Facilities, as of July 1, 1989, shall be the amount of depreciation
recorded in the accounts of Fort Nelson immediately hefore the amalgamation.

Capital Cost Allowance

6. (1) BC Gas shall establish and maintain accounting schedules which
identify separately for each class of assets of each of the divisions, the
undepreciated capital cost related to rate base and the undepreciated capital cost
related to other than rate base.

(2) For each class of assets of each of the divisions, capital cost allowance for
which BC Gas has a valid claim for income tax purposes, as evidenced in its income
tax records [rom time to Lime, shall be allocated pro rata, hased on the
undepreciated capital cost immediately hefore the claim of capital cost allowance,
between the undepreciated capital cost which is related to rate base and the
undepreciated capital cost which is related to other than rate base,

Existing Rates

7. (1) BC Gas shall, from July 1, 1989 until the end of September, 1991,
establish and maintain its schedules of rates on a divisional basis, with a separate
schedule of rates {or ench of the Lower Mainland Division, the Inland Division, the
Columbia Division, and the Fort Nelson Division,

{2) The schedule of rales of the Mainland Cas Division as of July 1, 1989
shall be the schedule of rates of Mainland Gas immediately beflore the
amalgamation,

(3) The schedule of rates of the [nland Division as of July 1, 1989 shall be the
schedule of rates of Intand immediately before the amalgamation.

{4) The schedule of rates of the Columbia Division as of July 1, 1989 shall be
the schedule of rates of Columbia immediately before the amalgamation.

3
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(5) The schedule of rates of the Fort Nelson Division as of July 1, 1989 shall
be the schedule of rates of Fort Nelson immediately before the amalgamation.

Notice Requirements

8. (1) Until the end of September, 1991 BC Gas shall promptly notify the
Lieutenant Governor in Council by delivering written notice to the minister of any
changes in
(a) natural gas commodity prices for any of the divisions including natural .
gas commodity purchase prices paid by one division to another division ;
of BC Gas, ;
the tolls, approved by the National Energy Board, of Westeoast Energy

Inc. and of Alberta Natural Gas Company Ltd. ,

(c} the amounts payable by BC Gas to Washington Water Power Company :
for costs reasonably incurred that are associated with the Jackson i
Prairie storage facility or other costs, approved by the Licutenant
Governor in Council in advance of incurring the costs, that are
reasonably incurred and are associated with other natural gas storage
facilities,

(d) the amounts payable by BC Gas or any of its divisions to Westcoast
Energy Inc. arising from

(i) changes in contract demand that are caused other than by :
variations in number of customers or in customer consumption of ;
natural gas and that are the result of :

(A) changes in the deliverability, or capacity of natural gas
storage facilities that are available to BC Gas, or any of its
divisions, or

(B} changes in the supply of peaking gas available to BC Gas
or any of its divisions, or

(C) the movement of customers from a sales contract basis toa
service contract basis and vice versa, or

(D) changes in any portion of the gas supply of BC Gas or any
of its divisions [rom a sales contract basis to a service
contract basis and vice versa,

(ii) changes in the usage by BC Gas or any of the divisions of
interruptible natural gas that is caused other than by variations
in number of customers or in customer consumplion of natural
gas, or

(iil) changes in the usage by BC Gas or any of its divisions of
interruptible natural gas that is caused by changes in the supply
of interruptible natural gas,

(e) the rate of, or method of calculating, any real property taxes payable
by BC Gas or any of its divisions to competent taxing authorities,

(D) the rate of any tax payable by BC Gas or any of its divisions under
section 407 of the Municipal Act or section 398 of the Vancouver
Charter,

{(g) the rate of any municipal franchise fees payable by BC Gas or any of its
divisions, and :

{h) the rate of federal and provincial income tax (including surcharges)
applicable to the utility operations of BC Gas or any of its divisions.

b
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(2) Until the end of September, 1991 BC Gas shall notify the Lieutenant
Governor in Council by delivering written notice to the minister of any changes in
the weighted monthly average rate of interest payable by BC Gas on debt for a
term of less than one year thal is associated with the utility operations of the
Lower Mainland Division.

(3) Until the end of September, 1991 BC Gas shall notify the Lieutenant
Governor in Council by delivering written notice to the minister of any changes in
the weighted monthly average rate of interest payable by BC Gas on debt for a
term of less than one year that is associated with the utility operations of the
Inland Division.

(4) Until the end of September, 1991 BC Gas shall promptly notify the
Lieutenant Governor in Council by delivering written notice to the minister of any
payment by BC Gas or any of its divisions of fees, levies and other charges as
recovery of expenses of the government or of the Commission arising out of the
administration of the Act {as described in section 140(1.1) of Lhe Act).

Deferral Accounts

9. BC Gas shall establish, and until the end of September, 1991, maintain
deferral accounts that record and reflect

(a) the changes described in section 8 (1) (a) to (g), and the impact on the
divisions of BC Gas of those changes,

(b} the fees, levies and charges described in section 8 (4) that are paid hy
BC Gas or its divisions, and the impact on the divisions of BC Gas of
those changes,

(c) the extent to which the federal and provincial income tax expense
(including surcharges) associated with utility operations of each
division that is actually incurred by BC Gas differs from that which it
would have incurred if the average annual federal and provineial
income tax rates, (including surcharges) in each of the years {989,
1990 and 1991 were those set out below:

Year Federal Provineial Total

1989 28.0% 14.0% 42.0%
1990 28.0% 14.0% 42.0%
1991 28.0% 14.0% 42.0%

(d) the extent to which the interest expense of BC Gas, determined on a
month to month basis, on debt having a term of less than one year
which debt is associated with the utility operations of the Lower
Mainland Division, differs from the expense that would result from a
base short term interest rate of 10.2% applied to the lesser of:

{i) the actual debt associated with the Lower Mainland Division
having a term of less than enc year, or

(if} 12% of the rate base associated with the Lower Mainland
Division,

{e) the extent to which the interest expensc of BC Gas, determined on a
month to month basis, on debt having a term of less than one year
which debt is associated with the utility operations of the Inland

5
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Division, differs from the expense that would result from a base short
term interest rate of 8.5% applied to the actual debt associated with
the Intand Division having a term of less than one year,
{0 the difference between
(i) BC Gas revenue from customers receiving interruptible
transportation service pursuant to rate schedule 2008 determined
as if the per gigajoule revenue from those customers equaled the
per gigajoule revenue from customers receiving on July 16, 1988
transportation service pursuant to rate schedule 2008, and
(if} the revenue BC Gas would have reccived from those customers
{net of the natural gas commodity purchase price and the
commodity tolls of Westcoast Energy Inc. associated with gas
service to those customers) if those customers had received
interruptible gas sales service at the rate schedule 2501, and
{g} the difference hetween
{1y the level of interruptible revenue credits actually received from
Westeoast Energy Inc. (other than those associated with
interruptible gas supplicd for use by British Columbia Hydro and
Power Authority at its Burrard Thermal electrical energy
generating station), and
{ii} the level of the interruptible revenue credits reflected in the rates
of BC Gas.

Agpplication of Certain Deferrals

10. BC Gas shall, effective the end of September in 1989, 1990 and 1991, or
more {requently as directed by the minister, apply the deferral account balance
established under section 9 (g) against the deferral aceount balance established
under section 9 ().

Rate Schedules

11. (1) BC Gas shall, annually or as otherwise directed or agreed by the
minister, in each of 1989, 1990 and 1991 file a now schedule of rates under the Act
for each of its divisions.

{2) The rate schedules for cach division which BC Gas files under the Act
before the end of September, 1991 shall reflect an amortization over 12 months of
the aggregate amount recorded in the deferral accounts required by seetion 9 (a) to
(e) or such other ameortization directed or agreed by the minister,

{3) The last schedule of rates for each division filed under the Act by BC Gas
belore Lthe end of September, 1991 shall reflect an umortization over 12 months of
the aggregate amounts recorded in the deferral aceounts required by section 9 (a)
to (e).

(4) The last schedule of rates for each division filed under the Act by BC Cas
hefore the end of September, 1991 shall reflect the rates of each division of BC Gas
that are, subject to the Act, to be effective the end of September, 1991,

(6) BC Gas shall file with the minister new schedules of vutes for the Inland
Division for the year beginning November 1, 1989 predicated upon the principles
determined by the Commission to be appropriate in its decision dated December
11, 1987 and relating to the rate design of nland.
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Limitation on Expenses

12. (1) Until the end of September, 1991 no changes in the expenses of BC
Gas or any of its divisions other than those described in section 8 shall be reflected
in the rates of BC Gas and its divisions.
(2) B.C. Gas shall file with the Lieutenant Governor in Council, in care of the
minister, the capital budgets of each division of BC Gas and the information the
Lieutenant Governor in Council requires to monitor compliance with this ~rder.
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SCHEDULE 1
SCHEDULE OF DEPRECIATION RATES
Lower Mainland

Distribution Plant
Mains
Measuring and Regulating Equipment
Meters
Services
Production Plant
Miscellaneous Plant Equipment
Petroleum Gas Equipment
Storage Plant
LNG Plant
Other Plant
Equipment
High Pressure Storage Tanks
Contributions
Contributions in Aid of Construction (amortization rate)
Special Assets
Computer Equipment
LNG Computer Equipment
Computer Equipment - Miscellaneous
Micro-Computer Systems
Computer Assisted Mapping System

General Assets

Buildings
Frame or Sheet Steel
Masonry
Capital Spare Equipment
Communication Equipment
Gas Supervisory System
Microwave
Radio
Telephone
Intangible Plant
Franchise and Consents
Miscellaneous
Organization
Land and Land Rights
Miscellaneous Equipment
Office Furniture and Equipment
Patterns, Dies, Moulds

Rate %

2.0
3.0

2.9

3.0

4.0

4.0
2.0

2.0

20.0
20.0
12.62
22.66

3.0
L6
10.0

10.0
5.0
10.0
5.0

1.0
1.0
1.0
No Depreciation
5.0
5.0
10.0




Roads, Trails and Small Bridges
Stores, Shop and Laboratory Equipment
Tools and Work Equipment
Engineering Services
General
Transportation Equipment
Special Work Equipment
Trailers

SCHEDULE 2
SCHEDULE OF DEPRECIATION RATES

Inland

Intangible Plant
Utility Plant Acquisition Adjustments
Unamortized Conversion Expense
Organization Expense
Other Deferred Charges
Franchises and Consents
Other Intangible Plant
Transmission Plant
Land and Land Rights
Compressor Structures
Measuring Structures
Other Structures and Improvements
Maing
Compressor Equipment
Measuring and Regulating Equipment
Distribution Plant
Land and Land Rights
Structures and Improvements
~ Leasehold Alterations
~ Frame Buildings
- Masonry Buildings
Services
House Regulators and Meter Installations
Mains
NGV Compressor Equipment
Measuring and Regulating Equipment
Meters
General Plant
Structures and Improvements
- Leasehold Alterations

2.5
5.0

15.0

5.5
10.0

Rate %

1.0
1.0
1.0
1.0
1.0
Term of Lease

No Deprociation
3.0
3.0
3.0
2.0
3.0
3.0

No Depreciation

Term of Lease
3.0

Term of Lease




T

- Frame Buildings 3.0
Office Furniture and Equipment

~-EDP Equipment 12.5

~ All other 5.0
Transportation Equipment 15.0
Heavy Work Equipment (Account 485) 5.0
Tools and Work Equipment 5.0
Communiecation Equipment

- Telemetry Equipment 10.0

- Other Structures and Equipment 50
Equipment on Customers’ Premises 5.0

Gas Plant Held for Future Use
Structures and Improvements

- Frame Buildings 3.0
~ Masonry Buildings 1.5
Manufacturing Equipment 3.0
Gas Holders 2.0
Contributions in Aid of Construction
NGV Vehicle Grants 15.0
NGV Compressor Grants 6.67
Leasehold Alterations Term of Lease
All Other (Weighted Average) 2.2

SCHEDULE 3
SCHEDULE OF DEPRECIATION RATES

Columbia
Rate %
Intangible Plant _
Franchises and Consents 1.0
Transmission Plant
Land and Land Rights No Depreciation
Measuring and Regulating Structures 3.0
Other Structures and Improvements 3.0
Mains 2.0
Measuring and Regulating Equipment 3.0
Other Transmission Equipment 5.0
Distribution Plant
Land and Land Rights No Depreciation
Structures and Improvements 3.0
Services 2.0
House Regulators and Meter Installations 3.0
Mains . 2.0
NGV Compressor Equipment 6.87

Rt L SRR




Measuring and Regulating Equipment
Meters '
Other Distribution Equipment
General Plant
Structures and Improvements
- Frame Buildings
- Masonry Buildings
Office Furniture and Equipment
- EDP Software and Equipment
-~ All Other
Transportation Equipment
Tools and Work Equipment
Communication Equipment
Other General Equipment
Other

Byron Creek Transmission and Distribution Plant

Contributions in Aid of Construction
NGV Vehicle Grants
NGV Compressor Grants
All Other (Weighted Average)

SCHEDULE 4
SCHEDULE OF DEPRECIATION RATES

Fort Nelson

Intangible Plant
Pranchises and Consents
Transmission Plant
Land and Land Rights
Structures and Improvements
- Frame Buildings
- Masonry Buildings
Mains
Measuring and Regulating Equipment
Distribution Plant
Land and Land Rights
Structures and Improvements
-Frame Buildings
- Masonry Buildings
Services
House Regulaters and Meter Installations
Mains
NGV Compressor Equipment

3.0
3.0
5.0

12.5
5.0
15.0
5.0
5.0
5.0

5.0

15.0
6.67
2.2

Rate %
1.0
No Depreciation

3.0
1.5
2.0
3.0

No Depreciation

3.0
L5
2.0
3.0
2.0
6.67




Measuring and Regulating Equipment
Meters
Other Distribution Equipment

General Plant

Land
Structures and Improvements

~ Frame Buildings

-~ Masonry Buildings
Office Furniture and Equipment
Transportation Equipment
Heavy Work Equipment
Tools and Work Equipment
Communication Equipment

Contributions in Aid of Construction

B e L e NP R

NGV Vehiele Grants
NGV Compressor Grants
Alaska Highway Project
All Other

3.0
3.0
3.0

No Depreciation

3.0
1.5
5.0
15.0
5.0
5.0
5.0

15.0
8.67
2.0
3.0

Radtans (L IV
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FORT I S BC B:ier::?o'rq,gegulatory Affairs - Gas

FortisBC Energy Inc.

16705 Fraser Highway
Surrey, B.C. V4N OE8
Tel: (604)576-7349
Cell: (604) 908-2790
Fax: (604) 576-7074

Email: diane.roy@fortisbc.com

www.fortisbc.com

Regulatory Affairs Correspondence

May 17, 2012 Email: gas.regulatory.affairs@fortisbc.com

British Columbia Utilities Commission
6" Floor, 900 Howe Street
Vancouver, BC V6Z 2N3

Attention: Ms. Alanna Gillis, Acting Commission Secretary

Dear Ms. Gillis:

Re: FortisBC Energy (Vancouver Island) Inc. (“FEVI”)
Notice of Extension of Transportation Service Agreement and Peaking Gas
Management Agreement between FEVI and Vancouver Island Gas Joint Venture

FEVI and the Vancouver Island Gas Joint Venture (the “VIGJV”) entered into a
Transportation Service Agreement (the “TSA”) and Peaking Gas Management Agreement
(the “PGMA”) dated December 14, 1995. The TSA and PGMA were amended and approved
by the Commission’ in 2004 based on the Special Direction No. 2 attached to OIC 1224/04
(Attachment A). The term of the amended agreements is set to expire on December 31,
2012.

The 2004 Amended TSA (Attachment B) contained a clause that the agreement may be
extended for a further five year term beyond the Renewal Period as mutually agreed to by
the Parties prior to October 1, 2011. As mutually agreed to by both Parties on September 30,
2011, the TSA Renewal Period has been extended for a further five year term and will now
expire on December 31, 2017.

As stated in the September 30, 2011 Letter of Extension (Attachment C), “The parties
acknowledge that FortisBC may be amalgamated with certain of its affiliates during the
Renewal Period and that such an amalgamation may result in changes in FortisBC’s rate
structures. In those circumstances, VIGJV will have the option to terminate the TSA without
penalty provided that VIGJV applies for and agrees to receive gas transportation service
pursuant to one of FortisBC’s rate schedules available to large industrial customers. The
parties acknowledge that this letter agreement is subject to the approval of the British
Columbia Utilities Commission.”

FEVI requests approval of the TSA extension from the Commission as all other provisions of
the TSA and PGMA will continue without amendment during the Renewal Period. As

' British Columbia Utilities Commission Order No. G-113-04.


mailto:diane.roy@fortisbc.com
http://www.fortisbc.com/
mailto:gas.regulatory.affairs@fortisbc.com

May 17, 2012 )
British Columbia Utilities Commission FORTIS BC

Extension of Transportation Services Agreement Between FEVI and VIGJV
Page 2

reflected in the amended PGMA?, “the term of the PGMA will be extended to reflect the
extended term of the TSA as set out in this term sheet”.

If there are any questions regarding this letter or the enclosed agreement, please contact
Kevin Hodgins at 604-592-7991.
Yours very truly,

FORTISBC ENERGY (VANCOUVER ISLAND) INC.

Original signed by: Paul Craig

For: Diane Roy

Enclosure

cc (email only): Vancouver Island Gas Joint Venture

2 2004 Letter of Amendment and Extension of Transportation Service Agreement and Peaking Gas Management
Services Agreement between Terasen Gas (Vancouver Island) Inc. and Vancouver Island Gas Joint Venture,
Appendix 1, Section 7.4
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ORDER IN COUNCIL 1224/04



PROVINCE OF BRITISH COLUMBIA
ORDER OF THE LIEUTENANT GOVERNOR IN COUNCIL

Order in Council No- - 1 2 S i , Approved and Ordered DEC ? 1 Zﬁﬂg

Executive Council Chambers, Victoria

On the recommendation of the undersigned, the Lieutenant Governor, by and with the advice and consent of
the Executive Council, orders that the attached Special Direction is made.

Minister oﬂEnergzyand Mines VP‘Feiding Member of the Executive Council

(This part is for adminisirative purposes only and is not part of the Order.)
Authority under which Order is made:

Act and section:- Vancouver Island Natural Gas Pipeline Act, R.S.B.C. 1996, c. 474, section 7 (3) and (4)
Other (specify):-
November 30, 2004 '{.S cQ7/2004/7
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VANCOUVER ISLAND NATURAL GAS PIPELINE
SPECIAL DIRECTION NO. 2 TO THE BRITISH COLUMBIA
UTILITIES COMMISSION

Definitions
1 In this Special Direction:
“Act” means the Vancouver Island Natural Gas Pipeline Act;
“commission” means the British Columbia Utilities Commission;

“Contract Demand”, “Firm Transportation Service” and “Interruptible Offset
Gas” have the same meanings as they have in Article 3 of the TSA;

“Joint Venture” has the same meaning as in section 1.1 of Special Direction 1;

“letter agreement” means the letter agreement, dated October 27, 2004 and
attached as Schedule “A” to this Special Direction, respecting the amendment to
and extension of the TSA;

“Special Direction 1” means the Vancouver Island Natural Gas Pipeline Special
Direction made under Order in Council 1510/95;

“Terasen” means Terasen Gas (Vancouver Island) Inc.;
“transportation tolls” has the same meaning as in Special Direction 1;

“TSA” means the Transportation Service Agreement dated as of the 14th day of
December, 1995 and attached as Exhibit F to Special Direction 1.

Application

2 This Special Direction is issued to the commission under section 7 (3) and (4) of the
Act,

Directions relating to the letter agreement

3 (1) Despite sections 3.6 and 3.7 of Special Direction 1 but without limiting any other
power the commission may have, the commission must approve the letter
agreement to the extent that it

(a) varies the transportation tolls or other amounts payable to Terasen for the
services provided to the Joint Venture under the TSA, and

(b) increases or decreases

(1) the Contract Demand for Firm Transportation Service determined in
accordance with the TSA, or

(ii) the quantities of Interruptible Offset Gas that the Joint Venture is
entitled to receive under the TSA.

(2) Despite subsection (1), the direction contained in that subsection does not require
the commission to approve any other agreements, including, without limitation,
any further definitive amending agreements, whether or not those agreements do
or purport to do either or both of the following:

(a) incorporate any or all of the terms of the letter agreement;
(b) replace or supersede the terms of the letter agreement,

page2of2
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Terasen
Gas

For:

Scott A. Thomson
Vice President,
Finance & Regulatory Affairs

16705 Fraser Highway

Surrey, B.C. V3S 2X7

Tel: (604) 592-7784

Fax: (604) 592-7890

Email: scott.thomson@terasengas.com
www.terasengas.com

November 9, 2004

British Columbia Ultilities Commission
6th Floor, 900 Howe Street
Vancouver, B.C.

V6Z 2N3

Attention: Mr. R.J. Pellatt, Commission Secretary

Dear Sir:

Re: Amendment and Extension of Transportation Service Agreement and
Peaking Gas Management Services Agreement between Terasen Gas
(Vancouver Island) Inc. and the Vancouver Island Gas Joint Venture

Enclosed for information purposes is a copy of the Letter Agreement amending and
extending the Transportation Service Agreement and Peaking Gas Management
Agreement between TGVI and the Vancouver Island Gas Joint Venture as well as the
related Term Sheet. The agreements are subject to approvals as necessary from the
Province which are currently being sought.

Should you have and questions regarding the attached, please call Scott Thomson at
604 592 7784.
Yours very truly,

TERASEN GAS (VANCOUVER ISLAND) INC.

Original signed by Tom Loski

Scott A. Thomson

Attachment
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Terasen Gas
16705 Fraser Highway
Surrey, B.C.

V38 2X7

Tel: (604) 576-7000

DELIVERED BY COURIER AND E-MAIL
October 27, 2004

Dave Hargreaves

Manager, Central Services

HOWE SOUND PULP AND PAPER L.P.
Port Melon, B.C.

VON 280

Dear Mr. Hargreaves :
Re : Amendment and Extension of Transportation Service Agreement and

Peaking Gas Management Services Agreement between Terasen Gas
(Vancouver Island) Inc. and the Vancouver Island Gas Joint Venture

This letter agreement is further to our recent discussions regarding the principal terms
for the amendment and extension of the Terasen Gas (Vancouver Island) Inc. (“TGVI")/
Vancouver Island Joint Venture (“VIGJV”) Transportation Service Agreement and
Peaking Gas Management Services Agreement (collectively, the “Agreements”). The
purpose of this letter agreement is to set out, as set forth herein and in Appendix 1
attached (together, the “Letter Agreement”), the terms upon which TGVI and VIGJV are
prepared to amend and extend the Agreements. While it is intended that the terms of
this Letter Agreement shall be binding on TGVI and VIGJV once executed by the
parties hereto, the parties acknowledge that they shall be executing further definitive
amending agreements (‘Amending Agreements”) to the Agreements which will
incorporate the terms of this Letter Agreement. Once executed, such Amending
Agreements shall replace and supersede the terms of this Letter Agreement.

Upon the execution of this Letter Agreement by the VIGJV and TGVI, the VIGJV shall:

1. promptly adjourn or cause to be adjourned generally the hearing of the Petition
filed in the Vancouver Registry of the Supreme Court of British Columbia
(“Petition”) under #S045062 and hold all litigation relating to this matter in
abeyance until the terms of the Amending Agreements have received all
necessary regulatory, governmental and other approvals and have become
effective in accordance with Article 11 of Appendix 1 to this Letter Agreement;
and

2. agree not to renew the agreement with BC Hydro for the assignment of 4
TJ/day of transportation capacity upon the expiration of that agreement and,
pending and following receipt of all necessary regulatory, governmental and
other approvals to make this Letter Agreement effective, not to take further
steps to require that TGVI consent to the assignment contemplated by that
agreement.



Once the requisite regulatory, governmental and other approvals have been obtained,
VIGJV shall promptly cause the dismissal or discontinuance of the Petition as
contemplated in Section 9.2 of Appendix 1 to this Letter Agreement.

As set out above, once executed by both parties, the terms set out in this Letter
Agreement are intended to constitute a legally binding agreement amongst the parties
hereto. By their respective signatures hereto, the parties acknowledge that they have
all requisite corporate and other authority to enter into, execute and be bound by the
terms of this Letter Agreement. Please sign below where indicated and return a fully
executed copy to my attention. This Letter Agreement may be executed by facsimile
and by counterparty.

Yours very truly,
TERASEN GAS/(VANCOUVER ISLAND) INC.
Per:

< son
Vice President Finance
Akf/akf
Encl.
Accepted this day, of October, 2004
Pope and Talbot Ltd. Western Pulp Limited
Per: Per:
Name: Name:
Title: Title:

Howe Sound Pulp and Paper Limited Norske Skog Canada Limited
Partnership
Per:
Per: Name:
Name: Title:
Title:




LY/ &/ 4vve 19311 PFAX ZOU (ZZ 4330 HARMAC TECHNICAL DEPT , Zoos

- on : ﬂiefewfsita _L.’:Zj_ﬁuta..tgm gqvemmentat and other an;isfamvals have; besn obtaloed,
VIGIV sh CaUSs. tie. dismiseal or discontdnes of tha Peﬁtm o
' : ectlcn Q,Q;efﬁppsndfm totfils: &mterA,graament :

s w R ——— by Both ‘partios, the tefms set-out in: s Lelter
_ ! maéftfﬁre intendbri“’ta sonstitute a: legqi]y bind{ng ‘agreertignt: amengst the- parties.x
b eto. By fhelr resped .‘.:as;s]gr_)gmnesﬁemm;ntﬁp= ggmgg»gﬁgqumgéz.nthat they have:

- AN e Sl ] : d -.;.‘-. !.
Agrepmerit, -Fleaser s dicaiod and-retiim & Tally
wx £y aztenﬁen Tils Lattar: Agrearnen*c iy b &xetited by facsmﬁfé

. day OGO, 2004

Bor: s
: "ruta: C

P»artngrshlp

- Hawes smnapu“m and i’apar Liritted . Norske‘swg aanaqa AT
o

Romar » f;lﬁﬂfa‘:;
Tiler | .




MMM AV AW CAA UV4 YUY OOVUD NESIEKN PULYF idooz

Once the raquisita regulatory, governmental and other approvals have.been obtained, !
VIGJV shall promptly cause the distnigsal or discontinuance of the .Pefition as.
contemplated in Section 9.2 of Appendix 1 to this Letter Agreerent.

As set out above, once executéd by both parties, the termis set out in this Letter :
Agreement are intended to constitute a legally binding agreement amongst the parties §
“hereto, By their respective sighatures hereto, the parties acknowledge that they have :
all fequisite corporate:atid other authority to enter into, execute and be bound by the

terms of this Letter Agreement. Please sign below whers Indicated and retumn a fully

executed copy to my. attention. This Letier Agreement may be exacuted hy facsimile
and by counterparty.

Yours very tru
TERASEN G

| son
Vice President Finance
Akflakf
Encl,

Accepted this day, of Octobét, 2004

Pope and Talbot Ltd. Western P ' J
Per: Per:

Name: Name: STEPHEN SWIHERLADD i
Title: ' Title: PURcHUASING MANAGER :
!
H
Howe Sound Pulp and Paper Liinited  Norske Skog:Canada Limited !
Partnership ’ ;
: Per: l
Per: Name; :

Name: Title:

Title:
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Once the requigite regulét.ory, governmental and other a‘pprovais have been obtalned.
VIGWV shal

| promptly cause the dismissal or discontinuance of the Petition as -

contemplated in Section 9.2 of Appendix 1 to this Letter Agreement,

As set out above, once executad by both parties, the terms set out In this Letter
Agreement are intended 10 constitte a legally binding agreement amongst the parties
hereto. By thelr respective signatures hereto, the parties acknowledge that they have
all requisite carporate and other authority to enter into, execute and be bound by the

Vice President Finance
Akf/akf
Encl,

Accepted this 2 ( day, of October, 2004

Pope and Talbot Ltd. Western Pulp Limited
Per: Per:

Name:; Name:

Title: Title:

Howe Sound Pulp and Paper Limited Norske Skog Canada Limited
Partnerghip
Per:

Par: Name:

N qﬁ("—b‘&ﬁ'ﬂ% Title:
T N Ater, et Sotncy £
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Once the requisite regulatory, governmental and other approvals have been obtaihed.
VIGJV shall promptly cause the dismissal or discontinuance of the Petition as
contemplated in Section 9.2 of Appendix 1 to this Letter Agreement.

Yours very truly,

TERASEN GAS/{VANCOUVER ISLAND) INGC,

Per:

Vice President Finance
Akflake
Encl.

Accepted this

Pope and Talbot Ltd.

Per:

Name:
Title:

Howe Sound Pulp and Paper Limited

Partnership
Per:
Name:
Title:

i L
tt Th ;

day, of Qctober, 2004

Western Pulp Limited
Per:

Name;

Titie:

Norske Skog Canada Limited

Per;

Name: R 1, LinDS TR
THe: Vieg PRESIBersT, STRATEGY




APPENDIX 1

TRANSPORTATION AND PEAKING GAS MANAGEMENT SERVICES

1.

5.

Parties

Vancouver lIsland Gas Joint Venture (“VIGJV”) and Terasen Gas (Vancouver
Island) Inc. (“TGVI”) (together, the “Parties”).

Purpose

2.1

2.2

2.3

The VIGJV is seeking to extend and amend its existing Transportation
Service Agreement (“TSA”) and the Peaking Gas Management
Agreement (“PGMA”) with TGVI.

TGVI owns and operates the natural gas transmission system from
Eagle Mountain to Vancouver Island and the transmission and
distribution system on Vancouver lIsland, and proposes to expand its
system with a phased combination of system upgrades and liquefied
natural gas (“LNG”) storage.

TGVI proposes to amend and extend each of the existing TSA and the
PGMA with the VIGJV for service from Huntingdon to the VIGJV mills
based on the principal terms outlined in this term sheet. The TSA and
PGMA are collectively the “Agreements”. Unless otherwise defined in
this term sheet, all capitalized terms shall bear the meanings set out in
the Agreements.

Term of TSA

3.1

3.2

The Renewal Period in the TSA will be amended and extended to be
from January 1, 2005 to December 31, 2012.

The TSA may be extended for a five year term beyond the Renewal
Period as mutually agreed by the Parties prior to October 1, 2011.

Quantity

4.1

4.2

Toll

51

Firm Contract Demand for the Renewal Period under the TSA will be:

4.1.1 20,000 gigajoules per day for the period January 1, 2005 to
December 31, 2005.

4.1.2 12,500 gigajoules per day for the remainder of the Renewal
Period.

Where a minimum Contract Demand is specified in the TSA as 30,000
gigajoules per day, it shall be amended to 8,000 gigajoules per day.

The firm demand toll shall be the Demand Toll as expressed in Schedule
A of the TSA.
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5.2 There will be three tiers of interruptible tolls for quantities each day in
excess of the Contract Demand quantity.
5.2.1 For quantities of gas each day up to 20,000 gigajoules, the
Interruptible Toll shall be paid on the positive difference
between this quantity and the Contract Demand. The applicable
Interruptible Toll for this gas shall be equivalent to the Demand
Toll rate (firm demand rate). Quantities of gas delivered under
this rate will be known as “Tier 1 I1T”.
5.2.2 For quantities of gas each day in excess of 20,000 gigajoules up
to 30,000 gigajoules, the Interruptible Toll shall be paid as
follows:
5.2.2.10n the 1* 20,000 gigajoules of gas, the Interruptible Toll
shall be paid on the positive difference between
20,000 gigajoules and the Contract Demand at
the Tier 1 IT rate; and

5.2.2.20n quantities between 20,000 gigajoules and 30,000
gigajoules the applicable Interruptible Toll payable
on the quantity in excess of 20,000 gigajoules
shall be as expressed in Schedule B of the TSA.
Quantities of gas delivered under this rate will be
known as “Tier 2 IT”.

5.2.3 For quantities of gas each day in excess of 30,000 gigajoules,
the Interruptible Toll shall be paid as follows:
5.2.3.10n the 1* 20,000 gigajoules of gas, the Interruptible Toll

shall be paid on the positive difference between
20,000 gigajoules and the Contract Demand at
the Tier 1 IT rate;
5.2.3.20n quantities between 20,000 gigajoules and 30,000
gigajoules the applicable Interruptible Toll payable
on the quantity between 20,000 gigjoules and
30,000 gigajoules shall be at the Tier 2 IT rate;
and
5.2.3.3The applicable Interruptible Toll paid on the quantities in
excess of 30,000 gigajoules shall be equivalent to
the Demand Toll rate (firm demand rate) multiplied
by 1.1. Quantities of gas delivered under this rate
will be known as “Tier 3 IT”.
6. Future Contract Demand Reinstatement or Reduction
6.1 All articles related to Contract Demand reduction will be removed from

the TSA except the following:

6.1.1

The VIGJV shall have the right to reduce Contract Demand by up
to 4,500 gigajoules per day during the Renewal Period. The
notice period for all such reductions shall be a minimum of one
year and notice will not to be given prior to January 1, 2006.
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6.2

Notwithstanding the above, the minimum Contract Demand
during the Renewal Period shall be 8,000 gigajoules per day.

6.1.2 The right to reduce Contract Demand as a result of Expansion
Projects will remain, but will be suspended for any Expansion
Projects that, when announced, are projected to have in-
service dates prior to November 1, 2010. For clarity, this
means that the VIGJV will not be able to reduce its Contract
Demand for any Expansion Projects put in service prior to
November 1, 2010

The TSA will be amended such that any reinstatement of Contract
Demand above 12,000 gigajoules per day will be on an annual renewal
basis (effective November 1 of each year). TGVI will give the VIGJV a
minimum of six months notice as to availability of reinstatement of
Contract Demand in each year. For clarity, nothing in this amendment
would compel TGVI to add facilities to meet a VIGJV request for
reinstatement of Contract Demand.

7. Peaking Gas Management Agreement (PGMA)

7.1

7.2

7.3

7.4

The PGMA will be amended so that after January 1, 2006 TGVI will only
be able to call for Curtailment in situations of mechanical failure of TGVI
facilities that would otherwise cause it to be unable to meet core
market demand.

Curtailment in these circumstances will be covered under the rate and
terms for Supplemental Curtailment Units under the PGMA.

TGVI will also be able to request Emergency Gas under those provisions
in the PGMA (namely, only if the VIGJV is able to provide it).

The term of the PGMA will be extended to reflect the extended term of
the TSA as set out in this term sheet.

8. Interruptible Offset Gas

8.1

8.2

Limitations to the size of the Interruptible Offset Gas Account in the
TSA shall be amended so that the total quantity of gas in the
Interruptible Offset Account shall not exceed 25 times the then current
Contract Demand in any year.

When quantities are delivered from the Interruptible Offset Account for
Tier 1 IT, Tier 2 IT and Tier 3 IT, removal from the Interruptible Offset
Account shall be on a 1 to 1 basis.

9. Right of Assignment

9.1

The TSA will be amended to remove any right of assignment except to
the new owner in the case of a change in ownership of the Owner’s
Mills. For clarity, this means that there will be no right to assign or
otherwise extend the rights under the TSA for use anywhere other than
the Owner’s Mills. The Agreements shall be amended to clarify that
except for such assignment, the VIGJV shall not be entitled to add,
replace or substitute any entity to the VIGJV and thereby purport to
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10.

11.

12.

confer rights on such entity with respect to the Agreements
notwithstanding any provision to the contrary in the Agreements.

9.2 The VIGJV shall promptly: (i) cause the VIGJV Petition to the Supreme
Court of British Columbia, Vancouver Registry Number SO45062, to be
dismissed by way of consent dismissal order; or (ii) discontinue all
further proceedings relating thereto; and in either case, each of TGVI
and VIGJV shall bear its own costs and the parties will exchange a
mutual release with respect to the claims set out therein.

9.3 There will be no other claims made to TGVI regarding any assignment of
VIGJV Contract Demand under the Agreements.

Expansion Project Related to Service to ICP and CFT Outcome

The VIGJV agrees to not oppose TGVI's August 2004 CPCN application for an
LNG facility for Vancouver Island.

Regulatory and Other Approvals

11.1 This term sheet and the amendments to the Agreements contemplated
in this term sheet are subject to the approval by the British Columbia
Utilities Commission (“BCUC”) and receipt of other regulatory,
governmental and other approvals as may be required.

11.2 TGVI shall proceed promptly and in good faith to apply to the BCUC for
approval of this term sheet and the amendments and extension of the
Agreements as contemplated in this term sheet and both parties shall
support, through intervention, appearance of counsel, evidence and
argument, such application. In addition, TGVI shall promptly and in
good faith apply for and diligently seek all other regulatory,
governmental and other regulatory approvals as my be required.

Requests by VIGJV for Additional Capacity which require Expansion
Projects

The existing provisions in the TSA relating to Expansion Projects shall be
amended to give effect to the following agreement between TGVI and the
VIGJV with respect to Expansion Projects, including the provisions of Section
6.1.2 above. In the event the VIGJV requires additional firm capacity, which
increase in firm capacity would require TGVI to undertake Expansion Projects,
TGVI shall undertake such projects, subject to the approval of the BCUC,
provided the following conditions are met:

12.1 Ownership — All Expansion Projects will remain the property of TGVI.

12.2 Economic Test — All requests for TGVI to undertake Expansion Projects
will be subject to the Expansion Projects satisfying the following
economic test. The economic test will be a discounted cash flow
analysis of the projected revenue and costs associated with the
Expansion Projects. Subject to the provisions of Section 12.5 below,
Expansion Projects will be deemed to be economic and will be
constructed if the results of the economic test indicate a zero or
positive net present value.
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12.3

12.4

12.5

Revenue — The projected revenue to be used in the economic test will
be determined by TGVI by:

(a) establishing consumption estimates for the VIGJV; and,
(b) applying the appropriate revenue margins for such consumption.

Costs — The total costs to be used in the economic test include,
without limitation, the following:

(a) the full labour, material, and other costs necessary to construct
the Expansion Project and any related facilities;

(b) the appropriate allocation of TGVI's overheads associated with
the construction of the Expansion Project; and,

(c) the incremental operating and maintenance expenses associated
with the carrying out and implementation of the Expansion
Project.

In addition to the costs identified, the economic test will include
applicable taxes and the appropriate return on investment to TGVI as
approved by the BCUC.

Contribution in Aid of Construction — Notwithstanding the provisions
of Section 12.2 above, if the economic test results indicate a negative
net present value, TGVI will nonetheless proceed with the Expansion
Project provided that the shortfall in projected revenue is eliminated by
contributions in aid of construction made by the VIGJV. The total
required contribution in aid of construction will be paid by the VIGJV
prior to commencement of construction of the Expansion Project.
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VIGJV EXTENSION LETTER TO DECEMBER 31, 2017



(l; HOWE SOUND .
PULP & PAPER
V4 A CORPORATION

Septemiber 30, 2011

ForitsBC (Vancouver Island) Inc.
16705 Fraser Highway

Surrey, B.C.

V38 2X7

Attention: Kevin Hodgins
Dear Sir:

Re Extension of Transportation Service Agreement (the “TSA”) between FortisBC
(Vancouver Island) Ine. (“FortisBC™) and Vancouver Island Gas Joint Venture (the
“VIGJV”)

This letter agreement is to confirm our recent discussion regarding the basis on which the .
term TSA will be extended.

By agreement made in October 2004 the Renewal Period of the TSA was extended to
December 31, 2012. That agreement also provided that the TSA may be extended for a
further five year term beyond the Renewal Period as mutually agreed by the parties before
October 1, 2011. This letter confirms our mutual agreement to extend the Renewal Period for
a five year term to expire on December 31, 2017.

The parties acknowledge that FortisBC may be amalgamated with certain of its affiliates
during the Renewal Period and that such an amalgamation may result in changes in
FortisBC’s rate structures. In those circumstances, VIGIV will have the option to terminate’
the TSA without penalty provided that VIGIV applies for and agrees 10 reccive gas
transportation service pursuant to one of FortisBC’s rate schedules available to large
industrial customers. The parties acknowledge that tliis letter agreement is subject to the.
approval of the British Columbia Utilities Commision,

Except as expressly set out in this letter, all other provisions of the TSA will continue without
amendment during the Renewal Period.

We would be gratefil if you would please sign and return a copy of this letter to confirm our
agreement. In furn, I will arrange for each of the participants in the VIGIV to provide to you
a signed copy of this letter fo confirm their agreement with its terms. Thank you.



Yours truly,

V

Fred Fominoff
Chair, Vancouver Island Oas Joint Venture

The terms of thisletter agreement are confirmed and accepted this __day of September, 2011

RORTISBC (VANCOUVER ISLAND) INC.

(Authorized Sighing Dfficer)

HOWE SOUND PULP & PAPER CORPORATION

e ALY

(Aut{mn{z& Signing Officer)

CATALYST PAPER CORP.

(Autliorized Signing Officer)

NANAIMO'

FOREST PRODUCTS LED.

Pey K ' C(W\/ 4@

(Authorized Signing Officer)

Howe Sound Pulp& Paper Cotporation
3838 Pui Mellon Riglhway

Port Meklon, ritish Columbia VOK 250
Phone: (604} 8845223 Fux: {604).884-
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Definitions

In these Terms and Conditions:

(@)

(9)
(h)

Basic Charge - Means a fixed charge required to be paid by a Customer or
Service as specified in the applicable Rate Schedule, or the prorated daily '\e
equivalent charge - calculated on the basis of a 365.25-day year (to inc rpgra
the leap year), and rounded down to four decimal places.

Commission constituted under the Utilities Commission Act of Rri Columbia

British Columbia Utilities Commission - Means the British C@’*’i Utilities
and includes and is also a reference to

*
(i) any commission that is a successor to such ¢ Qon, and
(ii) any commission that is constituted purs ny statute that may be
passed which supplements or superse Utilities Commission Act of

British Columbia

/
Commercial Service - Means the promeddg of firm Gas supplied to one Delivery
Point and through one Meter Set for 0§ approved appliances in commercial,

institutional or small industrial op€ratjons.

Customer - Means a Pers is being provided Service or who has filed an
application for Service wilti\CojtisBC Energy that has been approved by FortisBC
Energy.

Day - Means an of 24 consecutive Hours beginning and ending at 7:00
a.m. Pacific SQ ime or as otherwise specified in the Service Agreement.

Delivery@ - Means the outlet of the Meter Set unless otherwise specified in
g

the S% reement.

Pressure - Means the pressure of the Gas at the Delivery Point.

A,
C)%(HSBC Energy - Means FortisBC Energy (Vancouver Island) Inc.

% Gas - Means natural gas (including odorant added by FortisBC Energy) and

C)(J')

propane.

Gas Service - Means the delivery of Gas through a Meter Set.
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5

Gigajoule - Means a measure of energy equal to one billion joules used for billing ‘ C
purposes.

Heat Content - Means the quantity of energy per unit volume of Gas measured ‘ C
undersstandardized conditions and expressed in megajoules per cubic metre
(MJ/m>).

Hour - Means any consecutive 60 minute period. '{l/ ‘ c
4

Landlord - Means a Person who, being the owner of a property, has or ‘ c

rented it to another person, called the Tenant, and includes the ag at

owner. V4

Main - Means pipes used to carry Gas for general or collegfjve use for the ‘ C

purposes of distribution. ¢

Main Extension - Means an extension of one of F,
low, distribution, intermediate or transmission p
transmission pipelines, the installation of any
and upgrading of existing Mains, or pressu
property.

@Energy’s mains with ‘ c

, and includes tapping of
pressure regulating facilities
ating facilities on private

Meter Set - Means an assembly of F@C Energy owned metering and ancillary ‘ c

equipment and piping. < ’

Month - Means a period ofg# r billing purposes, of 27 to 34 consecutive ‘ c
Days.

Person - Means a ra Qerson, partnership, corporation, society, ‘ C
unincorporated gAtif\or body public.

Premises - V\Qns a building, a separate unit of a building, or machinery together ‘ c
with the unding land.

Pr it&fy Index - Means the revenue to cost ratio comparing the revenues ‘ C
e% from a Main Extension project to the expected costs over a set period of

ate Schedule - Means a schedule attached to and forming part of this Tariff, ‘ C
which sets out the charges for Service and certain other related terms and
conditions for a class of Service.

Residential Service - Means firm Gas Service provided to the Premises of a ‘ c
single Customer, whether single family dwelling, separately metered single-family
townhouse, rowhouse, condominium, duplex or apartment, or single-metered
apartment blocks with four or less apartments.
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(cc)
(dd)

(ee)

(99)

O

Seasonal Service - Means firm Gas Service provided to a Customer during the ‘ c
period commencing April 1°'and ending November 1%,

Service - Means the provision of Gas Service or other service by FortisBC Energy. ‘ C

Service Agreement - Means an agreement between FortisBC Energy and a ‘ C
Customer for the provision of Service.

Service Header - Means a Gas distribution pipeline located on private rop{a\t\/ ‘ C
connecting three or more Service Lines or Meter Sets to a Main.
klng of Gas C

Service Line - Means the portion of the pipeline used for the tr

from FortisBC Energy’s Main distribution pipeline to the inlet of eter Set. In
the case of a Vertical Subdivision, or multi-family housing ggmplex, the Service
Line may include the piping from the outlet of the Meter, the Customer's
individual Premises, but not within the Customer’s indiad remises.

Service Related Charges - Include, but are no Qoﬂ to, application fees, ‘ C
Franchise Fees, and late payment charges, pl ial Services Tax, Goods and
Service Tax, or other taxes related to these@ S.

Temporary Service - Means the proy=s\of Service for what FortisBC Energy ‘ C
determines will be a limited period of

Tenant - Means a Person who e temporary use and occupation of real ‘ Cc
property owned by another@

Vertical Subdivision %’\S a multi-storey building that has individually metered ‘ c
units and a commogfYerviCe Header connecting banks of meters, typically located

on each floor. %

Year - Means eriod of 12 consecutive Months. ‘ C

Q~
&

O
R

| Order No.:

| Effective Date:

Issued By: Diane Roy, Director, Regulatory Affairs

v

January 1, 2014

| BCUC Secretary: , First Revision of Page A-3

 Deleted: G-140-11

[ Deleted: 2

[ Deleted: Original signed by Alanna Gillis

A




1. Application Requirements

1.1 Requesting Services - A Person requesting FortisBC Energy

(a) to provide Gas Service, '{l/

(b) to provide a new Service Line, ~\§'

(c) to re-activate an existing Service Line, P
(d) to transfer an existing account, Q

(e) to change the type of Service provided, or O ’
(f) to make alterations to an existing Service Line or@gﬁet
must apply to FortisBC Energy at any of its office I@%{in person, by mail, by

telephone, by facsimile or by other electronic m@

1.2 Required Documents - An applicant for

(a) Residential Service may lle(r?&:d to sign an application and a Service

Agreement provided by Foftis nergy,

(b) Commercial Service a required to sign an application and a Service
Agreement provid ortisBC Energy, and

(c) Service on OQ e Schedules must sign the applicable Service Agreement
0

provided&i jsBC Energy.

1.3 Separate Rre s / Businesses - If an applicant is requesting Service from FortisBC
Energy g¢ m an one Premises, or for more than one separately operated business,
the apAli ill be considered a separate Customer for each of the Premises and
bu . For the purposes of this provision, FortisBC Energy will determine whether or

n%ﬁ)building contains one or more Premises or any business is separately operated.

1 Required References - FortisBC Energy may require an applicant for Service to provide
reference information and identification acceptable to FortisBC Energy.
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1.5

1.6

21

22

23

Rental Premises - In the case of rental Premises, FortisBC Energy may

(a) require an owner of rental Premises or its agent who wishes FortisBC Energy to
contract directly with a Tenant to enter into an agreement with FortisBC Energy
defining the responsibilities of the owner or agent for payment for Service to the

Premises,
(b) contract directly with the owner or agent of the rental Premises as a Cu ton!gs}
FortisBC Energy with respect to any or all Services to the Premises,

(c) contract directly with each Tenant as a Customer of FortisBC E rgy.

Refusal of Application - FortisBC Energy may refuse to accept pplication for Service
for any of the reasons listed in Section 21 (Discontinuance ofé@ and Refusal of

Service).
Agreement to Provide Service OQ~:

Service Agreement - The agreemer@vice between a Customer and FortisBC

Energy will be C)
(a) the oral or written ap Ii%w of the Customer which has been approved by
FortisBC Energy aé@c is deemed to include the Standard Terms and

Conditions, or %

(b) a Service Agra€ment signed by the Customer.

Customer St@ A Person becomes a Customer of FortisBC Energy when FortisBC

Energy \/V
(a)()%(roves the Person's application for Service, or

% provides Service to the Person.

A Person who is being provided Service by FortisBC Energy but who has not applied for
Service shall be served in accordance with these Standard Terms and Conditions.

No Assignment / Transfer - A Customer may not transfer or assign an agreement for
Service without the written consent of FortisBC Energy.
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3. Conditions on Use of Service

3.1 Authorized Consumption - A Customer must not increase the maximum rate of

by the Customer under the applicable Rate Schedule nor significantly change its

consumption of Gas delivered to it by FortisBC Energy from that which may be cons%ij
oYbe

connected load without the written approval of FortisBC Energy, which approval wi"\
4

unreasonably withheld.

3.2 Unauthorized Sale / Supply / Use - Unless
Customer must not sell or supply Gas suppli

authorized in writing by Fort é?nergy, a

ed to it by FortisBC Energ\{gpbther Persons

or use Gas supplied to it by FortisBC Energy for any purpose oth ha‘n as specified in

the Service Agreement.

4, Rate Classification

4.1 Rate Classification - Subject to Section 4.2

the applicability criteria as set out in th

pecial Contracts and Tariff

priate Rate Schedule.

Supplements), Customers may be serve%ader any Rate Schedule for which they meet

4.2 Special Contracts and Tariff égments - In exceptional circumstances, special
contracts and tariff supple@ts y be negotiated between FortisBC Energy and the

Customer and submitte% &ish Columbia Utilities Commission approval where
(a) a minimum ra%r evenue stream is
e

required by FortisBC Energy to ensure that

stomer is economic; or

syc a reduced rate is justified to keep the Customer on-system.

Service tQ‘
(b) facts&h as system by-pass opportunities exist or alternative fuel costs are

4.3 Per@d)%eview - FortisBC Energy may

conduct periodic reviews of the quantity of Gas delivered and the rate of delivery of
C) Gas to a Customer to determine which Rate Schedule applies to the Customer,

and

(b) change the Customer's charge to the appropriate charge, or

(c) change the Customer to the appropri

ate Rate Schedule.
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5. Application and Service Line Installation Fees and Charges

51 Application Fee - An applicant for Service must pay the applicable Application Fee set

out in the Special Rate Schedule.

52 Application Fee for Manifold Meters and Vertical Subdivisions - Where a n w)%wice
Line is required to serve more than one Customer at a Premises and the SegmeRd

provided with Gas meters connected to a meter manifold, the Application
meters set out in the Special Rate Schedule will apply. Where a new

manifold
Header is

required to serve a Vertical Subdivision, the Application Fee set out in@pecial Rate

Schedule will apply.

O
53 Waiver of Application Fee - The Application Fee é

(a) will be waived by FortisBC Energy if Service t%&tomer is reactivated after it

Restrict); and

was discontinued for any of the reasons de@

in Section 13.2 (Right to

Q~

(b) may be waived by FortisBC Energy i@ndlord requires Gas Service for a short
period between the time a previo@enant moves out and a new Tenant moves

in. C)g

54 Reactivation Charges - If %

(a) Service is termin Q\

ii)
il

(i) at the@u t of a Customer, or
(

of the reasons described in Section 21 (Discontinuance of Service
efusal of Service), or

va) permit Customers to make alterations to their Premises, and

e same Customer or the spouse, employee, contractor, agent or partner of the
same Customer requests reactivation of Service to the Premises within one Year,

(
?\§ the applicant for reactivation must pay the greater of

(i) the costs FortisBC Energy incurs in de-activating and re-activating the

Service, or

(i) the sum of the minimum charges set out in the applicable Rate Schedule
which would have been paid by the Customer between the time of
termination and the time of reactivation of Service.
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55 Identifying Load or Premises Served by Meter Sets - If a Customer requests FortisBC
Energy to identify the Meter Set that serves the Premises and/or load after the Meter Set
was installed, the Customer will pay the cost FortisBC Energy incurs in re-identifying the
Meter Set where

(a) the Meter Set is found to be properly identified, or
a!#mctk
4

(b) the Meter Set is found to be improperly identified as a result of Customx

including
¢ t

(i) renovating or partitioning the Premises, or Q

*
(iii) rerouting Gas lines after the delivery point. so

6. Security for Payment of Bills Q

(i) a change in the legal civic address of the Premises,

6.1 Security for Payment of Bills - If a Custom@ applicant cannot establish or maintain
credit to the satisfaction of FortisBC Enefgysthe Customer or applicant may be required to
make a security deposit in the form qf c r an equivalent form of security acceptable to
FortisBC Energy. As security for of bills, all Customers who have not
established or maintained credj FQésatisfaction of FortisBC Energy, may be required to
provide a security deposit or e@lent form of security, the amount of which may not

(a) be less than $5(@g

(b) exceed an,gmadynt equal to the estimate of the total bill for the two highest
consec (Qﬁonths consumption of Gas by the Customer or applicant.

6.2 Interest ¢ FORj@BC Energy will pay interest to a Customer on a security deposit at the rate
and a \Mes specified in the Special Rate Schedule. Subject to Section 6.5, if a
segmit osit in whole or in part is returned to the Customer for any reason, FortisBC

ill credit any accrued interest to the Customer's account at that time.

E
C)Vﬁo interest is payable
(a)

on any unclaimed deposit left with FortisBC Energy after the account for which it is
security is closed, and

(b) on a deposit held by FortisBC Energy in a form other than cash.
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6.3 Refund on Deposit - When the Customer pays the final bill, FortisBC Energy will refund
any remaining security deposit plus any accrued interest or cancel the equivalent form of

security.

6.4 Unclaimed Refund - If FortisBC Energy is unable to locate the Customer to whom a
security deposit is payable, FortisBC Energy will take reasonable steps to trace the ‘16
Customer; but if the security deposit remains unclaimed 10 Years after the date onfwh
it first became refundable, the deposit, together with any interest accrued theregn,»
becomes the absolute property of FortisBC Energy. ‘+

e
6.5 Application of Deposit - If a Customer's bill is not paid when due, Fo@? Energy may

apply all or any part of the Customer’s security deposit or equival
any accrued interest toward payment of the bill. Even if Fortis
security deposit or calls on the equivalent form of security, F

t form of security and
fgy applies the
nergy may, under
Iscontinue Service to the

Customer for failure to pay for Service on time.

Section 21 (Discontinuance of Service and Refusal of Se& e

6.6 Replenish Security Deposit - If a Customer’s s

security is called upon by FortisBC Energy toyg
must re-establish the security deposit or equ

deposit or equivalent form of
ying an unpaid bill, the Customer
form of security before FortisBC

Energy will reconnect or continue ServicCo)t =’Customer.

6.7 Failure to Pay - Failure to pay a s§¢cC deposit or to provide an equivalent form of

security acceptable to FortisB
discontinuance or refusal of Se
and Refusal of Service).

R

7. Term of Sée Agreement

Y

may, in FortisBC Energy’s discretion, result in
as set out in Section 21 (Discontinuance of Service

71 Inity for Residential and Commercial Service - If a Customer is being provided
\eghtial or Commercial Service, the initial term of the Service Agreement

C)v?) when a new Service Line is required will be one Year, or

(b) when a Main Extension is required will be for a period of time fixed by FortisBC
Energy not exceeding the number of Years used to calculate the revenue in the
Main Extension economic test used in Section 12 (Main Extensions).
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7.2 Initial Term for Gas Service Other than Residential or Commercial Service - If a
Customer is being provided Gas Service other than Residential or Commercial Service,
the initial term of the Service Agreement will be as specified in the Service Agreement or
as specified in the appropriate Rate Schedule.

7.3 Transfer to Residential or Commercial Service - If a Customer is being provided
Service other than Residential or Commercial Service and transfers to Residential
Commercial Service, the initial term of the Service Agreement will be determinefd lgy the

criteria set out in Section 7.1 (Initial Term for Residential and Commercial Sqrviges A
Customer may only transfer Service from one Rate Schedule to another R edule
once a Year. Q/
7.4 Renewal of Agreement - Unless O .
p

(a) the Service Agreement or the applicable Rate Sc@eoiﬁes otherwise,
(b) the Service Agreement is terminated under %
Agreement),

(c) a refund has been made under Sectk@Z(Refund of Charges), or

(Termination of Service

(d) the Service Agreement is for Se@l Service,

the Service Agreement will be aut Qlly renewed at the end of its initial term from
Month to Month for Residential% mercial Service, and from Year to Year for all other

types of Gas Service.

8. Termination @ervice Agreement

&

8.1 Termi \%(y Customer - Unless the Service Agreement or applicable Rate Schedule

spegi erwise, the Customer may terminate the Service Agreement after the end of
the\itglterm by giving FortisBC Energy at least 48 Hours notice.

8 Y’Ontinuing Obligation - The Customer is responsible for, and must pay for, all Gas

delivered to the Premises and is responsible for all damages to and loss of Meter Sets or
other FortisBC Energy property on the Premises until the Service Agreement is

A

terminated.
 Deleted: G-30-11
( Deteted: March 1, 2011
[ Deleted: Original signed by E.M. Hamilton
| Order No.: v Issued By: Diane Roy, Director, Regulatory Affairs

| Effective Date:  January 1, 2014,

| BCUC Secretary: , Original Page A-10




8.3 Effect of Termination - The Customer is not released from any previously existing

obligations to FortisBC Energy unde
agreement.

r the Service Agreement by terminating the

8.4 Sealing Service Line - After receiving a termination notice for a Premises and after a

reasonable period of time during whi

ch a new Customer has not applied for Gas Serﬂt

at the Premises, FortisBC Energy may seal off the Service Line to the Premises.

8.5 Termination by FortisBC Energy -

\‘ ¢
Unless the Service Agreement or appﬁs&], Rate

any reason by giving the Customer at least 48 Hours notice.

Schedule specifies otherwise, FortisBC Energy may terminate the Ser'@A eement for

9. Delayed Consumption

9.1 Additional Charges - If a Customer

(a) within 2 Months after the installafj

O .
&
has not@%egd Gas

e Service Line to the Customer’s

Premises, FortisBC Energy m@ge the minimum charge for each billing

period after that, and

1on of the Service Line to the Customer’s Premises,
the Customer the full cost of construction and

installation of the, ice Line and Meter Set less the total of the minimum
charges biIIedQ ejustomer to that date.

(b) within one Year after in
FortisBC Energ)%gg e

9.2 Refund of Ch
Section 9.1(b:
the ServiceNli
Sectio
Char

If a Customer

ortisBC Energy w

egins consuming Gas.

who has paid the charges for a Service Line under

itional Charges) consumes Gas in the second Year after installation of

ill refund to the Customer the payments made under

e term of the Service Agreement will be one Year from the time of the
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10. Service Lines

10.1  Provided Installation - If FortisBC Energy’s Main is adjacent to the Customer's Premises,

FortisBC Energy

(a) will designate the location of the Service Lines on the Customer's Premi;es';\}

determine the amount of space that must be left unobstructed arouncj

(b) will install for Residential General Service Rate No. 1, Small

Commergial Service
Rate No. 1, and Small Commercial Service Rate No. 2 Custom@%’e Service Line
from the Main to the Meter Set on the Customer's Premises at n®dditional cost to

the Customer provided

*

(i) the Service Line follows the route which is the% suitable to FortisBC

Energy,

(i) the estimated direct cost of the Seny does not exceed the Service
Line Cost Allowance set out in thq§ | Rate Schedule, and

(iii) the distance from the front of stomer's building or machinery to the

meter does not exceed 1. etfss;

(c) will charge Residential Gen

rvice Rate No. 1, Small Commercial Service

Rate No. 1, and Small CorRmegcial Service Rate No. 2 Customers for the

estimated direct constr
chedule; and

set out in the Spec@
(d) will perform a ic test for Large Commercial Service

osts in excess of the Service Line Cost Allowance

Rate No. 1, Large

Commercial iC€ Rate No. 2, Large Commercial Service Rate No. 3 and larger
CustomepgygndYor any Customers connecting to a Service Header including
Vertic: isions, and, when the Profitability Index is less than 0.8, will charge
the C er a contribution sufficient to achieve a minimum Profitability Index of

0.8. economic test will be discounted cash flow test, similar to the economic

Qf Main Extensions set out in Section 12.

10.2 E ed Installation - The Customer may make application to FortisBC Energy to

O

approved by FortisBC Energy.

¥). Upon approval by FortisBC Energy and agreement for payment by the Customer of

d the Service Line beyond that described in Section 10.1 (Provided Installation) (b)
athe additional costs, FortisBC Energy will extend the Service Line only if it is on the route

| Order No.:

v Issued By: Diane Roy, Director, Regulatory Affairs

| Effective Date:  January 1, 2014,

| BCUC Secretary: ,

Original Page A-12

 Deleted: G-30-11

( Deteted: March 1, 2011

[ Deleted: Original signed by E.M. Hamilton

A




10.3 Customer Requested Routing - If

(a) FortisBC Energy’s Main is adjacent to the Customer's Premises, and

(b) the Customer requests that its piping or Service Line enter its Premises at a
different point of entry or follow a different route from the point or route desigqat:i

by FortisBC Energy, '\
FortisBC Energy may charge the Customer for all additional costs as determj

FortisBC Energy to install the Service Line in accordance with the Customw.&L uest.
4

104 Temporary Service - A Customer applying for Temporary Service mucay FortisBC
Energy in advance for the costs which FortisBC Energy estimategswill incur in the
installation and subsequent removal of the facilities necessary Ty Gas to the
Customer.

10.5 Winter Construction - If an applicant or Customer apQJj str Service which requires
construction when, in FortisBC Energy’s opinion, f@e ditions may exist, FortisBC
Energy may postpone the required construction@ frost conditions no longer exist.

required to pay all costs in excess of the(Sexyice Line Cost Allowance which are incurred

If FortisBC Energy carries out the construgtioge applicant or Customer may be
due to the frost conditions.

10.6 Additional Connections - If a er requests more than one service connection to
the Premises, on the same JRate¥$€hedule, FortisBC Energy may install the additional
Service Line and may cl Customer the Application Fee set out in the Special
Rate Schedule, as we full cost (including overheads) for the Service Line
installation. FortisBCé

exgy will bill the additional Service Connection from a separate
meter and accom@eli e additional Service Connection is requested by a spouse,

contractor, e% >agent or partner of the existing Customer, the same charges will
apply. V

10.7 Ease@/and Right-of-Way - If the Customer is not the owner of the Premises or there

is iffte ing property between the Premises and FortisBC Energy’s Mains, the Customer
tain for FortisBC Energy from the proper owner, in a form satisfactory to FortisBC
ergy, the necessary consent or easement in writing for the installation and maintenance
in"said Premises and in or about such intervening property, of all necessary facilities for
supplying Gas. FortisBC Energy reserves the right to acquire rights-of-way if deemed
desirable by FortisBC Energy. The Customer is responsible for the costs of obtaining an
easement in favour of FortisBC Energy and in a form specified by FortisBC Energy for the
installation, operation and maintenance on the intervening property of all necessary
facilities for supplying Gas to the Customer.
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

O

Ownership - FortisBC Energy owns the entire Service Line from the Main up to and
including the Meter Set, whether it is located inside or outside the Customer's Premises.

Maintenance - FortisBC Energy will maintain the Service Line.

Supply Cut Off - If the supply of Gas to a Customer’s Premises is cut off for any r %
FortisBC Energy is not required to remove the Service Line from the Customer’ p}%erty
or Premises. +

Damage Notice - The Customer must advise FortisBC Energy immedfat ’of any
damage occurring to the Service Line.

O
Prohibition - A Customer must not construct any permanenl%ture over a Service Line
or install any air intake openings or sources of ignition whi€y cohdtravene government
regulations, codes or FortisBC Energy’s policies. %

No Unauthorized Changes - No changes, ext%g,connections to or replacement of,
or disconnection from FortisBC Energy’s Maj ervice Lines, shall be made except by
FortisBC Energy’s authorized employees, co tors or agents or by other persons
authorized in writing by FortisBC Ener y(Ajy change in the location of an existing
Service Line 6

(a) must be approved in wrj FortisBC Energy, and
(b) will be made at th se of the Customer if the change is requested by the
Customer or ne meted by the actions of the Customer.

Site Preparatio?’l_’péeBCustomer will be responsible for all necessary site preparation
t

including but I&d to clearing building materials, construction waste, equipment, soil
and gravel pil r the proposed service line route to the standards established by
FortisBC .E . FortisBC Energy may recover any additional costs associated with

delay%\'@vvisits necessitated by inadequate or substandard site preparation by the
Cu I

R
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