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1. APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND
PROPOSED PROCESS

1.1 INTRODUCTION

FortisBC Energy Inc. (FEI or the Company) files this Application in compliance with British
Columbia Utilities Commission (the Commission) Order G-138-14, which approved a
Performance Based Ratemaking Plan (PBR Plan) for FEI for the years 2014 to 2019. |In
accordance with the PBR Plan, an annual review process is required to set rates for each year
under the PBR Plan. With the filing of this Application, FEI seeks to commence the third annual
review of the PBR Plan and set FEI's delivery rates for 2017.

The PBR Plan approved by the Decision attached to Order G-138-14 (PBR Decision) increases
FEI's incentives to seek out savings while maintaining service quality.” Pursuant to the earnings
sharing approved by the Commission, any savings in formula-driven O&M and capital
expenditures achieved by the Company are shared equally with customers, as discussed in
Section 10 of the Application.

Under the PBR Plan, FEI projects savings in 2016 due to a continuation of its ongoing
productivity focus, including a broad-based Company-wide effort to seek alternate solutions to
the filling of vacancies and a number of initiatives that result in O&M and capital savings.
Overall, FE| proposes to distribute $5.115 million? in earnings sharing to customers in 2017.
FEI has achieved these savings while maintaining a high level of service quality as indicated by
meeting the Service Quality Indicators (SQIs) approved in the PBR Decision.

The proposed delivery rates for 2017 flowing from the approved formulas and forecasts set out
in the Application, including returning the forecast earnings sharing to customers, resultin a 1.2
percent increase over 2016 delivery rates, or an increase of approximately $7 to the annual bill
for an average Mainland residential customer.® After consideration of the delivery rate riders
which are primarily related to amalgamation, the bill impact change is an increase of
approximately 4.6 percent for a Mainland residential customer, a decrease of approximately 6.0
percent for a Vancouver Island residential customer, and a decrease of approximately 12.6
percent for a Whistler residential customer. The delivery rate increase of 1.2 percent before
delivery rate riders is below 2017 inflation which is forecast at approximately 2.2 percent.*

In the subsections below, FEI sets out the approvals it is seeking, provides an overview of the
requirements for the annual review process, and provides an evaluation of the PBR Plan for
2016. This is followed by a summary of FEI's proposed revenue requirement and rate changes

' PBR Decision, p. 138.

This amount is pre-tax and includes both the estimated 2016 earnings sharing and adjustments related to 2015
actuals.

Based on a Mainland residential customer using approximately 90 GJs per year, exclusive of delivery rate riders.
Conference Board of Canada - Provincial Outlook 2016 - Medium-Term Economic Forecast. (CPI Updated May
11, 2016).

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS PAGE 1
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for 2017 and an overview of the SQIls. These matters are addressed in more detail in
subsequent sections of the Application.

1.2 APPROVALS SOUGHT

With this Application, FEI requests Commission approval for the following pursuant to sections
59 to 61 of the Utilities Commission Act:

1. Delivery rates for all non-bypass customers effective January 1, 2017, resulting in an
increase of 1.2 per cent compared to 2016 delivery rates, with the increase to be applied
to the delivery charge, holding the basic charge at existing levels;

2. The following deferral account approvals as described in Sections 7.5 and 12.4:

o Creation of a rate base deferral account for the All-Inclusive Code of
Conduct/Transfer Pricing Policy regulatory proceeding with a one year amortization
period, commencing in 2017.

o A three year amortization period for the existing 2016 Cost of Capital Application
deferral account, commencing in 2017.

e A five year amortization period for the existing Emissions Regulations deferral
account, commencing in 2017.

e Discontinuance of the non-rate base deferral account for the Kingsvale-Oliver
Reinforcement Project Feasibility Costs.

3. Rate Stabilization Deferral Account (RSDA) riders for 2017 in the amounts set out in
Table 10-7 in Section 10;

4. Phase-In Rate riders for 2017 in the amounts set out in Table 10-9 for Mainland
customers and Table 10-11 for Vancouver Island and Whistler customers in Section 10;
and

5. Revenue Stabilization Adjustment Mechanism (RSAM) riders for 2017 in the amounts
set out in Table 10-12 in Section 10.

1.3 REQUIREMENTS FOR THE ANNUAL REVIEW

On pages 185 and 186 of the PBR Decision, the Commission set out its expectations for the
Annual Review component of the PBR Plan, with one further directive (number 8 in the table
below) provided on page 17 of Order G-120-15 in the Capital Exclusion Criteria compliance
filing. For reference, the table below sets out each requirement and FEI’'s response or where it
is addressed in the Application:

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS PAGE 2
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Table 1-1: Annual Review Requirements

Response or

Item Description Reference

1 Evaluation of the operation of the PBR Plan in the past year(s) and Section 1.4
identification by any party of any deficiencies/concerns with the
operation of the PBR plan that have become apparent. Parties are
expected to put forward recommendations with how to deal with such
concerns.

2 Review of the current year projections and the upcoming year’s forecast. See items 2(a) to 2(g)
For further clarity, these items are listed below: below

2(a)  Customer growth, volumes and revenues; Section 3

2(b) Year-end and average customers, and other cost driver information Section 2
including inflation;

2(c) Expenses (determined by the PBR formula plus flow-through items); Section 6

2(d) Capital expenditures (as determined by the PBR formula plus flow- Section?7
through items);

2(e) Plant balances, deferral account balances and other rate base Sections 7 and 12
information and depreciation and amortization to be included in rates;

2(f) Projected earnings sharing for the current year and report on true-up to Section 10
actual earnings sharing for the prior year; and

2(g) Any proposals for funding of incremental resources in support of FEI does not have any
customer service and load growth initiatives. proposals at this time

3 Identification of any efficiency initiatives that the Companies have FEI has not identified
undertaken, or intend to undertake, that require a payback period any efficiency
extending beyond the PBR plan period and make recommendations to investments with a
the Commission with respect to the treatment of such initiatives. payback beyond the

end of the PBR period

4 Review of any exogenous events that the Company or stakeholders FEI has not identified
have identified that should be put forward to the Commission for any exogenous factors
decision as to their exclusion from the PBR plan. The review process
should include recommendations as to how the exogenous events
costs/revenues should be recovered from or credited to ratepayers.

5 Review of the Companies’ performance with respect to SQl's. Bring Section 13
forward recommendations to the Commission where there have been a
“sustained serious degradation” of service.

6 Assess and make recommendations with respect to any SQIs that FEI does not have any
should be reviewed in future Annual Reviews. For example, recommendations for
stakeholders are to review the usefulness of continuing with the Billing new SQls or the
Index and Meter Reading Accuracy SQls. discontinuation of

SQls at this time
7 Assess and make recommendations to the Commission on the scope for FEI does not have any

future Annual Reviews.

recommendations at
this time

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS
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Response or

Item Description Reference

8 Where the dead band is exceeded for any year, FEl and FBC are Dead band was not
directed in the next Annual Review filing to include recommendations as exceeded for 2015 but
to any adjustment to base capital other than those driven by the 1-X the two year
mechanism. cumulative dead band

is forecast to be
exceeded for 2016.
See section 1.4 4.

1.4 EVALUATION OF THE PBR PLAN

FEI has continued its productivity focus in 2016 and initiated one additional project to enhance
the customer experience and improve productivity, in addition to the continuing initiatives from
prior years. As a result of this focus and these initiatives, FEI was able to realize savings in
O&M expenditures. FEI’s capital expenditures continue to be above the capital formula amount.
Overall, the savings achieved result in $5.115 million of earnings sharing that will be returned to
customers in 2017, serving to reduce overall delivery rates for FEI's customers. FEl's
performance with respect to SQIs, as reported in Section 13 of the Application, demonstrates
that FEI achieved these savings while maintaining a high level of service quality.

1.4.1 Overview of O&M Savings

In 2016, FEI is projecting O&M expenses excluding items forecast outside of the PBR formula to
be approximately $11.1 million lower than the formula amount, an increase of $0.9 million from
that achieved in 2015.

The 2016 projected O&M savings have been achieved with the Company’s continued broad-
based focus on productivity. Major initiatives involving processes that may span across
departments are described in Section 1.4.3 below and comprise a significant portion of the
productivity savings, accounting for approximately $5.0 million of the projected O&M savings.
Much of the remainder of the projected O&M savings is being achieved through the Company’s
ongoing productivity focus. Resources are being redeployed and roles and responsibilities are
being broadened. Departments and employees are asked to review the way they operate to
streamline processes and make it more efficient for our customers to do business with us.
Expenditures and filling of vacancies are being reviewed. While some of the savings are one-
time in nature (e.g. delay in filling vacancies) as the result of the continuing productivity focus
throughout the Company, many of these efficiencies and savings are expected to continue into
the future, recognizing that cost pressures in the future may offset the savings.

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS PAGE 4
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1.4.2 Staffing Levels

As a result of the Company’s focus on productivity and the resulting impact on the Company’s
labour requirements, staffing levels have declined in recent years but are expected to stabilize
and increase somewhat in the remainder of 2016. The projected increase in headcount of 65
from the end of 2015 to the end of 2016 is comprised of new positions and the filling of existing
vacancies, primarily from the following areas: 7 headcount for the start-up of the Tilbury LNG
Expansion Facility®; 6 headcount in Engineering for capital work;6 headcount in EH&S in
support of the Target Zero safety program; 16 headcount in the Contact Centre staffing to fill
vacancies and to handle higher call volumes expected in the winter season; and the remainder
consisting mostly of vacancies filled across other departments.

Table 1-2: Employees at Year-End®

Headcount FTEs
2013 Actual 1,764 1,679
2014 Actual 1,704 1,650
2015 Actual 1,656 1,573
2016 Projected 1,721 1,613

As shown in Table 1-2 above, from 2013 Actual to 2016 Projected, total FTEs for the Company
decreased by 66, with the decreases estimated to contribute to O&M savings of approximately
$5 million”.

To-date, the largest FTE declines have been in the Customer Service and Operations areas.
Customer Service reductions have resulted from a management reorganization and reductions
in staffing related to experienced lower call volumes and lower high-bill complaints as the result
of warmer weather in recent years. Included in the Customer Service reductions are positions
related to Project Blue Pencil that occurred in 2015. Operations reductions have been realized
as the result of ongoing productivity initiatives. Included in the Operations reductions are FTE
reductions related to the Regionalization Initiative. Phase 1 of the Regionalization initiative
started in 2014 and Phase 2 in 2016.

1.4.3 Major Initiatives Undertaken

In FEI's Annual Review for 2015 Rates, FEI provided information regarding two major initiatives
that were undertaken in 2014: the Regionalization Initiative and Project Blue Pencil. Directive
28 attached to Order G-86-15 regarding FEI's Annual Review for 2015 Rates stated:

The O&M and capital costs for the Tilbury Expansion are flowed through outside of the PBR formula.

Figures provided are total FTEs and include FTEs that charge time to O&M, capital, deferral accounts, and Core
Market Administration Expense. The FTEs are the average FTEs for the 12 month calendar year, consistent with
other reporting provided to the Commission.

2013 Actual FTEs is used as the reference point for the start of the PBR Plan as a 2014 Base average FTEs is not
available. The O&M savings are calculated by comparing the 2013 actual average FTEs to the 2016 projected
average FTEs.
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The Panel directs FEI to continue to provide in each annual review application the
information that was provided in response to BCUC IRs 1.2.9 (Regionalization Initiative)
and 1.3.3 (Project Blue Pencil) and to update these tables for actual results as this data
becomes available. The same analysis is to be performed on new initiatives that are
implemented during the PBR term.

FEI provides a summary below of the major initiatives undertaken or ongoing in 2016. A table
for each initiative that has been implemented (initiatives 1 through 3 below) including a separate
table for each phase of the Regionalization initiative showing the requested information is
provided in Appendix C2.

1.

The Regionalization Initiative is aimed at both enhancing the customer experience and
achieving a more efficient process in the field. In the first part of 2016, efforts continued
on transitioning more functions to the regions. By the end of the first quarter of 2016, the
Pre-requisition, Closing and Hazards functions were successfully transitioned into the
regions. This phase represents the second phase of the Regionalization Initiative that
began in 2014 with the transitioning of the Field Dispatch and Planning and Design
groups to the regional locations. The changes have enabled optimal decision making,
and have been found to be more cost-effective and to serve customers better. The first
full year operating under a regional business model was 2015. Annual O&M savings in
2015 were approximately $0.9 million compared to 2013 actuals. The second phase of
the Regionalization Initiative is expected to result in incremental annual O&M savings of
approximately $1.1 million.

Project Blue Pencil is an initiative focused on reviewing and streamlining key customer-
facing processes from the perspective of the customer. In 2014, a review was
completed which found opportunities not only to improve the customer experience, but
also to increase operational efficiencies at the same time. These improvements were
completed in 2015, reducing operating costs in the contact center and billing operations
departments by approximately $1 million annually as compared to 2013 actuals. In
2016, those operational savings have been sustained at approximately $1 million.

Review of Technical and Infrastructure Support Provider is an initiative to review the
existing agreement with the Company’s technical and infrastructure service provider
responsible for providing Information Systems (IS) Customer and Infrastructure Services
to FEI. This includes the employee help desk and operation of the end-user
environment, data centre infrastructure, communication and security networks. In 2015,
FEI replaced its existing technical and infrastructure support provider with a new service
provider, Compugen. The new contract with Compugen is designed to better support
the Company’s requirements and to drive efficiency. For each permanent reduction in
Compugen’s costs to support FEI, the vendor and FEI share in the savings that are
achieved, providing an incentive for Compugen to work with FEI to continue to look for
efficiencies. Additionally, the new contract provides dedicated support resources rather
than a distributed support service resulting in quicker response times and better

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS PAGE 6
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understanding of the Company’s requirements. The 2015 O&M savings for the
Information Systems department compared to 2013 actuals are approximately $1.8
million. For 2016, the Company is continuing to work with Compugen to identify
efficiencies.

4. The Training and Development Initiative was implemented in 2015 and introduced a
company-wide process that improves the ability of the Company to plan and track
required training activities, ensuring skills requirements for employee training are
addressed efficiently and effectively. All departments are now able to evaluate more
effectively the training requirements specific to their group. Further work is being
undertaken in 2016 to refine training and competency requirements for individual roles.
There are no O&M savings anticipated.

5. Online Service Application is an initiative to enhance service to customers. FEI is
currently working on the development of an online service application for installation of
new service lines. The Online Service Application initiative is designed to enhance the
customer experience by offering customers another channel to request a service line in
addition to the existing customer contact centre voice channel. The Online Service
Application is in the final stages of development with an anticipated phased launch
approach, with the first phase of the launch being a release to a select group of
builder/developers for field trials early in the third quarter of 2016 and a broad launch in
the fall of 2016, in line with the peak building season. Customers will be able to
determine if gas service is available in their area and the cost to install the service and
will be able to schedule the service online. For builders and developers as well as
contractors, the online tool also offers additional capabilities to manage and track
multiple service applications.

Details of other future initiatives will be provided in upcoming annual reviews as they reach
implementation stage.

1.4.4 Overview of Capital Expenditures

FEIl is projecting that capital expenditures will be above the formula in 2016.

1.4.4.1 Capital Spending Results

FEI's capital spending has been consistently above the formula amount in each year of the PBR
term to date, and this trend is expected to continue. Table 1-3 below shows the capital
spending from 2014 to 2016.
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Growth

Other

Total

Table 1-3: Capital Expenditures 2014 to 2016 ($ millions)

2014 2015 2016 Cumulative
Actual Formula Variance Actual Formula Variance Projected Formula Variance Projected Formula Variance
24.231 21.478 2.753 45.776 28.480 17.296 41.195 33.262 7.933 111.202 83.220 27.982
100.168  98.343 1.825 107.803 110.901 - 3.098 117.887 112.053 5.834 325.858 321.297 4.561

Pension/OPEB 3.915 3.915 - 4.324 4.324 - 4.075 4.075 - 12.314 12.314
128.314  123.736 4.578 157.903  143.705 14.198 163.157  149.390 13.767 449.374 416.831  32.543
3.70% 9.88% 9.22% 7.81%

As shown in Table 1-3, Projected 2016 capital expenditures excluding items forecast outside of
the PBR formula are $13.767 million higher than the formula amount. There are a number of
contributing factors which are discussed below.

A contributing set of factors consists of reductions to the capital formula envelope. Specifically,
in the Commission’s PBR Decision and the subsequent decision that included Vancouver Island
and Whistler regions in the PBR Plan, the approved PBR capital formula included the following
decreases to the allowed spending as compared to what had been proposed:

1.

The sustainment capital for the Vancouver Island region was reduced?®, resulting in an
impact of $6.4 million in 2016 and $12.8 million cumulative;

The growth factor for service line additions (for the growth capital) and net customer
additions (for the other capital) was reduced by one-half,” resulting in an impact of $3.8
million in 2016 and $3.0 million cumulative'®; and

The X factor was increased by 0.6percent (from 0.5percent to 1.1percent), resulting in
an impact of $0.9 million in 2016 and $2.4 million cumulative.

Another contributing set of factors consists of capital cost pressures such as the following:

1.

The addition of certain larger industrial mains where the cost significantly exceeded the
average customer addition cost that was contemplated under the formula, but that had
incremental revenues attached to them and therefore passed the main extension test;

Capital costs required to carry out the Regionalization Initiative discussed above;

The installation of Jomar valves on meter sets to allow for meters to be exchanged
without turning off gas to the residence;

Increased in-line inspection activity required to maintain alignment with evolving industry
practice;

® Order G-106-15 in FEI's Application for Approval to Include FortisBC Energy (Vancouver Island) Inc. and FortisBC
Energy (Whistler) Inc. into the 2014-2019 Multi-Year Performance Based Ratemaking Plan.

9

In addition, the lag in timing of when customer growth is reflected in the formula as compared to when customers

are actually added causes pressure on the formula in years of higher customer growth.
% The capital growth factor was negative in both 2014 and 2015 as compared to the prior year, and positive in 2016;
therefore the cumulative impact is less than the 2016 impact.
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5. Unanticipated system improvements and new stations to supply gas to large new
customers;

6. Integrity related capital for Burns Bog pipeline stress relief; and

7. Pressures from the increased cost of equipment and supplies purchased from the United
States due to the unfavourable exchange rate.

FEI has sought to mitigate the impact of the above factors through a combination of seeking out
efficiencies in capital spending and re-prioritizing projects for further evaluation. Examples of
efficiency initiatives undertaken to date include Project Blue Pencil, negotiating rates with
contractors, better coordination with municipal and Ministry of Transportation projects, reuse of
standardized bypass equipment, in-line inspection run coordination, and the in-sourcing of
application and infrastructure development. For 2016, FEIl is continuing this ongoing
productivity focus through pursuing capital efficiencies associated with a number of projects,
such as a change in process for the replacement of aging residential regulators, coordination
with municipalities during mains renewals and updates to station design requirements.

The re-prioritization process was described in FEI's annual review for 2016 rates. FEl's ability
to re-prioritize capital spending, however, is limited and cannot be used to fully mitigate cost
pressures. Specifically, further re-prioritization of significant portions of capital work to future
years is not recommended as over time it will:

e Resultin increasing risk exposure in the system;

e Result in projects being spread across multiple years that could otherwise be combined
and completed for a lower total cost;

e Lead to more equipment replacements done on an urgent basis and at a higher cost
than a planned replacement; and

o Limit the kind of capital investments required to realize productivity efficiencies and
operational savings such as those identified in Section 1.4.3.

FEI has managed its capital spending within the 10 percent capital dead band so far, although
the timing of customer growth (due to the lag in when the formula is adjusted) can lead to
additional pressures in years like 2015 and 2016 when growth is particularly strong. However,
the two-year cumulative 15 percent dead band imposes, in effect, an alternating 10 percent, 5
percent, 10 percent dead band on the Company. In those years when, in effect, only a 5
percent dead band is allowed (such as 2016), managing capital spending within the dead band
becomes particularly challenging, especially with the existence of the capital pressures
described above.

FEI has carefully reviewed the dead band that was initially approved by the Commission and
also the further guidance the Commission has provided on the functioning of the dead band,
and provides the following regulatory history.
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In the PBR Application'", FEI proposed a capital dead band, and described it as follows:

FEI has proposed a capital expenditure deadband outside of which rebasing would
occur during the PBR term. That is, if total regular capital expenditures vary by more
than 10 percent above or below the total formula-based capital expenditures in any year,
the opening plant in service for ratemaking purposes in the following year will be
adjusted up or down by the amount that actual capital expenditures vary outside of the
10 percent deadband from the formula-based amount. This will limit the impact of any
capital savings during the PBR Period that would be shared between the customer and
Company, and limit the amount of rebasing that would occur after the PBR Period.

Further, in response to an information request', FEI provided the following example of the
functioning of the dead band:

Question:

Regarding page 3, lines 19-34, provide a numerical example to show how this capital
expenditure deadband would work.

Response:

The total capital spending under PBR for 2014 of $129.031 million, as set out in Exhibit
B-1, Figure B6-3 on page 66 is used for illustrative purposes. It is also assumed for ease
of illustration that no cost driver adjustments for actual customer count and service line
installations are required.

If actual capital spending is below 90 percent of $129.031 million (i.e. $116.128 million)
the adjustment described on page 3 of Appendix D4 in this Application would be applied.

Assume for this example that actual capital spending is at 85 percent of the capital
spending level under PBR, or $109.676 million.

The difference between 90 percent and 85 percent ($116.128 million - $109.676 million
= $6.452 million) is deducted from the formula-based capital expenditures spending level
to establish an adjusted formula spending allowance for 2014 that will be incorporated in
the rate base to establish revenue requirement calculations for future years; that is, the
opening rate base for the following year will reflect the lower amount. The calculation of
the formula-allowed capital spending amount for rate calculations in future years is
unaffected by this adjustment.

The adjustment of $6.452 million would be deducted from the capital accounts (for
ratemaking) in the same proportions as included in the $129.031 million before the
adjustment.

" PBR Application, Appendix D4.
2 pBR Proceeding, response to BCUC IR 1.45.1.
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Fortis states that “limited rebasing of capital will occur if annual capital expenditures are
above or below the formula-based amount by more than 10%” (FEI Exhibit B-1, p. 8;
FBC Exhibit B-1, p. 40).

To this, BCSPO points out that “the proposed deadband does not take into account the
fact that capital is cumulative and that, if there is a consistent under spending of 9.5%
per year, this will result in capital expenditures that are 46% lower than one year’s
capital. As such, in addition to the annual threshold of 10% for capital rebasing, BCPSO
submits there should be a cumulative threshold that reflects the cumulative nature of
capital.” (BCSPO PBR Final Argument, p. 10)

There are two provisions in the PBR mechanism that mitigate the impact of this and
thereby protect ratepayers in this eventuality. The first is Fortis’ proposed dead-band
around the actual capital spend relative to the spending envelope, which would be
triggered if the under-spend was of sufficient magnitude and/or duration. The Panel
finds this an appropriate mitigation, providing the dead-band trigger results in a
rebasing of the capital formula, and that in this eventuality, the rebased amount be
applied to the subsequent year’s formula.

Until such time as any further determination is made concerning capital exclusion,
the Panel approves the current CPCN exemption threshold as the threshold for
exclusion for both utilities as applied for.

In making this determination, we are mindful of the concerns of Interveners and are of
the view that a two year cumulative dead band is appropriate and considers 15 percent
over or underspend an appropriate setting for a two year cumulative dead-band.
Accordingly, the Commission Panel directs, in addition to the one year 10 percent
dead-band previously approved, a two year cumulative 15 percent dead-band for
all Fortis’ formulaic capital spending.

Finally, in the decision accompanying Order G-120-15 that addressed FEI's Capital Exclusion
Criteria under PBR, the Commission stated:'

As noted, the PBR Decisions provided direction on the setting of dead band parameters
but provided no definitive direction with respect to the process to deal with rebasing
future base capital amounts in the event that the dead band parameters are exceeded.
This is addressed below.

The Panel accepts there are a number of reasons why a capital expenditure level may
be higher or lower than the threshold. Some of these may support and justify raising or
lowering base capital while others may demonstrate a particular result to be an anomaly,
not necessarily requiring rebasing. Because of this, the Panel determines that the full

13 Capital Exclusion Criteria Decision, p. 17.
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circumstances of any variance from the dead-band must be examined in a transparent
manner at the annual review process. Where the dead band is exceeded for any year,
FEI and FBC are directed in the next Annual Review filing to include
recommendations as to any adjustment to base capital other than those driven by
the I-X mechanism. This will provide interveners the opportunity to review and comment
on any such proposed changes prior to the Commission making its determination.

1.4.4.3 Treatment of Capital Spending outside of the Dead Band

Based on the regulatory history discussed above, the functioning of the approved capital dead
band is summarized below.

o The capital dead band places a limit on the extent to which there is earning sharing on
variances from (either above or below) the capital formula amount;

o The threshold for the capital dead band is a one year 10 percent variance or a two-year
cumulative 15 percent variance from the capital formula amount;

e If the capital dead band is exceeded, the opening plant in service for ratemaking
purposes in the following year will be adjusted up or down by the amount that actual
capital expenditures vary outside of the dead band from the formula-based amount, and
the capital expenditure level utilized in calculating the earnings sharing is adjusted up or
down by the same amount;

e The result of exceeding the capital dead band is that there is no earnings sharing for
amounts outside of the dead band;

e |f the capital dead band is exceeded, FEI will make a recommendation in the Annual
Review regarding whether there is a need to adjust (or “rebase”) the capital formula
amount for the following year.

At this time, for 2016, FEI is projecting to be within the 10 percent one-year capital dead band,
but to exceed the 15 percent two-year cumulative dead band. Specifically, over 2015 and 2016,
capital spending will be cumulatively 19.1 percent above the combined capital formula amounts
for those years, which exceeds the two-year cumulative dead band by 4.1 percent. Accordingly,
FEI has added 4.1 percent of its 2016 capital spending, or $6.118 million™ to its opening plant in
service for 2017. FEI has also reduced the cumulative capital expenditures utilized in the
earning sharing mechanism by the same amount ($6.118 million), such that the earnings
sharing with customers is increased (see section 10 of the Application). In this way, there is no
earnings sharing on the amount by which FEI exceeded the dead band.

At this time, FEI is not recommending an increase to the annual capital formula amount for the
remaining years of the PBR term. Within the many projects that contribute to capital spending

' $163.157 million actual spending less $6.118 million = $157.039 million revised spending. When compared to
$149.390 million approved formula this results in a revised capital spending variance of 5.12%. 2015 variance of
9.88% plus 2016 revised variance of 5.12% = 15%.
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in any given year, FEI is unable to isolate any that in particular are ongoing and should be
added to the formula. FEI does not believe that a lengthy process to review what capital items
should be added into the capital formula is an efficient solution to the ongoing capital issues. By
not adjusting the capital formula amount, the incentive properties of the PBR Plan remain intact
and will remain consistent throughout the remainder of the PBR term. While FEI expects to
continue to experience capital cost pressures, the dead band mechanism remains a reasonable
way to deal with capital cost pressures by ensuring no sharing of negative earnings impacts with
customers for capital expenditures in excess of 10 percent of the formula amount or 15 percent
over two years.

1.4.4.4 Conclusion on Capital Spending

FEI has evaluated its alternatives and believes that it is in the best long-term interest of
customers to pursue the capital spending program it has planned that will result in the dead
band being exceeded, not only in 2016, but in some of the remaining years of the PBR term. It
is clear that the capital spending is required and it is the right thing to do to limit increasing risk
exposure in the system, and avoid unplanned and urgent capital work. It is also required to
provide FEI the ability to work in an efficient and cost-effective manner and realize productivity
efficiencies and operational savings during the PBR term.

145 Summary

In summary, FEI's experience in 2014 through 2016 has resulted in the realization of earnings
sharing on O&M, with increases in delivery rates that are in line with inflation. The first three
years of PBR have also shown the challenges of the capital formula that are expected to
continue and impact the remainder of the PBR term.

1.5 REVENUE REQUIREMENT AND RATE CHANGES FOR 2017

The Company is requesting a delivery rate increase of 1.2 percent for 2017 compared to 2016
delivery rates. The rate increase results from a revenue deficiency of $9.319 million. The
revenue deficiency is due to revenue at existing rates being lower than the forecast cost of
service. The forecast cost of service is impacted by both items calculated under the PBR Plan
formula (controllable O&M and capital expenditures), and items that are forecast on a cost of
service basis.

The following chart summarizes the items that contribute to the 2017 revenue deficiency. The
chart shows each item that increases the deficiency in yellow and each item that decreases the
deficiency in green. The total deficiency is then the sum of all of the previous bars, and is
shown at the end of the chart in blue.
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Figure 1-1: 2017 Delivery Revenue Deficiency ($ millions)™
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Each of the categories is discussed briefly below.

1.5.1

Demand Forecast (Section 3)

In 2017, demand is forecast to increase, by 8.0 PJs from 2016 approved, with the main
increases being 2.0 PJs for Rate Schedule 22 demand, 1.8 PJs for residential demand, 1.6 PJs
for Rate Schedule 46, 1.5 PJs in additional BC Hydro Island Cogeneration Project contract
demand and 1.2 PJs in additional commercial customer demand. Based on the existing rates
for each rate schedule, FEI's 2017 revenue forecast at existing rates is $1,088.812 million and
2017 gross margin forecast is $789.518 million.

1.5.2

Other Revenue (Section 5)

Other revenue is forecast to decrease the 2017 deficiency by approximately $1.104 million,
almost all due to additional Natural Gas for Transportation (NGT) related recoveries.

'® Due to its relative size, the impact of increasing formula capital of approximately $0.057 million has not been

isolated and is embedded within all capital-related revenue requirement categories.
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1.5.3 Operations and Maintenance (O&M) Expense (Section 6)

FEI establishes the bulk of its O&M costs by formula during the PBR term. For 2017, the
formula incorporates an inflation factor (I Factor) of 1.399 percent, a productivity improvement
factor (X Factor) of 1.1 percent and a customer growth factor of 0.675 percent for a total
increase in formula O&M of 0.964 percent. O&M forecast outside of the formula is decreasing
at a rate of 7.204 percent, primarily due to decreases in pension and OPEB offset by higher
O&M supporting incremental revenues from Rate Schedule 46 (Liquefied Natural Gas Sales,
Dispensing and Transportation Service). Overall the decrease in Gross O&M Expense from
2016 to 2017 is 0.045 percent. The decrease in O&M expense net of capitalized overhead is
$0.062 million.

1.5.4 Depreciation and Amortization (Section 7 and Section 12)

The increase in depreciation expense is the result of increases from higher plant in service,
mainly due to the Tilbury Expansion Project, being offset by lower depreciation rates as
approved by an updated depreciation study. There has also been an increase in amortization
expense of $4.488 million. This is due to a number of factors, including an increase of $13.0
million resulting from updated net salvage and contribution in aid of construction (CIAC)
amortization rates from the depreciation study, a higher balance in the Energy Efficiency and
Conservation and NGT Incentives deferrals and the reduced amortization in the Property Tax
deferral. These are offset by the reduced amortization of the Pension and OPEB Variance
deferral and the increased credit amortization of the Flow Through Variance Account.

1.5.5 Financing and Return on Equity (Section 8)

FEI has not forecast any long-term debt issues for 2017. FEI is forecasting a short-term debt
rate for 2017 of 1.40 percent, an increase from the 1.25 percent rate embedded in the 2016
forecast. Overall, interest expense is forecast to decrease from 2016 by $3.258 million primarily
due to the retirement of debt with a coupon rate of 10.3 percent in late 2016 and the
replacement debt issued at a significantly lower rate.

Increases in rate base increase the equity return by $15.092 million. Pending a decision on
FEI's return on equity and capital structure, FEI has utilized its interim approved 2016 capital
structure and return on equity of 38.5 percent at 8.75 percent, respectively which will be
updated when a decision is received.

1.5.6 Taxes (Section 9)

Property taxes are forecast to increase 7.0 percent or $4.414 million from 2016. Increases are
driven by construction activities, market value increases and changes in tax policies of local
taxing authorities.

There has been no change in the income tax rate of 26 percent from 2016. Taxes are forecast
to increase in 2017 by $0.007 million primarily due to a higher delivery margin in 2017 offset by
an increase in capital cost allowance deductions in 2017.

SECTION 1: APPROVALS SOUGHT, OVERVIEW OF APPLICATION AND PROPOSED PROCESS PAGE 15
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1.6 SERVICE QUALITY INDICATORS

FEI's 2015 and June 2016 year-to-date SQI results indicate that the Company’s overall
performance is representative of a high level of service quality. In 2015, for those SQls with
benchmarks, seven performed better than the approved benchmarks with the remaining two
performing better than the threshold and within the performance range. In 2016 year to date,
eight performed better than the approved benchmarks with one performing better than the
threshold and within the performance range. For the four SQlIs that are informational only,
performance remains at a level consistent with prior years. Details of the SQlIs are included in
Section 13.
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2. FORMULA DRIVERS

2.1 INTRODUCTION AND OVERVIEW

This section provides the calculation of the Inflation Factor (or I-Factor) and Growth Factors
used for calculating the 2017 O&M and Capital formula amounts according to the PBR formula.

In the PBR Decision and Commission Order G-162-14, the Commission approved an |-Factor
using the actual CPI-BC and BC-AWE indices from the previous year and a 55 percent labour
weighting, and the following growth factors:

o For growth capital, the growth factor is 50 percent of the ratio of the service line
additions (SLA) one year previous to the SLA two years previous, expressed as [1 +
((SLA¢1-SLA2)/SLA:.;) x 50%)].

o For all other cases, the growth factor is 50 percent of the ratio of the average number of
customers (AC) one year previous to the average number of customers two years
previous expressed as [1 + ((AC1-ACy.,)/ AC:.) x 50%)].

Further guidance on how to calculate the Inflation and Growth factors was provided in
Commission Order G-164-14, which states:

1. FortisBC Energy Inc. is approved to use inflation data from July through June for the
2014 rate change calculations and the future annual reviews.

2. FortisBC Energy Inc. is approved to use CANSIM Table 326-0020 to determine the CPI-
BC and CANSIM Table 281-0063 to determine AWE-BC.

The Inflation Factor and Growth Factor calculations utilize these inputs, but as applied to 2017.
FEI has used July 2014 through June 2016 inflation data for the 2017 rate change calculations
using the CANSIM tables noted above, which are included in Appendix A1 of the Application.

As discussed below, the 2017 inflation factor based on prior year's BC-CPl and BC-AWE is
1.399 percent, and the SLA and AC Growth Factors are 0.324 percent and 0.675 percent,
respectively.

2.2 INFLATION FACTOR CALCULATION SUMMARY

In the PBR Decision, the Commission approved an inflation factor (I-Factor) using the actual
CPI-BC and BC-AWE indices from the previous year and a 55 percent labour weighting.
Consistent with Commission Order G-164-14 regarding FEI's PBR Compliance Filing, FEI uses
inflation data from July through June and CANSIM Table 326-0020 to determine the CPI-BC
and CANSIM Table 281-0063 to determine AWE-BC. The supporting Statistics Canada
CANSIM Tables 326-0020 and 281-0063 are provided in Appendix A1. The latest available
month of May 2016 has been used as a placeholder for June 2016 for AWE-BC, as results for

SECTION 2: FORMULA DRIVERS PAGE 17
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this period have not been released by Statistics Canada. Once results for this period are
available, this placeholder will be replaced with actuals and included in an Evidentiary Update.

As shown in Table 2-1 below, the I-Factor has been calculated utilizing CPI-BC of 1.627 percent
and AWE-BC of 1.212 percent. Applying the 55 percent labour weighting, the calculation of the
I-Factor is (1.627 percent x 45 percent) + (1.212 percent x 55 percent) = 1.399 percent.

Table 2-1: I-Factor Calculation

CANSIM 326-0020 CANSIM 281-0063 12 Mth Average Year over year
2002 =100 % change
BCCPI BC AWE CPI AWE CPI AWE | Factor PBR Year
Date index S index S % % %
Jul-2014 119.6 892.69
Aug-2014 119.6 902.67
Sep-2014 119.5 898.29
Oct-2014 119.0 904.76
Nov-2014 118.8 906.17
Dec-2014 118.1 895.32
Jan-2015 118.0 911.03
Feb-2015 118.9 909.02
Mar-2015 119.8 905.21
Apr-2015 119.6 903.26
May-2015 120.6 905.28
Jun-2015 120.7 909.59 | 119.350 903.608
Jul-2015 120.8 913.87
Aug-2015 121.0 906.46
Sep-2015 121.0 911.95
Oct-2015 120.6 913.09
Nov-2015 120.8 910.40
Dec-2015 120.4 925.59
Jan-2016 120.7 905.14
Feb-2016 120.8 913.43
Mar-2016 121.8 915.72
Apr-2016 121.8 920.79
May-2016 122.7 919.11
Jun-2016 123.1 919.11 | 121.292 914.56 1.627% 1.212% 1.399% 2017

2.3 GROWTH FACTOR CALCULATION SUMMARY

As noted above, the Commission approved the use of the following growth terms for FEI:

e For growth capital, the growth factor is 50 percent of the ratio of the service line
additions (SLA) one year previous to the SLA two years previous, expressed as [1 +
((SLAu1-SLA,)/SLA:,) x 50%)].

o For all other cases, the growth factor is 50 percent of the ratio of the average number of
customers (AC) one year previous to the average number of customers two years
previous expressed as [1 + ((AC.1-AC,)/ AC.,) x 50%))].

SECTION 2: FORMULA DRIVERS PAGE 18
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The calculations for the Average Customer and Service Line Additions growth factors are
provided in Tables 2-2 and 2-3 below. The AC and SLA growth shown below reflect the
amalgamated company, incorporating data for Vancouver Island and Whistler service areas for

the periods prior to January 2015.

Table 2-2: Average Customer (AC) Growth Factor Calculation

Total Average | 12 Month Avg | AC Factor @
FEI FEVI FEW Customers Customers 50% PBR Year

Jul-14 850,036 104,889 2,721 957,646
Aug-14 849,603 105,047 2,726 957,376

Sep-14 849,829 105,323 2,738 957,890

Oct-14 851,467 105,719 2,755 959,941
Nov-14 854,127 106,227 2,762 963,116

Dec-14 855,614 106,629 2,768 965,011

Jan-15 966,744 966,744

Feb-15 967,096 967,096
Mar-15 967,144 967,144

Apr-15 967,038 967,038
May-15 966,516 966,516

Jun-15 965,884 965,884 963,450

Jul-15 965,397 965,397
Aug-15 965,359 965,359

Sep-15 967,699 967,699

Oct-15 971,075 971,075
Nov-15 975,988 975,988

Dec-15 979,243 979,243

Jan-16 981,191 981,191

Feb-16 981,838 981,838

Mar-16 982,599 982,599

Apr-16 982,618 982,618
May-16 982,208 982,208

Jun-16 982,322 982,322 976,461 0.675% 2017
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Table 2-3: Service Line Additions (SLA) Growth Factor Calculation

Total
Service Line [ 12 Month |SLA Factor
FEI FEVI FEW Additions Sum @ 50% | PBRYear
Jul-14 668 184 10 862
Aug-14 706 203 3 912
Sep-14 972 321 6 1,299
Oct-14 855 261 7 1,123
Nov-14 1,363 296 6 1,665
Dec-14 597 250 3 850
Jan-15 717 316 2 1,035
Feb-15 604 256 - 860
Mar-15 572 214 3 789
Apr-15 684 222 1 907
May-15 604 204 9 817
Jun-15 682 237 6 925 12,044
Jul-15 795 229 - 1,024
Aug-15 479 206 - 685
Sep-15 1,143 372 6 1,521
Oct-15 983 332 12 1,327
Nov-15 1,006 369 22 1,397
Dec-15 864 254 9 1,127
Jan-16 559 272 5 836
Feb-16 479 227 1 707
Mar-16 406 109 2 517
Apr-16 726 268 - 994
May-16 733 402 9 1,144
Jun-16 517 326 - 843 12,122 0.324% 2017

24

INFLATION AND GROWTH CALCULATION SUMMARY

Using the I-Factor and Growth Factors as calculated above, and the approved X-Factor of 1.1
percent, a summary of the factors used in the PBR formula for 2017 is provided in Table 2-4.

SECTION 2: FORMULA DRIVERS
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Table 2-4: Summary of Formula Drivers

Cost Drivers

Service Line Additions Factor @ 50%
Customer Growth Factor @ 50%
Escalators

CPI
AWE

Non Labour
Labour

CPVAWE Inflation
Productivity Factor

Net Inflation Factor

2017

0.324%

0.675%

1.627%
1.212%

45%
55%

1.399%

-1.100%

0.299%

In summary, the formula factor for O&M and for sustainment and other capital for 2017 is

100.976 percent, calculated as (1 + 0.675 percent) X (1 + 0.299 percent).

The formula factor for growth capital for 2017 is 100.624 percent, or (1 + 0.324 percent) x (1 +
0.299 percent). This calculation is based on growth in service line additions of 0.324 percent,
with the cost per service line addition growing at a rate of 0.299 percent.
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3. DEMAND FORECAST AND REVENUE AT EXISTING RATES

3.1 INTRODUCTION AND OVERVIEW

This section describes FEI's forecast of gas sales and transportation volumes based on the
forecast total energy demand from residential, commercial and industrial customers in 2017, as
well as the revenue and margin at 2016 common delivery rates and applicable 2016 commodity,
storage and transport rates'®. As described in detail below, FEI's forecast of demand for natural
gas is based upon a methodology that is consistent with that used in prior years, and provides a
reasonable estimate of future natural gas demand for 2017. FEI is forecasting an increase in
consumption in 2017 compared to both the new 2016 projected demand and the 2016 Approved
demand. The total normalized demand is forecast to be approximately 215.8 PJs in 2017, up
approximately 3.7 PJs compared to the new 2016 projected demand. Of the 3.7 PJ increase,
approximately half is from higher industrial volumes and half is from increased LNG volumes.
Compared to the 2016 Approved demand of 207.6 PJs'’, the 215.8 PJs forecast for 2017 is up
approximately 8.2 PJs with the main increases being 2.0 PJs for Rate Schedule 22 demand, 1.8
PJs for residential demand, 1.6 PJs for Rate Schedule 46, 1.5 PJs in additional BC Hydro Island
Cogeneration Project contract demand and 1.2 PJs in additional commercial customer demand.
Based on the 2016 rates for each customer class, FEI's 2017 revenue forecast at existing rates
is $1,088.812 million and FEI's 2017 gross margin forecast is $789.518 million. FEI has
provided extensive supplementary information on its demand forecast in Appendix A of the
Application.

The remainder of this section is organized as follows:

e Section 3.2 — Overview of Forecast Methods
e Section 3.3 — Use per Customer Forecast

e Section 3.4 — Net Customer Addition Forecast
e Section 3.5 — Total Demand Forecast

e Section 3.6 — Revenue and Margin Forecast

e Section 3.7 — Summary

In addition to the sections described above, FEI has included the following appendices related
to the demand forecast:

¢ Appendix A1 —Conference Board of Canada Report

'® Orders G-193-for delivery rates, G-188-15 for storage and transport rates and the commodity rate effective
January 1, 2016 and G-37-16 for the gas commodity rate and G-33-16 for the propane commodity rate effective
April 1, 2016. The delivery rates do not include delivery rate riders which are set separately from the delivery rate.

' Excludes Burrard Thermal demand of 0.2 PJs.
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Provides the data and source for the BC Housing Starts that are utilized in FElI's
residential demand forecast.

o Appendix A2 — Historical Forecast and Consolidated Tables

Provides historical forecast and actual data broken down by customer classes and
service areas, as well as consolidated totals, including variance analysis and the results
of the Industrial Survey. FEI's demand forecast method has performed well. Based on
the 10 years of data shown in section 3.5 of Appendix A2, the 10-year mean average
percentage error of the aggregate demand forecast is 2.7 percent, which includes a
residential demand forecast error of 2.1 percent and a commercial demand forecast
error of 2.0 percent. Most recently, the aggregate demand forecast error for 2015 was
2.1 percent which includes a residential demand forecast error of 1.3 percent and a
commercial demand forecast error of 0.3 percent.

o Appendix A3 — Demand Forecast Methodology

Provides a detailed description of FElI's demand forecast methods, including an
explanation of the Industrial Survey. FEI's forecast methods are consistent with those
used in previous applications.

¢ Appendix A4 — FEI's Response to the Commission’s Forecasting Directives

Provides an analysis of alternatives to FEI's existing forecast method and FEI's
recommendations for residential and commercial UPC forecasts and commercial net
customer additions forecasts for the remainder of the PBR term. Based on surveys
conducted by ITRON Inc. and Boreas Consulting, FEI's demand forecast method
consistently outperformed the average performance of forecasts from other gas utilities
of 4 percent. FEI has identified and tested alternative forecast methods and found one
that offers the potential to improve on the accuracy of FEI's existing method. FEI will
continue testing this alternative over the remainder of the PBR term to determine if it is
preferable to the existing method.

3.2 OVERVIEW OF FORECAST METHODS

Consistent with the forecasting process followed by FEI in previous years, the demand forecast
relies on three components:

e Net customer additions forecast; '

e Average use per customer (UPC) forecast; and

e [ndustrial Forecast.

The demand forecast for residential and commercial customers is based upon forecasts for net
customer additions and UPC rates, consistent with the past methodology. Specifically, the

'® The net customer additions are the year-over-year change in the total number of customers.

SECTION 3: DEMAND FORECAST AND REVENUE AT EXISTING RATES PAGE 23



A ODN =

o O

10

11
12

13
14
15

16
17
18
19
20
21
22

23
24
25

26

27
28
29
30
31

32
33

FORTISBC ENERGY INC. FORTIS BC
ANNUAL REVIEW FOR 2017 RATES

average UPC is estimated for customers served under Rate Schedules 1, 2, and 3/23 and is
then multiplied by the corresponding forecast of the number of customers (opening number of
customers plus average customer additions during the year) in these rate schedules to derive
energy consumption.

The forecast of industrial energy demand is based upon customer-specific forecasts obtained
through a survey as discussed in Section 3.5.3.

See Appendix A3 for a more detailed description of FEI's demand forecast methodology.

The forecast NGT Demand is for Compressed Natural Gas (CNG) and Liquefied Natural Gas
(LNG) volumes. The method used to complete the NGT demand forecast is discussed in
Appendix B.

The following sections set out the results of the demand forecast. In the figures provided in the
demand forecast sections, the following three time frames are shown:

o Actual Years: Actual years are those for which actual data exists for the full calendar
year. The 2017 Annual Review is based on actual data up to and including 2015, the
latest calendar year for which full actual data exists is the 2015 calendar year.

o Seed Year: The Seed Year is the year prior to the first forecast year. The Seed Year is
forecast based on the latest years of actual data available, and will be different than the
original forecast for that year in the previous filing. For example, for this Application the
Seed Year is 2016 and the Seed Year forecast is based on the latest actual years,
including 2015. As such, the 2016 Seed Year forecast in this Application will differ from
the 2016 Forecast presented in the Annual Review for 2016 Delivery Rates, for which
2015 actual data was not available.

e Forecast Year(s): This is the year or years for which the forecast is being developed.
This can be one year (in the case of the Annual Review) or a range of 2 or more years
depending on the filing.

3.3 RESIDENTIAL AND COMMERCIAL USE PER CUSTOMER FORECAST

Individual UPC projections for each residential and commercial rate schedule are developed by
considering the recent (three-year) historical weather-normalized UPC. The analysis of
historical normalized residential use rates indicates a continued downward trend, while
normalized commercial use rates are decreasing in 2017 for Rate Schedules 2 and 3, by 0.6
and 1.6 percent respectively, while increasing in 2017 for Rate Schedule 23 by 0.3 percent.

As shown in Figure 3-1, the Residential (Rate Schedule 1) UPC is forecast to decline by
approximately 1.1 GJs (1.3 percent) in 2017.
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Figure 3-1: Rate Schedule 1 UPC
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As shown in Figure 3-2, the Small Commercial (Rate Schedule 2) UPC is forecast to decrease
slightly, by 2.1 GJs (0.6 percent), during 2017.
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Figure 3-2: Rate Schedule 2 UPC
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As shown in Figure 3-3, a recent downward trend in Large Commercial (Rate Schedule 3) UPC
is forecast to continue. The Rate Schedule 3 UPC is forecast to decrease slightly by 55 GJs (1.6
percent) in 2017.
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Figure 3-3: Rate Schedule 3 UPC
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As shown in Figure 3-4, the Large Commercial Transportation (Rate Schedule 23) UPC is

forecast to continue the recent upward trend and grow by 18 GJs (0.3 percent) in 2017.

SECTION 3: DEMAND FORECAST AND REVENUE AT EXISTING RATES

PAGE 27



[$2 1 -

- O © 00 NO»®

_—

FORTISBC ENERGY INC. FORTIS BC
ANNUAL REVIEW FOR 2017 RATES

Figure 3-4: Rate Schedule 23 UPC
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34 RESIDENTIAL AND COMMERCIAL NET CUSTOMER ADDITIONS FORECAST

The forecast of net customer additions is the next component in determining the total energy
demand for residential and commercial customers.

As shown in Figure 3-5, the rate of growth seen in FEI's customer base (residential, commercial
and industrial) reached a high in 2007 of roughly 17,000 net customer additions then declined to
below 10,000 annual net customer additions for the period from 2009 through 2012. Net
customer additions in 2013 and 2014 were stronger, above 10,000 per year, with an additional
large increase in 2015 up to above 14,000 net customer additions. The Company is forecasting
customer additions at approximately 13,409 in 2016 and 12,850 in 2017.
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Figure 3-5: Total Net Customer Additions
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o

The Conference Board of Canada (CBOC) housing starts forecast found in Appendix A1
provides a proxy for residential net customer additions, while the commercial net customer
additions forecast is based on the average of the actual net customer additions over the last
three years for which a full year of actual data is available (i.e., 2013 to 2015).

Figure 3-6 provides a breakdown of the residential net customer additions for 2017.
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Figure 3-6: Residential Net Customer Additions
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Customer Additions

As shown in the preceding figure, residential net customer additions started to recover in 2013
and have been fairly consistent in the years since then. The 2016 and 2017 forecast of 12,045
and 11,488, respectively, is consistent with the past two years of actual experience.

Figure 3-7 provides a breakdown of the commercial net customer additions for 2017.
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Figure 3-7: Commercial Net Customers Additions
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As shown above, the Company is forecasting over 1,300 commercial net customer additions for
2017 based on three years of history (2013 to 2015).

3.5 DEMAND FORECAST

FEI's total energy demand consists of the residential and commercial normalized demand and
the industrial and NGT demand. As seen below in Figure 3-8, the total energy demand is
projected to be approximately 215.8 PJs in 2017, up approximately 3.7 PJs from 2016.
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Figure 3-8: Total Energy Demand in PJs
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The residential and commercial, industrial and NGT demand forecasts are provided separately
in the following subsections.

3.5.1 Residential Demand

As shown below in Figure 3-9, the impact of the forecast 2017 residential net customer
additions offsets the forecast decline in average residential UPC, which results in a stable
forecast in residential normalized energy demand.
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Figure 3-9: Normalized Residential Demand
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3.5.2 Commercial Demand

74.1

74.3

74.3

As seen in Figure 3-10 below, demand in Rate Schedules 2 and 23 are forecast to grow slightly

in 2017, partially offset by a slight decline in Rate Schedule 3 demand.
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Figure 3-10: Commercial Demand
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3.5.3 Industrial Demand

The demand for the majority of industrial customers is forecast using the Industrial Survey.

Consistent with past practice, the forecast demand for Vancouver Island Joint Venture and BC
Hydro Island Cogeneration Project is set at the contract demand for each customer and these
customers are not surveyed.

FEI's survey methodology is consistent with prior years and continues to include the
improvements to the methodology resulting from FEI's review of its Demand Forecast
Methodology for Rate Schedule 22, as reported in Appendix A4 of FEI's Annual Review for
2016 Delivery Rates Application.” The two improvements were (1) to shorten the time period
between the survey and the test period to reduce the likelihood of fuel switching or business
start-up happening between the survey and test period, and (2) to review the survey results for
all large volume (Rate Schedule 22 and 27) customers with key account managers. In the past
two years, the review process has resulted in several surveys being corrected after
communications with the customer.

For the 2017 Forecast, customers completed the survey in April and May 2016. The survey was
launched as close as possible to the filing date to mitigate potential variances in the forecast,
particularly from Rate Schedule 22 customers. The survey needed to be complete by May 15,

19 Appendix A4 of FEI's Annual Review for 2016 Delivery Rates Application is available online at:
http://www.bcuc.com/Documents/Proceedings/2015/DOC 44495 B-2_FEI| Annual-Review-2016-Rates-

Application.pdf.
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2016 to allow sufficient time for internal review of the results, loading of data in FEl's
Forecasting Information System (FIS), preparing the forecast and drafting the Application. Since
the survey requires six weeks, the latest possible start date for the survey was April 1, 2016.
The timeline is shown below:

Figure 3-11: Industrial Survey Timeline

4/1/2016 - 5/16/2016 5/16/2016 - 5/23/2016 6/1/2016 - 7/1/2016
Industrial Survey Internal Review of Surveys Forecast preparation and write-up
( & Y ( & \
T T T T T T T T T T T T T
4/3/2016 4/10/2016 4/17/2016 4/24/2016 5/1/2016 5/8/2016 5/15/2016 5/22/2016 5/29/2016 6/5/2016 6/12/2016 6/19/2016 6/26/2016

4/1/2016 Y 7/1/2016

5/23/2016 - 6/1/2016
Load data and Model in FIS

As shown in Table 3-1 below, the response rate achieved in 2016 was 51 percent of industrial
customers, representing approximately 89 percent of industrial volumes. Of the remaining
industrial customers, 34 percent received the survey and three reminder letters but did not reply.
This group represents 9 percent of the industrial demand. Surveys could not be delivered to 15
percent of the industrial customers due to issues such as incorrect email addresses. This group
represents just 2 percent of the total industrial load.

Table 3-1: Industrial Survey Response Rates

2016 Industrial Survey Description Customers | Demand
Survey completed The survey was 51% 89%
delivered and
completed.
Survey delivered but The survey was 34% 9%
not completed delivered, but after

three follow-up emails
was not completed.
Survey undeliverable The survey was not 15% 2%
deliverable. This can be
a result of invalid email
addresses, faulty email
servers etc.

Total 100% 100%

The forecast of demand for all customers that either chose not to reply to the survey or could
not be contacted (representing 11 percent of the total industrial demand) was set to 2015 actual
consumption in preparing the 2017 forecast.

As seen in Figure 3-12 below, the demand from the industrial rate schedules is forecast to
increase to 82.1 PJs/yr (an increase of 1.8 PJs from 2016).

SECTION 3: DEMAND FORECAST AND REVENUE AT EXISTING RATES PAGE 35



a 0w N

FORTISBC ENERGY INC. FORTIS BC
ANNUAL REVIEW FOR 2017 RATES

Figure 3-12: Industrial Demand?
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The Industrial demand in the figure above includes demand under Rate Schedule 22. The 2017
forecast Rate Schedule 22 demand is 38.2 PJs, up approximately 0.17 PJs from 2016.

3.5.4 Natural Gas for Transportation and LNG Demand

This section summarizes the CNG and LNG demand forecasts related to demand derived from
GGRR incentives awarded, FEI's General Terms and Conditions 12B and non-NGT related
Rate Schedule 16/46 LNG?' demand. The details of incentives and fuelling stations driving the
NGT portion of this demand can be found in Appendix B.

The following table shows the 2011 to 2015 Actual, 2016 Projected and 2017 Forecast annual
demand for CNG and LNG for Rates Schedules 16/46 (LNG) and Rate Schedule 25 (CNG).
FEI notes that there was no NGT demand in 2010.

2 Excludes Burrard Thermal and NGT.
2! Rate Schedule 16 expired on December 31, 2014. Actual 2015 volumes, projected 2016 volumes and forecasted
2017 volumes are for Rate Schedule 46.
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Figure 3-13: Actual (A) Projected (P) and Forecast (F) Demand for CNG & LNG?
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The forecast increase in demand in Rate Schedule 25 — CNG is primarily attributable to
incremental load from existing customers including Smithrite Disposal Ltd. and Waste
Management, as well as new load from Coast Mountain Bus Company and United Parcel
Service Canada (UPS). UPS will begin fuelling approximately 47 package courier service
vehicles in 2017.

The forecast increase in demand in Rate Schedule 46 — NGT is primarily attributable to new
incremental load related to LNG for marine customers such as Puget Sound Energy (PSE)*,
BC Ferries and Seaspan. Of the 1,615 TJs of growth in NGT demand in this rate schedule,
1,546 TJs is related to new incremental load from these customers.

The Rate Schedules 16/46 - Other demand in 2014 to 2017 includes LNG used for non-NGT
activities primarily related to the use of LNG for power generation in northern Canada. These
customers are currently taking LNG on a spot basis (i.e. with no contract demand). In 2016, FEI
expects to deliver approximately 147 TJs to these customers and for 2017 the customers have
indicated increases in LNG demand to approximately 166 TJs.

2 Forecast includes all NGT related and other LNG demand inclusive of contract and excess demand flowing
through stations as well as 3" party station CNG/LNG volume.

2 FEl has entered into an agreement with PSE to provide LNG to one Shipping vessel that will be operated by
Totem Ocean Trailer (TOTE). The Rate Schedule 46 agreement is between FEI and PSE, with PSE providing the
LNG to TOTE in the Port of Tacoma. Please refer to Appendix B, Section 4.1 for more information.
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3.6 REVENUE AND MARGIN FORECAST

The forecast of revenues and margins has been developed by considering the total energy
forecast applied at 2016 common delivery rates and applicable 2016 commodity and storage
and transport rates.

3.6.1 Revenue

Revenues are a function of both energy consumption and the rate applicable at the time the
energy is consumed. FEI has developed a reasonable forecast of revenues by multiplying the
energy forecast by the common rates for each customer class.

Table 3-2 below summarizes the approved, projected and forecast revenue for 2016 and 2017.

Table 3-2: Forecast Sales Revenue at Approved Rates

Approved Projected Forecast

Revenue ($ millions) 2016 2016 2017

Residential® 730.278 646.073 634.778

Commercial® 394.702 340.212 333.000

Industrial® 112.557 103.171 121.034

Total 1,237.537 1,089.456 1,088.812
Notes:

; Rate Schedule 1
Rate Schedules 2, 3, 23

® Rate Schedules 4, 5, 6, 6P, 46, 7, 22, 25, 27, Burrard Thermal (prior to 2017), Joint
Venture, BC Hydro/lsland Cogeneration Project

3.6.2 Margin

Margins are calculated by subtracting the cost of gas (discussed in Section 4) from the total
revenues set out in Table 3-2 above.

Table 3-3 below summarizes the approved, projected and forecast margin for 2016 and 2017,
by customer segment, at 2016 delivery rates.
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Table 3-3: Forecast Gross Margin at Approved Rates

Approved Projected Forecast

Margin ($ millions) 2016 2016 2017

Residential 442.632 |  451.555 | 458.456

Commercial’ 215.603 |  219.705 | 223.564

Industrial® 101.588 95.410 | 107.498

Total 759.823  766.670  789.518
Notes:

! Rate Schedule 1

2 Rate Schedules 2, 3, 23

® Rate Schedules 4,5,6,6P, 46, 7, 22, 25, 27, Burrard Thermal (prior to 2017), Joint
Venture, BC Hydro/lsland Cogeneration Project

Variances between the delivery margin forecast in this section and actual delivery margin are
captured in either the Revenue Stabilization Adjustment Mechanism (RSAM), if they relate to
use rate variances for residential and commercial customers, or the Flow-through deferral
account, for all other variances.

3.7 SUMMARY

FEI's forecast of demand for natural gas is based upon a methodology that is consistent with
that used in prior years, and provides a reasonable estimate of future natural gas demand for
2017. Based on this methodology, FEI is forecasting an increase in consumption in 2017, with
the total normalized demand projected to be approximately 216 PJs in 2017, up approximately
3.7 PJs from the new 2016 projected consumption and up approximately 8.2 PJs from the 2016
Approved demand of 207.6 PJs?*. Based on the 2016 Approved rates for each customer class,
FEI's 2017 revenue forecast is $1,088.812 million and 2017 gross margin forecast is $789.518
million.

2 Excludes Burrard Thermal demand of 0.2 PJs.
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4. COST OF GAS

The cost of gas includes the cost of the gas commodity and the cost of midstream resources
(storage and transportation). The Company is not requesting approval of forecast gas costs
with this Application. Instead, any rate changes related to the flow-through of gas costs are
dealt with in separate applications to the Commission. Any variations between forecast and
actual gas costs will continue to be returned to or recovered from customers through the
existing deferral account mechanisms.

While the Company is not requesting approval of forecast gas costs with this Application, the
forecast cost of gas is required in the determination of a number of revenue requirement line
items that form part of the forecasts included in this Application. The total cost of gas for the
purposes of this Application has been determined by multiplying forecast sales volumes using
the demand forecast described in Section 3 by the existing (as of July 1, 2016) unit gas cost
recovery charges for each rate schedule.

The natural gas commodity cost recovery rate for the Mainland, Vancouver Island, and Whistler
service areas became effective April 1, 2016 pursuant to Commission Order G-37-16, dated
March 18, 2016. The natural gas storage and transport rates and riders, also known as the
midstream cost recovery rates and Midstream Cost Reconciliation Account (MCRA) rate riders,
for the Mainland, Vancouver Island, and Whistler service areas became effective January 1,
2016 pursuant to Commission Order G-188-15, dated December 3, 2015.

The propane cost recovery rates for the Revelstoke service area became effective April 1, 2016
pursuant to Commission Order G-33-16, dated March 10, 2016.

The table below sets out the forecast cost of gas at existing rates, by rate schedule group.

Table 4-1: Forecast Cost of Gas at Existing Rates®

Cost of Gas Approved Projected Forecast

($ millions) 2016 2016 2017
Residential’ 287.645 194.518 |  176.322
Commercial® 179.099 120.507 109.436
Industrial® 10.970 7.761 13.536
Total 477.714 322.786  299.294
Notes:

1. Includes Rate Schedules 1 volumes
2. Includes Rate Schedules 2, 3, 23 volumes
3. Includes Rate Schedules 4, 5, 6, 6P, 46, 7, 22, 25, 27 volumes

% Biomethane commodity costs are excluded from the table because they are allocated directly to the Biomethane
Variance Account.
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The natural gas storage and transport, or midstream, component of the cost of gas includes the
costs for the contracted third party pipeline and storage resources, seasonal and peaking
supply, and also includes costs for unaccounted for gas (UAF).

UAF refers to gas that is not specifically accounted for in gas energy balance of receipts,
deliveries, and operations use. UAF includes measurement variances and line loss of gas that
is flowing in the transmission and distribution systems. Sources of UAF comprise, but are not
limited to, system leakage, lost gas (gas lost as a result of utility and third party activities,
including gas theft), and measurement inaccuracies. The cost of UAF related to the Sales rate
classes is included in the cost of gas and recovered from core customers® via the gas cost
rates, whereas the cost of UAF related to the Transportation Service rate classes is included in
the determination of the delivery rates to facilitate recovery of UAF costs from Transportation
Service customers, as they do not pay midstream charges.

% Core customers are those for whom FEI is obligated to ensure the purchase, transportation, and uninterrupted
delivery of natural gas to their premises.

SECTION 4: CoOST OF GAS PAGE 41



a AP ODN

O OWoo~N O

11

12

13
14
15
16

17

FORTISBC ENERGY INC. FORTIS BC
ANNUAL REVIEW FOR 2017 RATES

5. OTHER REVENUE

5.1 INTRODUCTION AND OVERVIEW

As shown in the table below, FEI is forecasting other revenues to increase from the amounts
approved for 2016.

Table 5-1: Other Revenue Components

Other Operating Revenue, ($ millions)
Approved | Projected | Forecast
2016 2016 2017

Late Payment Charge 2.314 2.242 2.178
Connection Charge 3.060 3.082 3.118
Other Recoweries 0.290 0.319 0.319
NGT Related Recoweries 2.898 2.947 4.507
Biomethane Other Revenue 0.294 0.263 0.448
SCP Third Party Revenue 14.957 14.957 14.347
LNG Capacity Assignment 18.039 18.039 18.039
Total Other Operating Revenue 41.852 41.848 42.956

In the following sections, FEI summarizes the methodology for forecasting the line items
included in the table above, and also addresses the largest components of other revenue, the
SCP third party revenue and the LNG Capacity Assignment.

5.2 OTHER REVENUE COMPONENTS

5.2.1 Late Payment Charge

The forecast Late Payment Charge revenue is calculated as a percentage of total forecast
revenue for Rate Schedule 1, 2 a