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Attention: Ms. Erica M. Hamilton, Commission Secretary

Dear Ms. Hamilton:

Re: Terasen Gas Inc. (“TGI") and Terasen Gas (Vancouver Island) Inc. (“TGVI")
(collectively the “Companies”)
Energy Efficiency and Conservation Program - 2009 Annual Report

British Columbia Utilities Commission (the “Commission”) Decision dated April
16, 2009 and Order No. G-36-09 Compliance Filing

On April 16, 2009, the Commission issued its Decision and Order No. G-36-09 (the
“Decision”) on the Companies Energy Efficiency and Conservation (“EEC”) Application
approving funding for TGl and TGVI for 2009 and 2010 programs.

In the Decision, the Companies were directed to file annual EEC Reports on all of the EEC
initiatives and activities, expenditures and results by the end of the first quarter following
year-end and for each year of the funding period.

Further funding for 2011 was approved for each of the Companies in their respective 2010-
2011 Negotiated Settlement Agreements® approved by the Commission

Attached, pursuant to the Decision, the Companies respectfully submit their first annual EEC
Report for 2009 (the “Report”). In the Report, the Companies seek the following from the
Commission:

Acceptance of the 2009 EEC Report;

2. Approval of the attribution of savings from regulation to be on a case-by-case basis;
and

3. Approval for the attribution of 6 years of post-regulation savings to a Condensing
Water Heater Initiative.

! Negotiated Settlement Agreements approved on November 26, 2009 for TGI by Order No. G-141-09
and TGVI by Order No. G-140-09
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If you have any questions regarding this submission please contact the undersigned or
Sarah Smith, Manager, Marketing and Energy Efficiency at (604) 592-7528.

Yours very truly,

TERASEN GAS INC.

TERASEN GAS (VANCOUVER ISLAND) INC.
Original signed:

Tom A. Loski

Attachments

cc (email only): EEC Stakeholder Group
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1. REPORT OVERVIEW

1.1 Background

Terasen Gas Inc. (“Terasen Gas” or “TGI”) and Terasen Gas (Vancouver Island) Inc. (“TGVI")
(collectively referred to as “the Companies”) have been involved with Energy Efficiency and
Conservation (“EEC”) since the 1990’s. The Companies’ earlier EEC activities were referred to
in previous regulatory filings with the British Columbia Utilities Commission (the “Commission”
or the “BCUC") as Demand Side Management (“DSM”) activity.

Simply defined, EEC or DSM activity refers to activities designed to affect customers’ use of
natural gas — generally to encourage them to reduce their consumption. These programs have
been successful in the past in promoting the efficient use of natural gas, encouraging the
adoption of low carbon energy alternatives, reducing energy costs for customers, and
supporting government policy by reducing greenhouse gas emissions (“GHGs"). Yet until
recently the Companies’ efforts were limited in terms of impact because of the relatively minimal
funding allocated for EEC programs.

On May 28, 2008, TGl and TGVI collectively filed their Energy Efficiency and Conservation
Programs Application (the “EEC Application”), seeking approval of increased funding of EEC
programs for the timeframe of 2008-2010. On April 16, 2009, the Commission released its
decision on the EEC Application and Order No. G-36-09 (the “EEC Decision”), which approved
funding in aggregate of $41.5 million ($34.4 million for TGl and $7.1 million for TGVI). On
November 26 2009, the Commission released Orders G-141-09 and G-140-09 approving
Negotiated Settlement Agreements (“NSAs”) in the 2010 — 2011 Revenue Requirement
Applications for TGl and TGVI respectively. The NSAs allocated a further $32.35 million in EEC
expenditure for TGI, and $6.1 million for TGVI, to bring the total approved EEC expenditure to
2011 for both utilities to approximately $80 million.

This EEC Annual Report (‘EEC Annual Report” or the “Report”) outlines how the Companies
are already using this additional funding to further EEC, and how they will continue to broaden
and enhance these efforts in 2010-2011. As the Report will make clear, the Companies are
making effective use of the newly available funds to promote EEC and support the province’s
goal of GHG reductions.

This report overview outlines the purpose of this Report and its content.

1.2 EEC Annual Report: Taking Stock of Progress, Taking Accountability

This Report serves two purposes.

First, this Report demonstrates that the Companies are meeting the accountability mechanisms
included in their proposal to the Commission. One such mechanism was the requirement to file
EEC Annual Reports as follows:
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“A requirement that Terasen submit annually to the Commission, by the end of the first
quarter following year-end, for each year of the funding period, a report on all EEC
initiatives and activities, expenditures and results for TGl and TGVI.™

Second, it reflects the Companies’ commitment to taking stock of the success and progress of
efforts to promote EEC since the Commission’s EEC Decision. The Commission specified the
following information be included in the EEC Annual Reports:

“The Commission panel accepts Terasen’s accountability undertakings, and considers
that, while the proposal to evaluate the EEC project using the TRC test at the Portfolio
level has been accepted, TRC calculations for each program area, initiative and
measure should also be included in the accountability reporting as a means of assessing
the components of the Project and their ongoing effectiveness.

Commission Panel directs that the annual EEC Report include the following:

e TRC, RIM, UC, and Participant test calculations of DSM at the Program Area
initiative and individual measure levels in addition to the total Portfolio level
reporting. Reporting of the Residential & Commercial EE program areas should
also be made at the New Construction and Retrofit levels.

e any inter and intra Program Area initiative funding transfers, with supporting
rationale, and the impact of such transfers on the transferor and transferee
Program areas, initiatives, and measures as the case may be.

o data for fuel switching programs should be tracked in a manner which allows for
reporting types of fuels replaced by natural gas, including estimated GHG
impacts.

The Commission Panel also directs Terasen to include in its annual EEC Report to the
Commission a discussion of its internal data gathering, monitoring and reporting control
processes. The discussion should include a description of how these processes ensure
that funds expended and the statistical results of the programs implemented are
completely and accurately recorded and monitored, including any related internal check
and audit processes. The report should also discuss how Terasen has measured or
estimated the results of the EEC expenditure initiatives.”

The Commission also directed the Companies to redesign and resubmit the Attribution to
Regulatory Change with its next EEC Annual Report, “reflecting the provisions of the DSM
regulation which come into effect for [the Companies] on June 1, 2009™ (please refer to Section
8).

The Companies believe that the details contained in this EEC Annual Report satisfy the
requirements of the EEC Decision.

! EEC Decision, page 2
2 |bid, page 42
% Ibid, page 40
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1.3 Organization of the EEC Annual Report

This Report is a comprehensive overview of the Companies’ efforts to seek funding for, and
then to resource, design and implement a comprehensive EEC initiative in 2009 and beyond. It
officially serves as the EEC Annual Report for 2009; it also identifies the Companies’ plans for
EEC activities in 2010. Collectively these sections (and this EEC Annual Report) demonstrate
that the Companies are developing and carrying out an effective portfolio of EEC Programs and
associated activities.

This Report includes the following sections:

2. A History of Commitment to DSM

This section outlines the Companies’ long-standing commitment to DSM activities, despite a
comparatively low level of funding. The fact that the Companies have historically been engaged
in DSM efforts will help to ensure that the transition to a broad, robust EEC portfolio is a smooth
one.

3. Appropriate Resources: Financial and Human

In this section, the Companies describe the funding requested for EEC activities and the
amounts approved by the Commission. It details how these funds are necessary for the
Companies to create the kind of robust EEC plan that will reshape customer behavior. The
section also details how the Companies have established a well-resourced EEC team and how
external consultants will be used to supplement that team’s expertise.

4. 2009 Activities: Establishing the EEC Foundation

This section details how the Companies have developed a comprehensive EEC Portfolio of
programs with associated activities. It will outline that while 2009 and early 2010 were
collectively a transition period, the Companies used this time to launch programs that have
already delivered value to stakeholders.

5. 2010 Plan: Building on the EEC Foundation

This section outlines how the 2010 EEC activity will build on the existing portfolio by adding
several other programs and initiatives. These include High-Carbon Fuel Switching,
Conservation for the Interruptible Industrial Sector, and Innovative Technologies.

6. Conservation Potential Review (“CPR”)

In this section, the Companies describe their plans for conducting an update to the 2006 CPR in
2010 to establish the basis for EEC funding in 2012 and beyond.

7. Sound Internal Controls and Reporting Mechanisms

This section outlines the data collection plan and business practices the Companies have put in
place for EEC activities to ensure that these activities are in compliance with the general
controls of the Company.

Page 3



TERASEN GAS INC. AND TERASEN GAS (VANCOUVER ISLAND) INC. Terasen
2009 ENERGY EFFICIENCY AND CONSERVATION ANNUAL REPORT Gas

8. Market Transformation and Attribution

This section recognizes the Companies’ leadership role related to the introduction of Regulated
Standards and their commitment to undertake activities which encourage and support Market
Transformation. The Companies also set out their proposal for the attribution of savings from
regulation to be attributed to utility programs on a case-by-case basis.

1.4 Summary

The Companies have a long history of delivering successful DSM and EEC programs efficiently
and effectively, which have brought value to stakeholders, while providing energy savings and
GHG reductions.

Now that the Commission has granted increased funding to the Companies, both the scope of

EEC efforts and their impact has increased significantly. This Report outlines these successes
and how they lay the groundwork for an ongoing EEC campaign.

1.5 Approvals Sought

The Companies respectfully request the following from the Commission:

Acceptance of the 2009 EEC Annual Report; and

Approval for the attribution of savings from regulation to be on a case-by-case basis
as outlined in Section 8; and

3. Approval for the attribution of 6 years of post-regulation savings to a Condensing
Water Heater Initiative, as described in Section 8.

A draft form of Order is provided in Appendix K.
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2. A HISTORY OF COMMITMENT TO DSM

The EEC Program approved by the Commission and launched by the Companies in 2009 builds
upon a legacy of commitment to DSM. Despite limited funding, TGI has, since 1997, created
and carried out DSM programs. TGVI also has a track record of managing DSM programs (i.e.
fuel switching, load building). This experience and understanding of DSM priorities serves as an
important foundation for the Companies’ expanded efforts.

This section outlines the Companies’ proven commitment to DSM (and now EEC).

2.1 Historical EEC Activities Overview: 1990s - 2008

The Companies have a track record of being committed to DSM and EEC initiatives.

Since 1997, TGI has delivered value to its customers through DSM initiatives. These began on
July 23, 1997 when TGI received approval from the Commission for its 1998-2002 Revenue
Requirements Application. In this Application the Commission endorsed a mechanism to
pursue DSM resources.

On July 29, 2003, by Order No. G-51-03, TGI received approval from the Commission for a
Multi-Year Performance Based Rate Plan Settlement Agreement (the “PBR Settlement
Agreement”) for the period 2004-2007. This PBR Settlement Agreement was extended by the
Commission, by Order No. G-33-07, for the 2008-2009 period.

EEC funding levels were established at approximately $1.50 million per year for incentives with
funds being placed in a deferral account and amortized over three years. Additionally, non-
incentive expenses of approximately $1.624 million per year were treated as Operations and
Maintenance (“O&M") expense and were expensed in the year incurred.

TGVI too has a history of pursuing DSM efforts.

Since its inception TGVI has successfully delivered load building and fuel switching programs,
delivering value for both customers and TGVI despite the limited funding available. Historically,
TGVI's DSM activities were aimed at employing marketing programs to attract new customers
and add load in order to improve the utilization of the gas delivery system on Vancouver Island.

TGVI's efforts became more formal and developed when in 2005 TGVI received approval from
the Commission for the 2006-2007 Negotiated Settlement Agreement, through which DSM
expenditures were approved. In addition, the Commission approved the two-year extension of
the Negotiated Settlement Agreement terms for 2008 and 2009 by Order No. G-34-07, which
included approval for DSM expenditures.

TGVI has historically had DSM expenditures of approximately $650,000 per year for incentives,
plus $500,000 per year for non-incentive costs. For TGVI, incentive expenditures were placed
in a deferral account and fully amortized the year following incurrence and non-incentive costs
were treated as O&M and were expensed in the year incurred.

In summary, despite the relatively low level of funding and resources available up until 2008,
TGI and TGVI delivered cost-effective programs bringing value for stakeholders.
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3. THE RIGHT RESOURCES: FINANCIAL AND HUMAN

The Companies’ EEC efforts depend on having access to the requisite resources to create and
execute a broad portfolio of initiatives. As this section demonstrates, through 2011, the
Companies have access to a level of funding that will allow the Companies to deliver the EEC
activities identified in the EEC Application. As well, the Companies have established an initial
organizational structure that will enable delivery of most of the initiatives identified in the EEC
Application. This section describes funding approvals for EEC activity through 2011, and the
Companies anticipate filing a request for continued funding for EEC activity for 2012 and
beyond early in 2011. The long-term success of the Companies’ EEC activity and efforts to
support market transformation is dependent on continued stable, secure funding for EEC
initiatives.

3.1 Appropriate Funding: 2008-2010

On May 28, 2008, TGl and TGVI collectively filed their Energy Efficiency and Conservation
Programs Application (the “EEC Application”), seeking approval of increased funding of EEC
programs for the timeframe of 2008-2010. The EEC Application requested approval for total
funding of $56.6 million over three years ($46.944 million for TGl and $9.667 million for TGVI),
deferral treatment by charging the expenditures to a regulatory asset deferral account with an
amortization period of 20 years, and a portfolio methodology for evaluating the costs and
benefits of the overall EEC portfolio.

On April 16, 2009, the Commission released its Decision and Order No. G-36-09 (the “EEC
Decision”), which approved funding in aggregate of $41.5 million ($34.4 million for TGl and $7.1
million for TGVI).

This funding represented a significant increase from what had been previously allocated for
DSM activities and ensures the Companies have the financial resources to execute on
proposed EEC initiatives between 2008 and 2010.

Specifically, the following proposed expenditures were accepted:

(a) $31.077 million for the combined Residential Energy Efficiency and Commercial Energy
Efficiency programs;

(b) Expenditures for programs or initiatives directed at fuel switching away from fossil fuels
which have a higher carbon content than that of natural gas;

(c) $6.918 million for Conservation, Education and Outreach;
(d) $3.0 million for Joint Initiatives; and
(e) $0.5 million for a Conservation Potential Review.
The Commission also approved deferral treatment of all expenditures with an amortization

period not to exceed 10 years, and approval of a portfolio approach to evaluating the costs and
benefits of the overall EEC portfolio.

The above funding approvals from the Commission provided the Companies with the financial
resources they required to create and launch a portfolio of EEC programs that have already
begun to deliver value to customers while supporting provincial goals of promoting conservation

Page 6



TERASEN GAS INC. AND TERASEN GAS (VANCOUVER ISLAND) INC. Terasen
2009 ENERGY EFFICIENCY AND CONSERVATION ANNUAL REPORT

and reducing GHGs. The programs and their impact to date are described in more detail in
Section 4.

3.2 Funding for the Future: 2010 and 2011 EEC Funding

In June 2009, both TGI and TGVI filed their respective 2010-2011 Revenue Requirements
Applications. In these applications the Companies sought, among other things, to:

e Increase EEC funding to add programs for Interruptible Industrial customers (TGI only)
and Innovative Technologies;

e Reallocate approved funding to add to Affordable Housing; and

e Extend to 2011 the programs and funding approved by the Commission in the EEC
Decision.

The expenditures for conventional energy efficiency for 2011 were set to match the forecast
expenditures for 2010. Furthermore, the same portfolio-level Total Resource Cost (“TRC”)
approach as that which was approved in the EEC Decision was used to analyze and assess
EEC expenditures.

When the Commission approved TGI's and TGVI's NSAs*, this included the approval of EEC
funding for TGI and TGVI for 2010 and 2011. This funding (summarized in Table 3-1) ensures
that TGI and TGVI will have access to requisite funding for continued EEC activities in the 2010
to 2011 period.

Table 3-1: TGI and TGVI EEC Approved Funding for 2010 and 2011

TGI TGVI
($000s) 2010 | 2011 2010 | 2011
Residential and Commercial Programs | 23,075| 23,075| 4,726 4,726
Affordable Housing 2,400 2,400 600 600
Industrial Interruptible 435 1,875 - -
Innovative Technologies 2,300 4,669 478 956
Total 28,210| 32,019] 5,804| 6,282

As a result of the additional approved funding through their respective NSAs, the Companies
have greater flexibility and funding available to continue to offer energy savings activities to
customers through 2011.

3.3 Resources and Staffing

The Companies were effective in delivering DSM initiatives from 2005 to 2008 through their
Marketing and EEC team. As a result of the increased EEC funding approved in the EEC
Decision, the Companies have restructured their Marketing and EEC teams to add the

4 For TGI Order No. G-141-09 and for TGVI Order No. G-140-09, both dated November 26, 2009.
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resources necessary to effectively deliver the EEC programs. The Companies will manage the
EEC resource requirements as necessary, on an ongoing basis, to efficiently and effectively
develop, implement and deliver the portfolio of EEC activities and programs.

The following sections outline the structure of the Companies’ internal and external resources
designed to optimally deliver the EEC programs.
3.3.1 Resources and Staffing Expenditures

As discussed earlier in Section 2, TGI and TGVI have historically been able to deliver a certain
level of energy savings to customers by delivering EEC programs with relatively few resources.

The Companies drew on the experience it had developed in these earlier, successful DSM/EEC
initiatives to determine how to best allocate its resources. Careful consideration was given to
where to allocate funding.

Table 3-2 below provides a resource view of the EEC expenditures for 2009.

Table 3-2: Resource View of EEC Expenditures for 2009 ($000)

TGI TGVI TGl & TGVI

Labour Costs 854 15 869
Non-Labour Costs 4,750 453 5,203
Employee Expenses/Supplies 167 15 182
Incentives, Program Admin Costs & Fees 3,667 86 3,753
Promo & Adwertising 642 344 986
Contractor Costs 274 8 282
Total Costs 5,604 468 6,072

3.3.2 Staffing for EEC: Assembling the Right Internal Resources

The EEC team was built on a small but strong foundation. Prior to the EEC Decision, the
Marketing and Energy Efficiency team consisted of four core staff members including a DSM
Lead, a Marketing Program Specialist and a Program Specialist all reporting to the Manager of
Marketing and Efficiency. Additional support for the DSM activities was provided by the
Technical Sales Support staff, the Commercial and Industrial Account Management team, and
the Residential New Construction Account Management team, on a part-time, as needed basis.

In order to deliver on the programs and activities approved in the EEC Decision, the Marketing
group went through an extensive organizational structure change to put in place a cohesive
team for the development and execution of the EEC initiatives.

Much of the group’s time in 2009 was spent on recruiting, hiring and training the staff the
Companies would need in order to successfully deliver the activities approved in the EEC
Decision. A recruiting process commenced after the EEC Decision for approximately three
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months duration. The following additional positions were established and filled in 2009 to
support the EEC activities and programs:

e EEC Program Manager Residential

e EEC Program Manager Commercial

e EEC Program Manager Affordable Housing

e EEC Program Manager Conservation, Education and Outreach

e EEC Program Manager Qualified Dealer

o Marketing Program Specialist Residential

e Marketing Program Specialist Commercial

e Marketing Program Specialist Conservation, Education & Outreach

e Marketing Program Specialist Affordable Housing

e Energy Technology Specialist

e EEC Communications Coordinator

e EEC Administration Assistant

The new structure of the Marketing and EEC team for 2009 is designed and effectively
resourced to deliver on the expanded portfolio of EEC programs the Companies must deliver.

3.3.3 2010 Internal Resources: Continuing to Develop Organizational Capability

For 2010, the Companies are anticipating the necessary addition of EEC Program Managers for
Innovative Technologies, Interruptible Industrial and Customer Financing. At this time, the
labour budget for the EEC activities for 2010 is estimated at $1.545 million. The structure of the
EEC team for 2010 may change over the course of the year as new opportunities and activities
are identified and deployed. Additional staff and changes in reporting structure may need to be
put in place in order for the Companies to continue to deliver the expanded Portfolio of EEC
Programs.

3.3.4 Staffing for EEC: Drawing on the Right External Resources

While the EEC team provides the primary resources for design, implementation, administration
and delivery of the EEC programs, for specific or specialized EEC activities, the Companies
also engage the services of outside consultants. These consultants are engaged to supplement
internal resources and expertise. External consultant resources are used to support certain
activities on an as-required basis determined by the business needs.

The following is a summary of the primary external consultants used and the services for which
they are typically engaged.

e Habart and Associates: The Companies have been working with Habart and Associates
(“Habart”) consulting firm for a number of years. In 2009, Habart provided support and
services on a number of projects, including a DSM training seminar for the new
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members of the EEC team, Information Requests (“IRs") support, furnace program
billing analysis (in partnership with John Sampson Research), estimation of energy
impacts for program measures as well as several other projects.

o Willis Energy Services (“Willis™): Willis is another long-term external consultant who has
provided the Companies with consulting and support of the DSM models as well as
support with answering IRs specific to these models.

o KnowledgeTech Consulting (“KnowledgeTech”): The Companies have also engaged
KnowledgeTech, whose Information Technology (“IT”) expertise was used to assist with
the Demand Side Management System (“DSMS”). The DSMS addresses the
requirement for more robust program tracking and reporting. More information about the
DSMS can be found in Section 7.1.

In addition to the consultants mentioned above, the EEC team hired several other consultants to
assist with program evaluation, market research projects and specific requests. The details of
this activity are provided under the Enabling Activities sections, Section 4.8 for 2009 and
Section 5.13 for 2010.

3.4 Resources: Conclusion

The April 16, 2009 Commission approval of funding in aggregate of $41.5 million and
subsequent approval of TGl and TGVI's 2010-2011 NSAs (and associated 2010 and 2011 EEC
funding) ensured the Companies would have access to the financial resources so that programs
could be launched for the benefit of customers.

Drawing on these funds, the Companies have since developed and structured the appropriate
internal team to carry out their mandate. Further, the Companies have prudently engaged
external consultants where appropriate to draw on expertise.

The resources that are now in place ensure the Companies are appropriately positioned to
develop, implement and deliver the expanded portfolio of EEC activities and programs.
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4. 2009 ACTIVITIES: ESTABLISHING THE EEC FOUNDATION
Following the EEC Decision in April of 2009, the Companies set out to establish a foundation
that year for broader EEC programs. The primary focus of 2009 (a “transition” year) was
building the EEC team described in Section 3.
While most programs and activities did not get underway until the second half of 2009, the
results achieved in this short time demonstrate successful execution of an expanded EEC
portfolio and programs.
This section will elaborate on this by examining at a high level:

4.1 EEC Program Portfolio and Associated Program Areas: Growing Scope

4.2 2009 Portfolio & Program Results — Delivering Value While Laying Foundation
Then this section continues with program specific details as follows, looking in detail at how the
Companies pursued EEC objectives through:

4.3 Residential Energy Efficiency Programs

4.4 Commercial Energy Efficiency Programs

4.5 Conservation for Affordable Housing Programs

4.6 Joint Initiatives

4.7 Conservation, Education and Outreach Programs

4.8 Enabling Activities

4.9 EEC Stakeholder Group Activities

4,10 Summary 2009 EEC Activities: Successfully Establishing the Foundation
The results reflect a partial year of activity for 2009 as most of the programs were rolled out in
the second half of 2009 once the EEC Decision was issued and the staffing resources were set
in place; these results are for programs where activities were performed in 2009 and where the
related program expenditures may continue to occur in 2010.
Yet despite the relatively short time frame in which they have been launched, these programs

are already delivering value to customers while furthering the province’'s goals around GHGs
reduction and the promotion of conservation.
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4.1 EEC Program Portfolio and Associated Program Areas: Growing Scope

The Companies’ EEC Portfolio consists of multiple Program Areas. Each Program Area
includes all specifically related programs, measures and activities. While the Companies had an
EEC Portfolio for many years, the limited funding meant the scope of the Portfolio was limited.
With the Commission’s approval of additional funding (see Section 3.1), the groundwork was
laid to expand the Portfolio.

As might be expected, EEC acti