SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, BC V6Z2N3 CANADA

BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-177-11

TELEPHONE: (604) 660-4700
BC TOLL FREE: 1-800-663-1385
FACSIMILE: (604) 660-1102

web site: http://www.bcuc.com

IN THE MATTER OF
the Utilities Commission Act, R.S.B.C. 1996, Chapter 473

and

Application by the FortisBC Energy Utilities
(comprising FortisBC Energy Inc., FortisBC Energy Inc. Fort Nelson Service Area,
FortisBC Energy (Whistler) Inc., and FortisBC Energy (Vancouver Island) Inc.)
for Approval of 2012 and 2013 Natural Gas Rates

BEFORE: D.A. Cote, Panel Chair/Commissioner

A.A.Rhodes, Commissioner October20, 2011
N.E. MacMurchy, Commissioner

ORDER

WHEREAS:

A.

On May 4, 2011, the FortisBC Energy Utilities (FEU orthe Companies) filed an application (Exhibit B-1) for
their Revenue Requirements for FortisBC Energy Inc. (FEl), the Fort Nelson Service Area of FEI (Fort Nelson),
FortisBC Energy (Whistler) Inc. (FEW), and FortisBC Energy (Vancouverlsland) Inc. (FEVI), and forapproval
of interim and permanent natural gas delivery rates effective January 1, 2012 and permanent rates effective
January 1, 2013, pursuantto sections 59 to 61 and 89 of the Utilities Commission Act (the Act), with any
variance between 2012 interim rates and permanentrates to be refundedto or collected from customers by
way of a rate riderfollowingthe approval of 2012 permanent rates (2012/2013 RRA Application);

OnJuly 7, 2011, the British Columbia Utilities Commission (Commission) held a Procedural Conference at
whichinterim rates, amongotherthings, were addressed;

On July 20, 2011, the Commissionissued Order G-129-11in whichitstated: “The FEU’s request, pursuantto
section 89 of the Act, forinterim rates as proposedinthe Application forJanuary 1, 2012 isrejected. FEUis
askedto resubmittheirrequestforinterim delivery rates by October1, 2011.”;

OnJuly 19, 2011, the FEU filed an Evidentiary Update (Exhibit B-11) and on September12, 2011, the FEU
filed asecond Evidentiary Update (Exhibit B-21) to reflect changesin circumstances since the 2012/2013
RRA Application wasfiled;

On September 26, 2011 the FEU resubmitted an application forInterim Rates seeking approval, pursuant to
section 89 of the Act, of interim delivery rates effective January 1, 2012 based on the updated rate request
inthe Application for 2012 (the Application)whichincludes the following:
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e ForFEl, a natural gas delivery rate increase of 5.6 percent and the Rate Stabilization Adjustment
Mechanism (RSAM) rider forapplicable rate classes for 2012 as setout in the Application;

e For Fort Nelson, anatural gas delivery rate decrease of 6.7 percent effectiveJanuary 1, 2012 and the
RSAM riderfor applicable rate classesfor2012 as setout inthe Application;

e For FEW, a natural gas deliveryrate increase of 5.0percentand the RSAM rider for applicable rate
classesfor2012 as set outin the Application;and

e For FEVI, to maintain current natural gas rates for all customers otherthanthose with specified
ratesin theirtransportation service agreements, effective January 1, 2012;

FEVIfurtherseeksinterimapproval pursuantto section 89 of the Act and section 2.10(a)(i) of the Vancouver
Island Natural Gas Pipeline Agreement Special Direction (the Special Direction), of its forecast cost of service
for 2012, such that the difference between the interim delivery rate and the interim cost of service can be
recorded in the existing Rate Stabilization Deferral Account (RSDA) pending the Commission’s final
determination of the Application;

The FEU furtherseekfinal acceptance pursuantto section 44.2 of the Act fora reduced amount of Energy
Efficiency and Conservation (EEC) expenditures in the amount of S5 million to allow the existing programs to
continue underthe currently approved framework (with the expansion of the interruptible industrial
programsto FEVI and the expansion of eligibility for all EEC programs to customers of FEW and Fort Nelson)
betweenlJanuary 1,2012 and the Commission’s final decision in this Application;

On October3, 2011, the Commission began an oral publichearingto review the 2012/2013 RRA Application
(the Oral PublicHearing);

On October3, 2011, inevidence atthe Oral PublicHearing, FEU suggested the option of maintaining Fort
Nelsonratesat current levels. This would allow forasmoothing of rates overthe 2012/2013 period forthat
utility. Effective January 1, 2012, natural gas delivery rates would remain consistent with the prioryearand
would be made interim pending the outcome of the proceeding of 2012/2013 RRA Application;

On October3, 2011, FEU andregisteredinterveners made oral submissions related to FEU’s applications for
interim rates and for final acceptance of the reduced amount of EEC expenditures;

The Commission has reviewed and considered the Application for Interim Rates effective January 1, 2012
and the application for final acceptance of the reduced amount of EEC expenditures and has considered the
submissions of the parties.
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NOW THEREFORE forthe ReasonsforDecision attached hereto as Appe ndix A, the Commission orders as

follows:

1. Pursuantto section 89 of the Act, the followinginterim approvals are granted for FEI:

a.

b.

Approval of delivery rates, onaninterim basis, for all non-bypass customers effective January 1,
2012, representinganincrease of 5.6 percentfor2012. The increaseistobe appliedtothe delivery
charge, and the basic charge will remain at 2011 levels.

Approval, onan interim basis, of the RSAMrider for customers served under FEI Rate Schedules 1,
1B, 1S, 1X, 2, 2U, 2X, 3, 3U, 3X and 23 effective January 1, 2012 of ($0.032)/GJ as setout in Section
3.4.3 of the Application.

2. Thefollowinginterimapprovals are granted for FEVI:

Pursuantto section 89 of the Act and section 2.10 of the Special Direction, approval onaninterim
basis of rates for Core Market sales and transportation customers, otherthan customers who have
specified ratesintheirtransportation service agreements, at the same level as 2011 rates.

Pursuantto section 89 of the Act and section 2.10(a)(i) of the Special Direction, approval on an
interim basis of FEVI’s forecast Cost of Service for 2012 as setout inSection 7, Tab 7.2, Schedules5
and 6 of the September 12, 2011 Evidentiary Update to the Application (Exhibit B-21).

3. Pursuantto section 89 of the Act, the followinginterim approvals are granted for FEW:

Approval of delivery rates, onaninterim basis, forall customers effectiveJanuary 1, 2012,
representinganincrease of 5.0 percentfor2012. The increaseistobe appliedtothe delivery
charge, holdingthe basiccharge at 2011 levels.

Approval, onan interim basis, of the RSAMriderfor customers served under FEW Rate Schedules
SGS 1/2, LGS 1, LGS 2 and LGS 3 effective January 1, 2012 of $0.524/GJ as setout in Section 3.4.3 of
the Application.

4. Pursuantto section 89 of the Act, the followinginterim approvals are granted for Fort Nelson:

a.

Approval onan interim basis to hold the delivery charge and the minimum monthly service charge
at the same level as 2011 rates and establish arelated deferral accountto record the revenue
surplusin 2012 for returnto customersin 2013.

Approval, onan interim basis, of the RSAMriderfor customers served under Fort Nelson Rate
Schedules 1,2.1, 2.2 and 25 effectiveJanuary 1, 2012 of ($0.011)/GI as set outin Section 3.4.3 of
the Application.
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5. Pursuantto section 89 of the Act, the Commission accepts, onaninterim basis, an expense schedule
totalling S5 million for EEC expenditures to permit the FEU to continue the existing portfolio, with expansion
of the interruptible industrial programs to FEVIand the expansion of eligibility forall EEC programs to
customers of FEW and Fort Nelson, in the period priorto the Commission’s final decision in this Application.
The EEC expenditures would be divided amongthe Utilities as follows:

e 54.45 millionforFEl (including Fort Nelson)
e $0.5 millionforFEVI;and
e $0.05 millionfor FEW.

6. Anyrefundor under-collectionfollowingthe granting of permanentrates will be addressed by way of a rate
riderto refund or collect from customers the variance in interim rates versus permanent delivery rates

approved.
DATED at the City of Vancouver, In the Province of British Columbia, this ~ 21° day of October2011.
BY ORDER
Original signed by:
D.A.Cote
Commissioner
Attachment

Orders/G-177-11_FEU 2012-13 RRA Interim Rates - Reasons
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IN THE MATTER OF

FORTISBC ENERGY UTILITIES
FOR APPROVAL OF 2012 AND 2013 NATURAL GAS RATES

APPLICATION FOR INTERIM RATES EFFECTIVE JANUARY 1, 2011

REASONS FOR DECISION

October 20, 2011

BEFORE:

D.A. Cote, Panel Chair/Commissioner
A.A. Rhodes, Commissioner
N.E. MacMurchy, Commissioner

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates
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1.0 BACKGROUND

On May 4, 2011, the Fortis Energy Utilities (FEU, Companies), comprising FortisBC Energy Inc. (FEIl), FortisBC
Energy Inc. Fort Nelson Service Area, FortisBC Energy (Whistler) Inc. (FEW) and FortisBC Energy (Vancouver
Island) Inc. (FEVI) filed their F2012 and F2013 Revenue Requirements and Natural Gas Rates Application
(Application) pursuantto sections 59to 61 and 89 of the Utilities Commission Act (Act, UCA).

In makingthe Application, FEUrequested amongotherthings, thatinterimrates be approved for across-the-
board increases of 5.04% for FEIl, 2.23% for FEW and 6.51% and for Fort Nelson effective January 1,2012. FEU
furtherrequested the rates for FEVI be frozen for 2012.

OnJuly 20, 2011, the Commissionissued Order G-129-11 which rejected the FEU requestforinterim delivery
rates as proposed atthat time. FEU were asked to resubmittheirinterim delivery rates request by October 1,
2011.

2.0 THE APPLICATION

By letter dated September 26,2011, FEU re-submitted their Application, pursuantto section 89 of the Act and
section 15 of the Administrative Tribunals Act for approval of interim delivery rates effective January 1, 2012
(Interim Rates Application). The Companies have requested thatinterim delivery rates be approved as follows:
an increase of 5.6 percent for FEl, a decrease of 6.7 percent for Fort Nelson, anincrease of 5.0 percent for FEW
and maintenance of the currentrate for FEVI. Subsequently, in evidence on October 3, 2011, the Companies
suggested the option of maintaining Fort Nelson rates at current levels asa means of smoothing out delivery
rates over the 2012/2013 periods forthat publicutility. (T2:274) In addition, FEUalso hasapplied pursuantto
section 42.2 of the Act for Commission acceptance on a permanent basis of an expenditure schedule totaling S5
million for Energy Efficiency and Conservation (EEC) expenditures to allow existing programs to continue under
the currently approved framework (plus expansion of the interruptible industrial programs to FEVI and
expanding eligibility for all EEC programs to customers of FEW and Fort Nelson). This would coverthe period
betweenJanuary 1,2012 and the Commission’s finaldecision in this Application. The EECexpenditures would
be divided amongthe Utilities as follows:

e $4.45 million for FEl (including Fort Nelson)
e $0.5 millionforFEVI;and
e $0.05 million for FEW.

The interim delivery rates requestis based uponinformation that has been filed by FEUto date in the
proceeding whichincludesthe Evidentiary Update dated September 12,2011. (ExhibitB-21) Followingthe
approval of permanentrates, any variance between interim and permanent rates will be collected from or
refundedto customers by way of a rate rider. (ExhibitB-23, p.5)

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates
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(i) Interim Rates
FEU submitsthat the requirement forinterimrates and the interim rate amount are two distinctissues.

FEU furthersubmitsthatallowing applicantsto seekinterim rates addresses the practical issue thatarises when
the date where new rates are to take effect will be earlierthanthe completion of the rate setting process and,
as aresult, hasbecome an important part of rate regulationin the Province. Further, the approval of aninterim
rate does notrestrictthe Commission from adjusting rates back to the date they were made interim with no
violation of the retroactive ratemakingrule.

In support of their position, the Companies cite BellCanada v Canada (Canadian Radio-Television and
Telecommunications Commission) [1989] S.C.J. No.68 which states thatinterim rate orders are granted to relieve
the applicant fromthe harmful effect caused by the length of proceedings and points out that an order of this
nature does not resultina decision onthe meritsofanissue whichisto be settledin the final decision. The
Companies note that this principle underlies interim rate provisions as outlined inthe UCA where rates must be
justand reasonable and argue that reflecting the true cost of service by readjusting rates forthe period
precedingthe final orderisintegral tothe principle of setting just and reasonablerates.

With respect to the requested interim rates, FEU argues that firstly, the evidence provides a primafacie case
warranting some change from the current rates and secondly, the requestis fairto both the Companies andits
customers. FEU notesthat inthe case of FEl over half of the increase soughtisforapprovals previously granted
by the Commission and the FEWincrease isrelated to forecastdeclinesinvolume. While acknowledgingthe
Commission will assess in detail the evidence supporting the preciseamount of the revenue efficiency and rate
change, the Companies state the proposed rates are appropriate asinterimrates. (Exhibit B-24, pp. 2-5)

(ii) EEC Expenditures

Funding forexisting EEC programs and the administrative framework to supportthem does not coverthe period
beyond the end of 2011. Within the Application FEUsubmitthey have soughtacceptance of expenditure
schedules pursuantto section 44.2 of the UCA for a base level funding of $20 million to be reflected in 2012
rates plus the ability to undertake further expenditures above that base level if there isdemand. Atthistime
the Companies are seeking final acceptance of $5 million which is the amount they say is required to maintain
the existing programsin the period spanning from January 1, 2012 to the date of the Commission’s final decision
on the Application. FEU proposes that the status quo be maintained over this period with programs from
existing program areas only and evaluations done underthe currently approved TRCtest. (Exhibit B-24, pp. 5-6)

The Companies further note that the outlook for 2011 EEC spendingis approximately $16.8 million and the
proposed delivery ratesfor 2012 and 2013 are based on $20 million, anumberwhichis close to 2011 expected
levels. The Commission decision onthe Applicationis expectedinthe springof 2012 and because of this, FEU
believesitfollows that the S5 million requested is consistent on a pro rata basis with the total amount
requested.

In making the request forfinal acceptance of expenditure schedules totaling $5 million in EEC funding, FEU state
that the following framework willapply:

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates



APPENDIX A
to OrderG-177-11
Page5 of7

e “The FEU will limit the use of this S5 million to EEC program areas previously accepted by the
Commission, although FEUwould ask forapproval for the expansion of the interruptible industrial
program area eligibility to customers of FEVIand all EEC program eligibility to customers of FEW and
Fort Nelson;

e EEC expendituresinthe period before the final decision will be subject tothe currently approved
financial treatment; and

e FEU will continue to evaluate EEC expenditures during this time according to the TRCtest previously
approved by the Commission.

Finally, FEUsubmitthatfinal acceptance of the reduced expenditureschedulesis necessary. Inthe view of the
Companies, acceptance onaninterim basis would provide insufficient comfort that expenditures can be
recovered as demand side measures by way of the EEC approved financial treatment. (Exhibit B-24, pp. 6-7)

3.0 INTERVENER SUBMISSIONS

The British Columbia Old Age Pensioners’ Organization etel (BCOAPQO), Commercial Energy Consumers
Association of British Columbia (CEC) and B.C. Sustainable Energy Association and the Sierra Club of British
Columbia Chapter (BCSEA) all provided submissions on interim delivery rates and approval of EEC expenditures.
None of the Interveners opposed the granting of interim delivery rates.

With respect to approval of the $5 million on a permanent basis forongoing EEC expenditures, the views of the
Interveners wereless supportive.

The BCOAPO submits thatit has nointerestin eliminating funding for EEC programs during the period from
January 1, 2012 onward and itis notin the interests of ratepayers tointerrupt access tothese programs over
this period. BCOAPO has no objection to thisbeingapproved onaninterim basis butdoesobjecttoitbeinga
permanentorfinal approval pointing out thatthe Applicants have no comfortthat they will be successfulinany
of the requests contained within the Application. Inthe view of BCOAPO approval of thisrequest will setabad
precedentand urgesthe Commissionto denythe requestfora permanentorder.

CEC sharesthe discomfort of BCOAPO pointing out thatitis not aware of any precedent forapproval as part of
an interim rate application of matters still before the Commission. In considering that the Commission may
decide toapprove such a request, CEC cautions that the Commission should be careful toword any such
approval as a unique circumstance which is somethingitis not particularly comfortablewith. CECsupportsthe
idea of interim approval of the $5 million.

BCSEA notesthatit strongly supports the continuity of EEC programsin general and would not supportany
Commission decision which would threaten the continuity of these programs. BCSEA suggests the matter can be
dealtwithout creatinga precedent that may apply in othercircumstances. BCSEA points out that request before
the Panelis EEC specificand the spendingis notincluded in the general operating and maintenance (O&M)
budget. While expressing some hesitation as to whetherthis provides unqualified support for the a permanent
decision BCSEA notesthat “if there isany elementto which not providing approval would threaten the
continuation of programs, then BCSEA would certainly support approval of the money”. (T2:97-102)

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates
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In Reply FEU submits thatthe request for EEC dollars undersection 44.2 is a unique requestandisunlikeother
O&M requests which are goingintorates. Itis the position of the Companiesthat 0&Mfundingand EEC funding
are “differentbeasts” where O&Mfundingis managed withinan overall envelope and the funding can be moved
around while an EEC portfolio only gets the financial treatment for that which isin the portfolio. FEUsubmits
that the EEC funds benefit customersandthere are noissuesin evidence thatthe funding, if granted, willnot be
put toward programs which will deliver positive benefits to customers. (T2:103-105)

4.0 COMMISSION PANEL DECISION

The Commission Panel notes that there were no objections raised by any of the Interveners with respect to
interim delivery rates asrequested by FEU. Further, the practice of granting such requestsis notunique and
giventhe size of rate increases requested and the justifying factors, we see no reason why interim approval
should be withheld. Accordingly, the Panel approves the interim deliveryrates as outlinedin the Interim
Rates Application amended by the alternative option for Fort Nelson as beingin the publicinterest.

The biggerissue liesin FEU’s requestfor permanent fundingin the amount of $5 million to support continuity of
existing EEC programs. The Commission Panelisin complete agreement with boththe Applicantand the
Intervenersthatthereisaneedtomaintain continuity in the EEC programs and an interruption of access to
these programs overthe period of January 1, 2012 tothe Commission’s final decision would not serve the public
interest. Moreover, the Commission Panel sees novalue in putting up barriers which unnecessarily frustratethe
Applicant’s ability to continue to move forward with EECinitiatives such as these.

However, the Panel notes thatthere was alevel of discomfort expressed by each of the Interveners with respect
to FEU's request forfinal acceptance of the expenditure schedules totalling $5 million for EEC funding. Boththe
BCOAPO and CEC expressed concerns with the precedent setting nature of thisrequest. The two Interveners
indicated that there was no concern with an interim approval of the requested funds. The BCSEA, while hesitant
to say there was not an issue with precedent, did state that it would be prepared to support permanent
approval of the money if continuation of the programs was threatened.

The Commission Panelisalso concerned with FEU’s request for final acceptance of the expenditure schedules
totaling S5 million in EEC expenditures. Ourdiscomfort with thisuniquerequestlies with the factthe
Commissionis being asked to approve expenditures before there has been athorough examination of the
evidence. This, in effect, overrides the purpose of conducting ahearing process.

Perhaps even more importantis whetherthere isactually aneedforfinal approval at thistime. The Panel notes
the concerns raised by FEU with respectto theircomfort with proceeding withoutafinal approval. These
concerns have been referenced by FEU in oral submissions with respect to prudency issues related to the natural
gas vehicle incentive decision. (T2:92-93) The Panel would like to point out that the Reasons for Decision for
OrderG-145-11 clearly referto demand-side measures as those defined inthe Clean Energy Act. The Panel sees
no reason for FEU to be concerned with the recovery of expended EECfunds undersection 44.2 afterJanuary 1,
2012 as longas the activities undertaken are prudentand fall underthis definition. Accordingly, the
Commission Panel rejects FEU’s request for final approval of $5 millionin EEC expenditures to coverthe
period from January 1, 2012 to the Commission’s final decision. The Commission, pursuant to section 89 of
the UCA, does approve a maximum of $5 millionin funds on an interim basis for the continuance of EEC
programs to be expendedin accordance with the framework laid out on p. 7 of the Application (the Panel
understands that the interim delivery rates which have been approved incorporate thisamount). These will

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates
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be divided among the utilities as follows: $4.45 million for FEI (including Fort Nelson), $0.5 million for FEVI and
$0.05 millionfor FEW. This will providefundingto allow the EEC programs to continue without interruption.
Additionally, it will provide FEU with sufficient comfortto move forward with the knowledge that all prudent
expenditures falling underthe definition of “demand side measure” and fitting under the framework currently in
place (described on page 5 of these Reasons for Decision) will be recoverable.

FortisBC Energy Utilities/F2012-2013 RRA — Interim Rates
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