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

and

Generic Cost of Capital Proceeding

BEFORE: D.A. Cote, Panel Chair/Commissioner
M.R. Harle, Commissioner April 18, 2012
L.A. O’Hara, Commissioner

ORDER
WHEREAS:

A. On December16, 2009, the British Columbia Utilities Commission (Commission) issued its Decision on the
Return on Equity and Capital Structure Application (2009 ROE Decision) for Terasen Gas Inc. (TGl), Terasen
Gas (Vancouverlsland) Inc., and Terasen Gas (Whistler) Inc. (TGW), (collectively, the Terasen Utilities, now
known as the FortisBC Energy Utilities);

B. By OrderG-158-09 issued concurrently with the 2009 ROE Decision, the Commission ordered, amongother
things, that the Return on Equity Automatic Adjustment Mechanism (ROEAAM) in place since 1995 be
eliminated; that the appropriate equity ratio for TGl would be 40 percent effectiveJanuary 1, 2010; that the
9.5 percent ROE approved for TGl effective July 1, 2009 should continue to serve as the Benchmark ROE for
FortisBCInc. and any other utility in British Columbia that uses aBenchmark ROE to setrates; and that TGI
was to complete its study of alternative formulas to an ROE AAM and report to the Commission by
December31, 2010;

C. OnDecembers8, 2010, the Terasen Utilities filed their study on ROE alternative formulas with the
Commission;

D. Sincetheissuance of the 2009 ROE Decision, changes have occurred in the financial markets. On November 28,
2011, the Commissionissued to all regulated entities a Preliminary Notification of Initiation of Generic Cost of
Capital (GCOC) Proceeding;

E. By OrderG-20-12 dated February 28, 2012, the Commission established a Generic Cost of Capital (GCOC)
Proceeding. Appendedto OrderG-20-12 were:(a) an Initial Regulatory Timetable, (b) a Preliminary Scoping
Document containingalist of mattersto be examined and determined; (c) anon-exhaustive List of Utilities
regulated by the Commission characterized as either Affected Utilities or Other Utilities; and (d) a Public Notice
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of the GCOC Proceeding. Order G-20-12 also established that registered participants who wish to provide
submissions onthe Preliminary Scoping Document mustfile their submissions by March 21, 2012;

FortisBCEnergy Inc., FortisBC Energy (Vancouverlsland) Inc., FortisBC Energy (Whistler) Inc. and FortisBC Inc.
(collectively, FBCU); Corix Multi-Utility Services Inc. (Corix); and Pacific Northern Gas Ltd. and Pacific Northern
Gas (N.E.) Ltd. (collectively, PNG) registered as Affected Utilities;

British Columbia Hydro and Power Authority (BC Hydro) and River District Energy Limited Partnership (RDE)
registered as Other Utilities;

A total of seven parties, comprised mostly of ratepayergroups, registered as Interveners;
Submissions regarding the Preliminary Scoping Document were received from the FBCU, Corix, PNG, BCHydro,
Industrial Customers Group of FortisBCInc. (ICG), the British Columbia Old Age Pensioners’ Ass ociation et al.

(BCOAPOQ), and the Commercial Energy Consumers Association of British Columbia (CEC);

The Commission Panel has reviewed the submissions by all parties and has determined thatan Orderto
establish aFinal Scoping Documentis warranted.

NOW THEREFORE forthe Reasonsinthe Decision attached as AppendixAto this Order, the Commission orders
that the scope of the Generic Cost of Capital Proceedingisthatsetout inthe Final Scoping Documentattached
as Appendix Bto this Order.

DATED at the City of Vancouver, inthe Province of British Columbia, this 18" day of April 2012.

BY ORDER
Original signed by:

D.A.Cote
Panel Chair/Commissioner

Attachments

Orders/G-47-12-Generic Cost of Capital Proceeding
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GENERIC COST OF CAPITAL PROCEEDING
REASONS FOR DECISION

1.0 BACKGROUND

On December 16, 2009, the British Columbia Utilities Commission (Commission) issued its Decision on an
application by Terasen Gas Inc. (TGl), Terasen Gas (Vancouverlsland) Inc. (TGVI), and Terasen Gas (Whistler) Inc.
(TGW) (collectively, the Terasen Utilities, now known as the FortisBC Energy Utilities)" regarding the companies’
return on equity (ROE) and capital structure (2009 ROE Decision).

Order G-158-09 was issued concurrently with the 2009 ROE Decision. Among other things, it ordered the
following:

The ROE Automatic Adjustment Mechanism (AAM) in place since 1995 be eliminated;

e The appropriate equity ratio for TGl (now FEI) would be 40 percent effective January 1, 2010; and

e The 9.5 percent ROE approved for TGl effective July 1, 2009 should continue to serve as the Benchmark
ROE for FortisBC Inc. and any other utility in British Columbia that uses a Benchmark ROE to set rates.

In addition, TGl was to complete its study of alternative formulas to an ROE AAM and report to the Commission
by December 31, 2010.

Since the 2009 ROE Decision wasissued, changes have occurredin the financial markets. On November 29,
2011, the Commissionissued a Preliminary Notification of Initiation of Generic Cost of Capital (GCOC)
Proceeding, and on February 28, 2012, the Commissionissued Order G-20-12to initiate the GCOCProceeding.
There are four Appendices attached to Order G-20-12: an Initial Regulatory Timetable; a Preliminary Scoping
Document; a non-exhaustive List of Utilities regulated by the Commission characterized as either Affected
Utilities and Other Utilities; and a PublicNotice. The Public Notice was published by the Commission on
March 5, 2012.

In the Preliminary Scoping Document the Commission identified sixmatters thatitintended toreview as part of
the GCOC Proceeding and invited registered participants to provide submissions. The six matters are described
below:

1. Theappropriate cost of capital for a benchmark low-risk utility effective January 1, 2013. Cost of capital
includes capital structure, return on common equity, and interest on debt.

2. Establishment of a Benchmark ROE based on a benchmark low-risk utility effective January 1, 2013 to
December 31, 2013, forthe initial transition year.

3. Whetherre-establishment of an ROE AAM iswarranted. If a returnto the use of a formulaicROEAAM is
accepted as a result of this GCOC Proceeding, it would be implemented January 1, 2014. If not, a future
regulatory process will be setto review the ROE fora benchmark low-risk utility beyond December 31, 2013.

! The FortisBC Energy Utilitiesare composed of FortisBC Energy Inc. (FEI), FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC
Energy (Whistler) Inc. (FEW)
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4. Agenericmethodology on how to establish each utility’s cost of capital based on the cost of capital for a
benchmark low-risk utility.

5. A methodologyto establish adeemed capital structure and deemed cost of capital, particularly for those
utilities without third-party debt. Thiswouldinvolvesettinga methodology on how to calculate adeemed
interestrate.

6. A methodologytoestablishadeemedinterestrate automaticadjustment mechanism (Interest AAM). If
warranted, the Interest AAMwould be implemented forJanuary 1, 2014. If not warranted, settingafuture
regulatory process on how the deemed interestforabenchmark low-risk utility would be adjustedin future
years beyond December 31, 2013.

The Initial Regulatory Timetable provided forthe filing of Written Submissions on the Preliminary Scoping
Document by Affected Utilities, Other Utilities, and Interveners by March 21, 2012.

The List of Utilitiesappended to Order G-20-12 in Appendix Ccharacterizes utilities regulated by the Commission
as either Affected Utilities or Other Utilities. Affected Utilities are those whointhis GCOCProceedingare
expectedtotake aleadroleinfiling evidence for cost of capital matters that may impactthem. The FortisBC
Utilities (FBCU),> Corix Multi-Utility Services Inc. (Corix), and Pacific Northern Gas Ltd. and Pacific Northern Gas
(N.E.) Ltd. (collectively, PNG) have registered as Affected Utilities. British Columbia Hydro and Power Authority
(BC Hydro) and River District Energy Limited Partnership (RDE) have registered as Other Utilities. Seven parties,
made up mostly of ratepayer groups, have registered as Interveners by the firstround registration deadline.

The FBCU, Corix, PNG, BC Hydro, Industrial Customers Group of FortisBC Inc. (ICG), the British Columbia Old Age
Pensioners’ Association etal. (BCOAPO), and the Commercial Energy Consumers Association of British Columbia
(CEC) filed submissions on the Preliminary Scoping Document.

2.0 POSITIONS OF PARTIES

The FBCU provided detailed submissions on the six matters and as well as the appropriateness of using “low -risk
utility” whenreferring tothe benchmark utility. (Exhibit B1-2) PNG concurs withthe comments made by the
FBCU in respectto the six matters set outin the Preliminary Scoping Document. (Exhibit B3-2)

Corix submitsthatthe ‘Purpose of the Proceeding’ as described in the Preliminary Scoping Document should be
broadenedtoinclude those matters dealing with establishing methodologies for determining the cost of capital
for smaller utilities, which it refersto as “utilities without third party debt.” (Exhibit B2-2) BCOAPO suggests that
the stated purpose of the GCOC Proceeding may be broadenedtoinclude agenericmethodology on how to
establish each utility’s cost of capital based on the cost of capital for a benchmark low -risk utility. (Exhibit C5-2)

BC Hydro submits thatthe proposed scope forthe GCOC Proceedingis appropriate and has no further
submissions. (Exhibit B4-2)

% FortisBCUtilitiesare composed of FEI, FEVI, FEW, and Fortis BCInc. FortisBCInc., the verticallyintegrated electric utility, was a
Registered Intervenerinthe 2009 ROE proceeding butin the current GCOC Proceeding, it has registered jointly with FortisBC Energy
Utilities to form FortisBC Utilities
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2.1 Matter #1: The appropriate cost of capital for a benchmark low-risk utility effective January 1,
2013. Cost of capital Includes capital structure, return on common equity, and interest on debt.

The FBCU submitthatthe appropriate effective date should be January 1, 2013 or a laterdate. While the FBCU
agree that the cost of capital comprises capital structure, return on common equity and interest on debt, they
submitthatthe interest on debtshould be setin the context of an individual utility’s revenuerequirem ents
application. The FBCU point out that the GCOC Proceeding cannotremain ‘generic’ insofaras the Commission
includestheissue of interest on debt, whichisthe embedded rate forrecovery, andis unique to each utility.
(ExhibitB1-2, pp. 2, 3)

Corix did not commentonthe appropriate effective date and submits thatitis important this genericprocess
establish aclearframework to facilitate the Commission’s review of future applications by s maller utilities
(Exhibit B2-2)

BCOAPOrequests furtherclarity on the difference between “as of January 1, 2013” in Matter #1 and “the overall
periodJanuary 1, to December31, 2013” in Matter #2.

ICG submitsthatthe market crisis of 2008 and 2009 has now abated and that itis now necessary forthe
Commission tovaryina timely mannerthe cost of capital approvedinthe 2009 ROE Decision. ICGquoted the
Reasons attached to Order G-199-11 inthe FortisBCInc. 2012-2013 Revenue Requirements Application and
2012 Integrated System Plan proceeding (in which it participated), where the Commission Panel in that
proceeding stated thatit would be “appropriate to maintain the current ROE and capital structure pending
determinations made inthe Generic Cost of Capital Hearing.” (FortisBClnc.2012-13 RRA and 2012 ISP
November 30,2011 Reasons for Decision) Onthe basis of those Reasons, ICGsubmits that the effective date of
the genericmethodology needs to be January 1, 2012, and that the effective date of the determination of the
equity ratio and the utility specificrisk premium of FortisBCInc. needs to be January 1, 2012. (Exhibit C4-2,

pp. 1, 2)

2.2 Matter #2: Establishmentof aBenchmark ROE based on a benchmark low-risk utility effective
January 1, 2013 to December31, 2013, for the initial transition year.

The FBCU note that they are content with the concept of a one year transition period. Thisissubjectto
comments made intheirsubmission with respect to the benchmark utility being referred to as the “low -risk”
utility. The FBCUsubmitthat thisis no longerthe case, as is recognized in the 2009 ROE Decision and this
updated language should be used the GCOC Proceeding. (ExhibitB1-2, pp. 2,3)

As mentioned above insection 2.1, BCOAPO submits thatitis not clear what Matter #2 covers that is not already
covered by Matter #1.

2.3 Matter #3: Whetherre-establishment of an ROE AAM is warranted. Ifareturnto the use ofa
formulaicROEAAM is accepted as a result of this GCOC Proceeding, it would be implemented
January 1, 2014. If not, a future regulatory process willbe settoreview the ROEfor a
benchmark low-risk utility beyond December 31, 2013.

The FBCU submitthatthe framework as outlined in the Preliminary Scoping Documentis reasonable. (Exhibit
B1-2, p. 4) Nootherparties made submissions related to Matter #3.
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2.4 Matter #4: A genericmethodology on how to establish each utility’s cost of capital based on the
cost of capital for a benchmark low-risk utility.

The FBCU submitthatin addition to the components of cost of capital defined inthe Preliminary Scoping
Document, an additional componentis the risk premiumto be added to the ROE for individual utilities. The
FBCU furthersubmitthatthe most practical and efficientapproachis forthe Commission to determineinthe
GCOC Proceeding what the process would look like for each utility to determine its unique cost of capital in
reference tothe benchmark, with the determination of a utility’s unique cost of capital beingaddressedina
subsequent utility-specificproceeding. [Emphasisinoriginal]

The FBCU also submitthatthe individual utilities’ equity ratios and risk premiums can best be setonce the
capital structure and the ROE parameters are set by the Commission forthe benchmark utility. (Exhibit B1-2,

p. 4)

PNG submits thatit particularly supports the FBCU’s submission on Matter #4. PNG’s positionis thatits specific
equity risk premium and capital structure should continue to be set underits revenue requirement application
proceedings and notundera genericproceeding. (Exhibit B3-2)

BCOAPO submitsthatitis unclearwhatisto be accomplished under Matter #4. BCOAPO is of the view that
Matter #4 should deal with the appropriate range forthe risk premium, the factors that should be consideredin
determiningthe risk premium for each utility relative to the low-risk benchmark utility, and the relative
importance of the various factors. (Exhibit C5-2)

ICG submits thatthe Preliminary Scoping Document should be revised so that utility specific capital structure
and risk premiums are considered to be within the scope of the GCOC Proceeding. (Exhibit C4-2, p.3)

2.5 Matter #5: A methodology to establish adeemed capital structure and deemed cost of capital,
particularly forthose utilities without third-party debt. Thiswouldinvolvesettinga
methodology on how to calculate a deemed interest rate.

The FBCU believe that Matter #5 should be excluded fromthe GCOCProceeding. Inthe view of the FBCUit
would be almostimpossible to come up with a single methodology that would be applicable across different
utilities as they have differentrisks. In addition, itis their opinion that the existing approach of the Commission
indeterminingthe interest costs on a utility specificbasis is the most efficientand appropriate and therefore,
preferable tothat of the Commission deeminganinterest rate on debtforcertain utilities. The FBCU submit
that onlywhere a utility does not have debt (affiliate orthird-party) orhasless debt thanis appropriate to
maintainits regulated capital structure, would adeemed interest rate be appropriate. (Exhibit B1-2, pp. 5-6)

Corix submits thatthe GCOC Proceeding should establish aframework for determining the a ppropriate cost of
capital for othersmaller utilities (referred to as “utilities without third-party debt”) in the province.
(Exhibit B2-2)

CEC submits thatit is concerned with providing foradeemed cost of capital inthe GCOC Proceeding as this
would potentially allow fora cost of debt other than the actual cost of debt for the entity owning the utility, and
could lead to unnecessaryincreased costs and rates for utility customers. (Exhibit C7-1)

BCOAPO submits that Matter #5 should also deal with the situation where there is third party debt but the debt
holderis not “arms-length” from the utility. (Exhibit C5-2)
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2.6 Matter #6: A methodologyto establish adeemedinterest rate automaticadjustment
mechanism (Interest AAM). If warranted, the Interest AAMwould be implemented forJanuary
1, 2014. If not warranted, settingafuture regulatory process on how the deemed interest fora
benchmark low-risk utility would be adjusted in future years beyond December 31, 2013.

The FBCU take the position that the use of a benchmarkinterest rate orInterest AAMshould be excluded from
the scope of the GCOC Proceeding. The FBCUsubmitthatthe current methodology allows each utility to apply
for the appropriate debt based on prevailing market conditions. The FBCU also submit that the introduction of
an Interest AAMwould resultin greateradministrative complexity, as not only would the difference between
forecast and actual rates be tracked but, in addition, the difference to a deemed interest rate would have to be
factored inand would create the need to develop individual utilities’ credit risk premium. (Exhibit B1-2, p. 6)

No other party made comments on this matter except CEC, who commented on this matterin conjunction with
Matter #5. CEC submitsthatin allowingfora cost of debtotherthanthe actual cost of debtwouldleadto
increased costs and rates. (ExhibitC7-1)

2.7 Other Matters

In additionto comments on the six matters, the FBCU also made submissions regarding: (1) abenchmark utility,
(2) the scope of Commission Consultant Survey Report, (3) the future Regulatory Process and Timetable, and (4)
the cost allocation of regulatory review costs arising from the GCOC Proceeding.

Corix submits thatin addition tothe mattersin the Preliminary Scoping Document, an additional item should be
addedto the listto address the development of aframework for determining the capital structure and risk
premiums associated with smaller utility operations. (Exhibit B2-2)

2.7.1 Benchmark Utility

The FBCU submitthatin the GCOC Proceeding ‘benchmark utility’ should be used instead of ‘benchmark low -risk
utility’. The FBCUfurthersubmitthatthe initial part of the GCOC Proceeding should determine the
characteristics of a benchmark utility and identify which utility, if any, is the most appropriate benchmark utility
in BC forthe future determination of allowed ROE and capital structure. (ExhibitB-2, p. 2)

No other party takesissue with the description of a ‘benchmark low-risk utility’. BCOAPO requests clarification
on the intention of the Commission asto whether FEl or a genericlow-risk utility would be used as the
benchmark and submits that using an actual utility would be an easierapproach. CEC, inits submission, points
out that the risks forthe FortisBC entities’ shareholders will change significantly on amalgamation. (Exhibit C5-
2)

2.7.2  Scope of Commission Consultant Survey Report
The FBCU submitthatthe scope of the survey should be broadened to consider North American practices,
including both U.S. and Canadian jurisdictions as thisis consistent with the Commission’s past recognition of the
relevance of U.S. comparables. The FBCU submitthat the Commission should avoid narrowing the scope of the

evidence available forthe Commission Panel at the early stages of the GCOC Proceeding. (ExhibitB1-2, pp.7-8)

No other party made submissions on this topic.
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2.7.3  Future Regulatory Process and Timetable
The FBCU requestthatthe Commission, when setting the regulatory timetable for the GCOC Proceeding,
considerthe several regulatory proceedings that will require significant company resources forthe FBCU. The
FBCU also submitthat it would be more effective to have the Commission Consultant Survey filed before the
utilities’ file theirevidence. (ExhibitB1-2, p. 8)
CEC asks if the Commission would consider scheduling the GCOC Proceedingto followthe FortisBC Energy
Utilities Amalgamation hearingand/orwhetherthe orderforthe GCOC Proceeding could outline how these
related decisions are to be integrated. (ExhibitC7-1)

2.7.4 Cost Allocation of Regulatory Review Costs
The FBCU submitthatregulatory review costs should be shared amongall participants pursuant to the utility
cost sharing formula established in Order F-5-06 irrespective of whetherthey have been characterized as
“Affected Utilities” or “Other Utilities” in the List of Utilities. The FBCU submitthat this treatmentis consistent

with past proceedings.

PNG highlightsits support of the FBCU proposal regarding allocation of the costs of the GCOC Proceeding.

3.0 COMMISSION DETERMINATIONS
3.1 Scoping Document

Benchmark Utility

In the 2009 ROE Decision, it was determined that TGl should continue to serve as the Benchmark ROE for
FortisBCInc. and any otherutilityin B.C. that uses the Benchmark ROE to set rates. In thisrespect, the
Commission Panelagrees with the FBCU’s submission that FEI, while used as the benchmark utility for other
regulated utilitiesin BC, isnolongerreferredto as the “low-risk” utility. However, the Commission Panel
believes thatitisimportantto pointout that the GCOC Proceedingis notthe result of an application by FEl fora
review of its ROE and capital structure. Although FEl, together with its affiliated companies, isamong the
Affected Utilitiesinthe GCOC Proceeding, the purpose of this genericproceedingisto set the capital structure
and ROE for a benchmark low-risk utility. This benchmark low-risk utility could be based on a “set of low risk,
high grade benchmark utilities” as suggested in the Commission’s June 10, 1994 ROE Decision on page 48. This
low-risk, high-grade benchmark utility or utilities could be a hypothetical construct, oritcould be a FEI-like utility
with certain attributes that are to be definedin the GCOCProceeding. There may be otheroptions. Further, with
respectto the existing benchmark utility, the Commission Panel believes it would be inefficientto go through a
process of setting out the cost of capital for FEl at the same time as dealing with its long-term sustainability
through the proposed amalgamation and postage stamp rates and the potential changesinits business.

The Commission Panel agrees, in part, with the FBCU’s submission that part of the GCOC Proceeding should
determine the characteristics of abenchmark low-risk utility and identify which utility, if any, is the most
appropriate benchmark low-risk utility in BCfor the future determination of allowed ROE and capital structure.
However, absent any actual utility thatfits abenchmark description, a hypothetical low-risk benchmark utility
could be constructed as suggested inthe 1994 ROE Decision.
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Accordingly, the Commission Panel determines that one of the major matters for the GCOC Proceedingis the
cost of capital for a benchmark “low-risk” utility.

Purpose of the GCOC Proceeding

The Commission Panel is of the view that within this Commission-initiated GCOC Proceeding, itisimportant to
include input from smaller utility operators regulated by the Commission and to establishamethodology to set
a deemed capital structure and deemed cost of capital, particularly for those utilities without third -party debt.
Accordingly, the Commission Panel accepts Corix’s proposed amendment to the “Purpose of the Proceeding” to
include reference to smaller utilities in the province.

The Commission Panel also accepts BCOAPQ’s suggestion to broaden the “Purpose of the Proceeding” to reflect
the intention of applying agenericmethodology to estimate anindividual utility’s cost of capital based onthe
cost of capital for a benchmark low-risk utility.

Both proposed amendments have beenincorporated into the “Purpose of the Proceeding” sectionin the Final
Scoping Document.

Matter #1

None of the registered participants disagree with using January 1, 2013, as the effective date with the exception
of ICG, who submits that the date in the Preliminary Scoping Document should be revised to January 1, 2012.

As thisisa genericproceeding, the Commission Panel does not consideritappropriate to address aspecific
utility such as FortisBCInc.”s ROE and equity ratio. The issue of the determination of FortisBCInc.’s cost of
capitalisaddressed under Matter #4. After considering the submissions fromall parties, the Commission
Panel determines the effective date should be January 1, 2013 for establishing the benchmark low-risk utility
cost of capital including setting the Benchmark ROE.

The benchmark low-risk utility would take into consideration the optimal capital structure. The optimal capital
structure is a function of the capital structure, required return on equity, and the shortand long-term interest
cost of debt. In turn the interest cost of debt would be influenced by the company’s credit rating and the
prevailingrisk-free rate. The cost of debtbecomesrelevantwhenanunlevered firmtakes on debt.

As stated previously, the Commission Panelwishes to be clearthat the benchmark low -risk utility would not
necessarily be based on any specificutility. Also,the Commission Panelisnotproposingto utilize ageneric
deemedinterest rate methodology in place of third party debtissued by aspecificutility. We believethatthe
GCOC Proceeding canremain ‘generic’ by considering all the costs of capital in considering the appropriate
benchmark low-risk utility.

Further, the Commission Panel is of the view that a thorough review of the cost of debt facing certain utilities,
and in particularthose that fall into the category of smaller utilities and/or utilities without third -party debt, will
provide betterinsight and understanding of those utilities’ cost of capital. The Commission Panel therefore
considersthatincludingthe interest on debtinthe GCOCProceeding would benefit future reviews of certain
utilities, in particular, smaller utilities.
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Matter #2

The Commission Panel expects that the evidence inthe GCOC Proceeding will examine the capital market’s
pricing forrisk and the expected returns oninvestments for 2013. Whileitis possible forthe Commission to
propose a widerscope thatwouldinclude afull review of the capital structure and ROE for two years: 2013 and
2014, the Preliminary Scoping Document stated 2013 because the Commission is cognizant that, should the
GCOC Proceedingresultin the determination thata returnto an ROE AAMis warranted, an ROE AAM formula
would then be implemented at the beginning of 2014. Matter #1 is distinct from Matter #2. Matter #1
contemplatesJanuary 1, 2013 as the effective start date forthe cost of capital including Benchmark ROE, if
revised, forthe benchmark low-risk utility. Matter#2 contemplates aone yeartransition period forthe
Benchmark ROE where following the transition period an ROEAAM could be implemented on January 1, 2014.
Also, Matter#2 allowsfora transition period foradecision determination, if any, which changes the generic
methodology that setsanindividual utility’'s cost of capital.

The Commission Panel concludes that aone-yeartransition period would allowforan orderly implementation of
a Benchmark ROE and any resulting generic methodology to set subsequent years’ Benchmark ROE.

Matter #3

The Commission Panel notes that no party has registered any opposition to the proposed examination of
whetheran ROE AAM is warranted.

Matter #4

As submitted by the FBCU and supported by PNG, specificequityrisk premiums and capital structures are
unique to eachindividual utility. The Commission Panel notes thattheir submissions are aligned with the
Preliminary Scoping Document which states that the GCOC Proceedingis notintended to set each utility’s risk
premium on the Benchmark ROE, and that any adjustmentto an individual utility’s premium thatis effective
after December 31, 2013 will be setin a separate future proceeding forthat utility.

The Commission Panel agrees with BCOAPO that the GCOC Proceeding should considerthe factorsinthe
determination of the risk premium for each utility.

In its submission, ICG has quoted part of the Commission’s determination at page 3 of 6 of the FortisBCInc.
2012-13 RRA and 2012 ISP November 30, 2011 Reasons for Decision relating to the submissions ICGmade on
capital structure and return on equity. The entire determination of the Commission Panelin that proceedingon
theissue of the capital structure and return on equity of FortisBCInc. was as follows:

On November 28, 2011, the Commissionissued aletterexpressingitsintentto
conduct a GenericCost of Capital Hearing focused on capital structure and ROE
which would have application forall utilities. Because of this, the Commission
Panelisof the view thereislittle value or efficiency to be gained by considering this
issue as part of this hearing. Accordingly, the Commission Panel has determined
that there is no need to expand this hearing to include a comprehensive review
of FortisBC’s capital structure and ROE. Therefore,the Commission Panel has
determined that given the Commission announcement regarding a generic
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hearing process, it would be appropriate to maintain the current ROE and capital
structure pending determinations made in the Generic Cost of Capital Hearing.
[Emphasisinoriginal]

Consistent with that determination, the current capital structure and ROE of FortisBCInc. will be maintained
pending determinations made inthe Generic Cost of Capital Proceeding. Specificdeterminations of FortisBC
Inc.’s cost of capital will be determined in aseparate future proceeding for that utility based on the
determinationsin the genericproceeding.

Matter #5

The Commission Panel notes the FBCU’s objectiontoincluding areview of aframework fordeemed capital
structure and deemed cost of capital in the GCOC Proceeding. However, the Panel has also considered thatthe
FBCU concede that a deemed interest rate can be appropriate under certain circumstances, forexample, when a
utility does not have debtorhas less debtthanis appropriate to maintainits regulated capital structure.

The Commission has recently undertaken anumber of reviews of applications by smaller utilities that are
without third-party debt. Anexampleisthe December19, 2011 River District Energy Limited Partnership
Decision (RDE Decision). On page 21 of the RDE Decision the Commission states: “The Commission will review
the appropriateness of the 5.5 percent deemed rate annually considering any recommendations or tools that
may resultfrom the Generic Cost of Capital proceeding the Commission will initiate in early 2012.”

The RDE Decisionisan example of those circumstances where a genericreview of the deemed capital structure
and deemed cost of capital methodology is appropriate. An established methodology toaddressissues similar
to RDE would allow fora more efficientand effective regulatory review process that would benefit f uture
applicants and ultimately ratepayers.

The Commission Panel has considered BCOAPQO’s submission that Matter #5 should also deal with the situation
where there is third-party debt but the debt holderis not “arms-length” from the utility. The Panel agrees with
BCOAPQ’s submission and confirms that such a situationisincluded within the scope of Matter #5.

Matter #6

The Commission Panel has considered the FBCU’s position regarding the exclusion of the Interest AAMfrom the
scope of the GCOC Proceeding.

In our view the Interest AAMisintended forthose utilities whereadeemed interestrate isrequired. The
deemedinterestrateisnotintendedtoreplace the actual interest rates from third party debt under normal
circumstances. The FBCU’s concerns are not applicable. Thisis more clearly reflectedin the final scope for
Matter #6.

3.2 Scope of Commission Consultant Survey
The FBCU submits that the scope of the survey should be broadened to consider North American practices,
including both U.S. and Canadian jurisdictions. Inthe view of the FBCU thisis consistent with the Commission’s

past recognition of the relevance of U.S. comparable jurisdictions.

The Commission Panel does not believe that the scope of the Commission Consultant Survey will limitthe



APPENDIX A
to Order G-47-12
Page 10 of 10

comprehensiveness of the evidentiary record as the Commission Consultant Surveyisintended to serve asinitial
evidence toassistall parties to become familiar with the common methodologies that are being usedin Canada.
The FBCU and any otherregistered participantare free to provide evidence on North American practices that
would informthe Commission Panelon matters within scope of the GCOC Proceeding.

3.3 Future Regulatory Process and Timetable

With regard to the request made by CEC that the Commission consider schedulingthe GCOCProceedingto
follow the FortisBC Energy Utilities Amalgamation hearing, the Commission Panel notes that the GCOC
Proceedingis concerned with the cost of capital fora benchmark low-risk utility. While the hypothetical
benchmark low-risk utility may resemble FEI’s businesses and risks, this generic proceedingis notdealing with
FEl alone.

The Commission Panel believesthat the GCOC Proceeding should proceed to establish the cost of capital
including ROEfora benchmark low-risk utility by the effective date of January 1, 2013. Arevised Regulatory
Timetable will be issued following the issuance of this Final Scoping Document.

34 Cost Allocation of Regulatory Review Costs

The FBCU submitthatthe cost-sharing formulasetoutin Commission Order F-5-06, where costs are to be
shared amongall participants, should be applied tothe GCOCProceeding. PNG supportsthe FBCU’s submission.

Since thisisa genericproceeding, the Commission Panelintends to allocate all the Commission-incurred costsin
the GCOC Proceedingthrough the annual recovery of Commission costs. An example of thisapproachisfound
in Order G-80-11 which sets out the leviesand cost recoveries forthe 2011/2012 fiscal year. In terms of the
costs arising from Participant Assistance/Cost Awards (PACA) the Commission intends to allocate these costs to
those utilities that would be affected by the determinations from the GCOC Proceeding. The Commission Panel
plansto furtheraddress the method of cost allocation for PACA after the issuance of the Final Scoping
Document by seeking submissions from participants on this PACA matter.
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GENERIC COST OF CAPITAL PROCEEDING
FINAL SCOPING DOCUMENT

The GenericCost of Capital (GCOC) Proceedingis initiated by the British Columbia Utilities Commission pursuant
to section 82 of the Utilities Commission Act.

PURPOSE OF THE PROCEEDING

The main purposes of the GCOC Proceeding are:

to establish amethod to determine the appropriate cost of capital fora benchmark low-risk utility in
British Columbia, commencingJanuary 1, 2013, and to establish how the Benchmark return on equity
(ROE) will be reviewed, and if required, adjusted on a regular basis;

to establish agenericmethodology or process on how to establish each utility’s cost of capital based on
the cost of capital fora benchmark low-risk utility; and

to establish aframework fordetermining the appropriate cost of capital for othersmaller utilitiesin the
province.

SCOPE OF THE PROCEEDING

The appropriate cost of capital for a benchmark low-risk utility effective January 1, 2013. Cost of capital
includes capital structure, return on common equity, and interest on debt.

Establishment of a Benchmark ROE based on a benchmark low-risk utility effective January 1, 2013 to
December 31, 2013 for the initial transition year.

Whetherre-establishment of an ROE automaticadjustment mechanism (AAM) is warranted. Ifareturn
to the use of aformulaicROEAAM is accepted as a result of the GCOC Proceeding, it would be
implementedJanuary 1, 2014. If not, a future regulatory process will be settoreview the ROEfora
benchmark low-risk utility beyond December 31, 2013 on a regular basis.

A genericmethodology or process for each utility to determineits unique cost of capital inreference to
the benchmark low-risk utility.

In certain circumstances, a methodology to establish adeemed capital structure and deemed cost of
capital, particularly forthose utilities without third-party debt. This would involve settinga
methodology on how to calculate a deemedinterest rate.

In certain circumstances forthose utilities thatrequire adeemed interest rate, amethodology to
establish adeemed interest rate automaticadjustment mechanism (Interest AAM). If warranted, the
Interest AAMwould be implemented forJanuary 1, 2014. If not warranted, settingafuture regulatory
processon how the deemedinterestforabenchmark low-risk utility would be adjusted in future years
beyond December 31, 2013.



