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EXECUTIVE SUMMARY

On August 28, 2015, FortisBCEnergy Inc. (FEI) filed an application with the British Columbia Utilities Commission
(Commission) forapproval of Biomethane Energy Recovery Charge (BERC) rate methodology (Application).

In the Application, FEl specifically requests the following approvals:

i.  Approval of a Short Term Contract BERC rate at the Commission approved January 1Commodity Cost
Recovery Charge (CCRA rate) per gigajoule (GJ), plus the current Carbon Tax applicable to natural gas
customers, plus apremium of $7.00 per GJ; and applicable to all affected biomethane rate schedules
within the Mainland, VancouverIsland and Whistler Service Areas, to be effective the later of the start

of the first quarter afterthe Commission’s Decision orJanuary 1, 2016 as discussedin Section 7 of the
Application;

ii.  Approvalthatthe Long Term Contract BERC rate be setat a $1.00 per GJ discountto the Short Term
Contract rate;

iii.  Approvaltodiscontinue the quarterly BERCand BVA report and replace with a single reportin
conjunction with the Fourth Quarter Commodity Cost Reconciliation Account (CCRA) & Midstream
Commodity Reconciliation Account (MCRA) report;

iv.  FEI may applytotransferunsold biomethanesupply thatis greaterthan 18 monthsinage and/or
250,000 GJsinthe BVAto the MCRA at the prevailing CCRA rate onJanuary 1 eachyear; and

v.  Approval toamortize the forecast December31 balance inthe BVA, net of the transfer of unsold
inventory and remaining supply costs.

The Panel approves the Short Term Contract BERC Rate as applied for. The Long Term Contract BERC Rate is also
approved, subjecttothe following three conditions. First, long term contracts mustinclude acommitmentto
purchase no lessthan 60,000 GJ in aggregate overthe term of the contract and mustbe for a term of no less
than five years and no more thanten years. Second, long term contracts cannot be entered into ata price below
$10/GJ. Third, if long term contracts are for a term longerthan five years, afloor price provision must be
included forthe contract period beyond year five that ensures the Long Term Contract BERC Rate is no less than
the then prevailing Conventional Gas Cost".

The Panel also directs FEIl to file, at the sooner of whenitappliestotransfer unsold biomethaneto the MCRA or
fouryears fromthe date of this decision, acomprehensive Assessment Report to enable the Commission to
determine whetherthe revised BERC rate methodology is achieving the directive of the 2013 Decision’ to
minimize the rate impact on customers who have notvoluntarily elected to purchase RNG.

! Where Conventional Gas Cost equals the sum of the CCRC, the carbon taxand any other taxes applicable to conventional natural gas
sales.

% FEI Biomethane Service Offering: Post Implementation Re port and Application for Approval of the Modification of the Biomethane
Program on a Permanent Basis Decisiondated December 11,2013 and Order G-210-13,



1.0 INTRODUCTION
11 Application and orders sought

On August 28, 2015, FortisBCEnergy Inc. (FEI) filed an application with the British Columbia Utilities Commission
(Commission) forapproval of Biomethane Energy Recovery Charge rate methodology (Application). Inthe
Application FElis seeking approval of anon-cost-based Biomethane Energy Recovery Charge (BERC) rate
methodology; the creation of two renewable natural gas (RNG) service offerings with a BERC rate applicable to
each group; mechanisms for transferring costs and unsold biomethane volumes out of the Biomethane V ariance
Account (BVA) forrecovery from FEI’'s non-bypass ratepayers; and revised reporting requirements.

The FEI Biomethane Program, now referred to as the RNG Program, was approved by the Commissioninitially as
atwo-year pilotinthe FEl (formerly Terasen Gas Inc.) Biomethane decision dated December 14, 2010
accompanying Order G-194-10° (2010 Decision) and then approved on a permanent basis on December 11, 2013
inthe FEI Biomethane Service Offering: Post Implementation Report and Application for Approval of the
Modification of the Biomethane Program on a Permanent Basis Decision accompanying Order G-210-13 (2013
Decision). The BERCisthe rate FEI chargesfor biomethane, also referred to as RNG, purchased on a voluntary
basis by customers onthe FEI system. The current BERC rate setting mechanism underthe approved
biomethane programisintended to fully recoverthe biomethane supply and program costs that are recorded in
the BVA.*

FEl states that it:

expectsthatifthe RNG Program and the current BERC rate methodology wereto continue asis,
there will be two significant related impacts:

e First,the BERC rate will continue ata level that discourages voluntary participationin
the RNG Program; and

e Second, FEl anticipates that the amount of supply on hand and the balance inthe
Biomethane Variance Account (BVA) will increase due to reduced demand. Thiswould
necessitate afuture transfer of unsold RNGat the prevailing Commodity Cost Recovery
Charge (Commodity rate or CCRA rate), which will impact non-RNG customers, all else
beingequal.’

In the Application, FEl specifically requests the following approvals:

i.  Approval of a Short Term Contract BERC rate at the Commission approved January 1 Commodity Cost
Recovery Charge (CCRA rate) per gigajoule (GJ), plus the current Carbon Tax applicable to natural gas
customers, plusapremium of $7.00 perGJ; and applicable to all affected biomethane rate schedules
withinthe Mainland, VancouverlIsland and Whistler Service Areas, to be effective the later of the start

3 TerasanGas Inc. Application for Approval ofa Biomethane Service Offering and Supporting Business Model, forthe Approval of the
Salmon Arm Biomethane Project and forthe Approval the Catalyst Biomethane Project

42013 Decision, p. 65 and Executive Summary, p. iii.

> Exhibit B-1, Section 1.1, p. 1.



of the first quarter afterthe Commission’s Decision orJanuary 1, 2016 as discussed in Section 7 of the
Application;

ii.  Approvalthatthe Long Term Contract BERC rate be setat a $1.00 per GJ discountto the Short Term
Contract rate;

iii.  Approvaltodiscontinue the quarterly BERCand BVA report and replace with a single reportin
conjunction with the Fourth Quarter Commodity Cost Reconciliation Account (CCRA) & Midstream
Commodity Reconciliation Account (MCRA) report;

iv.  FEI may applytotransferunsold biomethanesupply thatis greaterthan 18 monthsinage and/or
250,000 GJsinthe BVAto the MCRA at the prevailing CCRA rate onJanuary 1 eachyear; and

v.  Approval toamortize the forecast December31 balance inthe BVA, net of the transfer of unsold
inventory and remainingsupplycosts.6

In the Application FEl also describes “its plan to resume its marketing efforts to increase the customers’
awareness of the RNG programto increase participation and minimize potential RNGimpacts to non-RNG
customers.”’

1.2 Legislative framework

FEl filed the Application pursuantto sections 59 to 61 of the Utilities Commission Act (UCA). These sections of
the UCA deal with, among otherthings, the setting of rates; ensuring rates are not unjust, unreasonable, unduly
discriminatory orunduly preferential, and the requirement to file rate schedules with the Commission.

Section 2 of the Clean Energy Act (CEA) sets out a number of energy objectivesincluding the following:

(d) to use and fosterthe developmentin British Columbia of innovativetechnologies that support
energy conservation and efficiency and the use of clean or renewableresources;

(g) to reduce BC greenhouse gas emissions by 2012 and for each subsequent calendaryearto at least6
percentlessthanthe level of those emissionsin 2007,

(h) to encourage the switching from one kind of energy source or use to anotherthat decreases
greenhouse gas emissions in British Columbia; and

(j) to reduce waste by encouraging the use of waste heat, biogas and biomass.
1.3 Regulatory process

On September 18, 2015 the Commissionissued Order G-147-15 establishing the initial regulatory timetable for
the review of the Application, which included a direction for FEl to file supplemental information, the first round
of written information requests (IRs)and a procedural conference to determine the remaining regulatory
process.

6 Ibid, Section 1.2, p. 3.
7 Ibid, Section 1.1, p. 3.



The following parties registered asintervenersinthe proceeding:

i.  British Columbia Old Age Pensioners’ Organization et a/ (BCOAPO);
ii.  BCSustainable Energy Association and the Sierra Club BC (jointly BCSEA); and
iii.  Commercial Energy Consumers Association of British Columbia (CEC).

Each of the three interveners submitted IRs in the first round of information requests and participated inthe
procedural conference.

At the procedural conference on November 16, 2015, the Panel invited submissions from parties with regard to
the needforfurtherregulatory processand, if so, the most appropriate regulatory process. In addition, the
Panel requested that parties specifically address the extentto whichitis necessary to clarify the scope of the
proceedingregarding the subject Application. The following two items were provided as specificexamples for
discussion regarding whatis considered within the scope of this proceeding:

a. Approval of the annual customer education and awareness expenditure as part of this proceeding.

b. Changesto the maximum quantity of biomethanethat FortisBCEnergy Inc. received approval to
purchase inthe Commission’s December 11, 2013 decision accompanying Order G-210-13 inthe
Biomethane Service Offering: Post Implementation Application for Approval of the Continuation and
Modification of the Biomethane Program on a Permanent Basis proceeding.®

Following submissions from FEI, each of the three interveners and Commission Counsel (on behalf of
Commission staff), the Panel determined further process was warranted and that a streamlined review process
(SRP) would be appropriate with the opportunity for parties to submit technical questionsto FEl in advance.

The Panel determined that with regard to approvals or non-approvals by this Panel, the supply caps on
biomethane purchases as approvedin the 2013 Decision and approval of the annual customereducation and
awareness spend are out of scope in this proceeding but they are in scope fordiscussion purposes and for
backgroundinthe SRP.’

The remaining regulatory timetable was established by Order G-181-15, dated November 19, 2015, with an SRP
that wouldinclude FEI’sfinalargument scheduled for February 3, 2016. Commission staff submitted around of
technical questions to FEl on January 14, 2016 (Exhibit A-7). FEl filed aresponse to these technical questionson
February 2, 2016 (Exhibit B-9).

At the SRP, FEl provided a summary of the Application. Each of the three interveners and Commission staff
asked further questions of FEI. The Panel approved FEI's request to file finalargumentin writing on February 4,
2016 and extended the deadline forintervenerfinal argumentsto February 16, 2016. The deadline for FEl's
reply argumentremained unchanged at February 23, 2016."°

On April 22, 2016 the Commissionissued aletterto partiesindicatingitwished to seekargument onthe
appropriateness of and need forthe application of floorand/or ceiling prices to a market-based BERC rate

® ExhibitA-5,p. 1.
°Tra nscriptVol. 1, p. 29.
Y Trq nscriptVol. 2, p. 219.
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methodology, and if appropriate orneeded, what should be the quantum of floorand/orceiling prices? In the
letter, the Commission provided the opportunity forthe partiestofile evidence in this regard. Neither FEI nor
the interveners wished tofile evidence.

On May 4, 2016, the Commissionissued Order G-60-16 requesting supplemental argument, settingouta
timetable forsuch, onthe appropriateness of and need forthe application of floorand/or ceiling pricesto a
market-based BERCrate methodology, and if appropriate orneeded, what should be the quantum of floor
and/or ceiling prices. FEI, CECand BCOAPO filed final supplemental argumentin this regard and FEl filed
supplemental reply argument on May 18, 2016.

2.0 BACKGROUND
2.1 Biomethane program

The RNG Program was approved by the Commission initially as a two-year pilotin the 2010 Decision and then
approved ona permanentbasis on December 11, 2013 in the 2013 Decision. The 2013 Decisionincreased the
annual supply cap to the equivalent of 1.5 petajoules (PJ)and modified the cost allocation model such that the
costs to be recorded in the BVA for recovery from RNG customersincluded the RNG Program marketingand
administration costs and the interconnection costs from future supply projects not identified prior to the 2013
Decision. The cost allocation changes were made to ensure transparency with regard to the overall program
costs.

2.2 Current BERC rate setting methodology and history

The current BERC rate setting methodology is based on the cost of acquisition of biomethane and other costs. It
isan arithmeticcalculation derived from the current dollarand gigajoule balancesinthe BVA and the projected
purchases and forecast sales overthe nexttwelve months. The initial BERC rate approvedin the 2010 Decision
at the outset of the pilot was $9.904 per GJ. The BERC rate was increased to $11.696/GJ effective January 1,
2012."

In the 2013 Decision, the Commission approved FEI‘s request to reset the BERC rate every yearon January 1°
but the Panelindicateditdid not believe rate changes should be restricted to only once annually. FEl was
directedto continue tofile quarterly reports on the status of the BVA together with a calculation of the
indicative BERC rate and a recommendation as to whetherthe indicative BERC rate should be adopted.* The
2013 Decisiondid not set out the criteriafor determining whether a BERC rate change at a date otherthan
January 1°' is warranted.

" commission Order G-195-11.
122013 Decision, pp. 67-68.
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Subsequenttotheissuance of the 2013 Decision, the BERCwas increased to $14.065/GJ effective April 1, 2014"
and thento $14.414/G) effective January 1, 2015."*

In the 2014 Fourth Quarter BVA Reportfiled by FEI on October 22, 2014, FEl statesthat it was evaluating
possible options for the BERCrate methodology and expected to file a proposal in 2015 fora revised BERCrate.
On an interim basis, in accordance with Commission Letter L-51-14, FEI proposed the followinginterim
guidelines and criteriawhich the Commission approvedin Order G-177-14:

i.  Annualresetting of the BERC rate effective January 1°*each year.

ii.  Athresholdof $1.00 perGJ that will triggera rate reset. That is, if a Quarterly Reportindicates achange
greaterthan $1.00 per GJ (plus or minus) is required, the BERC rate will be reset.*

In the 2015 Fourth Quarter (Q4) BVA Reportfiled November 13, 2015, the indicative BERCrate change effective
January 1, 2016 was calculated to be an increase to $16.072/GJ.*® The 2015 Q4 BVA Report projected a BVA
balance of 82.2 TJ as of December 31, 2015 with purchases of 152.4 TJ and sales of 150.1 TJ projected for 2015."’
The dollarbalance in the BVA was forecast to be $1.208 million aftertax as of December 31, 2015.*®

FEI continuestofile quarterly BVA reports but no furtherrate changes have been made and the BERC has been
maintained at $14.414/G) pendingthe outcome of this proceeding.™

23 Approved supply cap and supply contracts

FEI entersintolongterm contracts with suppliers to purchase either biomethane, which the supplierhas
upgradedto FEI pipeline specifications, or biogas, which FEl upgrades to pipeline specification biomethane. The
biomethane is physically injected into the FEl system and is notionally banked in the BVA and sold to customers
as RNG. At the time of filing the Application, FEI had established six RNG supply contracts which were approved
by the Commission and will produce 430,000 GJ of biomethane annuallyonce they are all operating at full
capacity.”® Annual RNG supply from these approved contracts is projected to be 152,400 GJ in 2015, or about 10

percentof the approved supply cap. Biomethane purchases are forecastto be 317,200 GJ in 2016 and 372,800
Glin2017.*

FEI has completed negotiations for the City of Surrey Biofuel Facility and filed the contract with the Commission.
FEl also states it is currently in negotiation for supply from the City of Vancouver Landfill. These two contracts
are projectedtoadd approximately 375,000 GJ of annual supply including asignificant portion of the City of
Surrey’s supply thatisintended forthe City of Surrey’s own use. FEl statesitis notappropriate to deferor
abandon negotiations as the parties have agreed in principle to move forward. >’ Beyond these contracts FEI will

3 Commission Order G-40-14.
¥ Commission Order G-177-14.
15 .
Ibid.
'8 Exhibit B-9, Attachment 45.2.1, Tab 1, p. 5.
17 .
Ibid., p.1.
® Ibid., p. 2.
% commission Orders G-190-15, G-26-16 and G-84-16.
2 ExhibitB-1, p. 13.
2L Exhibit B-9, Attachment 45.2.1, Tab 1, p. 1.
2 Exhibit B-8, CECIR 1.3.3.



continue to contract supply to reach the maximum annual supply of 1,500,000 GJ (1.5 PJ) up to a maximum price
of $15.28 perGJ as setoutin the 2013 Decision. Assuming FEI contracts for 50 percent of the potential supply
identified inthe Request for Expression of Interestissued inthe spring of 2014, FEIl projectsitwill reach
approximately 1.4 PJ of annual supply by 2023.%*

2.4 Program performance to date

2.4.1 Salesand customer participation

The original RNG offering provided residential customers with a 10 percent blend of RNG and 90 percent
conventional natural gas under Rate Schedule 1B. This offering was expanded toincludesmall and large
commercial customers under Rate Schedules 2B and 3B, respectively, effective March 1, 2012, following
implementation of the new FEI Customer Care System on January 1, 2012.

Effective August 1, 2014, sales customers were provided the opportunity to choose blends otherthan

10 percent RNG; specifically 5, 10, 25, 50 or 100 percent. Effective the same date the offering was expanded to
alsointroduce Rate Schedule 5B for firm sales service to provide blends of biomethane to large volume
commercial, institutional, multi-family or other customers with consumption of 5,000 gigajoules peryearor
greater.24

Transportation service customers are responsible for arranging theirown supply and the se customers have had
the opportunity to purchase fixed monthly quantities of RNGunder Rate Schedule 11B as part of theirsupply
portfolio since the inception of the RNG pilot program.

Upon the amalgamation of FortisBC Energy (Vancouverlsland) Inc. (FEVI) and FEl on January 1, 2015, salesand
transportation customersin the VancouverlIsland and Whistler services areas were also provided the
opportunity to purchase RNG under Rate Schedules 1B, 2B, 3B, 5B and 11B. FEI began actively marketingthe
RNG program to Vancouver Island and Whistler customersin the summer of 2015.°°

As showninTable 2 of the Supplementary Information Filing, the total number of FEl customers purchasing
biomethane steadily increased from 1088 at the end of 2011 to a peak of 6874 customersin November 2014
and then beganto decline (6650 customers by July 2015). Residential customers were the largest segment by
customer count peakingat 6718 in November2014. The number of commercial customers participatinginthe
program peaked at 143 customersin December 2014. The number of transportation service customers on Rate
Schedule 11B peaked at 5 inJanuary 2015.°°

The following graph constructed fromthe datain the spreadsheetthatis AppendixAinthe Supplementary
Information shows the monthly sales volumes by rate class.

2 Exhibit B-1, pp. 13-14.

% Commission Order G-101-14.
2 Exhibit B-1, pp. 18-19.

%% Exhibit B-3, Table 2.
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Figure 1—Monthly Sales by Rate Class (GJ/month) >’
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In spite of the increase in the BERC rate residential and commercial volumesincreased up to 2014 and have
levelled off since that point.

A significant portion of the increasein sales volumes under Rate Schedule 11B is due to sales of RNG to the
University of British Columbia (UBC) to fuel the cogeneration engine at the UBC BioEnergy Research
Demonstration Facility. UBCinitially intended to purchase 96,000 GJ of RNG peryear fuel until the BERC rate
increased from $11.696/GJ to $14.065/GJ in mid-2014. UBC then scaled backits planned RNG purchasesto
55,000 GJ/yr. UBC notes that this minimum level of RNG purchases isdriven by a 15 yearLoad Displacement
Agreement with BCHydro that requires the electricity portion of the BioEnergy Research Demonstration Facility

to be fuelled by agreen or biofuel source (i.e. RNG).”® 55,000 GJ/yr (4583 GJ/month) is equivalentto 37 percent
of the annual RNG sales forthe last twelve months of sales shown in Figure 1above.”

In Table 3-3 of the Application, FEl provides historical data regarding the status of the BVA. RNG sales revenues
have steadily increased since inception of the program reaching 1.6 million for the 2014 year.

Table 1 - BVA Balance (Pre-Tax) as at December 31 ($000’s) *°

2010 2011 2012 2013 2014
Opening Balance™ %0 $596 $463 1 $948 8 $1,3004
Adjustment to Restate Pre-fax - (1.6) (9.3) 96 -
Balance™
BVA Costs Incurred 59.6 4518 7677 1,2174 21879
BVA Costs Recovered 0 (46.7) (272.7) (875.4) (1,644.7)
Closing Balance® $59.6 $463.1 $048.8 $1,300.4 $1,843.6

7 Derived fromthe sales volumes reported in Exhibit B-3, Live s preadsheet that is Attachment A, Tabs 4b through 4f.
8 Exhibit B-1, Appendix D, UBCletter, pp. 1-2.

®Denominator derived from Exhibit B-3, Attachment A, live spreadsheet, Tabs 4e and 4f.
30 S
ExhibitB-1, p. 10.
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2.4.2 Requirements of longterm customers

FEl explainsthata number of the potential large RNG customers are expected to look at purchases of RNG as
one alternative to meet mandated greenhouse gas emissions reduction targets. Forthese customers the
environmental attributes of the RNG are expected to have value overand above the interchangeability of RNG
for conventional natural gas.*

With regard to the appropriate price forlong term customers FEI states that:

When setting the Long Term Contract rate, FEl would like to preserve the concept of providing
an incentive forlongterm customersin the form of a lower price than that for Short Term
Contract customers. Further, FEl believes that the current proposed discount, in conjunction
with the current CCRA rate, providesaburnertip price pointfor Long Term Contract RNG
(~$10.00 perGlJ) that is economicforlongterm customers.

In the event thatthe Commission approves ahigher premiumforthe Short Te rm Contract rate
(say $8.00), it may be difficult for FEI to sell large volumes at a Long Term Contract rate based on
a $1.00 discounttothat price and as such, a further discount may be appropriate such that the
burnertip price point for the Long Term Contract RNG is appropriately $10.00 per GJ. *

In the Application FEl provides copies of anumber of letters from potential customers. In aletter of support,
UBC notesthat “buying NG + Transport + Carbon Tax + Carbon Offsets is currently 50% of the price of RNG per
GJ and underthis pricingitis difficult to see how any business case would support making the transition to
RNG”. It further states that “[s]hould RNGfall by a significant value, then UBC may reconsiderincreasingits
purchase of RNG to work back towards the planned original volume of 96,000 GJs annually. ”*?

FEl stated that itbelieves that UBC would contract for the 96,000 GJ if RNG was priced at a premium (overthe
CCRA) of $2.75. However, italso stated that this premium resultsin a price that is too low, because this would
resultin more costs being paid by non-RNG (ie core) customers.>*

Thompson Rivers Universitysubmits that “[p]urchasing renewable gas could become a permanentand larger
part of TRU’s energy supply portfolio and [greenhouse gas] reduction strategies, if lower prices and multi-year
agreements allowed for long term budgeting and planning.”**

CanGaz VenturesInc. planned a 15 MW cogeneration facility that required an estimated 1.1 million GJ of RNG
annually. CanGaz submits that “[t]he project’s financial model indicated a viable price range from $8.00 to
$12.00.” It stated that the range of pricingwasa function of ancillary revenues and required return. If the
ancillary revenues, whichincluded the projected sale of heat, CO2 and heat related carbon credits, were realized
it would have been able to payin the range of $12.00 per GJ.*®

3 Exhibit B-1, p. 32; Exhibit B-5, BCUCIR 1.18.3.

32 Exhibit B-7, BCSEAIR1.4.7.1.

3 ExhibitB-1, Appendix D, UBC Letter of Support, p. 2.

* Exhibit B-5, BCUCIR 1.18.1.

% ExhibitB-1, Appendix D, Thompson Rivers University, Letter of Support, p. 2.
36 Ibid, CanGAZVenturesinc., Letter of Support, p. 2.



2.4.3 Challengesencountered

In Figure 3-1 of the Application (shown below), FEI shows the premium that the BERC rate is relative to the
conventional natural gas commodity rate (the CCRA rate or CCRC) and describes how ithasincreased fortwo
primary reasons. First, the cost of natural gas has been persistently low and the CCRA rate decreased toa little
overS$2/GJ by July 2015. Second, the cost of biomethane saw a significant change in April 2014 and a further
increase inJanuary 2015. The resulthas been a steady increase in the premium for biomethane overthe CCRA
rate.”’

Figure 2 — BERC Rate, BERC Premium and Natural Gas Commodity Rate**
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FEI submits “there has beenaclear reductioninresidential net monthly additions since the increasein the BERC
rate in 2014.”*° Priorto that time FEI submits “it was able to add customers to the program at a relatively
consistentrate. However, following the increase in price inthe BERCrate, net customeradditions have been
consistently lowerand even negativein many months.”*° FEl submits the evidence shows there has been both a
reductionin monthly additions and anincrease in the number of monthly customersthatdrop out of the
program, resultingin negative additions. FEI submits the experience with commercial customers has been
similar. FEl also submits it has become increasingly difficult to engage large customers in meaningful discussion

about potential long-term purchases.**

At the SRP, FEIl provided the following chart to illustrate the relationship between the number of netadditionsof
residential biomethane customers and the premium over the conventional natural gas rate represented by the
prevailing BERCrate.

7 FEl Final Argument, p. 2.

* ExhibitB-1,p. 11.

% FEl Final Argument, p. 2.
“Ibid.

*LEEI Final Argument, pp. 2-3.
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Figure 3—Net Monthly Residential Adds and RNG Price*’
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2.4.4 Customerresearch

FEI submits that “[w]hen customers choose to participate inthe biomethane program, they agree to pay the
BERC rate instead of the CCRA rate for a portion of their consumption. Itisintuitive that customers willonly be
willing to pay so much more for biomethane than what they would otherwise pay for natural gas.”*

FEl states that it undertook research to understand the price premium that would be tolerable for customers
that were willing to pay an additional cost to participate inthe RNG Program. FEI’s summary of this researchis
shown below.

* Exhibit B-10, slide 8.
B EE| Reply Argument, p. 4.
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Figure 4 — Customer Feedback on RNG Premium*
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FEl states that:

Based on this data, the optimum price point to maximize participation appearsto be $6.00 per
month assuming a 10% designation of RNG. Based on an average household consumption of 90
GJ per yearthat additional amounton abill translates to a per GJ premium of approximately
$8.00 (or$72 peryear). Thisis generallyin linewith FEI's customer enrollment dataabove
showingadecline in enrollment once the rate is more than $7.00/GJ above the CCRA rate.”

2.5 Experience in other jurisdictions

Table 5-3 of the Application provides asummary of premium pricing for green energy programs of various
utilities and other providers. Seventeen are electricity programs and six are gas. There is no analysis provided
regarding the underlying commodity cost at the time of the survey, whetherthe utility is providing notional
green gas or purchasing offsets, whether the programs were voluntary, whether the core customer subsidized
the program and to what extentand whetherrevenues were maximized.

Looking at the green gas programs for which such data is available:

* ExhibitB-1, p. 34.
* Ibid, pp. 34-35.



Table 2 - Green Energy Programs in Other Jurisdictions*®
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Company Green Energy Price $ Premium per Monthly Premium % Residential
per GJ Gigajoule for 100% green Participation
(% Premium) power
Bullfrog Power - BC $10.86 $3.58 (87%) $29.87
Puget Sound Energy $3.47 $8.00 0.2%
North West Natural $0.99 per GJ for $0.99 (10%) $5.50 4.0%
volumetric program
$5.50 per block. For
the average user this
equates to 100%
green energy
City of Palo Alto $1.14 $5.00 19.4%
FEI (RS1) $19.30 $10.43 net of carbon $72 0.7%
tax credit (262%)

With regard to the premium for green electricity, the evidence states:

The price premium charged for competitive-market products depends on severalfactors,
including the price of default service and the cost of renewable energy generation available in
the regional market. Inrecentyears, some marketers (e.g.in Texas) have charged pricesclose to
or even below the prevailing cost for system power; others have offered fixed-price products,
providing customers with protection againstincreasing prices foraspecified period of time —
usually one year.”’

3.0 PROPOSED BERC RATE DESIGN
3.1 Proposed BERC rate methodology

FEl isseekingapproval of whatitreferstoas a “market-based” BERC rate to replace the current cost-based BERC
rate methodology. FEl defines amarket-based rate as a rate for RNG setat a level that the market can bear.*® FEI
proposes to set this BERC rate annually onJanuary 1*' equal to the sum of Commodity Cost Recovery Charge
(CCRCalsoreferredto by FEI as the CCRA rate) and Carbon Tax applicable on January 1*, plusa premium. As
compared to today’s cost-based BERC rate, the proposed BERC rate would resultin a decrease inthe price that
RNG customers would pay. FEl expects the resulting BERC rate would have a greaterlikelihood of growing
demand from voluntary customers.*’

* |bid, p.38, Table 5-3.

7 Ibid, Appendix CStatus and Trends inthe US Voluntary Green Power Market (2013 Data), p. 17.
8 Ibid., p. 44.

* Exhibit B-1, p. 44.
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FEI’s proposed market-based BERC rate “will recover the costs of the program from voluntary customerstothe
extent possible in orderto minimize the rate impact on non-biomethane customers.”*® In developing this rate
design, FEl has “sought to abide by the principles coming out of the 2013 biomethane program as much as
possible”' and “is not proposing any changes to the costs that are recorded in the BVA, nor changes to the
voluntary nature of the program or indeed any changes to the existing Biomethane Rate Schedules except for
the price of the BERC rate and minor changes to the GT&CS to provide fora long-term service option.”*’

FEI proposestwo BERC rates, a Short Term Contract BERC Rate (Short Term BERC Rate) and a Long Term
Contract BERC Rate (Long Term BERC Rate). FEl considers that the proposed two BERC rates are preferable
relative to otheralternatives. FEl submits thatits proposal “addresses the existing challenges, while minimizing
changesto the biomethane program so that no extra system changes or program complexities are required.””*

3.2 Short Term Contract offering

FEl is seeking approval of aShort Term BERC Rate to be set once peryear effective each January 1* at the
Commission-approved CCRA rate plus the current carbon tax applicable to natural gas customers plusa
premium of $7.00 per GJ. This Short Term Contract offeringwould be applicable forall residential, commercial
and industrial customers that have the flexibility to adjust their participation in the RNG program ona monthly
basis. FEl also proposed the rate be set once a yearregardless of changesto the CCRA rate and carbon tax
throughout the year. FEl states that the use of a January 1°' effective date aligns with the timing of changes to
other components of the overall rate providing rate stability, which is expected to encourage customer
participation.’ Forillustrative purposes, the Short Term Contract BERC rate that would have been effective
January 1, 2016 is $10.209/GJ (i.e. $1.719%° plus $1.4898 plus $7.00).

FEI submits apremium of $7.00 is appropriate based on historical evidence that shows the program had
relatively stable growth during the time that the BERC rate was effectively a $7.00 premium, customer surveys
and the green energy programs of other utilities.”®

3.3 Long Term Contract offering

FEI proposes a Long Term BERC Rate thatis the Short Term BERC Rate effectiveJanuary 1** of the year the
contract is executed, less adiscount of $1.00 per GJ.>’ FEI describes the Long Term Contract offering asa new
form of RNG purchasesin which the customercommitsto purchase a certain large volume of RNG (FEl's
example isaminimum of 500 GJ per month) for a certain period of time (FEI’'s exampleis a minimum of 10
years).”® With respect to the $1 discountfor Long Term Contract offerings, FEl states that the discount
recognizes thatsuch a contract provideslong-termrevenue certainty, a more predictable load throughout the
year, savings on marketing efforts, and reduces the risk for non-biomethane customers asitavoids transfer of

*° EEl Final Argument, p. 6.

*! Ibid.

> Ibid.

>3 |bid, pp. 11-12.

>* Exhibit B-1, p. 46.

>> Commission Order G-188-15.
*® FEI Final Argument, p. 7.

*" Ibid, p. 8.

*® Ibid.
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unsold biomethane to the MCRA.* FEl is not seeking approval of the remaining terms and conditions at this time
but intendstofile each long term contract for approval with the Commission forapproval as a tariff supplement
as they are negotiated.®®

3.4 Marketing, customer awareness and education costs

In an effortto contain costs, FEl scaled back spending on customerawareness and education onthe RNG
program (also referred to as the marketing spend) ** from $300 thousand peryearto less than $180 thousand
for 2014 and 2015. FEl states, all things equal, the higher marketing spend would be expected toincrease
customer participation. The corresponding difference in marketing spend would have effectively added $0.70/G)J
to the BERC rate. Given the impact the higherlevel spend would have on the BERCrate, FEI believes the higher
spend would cause less participation.®?

FEl intends to reinstate the annual customer education and awareness spending back to the $300 thousand level
in conjunction with the introduction of the proposed BERC rate methodology. ®* Although FEl is not requesting
Commission approval forthe increased spendinglevel in the Application, FEl submits that “customereducation
and awareness spendingis necessary and beneficial forall customers and thata $300 thousand budgetis
modestamountto accomplish the task of reaching FEI’'s one million customers and maintainingavoluntary

biomethane program.”®

3.5 Accounting treatment and rate setting

The BVA records balances of both quantities of unsold biomethane and unrecovered costs both of which may
accumulate tothe extentthereis unsold inventory of biomethane purchased underthe approved supply
contracts and/or costs are not fully recovered through the BERCrate .®

FEl isseekingapproval in principle thatit may apply to transfer unsold biomethane supply thatis greaterthan 18
monthsinage and/or250,000 GJs inthe BVAto the MCRA at the prevailing CCRA rate (i.e. CCRC) onJanuary 1
each year. Thistransferwould be subject to ensuring that FEl retains at least a six-month supply of biomethane
to meetforecastdemand and in consideration of certain key principles regarding minimizing the impact on
natural gas delivery and commaodity rates, leaving sufficient supply to meet commitmentstolong-term
customers, seekingto keep rate impacts stable from yearto year and recognizing generally accepted industry

practice regarding the vintage of “green energy.”®®

This transfer of unsold biomethane inventory to the MCRA will resultin costs remaininginthe BVA to the extent
the CCRCislessthan the cost of the transferred biomethane. In addition, as the proposed market based BERC
rate is expectedto be below the cost-based rate, notall costsrecorded in the BVA will be recovered from
voluntary RNG customersviathe BERC rate and these unrecovered costs will also accumulate in the BVA.

> Ibid.

% 1bid, pp. 8-9.

%1 FEl andinterveners use the terms marketing and customer awareness and education interchangeably.
52 Exhibit B-1, p. 28.

% Ibid, p. 48.

® FEI Final Argument, p.17.

® Exhibit B-10, slide 16.

% Exhibit B-1, pp. 47-48.
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FEI proposes amechanismto recoverthese costs from all non-bypass customers. FEl seeks approval in principle
that it may amortize the forecast December 31° balance in the BVA, net of the transfer of unsold inventory and
remaining supply costs, through the delivery rates of all non-bypass customers effective January 1° of the
subsequentyear. FEl anticipates that these amortization amounts would be forecast at FEI’s annual review or
revenue requirement proceedings, subject to true-up to the actual amortization set each year.®’

3.6 Potential impact on non-RNG customers

FEIl provides the following figuretoillustrate the impact of the aged inventory transfers to the MCRA on the core
sales customers and the impact of the annual transfer of costs out of the BVA for recovery fromall non-bypass
customers through delivery rates:

Figure 5 - Summary of Market-Based Rate and
Yearly Impacts to the BVA, MCRA and Non-RNG Customers®®
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As showninthe table below extracted from the spreadsheet attached to FEI's response to BCUC2.51.1.1, FEl's
forecastimpact of the proposed BERC rate methodology and cost recovery mechanism on delivery rates for non-
bypass customers ranges from essentially zero in 2017 and 2018 to a maximum of $0.0839/GJ or 2 percent for
2021 at which pointintime FEIl forecasts the transfer of $14.718 million for recovery from all non-bypass
customers.

7 FEI Final Argument, p. 14.
% Exhibit B-9, BCUCIR 2.51.2.
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Table 3 - Forecast Impact on Delivery Rates®

Transfer to 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Delivery Rates

Transferall costs [(756) 105 (101) (2,569) |(9,530) |(14,718) |(13,750) [(9,053) | 5,528) [(6,409)
except Supply
ending balance

(5000’s)

Impact total (0.0043) |0.0006 |(0.0006) [(0.0147) ((0.0544) |(0.0839) |(0.0784) [(0.0516) |(0.0315) |(0.0366)
customers per GJ

($)

Impact % of 0.10% -0.01% (0.01% 0.36% 1.32% 2.04% 1.91% 1.26% 0.77% 0.89%

delivery margin

4.0 ISSUES ARISING FROM THE APPLICATION
4.1 Appropriate BERC rate methodology

4,1.1 Approachto the decision

FEl states that the primary objective of the Applicationis

to encourage customer participationinthe RNG program. To achieve this objective, FElis
proposingachange to the BERC rate. With this change, FEIl expectstoincrease the sales of RNG
to customers, to maximize the recovery of RNG program costs from RNG customers, and to
moderate the longterm rate impacts of the RNG program on non-RNG customers.”®

FEI points outthat moderating the rate impacts on non-RNG customers and increasing the sales volume of
biomethane are interrelated. It submits that, maximizing sales of RNG will minimize rate impacts on non-RNG
customers. FEl expectsthat a lower BERC rate will encourage more customersto jointhe program, thereby
increasingthe volumes of RNGsold. Asa consequence RNG customers will pay agreater share of the costs than
they would with the existing BERC methodology in place.”*

Panel discussion

The Panel makes a conscious decision to adopt the nomenclature of “Short Term BERC Rate” and “Long Term
BERC Rate” in favour of referringtoitas a “market-based” rate as FEl referstoits proposed BERC rate
methodology. Our concern with the market-based phrasingisthatitis potentially misleading. More specifically
our concernis that market-based pricing (orrate) is typically understood to imply amarket clearing price at
which supply and demand of the productin question are roughly in balance. The proposed BERC methodology
departs fromthe existing cost-based framework, butitis not market based in the conventional sense. That s, it

% |bid. BCUCIR 2.51.1.1, Attachment 51.1.1, extracted from the Live spreadsheet, Tab “Forecast Impacts.”
7% Exhibit B-5, BCUCIR 1.1.
bid.
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isbased on a marketrate, but for a different product (i.e. conventional gas). Hence, the Panelchooses to refer
to the proposed new rate mechanismin the more neutral terms of Short Term BERC Rate and Long Term BERC
Rate.

For clarity the Panel also defines the sum of the CCRC, the carbon tax and any othertaxesapplicableto
conventional natural gas sales as the Conventional Gas Cost.

Atissueinthis proceedingis whetherthe BERC price setting methodologyshould be changed, whethera BERC
rate based onthe Conventional Gas Cost is more appropriate and, if so, what the premium over the
Conventional Gas Cost should be. FEI's stated objective in settinga new BERC rate is “to maximize sales of RNG,
to maximize the recovery of RNG program costs from RNG customers, and to moderate the longtermrate
impacts of the RNG program on non-RNG customers.”’* This is consistent with the Commissions 2013 Decision
which stated, among otherthings, thatevery effortis to be made to recover program costs from biomethane
customers.

The Panelidentifies three overarching objectives that guide its decision:

1. Maximize the recovery of program costs from RNG customers. This objective was laid outinthe
previous Commission decision. In orderto maximize the recovery of program costs, it may not be
sufficientto maximize the number of RNG customers, reduce the number of net RN G customerdrops or
to maximize the volume of RNGsold. The revenue received from biomethane customers must be
maximized. Thisisanimportant distinction, as there has been discussionin this proceeding of all of
these metrics. When considering an appropriate BERC price setting mechanism, the Panel will consider
whetherthe proposed pricing mechanismis expected to maximizerevenues. If itisn’t possible to make a
determination about maximizing revenues, the Panel will then consider whether the proposed pricing
mechanismis expected to at leastincrease revenues relative to what revenues are expected to be in the
absence of a change in the BERC pricing methodology.

2. Manage biomethane inventory. FEl expressed concern thatthe longerthe inventory ages, the more
difficultitmay be to sell. Tothe extentthisisanissue, an exception to the principle of maximizing
revenue may be required, and instead a BERC that maximizes sales volume may be more appropriate.
However, as FEI points out, italso needsto ensure that sufficientinventoryisavailableinthe eventa
large longterm customersigns up. Inventory agingissues willbe addressedin section 4.3 of this
Decision.

3. Establish a BERC rate setting mechanismthat is robust, effective and provides regulatory efficiency.
The cost of proceedings tosetthe BERC rate can add considerably to the cost of biomethane. A pricing
mechanism thatrequires a minimum of regulatory oversight will minimize those costimpacts. The
currentmechanism, based on biomethane acquisition costs, with arelatively simple annual adjustment,
isan example of such a mechanism. A market rate that floats with the Conventional Gas Costisanother
such example. Afixed price, for example, which could require substantialand frequent revisits to
considerthe effect of inflation, changing commaodity prices, changing costs of acquisition may notbe as
efficient.

2 Ibid.



18

4.1.2 Needforachange to the existing rate methodology

In the Application, FEI provided evidence to show that the residentialand commercial net customeradditions
have declined and sometimes been negative since April 2014.”* The evidence is summarized in section 2.4.1 of
this decision. FEl submits that the current BERC rate makes it difficult to attract large volume customers’* and
that the premium of biomethane overthe CCRA rate is also well above the premium of green energy programs
in otherjurisdictions.”® FEl submits that the current BERC rate does not maximize future revenue from voluntary
customers.”®

FEl furtherarguesthat increasesinthe BERCrate since 2014 have reduced residentialnet monthly additions to
the pointit hasresulted in negative additions. It states also that the evidence is similar for small commercial
customers.”’

Intervenerargument

Regarding short-term customers, CECdisagrees with FEI, arguing that “there is no evidence supportinga
response tothe BERC rate premium.” It submits that FEl incorrectly interpreted the evidenceand thatthe drop-
out rateis nearly flatforalmosta year althoughitis higherthan previous years due to a fairly consistent churn
rate applicable to the growing customer base. CECalso submits that FEl has not demonstrated that customers
pay specificattention to the difference in cost between the CCRCand the BERC rate, and thatit is more likely

that a customer manages theirtotal energy bill.”®

CEC appearsto agree that the BERC rate should be changed to a market-based rate. However, CEC makes
recommendations that vary from FEI’s two BERC rates proposal.’® CEC submits that market-based rates should
be established onthe basis of arate design where price is connected tosalesand retention strategies. However,
at the same time, CECsubmits that the evidence with respect to the needfora significant price reduction to
acquire and retain customersis not well-established. CECfurther submits that FEl does not provide evidence to
rule out other opportunities that may provide amore optimal balance for mitigating costs to non-bypass
customers.*°

BCSEA supports FEl as it believes thatthe BERC rate istoo high to allow maximum recoveryinthe BVA from
biomethane customers.®* BCSEA views that a BERC rate reduction is required to revitalize the participation of

residentialand small commercial customers in the RNG program.®

BCOAPO accepts that the increased cost of biomethane has resulted in reduced uptake. BCOAPO submits that

73 FEI Final Argument, p. 2.

" Ibid., p.3.

” Ibid., p.4.

® 1bid., p. 5.

7 Ibid., p. 3.

78 CEC Final Argument, pp. 11-12.
” Ibid, pp. 1-2.

8 |bid, p. 10.

8 BCSEAFinal Argument, pp. 1, 5.
* Ibid, p.5.
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the cause of the decrease in voluntary uptake is likely to be a combination of the increased BERC rate premium
and reduced customer education spending.®’

FEl reply

FEIl repliesto CECthat there are two short-term spikesin drop-outs. The spike in early 2014 is due to the
increase in the price of biomethane and discontinuance of the AirMiles program, while the second, even larger
spike can only be attributed tothe increase in the price of biomethane.

FEI disagrees with CEC contention that customers more likely manage theirtotal energy bill, ratherthan the
difference betweenthe CCRA and the BERC rate. In FEI's view, because customers agree to pay the BERC rate
instead of the CCRA rate for only a portion of their consumption, itis intuitive that customers will only be willing
to pay so much more for biomethane than they would otherwise pay fornatural gas. In support of this
argument, FEl notesits marketresearchindicatingthat the average residential customerwould be willing to pay
aboutan extra $6/month assuminga 10% blend.*

Panel discussion

The Panel acknowledges thatareductioninthe BERC rate will inall likelihood resultinanincrease in sales of
biomethane. However, increasing the amount of biomethane sold may not necessarily increase revenues and
therefore may notbeinthe bestinterests of FEI's non-RNG customers. Toillustrate, setting the price of
biomethane atthe current Conventional Gas Cost would increase the volumesold but would notincrease
program revenues. While areductionin the BERCrate may stimulate sales volumes, it may resultinlower
revenues fromthe RNG program and increase the amount that all non-bypass customers will ultimately be
requiredto pay. The amount that is to be recovered from non-RNG customers willonly decreaseif the reduction
inthe BERC resultsinan increase in total revenues fromthe RNG program.

The evidence availabletothe Panel is not conclusive with regard to whetherthe proposed BERC rate will
maximize revenues. There are anumber of issues that confound the analysis, including:
1. Much of the evidence focusses onthe number of drops and adds vs the volume of biomethane sold.
2. The amount of historical marketing spend varied as the BERC increased.

3. Thedifferential betweenthe BERCrate and the Conventional Gas Cost changes with changesinthe
BERC rate and changesinthe underlying commodity price of natural gas, requiring additional analysis to
account forthis when correlatingthe BERC rate with demand for RNG.

4. Theimpact of a change inthe numberof blends offered introduced in 2014.

5. Changesinthe Conventional Gas Cost impact the total bill thereby requiring additional analysis to
account forthis when correlatingthe BERC rate with demand for RNG.

For example, with regard to point 1 above, evidence discussed in section 2.4.1 of this decision indicates
relatively constant volumes of biomethane sold at both the $12 and the $14 BERC rate which has resultedin
revenues actuallyincreasing as the BERC has risen from $12 to $14. This has happened even with areduction in

8 BCOAPO Final Argument, p. 2.
8 EEl Reply Argument, pp. 2-5.
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the marketing spend. However, in August 2014 there was an increase in the number of blends available
including ablend with agreater proportion of biomethane, which could potentially accountfora one-time
increase involume sales as some customers upgrade toahigherblend, even as net customeradds decreased.
Further, the volume datais not weathernormalized.

Giventhe presence of these confounding factors, in ourview itis not possible to draw firm conclusions fromthe
evidence presented However, the current BERC (i.e. whatthe BERCwould be setat usingthe current
methodology, had the Commission notordered itto remain at $14.414/GJ) may discourage voluntary
participationinthe RNG program, and this may resultina reduction of revenue. That considerationis, atleastin
part, why the Commission did not approve the BERCrate increase. Therefore we concludethatthe current BERC
rate istoo highand thatit istherefore justand reasonable to consideralower BERC rate. Since the current BERC
methodology provides only fora BERC rate that is based on the cost of acquisition of biomethane, and doesn’t
allow fora reductionin the BERC rate we consider a revision to the existing BERC rate methodology is
warranted.

4.1.3 Isthe proposed rate design areasonable alternative?

In additiontothe methodology proposed by FEl, to base the Short Term Contract BERC rate on the Conventional
Gas Cost plus a premium of $7, three alternatives werealso considered by FEl in its Application:

1. Statusquo
2. Yearlyclearing
3. Universal green portfolio

FEIl states that the status quo does not seek to maximize participationinthe RNGprogram on a voluntary basis
or minimize the potentialrate impactto non-RNG customers and therefore rejected this option. It also states
that yearly clearing does not address the current challenges faced by the RNG Program, does not seek to
maximize voluntary participation or minimize potential rate impacts to non-RNG customers and has therefore
alsorejected this option.

FEl also statesthat it rejected the universal green portfolio option because it doesn’t maximize voluntary
participation or minimize rate impacts to non-RNG customers. It explains that

this option would involve acomplete revisiting of the RNG Program from a regulatory
perspective. The rate impact of this option would be an average of approximately $9.9 million
recovered each yearthrough the MCRA rates applicable to all sales customers orapproximately
and average of $0.080 per GJ overthe five year period. FEl believes that while aviable and
reasonable alternative, the universal green portfolio approach should only be considered once
opportunities to maximize voluntary RNG Program participation are exhausted and as such, itis
not FEI's preferred alternative at this time.*

Otheralternatives wereexploredin the proceeding, including customers choosing their own blends, customer
determined flat fee contributions, a block-based rate, auction and a universal green portfolio.*® FEl views that

& Exhibit B-1, pp. 42-44.
¥ Exhibit B-5, BCUCIR 19.0series.
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some of these optionsrepresent aradical restructuring of the biomethane program, arguingthatthese
alternatives require significantly more time and money to properly investigate and implement. Thus, FEI submits
that the Commission should reject these types of options.®’

With regard to the Long Term BERC Rate, FEI submits that “In particular, the $1 discount puts the proposed price
inthe economicrange indicated by UBCand by CanGaz, as shownintheirlettersfiledin Appendix Dtothe
Application (CECIR 1.18.1).”%¢

Intervenerargument

BCSEA does notsupportthe alternatives exploredinthe proceeding. BCSEA submits that the RNG product is
already a difficult concept to explain to potential customers. It further submits thatitis satisfied that $7/GJ is
the appropriate size forthe RNG premium, stating that there is no definitive quantitative methodology that can
be usedto setthe optimal premium and thatthere is no evidence thatadifferentsize of premium would
produce betterresults. Inits view, FEl has provided various valid reasons in support of the $7/GJ figure,
including reference tothe RNGBERC price priorto the 2014 BERC rate increase, customersurvey information,
and the pricing of green energy programsin otherjurisdictions. 8

CEC submits that:

the rate designforthe RNG optiontolargercustomers whichis connected toterm and volume
isappropriate and [CEC]supports FEl in this approach. The CEC submits thata single thresholdis
inappropriate forthe price trade-off versus the certainty for the full potential ranges for
contract term and volume. The CEC recommendsaformulaicapproachto price discounts for
term and volume which should be based on avalue for the magnitude of revenue certainty.*°

BCSEA submits that FEI's proposal with a $1/GJ discount forlarge volume fixed term purchasesis areasonable
and effective approach.’* BCSEA view the concept of aslightly discounted BERC rate for large volume long-term
contracts as a useful model with several advantages. In addition to meeting the financial needs of potential large
volume purchasers, the modelis defensiblein that the large -volume purchaser makes along-term commitment
whereas the residential/small commercial purchaser can join and leave the program at will. BCSEA submits
“[blothinrealityandin publicperception, the somewhat lower BERC rate for the large volume purchasersis
easily understandableand justifiable.”*” In addition BCSEA notes FEl does receive value from having the long
term commitmenttoavolume, aprice and a term whichis of considerable benefittothe RNG program interms
of FEI managing the biomethane supply andlockingin sales commitments. BCSEA anticipates large volume
purchasers are not unwilling to make such longterm firm commitments becausetheytoo can benefitfromthe
increased level of certainty.”

¥ FEl Final Argument, p. 10.
8 Ibid, pp. 8-9.

8 BCSEAFinal Argument, p. 6.
© cEC Final Argument, p. 26.
1 BCSEAFinal Argument, p. 1.
*2|bid., p.6.

* Ibid., p.6.
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BCOAPO submits that adjusting the existing programis betterthan redesigning the whole program. The current
model has been established through an extensive regulatory process and contains valuable data and experience.
BCOAPO considersthatif the FEI proposal is approved but the voluntary uptake does not materialize, then the
parties can consider whetheritis necessary to adoptan alternative model.”*

Commission determination

The Panel agrees with FEl and interveners that FEI's proposed rate designis preferable to the alternatives
explored, bothinthe Applicationandinthe proceeding. We agree with BCOAPQ's characterization of FEI's
proposal as an “adjustment” to the existing proposal, as opposed to aredesign of the program, and also agree
that an adjustmentis more appropriate thanaredesign.

The Panel also agrees with FEI’s view that the universal green portfolio would involve a complete revisiting of
the RNG Program from a regulatory perspective and in ourview it should only be considered once opportunities
to maximize voluntary RNG Program revenues are exhausted.

The Panelis concerned with FEI’s consideration of alternatives with afocus on “opportunities to maximize
voluntary RNG Program participation” fortwo reasons. First, the 2013 Decision directed that rate impacts on all
non-RNG customers should be minimized, not that voluntary RNG program participation be maximized. The
difference isthat voluntary RNG program participation can be maximized by reducing the BERC rate and that
will, inall likelihood, increase demand. However, it will not necessarily increase revenues. If the reductionin the
BERC rate does notincrease revenues, the result will be anincrease in rate impact upon non-RNG customers.
Therefore, the Panel does not agree that the BERC rate should be reduced simply to sell more bio-methane,
unless the reduced rate will resultin the maximum achievable revenues.

FEl statesitwould considerthe new BERC rate methodology effective if FEl achieves two percent customer
uptake, the execution of one longterm contract and there is no need foran inventory transfer from the BVA to
the MCRA.® If a lower BERC rate resultsina reductionin total RNG revenues (and therefore an increase in costs
to non RNG customers), doingsois not inline with the requirements of the 2013 Decision, evenifitdoesresult
inan increase in customers. Inthe Panel’sview, the correctapproach to maximizingrevenuesistodetermine
the price elasticity based onthe observed dataand use that information to predict the BERCrate at which
revenues are expected to be maximized, given those observed demand elasticities.

Second, the Panel is concerned there is currently no evidence of expected maximum revenues or how to
measure whenthe point of maximum revenues have been reached. We have previously discussed thisissuein
section 4.1.20f this decision. Without thisinformationitis not possibleto determinewhether a BERC rate will
achieve the goal of maximizing revenues. We address thisissue of the lack of information furtherin section 4.6.2
of thisdecision.

With regard to the correlation between the premium and participationin gree n energy programs of other
utilities, the Panel finds the evidence to be non-conclusive. Asshown inthe table in section 2.4.2 of this
Decision, there appears to be little correlation between the premium and residential participation. Forexample,

* BCOAPO Final Argument, p. 3.
% Exhibit B-5, BCUCIR 1.42.1.
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PugetSound Energy has a participation rate of only 0.2 percent with a premium of $3.37, the City of Palo Alto
has a participation rate of 19.4 percent with a monthly premium of $5.00 Northwest Natural has a participation
rate of 4 percent with a monthly premium of $5.50 and FEI has a participation rate of 0.7 percentwith a
premiumin excess of $10. The Panelis not persuaded that there is sufficient evidence to draw any conclusions
from thisevidence, regarding the quantum of a per GJ premium, oreven whether aperGJ premiumis
warranted.

FEl submits that a premium of $7.00 is appropriate based on historical evidence that shows the program had a
relatively stable growth rate during the time that the BERC rate was effectively a $7.00 premium, customer
surveys and the green energy programs of other utilities.”®

The Panel acknowledges that FEI's program had a relatively stable growth rate during the time that the BERC
rate was effectively a $7.00 premium, although as previously noted, the evidence shows that total revenues
were as high or higherat other premium points.

With regard to FEI's customerresearch, the Panel accepts that at the time of the 2012 survey customers were
willing to pay a premium of $7.00 above what was then the CCRA rate. However, there is no evidence regarding
what range of CCRA rates over which customers would be willing to pay this $7 premium. Further, thereisno
evidence thatthe $7 premium maximizes revenues.

Giventhat we considera revision to the current methodology warranted, in the absence of any evidence
suggesting an alternative BERC premium, and noting the support of BCSEA and BCOAPO, the Panel approves a
premium of $7 per GJ above the Conventional Gas Cost as the Short Term BERC Rate. The Panel considersthe
existing BERC of $14.414/G) istoo high. Therefore, in ourview, this methodology and the premium of $7 is just
and reasonable because, at the current Conventional Gas Cost, it yields a Short Term BERC Rate that is below
the existing BERCyetstill allows for recovery of some of the biogas acquisition costs that would otherwise be
chargedto non RNG customers. Insection 4.6.2 of this decision, we lay out requirements for FEI to conduct
furtheranalysisto determinewhetherthis premiumisactually maximizing revenues and not justincreasing
sales of biomethane.

Further, the Panel approves the Long Term BERC Rate to be set at a $1 per GJ discount to the Short Term BERC
Rate, subjectto the further determinationsinsection 4.1 of this decision. The Panel accepts FEI's evidence that
thereisa burnertip price pointat about $10.00 per GJ that iseconomicforlongterm customers, and that a $1
discountfromthe Short Term BERC Rate would resultinaLong Term BERC Rate in thisrange giventhe current
Conventional Gas Cost.

4.1.4 Floorpricesand ceiling prices

The Panel sought submissions on the imposition of afloor ceilingand a price ceilingfor both the Short Term
BERC Rate and Long Term BERC Rate.

% FE| Final Argument, p. 7.
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FEl supplemental argument

FEI submits that “[t]he imposition of afloor price will potentially increasethe premium overthe commodity rate
overthe $7 premium proposed by FEI....FEI’s S7 premium is neithertoo high, which would discourage
participation, nortoo low, which would not maximize the potential revenue from voluntary customers.”®’ FE|
believes that “afloor price that resultsina premium of much more than $7 could reduce demand from
voluntary customers. FEI, therefore, does not believe thatafloor price is warranted .”*®

FEl also does not believe thatthe imposition of aceiling price is warranted at thistime. Initsview, the purpose
of adoptingthe market-based rate is not to subsidize one group of customers orthe other, but to recoverthe
costs of the program from voluntary customers to the extent possiblein orderto minimizethe rate impacton
non-biomethane customers. It submits that “[s]ince biomethane customers receive the benefit of a market
based BERC rate that recovers less than the cost of the biomethane supply and program costs, it is symmetrical

that they also bearthe burden if the market based BERC rate recovers more than those costs”.*’

However, FEl “recognizes that such higher prices may have a negative impact on customeradditionsand

"% although it “notes that thisis unlikelyto occur inthe

retention and ultimately the demand for biomethane,
nearterm, since the price of natural gas and/orthe carbon tax would have toincrease significantly for FEI's
proposed marketrate to exceed the cost of biomethane supply and program costs. FEI, therefore, believes that
settinga ceilingatthistime is not needed and potentially premature. Instead, FEl proposes to monitor the
response of biomethane customersto future increasesinthe BERCrate (due to increasesin the price of natural
gas and/orthe carbontax), and bring forward a proposal fora ceiling price forthe Commission’s consideration

should the higher prices have a negative impact on biomethane demand.”***

In the eventthe Commission does setafloor price, FElsrecommends afixed dollaramount until subsequently
adjusted, specifically $10for the short term rate and $9 forthe longterm rate.**

Intervenersupplemental argument

BCSEA submits that “itis impossible to know in advance thata BERC floor price would be anecessary or
desirable response to an extremely low natural gas price, orthat a BERC ceiling price would be anecessary or
desirable response to an extremely high natural gas price.” It also submits that the concept of the RNG product
beinga notional blendis already fairly abstractandis concerned thatthe BERC rate does not become overly
complicated. Initsview, “itwould be undesirable to further complicate the BERC pricingin the absence of
confidence that pre-defining floorand ceiling prices would obviate a Commission review of BERC pricingin the

. 103
eventof extreme gas prices.”

BCOAPO “doesnotbelieveitis necessary forthe Commissiontosetaflooror ceiling price applicable to
Renewable Natural Gas (RNG). Although there are potential benefits to doing so, these benefits mu st be

7 FEl Supplemental Argument, p. 1.
98 1.
Ibid.
* Ibid, pp. 1-2.
100 g Supplemental Argument, p. 2.
101 .
Ibid.
2 1pid, p. 2.
103 BCSEASU pplemental Argument, p. 1.
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weighed againstthe potential detriments.” BCOAPO furthersubmits that “any low/high price band that s
implemented should be wide enough that the BERC price as proposed by FEI would fall outsidethe band onlyin
exceptionalcircumstances, and not during conditions of normal market volatility or moderate price changes.” In
the view of BCOAPO “any floor/ceiling should be set at fixed dollaramounts and not be a function of the current

7104

BERC rate setting methodology.

In CEC's view “itis appropriate to establish both floorand ceiling prices forthe BERC rate in orderto ensure that
the Renewable Natural Gas service recovers its costs as soon as possible from voluntary customers, and limits
the burden on the non-bypass customerbase.”**® It submits that “the appropriate ceiling price for the BERC rate
isone which recovers the full cost of service forthe Renewable Natural Gas (RNG) service, and would reasonably
be calculated as the BERC rate is calculated presently.”*®

avoid extraordinary subsidies from non-bypass customers that exceed the cost of providing the service

CECsubmitsthat “a floor price isnecessaryinorderto

altogetherwereittobe developed and simplyincluded in the conventional natural gas supply and recoveredin
non-bypass customerrates.” **’

Panel discussion

The Panel does not considera floorand ceiling price on the Short Term BERC Rate to be warranted and declines
to impose eitheron the Short Term BERC Rate. We agree with BCSEA that a floorand ceiling price could resultin
an unnecessarily complicated pricing structure that may potentially dissuade potential RNG customers.

An increase of sufficient quantity inthe Conventional Gas Cost could resultin a Short Term BERC Rate higher
than the current BERC rate of $14.414. It isgenerally felt by partiesto this proceeding, and the Panel accepts
that at thisrate, demand for biomethane could substantially diminish. Therefore should this BERCrate be
reachedin the future, usingthe pricing mechanism proposed, sales of biomethane could be reduced
substantially, thereby potentially reducing revenues from the sale of biomethane. A ceiling price could protect
againstthis. However, we agree with FEl thatin that eventuality FEl can bring forward a proposal fora ceiling
price.

The Panel will considerthe issue of floor price forthe Long Term Contract offeringin section 4.2.2.
4.2 Long Term Contract offering

With regard to the Long Term Contract offering, FElis only seeking approval of the proposed $1/GJ discount
from the Short Term BERC Rate and not the otherterms and conditions of this offering for which FEl intends to
negotiate individually with prospective customers. FEl proposes to file each long-term contract for Commission
review and approval as a tariff supplement asitis executed. Although FEl has provided some of the terms and
conditions that may be incorporated into these contracts, FEl does not wish to have the Commission prescribe
any terms and conditions otherthan the Long Term BERC Rate (i.e. the level of the discount off the Short Term
BERC Rate).

9% BCOAPO Supplemental Argument, p. 1.

CEC Supplemental Argument, p. 1.
106 .
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In this section the Panel examines the issue of whetheritis sufficient and/orappropriateto approve only the
Long Term BERC Rate and leave the Commission review and approval of the remaining terms and conditions for
when FEl files each of the individual executed long-term contracts for approval as a tariff supplement. The
guestionsis whetherthe Panel should be more prescriptive than requested by FEl in the Application either by
establishing the minimum terms and conditions for eligibility for the Long Term BERC Rate or by setting out the
criteriaunderwhich the long-term contract would be evaluated once itis filed.

Alsoincludedinthissectionis clarification regarding the customers eligible forthe Long Term Contract offering.

4.2.1 What are the appropriate minimum terms and conditions?

The only parameterthat FEl is seeking approval of in this Applicationinregard to the Long-Term BERC Rate
offeringisthe Long Term Contract BERC Rate that will setthe initial biomethane price atthe time the contractis
executed. Itdoes notrequest approval of any terms and conditions of the long term contracts. FEI submits that
it “isconcernedthat being prescriptive about the terms of a long-term contract could exclude potential
customers prematurely when FEl is trying to develop this aspect of the biomethane program.”**®
Table 7-1 of the Application FEl outlines some of the possible terms and conditions:

However,in

Table 4 - Summary of Long Term Contract Terms and Conditions'*

Contract Length + 10 year term as standard, with evergreen option (yearly roll over) available at
the end of the term subject to approval of both parties

+ Five year term possible if volume meets or exceeds ten years multiplied by
500GJ per month

+ Contract term cannot exceed existing FE| supply contracts

Early Termination  « Early termination possible subject to agreement by both parties.*

Provision » Standard FEI curtailment guidelines set out in Rate11B.
+ Customer must ‘take or pay’ to receive lower rate (may be used to prevent

any stranded asset cost)

Quantity » Individual contract quantities will be negotiated based on customer
requirements and FEI available supply

Quantity * ‘Volumes not met by FEI would be subject to existing R11B curtailment rules;

Exceeded or Not replacement with credits or a penalty as defined by the contract

Met

Rate Escalation + Rate to increase at 50% of the Canadian General CPI effective January 1

each year.

The nature of these terms and conditions were explored in anumber of Commission IRs**° and at the SRP.***

198 £E| Final Argument, p.9.

ExhibitB-1, p. 47.
Exhibit B-5, BCUCIR 1.26 through 1.28.
" Transcri ptVol. 2, pp.174-196.

109
110



27

In its presentation atthe SRP FEI summarized the Long Term Contract offering as follows:

Figure 6 —Long Term Contract Offering'"

Long Term Agreement

Tariff Well established regulatory approach

Supplement

to 11B Filed individually, review and approved by BCUC
Term of Minimum term of 10 years

Contract

Minimum Minimum of 500 GJ per month, but may be greater
RNG Demand

Customer will take or pay for this amount

Other May consider 5 Year provided demand is at least 60,000 GJ

(Equal to 10 Year x 12 months x 500 GlJ)

Termination  Sybject to termination payment in event of early
termination

Forinformation andillustrative purposes FEl filed a draft version of “Tariff Supplement No. K-1, Biomethane
Long-Term Large Volume Interruptible Long Term Sales Agreement, Rate Schedule 11B” togetherwith FEI's
responses to the technical questions forthe SRP. *** FEl states this draft tariff supplement was drafted as part of
ongoing negotiations with one particular customer. FEl states it provided the draft as an indication of some of
the key provisions such a tariff supplement willlikely cover. The sampl e tariff supplement provides little further
detail regarding the terms and conditions however it does define “Long Term Biomethane Service” as “the
Biomethane Service under Rate Schedule 11B with a minimum Contract Term of 5 years or more and a specified

Minimum Annual Quantity for each Year of the Contract Term.”***

FEI acknowledges that the initial terms and conditions willtend to set the bar for what terms and conditions
may be negotiatedinfuture:

If there’s a contract that’s been approved andit’sinthe publicdomain, the next customer will
know that, and that will inform part of how they negotiate. And so you would expect that
whateverisdecided on that first contract, those terms are somethingthat now will be explored
on the next contract.'*®

FEl argues that settingthe Long Term BERC Rate avoids differential treatment on the key term of the contract
(i.e.the price of the biomethane) and that by not prescribing any otherterms and conditions this provides FEl

12 Evhibit B-10, p. 9.

Exhibit B-9, Tariff Supplement K-1.
Ibid, Original p. 2.
5 Tra nscriptVol. 2, p.176.
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with the flexibility to negotiate terms with potential customers without excluding customers prematurely by, for
instance, settinga hard limiton the volume orlength of term. FEl submits that the proposed BERC rate
methodology is just and reasonable and should be approved.*®

In the SRP, FEl acknowledged a concern raised that offering different minimum take amounts and minimum
termsfromone customerto the next might be considered discriminatory and agree this would be something
the Commission might considerinits review of the contract.'*’

When askedifit would be helpfulto FEl if the Commission specified some of the terms and conditions, FEl
indicated it could be an option forthe Commission to specify minimum volumes and terms forthe Long Term

Contract offering as a threshold or gate and that specification might be acceptableto FEI.**®

Intervenerargument

BCSEA does notweighinregarding the specificlength of term and volume commitment that would be
appropriate.

CEC submitsthatthe rate designforthe longterm offeringforlarger customers connected to term and volume
isappropriate and support FEI’s approach but submits that “a single thresholdisinappropriateforthe price
trade-off versus the certainty for the full potentialranges for contract term and volume.” CECrecommendsa
formulaicapproach based on a value forthe magnitude of price certainty. **°

BCOAPO submitsitis “not a feasible way to proceed [without being prescriptive regarding the terms] and the
Commission should specify minimums for duration and monthly volumes that will be required to constitute a
‘long term contract.””**° BCOAPO references comments from the SRP noting that ratemaking principles require
that the treatment of ratepayers not be unduly discriminatory. BCOAPO submits “FEl is proposing to give a
betterrate to a certain type of customerwithout defining what criteria that customer must meet. To define the
criteriaas beinga ‘longterm, large volume’ customeris meaningless when thereis no definition of what
constitutes ‘longterm’ or ‘large volume ””*** BCOAPO submits that it does not object to setting the minimum
longterm contract requirements below the “indicative” minimums described inthe Application and suggests FEl

propose minimum requirements.122

FEl reply

In reply to BCOAPQ’s submission regarding potential for discrimination, FEI submitsits long-term contract
proposalisareasonable approachinthe circumstances and that the Commission can address any concerns
related to undue discrimination on a case-by-case basis when contracts are filed forapproval.'*?

Y8 EE| Final Argument, pp. 9-10.

" Tra nscript Vol. 2, p. 181.
8 |pid, p. 187.
"9 CEC Final Argument, p. 26
120 BCOAPO Final Argument, p. 3.
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Ibid.
122 hid., pp.3-4.
123 pE| Reply Argument, p. 1.
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With regard to CEC's recommendation of aformulaicapproach, FEl submits that “the developmentofa
complex, formulaicrate structure, asthe CEC appears to be suggesting, would require time and cost, but would
not lead to more customers orgenerate any more revenue.”***

Intervener supplemental argument

BCOAPO weighedinontheissue of the term of the Long-Term Contract offering when considering the concept
of floorand ceiling prices:

An alternative to requiringtriggers ora price floor/ceilingin along term contract is to constrain
the duration of the contract. That is, BCOAPQ previously argued that the Commission should
specify the key terms forlong term contracts that qualify forthe $1.00/GJ discount. One such
keyterm [would] be that the duration of the long term contract be no more than 5 years, for
example. Thiswould allow the long term contract rate to be adjusted on a somewhat regular
basis, thereby mitigating the impact of major market price changes.**

FEl supplemental reply

In response to BCOAPQ’s suggestion, that the long-term contracts be limited to five years as an alternative
methodtofloorand ceiling prices. FEl expressed concerns about the impact on potential long-term contracts if
the term were to be limited toless than 10 years:

In particular, the prospectof a limitinglongterm contractsto 5 yearsresultsin no certaintyin
price beyondfive years, eventhough the customer may have amuch longertime horizon forits
project. Removinglongterm price certainty would make it more difficult for FEl to successfully
negotiate longterm contracts. The loss of even a single long term customer could resultin
significantly reduced biomethanerevenues. Again, any potential benefit of includingafloor
price or restricting the length of long term contracts less than 10 years is heavily outweighed by
the associated detriments, due to the risk that long term customers could refuse to enterinto
long term contracts for biomethane *2°

Commission determination

In order for a contract to be eligible forthe Long Term BERC Rate, the contract must be for a commitmentto
purchase no less than 60,000 GJin aggregate overthe term of the contract and must be for a term of no less
than five years and no more than tenyears.

The Panel recognizes that FElis at the early stages of evaluating the appropriate terms and conditions and that
prescribing an extensive set of terms and conditions at this time may resultin potential long-term customers
being prematurely excluded. Thatsaid, the Panel considersitappropriateto establish parameters on contract
volumes and durationinorderto clearly setoutthe criteriaupon which a customeriseligibletoreceive the
discounted rate.

Regarding aggregate contract volumes, the Panel agrees with the emerging consensus amongstintervenersand
FEl, thata minimum take commitmentin the form of a combination of termand monthly quantity is

2% EEIRe ply Argument, p.17

BCOAPO Supplemental Argument, p. 4.
FEl Supplemental Reply Argument, p. 3.
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appropriate. Inthe SRP, it appeared that parties were in general agreement thatin additionto FEI’s proposed
tenyear termat 500 GJ/month (totalling a minimum take of 60,000 GJ overthe term of the contract) beingan
appropriate threshold, a contract stipulating five-year term at 1000 GJ/month minimum commitment (i.e.
equatingtothe 60,000 GJ total) would also be reasonable.

As to contract duration, the Panelis of the view that, in orderto realize FEI's stated benefit of reduced
administration and marketing and a firm commitment to purchase biomethane, the minimum term should be no
lessthan five years. The Panel also considersitappropriate to setamaximum duration forthe contract. Much
can change over alongdurationinregard to government policy, RNG supply and cost of supply, and overall
demand for RNG.-In setting the maximum duration of ten years, we have considered the submission of FEl that
“restriction onthe length of longterm contracts less than 10 years would resultinincreased revenues from
voluntary customers”.

The Panel notes thatall contract terms, including those not specified as part of this Decision will be subjecttoa
complete review by the Commission pursuantto sections 59to 61 of the UCA when FEl files the contract for
approval as a tariff supplement. The Panel expects FEl will address the issue of discriminatory treatment of long
term customers whenitfiles each contract and that the Commission would considerit at that time.

4.2.2 Floorprice for long-term contracts

The proceeding explored the question of establishing floor prices for the long-term contract. More specifically,
two types of floor prices were considered: aminimum price at which any new long-term contract could be set
(Minimum Contract Strike Price) and a minimum price during the term of an existing contract (Contract Floor
Price). These issues will be addressed sequentially in the following two subsections.

Parties’ submissions onfloor prices for both shortand longterm contracts has been summarizedin section
4.1.4, andis therefore notreplicated here.

4.2.2.1 Minimum Contract Strike Price

Commission determination

For the reasons set out below, the Panel determines thatlong term contracts shall be subjectto a Minimum
Contract Strike Price of $10/GJ. For greater certainty, longterm contract prices shall be set at the maximum of
the indicated Long Term BERC Rate at the time of signing and $10 per GJ.

In our view, astrike price thatisset at an amountthat longterm customers have demonstrated thatthey are
willing to payis both fair and reasonable because it will contribute to the maximization of revenues while still
providinglongterm customers with asignificant discount over the cost of acquisition of biomethane.

The Panelis careful to note that the objective of this framework is to maximize total revenue fromvoluntary
RNG sales, and not to maximize total volume. And as previously commented, the evidence on price elasticity
contains many confoundingfactors andis not clear that higher prices translate into lowertotal revenues. Inthe
context of maximizingrevenue from longterm customers, FEl hasindicated thatit was reasonably confident
that it could secure longterm RNG customers if this Application was approved by the Commission. Of note, at
the time of filing the Application, the proposed pricing mechanism would have translated intoalongterm RNG
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price in excess of $10."*” Further, there is evidence on the record concerningrates that potential longterm

customers may be willingto pay. The letter provided by CanGaz states that “[t]he project’s financial model
indicated aviable RNG price range from $8.00 CAN to $12.00 CAN per GJ.”**® In addition, UBCindicates that it
“approved a price of $11.69 /GJ” (although they were underthe impression thatincluded delivery costs of
$2.34).'%°

The Panel acknowledges BCSEA’s argument that a strike price may complicate an already complex offering.
However, parties to long-term contracts are commercial, industrial or large institutional customers that have
sufficient resourcesto conduct the due diligence required to enterintolong term contracts. Therefore, given the
nature of these contracts, these partiesare required to be generally sophisticated so we do notfind the
complexity to be acompelling enough reason to notimpose afloor price. We do, however, acknowledge thata
formuladriven strike price may be unnecessarily complex. Although afixed strike price may require periodic
adjustmentandistherefore notas efficient from aregulatory point of view, we are of the view that this
reductionin regulatory efficiency is warranted for the sake of simplicity.

4.2.2.2 Contract floorprice

FEI proposesthatthe price duringany long term contract will remain fixed during the life of a contract, subject
only to the possibility of an inflation escalation clause if applicable."* FEI further states that the purpose of the
long term offeringisto provide price certainty, and therefore price changes during the contract would run
contrary to that objective.”"

FEI argues that including any price adjustment mechanismsintoalongterm contract defeats akey purpose of
the offering (i.e. price certainty in exchangeforacommitmentto purchase a fixed volumeoverafixed period)

and itis therefore “essential that the long-term contract be set for the length of the contract term”.**

Intervenerargument

BCOAPOdiscussesthe prosand cons of inserting triggers into the contracts to allow defined price changesin
cases where certain eventsoccurred (e.g. if the CCRA rate goes above the negotiated contract rate). BCOAPO
suggeststhatthe potential benefits of such atrigger must be setagainsttwo things:the low probability of the
CCRA price rising above the triggerlevel inthe next several years; and the possible deterrent to customers
represented by the introduction of price uncertainty into the contract. As an alternative toinserting triggersinto
the contract, BCOAPO raises the idea of limiting the maximum duration of contracts (e.g. tofive years) as a way
to mitigate the impact of major market price changes while still allowing the price to remain fixed duringthe
contract term.**?

CEC and BCOAPO provide no specificcomments on price adjustments during the duration of long term contracts
(i.e. beyond the comments each provides on price floors and ceilingsin general).

7 The long term BERCrate at the time the Application was filed would have been $12.130 ($4.640+5$1.4898+$6).
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FEl reply

In itssupplemental reply argument, FEl states its opposition to eitheratriggerfloor price or constrainingthe
duration of contracts to five years. It argues that both alternatives remove the long term price certainty that
long term customers require. And in particular, the five-year limit runs counterto a customers’ desire for price
certainty in situations where their project has amuch longertime horizon.™*

Commission determination

The Panel directs that long term contracts must include a Contract Floor Price provision that results in the
price of RNG in any period beyond year five of a contract that is not less than the then prevailing Conventional
Gas Cost.

The Panel recognizesthat price certaintyis animportant benefit forlongterm customers, and thatany
constraint or diminution of that price certainty willbe seen by those customers asadiminutionin the overall
benefits of any contract. The Panelis also mindful that this program must serve not only the interests of long
term customers, butalsothe interests of FEI's other customers. We consideritto be unduly preferential tolong
term RNG buyers that they could end up with an enduring benefit (however likely or unlikely that occurrence
may be) of buying RNGat prices below what everyone else is paying for conventional gas.

We agree that constraining contracts to a maximum term of five yearsis too confining, but we are not prepared
to provide customers with the possibility of aguaranteed hedge against conventional price increases and carbon
tax changesforas longas ten years. Hence, our decision to find the middle ground of allowing price certainty for
five years, with aconventional gas price floor thereafter.

4.2.3 Eligible customers

Itis not clearfrom the descriptioninthe Application, orfrom the proposed blackline tariff changes, which
customers FEl intends to be eligibleforthe Long Term Contract offering.

Biomethane service is currently available to both sales and transportation service customers. Under Rate
Schedules 1B, 2B, 3B and 5B, sales service customers can elect to purchase some portion of theircommodity as
biomethane. Transportation service customers (i.e. Rate Schedules 22, 23, 25, 26 and 27) can purchase on-
system biomethane underRate Schedule 11Bto eithersupplement orfully replace conventional natural gas
supply thatthe transportation service customer (orits Shipper Agent) would otherwise purchase off -system.

In the Application, FEl describes the Long Term Contract offeringas “for larger commercial and industrial
customers whowishtobe able tolock intheir RNG service fora fixed length term. This offering has aminimum
term of 10 yearsand a fixed volume commitment of 500 GJs per month.”*** FEl does not appearto restrict the
Long Term Contract offering to a particular customer rate class. In the blackline version of the proposed changes
to section 28.4 b) of the General Terms and Conditions which describe s the pricingforthe longterm offering,
the proposed tariff wording states “Forthose Customers who have entered into aService Agreement with

FortisBC Energy for Biomethane underan applicable tariffsupplement....” ">

B4 EEISu pplemental Reply Argument, pp.2-3.

ExhibitB-1, p. 2.
Exhibit B-5, Attachment4.1.1, p. First Revision of Page 28-2.
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In the SRP, in respondingto questions regarding which customers would be eligible, FEl does not appearto have
contemplated the prospect of the Long Term Contract offering applying for customers otherthan transportation
service customers.”’ When asked whethera Rate Schedule 5sales customer would be eligible, FEl replies thatit
had notfullyinvestigated the applicability to Rate Schedule 5customers as the interest was coming from
transportation service customers so the focus has been on a tariff supplement that fits with Rate Schedule

11B 138

With regard to whetherthere was any reason why a sales customerwould not be eligible, FEl responds that
technically thereis noreason butithas been structured based on Rate Schedule 11B because the interestis
mainly from Rate Schedule 25 and 27 customers and the tariff language is moreinline with beinga
transportationservice customer."*

Similarly, when asked whether a marketer as Shipper Agent supplying agroup of transportation customers
would be eligible FEl replies that if the Shipper Agentis willing to take a longterm commitment FEl does not see

that they would be precluded from enteringinto along-term biomethane contract. **°

FEIl acceptsthat the proposed blackline changes to section 28.4(b) of the General Terms and Conditions (GT&C)
filed as Attachment 4.1.1 of Exhibit B-5 do not accurately describe the Long Term Contract BERC rate setting
methodology and willfile corrected section 28 GT&C in compliance with directions from the Commissioninits
decision.'**

Intervenerargument

Interveners did not make submissionsin regard to eligibility of customers forthe Long Term Contract offering.

Commission determination

There isno reason why the Long Term Contract offering should only be available for transportation service
customers through an on-system sales tariff modelled on Rate Schedule 11B. Any of FEI's customers who can
committo the firm purchase of the required minimum quantity of RNG should be eligible for the longterm BERC
rate offering. In addition to transportation service contracts supplied by FEl acting as Shipper Agent, this
includes bundled sales customers, transportation service customers directly, transportation service customers
supplied by aShipper Agentotherthan FEland marketers (i.e. Shipper Agents) supplying a group of
transportation service customers. In addition, a customer who has committed directly toalongterm BERC
contract should be able to take the contract with themif they move between transportation and bundled sales
service orfrom one Shipper Agenttoanotheroverthe term of the commitment to buy RNG.

The Panel directs FEI to make the Long Term Contract offering available to all customers willingto committo
the required minimumtake term and quantities. In the event FEl determines there are barriers that prevent
FEI from providing access for customers other than transportation service customers, FEl isdirected to file a
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Ibid., p.187.
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report with the Commission describing the nature of the barriers and a discussion of the proposed method(s)
for overcoming these barriers.

FEl is directed to file blackline changes to section 28 of the FEI GT&C and Rate Schedules 1B, 2B, 3B 5B and 11B
reflecting the BERC rate methodology approved in this decision. These tariff pages are to be filed within 30
days of the date of this decision.

4.2.4 Low volume customers willingto committoa term

FElI’s proposed Long Term Contract offeringisintended for customers who commitnotonlytoa termbut to the
purchase of a larger quantity than would be typically be used by lowervolume customers such as residential
customers.

CEC exploredinthe SRP whetherthere was the potential foralong-term discount forlowervolume customers
that are willingto commit to RNG for a term.™** FEI did not rule this out as something that could be consideredin
the future but submits that introducing this option would add complexity and system administration and
implementation costs.**

Intervenerargument

BCSEA agreed thatthe idea of introducingadiscount forlong-term purchases of low volumes of RNGshould not
stand in the way of approving the current Application***

CEC and BCOAPO make no submissions with regard to extending the discount to low volume customers who
might wishto committoa term.

Panel discussion

The Panel is of the view that although there may potentially be further BERC rate offe rings developed by FEl in
the future to increase voluntary RNGsales, itis not appropriate to further complicate FEI’s biomethane service
offerings atthis time by increasing the nature of the offerings beyond those applied for by FElin the Application.
FEl isencouragedtoreview and evaluate the potential for additional offeringsin future.

42,5 Regulatoryreview and approval process

FEI proposesitwill file long term contracts with the Commission forapproval as individual tariff supplements as

they are executed."*® FEl anticipates it will only enterinto a handful of long term contracts.™*°

Panel discussion

The Panel notes thatapproval of the specificterms will be on a contract-by-contract basis as FEI executes each
contract and filesitas a tariff supplementforapproval as a rate as required undersections 59 to 61 of the UCA.
The appropriateness of the terms and conditions negotiated by FEI, including whether they are considered to be
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an unjust, unreasonable, unduly discriminatory or unduly preferential rate undersection 59 of the UCA, will be
determined by the Commission review of the application to approve the contract as a tariff supplement.

Under section 62 of the UCA rate schedules, including tariff supplements, filed with the Commission must be
openand available to the public.

4.3 Transfer of aged inventory to MCRA

FEl isseekingapproval in principle thatit may apply to transferinventory thatis greaterthan 18 monthsin age
and/orgreaterthan 250,000 GJs from the BVA to the MCRA at the prevailing CCRA commodityrate.

The potential needto transfer unsold biomethane volumes from the BVA to the MCRA was recognized by the
Commissioninthe 2013 Decision which states that “In the event of a persistentinability to sell biomethane, the
Panelis supportive of FEI's proposal to transfer balances from the BVA to the MCRA, although as a last resort

147
only.”

In this sectionthe Panel examines whether the thresholds established by FEl are appropriate, whetheritshould
be to FEI's discretion whetherto make an application foratransferonce the threshold(s) have been exceeded
and the extentto which the transfer may resultin a lost opportunity to capture the value of the associated
environmental attributes.

43.1 Volume andage thresholds

FEl isseekingapproval in principle to apply to transfer unsold biomethane inventory thatis greaterthan 18
monthsinage and/or250,000 GJs inthe Biomethane Variance Account (BVA) to the MCRA at the prevailing

48 FEl will monitor the balance between supply and demand throughout the

CCRArate on January 1 eachyear.
yearand if a situation warrants an additional transfer, FEl willapply to the Commission for approval to do so.**
If FEI determines biomethane supply isinsufficient to meet forecast demand FEI proposes that FEl would have

the option notto apply for the transfer.'*° Alternatively, FEl states the transfer would be subject to ensuring FEI

retains at least a six month supply for forecast demand.™*

FEI submits that the proposal to transferunsold biomethane inventory was guided by the following key guiding
principles:

e FElshouldseektokeepthe potentialvolumeandvalue of inventory ata level that minimizes the
annual impact on natural gas delivery and commodity rates;

e FEl shouldseektohave sufficient RNGto meetfuture commitmentstosupply RNGto Long Term
customers;

e FElshouldseektokeeprateimpactsstable onayearto year basis; and

e FEl shouldrecognize the generally accepted industry practice that the vintage of “green energy” has
a limit of approximately 2 years before itis considered stale.™

%7 2013 Decision, p. 68.

FEI Final Argument, p. 1.
ExhibitB-1, p. 48.
FEI Final Argument, p. 12.
ExhibitB-1, p. 47.
FEI Final Argument, p. 12.
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The transferof aged inventory fromthe BVA tothe MCRA at the prevailing CCRA rate has effectively the same
dollarimpact on the MCRA balance.™ FEl confirms that at the time this notional inventory of biomethanewas
originally delivered onto the FEl system it would have displaced conventional gas purchases. In other words, FEI
would have required alesservolume of conventional gas supply on that day to balance the systemand meetthe
daily load requirement of its non-RNG customers.*>*

FEI forecasts the quantities and dollarvalue of the transfer of unsold biomethane, assuming Commission
approval of the proposed BERC rate methodology, as follows:

Table 5 - Forecast Transfers of Unsold Biomethane to MCRA'*®

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

GJs>18 0 0 346,070 | 1,013,201 | 1,450,737 | 1,329,116 | 879,122 | 656,035 | 865,401 | 1,278,282
mo

Forecast | 2.83 | 2.97 3.10 3.27 3.43 3.69 3.90 4.10 4.18 4.26
CCRC
($/G))

$000 0 0 (1,073) | (3,308) (4,970) (4,910) (3,428) | (2,687) | (3,616) | (5,448)
transfer to
BVA

The following extract fromthe live spreadsheet thatis Attachment51.1.1 of Exhibit B-9 provides a perspective
on the portion of the overall BVA volume balance the forecastinventory transfers represents.

Table 6 — Forecast BVA Balances™*®

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Notional Biomethane Gas Balance (GJ)

Opening Balance 79,914 101,657 246,048 647,483 1,314,614 1,752,150 1,630,529 1,180,535 957,448 1,166,814 1,579,695
Purchases (reduced by 14.5% Kelowna lost gas) 178,536 317,197 597,845 879,185 1,010,105 1,132,670 1,256,090 1,378,442 1,378,442 1,378,442 1,378,442
Write-off of aged inventory - - - (346,070) (1,013,201) (1,450,737) (1,329,116) (879,122) (656,035) (865,401)
Biomethane Sales (156,793) (172,806) (196,410) (212,054) (226,499) _ (241,090) _ (255,347) _ (272,413) _ (289,954) _ (309,526) _ (321,183)
Closing Balance 101,657 246,048 647,483 1,314,614 1,752,150 1,630,529 1,180,535 957,448 1,166,814 1,579,695 1,771,553

FEI notes that the current age of the inventory in the BVA is five to six months. "’

4.3.2 Potential loss of value of environmental attributes

In the Application FEl initially states that to the extentthat FEl is able to monetize credits ortake advantage of
carbon tax savings fromthis transfer, any recoveries will be captured in the Commission approved Emissions

Regulations deferral account for the benefit of all customers.**®

FEI confirmed thatunder current tax laws, the transfer of biomethane inventory to the MCRA for sale as
conventional natural gas would resultin the loss of the associated environmental benefits.**

133 Exhibit B-9, BCUCIR 2.49.1.

% 1bid, BCUCIR 2.49.2.

35 Exhibit B-9, Attachment 51.1, Sched ule 3.

136 Exhibit B-9, Attachment 51.1, Live spreadsheet, Tab Backup and COS Information.
TranscriptVol. 2, p. 89.

ExhibitB-1, p. 48.

FEI Final Argument, p. 13.
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FEI states that with respectto the vintage of the biomethane inventory, there is no defined protocol within
Canada, but inthe US Renewable Identification Numbers normallyexpire aftertwo years, and FEl believesitis
prudentto conceptually align with this generally accepted industry practice. With regard to the importance of
ensuringthe biomethane inventory in the BVA retains the integrity of its environmental attributes, FEI notes
that UBC has raised concerns about the vintage of the biomethane and long term customers will want
assurances that the biomethane will remain claimable overthe life of the contracts.*®

At the SRP, parties expressed concern about the potential “lost opportunity” that may arise from transferring
biomethane inventory tothe MCRA where it would be sold as conventional natural gas. FEl noted it was
exploring ways to be able to claim the carbon tax credit after moving the inventory to the MCRA.*** Transferring
unsold biomethane greaterthan 18 monthsin age would allow FEl time to potentially claim carbon credits for
the benefit of customers within the two yeartime frame. One possible way to do thisis by FEI notionally
consuming the biomethaneas “own use” gas. While current tax regulations do not allow for this, FEl is working
toward having this type of consumption recognized as eligible for the carbon tax credit.*®

In final argument, FEI summarizesits intentions regarding the informationitintendstoinclude inanapplication
as follows:

When FEl appliesfora transfer of any aged inventory, it will providethe Commission with an
update on any regulations applicable to the age of FEI's biomethane inventory and the demand
forecast overthe comingyear compared to forecast supply. (Draft Transcript, pp. 88-91) FEl
submitsthatthisinformation should provide a sufficient basis to satisfy the Commission as to
whetherFElisin fact foregoinganylostopportunitytosell the biomethane itis proposingto
transfer.'®

Intervenerargument

BCSEA agreesthat FEI's guiding principles are appropriate and supports FEI's proposals regarding the transfer of
unsold biomethane inventory, including giving FEI the flexibility to determine whether the vintage warrants
transfer. BCSEA accepts FEI's explanation of the factors that apply to the vintage of the unsold biomethane
submititis bestto leave flexibility in this regard rather than defining atwo-yearage limit.***

BCOAPO agrees a transfer mechanismto clearthe balance inthe BVAis necessary and that:

itisimportantthe transfer mechanism preserve the benefits associated with biomethane to the
greatest extent possible. Accordingly, BCOAPO supports FEl ‘s proposal to, if necessary, apply to
transfer unsold biomethane greaterthan 18 months of age to the MCRA for FEIl to consume as

its “own use” gas at the prevailing commodity cost rate.®

% |bid.

81 Transcript Vol. 2, pp. 88-91, 108-113, 204.
182 £ Final Argument, p. 13.

% Ibid.

184 BCSEAFinal Argument, pp.7-8.

165 BCOAPO Final Argument, p. 4.
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CEC submitsitis:

concernedthattransfers of inventory fromthe BVA account to the MCRA couldresultina lost
opportunity for cost-recovery through sale to potential future customers. The CECrecommends
that the Commissionrequire FEI, whenitfiles an application fortransferof inventory from BVA
to MCRA, to provide afulsome analysis of methods and approachesto preservingthe
opportunity for cost-recovery benefit to FEI's other customers.**®

FEl reply

In replyto CEC’'s submission, FEI submits it will file necessary and sufficientinformation to supportan
applicationto transferinventory and elaborates that FEl is seeking approval of princi plesin this proceedingto
help ensure the regulatory process to transferinventory is efficient and cost effective.*®’

Commission determination

A key consideration when looking atthe need to transferaged or excess inventory to the MCRA isthe potential
loss of the ability to realize the value of the environmental attributes associated with the biomethanebeing
transferred and this should be done based on the evidence available at the time of the application to transfer.
The Commission willthen assess the need fora transferatsuch time as FEI makes applicationforaninventory
transfer.

The Panel directs FEI to address the potential loss of the value of environmental attributes in any application
to transfer inventory from the BVA to the MCRA, including a discussion of the steps FEI has taken to realize
the value of the environmental attributes by other means than through sales to voluntary customers.

4.3.3 Regulatoryreview and approval process

FEI submitsit will apply tothe Commission forapproval of any transfer of inventory fromthe BVA to the MCRA
and whenitappliesforatransferof any aged inventory, it will provide the Commission with an update on any
regulations applicabletothe age of FEI’s biomethane inventory and the demand forecast overthe comingyear
compared to forecast supply. FEl submits that thisinformation should provide a sufficient basis to satisfy the
CommissionastowhetherFElisin fact foregoingany lost opportunity to sell the biomethane itis proposingto
transfer.'®®

With regard to the nature of an application foraninventory transfer FEl first makes reference to this application
infootnote 43 on page 48 of the Application which states “This may be in the form of a letterto the Commission
or as part of the Quarterly Gas Cost Review Process.”

Intervenerargument

At the SRP CEC explored the nature of the review process asking:

Will it be possible foryou to explore awhole range alternativesin terms of how we can preserve
the opportunity as opposedtoloseit? Asopposed to just make an applicationtothe

%8 CEC Final Argument, p. 28.

FEI Reply Argument, p. 19.
FEI Final Argument, p. 13.
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Commission, it’s 18 monthsorit’s 2 yearsand now itstime to transfer. Butl'd like tosee a
process somewhere we’ve got an opportunity to explore this.*®

In its final argument, CEC expressed concern that transfers of inventory from the BVA account to the MCRA
couldresultinalostopportunity for cost recovery through sale to potential future customers and recommends
that the Commission require FEI, whenitfiles an application fortransfer of inventory from BVA to MCRA, to
provide afulsome analysis of methods and approaches to preserving the opportunity for cost -recovery benefit
to FEI's other customers.'”°

FEl reply

In response to CEC’s argumentfora fulsome review, FEl submits:

FEI will file the information thatis necessary and sufficientto supportits Application to transfer
inventory. However, FEl is seeking approval of principlesin this proceeding that will help ensure

that the regulatory process to transferinventory is efficient and cost effective. ’*

Commission determination

FEl is required to file a formal application with the Commission before unsold biomethane can be transferred
from the BVA to the MCRA. The application must not be included as part of a quarterly gas cost review
process. It will be leftto FEI’s discretion to determine whenitis appropriate to make application foratransfer of
biomethane fromthe BVA tothe MCRA. The application must to be copied to the intervenersin this
proceeding and the Commission will consider whethera publichearing is required once the application has
beenfiled.

4.4 Mechanismfor transfer of costs

As aresultof the forecast growth in the BVA, FEl requests, pursuantto sections 59to 61 of the UCA, approval to
amortize the forecast December 31 balance inthe BVA, including the unsold biomethane premium, net of the
transfer of unsold inventory and remaining supplycosts, through the delivery rates of all non-bypass customers,
effectiveJanuary 1of the subsequentyear (BVA Balance Transfer) mechanism."”? FEl forecasts a 2025 BVA
closing balance of approximately $125 million in the absence of a BVA Balance Transfer mechanism.'”®> There are
three mainissues with respecttothe BVA Balance Transfer mechanism:

1. Istheforecastgrowthinthe BVAbalance anissue?
2. Ifthe growthinthe BVAbalanceisan issue, how shouldthe balanceinthe BVA be recovered?

3. Doesthe proposed BVA Balance Transfer mechanism provide customers with an understanding of the
true cost of the program?
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44,1 Forecastgrowth of BVA balance

FEI forecaststhatthe balance inthe BVA will increase due to the following events:

i.  Thedifference between the average cost of the biomethanesupply and the CCRA rate multiplied by the
volume of inventory transferred (Unsold Biomethane Premium)accumulatingin the BVA as a result of
the aged inventory transfer."”*

ii.  Thedifference between the cost based rate andthe applicable proposed Short Term BERC Rate and
Long Term BERC Rate multiplied by the RNGsales volumes accumulatingin the BVA (New BERC Rate

- 175
Variance).

iii.  The capital and operating costs for the FEI-owned interconnections and upgraders and the Biomethane

program overhead costs remaininginthe BVA.*®

iv.  The FEl proposal to use the closing balance (GJ’s) multiplied by the Short Term BERC Rate that will be
effectiveonJanuary 1 as a proxy for valuing the inventory at the lower of cost or market will also result
in costs accumulatinginthe BVA.""’

FEl forecasts thatif the currentaccounting treatmentis maintained, the BVA will increase from $3.288 millionin
2016 to $42.632 millionin 2020 and to $124.629 millionin 2025 (Status Quo Alternative Table 1).*"®

Table 7 - BVA Closing Balance (after tax) ($000’s) '”°

Alternative Forecast 2016 Forecast 2020 Forecast 2025
Status Quo $3,288 $42,632 $124,629
Proposed 52,821 $19,446 $22,609

44,2 BVABalance Transfer mechanism

As aresult of the forecast growth in the BVA, FEl isrequesting approval of the BVA Balance Transfer
mechanism.'® FEl states that the BVA Balance Transferamortization amounts would be forecast at FEI's annual
review or revenue requirement proceedings, subject to true -up to the actual amortization set each year.'®*
Furthermore, the BVA Balance Transferamortization amounts will only be reviewed to the extent that the
dollarsinthe deferral accountare part of what makes up the FEl delivery rateinthe PBRannual review or
revenue requirement filings."*

The diagram below shows the proposed calculation of the BVA Balance Transfer amortization amount. The
December 31 balanceinthe BVA (A), lessthe January 1 opening balance forthe subsequentyear(B), less the
transferof unsoldinventory (C) resultsin the unsold biomethane premium, New BERC Rate Variance, capital and
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operating costs forthe FEI-owned interconnections and upgraders, the Biomethane program overhead costs and
the valuation the inventory at the lower of cost or market accumulatingin the BVA.'®

Figure 7 — Transfer Mechanisms™®*

Storage & Transport Delivery Rates
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Regarding the automaticamortization of the forecast December 31st balance in the BVA withoutthe need for
furtherapproval from the Commission, FEl states:

... the mechanismisapproved, but like all costs embedded in ourannual review they're subject
to Commission reviewand approval. So, you know, by approving the delivery rates that have
embeddedinthemthe amortization expense. ...it goes back to the mechanism and the concept
of, you know, the approval to have the transfer, butreally the dollarsinthe deferral account are
still part of what makes up the delivery rates and our annual review and revenuerequirement
filings.'®

If the BVA Balance Transfer proposal is approved, the closing balances forthe BVA are forecast to be $2.82
millionin 2016, $19.45 millionin 2020 and $22.61 millionin 2025.**°

8 Exhibit B-1, pp. 3, 53.

Exhibit B-10, slide 17.
TranscriptVol. 2, pp. 209-210.
Exhibit B-9,BCUC2.51.1.1, Attachment 51.1.1, Live spreadsheet “Summary of Alternatives”, Alternative 3.
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Table 8 — BVA Closing Balance (after tax) ($000’s) **’

Year Forecast 2016 Forecast 2017 Forecast 2018 Forecast 2019 Forecast 2020
$2,821 $7,511 $15,467 $20,897 $19,446

Year Forecast 2021 Forecast 2022 Forecast 2023 Forecast 2024 Forecast 2025
$14,395 $11,872 $14,698 $20,028 $22,609

From 2016 to 2025, the BVA Balance Transfer mechanism isforecastto recoverof $62.309 million of

Biomethane costs from non-bypass customers.

188

Table 9 - BVA Balance Transfer Amortization ($000’s) '*°

Year Forecast 2016 Forecast 2017 Forecast 2018 Forecast 2019 Forecast 2020 Subtotal
$756 ($105) $101 $2,569 $9,530 $12,851
Year Forecast 2021 Forecast 2022 Forecast 2023 Forecast 2024 Forecast 2025
$14,718 $13,750 $9,053 $5,528 $6,409 $49,458
Grand Total $62,309
4.4.3 2013 Decision—Unsold Biomethane Premium deferral account

The 2013 Decision approved the establishment of the Unsold Biomethane Premium deferral account (UBPDA)
for the accumulation and amortization of the Unsold Biomethane Premiums and directed FEl to recoverthe

UBPDA from “from all FEI non-bypass customers, through arate rider, on a timely basis”.**°

FEI was directed to “bring before the Commission an application forapproval of the lower BERCrate,” if FEI
consideredit “necessarytosetalowerBERCrate than would be set using the BERC rate setting methodology
whichincludes all cost.”*** The 2013 Decision also suggested that the difference between the BERC and the fully
allocated costs of acquiring the biomethane should be recovered through the UBPDA. **?

4,44 2013 Decision—Rate Riderand Transparency

The 2013 Decisionincluded the following statement with respect to cost transparency:

...publicinterestis served by this program being successful. Nonetheless, the Commission Panel
considersthe needfortransparency and an understanding of the true cost of the program to be
of utmostimportance. **

FEI submits thatthe BVA Balance Transfer “is consistent with the need with the need fortransparency as

7194

outlined on Page 53 of the decision.”””" Regarding the need forarate riderto provide transparency, FEl explains

%7 |bid., Tab “BVA Forecast.”

188 Ibid., Tab “Forecast Impacts.”
' 1pid.

105013 Decision, p. 69.

%1 5013 Decision, p. 72.

%2 pid.

% Ibid, p. 53.

% Exhibit B-5, BCUCIR 1.40.1.
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that froma customer perspective, thereis notransparencyissue, becausearate rideris not typically aseparate
line item ona customer’s bill.'** Rate riders are embedded in the rate on a customer’s the bill; however they are

shown as separate line items in the FE| tariff.'*°

4.45 UnsoldBiomethane Premium deferral accountimplementation

Instead of establishing the UBPDA and the associated rate rider for the accumulation and amortization of the
Unsold Biomethane Premiums, FEI proposes to amortize the Unsold Biomethane Premium amountdirectly from
the BVA into the delivery rates of non-bypass customers.™’

FEI proposesthatifitis directed toimplement the UBPDA and rate rider, the UBPDA should be a rate base
deferral account with an amortization period of one year with no expiration date forthe account, foras longas
the Biomethane Program remains in place."”® FEl forecasts that the UBPDA rate rider would not apply in 2015
and the 2016-2018 rate riders would be zero. The first UBPDA inventory transferis forecast to occur on
January 1, 2018, with the rate riderrecovery occurringin 2019, assumingaone yearlaginorderfor the rate

%% FEl also states that it “is not opposed to a periodicreview of the
7200

riderto be based on the actual transfer.
UBPDA account, but FEI does not believe that such a review is necessary.

FEI argument

FEI submits thatits requestforapproval, in principle, to amortize the forecast December 31 balance inthe BVA,
net of the transfer of unsold inventory and remaining supply costs, through the delivery rates of all non -bypass
customers effective January 1 of the subsequentyearis simple and transparent. FEl proposes to forecast the
amortization amountsinitsannual review or revenuerequirement proceedings and true-up to the actual
amortization seteach year. Furthermore, FEl states thatits proposal is consistent with the Company’s revenue

requirements process.?**

With respect to the 2013 Decision directivefor FEl “to recoverany balance in the unsold biomethane premium
7292 EE| explains that this
2% Moreover, FEI

deferral accountfrom all non-biogas customers through arate rider on a timely basis.
directive does notapply, becauseit has neverneededtorecoverany balancesinthe UBPDA.
states that BVA Balance Transfer will transparently track costs and eliminatethe need forthe UBPDA and rate
rider, while appearing the same to customers on their bills.?** FEl submits that the transfer mechanisms for
managing future balancesin the BVA are just and reasonable, informed by the appropriate principles and

recommends approval by the Commission.?®®

% Ipid.

% Ipid.

Y7 Exhibit B-1, p. 53.

Exhibit B-5, BCUCIR 1.40.2.
%9 Exhibit B-5, BCUCIR 1.40.2.1.
20 Evhibit B-9, BCUCIR 2.55.2.
206 g Final Argument, p. 14.
2925013 Decision, p. 69.

FEl Final Argument, p. 14.
FEI Final Argument, p. 15.
2% pid.
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Intervenerargument

BCSEA supportsthe approval of FEI'srequest as filed. Inaddition, BCSEA notes that the amortization amounts
will be forecast at FEI’s annual review orrevenue requirement proceedings. Furthermore, BCSEA agrees with the
FEI submission thatits proposalisasimple and transparent method to recover BVA costs from non-bypass
customersthatis consistent with FEI's revenue requirements process.

CEC explainsthatif the Commission approves the Aged Inventory Transfer request, the proposed BVA Balance
Transferwould be appropriate. However, if the Commission requires FEl to perform the additional rate design
work on its BERC methodologyproposals recommended by CEC, the n CECsubmits that transfersto delivery
rates of non-bypass customers should be deferred until the establishment of more appropriate rate designs.”*

BCOAPO states thatthe market-based BERC rate sales and Aged Inventory Transfer will cause unrecovered cost
of service and Unsold Biomethane Premiums toaccumulate in the BVA. As a result, amechanism forrecovering
these costsisrequired. BCOAPO also notes that the 2013 Decision directed FEl to “recoverany balance in the

unsold biomethane premium deferral account from all non-bypass customers through arate rider.”*%’

BCOAPO does not objectto FEI's overall proposal forthe amortizingthe BVA balance directly fromthe BVAinto
delivery rates of non-bypass customers. However, BCOAPO also explains that the automaticamortization of the
Unsold Biomethane Premiumsinthe annual review process could put ratepayers at risk because the amounts to
be amortized are currently unknown. Furthermore, BCOAPO noted that FEl seemed amenable to postponing the
transfer of Unsold Biomethane Premiums and application forapproval the Aged Inventory Transfer until 2018.
As aresult, BCOAPO submits that the delayis areasonable and provides a small amount protectionto of non -

biomethane customers without harming FEI.*%®

FEI Reply

FEI notesthat BCOAPO does not object to the overall proposal. Furthermore, FEl submits that does nothave a
buildup of inventory inthe BVA and expects the first use of the transfer mechanismto occur in 2018. However,
FEI submits that, itis important to have certainty regarding process for maintaining areasonable BVA balances
goingforward.

Therefore FEl requests approval in principle of the transfer mechanisms filed in the Application and explained at
the streamlined review process.”*

Commission determination

The Panel approves FEI'srequest to amortize, over a one year period, the forecast December 31 balance in the
BVA, net of unsold inventory and remaining supply costs, through the deliveryrates of all non-bypass
customers effective January 1 of the subsequentyear. However, the BVA Balance Transfer mechanismand
inclusion of the amortization amountsinits annual review or revenuerequirement proceedings, as proposed by
FEl, does not provide sufficient transparency. FEl customers, interveners and the Commission would be unable

2% CEC Final Argument, p. 28.

BCOAPO Final Argument, p. 4.
208 .

Ibid.
2% EEl Reply, p. 18.
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to easily determine, among other things, the rate impact and the details of the BVA costs beingamortized, if the
forecast December31°balance inthe BVA is amortized through the delivery rates of all non-bypass customers
effectiveJanuary 1°' of the subsequent year

In order to provide the transparency directedin the 2013 Decision the Panel directs that the recovery of the
BVA balance be through a rate rider from FEI's non-bypass customers, effective January 1st of the subsequent
year (BVA Rate Rider). Furthermore, the continuation of the FEI BVA Balance Transfer mechanism will be
reviewed in the earlierof four years or an application for an inventory transfer from the BVA to the MCRA, or
FEI's approach to ratemaking (i.e. PBR to cost of service).

4.5 Marketing, customer education and awareness’*’

FEl states: “[it] believes thatamodestresumptioninspendingon RNG Program awarenesstoa level closer to
2013 levels, in conjunction with amarket based BERC rate, would supportincreased enroliment. Thus, FEI will
resume customerawareness and education spending to $300 thousand peryear, commencingJanuary 1,
2016.”211

Although FEl has not explicitly sought approval of thisincreased spending, at the Procedural Conference the
Panel determined that the $S300 thousand customereducation and awareness spend was in scope forthis
proceeding for contextual background and discussion purposes.**

FEl states that this budget can be used effectively to retain existing customers, and to increase participation
throughincreasinglevels of program awareness and program understanding. FEl identifies the following
channels asthe most likely to achieve program marketing goals.

e Existing RNG customercommunication —Newsletters, prize lottery, earned mediato stimulateword of
mouth and referrals

e FEI Natural Gas customer communication —RNG promotions within existing customer communication
channelssuch as the bill toimprove conversion of existing customersto RNG.

e Directoutreach — Direct mail, suppliersite tours to engage more directly with customersto strengthen
connectionstothe RNG Program.

e Sponsorshipsand partnership channels —Engagementin events and sponsorships that target key
commercial target sectors and business types

e Digital and social media— Creation of shareable content and stimulation of interestin RNGas a
discussiontopicleadingtoimproved awareness and interest

e Research—Evaluation of existing channel effectiveness to optimize and refocus education and

. 213
awareness efforts accordingly.

FEI provided the following estimates, underthe assumption thatthe Applicationis approved.

21 EE andinterveners appearto use the terms marketing, customer awareness and Customer education interchangeably.

ExhibitB-1, p. 48.
TranscriptVol. 1, p. 29.
Exhibit B-1, p. 49.
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Table 10 — Customer Education Cost Estimates®"*

Residential 2015 2016 2017 2018 2019 2020
(Total
projected)
Increase in Customer Additions 886 1200 1200 1200 1400 1400
Customer Education ($) $105,000 | $180,000 | $183,600 | $187,200 [ $190,800 | $195,000
Commercial 2015 2016 2017 2018 2019 2020
(Total
projected)
Increase in Customer Additions 17 30 20 20 20 20
Customer Education (S) $70,000 | $120,000 | $122,400 124,800 127,200 130,000

When asked to provide the expected increasein sales (GJs) resulting fromincreased customerawareness and
marketing spending, FEl stated, “The increase in volume assumed in the Applicationis aresult of both price
changes and an expectedincrease in customerawareness and education spending. Itis not possible to
determine the increase in volumeattributable to customerawareness alone.”***

Duringthe SRP, CEC raised the question of how FEl has evaluated the effectiveness of the customer education
and awareness spending. Inresponse, FEl stated that due to cost considerations, to date it has not done much
research into the effectiveness of its customer education and awareness spending. However, the company was
opento theidea, stating, “...it may be somethingthat we doin the future.”?*°

Intervenerargument

All three intervener groupsindicated general support of the proposed $300,000 customer education and
awarenessspend.”’

In discussingthe issue of the customerawareness and marketing spend, BCSEA states “[it] would have preferred
that FEI had responded tothe 2014 BERC rate increase with more, notless, marketing."218 Further, BCSEA states
“[it] certainly support[s] FEI'sintention to restore the education spending to pre-cutback levels. BCSEA-SCBC
agree with FEI that this level of spendingis reasonable for the voluntary RNG program.”***

BCOAPO statesthatit “does not objecttothe resumption of spending on customereducation and awareness at
the previously set level of $300,000 perannum.”**°

2% Exhibit B-5, BCUCIR 1.43.2.

2% |bid, BCUCIR 1.43.3.

218 Try nscriptVol. 2, pp.64—65.

217 BCSEAFinal Argument, p. 8; BCOAPO Final Argument, p. 4; CECFinal Argument, pp.16-17.
BCSEAFinal Argument, p. 5.

2 Ibid., p. 8.

220 BCOAPO Final Argument, p. 4.
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In itsfinal argument, CECreviews the chart provided by FEl in response tothe CEC IR 1.8.2 (see image below),
which provides the monthly residential additions as compared to the marketing spend forthat customergroup,
and “submits thatthe decrease in marketing related to the drop-off in monthly additions is significant evidence
to which the Commission should provide significant weight.”***

Figure 8 —Rate Schedule 1B monthly Adds and Marketing Spend®*?
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CECidentified the need for FEl to evaluate the cost-effectiveness of its customereducation and awareness
spending. CECargues that, by dividing marketing expenditures by number of customeradditionsin each year,
one arrives at the average costs per acquisition in the ranges of $240 per new residential customer and $4,100
per new commercial customer.??* CEC further submits that the Commission should make some direction to FEI
regarding this and other metrics for reporting on the cost effectiveness of the marketing efforts. ***

BCSEA submitsthat CEC's calculationis notan appropriate metricforevaluating the effectiveness of the
spending. BCSEA states:

BCSEA-SCBC agree with FEl that this level of spendingis reasonable forthe voluntary RNG
program. As FEl statesin paragraph 50, ‘a voluntary program can only function properly if
customers are made aware of the program and are provided the information they need to
decide to participate.” BCSEA-SCBC agree with FEl in paragraphs 49 and 50 that awareness
spending per customeraddition to the RNG program is not a valid or appropriate metric. **

221
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CEC Final Argument, p. 17.

Exhibit B-8, CEC1.8.2

TranscriptVol. 12, pp.64—66, 135-137; CEC Final Argument p. 25.
CEC Final Argument, p. 25.

BCSEAFinal Argument, p. 8.
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FEl reply

FEl also submits that CEC’s calculationis notappropriate, stating:

[CEC’s] calculation attributes no value to the cost of generating customerawareness amongst
one million customers, educating customers that may be interested (but do notsign up) and
retaining customersthatdo sign up forthe program. Instead, the cost per addition metric
unfairly attributes all spending to the sole purpose of customeradditionsin asingle year. This
misleading metricalso failsto appreciate that there is cost of entry into the marketthat simply
cannot be avoided.?*®

Panel discussion

The Panel supports resumption in customerawareness and education spendingin the $300 thousand peryear
range.

Thereissufficientevidence onfileto suggest that the recentreductionsin spending have in some measure
contributed tothe less than hoped forresultsin terms of customer acquisition/retention, and thatan increase
will be helpfulin growing program revenues. Thatsaid, the evidence is insufficient to provide abasisforarguing
that $300 thousandisthe optimal total fundinglevel (i.e. as opposed to simply being the amount spentin prior
periods).

While we share FEI's view that CEC’s cost-per-acquisition metricis not particularly useful as an indicator of cost-
effectiveness of the marketing efforts, we support CEC’s broader thrust that better evaluation of spending
effectivenessis needed. We encourage FEI to establish aset of evaluation metrics thatitwill track overtime,
that can be usedto betteranalyze suchissuesas: whetherthe total spending envelope is appropriate or should
be adjusted (either upwards or downwards); and whetherthe spending allocations are getting the bestresults.
In the next section of this decision FEl isalso directed to provide periodicreporting as part of its annual review
filing, and to prepare a more thorough analysis of the data as part of the overall evaluation report that will be
expected ata future date.

4.6 Reporting and assessment of new BERC rate methodology

4.6.1 Requesttodiscontinue quarterlyreporting

FEl isseeking approval to discontinue the quarterly BERCand BVA reportand replace it with a single annual
reportin conjunction with the Fourth Quarter CCRA and MCRA report.*?’ This annual BERC and BVA reportis
where FEl would seek approval to reset the Short Term Contract BERC Rate effectivelanuary 1each year. The
annual resetting of the BERCis a “mechanical exercise” as the BERC is derived from the CCRCand carbon tax
that are effective January 1.7%®

Intervenerargument

CEC, BCSEA and BCOAPO all support FEI's proposal to replace quarterly BVA reporting with annual reporting.

228 £E| Final Argument, p. 16.

ExhibitB-1, p. 3.
FEI Final Argument, p. 15.
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Commission determination
The Panel agreesthereisnoneedto continue toreportthe status of the BVA and the BERC on a quarterly basis.
FEl is directed to file an annual report concurrently with the fourth quarter CCRA and MCRA commodity cost

report setting out the Short Term BERC Rate and Long Term BERC Rate that are to be effective on the next
January 1* and the calculation of the respective BERC rates.

The Panel directs FEI to continue to file an annual BVA status report by April 30 of each year witha
reconciliation of the BVA for the immediately preceding calendaryear.

In the FEl rate riders section of the annual review or revenue requirements filings, FEl is directed to include
the followinginformation:

e A continuity schedule showing the breakdown of the forecast December 31st balance in the BVA to be
recovered by the BVA Rate Rider by year including sufficient supporting details.

e The calculation of the BVA Rate Rider by rate class.

e A continuity schedule showing the forecast, actual and variance (actual — forecast) biomethane
revenues and volumes sold (GJ) by rate class, type of contract (short term/long term) and year.

e Numberof customers in each rate class.

4.6.2 Measures of effectiveness of new BERC rate methodology

FEl statesit would considerthe new BERC rate methodology effective if FEl achieves two percent customer
uptake, the execution of one longterm contract and there is no need foran inventory transferfromthe BVA to
the MCRA.**?

FEl statesitwould considera potential change to the BERC rate under circumstancesincluding, but notlimited
to, the following:

1. Continuedand persistent customer de-enrollment

2. Continuedand persistent over-demand (enrollment beyond current supply levels)

3. Significantly lowersupply costs

4. Relative price of alternative energy is significantly reduced orincreased

Commission determination

In section 4.1.3 of this decision, the Panel expressed its concern that simply lowering the price may not
maximize revenues. Notwithstanding this concern, the Panelhas approved FEI’s proposal fora BERC based on
the sum of the CCRA rate, the carbontax and a premium. However, as directed in the following section of this
decision, FElis required to demonstrate that this approach hasincreased revenues after FEl has operated under
the new BERC rate methodology foraperiod of time.

2 Exhibit B-5, BCUCIR 1.42.1.
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4.6.3 Nature of regulatory review process to assess effectiveness

Given FEl proposestofile anannual BERC rate settingreportand an annual BVA status report, FEI does not
believethata pre-determined date in the future to review the RNG Program is necessary at this time.**° FEl
states that there are many factors that can or may influence the success of the RNG Program and FEI will analyze
and apply for changes, if appropriate.?*

FEI submits that the proposed annual reporting structure will maintain the necessary transparency and oversight
overthe biomethane program. FEl submits there will also be other proceedings in which the Commission will
maintain oversight overthe programincluding FEI’s annual review orrevenue requirement proceedings,

approvals of supply agreements and soon as listed on pages 54 and 55 of the Application. **

FEl requests approval of the mechanism foramortizingthe December 31 BVA balance, butthe amount to be
amortized would be embedded in FEI’s annual review and subject to Commission review and approval.**?
However, FEl also states that the amortization of the forecast December31BVA balance will be treated asa
flow-through item, similarto the automaticadjustment mechanisms for the ROE. Like the ROE adjustment
mechanism, changes to the amortization of the December 31 BVA balance will be subjecttoa compliance
filing.”**

The annual review is primarily concerned with the evaluation of the operation of the PBRPlanin and the review
of the currentyear projections and the upcomingyear’s forecast. The amortization of the December 31 BVA
balance would be included in “Plant balances, deferral account balances and otherrate base information and
depreciation and amortization to be included in rates” portion of the annual review. >*® In addition, the FEI
2014-2018 PBR Decision noted FEI's statement that:

..the review of the cost of service will not be as detailed asin a revenue requirements
application, since controllable costs are largely formula driven, the Annual Reviewwill provide
more frequent reporting than would normally exist under Cost of Service regulation.”*°

Commission staff suggestedin the SRP that since the forecast automatictransfers were not large in the first few
years it might be appropriate to review program performance and whether adjustments should be made before
making the transfers automatic. FEl agreed that was an approach they would be open to.?*’

Intervenerargument

BCOAPO does notobjectto FEI's overall proposal forthe amortizing the BVA balance directly fromthe BVAinto
delivery rates of non-bypass customers. However, BCOAPO also explains that the automaticamortization of the
BVA costs inthe annual review process could put ratepayers at risk because the amounts to be amortized are

currently unknown. Furthermore, BCOAPO notes that FEl seemed amenable to postponing the transfer of costs

2% |hid, BCUCIR 1.42.2.

2! |pid, BCUCIR 1.42.4.

22 LE| Final Argument, p. 15.
TranscriptVol. 2, pp.209-210.

2% bid, p. 202.

233 FE| 2014-2018 PBR Decision, p. 185.
> 1bid, p. 184.

27 Tra nscriptVol. 2, pp. 206—307.
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and application forapproval the aged inventory transferuntil 2018. As a result, BCOAPO submits that the delay
isa reasonable and provides a small amount protection to non-biomethane customers without harming FEI.>*®

CEC submits:

The CEC is concerned that transfers of inve ntory from the BVA account to the MCRA could result
ina lost opportunity for cost-recovery through sale to potential future customers. The CEC
recommends thatthe Commission require FEI, when it files an application for transfer of
inventory from BVA to MCRA, to provide afulsome analysis of methods and approachesto
preserving the opportunity for cost-recovery benefit to FEI's other customers.”*’

BCSEA agreeswith FEI's proposed regulatory review and approval mechanisms.

Commission determination

FEI suggests thatthe Commission has the opportunity to examine the effectiveness of the new BERCrate
methodology through the review of filings such as the annual BERC rate settingfiling, the annual BVA status
report, the annual revenue requirements application or PBR annual review, and/or asection 71 filingof a
biomethane supply contract.

The Panel does notagree that this ensures an appropriate review. Areview of this nature would be out of scope
insome cases (e.g. reviewof supply contact application thatis within the contracted supply volume and price
caps), beyond the capacity of a thorough review (e.g. inthe case of the annual BVA status report whichisa
compliance report) or potentially reviewed as a relatively small item as compared to largerissuesin a broader
application (e.g.inthe case of an annual review orrevenue requirement application).

In the Panel’s view amore thorough andin-depth review is required to determineif the BERC rate methodology
approvedinthis decisionisachieving the stated objectives. Recognizing thatthere needsto be reasonable
period of elapsed time in which to allow the new program to take hold before conducting such a review, the
Panel considers an appropriate trigger forreviewto be by the earlier of an application to transferinventory to
the MCRA or fouryearsfromthe date of issue of this decision.

FEl is directed to file a comprehensive assessment report for Commission approval at the earlier of the
application by FEI for a transfer of biomethane inventory from the BVA to the MCRA or four years after the
date of issue of this decision, whichever comes first (Assessment Report). In the event FEl commits all
available supply through the Long Term Contract offering prior to the earlier of these two events, FElis
directed to file the Assessment Report at that time. In the Assessment Report FEl is to include, among any
other information FEI views necessary to inform the Commission, the following:

1. Anassessmentof the degree to which the new BERC rate methodology has achieved the objective of
maximizing revenues.

2. An evaluation of the supply/demand balance for the RNG program including an update on the
biomethane supply contracted to date and projected to be contracted overthe near future.

3. ForJanuary 1* of each year for the period from the date of implementation of the new BERC rate
methodology to date:
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BCOAPO Final Argument, p. 4.
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3.1. The BVA balance;

3.2. The Short Term BERC Rate;

3.3. The Long Term BERC Rate;

3.4. The CCRC;

3.5. The carbon tax; and

3.6. The costs transferred to from the BVA to the BVA balance Transfer rate base deferral account.

Monthly data for the following for the period from the date of implementation of the new BERC rate
methodology to date :

4.1. Number of customers by rate class and by offering (i.e. short-termversus long-term);
4.2. Churn rate by customer class; and
4.3. RNG sales quantities and revenues by rate class and by offering.

For long-term contracts, provide a summary of the terms and conditions that have beenincludedin
executed contracts to date.

In the case where the Assessment Report is triggered by an application to transfer biomethane
quantities from the BVA to the MCRA, a discussion of the steps FEI has taken to realize the value of
the environmental attributes by other means than through sales to voluntary customers.

An analysis of customer awareness and education spending for each year over the period from the
date of implementation of the new BERC rate methodology to date including analysis against any
metrics that are established by FEI as referred to in section4.5.

An evaluation of the effectiveness of the customer awareness and education spend over the period
from the date of implementation of the new BERC rate methodology to date.

Recommendations regarding the need for any changes to the BERC rate methodology.
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5.0 SUMMARY OF DIRECTIVES

ThisSummary is provided forthe convenience of readers. In the event of any difference between the directions
inthis summary and those in the body of the decision, the wordingin the decision shall prevail.

Directive Page

1 Giventhatwe considerarevisiontothe current methodology warranted, in the absence of 23
any evidence suggesting an alternative BERC premium, and noting the support of BCSEA and
BCOAPO, the Panel approves apremium of $7 per GJ above the Conventional Gas Cost as the
Short Term BERC Rate.

2. Further, the Panel approvesthe Long Term BERC Rate to be setat a S1 per GJ discounttothe 23
Short Term BERC Rate, subjecttothe further determinationsinsection4.1of thisdecision.

3. In orderfor a contract to be eligibleforthe Long Term BERC Rate, the contract must be for a 29
commitmentto purchase nolessthan 60,000 GJ in aggregate overthe term of the contract
and must be for a term of no lessthanfive yearsand no more than tenyears.

4, For the reasons setout below, the Panel determines that long term contracts shall be subject 30
to a Minimum Contract Strike Price of $10/GJ.

5. The Panel directs thatlongterm contracts mustinclude a Contract Floor Price provision that 32
resultsinthe price of RNG in any period beyond yearfive of a contract that is notless than
the then prevailing Conventional Gas Cost.

6. The Panel directs FEl to make the Long Term Contract offering availableto all customers 33
willing to committo the required minimum take term and quantities. Inthe event FEI
determinesthere are barriers that prevent FEl from providing access for customers other
than transportation service customers, FEl is directed to file areport with the Commission
describing the nature of the barriers and a discussion of the proposed method(s) for
overcomingthese barriers.

7. FEl isdirected tofile blackline changes to section 28 of the FEI GT&C and Rate Schedules 1B, 34
2B, 3B 5B and 11B reflecting the BERC rate methodology approved inthis decision. These
tariff pages are to be filed within 30days of the date of this decision.

8. The Panel directs FEl to address the potential loss of the value of environmental attributesin 38
any application to transferinventory fromthe BVA to the MCRA, includinga discussion of the
steps FEI has taken to realize the value of the environmental attributes by other meansthan
through sales to voluntary customers.

9. FEl isrequired tofile aformal application with the Commission before unsold biomethane 39
can be transferred fromthe BVA tothe MCRA. The application must notbe included as part
of a quarterly gas cost review process.
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Directive

Page

10.

The application mustto be copied tothe intervenersin this proceeding and the Commission
will considerwhetherapublichearingis required once the application has been filed.

39

11

The Panel approves FEI’'srequesttoamortize, overaone year period, the forecast December
31 balance inthe BVA, net of unsold inventory and remaining supply costs, through the
delivery rates of all non-bypass customers effective January 1 of the subsequentyear.

44

12.

In orderto provide the transparency directed in the 2013 Decision the Panel directsthatthe
recovery of the BVA balance be through a rate riderfrom FEI’s non-bypass customers,
effectivelJanuary 1st of the subsequent year (BVA Rate Rider). Furthermore, the continuation
of the FEI BVA Balance Transfer mechanism willbe reviewed in the earlier of fouryearsor an
application foraninventory transferfromthe BVA to the MCRA, or FEI's approach to
ratemaking (i.e. PBRto cost of service).

45

13.

FEl isdirected tofile anannual report concurrently with the fourth quarter CCRA and MCRA
commodity cost report setting out the Short Term BERC Rate and Long Term BERC Rate that
are to be effective on the nextJanuary 1°* and the calculation of the respective BERC rates.

49

14.

The Panel directs FEI to continue to file an annual BVA status report by April 30 of eachyear
with a reconciliation of the BVA forthe immediately preceding calendar year.

49

15.

In the FEI rate riders section of the annual review orrevenuerequirements filings, FEl is
directedtoinclude the followinginformation:

e A continuity schedule showingthe breakdown of the forecast December 31st balance
inthe BVAto be recovered by the BVA Rate Rider by yearincluding sufficient
supporting details.

e The calculation of the BVA Rate Rider by rate class.

e A continuity schedule showingthe forecast,actual and variance (actual —forecast)
biomethane revenues and volumes sold (GJ) by rate class, type of contract (short
term/longterm) and year.

e Numberof customersineach rate class.

49

16.

FEl isdirected tofile acomprehensiveassessmentreport for Commission approval atthe
earlierof the application by FEl for a transfer of biomethane inventory from the BVAtothe
MCRA or four years after the date of issue of this decision, whichever comes first
(Assessment Report). Inthe event FEl commits all available supply through the Long Term
Contract offering priorto the earlier of these two events, FEl is directed tofile the
Assessment Report atthat time. Inthe Assessment Report FElis toinclude, amongany other
information FEl views necessary toinform the Commission, the following:

1. Anassessmentof the degreeto whichthe new BERC rate methodology has achieved
the objective of maximizing revenues.

2. An evaluation of the supply/demand balance forthe RNG program includingan
update onthe biomethane supply contracted to date and projected to be contracted
overthe near future.

51
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Directive

Page

3. ForlJanuary 1* of each yearfor the period from the date of implementation of the
new BERC rate methodology to date:

3.1. TheBVA balance;

3.2. TheShort Term BERC Rate;

3.3. Thelong Term BERC Rate;

3.4. TheCCRCG;

3.5. Thecarbon tax; and

3.6. The costs transferred to fromthe BVAto the BVA balance Transfer rate base
deferral account.

4, Monthlydata for the following forthe period from the date of implementation of
the new BERC rate methodology to date :

4.1. Numberof customers by rate classand by offering (i.e. short-termversus
long-term);

4.2. Churnrate by customerclass; and

4.3. RNGsalesquantities and revenues by rate class and by offering.

5. Forlong-term contracts, provide asummary of the terms and conditions that have
beenincludedin executed contracts to date.

6. Inthe case where the AssessmentReportistriggered by anapplicationtotransfer
biomethane quantities from the BVA to the MCRA, a discussion of the steps FEl has
takento realize the value of the environmental attributes by other means than
through sales to voluntary customers.

7. Ananalysis of customerawareness and education spending foreach yearoverthe
period fromthe date of implementation of the new BERC rate methodology to date
including analysis againstany metrics that are established by FEl asreferredtoin
section4.5.

8. An evaluation of the effectiveness of the customerawareness and education spend
overthe period fromthe date of implementation of the new BERCrate
methodology to date.

9. Recommendationsregardingthe need forany changestothe BERC rate
methodology.
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DATED at the City of Vancouver, in the Province of British Columbia, this 12" day of August 2016.

Original signed by:

D. M. MORTON
PANEL CHAIR / COMMISSIONER

Original signed by:

H. G. HAROWITZ
COMMISSIONER

Original signed by:

K. A. KEILTY
COMMISSIONER



Sixth floor, 900 Howe Street

nag BritiSh Columbia Vancouver, BC Canada V6Z 2N3
BRITISH le . . . TEL: (604) 660-4700
COLUMBIA Utllltles Commission BCToll Free: 1-800-663-1385
FAX: (604) 660-1102
ORDER NUMBER
G-133-16
IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473
and
FortisBC Energy Inc.
Application for Approval of
Biomethane Energy Recovery Charge Rate Methodology
BEFORE:
D. M. Morton, Commissioner/Panel Chair
H. G. Harowitz, Commissioner
K. A. Keilty, Commissioner
on August 12, 2016
ORDER
WHEREAS:

A. On August 28, 2015, FortisBCEnergy Inc. (FEI) filed an application for Approval of Biomethane Energy

C.

Recovery Charge (BERC) Rate Methodology (Application), pursuant to sections 59—-61 of the Utilities
Commission Act. Inthe Application FEl is seeking approval of anon-cost-based BERC rate methodology,
mechanisms fortransferring costs and unsold biomethane volumes out of the Biomethane Variance Account
(BVA) forrecovery from FEI's non-bypass ratepayers and revised reporting requirements;

By OrderG-210-13 and its Decision dated December 11, 2013 (2013 Decision), the British Columbia Utilities
Commission (Commission) approved the continuance of the FEI Biomethane Program on a permanent basis
with certain modifications as directed in the 2013 Decision. The 2013 Decision dated December 11, 2013, set
out a cost-based rate methodology for determining the BERCthat recovers all biomethane program costs;

In the Application, FEl requests the following approvals:

i.  Approval of a Short Term Contract BERC rate at the Commission approved January 1°* Commodity
Cost Recovery Charge (CCRA rate) per GJ, plus the current Carbon Tax applicable to natural gas
customers, plus apremium of $7.00 per GJ; and, applicable to all affected biomethanerate
schedules within the Mainland, VancouverIsland and Whistler Service Are as, to be effective the
later of the start of the first quarterafterthe Commission’s decision orJanuary 1, 2016 as discussed
inSection 7 of the Application;
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ii.  Approvalthatthe Long Term Contract BERC rate be setat a $1.00 per GJ discount to the Short Term
Contract rate;

iii.  Approvaltodiscontinue the quarterly BERCand BVA report and replace with a single reportin
conjunction with the Fourth Quarter CCRA and Midstream Commodity Reconciliation Account
(MCRA) report;

iv.  FEl may applytotransferunsold biomethanesupplythatis greaterthan 18 monthsinage and/or
250,000 GJsinthe BVAto the MCRA at the prevailing CCRA rate onJanuary 1 each year; and,

v.  Approvaltoamortize the forecast December31 balance inthe BVA, net of the transfer of unsold
inventory and remaining supply costs, through the delivery rates of all non-bypass customers
effectivelanuary 1of the subsequentyear;

By Order G-147-15 dated September 15, 2015 the Commission established the initial regulatory timetable
directing FEl to file supplementary information and providing for one round of written information requests,
followed by a procedural conference on November 16, 2015 to determine the remaining regulatory process;

The following parties registered asintervenersinthe proceeding:

1. British ColumbiaOld Age Pensioners’ Organization et al (BCOAPO);
2. BCSustainable Energy Association and the Sierra Club BC, (jointly BCSEA); and
3. Commercial Energy Consumers Association of British Columbia (CEC);

On November 16, 2015 at the procedural conference the Commission clarified the scope of the proceeding
and determined that additional regulatory process was required. The additional regulatory process
consisted of a second round of written information requests and astreamlined review process (SRP);

The Commissionissued Order G-181-15 dated November 19, 2015 establishingaregulatory timetable
setting out the remainingregulatory process, including an SRP on February 4, 2016;

By February 23, 2016, the Commission received final argument from FEl and registered interveners onthe
Application;

On April 22, 2016, the Commissionissued aletterto FEl and registered intervenersindicatingthe Panel is
consideringwhetheritwould be appropriateto establish floor prices and ceiling prices for each of the two
proposed BERCrate offerings. The letter asks partiesif they wish tofile evidence on this matter. FEl and
each of the intervenersindicated they did notintendtofile further evidence;

On May 4, 2016 the Commissionissued Order G-60-16setting outa timetable for filing of supplemental
argumentinregard to floorand/or ceiling prices;

By May 18, 2016, the Commission received final supplemental argument from FEl and registered interveners
on the Application; and

The Commission reviewed the Application, the evidence and the submissions of the parties and finds thata
change in the BERC rate methodology is warranted.

NOW THEREFORE pursuantto section 59 to 61 of the Utilities Commission Act and for the reasons containedin
the Decisionissued concurrently with this order, the British Columbia Utilities Commission as follows:
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1. Approvesapremiumof S7 perGJ above the Conventional Gas Cost (defined as the sum of the Commodity
Cost Recovery Charge, the carbon tax and any othertaxes applicable to conventional natural gas sales) as
the Short Term BERC Rate.

2. Approvesthe Long Term BERC Rate to be setat a $1 perGJ discountto the Short Term BERC Rate subjectto
the following:

a. Inorderforacontract to be eligibleforthe Long Term BERC Rate, the contract mustbe for a
commitmentto purchase nolessthan 60,000 GJ in aggregate overthe term of the contract and
must be fora term of nolessthan five yearsand no more thantenyears;

b. Long term contractsshall be subjectto a Minimum Contract Strike Price of $10 perGJ; and

c. Longtermcontracts must include a Contract Floor Price provisionthatresultsinthe price of
Renewable Natural Gasin any period beyondyearfive of acontract that is not less thanthe
prevailing Conventional Gas Cost;

3. DirectsFortisBCEnergy Inc. (FEI) tofile blackline changes to section 28 of the FEI General Terms and
Conditions and Rate Schedules 1B, 2B, 3B, 5B and 11B reflectingthe BERCrate methodology approvedinthe
Decision within 30days of the date of the Decision.

4. DirectsFEl to file acomprehensive assessment report for Commission approval at the earlier of the
application by FEl for a transfer of biomethane inventory from the Biomethane Variance Accountto the
Midstream Commodity Reconciliation Account or fouryears afterthe date of issue of this decision,
whichevercomesfirst (Assessment Report). Inthe event FEl commitsall available supply through the Long
Term Contract offering priorto the earlier of these two events, FEl is directed to file the Assessment Report
at that time.

5. FElisto complywith all directives and determinations set outinthe Decision accompanyingthis order.

DATED at the City of Vancouver, in the Province of British Columbia, this 12" day of August 2016.

BY ORDER
Original signed by:

D. M. Morton
Commissioner

Orders/G-133-16_FEI-BERCRate Methodology_Decision
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LIST OF ACRONYMS

2010 Decision

Terasan Gas Inc. Application for Approval of a Biomethane Service Offering and
Supporting Business Model, forthe Approval of the Salmon Arm Biomethane
Projectandfor the Approval the Catalyst Biomethane Project Decision dated
December14, 2010 and Order G-194-10

2013 Decision

FEI Biomethane Service Offering: Post Implementation Report and Application
for Approval of the Modification of the Biomethane Program on a Permanent
Basis Decision dated December 11, 2013 and Order G-210-13

Application August 28, 2015 filing for approval of Biomethane Energy Recovery Charge rate
methodology

AssessmentReport | acomprehensiveassessmentreportfor Commission approval filed at the earlier
of the application by FEl fora transfer of biomethane inventory fromthe BVA to
the MCRA or fouryears after the date of issue of this decision

BCOAPO British Columbia Old Age Pensioners’ Organization et al.

BCSEA BC Sustainable Energy Association and the Sierra Club BC

BCUC, Commission

British Columbia Utilities Commission

BERC Biomethane Energy Recovery Charge

BVA Biomethane Variance Account

BVA Balance Amortization of the forecast December 31 balance inthe BVA, including the
Transfer unsold biomethane premium, net of the transfer of unsold inventory and

remaining supply costs, through the delivery rates of all non-bypass customers,
effectiveJanuary 1of the subsequentyear

BVA Rate Rider

Rate riderforthe recovery of the BVA Balance Transferfrom FEI’'s non-bypass
customers

CCRA

Commodity Cost Reconciliation Account

CCRArate,
Commodity rate,
CCRC

Commodity Cost Recovery Charge

CEA

Clean Energy Act

CEC

Commercial Energy Consumers Association of British Columbia

Contract Floor Price

A minimum price during the term of an existing Long Term Contract

Conventional Gas
Cost

Sum of the Commodity Cost Recovery Charge, the carbon tax and any other
taxes applicable to conventional natural gas sales

FEI

FortisBCEnergy Inc.
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FEVI FortisBCEnergy (Vancouverlsland)Inc.

GJ gigajoule

GT&C General Terms and Conditions

IR Information request

Long Term BERC BERC rate thatisa discount of S1 off the Short Term BERC Rate

Rate

MCRA Midstream Cost Reconciliation Account

MCRA Impact Impact of the aged inventory transfers to the MCRA on the core sales customers

Minimum Contract

The minimum price at which any new long-term contract must be setat whichis

Strike Price the maximum of the indicated Long Term BERC Rate at the time of signingand
$10 perGl.

New BERC Rate The difference between the cost based rate and the applicable proposed Short

Variance Term BERC Rate and Long Term BERC Rate multiplied by the RNGsales volumes
accumulatinginthe BVA

PJ Petajoules

Q4 Fourth Quarter

RNG Renewablenatural gas

Short Term BERC BERC rate that isthe sum of a premium of $7 per GJ and the Conventional Gas

Rate Cost

SRP Streamlined review process

UBC University of British Columbia

UBPDA Unsold Biomethane Premium deferral account

UCA Utilities Commission Act

Unsold Biomethane
Premium

The difference between the average cost of the biomethanesupply and the
CCRA rate multiplied by the volume of inventory transferred
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IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473
and

FortisBC Energy Inc.
Application for Approval of Biomethane Recovery Charge (BERC) Rate Methodology

EXHIBIT LIST

Description

Letterdated September 8, 2015 — Appointing Panel forthe review of the FEI Applicationfor
Approval of Biomethane Energy Recovery Charge Rate Methodology

Letter dated September 18, 2015 — Commission Order G-147-15 establishing the regulatory
timetable and requesting supplemental information

Letter dated October 13, 2015 — Commission Information Request No. 1to FEI
Letter dated November5, 2015 — Granting Extension Request to FEI
Letterdated November 10, 2015 — Procedural Conference Information

Letter dated November 19,2015 — Commission Order G-181-15 establishing the remainder
of the regulatory timetable

Letterdated January 14, 2016 — Commission Information Request No. 2to FEI — Technical
Questions for SRP

Letterdated January 15, 2016 — BCUC Rules of Practice and Procedure to parties

Letterdated April 22, 2016 — Panel request comments regarding submissions on nature of
price floors and ceilings

Letter dated May 4, 2016 — Commission Order G-60-16 establishing the remainder of the
regulatory timetable

Submitted at SRP February 3, 2016 — CITY OF SURREY IR 11.4
Submitted at SRP February 3, 2016 — Page 69 of the 2013 Decision



B-1-1
B-1-2
B-2

B-4

B-5

B-7

B-8

B-10
B-11
B-12

B-13

C1-1

C1-2
C1-3

C2-1

C2-2
C2-3
C2-4

APPENDIX B
Page 2 of 3

FORTISBC ENERGY INC. (FEI) Letterdated August 28, 2015 — Application for Approval of
Biomethane Energy Recovery Charge (BERC) Rate Methodology

Letter dated October 1, 2015 — FEI Submitting Evidentiary Update

Letter dated October 6, 2015 — FEI Submitting Errata to the Application
Letter dated September 18, 2015 — FEI Submitting Application Notice
Letterdated October1, 2015 —FEI Supplementary Information Filing

Letter dated November 3, 2015 — FEI Submitting Request for Filing Extension
Letterdated November6, 2015 — FEI Submitting Responseto BCUC IR No.1
Letterdated November 6, 2015 — FEI Submitting Responseto BCOAPO IRNo.1
Letter dated November6, 2015 — FEI Submitting Responseto BCSEA IR No.1
Letter dated November6, 2015 — FEI Submitting Responseto CECIR No.1
Letter dated February 2, 2016 — FEI Submitting Response to BCUCIR No.2
Submitted at SRP February 3, 2016 — FEI SRP Presentation

Submitted at SRP February 3, 2016 — FEI Biomethane Program Marketing Material Samples
Submitted at SRP February 3, 2016 — Rate 1B Customer Quarterly Churn Rate

Letter dated April 27, 2016 — FEI Submitting response regarding nature of price floors and
ceilings

BC SUSTAINABLE ENERGY ASSOCIATION AND THE SIERRA CLUB BC (BCSEA) Letter dated September
22, 2015 — Request for Intervener Status by William Andrews and Thomas Hackney

Letter dated October21, 2015 — BCSEA Submitting IRNo. 1 to FEI

Letterdated April 22, 2016 — BCSEA Submitting comments regarding submissions on nature
of price floors and ceilings

COMMERCIAL ENERGY CONSUMERS ASSOCIATION OF BRITISH COLUMBIA (CEC) Letter dated
September23, 2015 — RequestforIntervener Status by Christopher Weafer

Letter dated October21, 2015 — CEC SubmittingIRNo. 1 to FEI
Letter dated November4, 2015 — CEC Submitting Comments on FEI Extension Request

Letterdated April 28, 2016 — CEC Submitting comments regarding submissions on nature of
price floors and ceilings



C3-1

C3-2
C3-3

C3-4

C3-5
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BRITISH COLUMBIA OLD AGE PENSIONERS’ ORGANIZATION, ACTIVE SUPPORT AGAINST POVERTY,
DisABILITY ALLIANCE BC, COUNCIL OF SENIOR CITIZENS’ ORGANIZATIONS OF BC, AND THE TENANT
RESOURCE AND ADVISORY CENTRE (BCOAPO) Letter dated October 13, 2015 — Request for
Intervener Status by Tannis Braithwaite and James Wightman

Letterdated October21, 2015 — BCOAPO SubmittingIRNo. 1 to FEl
Letter dated November4, 2015 — BCOAPO Submitting Comments on FEI Extension Request

Letter dated January 14, 2016 — BCOAPO Submitting Comments regarding written
technical questions

Letter dated April 27, 2016 — BCOAPO Submitting comments regarding submissions
on nature of price floors and ceilings
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