SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, B.C. V6Z 2N3 CANADA

BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-34-07

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

web site: http://www.bcuc.com FACSIMILE: (604) 660-1102

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

and

An Application by Terasen Gas (Vancouver Island) Inc.
for Approval of Extension of the 2006-2007
Negotiated Settlement Agreement Terms for 2008-2009

BEFORE: L.F. Kelsey, Commissioner

L.A. Zaozirny, Commissioner March 22, 2007
ORDER
WHEREAS:
A. Commission Order No. G-126-05 approved for Terasen Gas (Vancouver Island) Inc. (“TGVI” or the
“Company”), the 2006-2007 Negotiated Settlement Agreement (the “Settlement™); and
B. The terms of the Settlement required TGVI to hold a Settlement Update Meeting (“Update Meeting”) in
November 2006 for the Company to provide an update on operations through 2006 and outlook for 2007; and
C. Commission Order No. G-122-06 established the regulatory timetable including an Update Meeting on
November 21, 2006. During the Update Meeting, the Company discussed the possibility of an application for
extension of the current Settlement; and
D. OnJanuary 22, 2007, TGVI filed its Application for Approval of Extension of the 2006-2007 Negotiated
Settlement Agreement Terms for 2008-2009 (the “Application”); and
E. TGVI states in its Application that it engaged in stakeholder consultation during December 2006 and January
2007 with representatives from the following stakeholder groups:
e British Columbia Public Interest Advocacy Centre on behalf of the British Columbia Old Age
Pensioners’ Organization et al. (“BCOAPQO”);
e Ministry of Energy of Mines & Petroleum Resources (“MEMPR");
e  British Columbia Hydro and Power Authority (“BC Hydro™);
e Rental Owners and Managers Society of BC (“ROMS”);
e Vancouver Island Gas Joint Venture;
e Commercial Energy Consumers Association of British Columbia; and
F. Appendix A to the Application sets out the proposed terms of a two-year extension, which terms had been

reviewed with stakeholders during consultation. The proposed terms are mostly extensions of terms and
contain a similar formula, mechanisms, methodologies and wordings as the current Settlement, with the
exception of the Productivity Factor used in determination of the Allowed Gross OM&A expense for 2008
and 2009 is set at 66% of the assumed inflation rate, whereas in the current Settlement the Productivity Factor
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is 1/3 of the assumed inflation rate for 2007. In the two-year extension the inflation rate is set at 2.0 percent
for 2008 and 2009. In the current Settlement for 2006 and 2007 the inflation rate is set at 2.2 percent; and

. TGVI in response to a concern raised by BC Hydro states in the Application that the rate base and cost of
service for TGVI will be adjusted to reflect the Whistler Natural Gas Pipeline in accordance with the
Commission Order No. G-53-06 and its Decision, Commission Order No. G-76-06 and its Reasons for
Decision approving the pipeline cost risk sharing mechanism, and Commission Order No. C-3-06 granting the
Certificate of Public Convenience and Necessity (“CPCN”). TGVI states in its Application that these CPCN
related costs will be included in Settlement Update Filings proposed under the extension; and

. The Application includes stakeholder letters from MEMPR dated December 21, 2006 and ROMS dated
January 22, 2007. MEMPR states it would support a two-year extension period to TGVI Settlement. ROMS
does not object to the TGVI proposal subject to three concerns outlined in its letter. In the Application TGVI
addresses ROMS’ concerns regarding informing stakeholders, confirmation of rate logic, and filing rate
proposals three weeks in advance of the annual Settlement Update Meeting; and

BC Hydro filed a letter on January 22, 2007 that states BC Hydro is willing to support a two-year extension of
the current TGVI Revenue Requirement, with the condition that, in the event of the forecast elimination of the
TGVI Revenue Deficiency Deferral Account (“RDDA”) before the end of 2009, TGVI would commit to file
with the Commission a comprehensive revenue requirement and rates review submission; and

The Commission by Order No. G-9-07 established a written regulatory process for review of the Application;
and

. MEMPR in its Comments of February 5, 2007 supports a two-year extension period to the Settlement as
indicated in its letter dated December 21, 2006; and

. TGVI responded to a Commission Information Request on February 14, 2007. TGVI explains that projected
incremental 2007 increases over 2006 actual costs include labour inflation, customer growth, commencement
of a four year in-line pipe inspection and pigging cycle, additional preventative and corrective work,
additional survey data on the main transmission line, additional contribution to the Compressor Fired Hours
deferral account, additional non-labour inflation and filling non-recurring staff vacancies. TGVI states it is
expected that actual increases in costs for customer growth, labour inflation, and non-labour inflation
increases will, consistent with the 2007 experience, exceed the proposed OM&A increases for 2008 and 2009
in the extension Application; and

. On February 21, 2007 BCOAPO filed its Comments. BCOAPO is supportive of an extension of the 2006-
2007 Negotiated Settlement Agreement for 2008-2009. BCOAPO provided a few additional comments
including service quality indicators (“SQI’s”); and

. On February 23, 2007 TGVI filed its Reply Comments. TGVI notes in response to BC Hydro that the
Company does not anticipate the RDDA will be eliminated in 2009. However, in the event that TGVI
forecasts elimination of the RDDA in 2008, the Company commits to file a comprehensive revenue
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requirement and rates review submission with the Commission in order to determine how future rate
proposals beyond the settlement period will be affected. TGVI notes in response to BCOAPO that the current
settlement does not include SQI’s although TGVI would be prepared to consider them in the future and the
inclusion of SQI’s could be reviewed as part of the next revenue requirements proceeding as suggested by
BCOAPO; and

On March 1, 2007 the Commission received an application from Fortis Inc. (“Fortis™) applying for the
approval of the Acquisition of the Issued and Outstanding Shares of Terasen Inc. (the “Acquisition”). Ina
letter dated March 1, 2007, the Commission offered Intervenors an opportunity to comment on the
Application in light of the proposed Acquisition. In the letters of Comment submitted by the MEMPR, BC
Hydro, BCOAPO, and ROMS there were no concerns regarding the Acquisition in relation to this
Application. TGVI in its Reply Comment dated March 16, 2007 is of the view that the two-year extension of
the Company’s negotiated settlement is warranted and is in the best interests of the Company and its
customers; and

The Commission has reviewed the Application, Comments, and Reply Comments received and consider that
approval is warranted.

NOW THEREFORE the Commission orders as follows:

1.

The Commission approves for TGVI the two year extension of the 2006-2007 Revenue Requirement
Negotiated Settlement Agreement terms for 2008 and 2009 as outlined in Appendix A of the Application and
also attached as Appendix A to this Order.

The Commission directs that TGVI is to provide an Integrity Management Plan for Pipeline Facilities
commencing for the 2007 forecast year and annually up to and including 2010. The first Integrity
Management Plan report should include and identify the proposed expenditures of the four year in-line pipe
inspection and pigging cycle costs. The Commission also directs that TGVI provide for each of the four years
from 2007 to 2010 an explanatory report within four months of the fiscal year-end that compares the forecast
plan costs and activities in the Integrity Management Plan to the actual costs and activities incurred in the
year.

DATED at the City of Vancouver, In the Province of British Columbia, this 23" day of March, 2007.

BY ORDER
Original signed by

L.F. Kelsey
Commissioner

Attachment

ORDERS/G-34-07_TGVI Extn Appl for 06-07NSP
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