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

and

An Application by British Columbia Hydro and Power Authority
Gordon M. Shrum Units 1 to 5 Turbine Replacement Project

BEFORE: A.J. Pullman, Commissioner January5, 2010
ORDER
WHEREAS:
A.  On August 5, 2009, British Columbia Hydro and Power Authority (“BC Hydro”) filed with the British Columbia Utilities

Commission (the “Commission”) an application pursuantto section 44.2(1)(b) of the Utilities Commission Act (the
“Act”), for acceptance pursuantto section 44.2(3)(a) of a schedule of capital expenditures inthe amount of $262.0
million that BC Hydro anticipates makinginrespectof the Gordon M. Shrum (“GMS”) Units 1 to 5 Turbine
Replacement Project (the “Project”) and a determination that the scheduleis inthe publicinterest (the “Application”);
and

By Order G-95-09 dated August 14, 2009, the Commission established a written public hearingand Regulatory
Timetable for the review of the Application;and

On November 12,2009, BC Hydro filedits Final Submission;and

On November 25, 2009, British Columbia Old Age Pensioners’ Organization (“BCOAPQ”) filed its Final Submission and
on November 26,2009 Commercial Energy Consumers Association of British Columbia (“CEC”), Joint Industry
Electricity Steering Committee (“JIESC”), Vanport Sterilizers Inc. (“Vanport”), and Independent Power Producers
Association of BC (“IPPBC”) filed their Final Submissions;and

On December 3, 2009, BC Hydro filedits Reply Argument; and
CEC, JIESC, and IPPBC supportthe Application;and

BCOAPO submits that the Projectis inthe publicinterestand should proceed but requests that the Commi ssionreject
the Application as filed and invite BC Hydro to re-filefor approval under section 45 of the Act.

Vanport submits that the expenditures associated with the projectschedule arenot inthe publicinterest and should
be rejected under section 44.2(5) of the Act that requires the Commission to consider the BC government’s energy
objectives, as well as BC Hydro’s most recent long term resource plan;and



J.
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The Commission Panel has reviewed BC Hydro’s Reply Argument regardingthe Final Submissions of BCOAPO and
Vanport. The Commission Panel has concluded thatBC Hydro may filea capital expenditureschedulefor the Project
under section 44.2(1)(b) of the Act. The Commission Panel agrees with BC Hydro’s submission thatVanport has not
established the relevancy of its submission to this proceeding and that Vanport attempts to introduce new evidence
not on the record of this proceeding; and

The Commission Panel has reviewthe Application, evidence, submissionsand arguments, the positions ta ken by
BCOAPO and Vanport, and for the Reasons for Decision that are Appendix A to this Order concludes that the capital
expenditures inthe Applicationareinthe publicinterest.

NOW THEREFORE the Commission orders that:

1. Pursuantto section44.2(3)(a) of the Act, the Commission Panel finds thatthe Projectis inthe publicinterest,and
accepts the capital expenditureschedulehavinga Project Expected Cost estimate of $262.0 million.
2. Pursuantto section 43 of the Act, the Commission Panel directs BC Hydro to file with the Commission
areport consisting of the tests, level of efficiency improvements, evaluation,increased energy production, and
results of the competitive model testing and the successful supplier or a report setting out the reasons why
neither of the turbine designs were adequate and the final costof terminatingthe contract, within 90 days of
makinga decision onthe successful turbinesupplier or to terminate the turbine contract;
written notificationina timely manner ifacceleration of the turbine in-service dates by year round
construction occurs, inthe event acceleration of the projectis permitted by the future system load/resource
balanceas well as projectcritical path items;
bi-annual progress reports, ina format acceptableto the Commissionand as outlined in BC Hydro’s
confidential responseto Commission’s Information Request 1.21.2, on the Project schedule, cash flow, costs
and any variances or difficulties thatthe Project may be encountering, within 30 days of the end of each
reporting period; and
afinal reportconsisting of a complete breakdown of the final costs of the project, a comparison of these costs
to the Project Expected Cost estimate and providingan explanation ofall material costand schedule
variances, within six months of the end or substantial completion of the Project.
DATED at the City of Vancouver, inthe Province of British Columbia, this 5t day of January 2010.
BY ORDER
Original signed by:
AJ. Pullman
Commissioner
Attachment

Orders/G-1-10-BCH_GM Shrum-Reasons for Dedision
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British Columbia Hydro and Power Authority
Gordon M. Shrum Units 1 to 5 Turbine Replacement Project

REASONS FOR DECISION

On August 5, 2009, British Columbia Hydro and Power Authority (“BC Hydro”) filed with the British Columbia Utilities
Commission (the “Commission”) anapplication pursuanttosection 44.2(1)(b) seeking acceptance, pursuantto section
44.2(3)(a) of the Utilities Commission Act (the “Act”), of i) a schedule of capital expenditures inthe amount of $262.0 million
BC Hydro anticipates makingin respect of the Gordon M. Shrum (“GMS”) Units 1 to 5 Turbine Replacement Project (the
“Project”) andii)a determination that making the expenditures is inthe publicinterest(the “Application”).

By Order G-95-09 dated August 14, 2009, the Commission established a written public hearingand Regulatory Timetable for
the review of the Application. Interventions were made by the following:British Columbia Old Age Pensioners’
Organization etal (“BCOAPO”), Commercial Energy Consumers Association of British Columbia (“CEC”), JointIndustry
Electricity Steering Committee (“JIESC”), Vanport Sterilizers Inc. (“Vanport”), and Independent Power Producers Association
of BC (“IPPBC”). Followingtwo rounds of information requests, BC Hydro filed its final submission on November 12, 2009,
Intervenors filed their final submissions by November 26, 2009, and on December 3, 2009 BC Hydro filed its Reply.

These Reasons for Decision will mainly address First Nations issues and the submissions by two Intervenors that the
Commissionshouldrejectthe Application as filed.

Sections 44 and 45 of the Act

BCOAPO submits that the Commission should “regrettably” reject the Application as filed, but invites BC Hydro to re-file for
approval under section 45 of the Act and urges the Commission to avoid duplicative processes by expediting the disposition
of the CPCN Applicationand orderingthat the record of this Application comprisethe record of the properly-filed one, and
issueanorder givingits approval (BCOAPO Argument, p.4). BCOAPO bases its submission onits interpretation of sections
44(1)and 44(2) and of section 45 of the Act. BCOAPO takes issuewith BC Hydro’s assertion that “where a capital
expenditure scheduleconsists of only one Project, the BCUC does not have the jurisdiction toreject partof that
expenditure schedule, where the rejection would alter the Project filed” while itall ows that “If BC Hydro were to filean
expenditure scheduleconsisting of a number of projects, the BCUC would have the jurisdiction to reject or accept each
individual project.”

BCOAPO submits that section 44 “envisions an Application to approvethe utility’s intended capital investments over a
stated time-period. It does not purportto be a vehiclefor approval of one-off projects: sections 45 and 46 expressly
address thatsort of Application. Section 44.2 was enacted together with section44.1, andis partof a legislative package
for integrated planningapprovals which takea longer view than the more traditionally piecemeal, project-by-project
mechanism of the CPCN.”

CEC recommends that the Commission make its rulings in this proceeding under section 44.2 of the Act, and submits that
BC Hydro has the right to make a filing of an expenditure schedule under this sectionandonce sucha filinghas been made
the Act requires the Commission to respond. (CEC Argument, para 10)

CEC addresses the issueofrejecting partof a scheduleand submits that the Commission has thejurisdictiontoreject part
of a projectspecific expenditureschedule: “...should the Commission believethat a component of the Project suchas
expenditures related to the choice of turbines may need to be resolved at a later date as the evidence on the record
suggests, the Commission can acceptthe expenditure scheduleexcept the parts that are yet to be resolved. The CEC
submits this can be done by acceptingthe expenditure schedule under section 44.2(4) except for the parts it chooses to
reject as not yet established as beinginthe publicinterest.” (CEC Argument, para 2)
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BC Hydro submits that section 44.2 contemplates a schedule of capital expenditures that may be more than a table of
unqualified costs. Itmayalsoincludea narrativeexplanation of expenditures. BC Hydro also submits thatthe Commission
accepted the Expenditure Request for Fort Nelson Generating Station Upgrade Projectunder section 44.2(3)(a) of the Act
which, as is the casewith the present Application, was an expenditure schedule consisting of a single project. (BC Hydro
Reply, p. 4) Therefore, BC Hydro submits that the Application falls squarely withinthelanguageandintent of section 44.2
andis consistentwith the Commission’s previous interpretation of section 44.2 of the Act.

BC Hydro addresses section 45 of the Act and submits thatitis deemed under section 45(2) of the Act to have a CPCN for
the entirety of its system, as itexisted in September 11,1980, and any extensions thereto. Since the GMS generating
station (includingtheturbines)was part of BC Hydro’s system on September 11, 1980, BC Hydro submits thatithas a CPCN
inregard to itandto anyextension to it.

BC Hydro addresses the concept of an extension, where the Commission may, under section 45(5) of the Act, require by
order anapplicationfora CPCNin regardto any “extension” to that system, provided such order is issued within 30 days of
the startof construction of the “extension.” BC Hydro submits thatitdoes not believe that the Projectis an “extension”,
and thus could not have been and cannot be compelled to seek a CPCN for it, a view which CEC supports. (BC Hydro Reply,
pp. 6-7)

COMMISSION PANEL DETERMINATION

Whilethe Commission Panel considersthatat firstglancesection 44.2 of the Act may appear better suitedto anapplication
for a schedule of several planned capital expenditures over a period of time, it nevertheless concludes thatthe wording of
section 44.2 does not preclude the use of a schedule for a single projectifa utility chooses to apply on that basis.
Consequently, the Commission has the jurisdiction and a responsibility to respond to the Application under section 44.2.

Commission acceptanceof an expenditure schedulefor the Project under section 44.2 does not grant a CPCN for the
Project. Furthermore, the Commission Panel observes that section 45(2)(a) provides a CPCN to a public utility only to
operate a plantor system that itwas operating on September 11, 1980, whilesection 45(2)(b) providesita CPCN to
constructand operate extensions to a system or plantthat itwas operating on September 11, 1980. As BC Hydro notes,
section45(2)(b) is subjectto section 45(5).

The Commission Panel has reviewed the scope of the Project, particularly theevidence that the Projectwill increasethe
amount of energy produced at the GMS generating station and will facilitatea capacity ratingincreaseatthe facilityas wel |
as improvingreliability and safety, and concludes that the Project comprises considerably morethan “operation” andis an
“extension” of the facility. Atthe same time, based on its review of the Projectin this proceeding and consideringthelevel
of support for the Project, the Commission Panel concludes there is no need for an order under section 45(5) requiringa
separate CPCN application for the Project. Consequently, the Commission concludes thatsection 45(2)(b) deems BC Hydro
to have a CPCN to constructand operate the Project. Therefore, the Commission denies the request of BCOAPO that it
reject the Application on the basis that it was made under the wrong section of the Act.

The Commission Panel rejects BC Hydro’s assertion thatthe Fort Nelson Generating Station Upgrade Project was a single
project expenditure request schedule. The reliefrequested by BC Hydro inits Argument filed in BC Hydro’s 2008 LTAP
included a schedule of seven expenditure requests (see Attachment 1). BC Hydro had requested that the Commission Panel
inthat proceeding address the Fort Nelson Generating Station Upgrade Project on an expedited basis,and the project was
dealt with ina stand-alonedecisionin Order G-75-09.

Section 44.2(4) states that the Commission may acceptor reject a partof an expenditure schedule. The Commission agrees
with CEC that some of the difficulty stems from the lack of definition of terms like “expenditure schedule” and “part” and
from BC Hydro’s concept of equating parts of an expenditure scheduleto projects. (CEC Final Submission, p. 8)
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The Commission Panel considers thata simpleanswer to this issuein this proceeding would be that if the Commission Panel
were to reject one item on a schedulethat comprises a single expenditure request then it would reject the entire schedule.
However, as the Commission Panel finds noreason to reject part of the expenditure schedulefor the Project, there is no
need to make a determination on its jurisdictiontoreject a partof a capital expenditureschedulefor a single project.

The question whether the Commission has jurisdiction to reject part of the expenditure schedule for a single major project
may turn in part on whether the expenditure and project canreasonably beseparated intotwo or more parts. This would
appear to be a finding of fact that is within the authority of the Commission to make, as the findingwill in noway constrain
how the utility carries outthe project.

GOVERNMENT’S ENERGY OBIJECTIVES

BC Hydro states that section 44.2(5) of the Act obliges the Commission, in considering whether the expenditures areinthe
publicinterest,to consider:

e the Government’s energy objectives;
e BCHydro’s mostrecent long term resource plan;

o whether the expenditure scheduleis consistentwith sections 64.01 and 64.02 of the Act inrespect of electricity
self-sufficiency and clean and renewable resources;and

e the interests of present and future ratepayers.

(ExhibitB-1, p. 1-1)

BC Hydro submits that the expenditures related to the Project arein the interests of present and future ratepayers as the
Projectis a cost effective way to reduce both the risks of forced outages and the increased maintenancerequirements and
operating restrictions currently required for the units.

The Project will maintain the reliability of output from GMS for the benefit of BC Hydro ratepayers and itis inthe economic
interest of BC Hydro ratepayers that output from GMS Units 1 to 5 remains reliable. Inaddition, BCHydro submits that the
Project supports andis supported by the B.C. Government’s energy objective(c) “to encourage public utilities to produce,
generate and acquire electricity from clean or renewable sources” outlined insection 1 of the Act as itwill contributeto the
continued, reliablegeneration of cleanand renewable electricity from GMS. (BC Hydro Argument, p. 6)

Vanport submits that the expenditures associated with the projectschedule arenot inthe publicinterestand should be
rejected under section 44.2(5) of the Act inthat the project does not supportthe government’s energy objectives since “BC
Hydro has failed to account for the volume of methane emissions fromthe Williston Reservoir,includingtherelation of
these emissions to the problem of climatechange and their contribution to acceleratingthe loss of the glacial water source
that feeds the reservoir”, and submits that the project “cannot be claimed to be a net contributor to the continued, reliable
generation of cleanand renewable electricity.” (Vanport Argument, p. 1)

BC Hydro strongly objects to Vanport's submissionin this proceedingas itseeks to introduce new evidence not on the
record inthis proceeding. Further, BC Hydro respectfully submits that Vanport has not established the relevancy of its
submission to this proceeding. (BC Hydro Reply, p. 15)

COMMISSION PANEL DETERMINATION

The Commission Panel agrees with BC Hydro that Vanport’s submission seeks tointroduce new evidence to the record and

that Vanport has not established the relevancy of its submission to this proceeding. The Commission Panel has considered
the government’s energy objectives and finds that the evidence and submissions set out by BC Hydro demonstrates that

the Project is in compliance.
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FIRST NATIONS

BC Hydro submits that its consultation with identified First Nations in respect of the Projecthas been adequate to this
stage, and describes the efforts it made to identify and consultwith the First Nations who may be potentially impacted by
the Project (BC Hydro Argument, p. 13). No intervenor takes issuewith BC Hydro’s submissionsin this regard.

COMMISSION PANEL DETERMINATION

The Commission Panel determinesthat BC Hydro’s consultation with identified First Nations in respect of the Project has
been adequate to this stage.

CONCLUSION

Inthese Reasons,the Commission Panel has denied the request by BCOAPO that itreject the Application on procedural
grounds, has found that the Projectis in compliancewith the government’s energy objectives and has determined that BC
Hydro’s consultation with identified First Nations in respect of the Project has been adequate to this stage. The Project has
a positive Net Present Value, and is the most cost-effective alternativeto address the condition of the GMS Units 1to 5
turbines. All Intervenors except Vanport support that the Project shouldgoahead. Having considered the evidence and
the submissions of the Parties, the Commission Panel finds that the Project is in the public interest and accepts the
schedule of expenditure in the amount of $262.0 million.
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ATTACHMENT 1

“PrimaryreliefNo. 2: A Commission Order determining pursuantto subsection 44.2(3) (a) of the UCA that the following
seven expenditures areinthe publicinterest:

$418 millionin F2009,F2010 and F2011 for the Implementation of the DSM Plan;
$600,000in F2009 and F2010 to undertake and complete the Definition phase work for capacity-related DSM;
$1.6 millionin F2010 for sustaining capital to ensure the reliability of Burrard;

$30.0 millionin F2009, F2010 and F2011 to undertake and complete the Definition phase work for Mica Units 5
and6;

$41.0 millionin F2009 and F2010 to undertake and complete the Site C Stage 2 Definition and Consultation phase
work;

$2.0 millionin F2009 and F2010 to complete the Definition phasework, andto Implement, the Clean Power Call;
and

$140.1 millionin F2009 to F2012 to complete the Definition phase work for, and Implement, the FNGU project
Case3 (FNU3).”
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