SIXTH FLOOR, 900 HOWE STREET, BOX 250
VANCOUVER, B.C. V6Z 2N3 CANADA
web site: http://www.bcuc.com
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TELEPHONE: (604) 660-4700
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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 Inc.
for Reconsideration of Order G-28-10 regarding
a Certificate of Public Convenience and Necessity
for the Tilbury Property Purchase

BEFORE: A.J. Pullman, Panel Chair/Commissioner
M.R. Harle, Commissioner April 9, 2010
ORDER
WHEREAS:
A.  On October 28 2009, Terasen Gas Inc. (Terasen Gas) applied (the Application) to the British Columbia Utilities

Commission (the Commission), pursuantto section 45 of the Utilities Commission Act (the Act), for a Certificate of
Public Convenience and Necessity (CPCN) for the purchase (the Tilbury Property Purchase) ofa parcel of land known as
the Northwest Hardwoods Site located at6939, 7150 Tilbury Road, and 7505 Hopcott Roadinthe Tilbury Industrial
Area of Delta, BC (the Property) adjacentto the Tilbury LNG Facility;and

The Commission determined that the Application would bereviewed by a Written Public Hearing;and
By Order G-28-10 dated February 23, 2010, the Commission determined that the Tilbury Property Purchase was inthe
publicinterestand that a CPCN should be granted to Terasen Gas for the Tilbury Property Purchasesubjectto the

conditions setoutin that Order and the Reasons for Decision attached as Appendix A thereto; and

By letter dated March 9, 2010, Terasen Gas filed an Application for Reconsideration (Reconsideration Application) of
Order G-28-10; and

The Reconsideration Application states thatthe original Contractof Purchaseand Salefor the Property has been
amended to extend the date for obtaining Commission approval until April 23,2010;and

By letter dated March 10, 2010, the Commission soughtcomments from Interveners regardingthe Terasen Gas
proposal to compress the normal two-phase reconsideration application processinto one-phaseand a proposed

timetable; and

By letter and by email dated March 11, 2010, Interveners advised thatthey did not oppose a singlephaseprocess for
the hearingof the Reconsideration Application, butrequested an extensionto the proposed timetable; and
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I. By letter dated March 12, 2010 Terasen Gas advised that the revised timetable proposed by the Interveners was
acceptableto Terasen Gas; and

By Order G-44-10 dated March 15, 2010, the Commission Panel ordered that itwould hear the Reconsideration

Application by way of a written process and established a timetablefor the filing of submissions;and

K. The Commission Panel has considered the Reconsideration Application and the evidence and submissionsfiled and has
determined that the Reconsideration Application should begranted on the conditions proposed by Terasen Gas in the
Reconsideration Application, subjectto the substitution of January 1, 2014 for January 1,2013 in condition 3(e)
proposed by Terasen Gas for the reasons setout inthe Reasons for Decision attached to this Order as Appendix A.

NOW THEREFORE pursuantto section 99 of the Act, the Commission orders as follows:

1. Order G-28-10is varied by rescinding paragraphs 2-7 and substituting the following paragraphs:

2. The total costof the Property will beallocated as follows:

a.

b.

An amount equal to $3.3 million, based on the current gross valuation lessthe estimated cost of subdivisionand
saleofthe land south of Tilbury Road; and

The balancevalued atthe sum of all the costs of the transaction lessthe amount establishedin (a) above.

3. At the Contract closingdate, the balance determined under 2(b) shall becaptured ina non-rate basedeferral account
attractingallowancefor funds used during construction (AFUDC) until beingadded to rate baseinthe appropriate land
accountonlJanuaryl, 2012.

4. At the Contract closing date, the amount of $3.3 million determined under 2(a) will be capturedina non-rate base
deferral accountattractinginterest. Inaddition,the followingconditionswillapply:

Terasen Gas will providesemi-annual reporting to the Commission with respect to its efforts to subdivideand sell
the portion of the Property south of Tilbury Road, including updated estimates of its costs to subdivideand plans
to achievea cost-effective sale. The firstreport shall befiled on December 1,2010and shall continueuntil the
Commission has approved the sale of the subdivided property or otherwise orders that no further reportingis
required.

All costs of subdivisionand salewill becapturedinthe deferral account.

The saleof the portion of the Property south of Tilbury Road will besubjectto further Commissionapproval.
Ifthe Commission approves the saleof the portion of the Property south of Tilbury Road, the proceeds of salewill
be applied tothe deferral accountto offset the balanceinthe account with any positive balancereturned to
customers or negative balancerecovered from customers.

If Terasen Gas has not achieved subdivision and sale of the portion of the Property south of Tilbury Road by

January 1, 2014, then the balanceinthe accountwill enter into rate base, subjectto a finding ofimprudence on
behalf of Terasen Gas inits efforts to achievesubdivisionandsale.
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5. Terasen Gas will defer the property taxes related to the Property until January1,2012 and recover them inrates over a
three-year amortization period.

6. Terasen Gas will allocatethose incremental revenue requirement items which can be reasonablyidentified as

necessary to bringthe Property intoits required condition to be capitalized to the appropriatelandaccountandto
expense any other costs that fail to meet this criterion.

7. Terasen Gas will reportto the Commission, bylJanuary 1, 2012, potential opportunities that might generate any
revenue from the land north of Tilbury Road outsidethe heat flux zone, while remainingcompliantwith CSA Z276 and

the costs Terasen Gas anticipates would be required to realizeany such potential opportunities.

8. Terasen Gasis to filea written confirmation of its acceptance of the above conditions within 5 working days of the date
of this Order, failing which the Reconsideration Applicationis dismissed.

DATED at the City of Vancouver, inthe Province of British Columbia, this 9™ day of April 2010.

BY ORDER
Original signed by:

AJ. Pullman
Panel Chair/Commissioner

Attachment

Orders/G-68-10_TGI Tilbury Reconsideration - Reasons
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IN THE MATTER OF

AN APPLICATION BY TERASEN GAS INC.
FOR RECONSIDERATION OF ORDER G-28-10 REGARDING
A CERTIFICATE OF PuBLIC CONVENIENCE AND NECESSITY
FOR THE TILBURY PROPERTY PURCHASE

REASONS FOR DECISION

April 9, 2010

BEFORE:

A.J. Pullman, Panel Chair/Commissioner
M.R. Harle, Commissioner
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1.0 INTRODUCTION

Thisisanapplication by Terasen Gas Inc. (Terasen Gas) for a reconsideration of British Columbia Utilities Commission
(Commission) Order G-28-10 (the Order) dated February 23, 2010. Inthe Order, the Commission determined that the
application of Terasen Gas for the approval, pursuantto section 45 of the Utilities Commission Act (the Act), of its purchase
of a parcel ofland known as the Northwest Hardwoods Site inthe Tilbury Industrial Area of Delta (the Tilbury Property
Purchase)was inthe publicinterestand that a Certificate of Public Convenience and Necessity (CPCN) should be granted to

Terasen Gas subjectto certain conditions.

The conditions were set out in paragraphs 2-7 of the Order as follows:

2. Terasen Gas agrees to allocatethe total costof the Property between:

(a) thatwhich is notrequired to complywith CSA Z276 (the land south of Tilbury Road) and that whichis
required to comply with CSA Z276 as follows:

The residual value of the land south of Tilbury Road will bedetermined atits current gross valuationless

the sum of:
(i) the estimated costof subdivisionandsale,
(i) estimated property taxes for the period from the Contract closingdateuntil January 1, 2012,
and
(iii) estimated shortterm interest expense from the Contract closingdateuntil January 1,2012;
and

(b) the balanceofthe Property (all thatlying north of Tilbury Road) will bevalued at the sum of all the
costs of the transaction lesstheresidual value of the land south of Tilbury Road established above.

3. Terasen Gas agrees that at the Contract closing date, the value of the balance of the Property shall be
captured ina non-rate basedeferral account, with the balanceattracting AFUDC [Allowancefor Funds Used
During Construction] until being added to rate base inthe appropriatelandaccountonlJanuary1, 2012.

4, Terasen Gas agrees to defer only the property taxes related to that part of the Property that lies north of
Tilbury Road and to recover them inrates over a three-year amortization period.

5. Terasen Gas agrees to allocatethose incremental revenue requirement items which can be reasonably
identified as necessary to bringthat part of the Property that lies north of Tilbury Road intoits required
condition to be capitalized to the appropriateland accountand to expense any other costs that fail to meet
this criterion.

6. Terasen Gas agrees to report to the Commission, byJanuary1, 2012, potential opportunities that might
generate anyrevenue from the land north of Tilbury Road outside the heat flux zone, whileremaining
compliantwith CSA Z276 and the costs Terasen Gas anticipates would be required to realizeanysuch
potential opportunities.
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7. Terasen Gas is to filea written confirmation ofits acceptance of the above conditions within 10 working
days of the date of this Order, failing which the Application fora CPCN is refused.

2.0 RELIEF SOUGHT

Terasen Gas seeks an order grantingthe Reconsideration Application,varyingthe Order and substitutingthe following

conditions for the conditions setout in paragraphs 2-7 of the Order:

1. The total costof the Property will beallocated as follows:

a. An amountequal to $3.3 million, based on the current gross valuation less the estimated cost of
subdivision and saleofthe land south of Tilbury Road; and

b. the balancevaluedatthe sum of all the costs of the transactionlessthe amount establishedin (a)above.

2. At the Contract closing date, the balancedetermined under 1(b) shallbecapturedina non-rate basedeferral
accountattractingallowancefor funds used during construction (AFUDC) until being added to rate base in the
appropriatelandaccountonlJanuary 1, 2012.

3. At the Contract closingdate, the amount of $3.3 million determined under 1(a)will be capturedina non-rate base
deferral accountattractinginterest. Inaddition, the followingconditionswillapply:

a. Terasen Gas will providesemi-annual reportingto the Commission with respect to its efforts to subdivide
and sell the portion of the Property south of Tilbury Road, including updated estimates of its costs to
subdivideand plans toachievea cost-effective sale. The firstreport shall befiled on December 1, 2010
andshall continue until the Commission has approved the sale of the subdivided property or otherwise
orders that no further reporting is required;

b. all costs of subdivisionand salewill becaptured inthe deferral account;

c. the saleof the portion of the Property south of Tilbury Road will besubjectto further Commission
approval;

d. ifthe Commissionapproves the saleof the portion of the Property south of Tilbury Road, the proceeds of
salewill beapplied tothe deferral accountto offset the balanceinthe account with any positivebalance
returned to customers or negative balancerecovered from customers; and

e. ifTerasen Gas has not achieved subdivisionand saleofthe portion of the Property south of Tilbury Road
by January 1, 2013, then the balanceinthe accountwill enter into rate base, subjectto a finding of
imprudence on behalf of Terasen Gas inits efforts to achieve subdivisionandsale.

4. Terasen Gas will defer the property taxes related to the Property until January1,2012 and recover them inrates
over a three-year amortization period.

5. Terasen Gas will allocatethose incremental revenue requirement items which can be reasonablyidentified as
necessary to bringthe Property intoits required condition to be capitalized to the appropriatelandaccountandto
expense any other costs that fail to meet this criterion.

6. Terasen Gas will reportto the Commission,byJanuary1, 2012, potential opportunities that might generate any
revenue from the land north of Tilbury Road outsidethe heat flux zone, while remaining compliantwith CSA Z276
andthe costs Terasen Gas anticipates would be required to realizeany such potential opportunities.

(ExhibitB-1, p. 11)
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The British Columbia Old Age Pensioners Organization etal. (BCOAPO) and the Commercial Energy Consumers Association
of British Columbia (CEC) oppose the relief sought by Terasen Gas in the Reconsideration Application (ExhibitC1-2, p. 2;
ExhibitC2-2, p. 1).

For the reasons thatfollow, the Reconsideration Applicationis granted and Order G-28-10 is varied by substituting the
conditions proposed by Terasen Gas for the conditions setout in paragraphs 2-7 of Order G-28-10, subjectto substituting

January 1, 2014 for January 1, 2013 in proposed condition 3(e) and Terasen Gas filing written confirmation of its
acceptance of the conditions asamended within 5working days of the date of the Order issued concurrently

with this Decision.

3.0 PROCEDURAL HISTORY

Terasen Gas filed the Reconsideration Application pursuantto section 99 of the Act by letter dated March 9, 2010 stating
thatit was unableto accept the conditions of the Order and seeking a review andvarianceofthe Order. It acknowledged
the Commission’s normal two-phasereconsideration process, butasked for a compressed process whichwouldresultina
Commission determinationintime to allow Terasen Gas to decide, by April 15,2010, whether to waive the condition

precedent of Commissionapprovalin the Contract of Purchaseand Sale.

Terasen Gas states that Weyerhaeuser has agreed that the BCUC Condition Date can be moved backto April 23,2010and
thatitrequires the Commission’s determinationinrespect of the Reconsideration Application by April 15,2010.
Consequently it proposed that the Commission’s two-phase procedure be addressed as a singlestep with the March 9,
2010 letter being treated as its submission with respect to both phases. Inadditiontoits submissionanda Supplemental
Book of Authorities,itincluded as Appendix additional evidence with respect to the subdivision of the land south of Tilbury

Road (ExhibitB-1, p. 3).

By letter dated March 10,2010 the Commission soughtthe views of the Interveners as to their views on the compressed

process and timetable proposed by Terasen Gas (ExhibitA-1).

By letter dated March 11, 2010 BCOAPO stated that it did not oppose collapsingthetwo-phase procedure for
reconsideration. Itnoted that submissionsonthe admission of new evidence generally occurinthe firstphaseand
commented that new evidence referred to evidence that was not availablewhenthe evidentiary record was being
generated. Italsonoted that the notion of subdividingthe Property was raisedinthe originalapplication, filed on October
28,2009, and that the discussions with the Corporation of Delta on conditions of subdivision could havebeen part of a
prudent development of cost estimates. Notwithstandingits comments, itdid not oppose the admission of the new

evidence. Infact,itcommented thatit may relyon thatevidence (ExhibitC1-1).
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By email of the same date CEC endorsed and supported the submissions of BCOAPO (ExhibitC2-1).

By Order G-44-10 dated March 15, 2010 the Commission accepted the Terasen Gas request for a single-phaseprocess and

established a regulatory timetable (Exhibit A-2).

4.0 THE GROUNDS FOR RECONSIDERATION

Terasen Gas applies for reconsideration and variance of Conditions 2,3, 4 and 5inthe Order on the followinggrounds:

1. The Commissionerred inlawandfactindetermining, despite its findingthat Terasen Gas’s only option was to
purchasethe Property inits entirety, that the portion of the Property south of Tilbury Road was not used and
useful,and thus erred by excludinga portion of the Property purchase pricefrom rate base;

2. The Commission correctly treated subdivision costs,and property taxes and shortterm interestinrespect of the
whole Property until January 1,2012, as costs of servicerecoverablefrom customers. However, the Commission
erred inlawand factin pre-determining the amount of these costs recoverablein rates based on Terasen Gas’s
preliminary estimates, rather than allowing Terasen Gas to seek recovery of actual costs as partoffuture revenue
requirements application(s);and

3. The Commissionerred inlawandfactinrequiringthe shareholder to bear property taxes and short-term interest
expense on the portion of the Property south of Tilbury Road after January 1, 2012, without any evidence that
subdivision and salewill reasonably occur prior toJanuary 1,2012.

(ExhibitB-1, pp. 4-5)

4.1 Ground 1-All of the Property is Used and Useful Until Subdivided and Sold

Terasen Gas submits that the Commission’s Reasons for Decision were inconsistentin that the Commissionaccepted inits
DecisionthatTerasen Gas’ only options were to purchasethe Property inits entirety orto do nothing, whileat the same
time findingthat “the evidence is that the land south of Tilbury Road will not be required or used for utili ty purposes” and
“..the landsouth of Tilbury Road has never been (nor will itever be) used to provide utilityservice...” Onthe basisofthese

findings the Commission excluded a portion of the costs of the total Property from rate base.

Terasen Gas submits that, sincethe Property was only availablefor purchaseas a singleparcel,as of atthe acquisition date,
the portion of the Property south of Tilbury Road will beused and useful becauseits acquisition permits the acquisition of

the portion of the Property North of Tilbury Road.

Terasen Gas also addresses the “inequity” of requiringa portion of the purchasepriceto be excluded from rate baseupon

Terasen Gas’ acquisition of the Property under a scenario where an application to subdivide might be denied. Terasen Gas

Terasen Gas/Reconsideration of Tilbury Property Purchase G-28-10
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submits thatitis a matter of lawthat whether the Property is capable of subdivisionisatthe discretion of the Corporation

of Delta and that Terasen Gas has noright to subdividethe Property.

Terasen Gas observes that should the Corporation of Delta decline (possibly “for decades”) to allowthe subdivision, its
shareholder’s capital (over $15 million) would betied up in the Property for as longas a “buffer zone” is required for the

Tilbury LNG Facility.

Terasen Gas submits thatits shareholder has no opportunity to earn its regulated return on its investment in the Property

for two reasons:

1. the Commission’s Order precludes Terasen Gas from earninga return inrespect of a significant portion of the
Property purchaseprice; and

2. asdiscussedinthe context of Ground 3, Terasen Gas’s shareholderis also beingrequired to shoulder a portion of
the property taxes and debt carryingcosts incurredinrespectof the Property after January1, 2012.

Terasen Gas points out that its shareholder will infactearn a negative return after January 1, 2012 on its invested equity in
that portion of the Property excluded from rate base,and further submits that the regulated rate of return was established
by the Commission to meet the fair return standard, and that by limiting the effective return on the equity investment in

the Property to a level thatis lower than the regulated return, the Order fails to meet the fair return standard (ExhibitB-1,

pp. 7-10).

BCOAPO submits that thisis notan error for several reasons.

BCOAPO notes that (i) the evidence is clear thatmore land was being acquired that was required for CSA Z276 compliance,
(ii) Terasen Gas does not contest the fact that the Section [the parcel south of Tilbury Road]is “surpurfluous” (sic),and (iii)
that by proposingto subdivideand sell the Section to be removed from rate base Terasen Gas in effect implies thatitis not

useful for utility purposes.

BCOAPO points out that Terasen Gas’ statement that the Commission found that Terasen Gas’ only option was to purchase
the Property inits entirety in order to comply with CSAZ276 was not entirely true, and that the Commissionwent oninits
decisiontofindthat the mainissuefor determination in whether to grantthe CPCN was the mitigation options. Further,
BCOAPO submits that the finding on Terasen Gas’ options is founded on the premise that the Section could and would be
subdivided and sold to mitigate the costof the purchase. The conditions with respect to the Section strongly supportthis
interpretation of the finding. In other words, the cost-benefit analysis for the project as a whole was based on the

representations and estimates provided by Terasen Gas about the mitigation of the purchaseprice.
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BCOAPO submits that upon reviewing Terasen Gas’ Reconsideration Application,itnowappears that these
“representations [about subdivision] were speculatory [sic] atbest,” and thatitis now apparentto BCOAPO that Terasen

Gas did not actually believeitcould or would mitigate the purchasepricebysubdividingand selling the Section before it

entered into rate baseon January 1, 2012.

BCOAPO cites the following passages fromthe Reconsideration Application:

e Terasen Gas considers itmore likely thatit will notbe ableto meet all of the requirements for subdividing the
Property and then successfully concludingthe saleuntil after January 1, 2012 (p. 6);

e Terasen Gas’s evidence was that subdivisionand saleis unlikely to occur until after January 1, 2012. It may not
occuratall (pp.13-14); and

e Terasen Gas’s speculation thatitmay not be ableto subdividethe Property “for decades” (p. 9).

(ExhibitC1-2, pp. 3-4)

CEC submits that the Commission did not err inlawand fact in determining that the portion of the property south of Tilbury
Road was not required or used for utility purposes. CEC points out that that portion of the property south of Tilbury Road is
not required or used for utility purposes, and that whilea third party may control whether that portion of the property may
be subdivided, control as to whether that subdivisionandsaleoccursismoreclearlyinthe hands of Terasen Gas thanitisin
the hands of ratepayers. CEC submits that the onus andresponsibility should fallon Terasen Gas’ shareholders to recover
the cost of investment of that property, and thatitis consistentwith purposes of the Act that the Commissionensurethat
ratepayers are not saddled with costs for unnecessaryinvestments in property that are not used and useful for the

purposes of the utility (ExhibitC2-2, p. 2).

In Reply, Terasen Gas submits that BCOAPO has mischaracterized Terasen Gas’ submissions on Ground 1 in key respects,

and cites five instances where its arguments arepremised on an incorrectassessmentof the evidence.

Inreply to BCOAPQ’s claimthatTerasen Gas agreed the land was superfluous, Terasen Gas submits that Terasen Gas’
submissionwas andis thatthe land south of Tilbury Roadis required (and thus used and useful) for utility serviceunless

anduntil itis subdivided and sold.

Terasen Gas takes issuewith the characterization of its “only option” and states that its reference to “only option” related

to the factthat the Property was only availablefor purchaseas a single parcel.
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Terasen Gas addresses BCOAPQ'’s statement that “the cost-benefit analysisfor the project as a whole was based on the
representations and estimates provided by Terasen Gas about the mitigation of the purchaseprice”,and submits that
Terasen Gas’ position throughout has been that the acquisition of the Property — the whole Property — is costeffective
because itis potentially tens of millions of dollars cheaper than havingto acquirereplacement resources or upgradingor

replacingthe Tilbury LNG Facilityifthe Property is purchased and redeveloped by a third party.

Terasen Gas addresses BCOAPQ’s comment that it's “representations [about subdivision] were speculatory [sic]atbest,”
and provides the references in CPCN Application thatsubdivision may not be possibleand was unlikely to occ ur until after

January1, 2012.

Terasen Gas addresses BCOAPQ’s discussion of the new evidence included with the Reconsideration Application,andits
assumptionthatTerasen Gas had not had any discussions with the Corporation of Delta until after the close of evidence
andcites its evidence thatits estimate had been based on its preliminary assessment, but that until such time as Terasen
Gas makes anapplication to the municipality, there is considerableuncertainty regardingthe full scopeand costs of

improvements that will be required to complete the subdivision (Terasen Gas Reply, pp. 2-3).

4.2 Ground 2-Actual Costs, Not Estimated Costs Should be Recoverable in Rates

Terasen Gas submits that the Commission correctly treated subdivision costs, property taxes,and shortterm interestin
respect of the whole Property as costs of servicerecoverablefrom customers (the latter two costs only until January 1,
2012, which is addressed in Ground 3). However, it submits that the Commissionerred inlimiting recovery to Terasen Gas’
preliminary estimates, rather than allowing Terasen Gas to includeactual costs as partof future revenue requirements

applicationsfor recoveryin rates.

Terasen Gas submits that these conditions requireits shareholder to assumerisk of unfavourablevaria nces in thosecosts
that should properly liewith the customer unless they result from some imprudent conduct on the part of Terasen Gas. It
reiterates its submission thatthe costof subdivisionisa customer costbecause the saleofthe subdivided property was
only necessitated by the factthat the larger Property was required to be purchased for compliancewith CSA Z276 — a utility
purpose. Further, Terasen Gas submits that here is no evidence of any imprudence or inefficiency on the partof Terasen
Gasinthe way it has pursued subdivision since (i) itcannoteven apply for subdivision until after the salecloses, and (ii)it
has no control over property taxes or shortterm interest rates,and (iii) (like subdivision costs) these costs only arise
because the whole Property must be acquired to maintain compliance with CSA standards. Terasen Gas submits thatthe
determination of the proper amount of these costs recoverableinrates should occur atthe pointwhere Terasen Gas seeks
to recover them inrates, when the Commission has evidence before it by whichit canassess thereasonableness of Terasen

Gas’actions.
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Terasen Gas submits that the conditions the Commissionimposed on Terasen Gas areunjustand unreasonable, and were

imposed inerror, and that by prejudgingrecoverabilityintheabsence of evidence the Commissionmade anerror inlaw.

Terasen Gas addresses the estimates it made of the costs of subdividing theland south of Tilbury Road and of the likely
proceeds of the saleand states that investigations into subdivision and sale up to the Application were preliminary and that
further investigations were required. Inaddition,its estimate of the costs of subdivisionand sale were dependent on the
requirements of the Corporation of Delta and could only be confirmed through the subdivision application process, which
could only begin once the purchasetransaction was complete. Terasen Gas submits thatit did not hold out the estimated
costs of subdivisionand saleas anaccurateforecastofthe costs upon which it was prepared to take forecastrisk, especially
sincethe market priceof the portion of the Property, the costs of subdivisionandsale,and property taxes are all outside its

control.

Terasen Gas addresses the new evidence set out in Appendix “A”, and states that ithas held discussionswith the
Corporation of Delta sincethe closeof evidence, at which the municipality raised the possibility thatit may require the
widening of Hopcott Road. The widening of Hopcott Road might necessitate Terasen Gas upgradingits transmission
pipelinerunning beneath Hopcott Road and incurringadditional coststo customers associated with a transmission pipeline

upgrade.

Terasen Gas submits that the conditions inthe Order requireits sharehol der to bear the riskthatthe Corporation of Delta
might impose requirements for subdivision such as a widening of the road allowancewhich could significantlyincreasethe
estimate of subdivision costs included in the Application abovethe $500,000 preliminary estimateidentified in the
Application. Terasen Gas submits that neither it nor its shareholder are property developers, and undertaking this type of
activityandthe associated risk falls outside of Terasen Gas’ core business. Terasen Gas submits thatthere is nolegal or

equitablereason for why its shareholder should bear these risks (ExhibitB-1, pp. 12-13).

BCOAPO points out that Terasen Gas’ estimates arethe best availableevidence, and that neither the Commission nor the
Interveners areina positionto generate contradictory evidenceor estimates. Parties shouldtherefore be relatively
confidentinrelying on the evidence provided by the utility. Ifthe primaryissueto be determined is the mitigation costs, as

the Commission found, then itmust be based on the best availableevidence.

BCOAPO considers Terasen Gas’ new evidence in Appendix “A” and states thatitis “distressed by this evidence.” BCOAPO
does not oppose the inclusion of the new evidence as itis clearlyrelevantto the cos t-effectiveness of the purchaseand
proposed mitigation,and was not available before the close of evidence on October 28,2009. BCOAPO considers thata
prudent estimate of the costof subdivision would haveincluded discussions with the Corporation of Delta prior to the

closingofevidence and ideally beforethe application was submitted. Knowing the cost of subdivision mightsignificantly
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impactthe cost effectiveness of the subdivision, which,inturn could impactthe overall cost-benefit analysis of the full

purchase. BCOAPO states that the new evidence “prejudices our previous position” (ExhibitC1-2, p. 5).

CEC supports the Commission's determination thatestimated costs areappropriateto use in determining that whichis
recoverableinrates with regard to subdivision, costs, property taxes,and shortterm interest. CEC submits that Terasen
Gas provided the best and only evidence on these costs and that Terasen Gas is the party which can perform the
appropriatedue diligenceto prepare the financial forecasts to assess whether this applicationis inthe publicinterest

(ExhibitC2-2, p. 2).

In Reply, Terasen Gas submits that both BCOAPO’s and CEC’s argument inrespect of Terasen Gas’second ground for
reconsideration focuses on the reliability of the subdivision estimates, whereas Terasen Gas’ positionis,inessence,that the
Commissionshould nothave predetermined the recoverability of actual subdivision,taxandinterest costs based on

preliminary estimates that were not developed for that purpose (Terasen Gas Reply, p. 5).

4.3 Ground 3 —Shareholder Improperly Required to bear Property Taxes and Short Term Interest Expense
beyond January 1, 2012 Without Evidence that the Property Would be Subdivided and Sold by that Date

Terasen Gas submits that the Commission erred infactandlawinrequiringits shareholder to bear property taxes and
short-term interest expense on the portion of the Property south of Tilbury Road beyond January 1, 2012, without any

evidence that subdivisionand salewas possiblepriortoJanuary 1, 2012.

Terasen Gas states thatits uncontradicted evidence was that the process of subdividingand sellinga portion of the land
involves many steps and a number of approvals. The fact that the particularportion of the Property being considered for
saleis adjacentto a slough adds additional considerations to the processes for subdividingand selling. Terasen Gas submits
thatits evidence was that subdivisionand saleis unlikely to occur until after January 1, 2012 and may not occuratall. In
these circumstances, requiringtheshareholder to bear such carrying costs after January 1,2012, or any predetermined

date, is unjustand unreasonable (ExhibitB-1, pp. 13-14).

BCOAPO submits that Terasen Gas’ Reconsideration Application makes itclearthatit had “littleintention” of pursuingthe
subdivision and saleto mitigate the cost of the purchase,andthat Terasen Gas is attempting to shelter its shareholder
should the subdivision and salefail to materialize. BCOAPO submits that this condition by the Commission was based on

the understandingthat the subdivision and salewould be pursued to mitigate the cost of the purchase (ExhibitC1-2, p. 6).

CEC submits that the Commissiondid not err inlawandfactinrequiring Terasen Gas’ shareholder to bear property taxes
andshort term interest expense on the portion of the property south of Tilbury Road beyond January 1, 2012. CEC

observes that these costs were not related to used and useful assets of the utilityand submits that the costs should be
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borne by the shareholderinorderto incent Terasen Gas’ shareholder to move expeditiously to achievesubdivisionandsale

of the property (ExhibitC2-2, pp. 2-3).

In Reply, Terasen Gas characterizes BCOAPQ’s submissions that Terasen Gas “had littleintention of ever pursuing
subdivision and saleto mitigate the cost of purchase” and that “Terasen Gas likely did not intend to seriously pursuethe
subdivisionand sale” as falseand contradicted by the evidence. Terasen Gas points out that it(i) proposed subdivisionasa
potential option, (ii) commissioned a professional opinion with respectto the market value of the portion of the Property
south of Tilbury Road includingan estimate of subdivision costs, (iii) continues to deal with the Corporation of Delta since
the closeof the record (as is apparentfrom the new evidence), while (iv)it cannot yet apply for subdivision becauseitdoes

not own the Property.

Inreply to BCOAPQO’s second argument that Terasen Gas is attempting to shelter its shareholder should thesubdivisionand
salefail to materialize, Terasen Gas submits that the riskregardingthe ability and costeffectiveness of subdivision —a risk
that Terasen Gas has been transparentabout throughout — and the risks imposed by the other conditions havea high
probability of precluding Terasen Gas’ opportunity to earn a return on its investment that meets the fair returnstandard

(Terasen Gas Reply, pp. 5-6).

Terasen Gas addresses the Commission’s stated concern that Terasen Gas is insufficiently incented to pursuediligently the
subdivision and disposition of the portion of the Property south of Tilbury Road. Terasen Gas submits that if the
Commission determines on reconsideration thatthe Property is used and useful and is properlyincludedinratebase, the
Commission’s apparentdesireto enhance the incentives inherent in the rate setting process can be addressed with the
proposal setoutin paragraphs 1-3 atpage 11 of the Reconsideration Application which formparagraphs 1-3 of the Relief
Sought particularized above. Terasen Gas submits that under the proposal itwould not be earninga return on the amount

inthe deferral account, so this would eliminate any perceived incentive of the Company not to pursue subdivisionandsale.

Terasen Gas also undertakes to report to the Commission onits efforts to subdivideand sell until thesaleoccurs sothatthe
Commission may oversee those efforts. Further, Terasen Gas submits that the saleitself will besubjectto further
Commissionreview sothatthe Commission canscrutinize Terasen Gas’ efforts to obtainthe best saleprice. Ifsubdivision
andsalehas not occurred by January 1, 2013, Terasen gas proposes that the costof the property will enter into rate base.
Accordingto Terasen, this ensures thatif subdivisionandsalearenot possiblethe full Propertyis reflected in rate base,
thus removing this riskfromthe shareholder. At the same time, however, customers and the Commission havethe
opportunity to assess thediligence with which Terasen Gas had pursued subdivisionand sale. Terasen Gas recognizes that
alackof diligenceonits partin pursuingsubdivision and saleto facilitatethe removal of costs relatingto the land south of
Tilbury Road from rate basecouldresultinthe Commission disallowing fromrate base the same costs, but this risk properly

remains with the shareholder (ExhibitB-1, pp. 11-12).
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BCOAPO submits that Terasen Gas’ proposal does not alter its financial motivation to maintain the full value of the property
inrate base. Whilesemi-annual reportingand commission approval of the sale provides someadditional transparency, it
alsoincreases the cost of the subdivisionand sale, which mayimpactthe cost effectiveness. Further, one additional yearto
complete the saleis notadequate to alleviateits concerns, especially since Terasen Gas’ own evidence is that subdivisionis
unlikely before January 1, 2012,and infact, Terasen Gas has speculated that it could take decades before subdivisionis
granted, ifatall. BCOAPO reiterates its concern that Terasen Gas has littlefinancial incentiveto actively pursuethe
subdivisionand saleof the Section, and urges the Commissionto impose a “strong mechanism .... to balanceratepayer and

shareholder interests” (Exhibit C1-2, pp. 4-5).

CEC submits thatitis not convinced that the January 1, 2013 timelineas proposed by Terasen Gas as a deadlinefor
subdivisionand salefailingwhich the costof the property will enter into rate baseas a satisfactoryresponseto the

Commission, or ratepayers', concern (ExhibitC2-2, p. 2).

5.0 RELIEF SOUGHT BY THE INTERVENERS

CEC submits that the Reconsideration Application should be denied and submits that there is noerror of lawor factin
Order G-28-10.CEC submits that the Commission acted entirely within the discretion granted in Sections 45 and 46 of the

Act (ExhibitC2-2, p. 1).

BCOAPO submits that either the CPCN should be denied or that the original decisionandin particular theconditions

imposed by the Commission should be upheld (ExhibitC1-2, p. 6).

BCOAPO alsoremains concerned that the purchase of this property effectively creates a regulatory ‘put’ option by which it
means that, regardless of whether the land south of Tilbury Road is sold, Terasen Gas will earn a guaranteed return on all
landretained. If, inthe future, the value of the land exceeds the regulated return, orif Terasen Gas decides to stop running
the plantfor anyother reason, Terasen Gas will beableto sell the land, retain all thecapital gainsfor the shareholder,and
be fairly certainthatifthey replace this asset, ratepayers will bear the cost. Ifthey do not replacethe asset, ratepayers will
bear the estimated $9-11 million peaking supply replacementcosts that Tilbury mitigates annually. Inaddition, ratepayers

would likely bear the cost of land remediation.

BCOAPO addresses Terasen Gas’ submissionthatOrder G-28-10 makes Terasen Gas and its shareholder property
speculators, whichis outside of their core business and suggests thatthe Supreme Court of Canada decisionin ATCO Gas
and Pipelines Ltd. v. Alberta (Energy and Utilities Board) [2006] 1S.C.R. [140] (ATCO) makes all regulated utilities property
speculators by holding thatshareholders alonegain or losefrom the disposition of utility assets. BCOAPO cites the view of

the minority who cite the original AEUB decision with approval atparagraphs 99 and 100 of ATCO:
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“To award the entire gain to the utility might encourage speculationin non-depreciable property or
motivate the utility to identify and dispose of properties which have appreciated for reasons other
than the best interest of the regulated business.”

BCOAPO submits that the practical resultof ATCO for this applicationisthatthe Commissionshould payveryclose
attention to the acquisition of non-depreciableassets such as real property, and seek to minimizeany portionthat is not

directly used for the provision of utility service (ExhibitC1-2, p. 3).

Inreply, Terasen Gas notes that BCOAPO has changedits positionto now request that the CPCN be denied and submits that
BCOAPQ’s new positionis contrary to the interests of customers which will be best served by acquiringthe Property, by
providingthe certainty required to continue to operate the Tilbury LNG Facility for the longterm, and by avoidingthe

potential for much larger costs in the future.

Inreply to BCOAPQ’s concernaround the so-called “put” Terasen Gas submits that disposing of assets requires Commission
approval, with the Commission havingthe ability toimposethe necessary conditions to ensurethe publicinterest(Terasen

Gas Reply, pp. 1-2).

6.0 COMMISSION DETERMINATION

At page 2 of the Reasons for Decision for Order G-28-10, the Commission Panel stated that “The 5.13 acre portion of the
Property south of Tilbury Road will not be required or used for utility purposes (ExhibitB-1, p. 31)” while atpage 3 it
observed that “Terasen Gas believes that the 5.13 acre portion of the Property south of Tilbury Road is not required for the

purposes of maintaining compliance with CSA 2276 (ExhibitB-1, p. 31).”

The Commission Panel accepts Terasen Gas’ submission thatits Reasons for Decision for Order G-28-10 were inconsistentin
thatitincorrectly stated that the land south of Tilbury Road will notbe required or used for utility purposes whereas the

evidence shows that the land will notbe required for compliancewith CSA Z276.

Inadditionthe Commission Panel accepts Terasen Gas’ uncontradicted evidence that the only way that Terasen Gas can
acquirethe land north of Tilbury Road that will berequired for compliancewith CSA Z276, is to purchasethe Property inits
entirety and that in consequence the land south of Tilbury Road will berequired to provide utility serviceuntil ithas been

subdivided andsold.

The Commission Panel finds thatthis represents an overarchingreason to grant the reconsideration soughtby Terasen Gas

andaccordinglyfinds itunnecessarytoaddress Terasen Gas’ Grounds 2 or 3.
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The Commission Panel has considered BCOAPQ’s request that the Commission Panel deny the requested CPCN. The
Commission Panel agrees with BCOAPO that Terasen Gas’ submissions concerningthelikelihood of obtaining subdivision
approval fromthe Corporation of Delta became more germane inthe reconsideration process than they had been inthe
original proceeding. Nevertheless the Commission Panel considersthatthe potential benefits of the acquisition outweigh
the costs of the Project, even if subdivisionisnotauthorized by the Corporation of Delta. Accordingly, havingconsidered
Terasen Gas’ proposed conditions tothe CPCN and the submissions of the Interveners thereon, the Commission Panel finds
that the acquisition of the Property is inthe publicinterestand grants the CPCN requested, subjectto the conditions

proposed by Terasen Gas with one exception.

The Commission Panel has considered the Interveners’ submissionsthatthe period ending on January 1, 2013 is too shorta
period of time for the land south of Tilbury Road to remain ina deferral account pending subdivisionapprovalandsale,
whileit notes that, inits Reconsideration Application, Terasen Gas stated thatits evidence was that “subdivisionandsaleis

unlikely to occur until after January 1, 2012” (emphasis in original).

The Commission Panel finds that, in lightof Terasen Gas’ submission, the additional oneyear is too shorta period and

determines that the period be extended by another year to January 1, 2014.

Accordingly the Commission Panel amends Terasen Gas’ proposed condition 3(e) to read as follows:

“If Terasen Gas has not achieved subdivision and sale of the portion of the Property south of Tilbury
Road by January 1, 2014, then Terasen Gas will be permitted to applyto the Commissionto add the
balanceinthe accountintorate base, and demonstrate the prudence of its efforts to achieve
subdivisionandsale.”

The Reconsideration Application is granted subject to the amendment to proposed condition 3(e) and Terasen Gas filing
written confirmation of its acceptance of the conditions as amended within 5 working days of the date of the Order

issued concurrently with this Decision.

DATED at the City of Vancouver, inthe Provinceof British Columbia, this 9™ day of April 2010.

Original signed by:

A.J. PULLMAN
PANEL CHAIR/COMMISSIONER

Original signed by:

M.R. HARLE
COMMISSIONER
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