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BRITISH COLUMBIA
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BC TOLL FREE: 1-800-663-1385
FACSIMILE: (604) 660-1102

web site: http://www.bcuc.com

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

and

An Inquiry into FortisBC Energy Inc.’s
Offering of Products and Services in
Alternative Energy Solutions and Other New Initiatives

BEFORE: N.E. MacMurchy, Panel Chair

D.A. Cote, Commissioner July 8, 2011
LA. O’Hara, Commissioner
A.A. Rhodes, Commissioner

ORDER

WHEREAS:

A

On February 27, 2007, the B.C. Government released the “BC Energy Plan:A Vision for Clean Energy Leadership. The
2007 Energy Plan contains,among others, policy actions thatcall for supportin the development of clean power and
energy efficiency technologies, implementation of a provincial Bioenergy Strategy, as well as reductions in Greenhouse
Gas (GHG) emissions fromtransportation;

On June 3, 2010, the Clean Energy Act (CEA) received Royal Assent. Section 2 of the CEA sets out British Columbia’s
energy objectives whichinclude,among others, encouragement of the switching from one kind of energy sourceor use
to another that decreases GHG emissions, encouragement of the use of biogas, and promotion of energy efficiency;

Following Commissionapproval of its 2010-2011 Revenue Requirements Negotiated Settlement Agreement, FortisBC
Energy Inc. (FEI) (formally Terasen Gas Inc.) began takingover the alternativeenergy program activities provided by
Terasen Energy Services (TES). Accordingto the FortisBC Energy Utilities (FEU), TES’ alternative energy services
activities have never been actively regulated by the British Columbia Utilities Commission (Commission),and TES has
been, in effect, treated as a Non-Regulated Business. The FEU submitthat some of these activities should besubjectto
regulation;

Since 2009 the Commission has reviewed a number of applicationsfiled by FEl in new businesses related to Alternative
Energy Solutions (AES) and other New Initiatives;

On July 15, 2010, the FEU filed their 2010 Long Term Resource Plan (LTRP) with the Commission. The FEU described
their LTRP as a planto build onsteps to transform themselves into a complete, integrated energy provider of AES
incorporatingthereliability of conventional energy services. Interveners inthe proceeding raised the issue of the
scope of regulationinrespect to the New Initiatives. Inits Decision dated February 1, 2011 acceptingthe LTRP, the
Commission Panel stated: “The Commission Panel considersthatthe issues raised aboveare beyond the scope of the
2010 LTRP and aretherefore not further addressed in this Decision. However, the Panel believes that the changes

/2



BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-118-11

being contemplated andthe issues arisingfromthem are significantenough to warranta formal process to address
them at a future datein the not too distantfuture.”;

F. By letter dated April 27,2011, the Energy Services Association of Canada (ESAC) filed an application with the
Commissionrequestinga process to review FEI’s AES activities. ESAC states its major concerns as related to the lack of
public consultation, useand distribution of Energy Efficiency and Conservation (EEC) funding, delivery of AES by a
regulated utility, potential cross-subsidization of AES activities by natural gas rate payers, and use of sensitive market
information by FEl;

G. By letter dated May 6, 2011, Corix Utilities Inc.supported the ESAC application;

H. The Commission determined thatan Inquiryinto FEI's transformationintoanintegrated energy power provider was
warranted andissued Order G-95-11 to establish an Inquiryinto the products and services offered by FEI pursuantto
sections 23,72, 82 and 83 of the Utilities Commission Act;

I.  The Commission helda Procedural Conference on June 15,2011 to hear submissions fromall Parties ontheissues and
scope contained in the Staff Working Paper attached as Appendix B to Order G-95-11, and the alternativeregulatory
process and timelines. FEI and Registered Interveners provided written comments on preliminaryissues,scopeand
process of the Inquiry by June 9, 2011 and made further comments orally atthe Procedural Conference on June 15,
2011;

J.  The Commission has considered the views of FEI (usedinterchangeably with FEU inthis Order andits attachments) and
Interveners as expressed through written comments or orally atthe Procedural Conference.

NOW THEREFORE the Commission,for the Reasons stated in Appendix A attached to this Order, determines as follows:

1. The Inquirywill addresstheissues as setoutinthe Reasons. The Commission expects the Parties to fileevidence on
the issues inaccordancewith the issueheadings and topics listed in the Scope and Issues section in Appendix A.

2. The Inquirywill addresstheissues ata principles level. The Terms of Reference are set out in Appendix B to this Order.

3. A Regulatory Timetableis set outin Appendix C to this Order.

DATED at the City of Vancouver, inthe Province of British Columbia, this Eighth dayof July 2011.
BY ORDER
Original signed by:
N.E. MacMurchy

Panel Chair
Attachments

Orders/G-118-11_FEI_AES Offering ScopingOrder



APPENDIX A
to Order G-118-11
Page 1 of 8

IN THE MATTER OF

AN INQUIRY INTO FORTISBC ENERGY INC.’S
OFFERING OF PRODUCTS AND SERVICES IN
ALTERNATIVE ENERGY SOLUTIONS AND OTHER NEW INITIATIVES

REASONS FOR DECISION

July 8, 2011

BEFORE:

N.E. MacMurchy, Panel Chair
D.A. Cote, Commissioner
L.A. O’Hara, Commissioner
A.A. Rhodes, Commissioner

FEI AES Offering Scoping Order



APPENDIX A
to Order G-118-11

Page 2 of 8
TABLE OF CONTENTS
Page No.
1.0 INTRODUCTION 3
1.1 Background to the Inquiry 3
1.2 Key Stakeholders 3
2.0 SCOPE OF THE INQUIRY 4
2.1 Level of Analysis 4
2.2 Generic versus FEl Focus 4
2.3 Impact on Previous Decisions or on Regulatory Processes Before the Commission 5
2.4 Issues to be Addressed 5
3.0 ALLOCATION OF COSTS 6
4.0 REGULATORY PROCESS AND TIMELINES 6

FEI AES Offering Scoping Order



APPENDIX A
to Order G-118-11
Page 3 of 8

1.0 INTRODUCTION

11 Background to the Inquiry

As cited inthe preambles in Order G-95-11, FortisBC Energy Inc. (FEI) has filed a number of applicationsto the British
Columbia Utilities Commission (Commission) for approval:(a) to provide products and services in the alternative energy
services sector;and (b) of other new initiatives. These applicationsledtoa series of ad hoc Commission Decisions and
Orders with respect to Energy Efficiency and Conservation Programs (EEC), the framework for regulating Biomethane
Services,and, within the negotiated settlement agreement of Terasen Gas Inc.’s (Terasen) (as FEI was formerly known)
2010and 2011 Revenue Requirements Application, treatment related to expenditures on innovative technologies. Ineach
of these proceedings Registered Interveners have raisedissues with respectto the scopeof regulationasitrelates to these
new initiatives.

Inits Decision, dated February1, 2011, accepting Terasen’s Long Term Resource Plan,the Commission Panel stated that an
additional process may be required to determine how these new ventures would fit within the context of a regulated utility.
The Commission Panel further stated that without such a process the Commission and Interested Parties would miss the
opportunity for a comprehensive and systematic consideration of complex regulatoryissues embedded inthe New
Initiatives applications.

By letter dated April 27,2011, the Energy Services Association of Canada (ESAC) filed an application with the Commission
requesting a process to review FEI’s Alternative Energy Solutions (AES) activities. Itstated its major concerns arerelated to
the lack of public consultation,useanddistribution of EEC funding, delivery of alternative energy services by a regulated
utility, potential cross-subsidization of alternative energy serviceactivities by natural gas rate payers and use of sensitive
market information by FEI. On May 6, 2011 Corix Utilities Inc. (Corix) filed a | etter of support for this Complaint.

The Commission determined thatan Inquiryinto FEI's transformation from a traditional gas distribution utilityintoan
integrated energy provideris warranted andissued Order G-95-11 on May 24, 2011.

The AES area partof FEI's responses to the emerging public concerns around global warmingand greenhouse gas
emissions. These concerns arereflected inthe B.C. Government’s “Energy Plan:A Vision for Clean Energy Leadership” of
February 27,2007 which was followed by the passageofthe Clean Energy Act (CEA). This Act received Royal Assent on
June 3,2010. It sets out British Columbia’s energy objectives which in partencourage switching energy sources where this
leads to decreased greenhouse gas emissions, encourages waste reduction through the use of biogas and the use and
development of technologies that supportenergy conservation and efficiency.

1.2 Key Stakeholders

The key stakeholders inthis Inquiry areFEl, its shareholders and ratepayers, ESAC, Corix and other Registered Interveners
that may be affected by the way FEI does business inthe AES and innovativetechnologies area. Impacts on the Registered
Interveners may vary depending on their business focus. Inthe caseof other utilities, whilethe Inquiryis dealingwith
issues flowing from FEI activities, the outcome, inthe form of principles, guidelines or criteriamay well havea directimpact
on their future actions in providing AES or developing and applyinginnovativetechnologies.
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2.0 SCOPE OF THE INQUIRY

21 Level of Analysis

Oneissuethat has been raisedis to what level of detail participants inthe Inquiry should be expected to go into when
dealing with the issues beforethe Inquiry. ESAC put forward the argument that FEI should be required to describe “in
detail”how itis operatinginthe AES spaceandhow EEC funds are being appliedandallocated. (T1: 44) On the other hand
the BCOAPO argues that what is requiredis for parties to file “high—level” analyses of the AES sector, both in British
Columbia and perhaps more generally. The BCAOPO alsoargues thatthe Inquiry process would be enriched if the record
includes high-level studies of the emerging energy market and the role of regulated utilities within. (T1: 67) Corixstated
thatissues should bedealtwith ata principlelevel. (T1: 57)

The Panel agrees that this Inquiry should address the issues at a principles level. Detailed assessment of specific
expenditures or programs is not seen as useful except where it may be illustrative to support principles or policies that
are of broader application. The Panel also encourages parties to provide industry studies or reviews of the emerging
energy market, both within British Columbia and elsewhere, and the role of regulated utilities in such markets.

2.2 Generic versus FEI Focus

An area of disagreement inthe initial filings and arguments atthe Procedural Conference was whether the Inquiry should
be a generic Inquiry oranInquiry focused on FortisBC Energy Utilities (FEU) activities. FEU (used interchangeably with FEl in
this document) argued that sincedecisionsthataremade by the Panel will impactmore than justFEU that the Inquiry
should be generic innature (T1:26). FEU believe that other AES providers should beinvolvedin putting witnesses forward
and being subjected to cross examination. (T1:30) However, despite their position onthe Inquiry as beinga generic one,
FEU wish to have the rightof reply which they would argue flows from the complaints filed againstthem (T1: 126-127).

A number of other Interveners took the view that the Inquiry should focus on FEl activities. Corix argued thatthe Inquiry
should be limited to FEI, although Corix recognizes that the principles established for FEI “canand likely will” be applied to
others where appropriate. (T1:57-58) BCOAPO expressed the view that to do the job of properly examiningthe complaints
brought against FEI “generalized high-level analysis musttake place.” (T1:68)

Since 2009 the Commission has reviewed a number of applicationsfiled by FEl in new businesses related to Alternative
Energy Solutions and other new initiatives. Ina number of these proceeding Interveners have raised concerns aboutthe
scope of regulation with respect to AES and new initiatives. While other utilities may encounter the same issues thathave
been raisedin FEl proceedings andin the letters from ESAC and Corix the issues inthis proceedinghaveall arisen from
activities undertaken by FEI.

The Panel finds that based on the identification of issues raised in past FEl proceedings and the complaints filed against
FEl that it is appropriate that the proceeding should be focused on FEl. The Panel agrees with those parties that sugge st
that the outcome of the proceedings may have application beyond FEI to other utilities engaged, or who become
engaged, in similar activities or programs. In addition to the evidence to be put forward by FEl, the Panel strongly
encourages all the parties to put forward evidence to assist the Commission in reaching decisions that indeed may have
consequences beyond FEI
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23 Impact on Previous Decisions or on Regulatory Processes Before the Commission

Inits submissionstothe Panel, FEU argued at some length that the principles of regulatory efficiency, the administration of
justiceand substantivefairnessrequirethatthe Commission notrevisitand potentially changethe decisions of the past.
(T1: 14-25) The B.C. SustainableEnergy Association and the Sierra Club of B.C. (BCSEA) supported this position, pointing out
thatifa partyfelt a pastdecision was wrong, itshould pursuethis concern through the legal processes setdown for this
purpose, not through the Inquiry process. (T1:82) ESAC argued that while itdoesn’t really disagree with the principlethat
there needs to be finalityin decisions,itqualified thatas beinglimited to where the issues of concernaredealt with in a
comprehensive way ina proceeding before the Commission. Itbelieves that this has not been the caseto date. (T1:46)

ESAC requested the Commission to make an order that would suspend the use and application of EEC funds in the AES

space, particularlyiftheInquiry proceedingis to be a protracted process. (T1: 116)

The Panel agrees that it is not appropriate for this Inquiry to be used as a vehicle to re-open past Decisions of the
Commission. With respect to ongoing processes that may have some degree of overlap with the issues being considered
by this proceeding, the Panel believes that such processes will be decided on the basis of the evidence put before them.
While it may be beneficial to have the outcome of this proceeding known before similar issues are dealt with in other
ongoing proceedings, it would be inefficient and potentially unfair for such proceedings to be delayed. The Panel sees
the outcome of this proceeding as being applied in a forward looking manner and not impinging on past or current
ongoing proceedings. The Commission does encourage interested parties tolook at past Decisions and only where
appropriate bring forward portions of decisions that may be of assistance to the Panel in determining the principles that
should be applied to resolve the issues before the Inquiry.

24 Issues to be Addressed

There was a variety of views expressed on the scope of the proceeding. Commission staff oninstructions fromthe Panel
had prepared a working paper on the scope of the issues. This paper was attached to Order G-95-11. FEU called for a much
more restricted scope, with a focus on issues related to AES. It stated that itwelcomes the opportunity to explore the
scope of the Commission’s jurisdiction. FEUalso raised concerns aboutthe formulation of the issues, specifically that they
should be formulated on a neutral basis, eliminating any preconceived notions of the nature of FEU’s business as a public
utility. FEU would alsoliketo have the issues expanded to include assessment of the benefits to customers from AES
activities (ExhibitB-1, pp. 29-32). FEU defines AES services as only related to geo exchange systems, solar thermal and
water systems and districtenergy systems. (T1: 13) It would exclude EEC and DSM expenditures and NGV and biomethane

programs.

ESAC stated its major concerns areinthe area of public consultation by FEI, use and distribution of EEC funding, the role of
aregulated utilityin delivery of services and the potential cross-subsidization of AES activities by natural gas ratepayers,
and the useof sensitive market information within FEI (ExhibitC-1). ESAC’s focusis on FEl’s activities inthe AES market
space. Itis notdirectly concerned with NGV or biogas market activities atthis time, but it sees there are many common
issues particularlyin relationto (a) the use of EEC funding, (b) whether there is any publicinterestor other jurisdiction for
FEIl to engage inthese activities as a regulated utility and (c) whether FEl is engaging in cross-subsidization or other abuses
of its monopoly to compete unfairly. Corix expressedits concerns as related to how the Commission regulates FEI’s AES
business activities with respect to (a) fair competition in the emerging alternateenergy servicemarket, and (b) fair
regulation of alternateenergy public utilities (Exhibit A2-2). Corix does not see NGV or biomethane as necessarily having to
form part of the Inquiry (T1:55). Corix believes the Inquiry should cover both EEC and AES. It submits that the core AES
and EEC principles thatshould beconsideredinclude:limits on natural gas ratepayers subsidizing FEl’s shareholders,
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competitive endeavours or cross-subsidizing other forms of energy users (T1: 58).

BCOPAO characterizedits concernas: “What fields of activity and what lines of business areappropriateto the utilityin the
context of a changingand evolving energy sector?” (T1:63) BCSEA sawthe staff scoping paper as being far too broad.
BCSEA advocates a policy creation focus to the Inquiryas opposedto a complaintfocus. (T1: 81, 85) BC Hydro and Power
Authority (BC Hydro) proposes that the Inquiry should be narrow in scopefocusingon FEI’s AES activities. BCHydro states
that a starting pointfor analysis of AES activities by FEU would be to assess which of three categories they fall into.
Category lincludes activities thatareclearly publicutilities services within the meaning of the Utilities Commission Act.
Category 2 covers activities intended to ensure that, inregard to FEU’s public utility serviceobligations, its load-resource
balanceis maintained through demand sideor supplysideinvestments. Category 3 encompasses AES activities thatarenot
regulated utility services, nor arethey inthe nature of investments to ensure maintenance of the utility’s load-resource
balance, butinstead aremore in the nature of a revenue-generating business. BCHydro would see the focus of the Inquiry
on those activities of AES that do not fall clearlyinto one of these categories (ExhibitC7-1). The BC Ministry of Energy and
Mines suggests that the focus of the Inquiry should be fairly narrowand should excludebiomethane and NGV as partof the
Inquiry (T1:93).

The Panel inestablishingthe scopeof issues agreed with parties thatadvocated the major focus of the Inquiry should be on
AES and innovativeenergy initiatives. As this Inquiryis tofocus ata principles level andis nota vehicleto impingeon past
or current ongoing processes before the BCUC, the Panel does not see merit in narrowly defining the term Alternative
Energy Services or new andinnovative energy technologies. The intent of the Panel is to take a measured view of AES and
innovative energy technologies, both existingand potential,to assess theappropriateroleof regulati oninthe changing
energy market place. To the extent parties believe some of these issues have been addressed to some degree in other
proceedings both before the BCUC or in other jurisdictions, the Panel encourages parties to bringthis information forward
intheir filed evidence.

After assessing the variety of views by parties to the proceeding, the Panel has concluded that the Issues to be put before
the Inquiry are as outlined in the attached Scope and Issues document. The Panel encourages all parties to view AES and
other new energy initiatives from a broad perspective including both existing activities and programs and potential
activities and programs that deal with market activities beyond what has been the case in traditional gas utilities.

3.0 ALLOCATION OF COSTS

The finding of the Panel that the hearinghas arisenfrom issues raised in previous FEU proceedings andin complaints with
respect to FEU activities, leads the Panel to concludethat the costs of the Inquiry should beallocated in the usual manner,
i.e.,, asif FEU were the applicant. The Panel notes that this treatment of FEU also provides them with the rights normally
associated with an applicant,includingtheright of reply. Ifatthe time of final argument FEU is of the view this allocation of
costs is notappropriate, the Panel will consider arguments on how this allocation mightbe amended.

4.0 REGULATORY PROCESS AND TIMELINES

The regulatory timelines are set out in Appendix C. The decision as to whether to proceed with anoral or written
proceeding will bemade at the second procedural conference scheduled for December 14, 2011.
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Scope and Issues

ISSUE 1

Scope

Evaluating AES and Other New Initiatives

Given British Columbia’s energy objectives as set outin the Clean Energy Act, the responsibilities of the Commission under
that Act and the Utilities Commission Act and the emergence of new andinnovativetechnologies inthe areas of alternative
energy services and other new initiatives, the scope of this new issueincludes:

a)

b)

c)

ISSUE 2
Scope

a)

b)

d)

When evaluating AES and other new initiatives, what principles or guidelines should be followed by the BCUC to
protect the publicinterestincluding:

o theinterests of utility ratepayers;

o the impacton the broader publicincluding potential competitors;

o the furthering of British Columbia’s energy objectives; and

o the rights of the utility shareholder?

What process should the BCUC utilizeand how comprehensive shouldits analysis be before itallows the utility to
undertake AES or other innovativetechnologies as partof its regulated business?

To what extent and under what conditions could EEC or other funding be made availableto support AES and other
new initiatives?

Regulated versus Non-regulated Activities

What arethe principles thatshould beapplied to determine whether an AES or other new initiatives activity can
or should be pursued as a regulated business?

Where an AES activity or other new initiative has been undertaken by a regulated utilityto allowitto be proven
or established and after that it is determined thatit should be spunout as anunregulated activity, what
costs/benefits should accrueto the ratepayer and/or the utility shareholder? Whatprinciples or guidelines
should the Commission to followinassessinganapplicationto spinouta regulated activity toa non-regulated
entity?

What arethe practices in otherjurisdictions with respectto AES and other new initiatives (includingthe
application of EEC) that are allowed to be undertaken as partof the regulated business and whatis the degree of
oversightby the regulatorinapprovingand monitoringthese activities?

Under what conditions should a regulated utility be allowed to share market s ensitiveinformationithas obtained
through its regulated business activities with non-regulated businesses (a) thatare related businesses or (b)
unrelated businesses?
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ISSUE 3 Evaluation of Approved Regulated AES and Other New Initiatives
Scope

a) When ratepayers arepayingfor AES and other new initiatives whatstandards should the BCUC applyto
determine whether the activityis beingcarried outinthe most cost-effective manner?

b) What principles or guidelines should beappliedto ensure that where feasible competitiveforces can be
utilized to maximize the efficiency and effectiveness of AES activities and other new initiatives?

c¢) Whatguidelines should utilities followin making EEC incentive funds available for addressingissues such as
(i) who canaccess the funds,and (ii) transparency of funding programs?

d) Whatcriteria should beusedto assess whether an AES or new initiativeactivity has been successfulin meeting
the initial objectives setout for the activity? If the activity has notbeen fully meeting the goals setout inthe
initialapplication, whatcriteria should beused to determine when the program should be terminated? What

portion of the risk of programfailureshould rest with the ratepayer?

FEI AES Offering Scoping Order



APPENDIX B
to Order G-118-11
Pagel of 1

An Inquiry into FortisBC Energy Inc.’s
Offering of Products and Services in

Alternative Energy Solutions and Other New Initiatives

TERMS OF REFERENCE

1. The Inquirywill notbe a means to re-open pastdecisions of the Commission or to impingeon anyregulatory processes
currently underway before the Commission. Itis a forwardlookingassessmentwith the aim to establish principles that
canbe appliedto future regulatory processes inthe area of AES and other new initiatives. The Commissioninvites
parties to assess all types of AES and new initiativeactivities, including the application of EEC or other funding. This
shouldincludeaddressing potential new business activities where these new initiatives could beseen to be regulated

activities.

2. The Commission recognizes that previous decisions of the Commission may have dealt with some aspects of the issues
being examined in this Inquiry. Parties areinvited to bringforward relevant aspects of past decisionsin their evidence
thatillustraterelevantprinciples or policies. The purposein doing soshould be to assistthe Commissionin
determining what general principles or guidelines could beappliedin future proceedings to ensure fairness, equity and
protection of the publicinterest. The Commission would not find it appropriatefor parties to argue the specific merits
of pastdecisions, as the Inquiryis nota vehicleto re-open decisions.

3. The Inquiry will focus onthe activities of FEI. However itis the expectation of the Commission thatprinciples
establishedin this Inquiry may be of wider application beyond FEI to other utilities in dealing with the same subject
matter infuture proceedings.

Inaddition to the evidence that will be put forward by FEI, the Commission strongly encourages ESAC, Corix and other
interested parties to fileevidence with respect to the issues setout in Appendix A.
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An Inquiry into FortisBC Energy Inc.’s
Offering of Products and Services in
Alternative Energy Solutions and Other New Initiatives

REGULATORY TIMETABLE

FEl to file Evidence Monday, August 29

FEI Responses to IRNo. 1 Thursday, October 6

Participation Assistance/Cost Award Budget submissions Monday, October 24

ESAC/Corix/Other Interveners Responseto IR No. 1 Tuesday, November 22

Submissions on the Format of the Proceeding Monday, December 12
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