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

and

FortisBC Energy Inc. and FortisBC Energy (Vancouver Island) Inc.
Energy Efficiency and Conservation Program
Natural Gas Vehicle Incentives Review

BEFORE: A.A. Rhodes, Panel Chair /Commissioner

D.A. Cote, Commissioner August 15,2011
M.R. Harle, Commissioner

ORDER

WHEREAS:

A

On March 31, 2011, FortisBC Energy Inc. and FortisBC Energy (Vancouver Island) Inc. (FEI/FEVI, the Companies)
submitted their Energy Efficiency and Conservation (EEC) Program 2010 Annual Report as a compliancefilingin
accordancewith British Columbia Utilities Commission (Commission) Order G-36-09. Inthe cover letter to the Report,
FEI/FEVI request the Commission address the Companies’ use of EEC funds as incentives for Natural Gas Vehicles
(NGVs) atthe earliestpossibledate;

On April 18,2011, the Commissionissued Letter L-30-11 which indicated the Commission wouldinitiatea regulatory
process to review and determine the appropriateness of the Companies’ use of EEC funds as NGV incentives (the
Review Proceeding). The following specific questions were posed:

1. Wasitappropriateforthe Companies to change the scope of the Innovative Technologies program to include NGV
purchaseincentives via the EEC Stakeholder Group and the EEC Program-2009 Report (filed March 31, 2010)?

2. Ifthe scopeof the Innovative Technologies programwas appropriately changed, does the associated NGV
purchasefunding become:

a. aCommission-approved expenditure; or
b. anapproved EEC expenditure; or
c. anexpenditure eligiblefor costrecovery from ratepayers in whole orin part?

3. IfNGV purchaseincentivefundingis foundto be inappropriatelyincludedinthelnnovative Technologies program,
shouldincentive payments already made by the Companies be eligiblefor costrecovery from ratepayers in whole

orinpart?

By Order G-70-11 dated April 20, 2011, the Commission established a Regulatory Timetable for the written hearing of
the Review Proceeding;
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D. OnlJune 3,2011,followingits receiptand review of the submissions of the Companies and Interveners, the Commission
Panel sought further submissions from the parties onthe additional issue of:

e the abilityand appropriateness of the utility moving EEC funds among programs that meet the definition of
“demand-side measure” inthe Utilities Commission Act and programs that do not

and established anamended Regulatory Timetable for that purpose;

E. The written process for the Review Proceeding concluded with the filing of the Companies’ Reply Submissionon
June 16, 2011;

F. The Commission Panel has reviewed the evidence and submissions of the Parties.

NOW THEREFORE for the Reasons attached hereto as Appendix A, the Commission:

1. Determines that, inanswerto Question 1, it was not appropriatefor the Companies to change the scope of the
Innovative Technologies program to include NGV purchaseincentives via the EEC Stakeholder Group and the EEC
Program-2009 Report (filed March 31, 2010). It further determines thatthe NGV program is not a demand-side
measure within the meaning of the Clean Energy and Utilities Commission Acts.

2. Directs that FortisBCEnergy Inc. and FortisBC Energy (Vancouver Island)Inc.areto include only those expenditures
meeting the definition of “demand-side measure” as foundinthe Clean Energy and Utilities Commission Acts, as
determined by the Commission Panel inthe attached Reasons for Decision, inthe Energy Efficiency and Conservation
category. Programs which do not meet the definition areto be kept separate. This applies as well to any funding for
“technology innovation programs”.

3. Provides FortisBCEnergy Inc.and FortisBC Energy (Vancouver Island)Inc.and Interveners the opportunity to file
further submissionson the issue of the prudency of the NGV incentive expenditures, given the findings of the
Commission Panel as setout inthe Reasons attached hereto as Appendix A, inaccordancewith a timetable to be

arranged.
DATED at the City of Vancouver, inthe Province of British Columbia, this 15" day of August 2011.
BY ORDER
Original signed by:
A.A. Rhodes
Panel Chair/Commissioner
Attachment

Orders/G-145-11_EECNGV Incentive Funding for NGVs-Reasons
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1.0 INTRODUCTION

FortisBC Energy Inc.and FortisBC Energy (Vancouver Island) Inc. (the Companies)are related regulated public utilities
engaged primarilyinthedistribution of natural gas through the provision of sales and transportation services to over
900,000 residential and commercial customers in over 100 communities in British Columbia, including Vancouver Island.

The Companies have recently significantlyincreased their spending of “Energy Efficiency and Conservation” funds (which
are provided by ratepayers)to finance programs inthe area of Natural Gas Vehicles (NGVs). This spendingrelates to the
provision of incentive payments to selectlarge customers to assistthem to purchase Natural Gas Vehicles in lieu of vehicles
fuelled by diesel.

This Review Proceeding was initiated to assess theappropriateness of this activity, in light of the history set out below.
Specifically, this Review Proceeding was initiated on April 18, 2011 to examine three questions:

1. Wasitappropriateforthe Companies to change the scope of the Innovative Technologies program to include
NGV purchaseincentives via the EEC Stakeholder Group and the EEC Program-2009 Report (filed March 31,
2010)?

2. Ifthe scopeof the Innovative Technologies program was appropriately changed, does the associated NGV
purchaseincentive funding become: (a)a Commission-approved expenditure; or (b) anapproved EEC
expenditure; or (c) an expenditure eligiblefor costrecovery from rate payers in whole orin part?

3. IfNGV purchaseincentivefundingis foundto be inappropriatelyincludedinthelnnovative Technologies
program, shouldincentive payments already made by the Companies be eligiblefor costrecovery from rate
payers inwhole or in part?

(Commission Letter L-30-11; FEI/FEVI EEC Natural Gas VehicleIncentive Review Proceeding; ExhibitA-1)
2.0 BACKGROUND

The Companies have had programs in placerelatingto demand-side management andthe promotion of energy efficiency
for a number of years. Traditionally, expenditures for these programs have been assessed as partofthe Revenue
Requirements Applications. TheCompanies’ demand-side management activity was relatively constantfromthe late 1990s
to 2007, involving total expenditures for both incentives and non-incentive expenses for both Companies of less than $5.0
million per year over that time period.

21 Energy Efficiency and Conservation Programs Application

In May of 2008, the Companies filed their “Energy Efficiency and Conservation Programs” Application which sought
approval of increased expenditures (of $56.6 million for both Companies for three years)in support of an expanded energy
efficiency and conservation (EEC) strategy. The Companies alsosoughtto increasethe amortization period for incre mental
EEC expenditures to 20 years [from 3 years for FortisBC Energy Inc. (FEI) and 1 year for FortisBC Energy (Vancouver Island)
Inc. (FEVI)].

One area of proposed expansioninthe EEC Application was “Innovative Technologies, NGV and Measurement Program
Area” which requested a total of $3.0 Million. The projects describedin “NGV- Natural Gas Vehicle projects”included
“utilizingliquefied natural gas in heavy-duty vehicleapplications or utilizing renewable or hydrogen in combination with
natural gas inspecifictransportation applications”. The notion of providing vehicle grants to customers not otherwise
eligiblefor grants under Rate Schedule 6 through a vehiclegrantfund was alsoraised. Other NGV projects identified in this
sectionincluded: Hydrogen/Compressed Natural Gas blended projects (HCNG) and Biogas vehicles. (ExhibitA2-2, Terasen
Gas Inc.and Terasen Gas (Vancouver Island) Inc. EEC Application, pp.14-15; 75-76)

FEI EEC-NGV Incentive Review
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Inits Decision onthe EEC Application of April 16,2009, (the EEC Decision)the Commission Panel rejected all proposed
expenditures inthis area. It found that “Innovative Technologies, NGV and Measurement programs can be appropriate
vehicles for encouraging commercial development of technologies to reduce or replacenatural gas consumptionand
related GHG emissions”. Italso noted the acknowledgement of FEI that further refinement of the program was required
andfound that there was insufficientevidence as to the nature and scope of the proposed program. The Panel commented
that FEI might wish to bringforward projects in this programarea for consideration as they become more fully developed.
(ExhibitA2-3, EEC Decision, p.26)

22 2010-2011 Revenue Requirements Application
On June 15, 2009 FEI filed its 2010-2011 Revenue Requirements Application.
The Table of Contents and Headings withinthat Applicationareclearintheir classification of Natural Gas Vehicle offerings
within “Alternative Energy Solutions”, as separateand distinctfrom “Energy Efficiencyand Conservation Programs” under
which “Innovative Technologies” were shown as a subsection of “Industrial Energy Efficiency”. (ExhibitA2-4, Terasen Gas
Inc.2010-2011 Revenue Requirements Application, p.iii)

The technologies described in the “Innovative Technologies” subsection were:

o Hydronic Based Heating Systems

o Integrated Energy Systems (or Combinations Systems)
o SolarThermal

o Ground Source Heat Pumps

(ExhibitB-1, BCUC IR 1.6.2)
The 2010-2011 RRA was determined by way of a Negotiated Settlement Process.

2.2.1 Negotiated Settlement Agreement

The Negotiated Settlement Agreement which was approved by Commission Order G-141-09 dated November 26, 2009,
states the followingwith respect to Natural Gas Vehicles:

“14. Natural Gas for Vehicles (“NGV”)

The Commission IssueNo. 2 inthe Commission Panel’s “Issues of Particular Concern to the
Commission Panel” stated:

“Natural Gas Vehicles (“NGV”) — if NGV is to proceed why should the natural gas ratepayer fund
this initiativerather than Terasen’s non-regulated businesses or the competitive market?”

The Parties agree:
(a) NGV Rate Schedule 26 — NGV Transportation Serviceshould be approved as filed.

(b) The marketing costs insupportof NGV that areincluded inthe revenue requirements Applicationare
appropriately recoverablein2010and 2011 rates.

(c) Upon acceptanceof this Agreement by the Commission, TGl withdraws its request in this Application for the
following:

FEI EEC-NGV Incentive Review
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i Rate Schedule 6C NGV Compression and Refueling Serviceand 6A NGV Refueling Service; and
ii.. the Compression Service (“CS”) Test; and
iii.. NGV non-rate basedeferral account.

The Parties acknowledge that these requests are being withdrawn by TGI to facilitatea settlement on other
issues presented inthis Application. The Parties agreethat TGI’s withdrawal of its requests regarding NGV is
without prejudiceto TGl’s rightto bringforward similarrequestsin 2010 or 2011 or otherwise in the future.
The Parties acknowledge that TGl intends to develop this area of business and that TGl anticipates itwill bring
forward applications on NGV projects to the Commission on a case-by-casebasisduringthe term of this
Agreement andinfuture years. The Parties agree that TGl is atlibertyto do so.”

(ExhibitA2-5, Terasen Gas Inc.2010-2011Revenue Requirements Application, Negotiated Settlement Agreement,
p.9)

23 Application for Approval of Service Agreement for Compressed Natural Gas

On December 01, 2010 FEl applied to the Commission for, inter alia, approval of a draftagreement whichithad made with
Waste Management of Canada Corporation for compressionand dispensingservicefor Compressed Natural Gas. Italso
applied foracceptanceof the expenditures required to providethe serviceas well as approval of General Terms and
Conditions for use in future contracts, for both CNG and LNG customers. FEI specifically stated thatit was “not seeking
approvals for Energy Efficiency and Conservation (EEC) funding, O&M fundingfor NGV business development, or any costs
that are intended to be recovered from existing natural gas customers”. However, the Application didindicatethat FEI had
providedincentive fundingto Waste Management to cover the incremental cost of purchasing 20 natural gas vehicles, as
opposed to their diesel equivalents. This fundingwas inthe approximateamount of $803,000 or slightly morethan
$40,000 per vehicle. (Application for Approval of Service Agreement for Compressed Natural Gas ExhibitB-1,p. 47; EEC
Natural Gas VehicleIncentive Review, ExhibitB-1, BCUC IR 1.7.2)

Inits January 14,2011 Reasons for Decision approving the Waste Management Agreement on an interimbasis, the
Commission Panel questioned whether FEI had approval to make the incentive payments to Waste Management outside
those contemplated in existing Rate Schedules, given the explicitrejection of expenditures inthat area in the EEC Decision
as well as the withdrawal of requests relatingto NGVs inthe Negotiated Settlement Agreement (NSA).

24 Energy Efficiency and Conservation Programs 2010 Annual Report

During 2010 FEI committed a total of $5.587 millioninincentives for NGVs. Future commitments are expected to amount
to afurther $3.78 million. (Futurecommitments arethose where, inter alia, there has been an application by the customer,
but no agreement with the customer has been signed.) (ExhibitB-1, BCUC IR1.7.1; 1.7.1.1)

Intheir 2010 EEC Programs Annual Report, the Companies took the position thatthey had acted within the guidelines and
approvals of pastregulatory decisions for EEC funding for NGVs and sought Commission concurrenceonthe issue,inan
expedited fashion, prior tothe 2012-2013 Revenue Requirements Application. The Companies took the further position
that the use of Innovative Technologies Program Area EEC fundingfor NGV initiatives i sconsistent with past Commission
Orders. (2010 EEC Annual Report pp. 201-203)

Itis not suggested that further stakeholder engagement or compliancereportingcan alter the overall scopeofan accepted
expenditure schedule. As noted by the Companies, “[o]nly the Commission has the ability to accept EEC expenditures
pursuantto section44.2... For clarity, the stakeholder engagement process is a consultation exercise, not anapproval
process. The EEC Annual Report is a compliancereporting. Neither the mere consent of the EEC stakeholder group, nor the
inclusion ofinformationina compliancereportto the Commission, can alter the overall scopeof anaccepted expenditure
schedule”. (FEI and FEVI Final Submissions, pp.5-6)

FEI EEC-NGV Incentive Review
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3.0 FEI/FEVI ENERGY EFFICIENCY AND CONSERVATION NATURAL GAS VEHICLE INCENTIVE REVIEW PROCEEDING
As noted previously, this Review Proceeding was initiated to examine three questions, the firstof whichis:
3.1 Question 1

Was it appropriate for the Companies to change the scope of the Innovative Technologies program to include NGV purchase
incentives via the EEC Stakeholder Group and the EEC Program- 2009 Report (filed March 31, 2010)?

The Companies submit that the inclusion of additional spendinginthearea of NGVs was properly withintheir discretion as
contemplated by the framework established inthe EEC Proceeding. That framework contemplated the Companies’ ability
to re-allocatefunds among approved program areas within the overall portfolio. (FortisBC Energy Utilities Submi ssion, pp.
6-9)

The Companies admit that the programs identified in the “Innovative Technologies” section of the 2010-2011 RRA did not
includeNGVs. They further admit thatinanother programarea, [Alternative Energy Solutions], certain specific requests
with respect to NGVs were approved, but the other remaining requests were withdrawn. Notwithstanding these
admissions, the Companies submit that NGVs sharethe same fundamental objectives and characteristics as the other
programs within the Innovative Technologies area such that the approval of the Innovative Technologies Program Area was
the only approval necessary. (FortisBC Energy Utilities Submission, pp.10-11)

The Companies further submitthat the scope of the Innovative Technologies Program Area a pproved in the NSA must be
viewed in context, which context includes the EEC Application where the Companies described potential areas of
opportunity and a broad range of types of initiatives havingthe same underlying characteristics:

1) Promoting the efficient use of natural gas through sustainabledesign,
2) Not being a mainstreamtechnology,

3) Offering the potential for atleasta 10% GHG reduction benefit.

The BC Sustainable Energy Association (BCSEA) supports the Companies’ position. The BCSEA submits that the Commission
accepted an overall expenditure envelope for EEC fundinginits April, 2009 EEC Decision and therefore contemplated that
the Companies would have the ability to move funding among program areas without additional Commission involvement.
It further submits that approval of “Innovative Technologies” as a program area inthe 2010-2011 RRA NSA contemplated
that new programs would be added. (BCSEA Final Submission, pp.4-6) BCSEA further submits that the Commission’s
approval of the Companies’ 2010-2011 RRA NSA, (where the program area for Innovative Technologies was approved,
without reference to NGVs) did “not imply anything negative about NGV incentive funding.” (BCSEA Final Submission, p.6)
Further discussion of NGVs was with stakeholders, which BSCEA considers appropriate. (BCSEA Final Submission, pp.6-7)

The Commercial Energy Consumers Association of British Columbia (CEC) also supports the Companies’ position. The CEC
argues that the scopeof the Innovative Technologies Program Area is defined by the objectives of the programas opposed
to by alistofspecificinitiatives withinit. Itsubmits that the initialrejection of the Program Area inthe EEC Decisionwas
temporary and notes the invitation of the Commission Panel for FEI, which was “to bringforward projects in this program
area for consideration as they become more fully developed.” (CEC Final Submission, p.2; EEC Decision, p. 26) The CEC
further submits “that the [Companies] have not changed the scope of the Innovative Technologies Program Area but have
added the NGV Incentives funding program to the suite of programs inthe Innovative Technologies ProgramArea. (CEC
Final Submission, p.5) Itargues that the Companies have shown the NGV Purchaselncentive Funding is c ost-effective,
which supports the contention that this fundingis inthe publicinterest. It recommends thatthe Commission find the
addition of the NGV Incentive Funding program to the Innovative Technologies Program Area was appropriateand met the
objectives of that Program Area as well as EEC objectives generally. (CEC Final Submission, p.6)

FEI EEC-NGV Incentive Review
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Commission Panel Determination
The Commission Panel finds that the Companies did not have approval to use EEC monies to provide incentives for NGVs.

The Commission Panel notes atthe outset that the EEC Decision specifically rejected the entire area of “Innovative
Technologies, NGVs and Measurement”.

Further, inthe EEC application, although LNG in heavy-duty vehicle applications was mentioned, the Companies did not
advancecompressed natural gas vehicles as an “innovativetechnology”, as is nowsuggested. Rather, at thattime, the
Companies noted that “[u]nlike conventional Compressed Natural Gas (“CNG”) vehicles, new technology is emerging
whereby hydrogen is blended at the pump with compressed natural gas...HCNG is one of the most promising near-term
opportunities for utilizing hydrogen in vehicles and movingtowards a more hydrogen driven economy. As hydrogen burns
cleaner than natural gas, further emission reductions aregained and 10-20% GHG reductions over CNG can be achieved.
Other HCNG initiatives mayincludefuel for trains, fleets and other vehicleapplications.” (EEC Application, ExhibitB-1, pp.
75-76)

As well, inthe Commission Panel’s discussion and subsequentrejection of this category of expenditure itindicated that
“Innovative Technologies, NGV and Measurement programs can be appropriatevehicles for encouraging commercial
development of technologies to reduce or replace natural gas consumption...” butthat there was insufficientevidence of
the nature and scopeof the proposed program to warrantapproval. (emphasis added). (EEC Decision, p. 26)

Inthe subsequent 2010-2011 Revenue Requirements Application, NGVs were again broughtforward, this time as part of
“Alternative Energy Solutions”. The Commission Panel specifically raised concerns about NGVs and requested that these
concerns be addressedinthe Negotiated Settlement Process. As aresult, inthe end, the NSA provided approval for two
items, being new Rate Schedule 26 and recovery of what were described as “modest” marketing costs incurredinsupport
of NGVs in2010-2011rates. The remainingitems for which approval was sought, whichincluded an NGV non rate base
deferral account, were withdrawn.

New Rate Schedule 26, “NGV Transportation Service” which was approved as partof the NSA, included “Special Conditions”
basicallyidentical to the “Special Conditions” foundin existing Rate Schedule 6 “Natural Gas VehicleService”. These Special
Conditions contemplate a maximum incentive payment for the purchase of or conversion to a heavy duty natural gas
vehicleof $10,000.00 per vehicle. To the extent that itcan be suggested that incentive grants were contemplated in that
NSA, the amounts put forward were limited, and consistentwith grantamounts already on offer.

The Compression Service Tariff, the request for approval of which was withdrawn as partof the NSA, contemplated
capitalization of costs oncea potential customer executed a contractfor the provision of compression service,and deferral
accounttreatment of those costs, as well as ongoing operating and maintenance costs related to the delivery of energy.
(TGI 2010-2011 RRA ExhibitB-4,BCUC IR 1.21.1)

The Commission Panel disagrees with the suggestion that approval of the Innovative Technologies Program area couldin
anyway be considered approval of EEC funding for NGVs. In fact, inits answers to Information Requests inthe 2010-2011
Revenue Requirements Application, FEl emphasized that its EEC requests were different than those relatingto Alternative
Energy Solutions.Itstated that “...it is importantto distinguish between the requests inthis Applicationregarding EEC and
those pertaining to Alternative Energy Solutions [under which approval was soughtfor NGVs]....EEC programs and
expenditures primarily related to activities to reduce energy usagevia incentives, educationand audits etc. They do not
includethe ownership of alternative energy equipment.” (TGl 2010-2011 RRA, ExhibitB- 4, BCUC IR 1.21.1) FEIl further
confirmed that “...Innovative Technologies are an EEC program (i.e. not one of the Alternative Energy Solutions) whereby
customers will receiveincentives for Hydronic Heating Systems, Integrated Energy Systems, Solar Thermal and Ground
Source Heat Pumps.” (TGl 2010-2011 RRA, ExhibitB-4, BCUC IR 1.23.1.2)

Moreover, in the Panel’s view, the Innovative Technologies Area as setout inthe 2010-2011 Revenue Requirements
Applicationdid notsharethe same characteristicsas the NGV area, as is now suggested by FEI. The Innovative
Technologies put forward included measures to reduce natural gas consumption, notincreaseit, as is the casefor NGVs.

FEI EEC-NGV Incentive Review
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Even ifit could be argued that itwas open to move/add programareas with similar objectives etc., which argument is not
accepted given the specific rejection of NGVs in both applications—and particularly given the express concern of the
Commission Panel —the underlying characteristicsarenotthe same.

The Panel does not acceptthat the Companies were justifiedinassumingthatapproval of the Innovative Technologies
category was a green lightto proceed with NGV initiatives. FEI confirmedinits November 13, 2009 letter to the
Commission respondingto staff’s comments on the NSA that ithad an existing NGV tariff and the amount of the marketing
costs inthe revenue requirements for 2010 and 2011 [which were accepted inthe NSA] were “very modest”. Italso
confirmed that “[iJssues relating to NGV have been deferred by the terms of the Settlement Agreement”. (emphasis added)
Inthe Panel’s view, this latter statement indicated that FEI was proposingto make a further application to the Commission
prior to committing EEC funds to NGV initiatives.

However, no other applicationsconcerning EEC funding for NGV initiatives weremade. In thatregard, the Commission
Panel agrees with the Companies that the stakeholder engagement processis a consultation exercise,notanapproval
process and the EEC Annual Report is a compliancereportingsuch that “[n]either the mere consent of the EEC stakeholder
group, nor the inclusion ofinformationina compliancereportto the Commission, can alter the overall scopeof an
accepted expenditure schedule”. (FEI and FEVI Final Submissions, pp.5-6)

Accordingly, the Commission Panel answers Question 1 “Was it appropriate for the Companies to change the scope of
the Innovative Technologies program to include NGV purchase incentives via the EEC Stakeholder Group and the EEC
Program- 2009 Report (filed March 31, 2010)?” in the negative.

3.2 Question 2

If the scope of the Innovative Technologies program was appropriately changed, does the associated NGV purchase
incentive funding become: (a) a Commission-approved expenditure; or (b) an approved EEC expenditure; or (c) an
expenditure eligible for cost recovery from rate payers in whole or in part?

Itis not necessary to consider this question given the Panel’s answer to Question 1.
33 Question 3

If NGV purchase incentive funding is found to be inappropriately included in the Innovative Technologies program, should
incentive payments already made by the Companies be eligible for cost recovery from rate payers in whole or in part?

Inresponse to Question 3, the Companies submit that the Commission mustset rates soas to allowthe utility to recover
the forecast costs for the test period that the Commissionreasonably considers will be prudently incurred. The Companies
further submitthat a findingthat the NGV-related expenditures were not approved as partof the Innovative Technologies
Program Area does not amount to a findingof imprudence, simply a findingthat there has been no priorapproval unders.
44.2 of the Act, which they argueis optional inanyevent. Finally,the Companies submitthat, inthe absenceofas. 44.2
acceptance, the prudence of the expenditure must still be determined, havingreference to the costs and benefits
associated with the activities. They submitthat the NGV-related expenditures to date areinthe publicinterestand the
forecasted amortization expense associated with the expenditures should be eligible for recovery as a prudent expenditure.

3.4 Demand-side Measures
Given the above submissionsonsection 44.2 which states (in part):

(1) A public utility may file with the commission an expenditure schedule containing one or more
of the following:

(a) astatement of the expenditures on demand-side measures the public utility has made
or anticipates makingduringthe period addressed by the schedule;

FEI EEC-NGV Incentive Review
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(b) astatement of capital expenditures the public utility has madeor anticipates making
duringthe period addressed by the schedule;...

(2) The commission may not consent under section61(2) to anamendment or a rescissionofa
rate schedulefiled under section 61(1) [which requires public utilities to fileschedules showing
all rates] to the extent that the amendment or the rescissionis for the purpose of recovering
expenditures referred to insubsection (1) (a) of this section [being expenditures on demand-
sidemeasures], unless

(a) The expenditure is the subjectof a schedulefiled and accepted under this
section, or

(b) The amendment orrescissionisfor the purpose of setting an interimrate,

the Commission Panel requested additional submissions onthe abilityand appropriateness of the utility moving EEC funds
among programs that meet the definition of “demand-side measure” inthe Utilities Commission Act and programs that do
not. (ExhibitA-6)

The definition of Demand-Side Measure is foundinthe Clean Energy Act SBC 2010c.22s. (1) (1) and means:

arate, measure, action or programundertaken
(a) to conserveenergy or promote energy efficiency,
(b) to reduce the energy demand a public utility mustserve, or
(c) to shiftthe use of energy to periods of lower demand,

but does not include

(d) arate, measure, action or programthe main purpose of which is to encourage a switch
from the useof one kind of energy to another such that the switchwould increase
greenhouse gas emissions in British Columbia, or

(e) anyrate, measure, action or programprescribed.

The Companies take the positionthatthe NGV Program meets the definition of “demand-side measure” inthe Act. They
state that the NGV Program was undertaken to “promote energy efficiency”. The Companies submitthat the term
“promote energy efficiency” must be different than “conserve energy” and therefore the concept of “usingthe rightfuel for
the right activity”is relevant. The Companies submit that this broader concept i ncludes a variety of perspectives such as
system utilization, economics, and reduction of Greenhouse Gases.

FEl and FEVI further submitthat because the definition of “demand-side measure” specifically excludes “programs which
encourage a switch from one kind of energy to another such that the switch would increase GHG emissions inB.C.” the fact
that this fuel-switchingactivity has the effect of reducing GHG emissions may qualifyitas a demand-side measure.

They alsoarguethat “[tlhe NGV Programis efficientfrom the perspective of the use of energy resources and delivery
systems in the province.... As the NGV demand is a relativelyflatyear-roundload,itincreases naturalgas useinthe lower
demand summer period,...” thereby shiftingthe use of energy to periods of lower demand. (ExhibitB-4, FEI/FEVI
Submission on ExhibitA-6, pp. 2-3)

The BCSEA agrees with the Companies that the NGV Incentives Program meets the definition of a “demand-side measure”
on the basis thatthe Programis undertaken to “promote energy efficiency”. It argues that the legislation does notrequire
that sucha programhave the exclusive objective of conservation or energy efficiency and that there may be additional
purposes. Italsoargues,as do FEl and FEVI, that, as the definition of “demand-side measure” does not specifically exclude
fuel-switching programs thatdecrease GHG emissions, the legislation therefore contemplates DSM programs that can have
GHG emissions benefits through fuel-switching. The BCSEA further takes the position that, as the reduction of GHG
emissions isoneof British Columbia’s energy objectives, and the Commission mustconsider British Columbia’s energy
objectives in reviewing a demand-side measure expenditure, the factthat this programhas a substantial purpose of
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reducing GHG emissions increases its desirability as a demand-sidemeasure. It further argues that whatis importantis the
evaluation of the merits of a DSM program, not whether itmeets the definition of the same, and thataninclusiveapproach
to the definition does no harm, whereas applyingthe definitionsothatit serves a “gate-keeping’ function serves no policy
purpose. The BCSEA further argues thatifthe NGV program was not eligiblefor publicinterestacceptanceunder s ection
44.2 of the Utilities Commission Act (as either a demand-side measure or possibly a capital expenditure), there would be a
gap, and there would be “no obvious way for such a program to be proposed by a public utility and the expenditures
accepted (or not) by the Commission”. Finally,the BCSEA argues that itis importantthat all putative DSM programs be
includedina DSM portfolio sothat any benefits of a program in terms of maintaininga positive benefit-costratio not be
lost.

The CEC supports the submissions of the BCSEA. It further supports the ability of the Companies to move EEC funds among
programs inthe interests of administrative efficiency. Itconfirms that, inits view, the risk of inappropriateorimprudent
movement of funds between DSM and non-DSM programs is one the Company faces in subsequent prudency reviews and
that ultimately, an improper or imprudent movement of funds will bea riskto the shareholder.

Commission Panel Determination
The Commission Panel finds that the NGV program is not a “demand-side measure” as defined in the Clean Energy Act.

Reduction in greenhouse gases, although alaudablegoal,anda goal whichis recognizedinthe Clean Energy Act, is not, in
the Panel’s view tantamount to “conservation” or “energy efficiency”. The Commission Panel agrees with FEl that the
terms “conservation” and “energy efficiency” must be accorded different meanings. However, inthe Panel’s view, on a
plain meaning, the term “conservation” implies usingless [energy], and “energy efficiency” is a similar but different concept
whichimplies doingthe sametask, whileusingless energy. For example, to conserve energy a person might turn off a light
or turn down his/her thermostat. To be energy efficient, that same person might switchto a lightbulb which, although
providing equivalentlight, uses less energy to do so, or switch to a furnacewhich uses less energy to produce the same
amount of heat. Reducing GHGs is not one of the objects of the definition of a demand-side measure, but will often flow as
anatural andinevitableconsequence when demand-side measures are taken.

This meaning is also consistent with the greater context of both the Clean Energy Act and the Utilities Commission Act.

As noted above, the goal of reducing greenhouse gas emissions isrecognized ina number of the specific energy objectives
containedinthe Clean Energy Act. However, the objectives relatingto the reduction of greenhouse gases are separateand
distinctfromthose relatingto demand-side measures. In the Panel’s view, the legislatureuses both terms and had it
sought to includea measure designed to reduce greenhouse gases inits definition of demand-side measures it could and
would have done so.

Further, under s. 44.1 of the Utilities Commission Act a public utility’s long-termresource plan must be filed and must
includean estimate of the demand it expects to serve absent demand-side measures and how it expects to reduce that
demand by taking cost-effective demand-side measures. This underscores the fact that demand-side measures are directed
at reducingenergy consumption, not buildingload.

Interms of energy efficiency, natural gas is notmore energy efficientthan gasolineordiesel. Itis,infact, less efficientthan
diesel by a factor of 10-20%. FEl useda 17% fuel efficiencyloss inits economic analysisrelatingto the conversion of
vehicles inthe Waste Management fleet, a related application. (Application for Approval of a Service Agreement for
Compressed Natural Gas Service and for Approval of General Terms and Conditions for Compressed Natural Gas and
Liquified Natural Gas Service ExhibitB-1, p. 50, FN 59; p. 51, FN 61; ExhibitB-8 BCSEA IR 2.3.1)

Inthe Panel’s further view, the definitionis clear thatdemand-side measures relate to the use of “energy” itselfand not the
infrastructure used to deliver it.
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The Panel also does not agree with FEI/FEVI or the Interveners that the specific exclusion of “a rate, measure, action or
program the main purpose of whichis to encourage a switch from the use of one kind of energy to another such that the
switch would increasegreenhouse gas emissions in British Columbia” as setout in subsection (d) of the definition of
“demand-side measure” canbe interpreted to allowfor the inclusion of anitem which was never includedin the definition
inthe firstinstance. Inthe Panel’s view, the definition of “demand side measure” does not mean anythingother than what
isset outinsubsections (a), (b), and (c) of the definition. Rather, excluded items (d) and (e), add clarity butdo not, by
implication, extend the definition beyond the measures contemplated initems (a), (b), and (c).

Inthe Panel’s view, item (d) would be relevant to a programwhich met the definition of “demand-side measure” as set out
ineither items (a), (b), or (c)inthe firstinstance, butwhich then fell afoul of the exclusions. For example, a program
designed to have electricity consumers in British Columbia switch from purchasingelectricity from BC Hydro to heat their
houses to purchasingnatural gas for the same purposewould “reduce the energy demand that a public utility [BC Hydro]
must serve’, but wouldthen be excluded from the definition due to the fact thatit wouldincreasegreenhouse gas
emissions in British Columbia. Conversely,a program designed to have natural gas consumers in British Columbiaswitch
from purchasing natural gas to heat their houses to purchasingelectricity for the same purposewould “reduce the energy
demand that a public utility [the natural gas provider] mustserve, and would also decrease GHG emissions such thatthe
exclusion would not apply.

The NGV programalso failsto meet items (b) and (c) of the definition of demand-side measures.
Item (b) contemplates a reductionin the demand a utility mustserve, and the NGV program does the opposite.

Item (c) contemplates shifting the use of energy to periods of lower demand. The Commission Panel does not accept FEl’s
argument thatan increased load on the delivery system during the summer months can be viewed as “shift[ing] the use of
energy to periods of lower demand”. In the Panel’s view, meaning must be given to the word “shift”, which contemplates
anequivalent reductioninload during periods of higher demand. In the Panel’s view, this definition contemplates a
measure such as “Time of Use” pricing, whereby people may be encouraged to, for example, runan applianceatnight
instead of duringthe day, when demand on the electricity systemis greater.

The Panel, further, finds no meritinthe BCSEA’s suggestion that whether a programfalls within the definition ofa
“demand-side measure” is of less importancethan the merits of a particular programand thatthe definition should not
serve a “gate-keeping” function. Inthe Panel’s view, the definition of “demand-side measure” is of criticalimportance. The
nature of an expenditure on a “demand-side measure” is unlike other expenditures a utility may make inthat the
expenditure is aimed at reducing the amount of product the utility sells, either generally, or duringa particular time period.
Expenditures on demand-side measures are therefore often accorded different treatment so as to incent the utility to make
expenditures which do not serve to further its business. With respectto the BCSEA’s argument that unless the NGV
Program could be considered either a demand-side measure or a capital expenditurethere would be a “gap” in expenditure
schedules put before the Commission, the Commission Panel notes the comment of the Companies that “[flor capital
expenditures under the CPCN threshold, and for O&M generally,itis less commonto have section 44.2 approval thanto
proceed to a revenue requirements proceeding without one”. (ExhibitB-1 BCUC IR 1.9.1) Inany event, the Panel does not
find BCSEA’s arguments, whichtend to simply extoll the virtues of the NGV Program, to be of particular assistancein
determining the meaning of a “demand-side measure”.

The Panel therefore finds, for the reasons set out above, that the NGV Program, which is a load-building exercise, does
not meet the definition of a “demand-side measure” as set out in the Clean Energy Act and used in the Utilities
Commission Act.

35 Implications of Determination Regarding Demand-Side Measures

The Companies argue that the Commission’s acceptance of their “EEC funding envelope was made pursuantto s. 44.2 (a)
which applies to “demand-side measures”” but that even if funds were spent on a program which was not a “demand-side
measure”, this would only mean that there was no prior publicinterestapproval, notthat itwas necessarilyinappropriate
for the expenditure to have been made. (FEI/FEVI Submission on ExhibitA-6, p.5)
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FEI/FEVI submitas well that section 44.2 acceptanceis optional and thatthe Act does not prohibitutilities fromengagingin
EEC activities without prior approval fromthe Commission. They submitthat “inthe absenceof a section 44.2 public
interest determination, the Commission mustassess theforecastamortization expenses relatingto past NGV Program
expenditures when setting rates for [the utilities]”.

Commission Panel Determination

The Commission Panel does not agree with the Companies thatinthe absence of a section 44.2 acceptance of a demand-
sidemeasure expenditure the Commission must assess theforecastamortization expenses when setting rates. Inthe
Panel’s view, although filingan expenditure schedule with the Commission under section 44.2 is “optional”in that the word
“may” is used [i.e. “[a] public utility may file with the commission an expenditure schedule...”], section 44.2 (2) suggests
thatifthe utilityis seekingto amend or rescind a rate scheduleto recover expenditures referred to in subsection (1) (a) [i.e.
expenditures on demand-side measures the public utility has madeor anticipates making duringthe period addressed by
the schedule], other thanon aninterim basis, the Commission may not consent to the amendment or rescission unlessthe
expenditure is the subject of a filed and accepted schedule. Itis only expenditures on demand-side measures which require
this prior approval, as the other types of contemplated expenditures are not subjectto section 44.2(2). As noted above, in
the Panel’s view, expenditures on NGVs were never the subjectof an accepted expenditure schedule.

However, the Commission Panel has determined that the NGV program expenditures arenot demand-side measures, as
defined in the Clean Energy Act (and carried over into the Utilities Commission Act). Therefore, section 44.2(2) does not
apply.

3.6 Public Interest Considerations

FEI/FEVI further submit that regardless of whether the expenditures are demand-side measures, the expenditures were
prudently incurred and are inthe publicinterest and should be approved.

The Ministry of Energy and Mines - Electricity and Alternative Energy Division-intervenedin support of the Companies’
positionand submits thatthe incentive grants are inthe publicinterest.

It argues that the incentivegrants areinitiatinga transformation of the heavy duty vehicle market in British Columbia and
that such market transformation supports British Columbia’s energy objectives of reducing greenhouse gas emissions and
encouraging economic development and the creation and retention of jobs. The Ministry further submits that these
expenditures are inthe interests of the Companies’ current and potential customers. The Ministryargues thatthe incentive
grants benefit the owners of NGVs and must logically “exceed the considerableriskto fleet operations of adoptingan
alternativefuel...” The Ministryalsoadopts the Companies’ positionthatthere arelong term benefits to all ratepayers
through increased throughput and notes the Companies’ [reference casescenario] estimatethat they will achieve market
penetration inthe order of 30 Petajoules per year by 2030, which would provide an estimated benefit of approximately $83
million per year to all ratepayers. (Submissions of the Ministry of Energy and Mines, paras. 3,12, 13)

The Ministry takes the position that “[a]s with most market transformation activities, someshortterm costs arenecessary
to facilitatelongterm benefits” and that “[s]haring of start-up costs across ratepayers isnotnew inthe utility context.”
(Submissions of the Ministry of Energy and Mines, para. 14)

The Ministry also supports the model of providingincentive funding for the full incremental costof NGVs initially,and
subsequently rampingthe fundingdown. It notes that “new technologies often have high perceived risks” due to lack of
information regarding performance and concerns around the long term availability of supportinginfrastructure. Itfurther
notes that “financial measures either by government or utilities can beanimportant tool for overcoming these barriers in
the NGV market.” (Submissions of the Ministry of Energy and Mines, para.15)
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The Ministry asserts thatthere is no other program in BC to provideincentives for heavy duty NGVs. It alsoexpresses the
view that the Companies are “fillinga vital gapinthe transition to widespread adoption of heavy duty NGVs”. The Ministry
further asserts thatthe Companies are best-positioned to design and run NGV incentive programs due to their familiarity
with their customers’ energy needs, their expertise in natural gas technology and their existing organizational capacity to
run incentive programs. Itsubmits that “the burden and opportunity of offering heavy duty NGV incentivegrants should
fall upon [the FortisBC Energy Utilities].” (Submissions of the Ministry of Energy and Mines, para. 16)

Commission Panel Discussion

The Commission Panel accepts that the NGV program provides benefits inthat conversion of motor vehiclefleets from
diesel to natural gas will reduce greenhouse gas emissions to some extent (as natural gas is notwithout greenhouse gas
emissions)and thatthe reduction of greenhouse gas emissions isone of British Columbia’s energy objectives. Italso
accepts that there may be other benefits in terms of promoting local technology and the creation of jobs.

However, itis alsorelevantthatFortisBC Energy Inc.had approximately 830,000 customers atthe time of its RRAin 2009.
(Exhibit A2-4, Terasen Gas Inc.2010-2011 Revenue Requirements Application, p.1) FortisBCEnergy (Vancouver Island) Inc.
added a further approximately 100,000 customers. Itis questionablewhether this small customer baseshould fund
initiatives which benefit a few select large potential customers engaged inthe transportation sector, as well as all British
Columbians generally through the reductionin GHG emissions. Itis arguablethatthe funds collected from ratepayers could
provide more direct benefits to those ratepayers by being used in conventional demand-side management programs which
may allowthose ratepayers to reduce their own consumption and, hence, their bills and which would also havethe
additional outcome of reducing GHGs.

3.7 Benefit to Ratepayers from Increased Throughput

The Ministry specifically notes the approximate $83 million annual savings for ratepayers which the Companies have
estimated as a “long term benefit” if their “reference casescenario” market penetration comes to passin 2030 [as
expressed in 2030 dollars]. This figurehas its sourcein the Companies’ CNG/LNG Service Application,andis based onan
annual volumefrom CNG/LNG sales to the transportation sector of approximately 29.5 million GJs of natural gas in the year
2030. The Companies described this saving: “increased throughput from the NGV fuel[l]ingserviceresults ina favourable
reduction indelivery rates for [FEI] existing natural gas customers, all other things being equal.” (emphasis added)
(CNG/LNG Application, ExhibitB-1, pp. 24-25; Appendix A-1, pp. 32-33)

Inits Reasons for Decision rejecting the Companies’ proposed General Terms and Conditions for CNG/LNG Service (as they
failed to recover a sufficient proportion of the actual costof CNG/LNG servicefrom the CNG/LNG customer), the
Commission Panel expressed concern as to the risks which were sought to be shouldered by FEI’s existing ratepayers.
These risks included the risk thatthere might not, infact, be a market for CNG/LNG inthe absenceof incentivefunding.
The Panel also noted FEI’s previous unsuccessful attempt to promote CNG as a transportation fuel, the costs of which were
borne by its ratepayers. (CNG/LNG Application Reasons for Decision, p.22, 30)

Aside from the uncertainty inherentinforecasts almost 20 years out, there is also considerableuncertainty surrounding the
Companies’ projections themselves and the “all other things being equal” assumption noted above.

3.7.1 Increased Throughput Benefit Calculation

Volume

For example, the estimates used inthe projected sales of natural gas to the transportation sector of 29.5 million GJs are
derived from the following projections [for the “reference casescenario”], by rate schedule:
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Annual Natural Gas Volume (GJs) Year 2030
Rate Schedule 6 4,201,500
Rate Schedule 16 18,680,000
Rate Schedule 25 6,668,000

Total 29,549,500

There is alsoan estimated impact to Rate Schedule 25 Demand Volume, estimated in 2030 to be 22,826 GJs.
(Source: CNG/LNG Application, ExhibitB-1, Appendix A-1, p. 34)

Delivery Rates

The incremental margin for deliveryrates is calculated based on the volumes above and the deliveryrates set out below:

Delivery Rates ($/6))
Rate Schedule 6 $3.648
Rate Schedule 16 $3.89
Rate Schedule 25-Delivery $0.645
Rate Schedule 25-Demand $15.943

(Note: The Delivery Rates which FEI used for its calculations aretheexistingapproved rates for consistency and
comparability with 2011 NSA calculations.)
(Source: CNG/LNG Application, ExhibitB-1, Appendix A-1, p. 34)

Incremental Margin at Existing Rates — 2030
The Incremental Marginis then calculated by multiplying the forecast volumes of natural gas sales in 2030 for the

“reference casescenario”, for each rate schedule, by the deliveryrate applicabletothe rate schedule. The resultis the
total incremental margin from increased throughput.

Incremental Margin
Rate Schedule 6 $15,327,072
Rate Schedule 16 $72,665,200
Rate Schedule 25-Delivery S 4,300,860
Rate Schedule 25-Demand S 364,074
Total Incremental Margin $92,657,206

(Source: CNG/LNG Application, ExhibitB-1, Appendix A-1, p. 34)

Net Annual Cost of Service Benefit
This incremental revenue margin of $92,657,206 for 2030 is then reduced by the forecast cost of service of the EEC
Incentive Funding (which is estimated to be $10,206,000 for 2030) to arriveatthe Net Annual Cost of Service Benefit, which
as noted above, is calculated to be approximately $83 millionin 2030. (CNG/LNG Application, ExhibitB-1, Appendix A-1, p.
33)

3.7.1.1 ForecastVolumes of Natural Gas Sales

The forecastvolumes for CNG/LNG sales intheamount of 29.5 million GJs must be considered in the context of the “all
other things being equal” assumption.
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Rate Schedule 6 has been in effect since November of 1996, a period of almost 15 years. Itis applicabletothe saleof
natural gas for the purpose of compressionanddispensingas a fuel for the operation of NGVs. (This scheduleincludes the
offer of a grant for customers to purchasea factory built NGV or convert a vehicleto natural gas, to a maximum of $10,000
per vehiclefor a heavy duty truck.) (CNG/LNG Application, ExhibitB-1, Appendix C) The forecastvolume under Rate
Schedule 6 (for CNG vehicles)is 4.2 million GJs.

Rate Schedule 25is a natural gas transportation tariff. Italsorelates to CNG Service and adds a further 7 million GlJs to the
forecastsales of natural gas for usein NGVs runningon CNG. (CNG/LNG Application, ExhibitB-1, p. 24, Appendix C) Rate
Schedule 25 does not offer any grant money.

Sales of LNG under Rate Schedule 16 make up 78% of the total incremental margin from the saleof natural gas tothe
transportation market in 2030 under the reference casescenario. (CNG/LNG Application, ExhibitB-11,BCUC IR3.22.1.1)
Rate Schedule 16is applicableto LNG sales and dispensingservicefromthe FEI LNG facilityatTilbury. Rate Schedule 16
was approved by the Commission as a fiveyear pilotin 2009. This Rate Schedule defines “LNG Service” as “the interruptible
serviceof the liquefaction, storageand Dispensing of LNG ...” This Rate Schedule is “interruptible” because the total
quantity of LNG availablefor salemustbe limited in order to avoid any potential negative impacton core customers. The
maximum quantity availablefor saletoall LNG transportation customers is 1,040 GJs (or one tanker load) per day. Any one
customer may only take delivery of 50% of the available LNG capacityin one month. The Rate Schedule contemplates that,
inthe event there is insufficient capacity on the FEl system to accommodate the customer’s request for LNG Service, FEI
may interrupt, or curtail, the LNG Serviceunder the Schedule. (CNG/LNG Application, ExhibitB-1, Appendix C; Terasen Gas
Inc. Application for Rate Schedule 16, pp. 4, 18)

As noted above, the assumption for sales of LNG under Rate Schedule 16 by the year 2030is 18.68 million GJs ina year.
This number is approximately fifty times greater than the annualized maximumdaily quantity of LNG availableforsale
[1,040 GJs/day x 365 days/year=379,600 GJs/year] from Tilbury. The magnitude of this difference brings into question the
capacity of Tilbury to accommodate even a fraction of the estimated demand for LNG in 2030 and refutes the
reasonableness of the assumption “all other things being equal”.

The Commission Panel is concerned that no amounts were included in the projected costs for the CNG/LNG Service
Offerings for any expenditures associated with additional facilities or equipment required to providethe assumed volume
of LNG. Rather, FEI took the positionthat“itis premature to define the extent and nature of the incremental investments
in LNG assets thatmay be required over the next 20 years as partof [its CNG/LNG] [A]pplication”. (CNG/LNG Application,
ExhibitB-11, BCUC IR 3.21.4) The Commission Panel is of the view that this position serves to undermine the credibility of
the Companies and their estimate of $83 million in ratepayer benefits.

The Commission Panel notes that there is, however, a new LNG storage facility, Mt. Hayes, located on Vancouver Island,
which can be used to provide some guidanceinto the order of magnitude of the potential investment required to support
the estimated 18.67 million GJs of LNG required by the transportation sector by 2030.

The Mt. Hayes facility has a storage capacity of approximately 1.6 million GJs and a liquefaction rate of somewhere inthe
range of approximately 8,100 GJs per day, suchthat ittakes approximately 200 days to fill thestorage tank. The CPCN for
this facility was granted, subjectto certain conditions, on November 15, 2007. The P90 cost estimate for this facility, as
appliedfor,was in the order of $200 million dollars. (Terasen Gas (Vancouver Island) Inc. CPCN Application to enter into a
Storage and Delivery Agreement and Terasen Gas Inc. Application to enter into a Storage and Delivery Agreement for the
Mt. Hayes LNG Storage Facility (Mt. Hayes CPCN Application) Decision pp.14-15,21; Mt. Hayes CPCN Application, ExhibitB-
1, p. 14)

The Mt. Hayes facility was constructed to provide back-up supply and peak shaving capability for the combined FEI/FEVI
distribution system. It was not designed to providedirect physical supply andto do so would require the construction ofa
truck loadingfacility. FEl advises that “[t]he addition of Mt. Hayes has increased LNG storage capacityin the system by
250% and production capacity by 140%”. It argues that the addition of Mt. Hayes is a factor which may warrantincreasing
the 1040 GJ/day limitfor sales of LNG under Rate Schedule 16 currentlyin effect at Tilbury. (CNG/LNG Application,
ExhibitB-6, BCUC IR 2.19.4)
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Inany event, from an order of magnitude perspective, assuminga liquefaction rate of 8,100 GJs per day, or approximately 3
million GJs per year at Mt. Hayes, and assuming Mt. Hayes could be used for LNG transportation (which, as noted above, it
was neither designed nor is equipped to do), the Companies would need access to facilities with fivetimes the liquefaction
capability as Mt. Hayes, to supply the estimated 18.68 million GJs of LNG consumption by the transportation sector
estimated for 2030inthe “reference case” scenario. Thisis notto suggest that any particular number of facilities would
necessarily actually berequired to be constructed or that the cost of a particularfacility would equate to that of Mt. Hayes.
Rather, the suggestionis that there are significantadditional infrastructurerequirements associated with the assumed
volume of LNG consumptionin 2030, the costs of which have been excluded from the analysis.

3.7.1.2 Contribution of LNG Delivery Charge

The incremental contribution of the delivery charge for the saleofa GJ of LNG to the estimated $83 million benefitin
reduced delivery costs for all ratepayers is also relevantand of concern. As noted above, FEI uses the rate of $3.89 per GJ
as the incremental revenue from the saleof LNG. This number is multiplied by the forecastvolume of LNG sales under Rate
Schedule 16 in 2030 (i.e. 18,680,000 GJs) to calculatethe estimated incremental margin of $72.665 million.

Itis necessaryto consider the inputs to the $3.89 delivery chargeper GJ of LNG to assess thevalidity of this critical factor
input.

The $3.89 rate for LNG was originally putforward in the 2009 Rate Schedule 16 Application.

The number is derived from the following components:

O&M Charge — Liquefaction, Storage and Dispensing $1.95 per GJ
Capital Recovery .97 per GJ
Transportation from Huntingdon to Tilbury .73 per GJ
Peaking Arrangement Cost .08 per GJ
Total Variable Charge $3.73 perGlJ

The $3.73 number was subsequentlyincreasedto $3.89in accordancewith approved annual rate adjustments. (CNG/LNG
Application, ExhibitB-6,BCUC IR 2.25.2)

However, as FEl explains, “[p]roduction of LNG at Tilbury will generateincremental O&M costassociated with increased
production of LNG at Tilbury and this costwill partially offsetthe revenue benefit...this incremental costis estimated at
$1.95/GJ or 52% of the rate.” Itis onlythe remaining[48%] which represents a contribution to existing costs and would
providea benefit to all ratepayers. (CNG/LNG Application, ExhibitB-6,BCUC IR2.25.2)

Therefore, the estimated contribution of $72.665 million from LNG sales in 2030 is over-stated by a factor of more than
50%.

3.7.1.3 EEC Cost of Service

As alsonoted above, inorder to arriveatthe approximate $83 million benefitin 2030, the total incremental marginin the
amount of $92.657 millionisthen reduced by the Cost of Service of the EEC incentive payments, which is estimated to be
$10.206 million.

The EEC Cost of Service calculation, in simplified form, is based upon the EEC NGV incentive payments made, adjusted for
income tax. The incentive payments, net of tax, are then accumulatedinarate basedeferral account,and amortized over
ten years.
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The assumed Gross Additions of EEC Funding (inthousands of dollars)inintervalsupto 2030 areset out below:

2011 2012 2015 2020 2025 2030
$1,100 $1,100 $2,816 $5,082 $7,062 $8,316

These additions, (net of taxes, and assuminga 10% amortization of the existingbalance), resultin a deferral account
balanceof approximately $33 million by 2030. This ratebasedeferral accountis proposed to attract an earned return of
7.93% for FEI. (CNG/LNG Application, ExhibitB-1, Appendix A-1, p. 35)

The Cost of Service of the EEC Incentive Funding calculationis of concerninthat the assumption regardingthe “gross
additions” of EEC funding, on which the cost of serviceimpactis based, does not appear to align with the levels
contemplated inthis NGV Incentive Review.

Inthis NGV Incentive Review, as noted earlier, FEI’s evidence is thatit has spent or committed to atotal of $9.367 millionin
incentives for NGVs for 2010and 2011 - ($5.587 million spentin 2010 with a further expected $3.78 millionin future
commitments). The disparity between the assumed level of spendingto calculatethe costof service (of no amountin2010
and$1.1 millionineachof2011and2012) and the actual brings theusefulness of this aspect of the analysisinto question
as well.

Commission Panel Determination

Inthe Panel’s view, the analysis provided by FEI to support the existence of a long term benefit to ratepayers from
increased throughput on the distribution systemis soflawedinterms of:

e the absence of anyrecognition of additional coststo provide LNG service
e the assumed contribution from the saleof LNG, and
e the assumed cost of service of the EEC incentive funding,

as outlined above, as to make the $83 millionin 2030 (in 2030 dollars) resultso speculativeas to be deserving of no weight.
The Commission Panel finds that long term benefits to existing customers from increased throughput on the delivery
system have not been established.

As no longterm monetary benefits to the Companies’ existingratepayers have been established, the Commission Panel is
unableto concludethat the Companies’ existing ratepayers should be contributing millions of dollarsin fundingto this
initiative. The primary beneficiaries of the NGV incentive programare readilyidentifiable. They are the NGV customers
who receive incentives to purchase NGVs and stand to reduce their operating costs and the Companies, which will deliver
more natural gas and earnareturn on the related infrastructure.

Commission Panel Determination on Recovery

Given the Panel’s finding that the Companies had no prior approval to spend EEC monies on the Natural Gas Vehicle
program, its finding that such expenditures arenot “demand-side measures” within the meaning of the Clean Energy Act
(and Utilities Commission Act), andits further findingthatlongterm benefits to existing customers have not been
established, the Commission Panel is unableto concludethat all of the expenditures inissue(totalling $9.367 million) were
or will be prudently incurred and recoverable from ratepayers.

However, the Commission Panel also notes that the issue of prudency may involve additional and/or different
considerationsfromthose relating solelytothe publicinterest,and that the issueof prudency is relevantand has not been
thoroughly canvassed. The Commission Panel is therefore prepared to entertain additional submissions on the issue of
prudency inrespect of some or all of the expenditures inissue. Any submissionsshould be premised on the findings
already made by the Panel.
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The Panel recognizes that this Review Proceeding was initiated as a separate process to provide guidanceon the issueof
the provision of incentive funding for NGVs on an expedited basis. However, the Panel is concerned that the issue of
prudency of the expenditures inissuehas not been the subject of comprehensive submissions andisof the view thatit
would be fair to allow for this additional process. The Commission Panel can, however, provide some guidance on the
treatment of EEC funds in the future.

4.0 EEC FRAMEWORK GOING FORWARD

The Companies have asked that the Commission provideclarification generally of the EEC process in the event that the
addition of the new NGV program did not meet the Commission’s intent. (FEI Final Submission, p.10)

4.1 Separation of Demand-Side Measures Programs from other Proposed Programs

As noted earlier,and for the reasons outlined above, the Panel has determined that incentive payments for NGVs do not
meet the definition of “demand-side measures” in the Clean Energy Act. Inthe Panel’s view, itis importantto distinguish
between those programs which involve expenditures on measures which meet the definition of “demand-side measures”
and others which do not. Inthe Panel’s view these programs have different drivers and may not be amenableto the same
treatment.

The Panel therefore directs that only programs or measures which meet the definition of demand-side measures, as
outlined above, be included in the EEC category. Programs or measures which do not meet the strictdefinition should be
categorized under a separate heading to avoid confusion and any expenditures, proposed orincurred, applied for
separately from EEC programs or initiatives. The Panel is of the view that load-buildingactivities should notnecessarily be
accorded the same treatment as is accorded demand-side measures and that this issuewill need to be considered in depth.
As this proceeding is limited in nature, a better forum would be the Revenue Requirements Application for 2012-2013
which was recently filed.

As well, for clarification, initiatives in Innovative Technologies or elsewhere which do not meet the definition of “technolo gy
innovation program”inthe Demand Side Measures Regulation which states:

““technology innovation program” means a program

(a) to develop atechnology, a system of technologies, a building design or anindustrial
facility design thatis

(i) not commonly used inBritish Columbia,and

(ii) the use of which could directly or indirectly resultin significant reductions of energy use or
significantly moreefficient use of energy,

(b) to do whatis describedin paragraph (a)and to give demonstrations to the public ofany
results of doing whatis describedin paragraph (a), or

(c) to gather informationabouta technology, a system of technologies, a buildingdesign or
anindustrial design referred to in paragraph (a).

should also bekept separatefrom those which do. Programs or initiatives which do not meet the definition of a technology
innovation programcan be included with other programs or initi atives which do not meet the definition of a “demand-side
measure”.
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