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TELEPHONE: (604) 660-4700
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 Application by FortisBC Energy Inc.
for Approval of a Service Agreement for Compressed Natural Gas Service
with Waste Management of Canada Corporation
and
General Terms and Conditions for
Compressed Natural Gas and Liquified Natural Gas Service

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

D. A. Cote, Commissioner July 19, 2011
D. Morton, Commissioner

ORDER

WHEREAS:

A.

On December1, 2010, FortisBCEnergy Inc., formerly Terasen Gas Inc. (FEl), applied to the British Columbia
Utilities Commission (Commission) forapproval of aService Agreement with Waste Management of Canada
Corporation forcompression and dispensing service for Compressed Natural Gas (the Waste Management
Agreement), pursuant to sections 59to 61 of the Utilities Commission Act (the Act);

FEl also applied foracceptance of the expenditures required to provide compression and dispensing service
for Compressed Natural Gas under the Waste Management Agreement pursuantto section 44.2 of the Act;

FEl also applied forapproval of General Terms and Conditions for compression and dispensing servicefor
Compressed Natural Gas (CNG) Service and transportation, delivery, fuel storage and dispensing service for
Liquified Natural Gas (LNG) Service forinclusionin future service agreements with customers pursuantto
sections 59 to 61 of the Act, (collectively, the Application);

FEI soughtan expedited process forapproval of the Waste Management Agreement, requestinga
permanentrate on or before January 14, 2011, or, alternatively, approval of aninterim rate pursuantto
section 89 of the Act on or before that date;

By Order G-181-10 dated December6, 2010, the Commission established an expedited written hearing
process forits consideration of the Waste Management Agreement, and established a written hearing
process for the remainder of the Application;
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By Order G-6-11 dated January 14, 2011, the Commission approved the Waste Management Agreementon
an interim basis, subject to certain changes; and subjectto an amended version being refiled with the
Commission in standard Tariff Supplementform on a non-confidential basis;

On March 25, 2011, FEI submitted the amended Waste Management Agreement as Tariff SupplementJ-1;

The Commission has considered the evidence and submissions of the parties and approves the interim
Waste Management Agreementin final form as a Tariff Supplement. The Commission also accepts the
expenditures on the facilities required to provide service underthe Waste Management Agreement
pursuantto section 44.2 of the Act but rejects the proposed General Terms and Conditions. The
Commission will approverevised General Terms and Conditions which better provide for full cost recovery
fromthe potential CNG/LNG customer, asset outinthe Reasonsfor Decision which follow.

NOW THEREFORE pursuantto sections 44.2, 59-61, and 90 of the Act, and for the Reasons containedin
Appendix A hereto, the Commission orders as follows:

The Waste Management Agreement asamended and refiled on March 25, 2011 as Tariff SupplementJ-1,is
approvedinfinal form.

The expenditures required for FEl to provide compression and dispensing service for natural gas underthe
Waste Management Agreement, in the amount of $775,031 are accepted.

Approval of the proposed General Terms and Conditions for CNG Service and LNG Service isdenied.
The Commission willapprove revised General Terms and Conditions which, in addition to the proposed
“Take or Pay” commitment, better reflect full cost recovery from the potential CNG/LNG customer, as more

fully setoutand explainedin the Reasons for Decision attached hereto as Appendix A.

FEI shall comply with all directions of the Commission Panel inthe Reasons for Decision attached hereto as
Appendix A.

Subjectto FEl filingrevised General Terms and Conditions acceptable to the Commission, depreciation rates
are approvedinaccordance with the followingtable:

Asset Estimated Useful Life Depreciation Rate (%)
(years)
CNG Dispensing Equipment 20 5%
LNG Dispensing Equipment 20 5%
Foundations 20 5%
Pumps 10 10%
Dehydrator 20 5%
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7. No amountswill be approved forcapitalized overhead.
8. Thefollowingdeferral accountsare approved:

a. A non-rate base deferral account attracting AFUDC to capture the cost of the current application,
including the cost of the Waste Management Application and to recoverthese costs from all non-by-
pass customers by amortizing them through delivery rates commencing January 1, 2012 overa three
year period. [Future individualapplication costs must be recovered from those customers.]

b. A non-rate base deferral account attracting AFUDC to capture the O&M costs and the cost of service
associated with the capital additions to the delivery systemincurred and the CNGand LNG Service
recoveriesreceived priortoJanuary 1, 2012 for contracts approved by the Commission, and to recover
or refundthe balance to all non-bypass customers by amortizing the balance through delivery rates
commencingJanuary 1, 2012 overa three year period.

¢. Anongoingrate base deferral accountto capture incremental CNG and LNGrecoveries received from
actual volumes purchased in excess of minimum contract take or pay commitments to be refundedtoall
non-bypass customers by amortizing the balance through delivery rates overaone year period,
commencing the following year, to be effectiveas of January 1, 2012 pursuantto sections 59 to 61 of

the Act.
DATED at the City of Vancouver, in the Province of British Columbia, this 19" day of July, 2011.
BY ORDER
Original signed by:
A.A.Rhodes
Panel Chair/Commissioner
Attachments

G-128-11FEI_CNG Service Agreement/CNG-LNG Terms & Conditions-Reasons for Decision
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IN THE MATTER OF

FORTISBC ENERGY INC.
AN APPLICATION FOR APPROVAL OF A SERVICE AGREEMENT
FOR COMPRESSED NATURAL GAS SERVICE
WITH WASTE MANAGEMENT OF CANADA CORPORATION
AND GENERAL TERMS AND CONDITIONS FOR COMPRESSED NATURAL
GAS
AND LIQUEFIED NATURAL GAS SERVICE

REASONS FOR DECISION

JuLy 19,2011

BEFORE:

A.A. Rhodes, Panel Chair / Commissioner
D.A. Cote, Commissioner
D. Morton, Commissioner
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EXECUTIVE SUMMARY

In December, 2010, FortisBC Energy Inc. (FEI) applied to the British Columbia Utilities Commission
(Commission) for approval of “General Terms and Conditions” to allow it to offer Compressed Natural Gas
(CNG) and Liquified Natural Gas (LNG) fuelling service to various potential customers with return to base
fleets of buses, heavy duty and vocational trucks. Vehiclesinthese fleets are currently fuelled, for the most
part, by diesel and would be converted, or replacement trucks purchased, to run on CNG or LNG. FEl
proposes to negotiate individual agreements with customers to construct and operate a fuelling facility on
theirpremises. Each agreement will reflect the proposed General Terms and Conditions, but may include
additional provisions that reflect the specific terms that have been negotiated. While FEI proposes to
recover most costs of the natural gas vehicle (NGV) fuelling infrastructure from new CNG/LNG customers,
the Panelfindsthatthere are still what could amount to substantial potential costs that are proposed to be
recovered from existing ratepayers.

FEI also sought acceptance of the forecast expenditures it incurred to provide a fuelling station to Waste
Management of Canada Corporation (Waste Management) and approval of the draft contract between
those two parties. This contract (the Waste Management Agreement) is the first specific instance of a
contract based on the proposed General Terms and Conditions. On January 14, 2011 the Commission
agreedto approve the Waste Management Agreement on an interim basis provided certain changes were
made and the amended agreement was filed on a non-confidential basis. The revised Waste Management
Agreementwasfiled in final form as Tariff Supplement J-1 on March 25, 2011. The Commission Panel now
approvesthe Waste Management Agreement as a Tariff Supplement. It also accepts the expenditures for
FortisBC Energy Inc. to construct the fuelling facilities at Waste Management’s premises.

The Panel finds that if the NGV market can be developed as described in FEI's application, benefits would
accrue to FEI's new NGV customers, its existing ratepayers and the residents of British Columbia, not to
mention FElitself. These benefits arisefrom the lower cost of natural gas as a fuel when compared to die sel
or gasoline; the increased throughput of natural gas on the FEIl system due to the additional consumption of
the truck fleet, otherthings equal, and the reduction in Green House Gas (GHG) emissions from the use of
natural gas as compared to diesel or gasoline. However, the Panel finds that there are significant risks
associated with this venture, including, but not limited to, the uncertainty surrounding the future price
spread between natural gas and oil, and the apparent need for ongoing incentive funding to subsidize the
higher cost of natural gas engines. These two factors, amongothers, had both contributed to the collapse of
a previous NGV market in BC in which the Applicant had been involved.

Further, the Panel finds thata CNG/LNGfuelling infrastructure has no natural monopoly characteristics and
the service offerings applied for would not be subject to regulation, unless the services were being provided
by an organization that is already a regulated public utility.

Thus, the Panel finds that, giventhe risks involved and the potential presence of unregulated competition in
the NGV market, it is neitherin the publicinterest nor fair and just that FEI's existing ratepayers subsidize
the NGV fuelling facilities. The Panelis of the view thatthe majorbeneficiaries of this proposed project are
the potential new customersinthe transportation sector, who are GHG emitters, FEl itself, which will make
areturn onthe fuelling station infrastructure, and the residents of the province as a whole, who will enjoy
reduced GHG emissions. FEI's existing ratepayers, on the other hand, may enjoy some reduction to the
delivery charge they are required to pay due to increased throughput on the system, other things equal, but
are not otherwise beneficiaries to the same extent, although they are being asked to shoulder the risks,
should the project be unsuccessful. Accordingly, the Panel rejects the proposed General Terms and
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Conditions astoo general and failingto ensure that the actual cost of service is collected from the customer,
as fully as possible. The Panel will approve revised General Terms and Conditions which reflect a greater
recovery of the total actual cost of service as outlined in these Reasons for Decision.

1.0 Introduction

On December1, 2010 FortisBCEnergy Inc., formerly Terasen GasInc., applied to the Commission for, among
other things, expedited approval of an executory contract to provide natural gas compression and
dispensing services to Waste Management of Canada Corporation (the Waste Management Agreement).
This was approved for as a Tariff Supplement pursuant to sections 59-61 of the Utilities Commission Act,
R.S.B.C. 1996, c.473, as amended, for its fleet of return-to-base natural gas vehicles (NGVs).

The Waste Management Agreement was approved on an interim basis on January 14, 2011 (subject to
certain amendments and the requirement it be filed on a non-confidential basis), to allow for a closer
examination of the business model and any implications which could arise as a result of its approval.

In this Application, FEl also seeks the following:

e permanentapproval of the now final Waste Management Agreement as a Tariff Supplement
pursuantto sections 59 to 61 of the Utilities Commission Act (alternatively, UCA orthe Act).

e acceptance of the expendituresit made onthe facilities required to provide the natural gas
compression and dispensing services to Waste Management unders. 44.2 of the Act.

e approval of standard form “General Terms and Conditions” pursuantto sections59-61 of the
Act to allow FEl to offer natural gas vehicle services to other potential customers for:

o compressionanddispensing services for Compressed Natural Gas (CNG); and

o transportation, delivery, fuel storage, and dispensing for Liquified Natural Gas (LNG).

FEI takes the position that the approvals sought in the Application will benefit existing customers by
enabling the addition of cost-effective load to the natural gas distribution system. However, it
acknowledges that ratepayers should bearlittle ornorisk and be “kept whole”. It submits that the “take or
pay” provision, whichis a cornerstone of the business model, “ensures that the customer carries the bulk of
the cost and risk associated with the investment.” (Exhibit B-1, pp. 11, 13)

2.0 SPECIFIC ORDERS SOUGHT

FEI seeks the following specific approvals:

FEI_CNG Service Agreement/CNG-LNG Terms & Conditions



3.0

APPENDIX A
to OrderG-128-11
Page 6 of 34

An Orderapproving the Waste Management Agreement pursuant to sections 59-61 of the Act.

An Orderaccepting the estimated expenditures (in the amount of $737,944) forthe Waste
Management project pursuanttos. 44.2 of the Act.

An Orderapprovinganamendmentto FortisBCEnergy’s “General Terms and Conditions,”
specifically, the addition of anew section 12B relatingto CNG and LNG Service.

An Orderapproving:

Depreciationratesapplicable to NGV refuelling assets as perthe following table:

Asset Estimated Useful Life (years) | Depreciation Rate (%)
CNG Dispensing Equipment 20 5%
LNG Dispensing Equipment 20 5%
Foundations 20 5%
Pumps 10 10%
Dehydrator 20 5%
Capitalized Overhead Average 2.7%

A non-rate base deferral account attracting an Allowance for Funds Used During Construction
(AFUDC) to capture the NGV Fuelling Service Application costs incurredin 2010 and 2011 and to
recoverthese costs from all non-by-pass customers by amortizing them through delivery rates
commencinglanuary 1, 2012 overa three year period.

A non-rate base deferral account attracting AFUDC to capture the operating and maintenance
costs and the cost of service associated with the capital additions to the delivery system
incurred and the CNGand LNG Service recoveries received priortoJanuary 1, 2012, and to
recover or refund the balance to all non-bypass customers by amortizing the balance through
delivery rates commencingJanuary 1, 2012 overa three year period.

An ongoingrate base deferral account to capture incremental CNGand LNGrecoveriesreceived
from actual volumes purchased in excess of minimum contract take or pay commitmentsto be
refundedtoall non-bypass customers by amortizing the balance through delivery rates overa
one year period, commencing the followingyear, to be effective as of January 1, 2012 pursuant
to sections 59 to 61 of the Act.

(Application, pp. 57, 70-71)

Procedural Background

The Application was heard by way of a two stage written hearing process, to allow the application for
approval of the Waste Management Agreement to proceed on an expedited basis. Three rounds of
Information Requestsin total were conducted. A number of the Information Requests were also sought to
be held confidential. Some responses were refiled on a non-confidential basis. Where possible, the
Commission Panel makes reference only to non-confidential information. However, in some instances,
reference to confidentialinformation cannot be avoided. The Commission Panel has attempted to ensure
that reference has not been made to information which might be considered “commercially sensitive.”

FEI_CNG Service Agreement/CNG-LNG Terms & Conditions
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The following parties intervened: B.C. Sustainable Energy Association (BCSEA), B.C. Old Age Pensioners’
Organization (BCOAPO) and the Commercial Energy Consumers (CEC). The hearing concluded with the filing
of FEI's Reply Submissions on April 12, 2011.

4.0 HISTORICAL BACKGROUND

FEI, through one or more predecessorcompanies, has previously been involved in the NGV market. It was
initially successful in penetrating the light duty vehicle market some decades ago when it established a
public CNG fuelling network as a regulated offering. However, this network proved to be unsustainable
when market conditions changed. (Exhibit B-1, p. 8)

More specifically, during the mid 1980s to 1990s FEl installed, owned and maintained CNG compression
facilities at numeroussites as a regulated offering. At that time, FEI's focus was on public fuelling stations
where the retail companies which hosted the CNG fuelling stations were charged a postage stamp rate.
Vehicles utilizing the service were primarily high-mileage light duty converted vehicles.

In 1991, in BC, there were over 30 NGV fuelling stations to serve over 7,000 NGVs. Consumption of natural
gas by the transportation sector peaked in 1992. At that time there was a wide price differential between
natural gas and gasoline, supporting the market. FEl reports that by 1997 there were 52 fuelling stations
(owned and operated either by its predecessor company or a third party provider) within its service
territory, with anannual load of 627,000 GJ. Bythe late 1990s car manufacturers had started manufacturing
NGVs and these vehicles became more prevalent than converted vehicles. (Exhibit B-1, p. 9)

On December 15, 1999, FEl, then Terasen, applied to the Commission for permission to sell its NGV utility
assetsto a wholly-owned non-regulated subsidiary, now known as Clean Energy. At that time, Terasen had
compression and dispensing equipment located at 19 sites with a net book value of $4.1 million. The
compression and dispensing service had been losing money and was being supported by other customer
classes. The sale of the equipment, effective January 1, 2000, resultedinaloss of $2.13 million which was to
be amortized over ten years and borne by ratepayers. The $2.13 million charge represented just over 50%
of the net book value of the assets. (Exhibit B-6, BCUCIR 2.6.1) FEl takes the position that it formed the
“separate, non-regulated companyin orderto have greaterflexibility to grow the NGV market and own and
operate natural gas fuelling stations across North America.” (BCUC Order G-143-99; Exhibit A-2-4; Exhibit
B-1, p.9)

FEl sold whatremained of its interest in Clean Energy in 2005. (Exhibit B-6, BCUC IR 2.29.2) At this pointin
time, “...the light-duty NGV market has almost completely eroded in B.C.” Service has historically been
provided by FEI to the transportation sector primarily under Rate Schedule 6. Rate Schedule 6also offers up
to $10,000 in incentive funding for the purchase of a factory-built NGV or the conversion of a
conventionally-fuelled vehicle to natural gas. Rate Schedule 25is also available for the provision of natural
gas to large general accounts. Thisrate schedule had one customer, being Coast Mountain Bus Company, at
the time the Application was prepared. (Exhibit B-1, Appendix A-2, pp. 8, 11-12; Appendix C, Rate
Schedule 6)

FEI attributes the decline in consumption of natural gas by light duty vehicles over the last decade to a
number of factors including:
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e The price spread between natural gas and conventional fuels narrowed in the period between
2001-2003 to the point where there was nolongerasufficient economicincentive to switch to

natural gas, given the difference in capital costs forthe two options;

e Circa 2004 car manufacturers withdrew NGV offerings of pickup trucks and vans fromthe
market;

e The cost of engine conversionsincreased from $3,000 (early 1990s) to $7,000 to $10,000 (now);

e A Natural Resource Canada matching grant program incentive forvehicle conversions was
discontinued in 2006;

e Hybridvehicles wereintroduced and competed with passengerand light duty vehicle market
segments; and

e Withload loss, stations closed and fuelling became less convenient.

(ExhibitB-1, pp.9-10)

5.0 MARKET CONDITIONS, GOVERNMENT POLICY AND THE NEED TO KICKSTART THE NGV MARKET

Vehiclesfuelled by natural gas, eitherin CNG or LNG form, although less energy efficient than their diesel
counterparts, produce less Green House Gas (GHG) emissions. (Exhibit B-8, BCSEA IR 2.3.1) FEl advises that
studies have shown conventional CNG has a net carbon intensity which is lower than that of reformulated
gasoline and 28% less than that of ultra-low sulphurdiesel; and that LNG provides a comparable reduction.
(ExhibitB-1, p.37) Thus, FEIl arguesthat the displacement of vehicles currently fuelled by gasoline or diesel
with vehicles fuelled by natural gas would result in significant reductions in GHGs in British Columbia.
However, natural gas is not without GHG emissions. [A Gigajoule (GJ) of natural gas produces in the range
of .05069 tonnes of GHGs, as per Terasen Gas Inc. 2010-2011 Revenue Requirements Application, Response
to BCUC IR 1.22.1] In the case of Waste Management, FEI estimates that its fleet of twenty heavy duty
vehicles would create 921.6 tonnes of carbon per year when run on diesel as compared to 708.2 tonnes of
carbon per year when run on CNG, a saving of 213.4 tonnes per year, based on an analysis using GHG
emissions per kilometres travelled for the two fuels. (Exhibit B-8, BCSEA IR 2.3.1)

FEI maintains that this reductionin GHG emissions can assist the province in meeting some of the objectives
of the 2007 Energy Plan and the Clean Energy Act and notes that the Energy Plan identified the
transportation sector as “a major contributor to climate change and air quality problems.” (Exhibit B-1,
pp.35-36) FEl alsonotesthatthe Low Carbon Fuel Requirements Regulation mandates a 10% reduction in
carbon intensity of motor fuels in BC by 2020.

FEI submits thatin spite of the recent near collapse of the market for NGVs, there is currently a significant
upside potential to this same market. Specifically, it forecasts that by 2030, there is the potential for 30
Petajoules (PJs) of natural gas energy use for buses, medium and heavy duty trucks; and an additional 6 PJs
of demand for passenger vehicles. (Exhibit B-1, p. 23) [This compares to the total amount of natural gas
delivered in the FEl system in 2010 of approximately 200 PJs]. FEl cites a number of factors that may
contribute to the growth in demand for NGV over the next 10 to 20 years, including:

e Natural Gas price advantage overdiesel which translates to operating cost savings;

FEI_CNG Service Agreement/CNG-LNG Terms & Conditions
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e Competitive advantage of natural gas overdiesel due to environmental benefits, including
ownership and value of carbon credits;

e Availability of fuellinginfrastructure; and

e Incentive funding that will reduce the incremental cost of manufactured NGV vehicles over
diesel/gasoline powered vehicles.

(Exhibit B-1, pp. 25-33)

FEI submits that marketindications are that natural gas is likely to retain its price advantage over diesel for
the foreseeable future. (FEI Final Submissions, para. 35) FEl recognizes, however, that “predicting market
share for alternative energy technologies is extremely difficult and highly subjective. Historically,
projections for rapid adoption rates have proved to be wildly optimistic.” (FEI Response to BCUC IR 2.68.3
from 2010-2011 RRA Application filed as Exhibit A2-6)

FEl ishopingto “kickstart” the potential market for natural gas vehicles with a regulated CNG compression
and dispensing service and a storage and dispensing service for LNG. It maintains that because itisin the
business of delivering energy to customers in a useable form these services are natural extensions of its
existing service to customers. Itfurtherstatesthat extension testsand policies are used to ensure that new
customers pay the cost of service. (Exhibit B-1, p. 19)

FEI argues that the NGV business model being proposed is different from its previous venture, in that it
targets return-to-base fleets of buses, heavy duty and vocational trucks which can be manufactured to use
natural gas (as opposed to requiring conversion)and are available in British Columbia. It further argues that
although the target marketis smaller, there is less risk of changing market conditions. (Exhibit B-1, p. 10)
These fleets of vehicles will serve as “anchor tenants” for the customized fuelling stations which FEI wil |
build and own on the customer’s premises. The vehicles can be fuelled on their return to their base each
evening, giving FEI what amounts to a committed “captive audience.”

FEl is proposing a rate design that is based on the cost of service. Once the market is more mature, FEI
states that it may considerotherrate designs and business models. It submits that the approach being put
forward in this Application “will allow for the safe, economic and timely development of additional NGV
projects to ensure that demand for NGV and supply of NGV Services are re-introduced in a sustainable
manner.” (Exhibit B-1, p. 20)

6.0 PROPOSED BUSINESS MODEL

6.1. CNG Service Description

FEI’s target market for the CNG service offering will be buses and heavy duty or vocational trucks that are
return-to-base fleets which are of sufficient size to be readily served by original equipment manufacturers’
(OEM) product. In providingits service offering, FEl hasidentified three required steps in what it describes
as the CNG value chain or model. The first step is the physical delivery of the natural gas supply to the
customer. Once delivered, the second step is the process of compressing and storing natural gas at high
pressure to be ready for delivery to the vehicle’s storage tank. Accordingly, FEl will build customized, private
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stations designed to support the particular customer’s return-to-base fleet with the capability of
pressurizing fuel atup to 3,600 pounds persquareinch (psi). The third step in the chain involves the actual
dispensing of the CNG to the vehicle. FEl states that the cost of owning and maintaining the station for
compression and dispensing will be part of the cost of service (COS) and the customer will be responsible for
paying a per GJ charge which includes these costs.

With this model FEl states it will be positioned to offer the complete CNG service offering to potential
customers. This will involve the following:

e Executionof a service agreement with the customerforcompression and fuelling services;
e Investmentinanyrequired meterand main extensions and provision of the gas supply; and

e Installation and maintenance of the compression, pressure storage and dispensing equipment.

It is FEI's plan to own and maintain the private station equipment which includes gas compressors, gas
dehydrators, high pressure storage tanks and fuel dispensers. Fuel dispensers may be either of the “fast-fill”
type [asusedin the case of BC Transit] which can fuel a vehicle in 2-3 minutes, or a time-fill setup which can
be used to refuel a vehicle overnight, or a combination of the two. (Exhibit B-1, pp. 14-16)

6.2 LNG Service Description

LNG is natural gas which has been cooled to -160 degrees Celsius and must be stored on vehicles and in
stations at this low temperature if it is to remain in aliquid state. FEl states that this fuel, because of its
density, is particularly well-suited for vehicles like highway tractors with high daily mileage requirements.
Like CNG, the value chain for LNG involves anumber of steps. The first of these is the production and initial
storage of LNG which is currently done at FEI’s Tilbury bulk LNG storage facility. The second step in the
chain involves the delivery of LNG for use in a customer’s fuelling station since there is no piped
infrastructure for LNG. FEl states that its proposed LNG service offering contemplates FEl owning and
operating the transport and delivery process although it will allow customer delivery of the LNG where
appropriate. The third step in the value chain involves the fuel storage and dispensing at the customer
fuelling station - services which again FEI will provide.

As withthe CNGmodel, FEl anticipates that it will be positioned to provide a complete LNG service offering
to the customer. This will involve the following:

e Provisionof LNGsupplyat Tilbury (whereitis offered forbulk sale under Rate Schedule 16 —
whichisan interruptible service currently offered pursuanttoa5 year pilot project);

e Securinga service agreement with the customerforthe LNGfuelling station (including cryogenic
storage and dispensing);

e LNGtransport fromTilbury tothe customers’ facility by transport truck, if required; and
e Investmentinand maintenanceof the storage and dispensing equipment.

For the LNG Service offering, it is FEI's intention to own and maintain the LNG tankers, cryogenic storage
tanks which include secondary containment, the LNGvaporizerand pump and the dispenserequipment. As
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with the CNG offering, the model calls for the cost of owning and maintaining the stationto be builtinto the
COS charge which will be recovered from the customer on a per GJ basis. Where required, a separate
delivery charge to cover transport and delivery of the LNG will be created. (Exhibit B-1, pp. 16-18)

6.3 Rate Schedules

FEI's business modelis reflected in the rate structures for which it seeks approval. Essentially, there are two
components:

1) the General Termsand Conditionsfor CNGand LNG Services; and

2) Customer-Specificcontracts, which will be filed as Tariff Supplements.

In this Application, FEl is seeking Commission approval of standard form General Terms and Conditions
whichincorporate its proposed rate design for both CNG and LNG service pursuant to sections 59-61 of the
Utilities Commission Act, which deal with rates. This proposed rate design “yields a customer-specific rate
that will be incorporated into the applicable service agreement.” (Exhibit B-1, p. 61)

FortisBC proposes that the General Terms & Conditions will have the following:

e atake or payprovision;
e provisionsforfull costrecovery from each customer; and

e stipulation of how the cost of service will be determined.

The General Terms and Conditions for which approval is sought are contained in Appendix B of the
Application. They are an amendment to FEI's General Terms and Conditions by way of the addition of a
section (section 12B) which relatesto CNGand LNG Service. (Application, p. 11) Section 12Bis very general
and comprises little more than asingle page. Itis reproducedinits entiretyin Appendix 1 of these Reasons
for Decision.

Section 12B.3 deals with Cost of Service Recovery. This section states:

“Customers will be charged a “take-or-pay” rate (i.e. minimum contract demand) under
the Service Agreement thatrecovers the present value of the forecast cost of service
associated with the provision of CNG or LNG Service overthe term of the Service
Agreement, where the minimum contractdemand s the forecast consumption based on
the forecast number of vehicles served by the vehicle fueling station.”

Section 12B.5 Costs states:

“The total costs to be usedin determining the forecast cost of service to be recovered
from the Customerunderthe Service Agreementinclude, without limitation

(a) the capitalinvestment, including any associated labour, material, capitalized
overhead and other costs necessary to serve the Customer, less any contributionsin
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aid of construction by the Customer or third parties, grants, tax credits or non-
financial factors offsetting the full costs thatare deemed to be acceptable by the
British Columbia Utilities Commission

(b) depreciation expense related to the capital assets associated with the vehicle
fuelling station; and

(c) theincremental operatingand maintenance expenses necessarytoserve the
Customers.

In addition to the costs identified, the cost of service recovery will include applicable
property and incomes taxes and the appropriate return on rate base approved by the
British Columbia Utilities Commission.”

6.4 Cost of Service Model
FEI advisesthat, at a high level, the cost of service model captures all of the costs associated with providing
service to a particular NGV customer, and uses those costs to generate a rate which recovers the cost of

serving that specific NGV customer over the term of the agreement. (Exhibit B-1, pp. 11-12)

6.1.1 “Take or Pay” Commitment

Each customer-specific service agreement will contain a “take or pay” commitment which will require the
customerto committo purchase a specified volumetricfuel charge, calculated to recover the cost of service,
whetherornot such volume is actually required or consumed. However, if the customertakes more service
than the amount committed to, an excess rate will be charged, which may be less than the “take or pay”
rate. (ExhibitB-1, p.12) FEl proposestoaccumulate any additional revenues from quantities purchased in
excess of the minimum committed “take or pay” volume in an ongoing rate base deferral account,
commencing in 2012. (Exhibit B-1, p. 71)

6.1.2 Cost of Service Calculation

FEI proposes to base the cost of service calculation on the total forecast —as opposed to actual - costs to
provide either CNG or LNG service which include:

e The capital cost of the fuelling station —including any associated labour, materials, capitalized
overhead, less any contributionsin aid of construction, grants etc. offsetting the full cost;

e Incremental operating and maintenance costs necessary to serve the customer;
e Depreciation expense related to the capital assets associated with the contract;
e Applicable property tax;

e Calculatedincome tax expense;

e Returnon rate base at the then-currentapproved rate.

(Exhibit B-1, p. 55)
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6.1.3 Capital Costs

FEI proposes to use forecast capital costs as an input into its cost of service calculation. It submits thatits
forecast costs have a high degree of accuracy for the following reasons:

e It hasundertaken “detailed and comparative quotations”;
e Its projectengineeringteamisexperienced;

e Thefuellingstation, which represents the largest component of a project’s costs, can be
procured by way of a fixed price contact.

The forecast capital costs also include capitalized overhead. Capitalized overhead is calculated as 14% of
forecast gross operating and maintenance costs. (Exhibit B-1, p. 56)

6.1.4 Operating and Maintenance Costs

Forecast operating and maintenance (O&M) costs represent the incremental material and labour expenses
associated with maintaining each fuelling station as well as the incremental administrative costs associated
with each contract. FElexpects, however, thatany administrative costs will be minimal, as most candidates
for CNG or LNG service will be existing customers. O&M costs are estimated to be in the range of 4% to 6%
of the capital costs for an LNG project. (Exhibit B-6, BCUC IR 2.10.2; 2.10.4) The gross forecast operating
and maintenance costs will also be reduced by the 14% amount attributed to capitalized overhead.

FEl increases the netforecasted operatingand maintenance expensesinits cost of service model by 2% per
annum. (Exhibit B-1, p. 57) However, FEl also proposes that this escalation factor be open to negotiation

with the individual customer. (Exhibit B-1, p. 61)

6.1.5 Depreciationand Amortization Expense

FEI proposes to use depreciation rates which, other than capitalized overhead, represent recovery of the
cost of the asset overits estimated useful life, which is, for the most part, 20 years. (Exhibit B-1, p. 57) FEl
proposes to amortize capitalized overhead at the rate of 2.7% per annum, which equates to a 37-year
period.

The following table sets out the depreciation rates for which approval is requested:
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TABLE 1
Useful Life and Resulting Depreciation Rates for CNG and LNG Fuelling Assets
Asset Estimated Useful Life Depreciation Rate (%)
(years)
CNG Dispensing Equipment 20 5%
LNG Dispensing Equipment 20 5%
Foundations 20 5%
Pumps 10 10%
Dehydrator 20 5%
Capitalized Overhead Average 2.7%

Source: Exhibit B-1, p. 57, Table 5-1

6.1.6 Property Taxes

As property taxes are site-specific, the property tax expense forecast will vary by project. The forecast
property tax is an input to the cost of service calculation. (Exhibit B-1, p. 58)

6.1.7 Income Taxes

FEl also proposestoinclude forecastincome taxes expense, calculated on an estimated actual taxes payable
basis, in its cost of service calculation. (Exhibit B-1, p. 58)

6.1.8 Rate Base and Earned Return

FortisBC Energy’s cost of service will also include an amount for the allowed return on the rate base
associated with each CNG or LNG contract. (Exhibit B-1, pp. 60-61)

6.1.9 Contract Term

At a minimum, FortisBC proposes to match the contract term to the life of the initial fleet of NGVs.
(ExhibitB-1, p.55) Thelife of the vehiclesinthe projects which FortisBCis targeting ranges from five to ten
years. (Exhibit B-1, p. 12)

7.0 ALIGNMENT WITH ENERGY POLICY

In reviewing an expenditure schedule for acceptance under section 44.2 of the Utilities Commission Act,
(pursuantto which the expenditures on the fuelling station for Waste Management were filed, and others
may be filed) the Commissionis required to considerthe applicable of British Columbia’s energy objectives.
In its Final Submission, FEI explains how its investments further these objectives.

FEI also asserts that the policy objectives introduced in “The BC Energy Plan A Vision for Clean Energy
Leadership” (the 2007 BC Energy Plan) place a new focus on NGVs. (FEI Final Submissions, pp. 19-22)

FEI submits that any future cost-effective investmentin fuelling stations for “return to base” fleet customers
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can similarly be expected to support British Columbia’s energy objectives. FEI submits that “British
Columbia’s energy objectives apply to CPCN applications under section 45 of the UCA and applications
broughtunder44.2 (amongothersections) which both relate to utility capital investments” and that this is
“explicitrecognition that Governmentintends publicutilities to be investing in cost-effective initiatives and
facilities that advance the legislated objectives.” (FEI Final Submissions, p. 20)

FEI states that “On November 25, 2008 GHG interim targets were set by Ministerial Order as follows:

¢ 2012 —six per cent below 2007; and
¢ 2016 —eighteen per cent below 2007 levels”

and that reductions of atleast 33% are required forthe year 2020 and subsequentyears. (Exhibit B-1, p. 38)
These targets are reflected in Section 2(g) of the Clean Energy Act.

Givena 2007 estimated level of GHG emissions of 67.3 million tonnes (BC Provincial GHG Inventory Report,
2007; ExhibitB-1, p. 41), this amounts to required reductions of approximately 4 million, 12 million and 22
million tonnes in 2012, 2016 and 2020, respectively. FElI maintains that fuel switching for return to base
fleets willhelp contribute to this required reduction. Tothis end, FEIl estimates that if its “Reference Case,”
(which forecasts consumption of approximately 30 PJs (or 30 million GJs) of natural gas by trucks, buses and
marine vessels which have switched away from conventional fuels to natural gas by 2030) comes to pass,
there will be a reduction of 865,000 tonnes of GHGs emitted in the year 2030. However, much lower
reductions are forecast for earlier years in the range of approximately 25,000, 70,000 and 180,000 tonnes
for the years 2012, 2016 and 2020, respectively. (Exhibit B-1, Appendix A1, pp. 19, 27)

Commission Panel Discussion

As noted by FEI, the 2007 Energy Plan indicates thatthe single largest source of GHG emissions in B.C. is the
transportation sector. This sector accounts for 39% of GHG emissions, as compared to 11% for the
residentialand commercial sector. FEl “believes that reducing GHG emissionsin the transportation sector is
necessary in order to realistically achieve the provincial government’s stated objectives.” (Exhibit B-1,
pp. 41-42 citing 2007BC Energy Plan) FEI submitsthatthe use of NGVs in BC will achieve large reductions in
overall GHG emissions and this will help meet the Provincial government’s GHG reduction targets.

FEI notes the comment in the 2007 Energy Plan that “natural gas burns cleaner than either gasoline or
propane, resultinginlessairpollution” in support of its proposition that “government policy generally places
a new focus on NGVs”. (FEl Final Submissions, p. 19) However, the Energy Plan also describes other
transportation technologies, some considerably cleaner than natural gas and in fact went on to state in the
nextsentence that “[fluelcell vehicles are propelled by electric motors powered by fuel cells, devices that
produce electricity from hydrogen without combustion”. It continued: “[c]ars that run on blends of
renewable biofuels like ethanol and biodiesel emit lower levels of greenhouse gases and air pollutants.
Electricity can provide an alternative to gasoline vehicles when used in hybrids and electric cars.” (2007 BC
Energy Plan, p. 19)

Further, the “policy actions” for addressing greenhouse gas emissions from transportation and increasing
innovation assetout in the 2007 BC Energy Plan contemplated measures such as: the implementation of a
5% renewable fuel standard for diesel, support for the federal action of increasing the ethanol contentin
gasoline, and development of a leading hydrogen economy with a new, harmonized regulatory framework
for hydrogen. (2007 BC Energy Plan, p. 20)
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As well, the “key initiatives and recent announcements” in the 2007 BC Energy Plan in this area
contemplated the promotion of hybrid vehicles through tax incentives and government purchases of hybrid
vehicles exclusively. The 2007 BC Energy Plan also noted the Province’s intention to reduce “diesel
emissions through new financialincentives to help municipalities shift to hybrid vehicle fleets and retrofit
diesel vehicles with cleaner technologies.” (2007 BC Energy Plan, p. 21)

The Panelis of the view that the interest expressed in electricity and hydrogen as alternative fuels for the
transportation sectorin the 2007 BC Energy Planintroduces an additional element of risk to FEI's proposed
NGV program, particularly as these alternative fuels tend to have a lower carbon footprint than natural gas
and, when viewed in comparison, would align more closely with British Columbia’s energy objectives.

In its closing submission, the BCSEA states that “...the evidence establishes that substituting CNG or LNG
powered vehicles fordiesel powered vehicles will significantly reduce GHG emissions in BC.” (BCSEA Final
Submission, p. 5) CEC submits that FEI has established that NGV applications for the target markets,
switching from diesel to natural gas, would result in a reduced carbon footprint, and that FEI has also
established that thisis consistent with the BCenergy objectives. (CECFinal Submission, p. 6) The BCOAPOis
silentonthe alignmentof the NGV program with the Provincial Government’s energy policy and its impact
on GHG emissions.

The Panel accepts that fuel switching from dieselto natural gas will assist the province in meeting its energy
objectives. However, we note that whetherthis contributionis considered “significant” is largely subjective.

While subsection 44.2 (5)(a) does indeed require the Commission to consider “the applicable of British
Columbia's energy objectives,” subsection 5(e) requires the Commission to consider the “interests of
persons in British Columbia who receive or may receive service from the public utility.”

The 2007 BC Energy Plan basically contemplates government initiatives and spending but otherwise provides
little guidance on who should bear any specific costs associated with programs to reduce emissions.

Thereisa potential forsome future guidance to be provided under the Clean Energy Act. Subsection 18(1)
of that Act defines a "prescribed undertaking" as “a project, program, contract or expenditure thatisina
class of projects, programs, contracts or expenditures prescribed for the purpose of reducing greenhouse
gas emissionsin British Columbia.” Subsection 18(2) requires the Commission to setrates for a public utility
thatiscarrying outa “prescribed undertaking” “that allow the public utility to collect sufficient revenue in
each fiscal year to enable it to recover its costs incurred with respect to the prescribed undertaking”.

By subsection 35(n), the Lieutenant Governorin Council may make regulations... “(n) forthe purposes of the
definition of “prescribed undertaking” in section 18, prescribing classes of projects, programs, contracts or
expenditures that encourage

(i)the use of
(A) electricity, or
(B) energydirectlyfromacleanorrenewable resource

instead of the use of other energy sources that produce higher greenhouse gas emissions, or

(ii) the use of natural gas, hydrogen orelectricity in vehicles, and the construction and operation of
infrastructure for natural gas or hydrogen fueling or electricity charging.”
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However, the Panel has notbeenreferredtoandis otherwise unaware of any regul ations having been made
to this point in time relating to “prescribed undertakings.”

Accordingly, the Panel will examine the interests of FEI's existing ratepayers in considering the acceptability
of NGV related expenditures under subsection 44.2(5).

As noted above, subsection 44.2(5)(e) requires the Commission to consider “the interests of persons in
British Columbia who receive or may receive service from the public utility.”

The Panel is of the view that not every expenditure that helps to meet an objective of the Energy Plan will
necessarily be automatically eligible for acceptance under Section 44.2. Additional analysis is required to
ensure that the expenditure is a reasonable use of limited funds and that better uses are not readily
available. Itisalsoimportantthat proposed expenditures do not create too great of a burden on those who
will be asked to foot the bill.

Further, in the Panel’s view, it is important that, where there are different rate schedules in effect, the
customer which benefits from the expenditure is responsible to “pay the freight”. In this case, FEI's
proposed NGV program targets a reduction in the GHG emissions of the transportation sector. Although
many costs are borne directly by the NGV customers under the proposed Cost of Service model, cost
overruns and unaccounted for costs are proposed to be borne by FEI's existing ratepayers. In addition, as
discussed elsewhere in this decision, these existing ratepayers are proposed to shoulder the risk for what
could amount to considerable additional costs should market conditions deteriorate, as they did in FEI's
previous NGV venture.

The Panel questions whether it is in the interests of FEI's existing ratepayers to bear the costs or risks
associated with reducing carbon emissions for the transportation sectorwhen FEl ratepayers represent only
a portion of the province’s population and, generally speaking, are not directly responsible for those
emissions. We are of the opinionthatthey should not. In our view, itis more appropriate that these costs
be borne either by the owners of the vehicles, as they are the emitters, or by the people of the province as a
whole, as they are the beneficiaries. Thus, in the Panel’s view, expenditures undertaken to provide and
operate infrastructure for fuelling NGVs are not sufficiently in the interests of FEI's existing ratepayers to
satisfy the requirements of subsection 44.2(5)(e) as it relates to the interests of persons who take service
fromthe publicutility. The expenditures would, however, appear to be in the interests of those potential
new customers who may receive CNG/LNG service from the utility.

Thus, the Panel agrees with FEI's approach that the ratepayers be “kept whole,” and throughout this
decision, we discuss the reasons for our agreement. Consistent with this approach, the Panel finds that
while the benefits of GHG emission reduction provides a justification for FEI's proposed NGV program,
FEI's ratepayers must be insulated, to the greatest extent possible, from the costs and risks of the
program.
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8.0 Issues Arising
8.1 Introduction

In the view of the Commission Panel the Application raises several key issues. The first relates to the
protection of the publicinterestin circumstances such as these, where aregulated utility is seeking to offer
services which would otherwise not be subject to regulation.

Other issues which flow from the first include:

e Management of Risk

e Potential for Rate Discrimination

e Interpretation of Justand Reasonable Rates
e The NeedforConfidentiality

e Adequacy of the Cost of Service Model and related Allocations

These issuesall converge inthe overarching concern of the Panel expressed throughout these Reasons,
whichis how bestto insulate the existing ratepayer from various costs and risks and how to ensure that the
costs and risks are actually borne by the parties who stand to benefitthe most.

8.2 Regulated vs. Non-Regulated and the PubliclInterest

FEI has chosen to apply to the Commission to provide the new CNG and LNG fuelling services in its capacity
as a regulated publicutility. Given the definition of “petroleumindustry” asincluding “the retail distribution
of liquefied or compressed natural gas” and “public utility” as notincluding “a person not otherwise a public
utility who is engaged in the petroleum industry...” in section 1 of the Utilities Commission Act, it is only
because FEl is already “otherwise a public utility” that this new business is required to be regulated. FEl
would be free to pursue this business through a non-regulated subsidiary and thereby avoid Commission
oversight. Othercompanies, not otherwise publicutilities, may enterthe industry and will not be subject to
regulation. In fact, FEI maintains that its CNG and LNG business models do not preclude a third party from
offering the same services and that it supports other third party investment. (Exhibit B-1, pp. 16, 18) FEI
states, however, that forits part, it “is interested in owning and operating NGV fuelling stations only through
its regulated utility subsidiaries...in the manner proposed” in the Application. (Exhibit B-6, BCUC IR 2.29.1)

FEIl also takesthe position that once the Commission has approved atariff offeringfor CNGand LNG service,
such service becomes subject to the statutory framework relating to a utility’s legal obligation to provide its
service to the public, as set outin sections 28 to 30 of the Act. (Exhibit B-9, CECIR 2.1.3)

Commission Panel Discussion

The Commission Panel acknowledges that the Utilities Commission Act does not prohibit FEI from providing
CNG/LNGservice offerings but that, unlike other potential market participants, if it does so, it will be subject
to regulation. FElissubjecttoregulationbecauseitis otherwise amonopoly, andthe regulatory framework
existsto protect the publicfrom monopolisticbehaviour and the potential associated problems. (Atco Gas
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Pipelines Ltd. v. Alberta (Energy Utilities Board), [2006] 1 S.C.R. 140, 2006, SCC4, para. 3) The Panel is of the
view thatina case such as thisone, the publicinterest requiresthat, if FEl isto provide CNG/LNG services in
its capacity as a publicutility, it must do so without utilizing any potential economicleverage which it may
have as a result of its status as a monopoly distributor of natural gas.

The Commission Panel does not agree with FEI’s position the “once Commission approval has been obtained
for a tariff offering for CNG and LNG service” it will be under an obligation to provide this service to the
publicpursuantto section 28 of the Act. (ExhibitB-9, CEC IR 2.1.3) The Commission Panelis of the view that
the obligation to serve stems from the nature of a monopoly provider of services with infrastructure which
has natural monopoly characteristics such that a competitive market structure does not make economic
sense. In the circumstances of this Application, the fuel dispensing service has no natural monopoly
characteristics and could potentially be supplied by any number of competitors. As such, there is no
corresponding requirement to recognize an obligation to serve such potential customers.

8.3 Risks

8.3.1 ParallelstoPrevious Natural Gas Program

As discussed earlier, FEI has, through a predecessor company, previously tried to establish a market for
NGVsin British Columbia. However, the venture was ultimately not successful. The Panel will now examine
the ways in which the current proposal is similar, and in what ways it differs, from the previous venture.

Itis FEl's position that the current program has little in common with previous NGV initiatives. As previously
described, this Application is based on a business model that targets return to base fleets of buses, heavy
duty and vocational trucks. FEI submits that this “anchor tenant” model, although directed at a smaller
target market, is less risky.

However, the Panel notesthat FEl also owned and operated an NGV compression and dispensing facility for
BC Transit. This facility was also constructed to serve a return-to-base fleet of heavy duty vehicles and was
backed by a take or pay contract as is proposed here. FEI summarizes the main difference between the BC
Transit case and the Waste Management case: “the BC Transit facility was a fast-fill design utilizing early
CNG equipment technology, whereas the WM facility is time-fill facility using off the shelf proven CNG
refuelling equipment.” (Exhibit B-4, BCUC IR 1.11.1; 1.11.2)

One factor cited by FEl in the deterioration of the market for its previous NGV offering is an erosion of the
cost differential between natural gas commodity prices and the price of conventional fuels, but that since
2000, the price differential has been re-established. FEI states that natural gas has historically had an
advantage in price over other motor vehicle fuels and the lower operating cost savings result in savings for
customers in spite of the higher cost of OEM NGVs or after-market conversions. Figure 3-1 in the
Application outlines a historical comparison of the cost of CNG (including a $5/GJ compression charge and
applicable rate riders) and diesel fuel. The figure shows thatthe CNGbundled rate over the ten year period
commencing in 2000 would compare favourably with diesel over the entire period. Similar results are
outlinedin Figure 3-2 which depicts acomparison with gasoline. FEI further notes that as of the date of the
Application, the advantage over diesel would be $.40/litre or 40 percent and submits that forward market
prices indicate that natural gas is likely to maintain this price advantage for the foreseeable future.
(Exhibit B-1, pp. 28-31)
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Commission Panel Discussion

The Commission Panel acknowledges that the basis forthis program and its operating fundamentals may be
somewhat different from FEI's previous offering, but remains concerned that some of the factors which
contributed to the lack of success with the initial NGV program remain at play with the current Application.
For example, inthe BCTransit case, the model was similar and the venture was not successful. As aresult,
the risk of stranded assets exists and with it the potential for additional costs, which FEI seeks to recover
from its ratepayers.

As noted by FEl in the Application, the price of natural gas in 1992 was very favourable but this advantage
erodedsignificantly by the early 2000's when “the price advantage of natural gas versus conventional fuels
narrowed tothe point where there wasinsufficient economicincentive to switch fuels given the differential
in capital cost between the two options”. (Exhibit B-1, p. 9) The Panel notes that the current price
advantage related to natural gas has been affected by the current market surplus resulting from the
exploitation of shale gas throughout North America. Whether this price advantage continues to be
maintained overthe nextfivetotenyearsremains an issue given potential for worldwide demand for LNG
leading to the export of surplus natural gas in a liquefied state. We remain concerned that when initial
service agreements, which FEl estimates to be 5 to 10 years (inline with the life of the vehicles), expire, the
attractiveness of the programs may have diminished and customers may choose to pursue other
alternatives. (Exhibit B-1, p. 12)

The Commission Panel is of the view that the primary reason this type of program will be attractive to
prospective customersis because it offers a cost effective option to more traditional fuel alternatives. The
current cost advantage enjoyed by CNG/LNG, is significant as FEI has pointed out. As aresult, customers
who choose to move forward with this program stand a very good chance of enjoying operating cost savings
while also projecting a “greener” image due to the reduced emissions associated with NGVs. Of concern to
the Commission Panel, as noted above, is the lack of certainty that the current price advantage of CNG/LNG
versus conventional fuels will continue into the future. Additionally, the Panel is concerned about the
potential for technology advancements which may provide a greener or more cost effective solution than
that offered by CNG/LNG. Forexample, there may be increasingsupportforelectricvehicles thatare fuelled
by energy generated fromrenewable hydro. In this regard, the Panel notes that the introduction of hybrid
electric vehicles was cited by FEI as a factor in the decline of the NGV market in BCin the past ten years.
(Exhibit B-1, p. 10)

8.3.2 Potential forStranded Assets

For the purposes of the discussionin these Reasons, the Commission Panel considers a stranded asset to be
an asset with a book value that exceedsits marketvalue, in circumstances where the assetis nolonger used
or useful for utility purposes. The potential for stranded assets in the business model presented by FEl in
this Applicationin particular, arises because of the differencesin the time period covered by fleet operator
service agreements (which FEl proposes to match to the life of the vehicle) and the asset life of the station
infrastructure (which is estimated to be 20 years). As FEI has acknowledged, the risk associated with the
expiry of the service agreement before recovery of the full capital cost of the station is one of under-
recovery. Where a customer does not choose to use natural gas as its fuel beyond the initial term of a
service agreement, 10 to 15 years of unrecovered costs could remain. Based on the average station
infrastructure cost of $700,000 utilized in Figure 2-1of the Application, this would amount to a potential for
stranded asset costs ranging from $350,000 to $525,000 for each project depending on the period covered
in the initial service agreement. (Exhibit B-1, pp. 12-13, 65)
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FEI states that this recovery risk can be mitigated in a number of ways:

e Stationscouldberelocatedtoanother projectlocationresultingin an estimated recovery of 50
to 70 percent of the capital;

e Stationassets could be soldinto otherjurisdictions [No cost mitigation estimates were provided
for thisinstance]; and/or

e FEl couldseektonegotiate contractual terms with customersto mitigate risk.

With respect to the last measure, the Waste Management Agreement contains a clause which stipulates
that the customer must pay for any unrecovered amount if it chooses not to renew the Agreement
(Exhibit B-1, Appendix D-1).

None of the Interveners expressed significant concern with respect to the risk of stranded assets. In
reference to the Waste Management Agreement, BCSEA states that existing customers are provided
significant protection against stranded asset risks with the ‘take or pay’ feature, bolstered by protection
against unrecovered capital where a contract is not renewed. Additionally, it notes that the protection is
greater than that provided by the Mains Extension test, which is applied in instances where there are
customerdriven extensions of the existing pipeline. (BCSEA Final Submission, p. 7) BCSEA makes no further
comment with regard to stranded assets in its comments on the proposed General Terms and Conditions.
BCOAPO notes thatin its view the “risks of stranding assets are low” and the tolling proposal will provide
“for fairly certain cost recovery.” (BCOAPO Final Submission, p. 1) The CEC argues that the ‘take or pay
contracts’, FEI's expectation that 50 to 70 percent of remaining capital costs can be recovered, and the
potential for FEl to negotiate renewal or buyout terms provides arisk mitigation which significantly exceeds
that available forothercustomerclasses. The CEC concludesits commentson thisissue by stating “the risks
of stranded assets due to customers switching to other fuel sources exists across the FEI system and the risk
for the proposed NGV assets is relatively low in comparison.” (CEC Final Submission, pp. 3-4)

Commission Panel Determination

As noted earlier, the Panelremains concerned that there is arisk forstranded assets due to the potential for
changing circumstances with respectto the use of natural gas as a transportationfuel. Further, the Panel is
not convinced that FEl has made sufficient provisions within the proposed General Terms and Conditions to
ensure the potential for stranded assets is adequately mitigated. We note that the ‘take or pay’ provision
within the General Terms and Conditions ensures that the forecast cost of service over the term of the
service agreement will be recovered. However, this provides norelief in the event that a customer decides
not to renew afterthe initial 5 or 10 year term. FEl has stated that there are opportunities for it to recover
50 to 70 percent of the remaining unamortized capital in such instances. While the Panel will not dispute
that the assets may still have useful life remaining, we do question whether the value would be realized in
such instances. Inthe Panel’sview the biggest threatto customerrenewal is changing circumstances which
may make CNG/LNG less attractive as a fuel source. This may be because of a change in the economics or
through the introduction of new technology over the 5 or 10 year initial term period. In such instances the
migration away from this solution would not likely be made by one customer but more likely by many and
would apply to new customersas well. Thus, if such a change were to occur as it did with the previous NGV
offering, it would be unreasonable to assume thatreselling or relocating the assets would be certain oreven
likely. If resale or relocation did not occur,
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the cost proposed to be borne by existing ratepayers, as noted previously, would range between $350,000
and $525,000 per non renewing customer, based on average infrastructure costs of approximately
$700,000.

As also noted earlier, in the case of the Waste Management Agreement, the ‘take or pay’ feature is
bolstered by protection against unrecovered capital costs through a provision requiring Waste Management
to purchase the fuelling station at its remaining undepreciated capital cost, if the contract is not renewed.
However, FElI did notinclude such a provisioninits proposed General Terms and Conditions, but stated that
it can "... negotiate contractual terms that mitigate risk.” (Exhibit B-1, p. 65) The Panelisofthe viewthat, in
the circumstances of this Application, a period of 5 to 10 years is a long time and, as evidenced by
occurrences overthe last few years, a great deal of change can occur over even a relatively short period of
time. Failure toinclude provisions to protect against the risk of stranded assets would not be in the public
interest. Accordingly, the Commission Panel has determined that to be approved, the General Terms and
Conditions must include a provision requiring the customer to pay any unrecovered capital in those cases
where the initial contract is not renewed, or a similar provision that provides equivalent protection. The
Panel understands adding this provision may resultin some potential customers beinglost because they are
not preparedto bearthat risk. However, we also see no reason why the ratepayershould be required to do
so either.

8.3.3  “KickStarting” the Market

FEI submits that it should build the fuelling facilities to “kick-start” the market and that it is uniquely
qualified to do so. FEl argues that the market for CNG in BC has stagnated in the past ten years or so, and
that it must provide CNG/LNG service as a regulated entity to revitalize the market. It also states that it “is
not aware of other businesses with the expertise and technical capability that have committed to
developing the B.C. fuelling station market.” (FEI Final Submissions, pp. 23-24)

Commission Panel Determination

In the Panel’s view, while the lack of an experienced and committed CNG supplier may indeed be a reason
for the decline in CNGuse, FEl has provided anumber of otherfactors, including aninsufficient price spread
between natural gas and conventional fuels, the introduction of hybrid electric vehicles and, significantly,
the cost of engine conversion and the discontinuation of federal government incentive grants to support
these conversions. (ExhibitB-1, p. 47, Appendix A-2, pp. 10-11) These last two reasons are underscored by
the fact that FEI provided incentive funding to Waste Management to cover the entire incremental cost of
purchasing 20 CNG fuelled vehicles over 20 diesel fuelled vehicles. The incentive funding was provided
underthe terms of a separate Contribution Agreement. (Exhibit B-1, p. 47; Exhibit B-8, BCSEA IR 2.27.2) FEI
statesthat it “believesthatincentivefundingisimportantto achieving near-term opportunities...”. (Exhibit
B-1, Appendix A-1, p. 29) In fact, all three of FEI’s demand scenarios assume the availability of incentive
funding. FEIl states that “if no incentive funding is available through government or other sources, NGV
adoption under all three scenarios will be insignificant over the short and long term.” (Exhibit B-11, BCUC
IR 3.7.2)

Thus, the Panel notes the potential role of incentive funding in ‘kick-starting’ the market and is concerned
that FEI has not established the potential existence of any marketin the absence of such incentive funding.
The Panel furthernotes that If it were the case thatthe marketis dependentonincentivefunding, from one
source or another, thenitintroduces an additional element of risk into this service offering, in thatincentive
funding may not be sufficient or even available in the longer term.
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Accordingly, while FEI may — or may not - be able to kick start the market, the Panel finds the evidence
supporting FEI's assertion thatitis uniquely qualified to do so is less than compelling. The Panel finds that
thereisasignificant potential forrisk in assuming the long term viability of this potential market and directs
that ratepayers be insulated from this risk to the fullest extent possible.

8.4 Implications of Sections 59-62

8.4.1 Rate Discrimination

Section 59(2)(b) of the UCA states: A public utility must not extend to any person a form of agreement, a
rule or a facility or privilege, unless the agreement, rule, facility or privilege is reqularly and uniformly
extended to all persons under substantially similar circumstances and conditions for service of the same
description. However, FEI argues that it needs considerable flexibility to negotiate terms of individual
agreementsthatcould extend beyond the proposed General Terms and Conditions. The Panel is concerned
that this potential forsignificant variationsinthe terms of each custom service agreement could constitutea
discriminatory extension of a privilege to acustomer. For example, FEl states that the initial term of future
contracts will vary. (ExhibitB-6, BCUCIR 2.3.1) FEI furtheradmitsthatthere will still be un-recovered costs
at the end of the term unless the termis as long as the life of the underlying assets and that, in most cases,
customers will expectatermonly as long as the expected life of their vehicle assets. (Exhibit B-7, BCOAPO
IR 2.1.1) Inthe case of Waste Management, FEl was able to negotiate a provision to ensure recovery of the
undepreciated cost of the asset at the end of the initial contract term. If another customer did not agree to
such a provision, the Panel questions whether both parties would have, in fact, been extended the same
rule or privilege.

Commission Panel Determination

Giventhe General Terms and Conditions proposed and the negotiation process as described by FEI, there is
a potential for a benefit or benefits being made available to one LNG/CNG customer but not another.
Therefore, the Panel finds that FEI's proposal, which provides for the potential to negotiate significant
variations among different service agreements, is not acceptable. The Panel favours a more structured
approach to the General Terms and Conditions, which will result in a more standard form, leaving less to
negotiate and consequently reducing the likelihood that an agreement will be discriminatory within the
meaning of section 59(2)(b) of the Act.

8.4.2 Just, Reasonable and Fair Rates

Both the Waste Management Agreement and the proposed General Terms and Conditions are subject to
approval undersections 59-61 of the UCA, which require thatrates be not unjustor unreasonable or unduly
discriminatory. Subsection 59(5) of the Act defines an unreasonablerate as one that is more than a fair and
reasonable charge forservice of the nature and quality provided by the utility, orisinsufficienttoyield a fair
and reasonable compensation forthe service provided by the utility. The Panelis concerned thatthe cost of
service model as reflected in the proposed terms and conditions may not recover the full, actual cost of the
services provided.

BCSEA arguesthat the Waste Management Agreementrate isjustand reasonable becauseitis based on the
cost of service and it is satisfied that there is no cross-subsidization by ratepayers. (BCSEA Final Submission,
pp.7-8) While the Panel agreesthatarate that isbased on the cost of service could be justand reasonable,
we are concerned that the General Terms and Conditions, as proposed by FEl, base the cost of service on
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forecast, as opposed such costs. (Exhibit B-6, BCUCIR2.1.1) Actual costs may differfrom forecast costs due
to elements as cost overruns during construction. Further, higher inflation rates or taxes than originally
anticipated, and potential increases to the utility’s allowed rate of return will not be recovered from the
customer. In addition, as discussed above, depending upon the term of the contract with the LNG /CNG
customer, the cost of service as proposed by FEI, may not recover all of the potential costs to FEI of
providing the service. The proposed cost of service model also does not include any costs relating to
marketing of the program. While some of these costs may not be significant, there is a potential, under
certain market scenarios, for some to be consequential. Thus, the Panel is concerned that there is a
potential for cross-subsidization by ratepayers.

Commission Panel Determination

CEC argues that it is just and reasonable to recover only forecast costs and that the Mains Extension test
supports this approach. (CEC Final Submission, p. 8 However, the Panel questions this comparison. In
Exhibit B-9, CEC IR 2.8.1 FEIl asserts that existing customers share in the costs of extending the system for a
Mains Extension becausethey see benefit from additional load (emphasis added). The Panel does not agree
with this characterization and does not consider Mains Extensions to be an appropriate basis of comparison.
While additionalload and the resulting potential for lower delivery rates mayindeed be a benefit of a Mains
Extension to existing ratepayers, itis not the reason for the cost sharing. The purpose of a Mains Extension
isto connect new customersto the system, thereby extending the distribution system. A Mains Extension
within the service area of a regulated utility can only be undertaken by that utility. Generally speaking all
ratepayers — including the new ratepayers who will receive the service —will be required to share in the
costs of the extension, asthey sharein all of the costs related to the operation of the distribution system. In
cases where the connection costs are excessive, a utility may recover some of the costs from the new
ratepayers through a “contribution in aid of construction.” It is appropriate to share costs in this fashion
since all ratepayers get connected to the utility at one time or another, so all receive the same benefit.

A CNG or LNG refuelling facility is not an extension of the distribution system. Most existing ratepayers do
not require a return to base CNG or LNG refuelling facility. With the cost of service model, CNG /LNG
customers do not share in all the costs of the distribution system beyond those recovered under the
applicable Rate Schedule, but onlyin the incremental cost of providing their CNG /LNG service. Further, as
noted earlier, the construction and operation of CNG /LNG fuelling facilities are not required to be
regulated, unless they are provided by a [regulated] public utility. If a CNG station, for example, were
provided by an unregulated entity, there would be no requirement, or need, for existing ratepayers to share
the cost of providingthe facilities, yet they would still benefit from increased throughputin FEl's distribution
system. The Panel does not agree that existing ratepayers should share the costs just because FEl is
providing the fuelling facilities.

The Panel finds that FEI has failed to provide a convincing argument that it is just and reasonable that
existing ratepayers should subsidize the costs of the refuelling facilities. We believe that there should be as
little potential for cross-subsidization as it is possible to achieve. In its submission, FEI endorses this
approach whenitdescribesits cost of service model: “Ata high level, it captures all of the costs associated
with providing servicetoan NGV customer, and uses these costs to generate arate that recovers the cost of
service fromthe NGV customer overthe term of the service agreement. The intentis to keep other natural
gas customerswhole.” (ExhibitB-1, p. 11) However, as discussed, the Panel is concerned about the effect
of unbudgeted costs, cost overruns and otherfactors that could require ratepayer subsidization. The Panel
therefore requires that, to the extent possible, none of the actual costs of the CNG/LNG service offerings be
recovered from existing ratepayers. Any General Terms and Conditions must therefore include additional
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assurance that the total actual cost of the refuelling facility will be recovered from the CNG/LNG customer
to the extent possible.

8.5 Confidentiality

In Order G-6-11 dated January 14, 2011 the Commission Panel approved the Waste Management
Agreement as a Tariff Supplement on an interim basis and subject to certain conditions, including the
condition that if the Waste Management Agreement was to be amended in accordance with the
Commission’s determinations and refiled, the Agreement was to be refiled on a non-confidential basis.

On February 25, 2011 FEl refiled the amended and restated Waste Management Agreement as Tariff
Supplement J-1 on a non-confidential basis.

In its Reasons for Decision in support of the January 14, 2011 Order (Order G-6-11) the Commission Panel
noted that section 62 of the Act, requiresthat: “A public utility must keep a copy of the schedules filed open
to and available for public inspection under commission rules.” The Panel noted at that time that:
“...because transparency is a fundamental principle of sound regulation, the Commission requires public
utilities to publically file all approved rates, rate schedules and tariff supplements unless there are very
unusual circumstances.”

In its Reply Submission (at p. 2) FEI endorsesthe rationale behind the Commission’s decision that the public
interest will generally favourthe publication of rate schedules, but notes the supportreceived from the CEC
on the issue of confidentiality .

CEC submitsthatindividual customerinformation does not need to be made publicin the oversight process.
It submits that important regulatory information could be separated from individual information and that
adequate aggregate information with ranges could be made available. CEC submits that “disclosure of
individual contract provisions may not be necessary or even sensible in order to protect FEI's commercial
ability to negotiate terms.” (CEC Submission, p. 12)

BCSEA notes that “both public access to public utilities’ rate schedules and the protection of legitimate
claims of confidentiality are important, and potentially conflicting interests.” (BCSEA Submission, p. 9)

Commission Panel Determination

The Commission Panel remains of the view that there is no compelling reason why new customer-specific
rate schedules should not be in the publicdomain, especially if each contract is designed to recover costs in
a just and fair manner. The Panel does not support the need for confidentiality to allow FEI to negotiate
different commercial terms with different customers, as suggested by the CEC.

Exhibit A2-9 is an example of a Tariff Supplement which relates to a particular individual customer. The
Commission Panelbelieves that rate schedules should continueto be publicdocuments to ensure openness
and transparency and the absence of any form of discriminationinrates. However, the Panelacknowledges
the possible need to protect commercially sensitiveinformation in certain exceptional cases and notes that
FEI has the ability toapply tothe Commissionin the event there are extenuating circumstances which may
relate to a particular customer.
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8.6 Cost of Service Calculation

The Commission Panel agrees with FEl that publicinterest considerations support the inclusion of terms and
conditions which ensure the cost of the facilities will be recovered from the customer. This is critical to the
Panel’s review, consideration and potential approval of any General Terms and Conditions for future
contracts.

8.6.1 Capital Cost Recovery

As notedinSection5.1.3 of this decision, FEl proposes to use the forecast capital cost of the fuelling station
as an inputto the Cost of Service Model, including the “take or pay” provision. Inits proposed model, any
overruns would be recovered from existing ratepayers, absent a finding of imprudence. (Exhibit B-6, BCUC
IR 2.1.9; 2.1.10)

FEI argues that customers want CNG and LNG rates that are known with certainty at the time a contract is
entered and that this will necessarily precede the construction of the facility. (Exhibit B-6, IR BCUC 2.1.8)
FEI further states that “the forecast cost of service is likely to be reasonably accurate,” and the “bulk of the
rate [being] composed of [capital and O&M] costs that can be estimated with a relatively high degree of
certainty.” (Exhibit B-6, BCUCIR. 2.1.1, 2.1.11)

Commission Panel Discussion

Giventhat FEl proposestorecoverany cost overruns from general ratepayers, as noted above, the Panel is
concerned with the use of forecast, as opposed to actual capital costs. For example, when the refuelling
station for BC Transit was constructed in 1991, the actual cost exceeded the forecast cost by a factor of 75%.
(ExhibitB-6, BCUC 2.1.6) In the case of Waste Management, actual construction costs exceeded forecast by
approximately $37,000, a factor of 5%. (Exhibit B-11, BCUC IR 3.1.2)

In the Panel’sview, the importance of using actual as opposed to forecast capital costsis further underlined
by the fact that, at least for LNG, FEl has, at a high level, estimated the operating costs of the fuelling station
based on the forecast capital cost. To the extent that the forecast capital cost is incorrect, this divergence
will be magnified as the basis for the calculation of estimated operating costs will also be inaccurate.
(Exhibit B-6, BCUC IR 2.10.2)

The provision of a fuelling station at a customer’s premises is not, in the Panel’s view, a typical utility
project. Rather, such a project is essentially a custom construction project for an individual customer. In
this regard, the Panel notes that FEI also contracted to provide other “associated” construction work to
Waste Management under a separate agreement on a cost plus basis with an estimated margin of
approximately $115,000. (Exhibit B-3, BCUC Confidential IR 1.9.1; Exhibit B-11, BCUC IR 3.1.4)

Accordingly, the Panel directs that FEI and use the actual construction costs in the calculation of the cost
of serviceinany revised General Terms and Conditions. This could meanthat the determination of the rate
perhaps cannot be finalized until after construction is completed. Alternatively, hiring a third party
construction company to provide the service on a fixed price basis would serve to provide the customer with
certainty forthe cost at the outset. In any event, as FEI has noted, since the forecast cost is assumed to be
reasonably accurate, inthe Panel’s view the use of actual costs should not introduce an unacceptable level
of uncertainty at the time the contact is being negotiated.
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8.6.2 Operating and Maintenance Costs

Operatingand maintenance costforecasts for CNG are based on estimates of the material and labour costs
associated with maintaining the fuelling station, and any additional administrative expenses associated with
the service agreement. (Exhibit B-1, p. 56) In the case of LNG, FEI provided a high level estimate for O&M
costs equivalentto 2% of the capital cost of the fuelling system. However, FEl now states that subsequent
discussions with the manufacturer suggest that a range of 3%-6% is likely to be more reasonable. (Exhibit
B-6, BCUC IR 2.10.2) The Panel notes that the amount for O&M that will be charged to the CNG/LNG
customerisactually lower, as FEl proposes to take 14% of gross O&Mto include in “capitalized overhead,”
to be recovered overa37 yearperiod. Once again, FEI proposesthatany underestimatebe recovered from
all non-bypass customers. (Exhibit B-4, BCUC IR 1.9.6)

Commission Panel Determination

The Panelisconcernedthat FEl is proposing to recover estimated operating and maintenance expenses as
opposed to actual. While FEI will gain experience as the program progresses, the risk of cost overruns
remains, particularly in the early stages of the program, and particularly in the case of LNG, where there is
less experience to draw upon. ldeally, FEI would charge its NGV customers the actual operating and
maintenance costs incurred. The Panel directs FEIl to consider modifications to the General Terms and
Conditions that will ensure that the operating and maintenance costs recovered from the customer are as
close as possible to the actual operating and maintenance costs incurred.

The Panel discusses the issue of capitalized overhead further in Section 8.6.4 below.

8.6.3  Escalation Factor

FEI proposes thatthat a 2% per annum escalation factor be applied toinflate O&M costs during the contract
term. (Exhibit B-1, p. 57) The Panel notes that, in the case of the Waste Management Agreement, this
escalation factor was only applicable to the first ten yearterm of the contract, and not to subsequent terms.

Commission Panel Determination

The Panel is concerned that, over the time periods contemplated in the Application, this escalation factor
could become unrealistic. FElistherefore directedto include an escalation factor equal to the value of the
British Columbia Consumer Price Index for all items, as produced by BC Stats on a monthly basis in any

revised General Terms and Conditions.

8.6.4 Depreciation and Amortization Expense

FEI proposes to depreciate the capital assets making up the fuelling station over either 10 or 20 years, which
is consistentwith the expected life of a fuelling station, being 20 years, with the exception of “capitalized
overhead,” which it proposestodepreciatein accordance with its average rates, or 2.7%. However the use
of 2.7% will mean that the depreciation period will exceed the contract term such that this amount will not
be fully recovered from the customer (absent an extension of the contract by the customer beyond the
useful life of the otherassets) putting otherratepayers potentially at risk for unrecovered costs. In the case
of the Waste Management Agreement, FEl acknowledges that “the total present value of the free cash flow
isnegative because the depreciation period of the capitalized overhead is longer than the 20 year period.
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That is, the full recovery of the capitalized overhead does not occur within the 20 year period.” (Exhibit B-4,
BCUC 1.24.1)

FEI has also excluded any provision for negative salvage value from its depreciation rate calculation and
proposes to apply any removal costs toincome inthe year in which they are incurred. (Exhibit B-4, BCUC IR
1.22.2) In the circumstances of the CNG/LNG service offerings, these costs, which are directly associated
with the service offering to the individual customer, would fall to be borne by rate payers.

Commission Panel Determination

The Commission Panel is again concerned that this cost recovery model does not adequately recover the
full cost of the service from the customer over the unique timeframe associated with these projects and
therefore directs FEI to include 100% of the operating and maintenance costs in the cost of service
calculation and to include zero percent of gross operating and maintenance costs as capitalized overhead
for CNG/LNG projects in any revised General Terms and Conditions. The Panel further directs FEl to
include the estimated net negative salvage value in the cost of service calculation in any revised General
Terms and Conditions.

8.6.5 OtherCosts

The Commission Panel notes that there are a number of other costs on which FEl has been silent in its cost
of service model. These include overhead and marketing costs related to the NGV programs and an
allowance for any increase to FEI's allowed rate of return or cost of debt. For example, FEl has a full-time
salesperson assigned to its NGV program. (Exhibit B-11, BCUC IR 3.5.2)

Commission Panel and Determination

As discussed throughout these Reasons for Decision, the Commission Panel requires that to be approved,
any General Terms and Conditions must include a cost of service calculation which reflects the actual full
cost of service, including the cost of establishing, maintaining and promoting the program, as closely as
possible. The Commission Panel therefore directs that any revised General Terms and Conditions contain
a provision whereby FEI will estimate the overhead and marketing expenses which relate to the CNG/LNG
program and the expected CNG/LNG sales volume and allocate those costs in a reasonable manner among
CNG/LNG customers going forward.

8.7 Contract Term

The cost of service model generally recovers the cost of providing service to a particular customer, over the
term of its individual contract. However, unless the contact term matches the useful life of the fuelling
station assets (20 years), there will be an asset remaining which may or may not be useful, and forwhich the
cost has not been recovered, and therefore has the potential for being stranded. As noted earlier, in the
case of Waste Management, FEl was able to negotiate atermrequiring Waste Managementto purchase the
fuelling station for its un-depreciated capital cost if Waste Management chose not to proceed with the
second ten year tem of the Agreement. This provision serves to a large extent to protect against this risk.
(Exhibit B-1, p. 65)
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Commission Panel Determination

As discussedin section 8.3.2 of these Reasons, the Commission Panel is of the view that a contractual term
which servestoensure thatthe customer pay the full cost of the fuelling station over its twenty year life is
essential to mitigating the risk of stranded assets. Accordingly, the Panel directs FEI to include a provision
similar to that employed in the Waste Management Agreement, or some other equivalent provision
which will resultin the customer paying the full cost of the fuelling station during the term of the contract
in any revised General Terms and Conditions.

8.8 Carbon Credits

Treatment of any potential carbon credits which may be available from the NGV service offering remains
unresolved at this time. FEl confirms that there may be additional value in monetizing GHG emission
reductions as offsetsinthe eventthatthereis a “suitable protocol” for switching from a higher carbon fuel
to a lower carbon fuel. FEl advises that current industry practice in this area would see the benefit of the
GHG reductions being attributed to the end user which is reducing its carbon footprint. However, FEl
believesitunlikely thatit would be cost effective to undertake validating and verifying emission reductions
for anindividual project. FEl proposes to considerincluding aterm thatitis entitled to any GHG emission
creditsinits future negotiations, in the event there are multiple projects supporting third party validation
and verification on an aggregate basis. (Exhibit B-1, p. 34)

Commission Panel Determination

The Panel is of the view that carbon has a value and that value should be determined and recognized. The
Panel therefore directs FEl to quantify the GHG reductions and potential for carbon credits in future
applications and describe any steps that have been taken by the parties to monetize those potential
benefits.

8.9 Competition

While this new business may or may not be a natural extension of FEI’s existing regulated business, as
argued by FEI at page 19 of the Application, the retail distribution of liquefied or compressed natural gas has
no natural monopoly characteristics. Accordingly, non-regulated entities are free to enter this marketplace.
Thisis a significantly different situation than that faced by FEl in the regulated distribution of natural gas to
consumers and businesses.

Commission Panel Discussion

Given that FEI may be in competition with other non-regulated businesses, the Commission Panel is
concerned aboutthe potential forcross subsidization by FEI's existing ratepayers. The Panel considers that
the publicinterest would not be served by effectively providing FEl with a competitive advantage over other
potential participantsin the industry by allowing FEI to subsidize the costs of what would otherwise be an
unregulated service, with existing ratepayer money. This again supports the Panel’s determination that, to
the extent possible, the full cost of CNG and LNG service is to be recovered from the CNG and LNG
customers, respectively.
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9.0 Commission Panel Decision
9.1 General Terms and Conditions

The Panelis persuaded that benefits willaccrue to FEI, FEI’'s NGV customers, its ratepayers and the pe ople of
British Columbia if the NGV market can be kick-started. FEI’'s NGV customers could potentially save a
significantamountontheirfuel costsand its ratepayers may enjoy some rate stability orevenareduction in
terms of delivery charges, otherthings being equal, if the load building thatis forecast can be realized in the
longerterm. In addition, residents of the province will benefit from GHG reductions if diesel and gasoline
vehicles switch to natural gas as a fuel. Further, a potential existsforthese GHGreductions to be monetized
by FEI's NGV customers. Accordingly, the Panelfindsthe benefits outlined in this Application to be generally
in the publicinterest.

However, given the history of FEI's prior unsuccessful attempt to promote CNG as a transportation fuel,
based in part on the behaviour of the relative market prices for diesel and natural gas, the Commission
Panel finds that existing ratepayers should bear minimum risk in the service offerings proposed in this
Application. Inthe Panel’sview, the publicinterest will not be protected without strong measures in place
to ensure thatthe proposed CNG or LNG customer pays forthe full associated cost of service. Elsewhere in
thisdecision, we have discussed the General Terms and Conditions as proposed by FEI. While FEl states that
it supports the concept of cost recovery, we have found that the actual proposed General Terms and
Conditions do not, in fact, recover all, or a even a sufficient proportion of the costs of the CNG /LNG
offerings from the customers of those offerings to make the Application, as filed, in the publicinterest.

Therefore, the Commission Panel rejects the General Terms and Conditions, as proposed. The Commission
Panel would be prepared, however, to approve revised General Terms and Conditions which better reflect
full cost recovery from the CNG/LNG customer, as outlined in the Reasons above. In particular, the Panel
invites FEl tofile revised General Terms and Conditions which, in addition to the “Take or Pay” commitment,
require that the rates charged to customers:

e Use actual construction costs as opposed to forecast costs;

e Fullyrecoverthe capital cost of the fuelling station (including estimated negative salvage value)
within the term of the contract or include provisions requiring the customer to purchase the
equipmentforits undepreciated capital cost;

e Ensure that actual operatingand maintenance costs are recovered as fully as possible;
e Inflate operatingand maintenance costs by the regional CPlannually;

o Reflectnoamountforcapitalized overhead such thatall operating and maintenance costs are
recovered fromthe CNG/LNG customeroverthe term of the contract; and

e Provide anallowance foroverhead and marketing to be recovered from the CNG/LNG custo mer.
9.2 Future Reporting Requirements

The Commission Panel is also concerned that the twenty year time horizon for the CNG assets is a lengthy
time and FEl's proposed business model is therefore subject to the considerable uncertainty inherentin
predictions of market forces a long time out. Accordingly, the Panel directs FEI to keep the costs and
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revenues associated with the Waste Management Agreement and any other offerings separate and
distinct and to monitor such offerings during a two year test period and provide a report by March 31,
2013. The scope of the report should include the topics listed in Appendix 2.

9.3 Waste Management Agreement

The Waste Management Agreement, for which interim approval was granted, is a concrete example of an
application of the proposed General Terms and Conditions. The contract was approved on an interim basis
only, to allow for a more thorough review of the context and the issues arising.

The Waste Management Agreementincludes an additional provision whichisintended to ensure that Waste
Management pays the cost of the new service and the capital asset necessary to provide it. However, FEl
suggests that some of these provisions may not be universally acceptable to potential new customers and
therefore should be open for negotiation.

For example, in addition to the “take or pay” provision which is central to the business model and which
purportedly ensures recovery of the cost of service over the term of the contract, the Waste Management
Agreement covers atwenty yeartime period, coinciding with the expected life of the fuelling station. (The
Agreement comprises aninitial term of tenyears, and a renewal term of afurtherten years with a provision
requiring Waste Management to purchase the fuelling station (for roughly its undepreciated capital cost) if
Waste Management elects not to proceed with the second term). This provision is not reflected in the
proposed General Terms and Conditions.

There are also real potential costs which may or may not be recovered from Waste Management. For
example, as discussed earlier, the actual construction costs for the Waste Management facility exceeded the
forecast cost usedin the cost of service calculation. As well, for example, any increases in operating costs
beyondthose accounted for by the escalation factor, and increases to taxes and FEl's allowed ROE will also
not be captured, and therefore will not be recovered from this customer.

Commission Panel Determination

The Commission Panel approves the Waste Management Agreement, filed as Tariff Supplement J-1 on
March 25, 2011, in final form. Although the Panel remains concerned with the potential forincreased costs
which are notrecoverable from Waste Management, this contract is in effect and because itis unique, the
level of riskis, for the most part, acceptable in that it is identifiable and quantifiable and can be limited to
this contract only. The Panel therefore approves this Agreement on an exception basis only. The Panel
addressed the risks which it has identified as unacceptable for future contacts in its consideration of the
proposed General Terms and Conditions.

9.4 Expenditures on Waste Management Fuelling Station

As noted above, FEl is also seeking acceptance of its expenditures on the Waste Management fuelling
station and related facilities pursuanttos. 44.2 of the Act. By subsection 44.2(5) the Commissionis required
to consider a number of items. Of relevance to this Application are:

(a) theapplicable of British Columbia’s energy objectives;

(b) the most recentlongtermresource planfiled unders.44.1...;and
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(c) Theinterestsof personsin British Columbiawho receive or may receive service from the public
utility.

British Columbia’s energy objectives are set out in the Clean Energy Act SBC 2010 c. 22 s. 1. FEI submits that
the energy objectives which apply to this Application are:

(d) touseand fosterthe developmentin British Columbia of innovative technologies that support
energy conservation and efficiency and the use of clean or renewable resources;

(g) toreduceBC greenhouse gasemissions...;

(h) to encourage the switching fromone kind of energy source or use to anotherthat decreases
greenhouse gas emissionsin British Columbia;

(i) toencourage communitiestoreduce greenhouse gas emissions and use energy efficiently;
(j) toencourage economicdevelopmentandthe creationand retention of jobs.

(Application, p. 45)
Commission Panel Determination

With respect to energy objective (d), in the Commission Panel’s view the promotion of innovative
technologiesrefers only to those “that support energy conservation and efficiency and the use of clean or
renewable resources”. The promotion of natural gas in place of diesel as a fuel, although reducing carbon
emissions, does not, inthe Panel’s view, necessarilysupport energy conservation and/or energy efficiency.
In terms of “energy efficiency” the Panel specifically notes that natural gas is in fact less efficient as a fuel
than diesel by a factor ranging from 10% to 20 % and that in its calculations, FEI used a figure of 17% for
efficiency loss. (Exhibit B-1, pp. 50-51; Exhibit B-8, BCSEA IR 2.3.1) Further, the term “clean or renewable
resource” is defined in the Clean Energy Act and does not include natural gas. Therefore, the Panel finds
that this particular objective is not applicable to the circumstances of this Application.

The Panel does accept, however, that the use of natural gas as a fuel will result in fewer carbon and other
emissions than the diesel which it replaces and the Application is therefore consistent with the energy
objectives which relate to the reduction of greenhouse gas emissions. FEl estimates that the Waste
Management project, which involves the replacement of 20 diesel vehicles with vehicles which consume
natural gas, will result in a 214 tonne reduction of greenhouse gas emissions per year. The Panel further
acceptsthat there may be some economicdevelopment benefits in that certain component manufacturers
for NGVs are located in British Columbia.

FEI submits thatits 2010 Long Term Resource Plan discussed the impacts of the service offerings applied for
“at a highlevel” butthatthis Application contains more detailed information. (Exhibit B-1, p. 5) The Panel
agreesthat the information provided inthe LTRP was at an extremely high level and therefore finds that the
Application is not inconsistent with FortisBC Energy’s most recent Long Term Resource Plan.

FEl, as noted above, submits that the expenditures are in the interests of persons in British Columbia who
receive ormay receive service fromitin thatthe Waste Management fuelling facility will add cost-effective
load to its system, thereby reducing delivery costs, other things equal, for its existing ratepayers, while
providing the new customers with economic benefits through reduced operating costs. FEl states that the
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“typical payback period fora heavy duty fleet operator switching from diesel to CNG is approximately four
to six years.” (Exhibit B-1, pp. 1, 29-30, 50, 63)

The Panel accepts that the addition of cost effective load may benefit existing ratepayers, otherthings equal
but reiterates that, in its view, existing ratepayers are not the main beneficiaries of the expenditures
necessary forthis project. Further, otherthings may not remain equal and to the extent that the increased
load creates the need for additional infrastructure, this may not be the case. As well, the benefits to new
CNG/LNGcustomers are dependentto a large extent on the continued price differential as between natural
gas and diesel. Finally, the benefits attributable to existing ratepayers from the addition of cost-effective
load are not dependent upon FEl undertaking the projects, but would flow inany event if the projects were
undertaken by other market participants.

FEI also submits that the expenditures are in the publicinterest because the cost of the facilities is to be
recovered from Waste Management over the term of the Waste Management Agreement. (Exhibit B-1,
p.1) As discussed throughout these Reasons, this factor is critical. The Panel’s approval of the Waste
Management Agreementis predicated on the fact that, in the Panel’sview, the Agreement does accomplish
cost recovery from the customer to a significant extent. The Commission Panel therefore accepts the
expenditures on the Waste Management fuelling station and related facilities pursuant to section 44.2 of
the Utilities Commission Act.

10.0 FortisBC Energy CNG and LNG Services — Summary of Determinations

1. The Waste Management Agreement, asamended and refiled on March 25, 2011 as Tariff Supplement
J-1, isapprovedinfinal form.

2. Theexpenditures made to provide the Waste Management fuelling station and related facilitiesin the
final amount of $775,031 are accepted pursuanttos. 44.2 of the Act.

3. Approval of FEI's proposed General Terms and Conditions, specifically, the additio n of anew section 12B
relatingto CNG and LNG Service, isdenied.

4, The Commission Panel will approverevised General Terms and Conditions which, in addition to the
proposed “Take or Pay” commitment, better reflect full cost recovery from the potential CNG/LNG
customer, as described herein;

5. Subjectto FEl filing revised General Terms and Conditions acceptable to the Commission, depreciation
ratesare approved inaccordance with the followingtable:

Asset Estimated Useful Life Depreciation Rate (%)
(years)

CNG Dispensing Equipment 20 5%

LNG Dispensing Equipment 20 5%

Foundations 20 5%

Pumps 10 10%

Dehydrator 20 5%

No amounts will be approved for capitalized overhead.
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The following deferral accounts are approved:

d. A non-rate base deferral account attracting AFUDC to capture the cost of the current
application, including the cost of the Waste Management Application and to recover these costs
from all non-by-pass customers by amortizing them through delivery rates commencingJanuary
1, 2012 over a three year period. [Future individual application costs must be recovered from
those customers.]

e. A non-rate base deferral accountattracting AFUDCto capture the O&M costs and the cost of
service associated with the capital additions to the delivery system incurred and the CNG and
LNG Service recoveries received priortoJanuary 1, 2012 for contracts approved by the
Commission, and to recoverorrefund the balance to all non-bypass customers by amortizing
the balance through delivery rates commencing January 1, 2012 overa three year period.

f. Anongoingrate base deferral accountto capture incremental CNGand LNGrecoveriesreceived
from actual volumes purchased in excess of minimum contract take or pay commitmentsto be
refundedto all non-bypass customers by amortizing the balance through delivery rates overa
one year period, commencing the followingyear, to be effective as of January 1, 2012 pursuant
to sections 59 to 61 of the Act.
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FEl Proposed General Terms and Conditions —Section 12B

12B. Vehicle Fueling Stations

12B.1 Compression and Dispensing Service for Compressed Natural Gas (CNG)
Fueling and Fuel Storage and Dispensing Service for Liquefied Natural Gas (LNG)
Fueling - Terasen Gas will make extensions to the Terasen Gas System and provide
CNG and LNG Services to vehicles in accordance with the provisions of this section.

CNG or LNG Service will be provided under the terms and conditions of a Service
Agreement between Terasen Gas and the Customer. The CNG and LNG Services are
described below:

CNG Service will typically consist of:

+ installing and maintaining a CNG fueling station, including, but not limited to, the
compression, gas dryer fdehydrator, high pressure storage, dispensing equipment;
and

» dispensing of compressed natural gas.

LNG Service will typically consist of;

+ fransport and delivery of the LNG from TGI's LNG facilities to the Customer premise
by LNG tankers;

+ installing and maintaining a LNG fueling station, including, but not limited to, the
storage, vaporizer, pump, dispensing equipment; and

» dispensing of liquefied natural gas.

12B.2 Ownership - All CNG and LNG fueling stations will remain the property of
Terasen Gas.

12B.3 Cost of Service Recovery — Customers will be charged a “take-or-pay” rate (i.e.
minimum contract demand) under the Service Agreement that recovers the present
value of the forecast cost of service associated with provision of CNG or LNG Service
over the term of the Service Agreement, where the minimum contract demand is the
forecast consumption based on the forecast number of vehicles served by the vehicle
fueling station.

12B.5 Costs - The total costs to be used in determining the forecast cost of service to be
recovered from the Customer under the Service Agreement include, without limitation

(a) the capital investment, including any associated labour, material, capitalized
overhead and other costs necessary to serve the Customer, less any contributions in aid of
construction by the Customer or third parties, grants, tax credits or non-financial factors
offsetting the full costs that are deemed to be acceptable by the British Columbia Utilities
COoMmumission;

(c) depreciation expense related to the capital assets associated with the
vehicle fueling station; and

(d) the incremental operating and maintenance expenses necessary to serve the
Customers.

In addition to the costs identified, the cost of service recovery will include applicable
property and incomes taxes and the appropriate return on rate base as approved by the
British Columbia Utilities Commission.
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The reporting period for the purposes of the report shall be fiscal 2011 and 2012 and the report shall be filed
with the Commission by March 31, 2013.

The scope of the review and the report shall include the following:

1)

2)

3)

4)

5)

6)

CNG LNG Service todate

a) Providealist of CNG LNG Service Tariff Supplements executed with details regarding name of customer,
location of refuelling station, number of vehicles in fleet, take -or-pay quantities, volumes delivered,

rate, term of contract, capital costs, and operating and maintenance costs

b) ForeachCNGLNG Agreement, providea comparison of actual and forecast capital costs, revenues and

expenses by month for CNG LNG Service for2011 and 2012
¢) Quantify costs and benefits for otherratepayers for2011 and 2012

Cost of Service
a) Provide updatestothe costof service modelinputsand explain any changes

b) Provide rate base, depreciation/amortization and deferral account continuity schedules

Updated CNG LNG Market Forecastsfor 5, 10, 15 and 20 years out
a) ForecastCNG LNG Service marketshare
b) Forecastannual CNG LNG Service volumes

c¢) ForecastCNG LNG Service costs and revenue

Nature and Evolution of CNG LNG Service Agreements Executed To Date.

In particular, provide details regarding:

a) Rangeand typesof termsincorporatedin agreements negotiated to date
b) Describetrendsinstandardtermsof CNG LNG Agreements

c) Feasibility ofimplementing Pro Forma Tariffs for CNGLNG Service

Deferral Account Update
a) Reportdetails of costs for all deferral accounts related to CNG LNG Service
b) Describe anyapproved changestosuch deferral accounts

c) Describe any proposed changestodeferral accounts

Current Status of NGV sector in British Columbia

a) Addressthe ongoingneedforFElto “kickstart” the return—to-base fleet NGV sector
b) Identify remainingbarriersto NGV uptake

c) Discussongoingneedforeconomicincentives

d) ldentifyanytechnological threats (e.g. switchingto electrichybrids)
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12)
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e) ldentify extenttowhich NGV refuelling stations are provided by suppliers otherthan FEl (number of
stations, quantities, number and type of vehicles)

Natural Gas /Diesel Price Forecasts

a) Provide update on natural gas supply and pricing

b) Provide update ondiesel/ natural gas price differentials

LNG Supply

a) Provide update on LNGsupply availability and reliability of supply for LNG Service customers

b) Provide update onstatus of Rate Schedule 16(e.g. approval of pilot, rate changes, volume restrictions)
¢) Commentonany needtoexpandTilbury (timing, costand nature of any required expansion)

d) LNGtankertruck service (rate, cost, need foradditional tankers, extentto which service is provided by
FEI)

e) Impact of LNG Service on LNG Peakingreliability, availability and cost of service for other ratepayers

f) Role of Mt Hayes Facility in supply of LNGto LNG Service customers

LNG Standards and Codes
a) Provide anupdate onstatus of development of LNG Codes and Standards
b) Describeimpactof new /revised codes on facility design and operation

¢) Provided estimate of any costimpact related to changesinstandardsand codes

Update of Fully Allocated Cost of Service

a) Providerevenuesand load factorsforthe rate classesrelevantto CNGLNG Service (e.g. CNGLNG
Service, Rate Schedule 16, Rate 25)

b) Provide estimates of the cost of servingnew CNG LNG Service customers with adescription of
methodology

c¢) Comparerevenue to costratiosfor all rate classes as compared to earlieryears before implementation
of CNGLNG Service

Ownership of Carbon Credits

a) Describe currentstatus on treatment of carbon credits associated with CNG LNG Service

b) Provide update onFElrole insupportingthird party validation and verification

c) Provide update on current cost/value of carbon

Incentive Funding

a) Statusof incentive fundingfor NGVs

b) AmountoffundingawardedforNGVs

¢) Ongoingneedforincentivefundingin NGV sector

d) ldentification of other potential or existing suppliers of incentive funding
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13) Government policy impacting NGV sector
a) Provincial policy impacts
b) Federal policyimpacts

¢) Municipal policy impacts

14) NGV Regulations
a) ldentifyany governmentregulations related to CNGLNG Service

b) Describe the impactof the regulationson CNGLNG Service and the NGV market
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