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BRITISH COLUMBIA
UTILITIES COMMISSION

ORDER
NUMBER G-26-11

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 Terasen Gas Inc.
for Approval of a Gas Supply Mitigation Incentive Program
for the November 1, 2010 to October 31, 2013 Three-Year Period

BEFORE: L.F. Kelsey, Commissioner
D.A. Cote, Commissioner February 23,2011
ORDER
WHEREAS:
A. The British Columbia Utilities Commission (Commission) by Order G-101-09 approved the continuance of the 2002/03

Gas Supply Mitigation Incentive Program (GSMIP) for the 2009/10 gas contractyear with the understandingthat the
GSMIP be reviewed in2010;

The 2009/10 GSMIP program expired on October 31, 2010;

On July 13, 2010 Terasen Gas Inc. (TGI) applied confidentially to the Commission for approval of a revised GSMIP for
the November 1, 2010 to October 31, 2013 three-year period (the Application)andrequested approval toinclude
Southern CrossingPipeline (SCP) related mitigation activities thataccruetothe delivery margin. This change to GSMIP

would impacttransportation as well as sales customers of TGI;

Terasen Gas proposed a negotiated settlement process to deal with the Applicationandincluded a Proposed
Regulatory Timetable in the Application;

By Order G-120-10, the Commission established a Regulatory Timetable which invited interveners to provide comments
on the regulatory process;

Inits Final submission dated September 27,2010, TGl amended the Application by makinga further revision to the
Incentive Earned Formula;

By Order G-145-10, the Commission determined that the Application should proceed through a written hearing
process;

TGI’s Reply Submission on October 12,2010 completed the written hearing process;
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The Commission considers thatthe Application should bedenied, that TGl should undertake a consultativereview of
GSMIP and that the GSMIP in effect for 2009/10 should be extended for one year commencing November 1, 2010 for
the Reasons for Decision thatare Appendix A to this Order.

NOW THEREFORE the Commission orders as follows:

The Applicationis denied.

The 2009/10 GSMIP as described in Order G-101-09 is continued for the November 1, 2010 through October 31,2011
period.

TGI will establish a working group that will includerepresentatives from TGI, Commission staff,and other parties which
will meet commencing in March 2011 to discusstheobjectives, Guiding Principles, structureand parameters of a
GSMIP to commence November 1,2011,and to explore ways to demonstrate, quantify and measure the extent to
which the GSMIP objectives areachieved in order to determine the amount of future GSMIP incentive payments.
Commission staff will bea full and active party inthe working group.

Parties who have aninterest inthe matter and wish to participatein the working group should register with the
Commission,inwritingor electronic submission, by Friday, March 4,2001. Parties should specifically statethe nature
of their interest inthe matter andidentify generally the nature of the issues thatthey intend to pursue duringthe
working group discussion sessions.

Activities of the working group will be considered a proceeding for the purposes of the Participant Assistance/Cost
Award (PACA) Guidelines and participants whointend to apply for PACA fundingshould file budgets for their
participationintheworking group by Monday, March 14,2011.

TGI will fileby April 1, 2011 terms of reference for the working group for review by the Commissionand a schedule
with milestones for the completion of the discussions.

If TGl wishes to applyfor approval of a GSMIP commencing November 1, 2011, it will filean application with the
Commission by August 2,2011.

TGl will providea copy of this Order to all parties that were registered interveners in the Terasen Gas Inc. 2010 and
2011 Revenue Requirements Application.

th

DATED at the City of Vancouver, inthe Province of British Columbia, this 24 day of February2011.
BY ORDER
Original signed by:
D.A. Cote

Commissioner

Attachments

Orders/G-26-11_TGI-GSMIP 2010-2013
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IN THE MATTER OF

TERASEN GAS INC.

Gas Supply Mitigation Incentive Program
for the November 1, 2010 to October 31, 2013 Three-Year Period

REASONS FOR DECISION

February 23, 2011

BEFORE:

L.F. Kelsey, Commissioner
D.A. Cote, Commissioner
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An Application by Terasen Gas Inc.
for Approval of a Gas Supply Mitigation Incentive Program
forthe November 1, 2010 to October 31, 2013 Three-Year Period

REASONS FOR DECISION

1.0 DECISION OVERVIEW

In response to British Columbia Utilities Commission (Commission) Order G-101-09, in which the Commission
determined that the Gas Supply Mitigation Incentive Program (GSMIP) should be reviewed in 2010, Terasen Gas
Inc. (TGl or Terasen Gas or Company) submitted the subject GSMIP application onJuly 13,2010 (Application).
The proposed GSMIP containsan enhanced incentive formulato be applied to the Total Eligible Margin, includes
all Southern Crossing Pipeline (SCP) net mitigation revenuein the calculation, and has a term of three years.

Aftera written hearing process toreview the Application, the Commission determines that a properly structured
GSMIP is likely to have benefits for customers as well as the shareholder of TGl. However, the Commissionis
not persuaded thatthe form of GSMIP proposedinthe Application will have sufficient benefits, and denies the
Application. The Commission directs that the GSMIP in effect for 2009/10 will be extended forone year
commencing November 2010, and that TGl will establish aworking group thatincludes representatives from
TGI, Commission staff, and other parties to meetin early 2011 to revisit the objectives of GSMIP and to discuss
the reformulation of the program to ensure alighment with the objectives. Afterthe workinggroup has
completedits work, the Commission anticipates that TGl will filean application with the Commission by July 1,
2011 for a GSMIP commencing November 2011.

2.0 BACKGROUND

TGl has had a gas supply mitigation programin place since 1996 when Order G-98-95 approved atwo year
Off-System Incentive Program (OSIP). The current form of GSMIP has beenin place since 2002 after TGI, British
ColumbiaPublicInterest Advocacy Centre (BCOAPO) and Commission staff negotiated an agreement on the
methodology, terms and conditions foragas supply mitigation incentive program forthe 2002/03 gas contract
year, which ran from November 1, 2002 to October 31, 2003. This GSMIP has beenrenewed with stakeholder
support for subsequentyears, and the 2009/10 GSMIP described in Order G-101-09 was substantially similarto
the 2002/03 program. Inthis Decision, the 2009/10 GSMIP will be referred to as the current GSMIP.

From 2002/03 through 2008/09, TGl produced mitigation revenuethataveraged $190 million peryear, which
was used to offsetin part total gas supply costs that averaged $857 million peryear (Exhibit B-2, BCUC 1.8.1).
Most of the mitigation revenue results from the re-sale of excess gas supply, which generated an average of
approximately $175 million peryearoverthe period. Smalleramounts of mitigation revenue are produced
usingtransportation, storage and othersupply resources when they were not needed to serve TGl sales (core)
customers (ExhibitB-1, pp. 22-27).

The incentive payment that TGl receives underthe current GSMIP is not based on the total mitigationrevenue
producedinthe year, but rather on the sum of the commodity re-sale margin (Eligible Commodity Re-Sale
Margin) and the net revenue from the use of surplus transportation, storage and other mitigation activities
(Eligible Transportation, Storage and Other Margin). This sum (Total Eligible Margin) is segmentedinto
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commodity re-sales, storage, transportation and other mitigation revenue. The Eligible Commodity Re-Sale
Margin included inthe Total Eligible Marginis based upon TGl’s ability to exceed a market-based proxy for
commodity costs. Inthis way, commodity re-salerevenue is normalized with respect to both the quantity of
excess gas available forre-saleand gas market prices at the time. Except for some of the mitigation revenue
associated with SCP, all netrevenue from the use of surplus transportation, storage and other mitigation
activitiesisincludedin the Eligible Transportation, Storage and Other Margin portion of the Total Eligible
Margin.

In 2008/09, for example, commodityre-sales revenue was about $120 million, while the Eligible commodity
re-sale margin was calculated to be $12.83 million. Addingtransportation, storage and other mitigation revenue
resultedinaTotal Eligible Margin of $28 million and an incentive payment of $1.10 million. Overthe 2002/03 to
2008/09 period, the Total Eligible Margin under GSMIP averaged $32 million peryearand TGl received an
incentive paymentthataveraged $1.14 million peryear. (Exhibit B-1, pp. 24-5; ExhibitB-2, BCUC 1.8.1, 1.13.1)

The Objectives forthe 2009/10 GSMIP were as follows:

1. “SupplySecurity: The planshould discourage any activity that might adversely affect the security of
supply ortotal netgas costs.

2. AlignmentofInterests: The planshould encourage Terasen Gasto maximize netrevenues fromits off-
system business activities while maintaining security of supply.

3. Fairand Reasonable Incentives: The plan should be structured to encourage continued successin
mitigation activities and to reward new substantial exertions by the company.

4. Simplicity: The plan should be structured in such a way that it minimizes administrative effort.

5. Fairand Reasonable Performance Targets: The plan should ensure that performance targets are just
and reasonable, and that the level of incentive sharing corresponds to the level of excellence
demonstrated by Terasen Gas’ gas procurement and mitigation activities.”

3.0 APPLICATION

By Order G-101-09, the Commission directed that the GSMIP “should continue unchanged forthe 2009/10 gas
year, considering that TGl proposes that GSMIP be reviewed inits entiretyin 2010.” The Application
summarized the findings of TGl’s review of GSMIP, and proposed an updated GSMIP to be putinplace
November1,2010. The proposed GSMIP was largely based on the structure of the 2009/10 GSMIP. It
maintained the concept of basing the calculation of the incentive payment on Total Eligible Margin, and
proposed no changesto how the commodity re-sales component of the Total Eligible Margin is calculated. The
Application proposed the following key changes to the 2009/10 GSMIP:

e Thesharingmechanismlevelsand percentages applied to the Total Eligible Margin will be changed.

e Allnetmitigation revenue generated using SCP and Westcoast Energy Inc.’s Transportation South
(T-South) will be included in Total Eligible Margin.

e Theterm ofthe planisextendedfromone tothree years witharollingthree yearrenewal.

Terasen Gaslnc.—GSMIP 2010-2013
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3.1 Sharing Mechanism Percentages

TGI proposed revising the Current Incentive Earned Formula shown below to the Proposed Incentive Earned
Formula (Revised), which resultsis ahigherincentive payment at higherlevels of Total Eligible Margin.

Total Eligible Margin
S0 to $20 million
Amount greaterthan $20 million

Total Eligible Margin

S0 to $7.5 million

$7.5 to $30 million
Amountgreaterthan $30 million

Total Eligible Margin

S0 to $10 million

$10 to $35 million

Amount greaterthan $35 million

Current Incentive Earned Formula

Incentive Payment

5% of Total Eligible Margin
1.25% of Total Eligible Margin

Proposed Incentive Earned Formula in Application

Incentive Payment

0% of Total Eligible Margin
5% of Total Eligible Margin
10% of Total Eligible Margin

Proposed Incentive Earned Formula (Revised)

Incentive Payment

0% of Total Eligible Margin
5% of Total Eligible Margin
10% of Total Eligible Margin

[Proposed Incentive Earned Formula (Revised) in TGl Final Submission dated September 27, 2010, article 34,

pp.17-18.]

The following graph shows the potential incentive payments under the three formulae.
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Incentive Payment based on Total Eligible Margin
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TGl states that the proposed change to the currentincentive sharing mechanism will allow TGl to earn a similar
incentive paymentif it delivers similar levels of savings through its mitigation activities, while improving the
program’s effectivenessin generating additional savings by providing an enhanced incentive for TGl ifitis able
to generate greater mitigation revenue.

In its Final Submission, TGl revised the Application by increasing the third step where the enhanced sharing
starts to $35 million and by increasing the first step from $7.5 million to $10 million. Since 2002/03, the average
Total Eligible Margin was about $32 million. TGl’s revisions recognized that TGl generated an average of about
$2.4 million from SCP and T-South related mitigation activities that accrued to the delivery margin which was
not includedinthe Total Eligible Margin underthe current GSMIP sharing mechanism.

3.2 Inclusion of all SCP and T-South Net Mitigation Revenue in GSMIP Sharing Mechanism

The net revenue generated by transportation mitigation thatinvolves SCP and T-South is allocated between
midstream credits and delivery margin. The current GSMIP mechanismincludes only the midstream portionin
the Total Eligible Margin. TGl does not suggestachange to the allocation between midstream and delivery
margin but proposes thatall net mitigation revenue from SCP and T-South be included in the Total Eligible
Margin. The proposed change would mean thata portion of TGI’s incentive payment would be recovered from
the component of SCP and T-South revenue that goes toreduce delivery rates, and so would have an impactof a
very small nature on transportation customers.

Terasen Gaslnc.—GSMIP 2010-2013
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33 Extendingthe Termto Three Years with a Rolling Three Year Renewal Incentive

TGI states that a three yearterm encourages mitigation activities with alongertermincentiveand reduces
administrative burden forthe Commission, TGl and stakeholders. TGl also submitsthatit provides better
alignment between the Annual Contracting Plan (ACP) and the GSMIP.

The rollingthree yearterm would be accomplished by extending the three yearterm by one yearon an annual
basis until such time as the Commission or stakeholders requested areview. In the alternative, at the end of
three years, TGl would file an application to renew the program fora furtherthree years. (BCUCIR 1.19.4)

4.0 NEED FOR GSMIP

The need fora GSMIP depends significantly on the extent to which TGl would undertake mitigation activitiesin
the absence of an incentive program, since there is little reason to pay an incentive for activities that TGl would
do as part of its normal business to serve customers. The effectiveness of a program to incent extra, desired
actions by TGl would appearto depend onthe structure of the program. Likewise, the value of aprogramto
customers must balance the cost of the incentive payment against the incremental mitigation revenue
generated as a result of the program, and hence also depends heavily on the structure of the program.

TGl Position

TGI states that its minimum mitigation requirement and responsibility, without anincentive, is to maintain the
balance between contracted gas supply and customer demand on various interconnecting pipelines by selling
excess commodity at the point of purchase. Atthistime, TGl performs beyond the minimumrequirementandis
actively engagedintransporting the gas to a market with the highest price and using othertechniquessuch as
recallable sales to extract maximum value. Underthe current mitigation program, TGl also contributes valued
added mitigation through transportation and storage. (ExhibitB-1, p. 17)

Position of BCOAPO

BCOAPO believes that the value of GSMIP to ratepayersinits presentformis highly dubious, and TGI’s proposals
to enrich the incentive would furtherdiminishits value. Nevertheless, BCOAPO believes that TGl servesits core
customers well when it comesto gas supply mitigation, and thatit may be possible to deviseanincentive
program that is tailored to address the evolving gas supply marketinrelation to TGIl’s gas supply function.
(BCOAPOFinal Submission, pp. 1, 2, 6)

BCOAPO submits that TGl has projected avery limited notion of the scope of its obligation to ratepayers, and
that there is a pre-existing obligation on TGl to maximize ratepayer value of surplus gas supply, storage and
transmission that has been contracted for on behalf of core customers. The purpose of GSMIP was to
encourage greatereffortto extract value on activities that were already a utility responsibility (BCOAPO Final
Submission, p. 4).

In BCOAPQ’s view, itiscommon practice for utilities that do not have an incentive plan to mitigate costs. The
compensation for these activities is already included in rates therefore ratepayers should not be paying more
than full cost plus return for an activity thatisa normal utility function. Insummary BCOAPO contends that if
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TGl made less effort to mitigate core gas supply costs or performas it should, it would be the utility’s
shareholderthatwould be accountable forthat dereliction through the intervention of the Commission when it
comesto settingrates (BCOAPO Final Submission, pp. 7, 8).

TGl repliesthatitexpectsitsemployeestoseek the bestvalue for Annual Contracting Plan (ACP) resources that
are in excess of customerrequirements. TGl then supports this activity by providing the financialand legal
capacity, governance and oversight to allow employees to engage inincentive activities. Since 1996 when TGl
began operatingunderanincentive program, employees have developed significant expertise in the market to
create savings forcustomers. TGl believes that BCOAPQ’s characterization of the baseline utility obligation as
being to maximize ratepayervalue forany surplus supply, storage ortransmission it had contracted foron
behalf of core customers is extreme. Itis TGl’s position that the inherent complexity of the market ensures that
there isno maximum value becausethe maximumrealizablevalue is changing with the market (TGI Reply
Submission, pp.9, 10).

TGl agrees with BCOAPO that securing upstream supply in a cost effective manneris expected by ratepayers and
the Commission, and TGl does not contract forexcess resources as part of the ACP forthe purpose of generating
mitigation revenue. However, TGl’s mitigation does involve the purchase of additional resources outside of
those required underthe ACP. TGlis notaware of any other utility that engagesin thisaction to crystalli ze
additional customersavings (TGl Reply Submission, p. 12).

TGl submitsthat itis impossible to determinethe value to ratepayersif the GSMIP was not in place, as the
significance of incentives to create superior performance is well recognized by both the Commission and
interveners. Gas cost mitigation activity is aconstantly changing endeavorto capitalize on market opportunities
as they may or may notunfold. Atthistime, thereisno utility knownto TGI that performs mitigation activities
beyond the base requirement to balance customer requirements with available resources and TGl argues that its
activities have gone beyond the statutory requirement asitseesit (TGl Reply Submission, pp. 13, 14).

Position of CEC

The Commercial Energy Consumers Association of British Columbia (CEC) is persuaded thatthe subject of gas
supply mitigationisanareawhere itis appropriate to provide TGl with incentives and where customers can
benefitfrom superior performance. However, itis not persuaded thatthe link between the GSMIP and TGI’s
role has been adequately supported by the evidence on the record. Infact, the CEC submitsthatthereisno
clearevidence to demonstrate that eitherthe present orthe proposed GSMIP represents an appropriate
incentive mechanism design which would align customerand TGl interests. (CEC Final Submission, p. 3)

Althoughthe CECbelievesthat TGl is contributing to gas supply mitigation in excess of the standard of prudent
utility management, itis not able to clarify the extentand magnitude of these contributions. Thisinformation is
necessary to be assured that an incentive mechanismis properly defined and aligned. CECagreesthat GSMIP
has served to have TGl actively mitigating gas supply costs, but is not convinced that the evidence supports that
customers have been well served by the GSMIP overthe past 15 years. CEC believesthat TGl is compensated for
all of its contributions to GSMIP through its revenue requirements, exceptforthe financial credit that TGl puts
behind the transactions. (CECFinal Submission, pp. 6-8)

TGl replies that the role of counterparties and the financial credit behind transactions should not be used asa
basis for the incentive, as the current methodologyisfairand appropriate based on actual savings from TGI’s
mitigation activities (TGl Reply Submission, pp. 3-4). Although the formulafordeterminingthe eligible margin
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related to commodity re-sales does not directly measure the value added, the formulais conservativeand does
not overstate value. The determination of value for mitigation revenues generated from transportation and
storage is more straight forward and not arbitrary. Overall the total incentive can be considered very modest
with total savings on average of $37 per customer balanced against anincentive for TGl of about $1.37 per
customer (TGl Reply Submission, p. 6).

Commission Determination

The Commission does not agree with TGl’s very narrow view of its responsibility to carry out cost mitigation
activitiesrelated toits gas supply costs. It believes that TGl needsto take all reasonable and prudentactionsto
employ surplus gas supply resources to achieve the largest amount of mitigation revenue possible. Infact, the
Commission has notidentified any current mitigation activities, such as buying and selling additional gas to
recover bettervalue from surplus transportation, that TGl would not be expected to continue within the
absence of an incentive program.

Nevertheless, the Commission recognizes that TGl may not have developed some mitigation activities, or may
have implemented them more slowly andto a lesserdegree, in the absence of anincentive program. The gas
marketis both complex and dynamic, and TGl should be encouraged to quickly recognize and aggressively
pursue new opportunities as well as to effectively continue activities thatithas usedin the past. Inthe
Application, TGl discusses severalinitiatives that it has implemented overthe years (Exhibit B-1, pp. 24-8). The
Commission also notes that GSMIP incentive payments have been relatively modest compared to the total
mitigation revenue that TGl has generated.

Both BCOAPO and CEC recognize thatan incentive program may have value for customers, altho ugh each has
serious concerns about the structure of the currentand proposed GSMIP. Incentive program structure is of
prime importance, and will be addressed in asubsequent section. Nevertheless, forthe reasons discussed
above, the Commission concludes that past GSMIPs appearto have had benefits for customers, and thata
properly structured GSMIP is likely to have benefits for customers as well as the shareholder of TGI.

5.0 GSMIP PROPOSED IN THE APPLICATION

The Commission determines thatthe proposed changes to GSMIP have not been showntoimprove the program
and have benefits, and denies the Application. However, consistent with the conclusion that past GSMIPs
appearto have had benefits, the Commission directs that the 2009/10 GSMIP will be extended forone year
commencing November 2010.

The proposed GSMIP is based on the currentincentive program with asignificant change to the sharing
mechanismthatis applied tothe Total Eligible Margin, the addition of all net revenue from SCP and T-South to
the Total Eligible Margin and an extension of the term of the program. The firsttwo modifications would have
the effect of increasingthe incentive paymentat current and higherlevels of Total Eligible Margin.

TGI submits that GSMIP continues to create value for customers by incenting TGl to provide supportand
oversightformitigation activities that can generate incremental gas cost savings for customers. The motivations
that ledto the creation of an incentive program 15 years ago remain valid in the current dynamicand
sophisticated energy market. TGl believes thatits proposed enhancements reflect the same principles of
incentive regulation, and will also provide greater alignment of interests among customers and TGl (TGI Final
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Submission, pp. 19, 20). TGl submitsthatifthe Commissionisnotwillingtoapprove the proposed GSMIP for
threeyears, itshould approve the programforone year. Nevertheless, TGl states that extending the existing
GSMIP for a one-yeartermwould be preferable to noincentive atall, as it would allow an enhanced program to
be negotiated with stakeholders overthe nextyear (TGl Reply Submission, p. 8).

BCOAPO believesthe GSMIP inits current form should be terminated as it has dubious value and the changes
proposedinthe Application diminish its value even further. GSMIP “provides a double-payment to the utility for
the provision of services to core ratepayers forwhichitisalready adequately compensated through rates”
BCOAPO statesthatit may be that a new incentive program could be arrived at but it would require a
“fundamental re-think” and that thisis not the “sort of task which can be accomplished through aformal
adversarial hearing process, butratherlends itself to processes of consultation and negotiation.” (BCOAPO Final
Submission, pp. 1, 2)

BCOAPO believesthereisnoreasontoenrichtheincentive since there is nothreat of non-recovery of
midstream costs or non-recovery of the return on assets involved in mitigation and almost zero incremental
operatingand maintenance costincrease. BCOAPO strongly opposes TGl’s proposal fora three yearrollover.
BCOAPO statesthatat mostthe present GSMIP should be rolled overforone year, in orderto provide time to
redesignthe program (BCOAPO Final Submission, pp. 1,7, 8).

TGl repliesto BCOAPO that gas cost mitigation activity is a constantly changing endeavor to capitalize on market
opportunities asthey may or may not unfold. TGl believes athree yeartimeframe for GSMIP isinthe best
interests of ratepayersand shareholders. The longertermfocus would encourage TGl to develop financial and
legal supportfora mitigation focus based on a longerterm payout. It would not bufferthe program from
accountability as suggested by BCOAPO, as the same regulatory and management reporting would be required.

The CEC is not convinced that the proposed GSMIP is adequately justified. It believesthe Application should be
denied, and a consultative process should be undertaken to develop a GSMIP that fairly and more appropriately
aligns ratepayerand shareholderinterests. “The CECrecommends that the Commission reject the proposed
GSMIP design and put in place a $S1 millionincentive payment forthe nextyearas a temporary measure forone
yearand ask TGl to return with a more suitable design which better aligns incentives to rewarding the
contributions and performance for which TGl really adds value.” (CEC Final Submission, pp. 1, 9)

TGI repliesto CEC that the changes to the Total Eligible Margin payoutformula provide stepped thresholds and
percentages that deliver savings to customers that match or exceed the historical average. Ineffect,itisa
progressive incentive which increases the payout asitbecomes more difficult to realize savings and encourages
TGl to increase its efforts. InTGI’sview, a $1 million payment without conditions does not provide the correct
motivation.

Commission Determination

The Commissionis not persuaded that the proposed changes are supported by ajustified expectation that they
will lead to higherlevels of innovative activity. TGl provides submissions butlittle factual evidenceto support
that the proposed changestothe incentive sharing mechanism will produce desirable resultsand, in particular,
that these changes are likely to resultin greater mitigation savings for customers. TGl has also not provided
sufficientevidenceto persuade the Commission that the present GSMIP level of incentive isinadequate. The
proposal toinclude all SCP and T-South revenue is arelatively smallchange, but likewise thereis no factual
evidence tosupportthatthe changeislikely to do anything otherthan somewhat increase TGl’s incentive
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payment. Lastly, like BCOAPO, the Commission is not persuaded thata three yearterm would have benefits
that would outweigh the risks associated with establishing a program with new parameters, and which would
not be subjecttoreview and adjustmentforthree years. Forthese reasons, the Commission denies the
Application.

Nevertheless, the Commission has concluded that past GSMIPs appear to have had benefitsforcustomers, and
that a properly structured GSMIP is likely to have benefits for customers as well as the shareholder of TGI. As
alternativestotheir preferred positions, TGl, BCOAPO and CEC each supportthe extension of the current
program forone year. Therefore, the Commission directs that the 2009/10 GSMIP as described in

Order G-101-09 will be continued for the period November1, 2010 through October31, 2011.

6.0 DEVELOPMENT OF AN ENHANCED GSMIP

Having extended the 2009/10 GSMIP forone year, in this section the Commission addresses steps that are
neededtodevelopanenhancedandimprovedincentive program forthe period starting November2011. The
Commission identifies the principles thatit believes must guide the development of the enhanced incentive
program, and orders TGl to establish aworking group thatis to revisitthe objectives of GSMIP and to discuss the
reformulation of the program to ensure alignment with the objectives.

Each of TGI, BCOAPO and CEC indicate thatan enhanced GSMIP should be developed through discussions and
negotiations. The Application can be considered toset out TGI’s views atthe time itwas filed on how the
program should be enhanced.

BCOAPO noted thatits position onthe objectives and principles for GSMIP continue to be the view thatit set out
inits submissioninthe 2008 GSMIP review, which stated that Objective 3 of the Objectives and Guiding
Principlesforthe original 2002/03 GSMIP captured the ratepayer’s perspective. Asdiscussed earlier, this
Objective stated that the plan should “reward new, substantial exertions” by TGl and “avoid payingincentives
for activitiesand results that have already been achieved.” In 2008, BCAOPO outlined the following three
parameters for designinganincentive program:

e “The incentive paidtothe utility should be the smallest possible amountrequiredin orderto obtainthe
desired core ratepayer benefit.

e The benefitstothe utility’s staff orshareholders should not be sufficiently large toincentit to depart
froma prudentapproach toward the triaging of surplus core customergas supply.

e Thereshould be a continuing onus of the utility to demonstrably improve its efforts and resultsin this
activity eachyear, inorder forthe GSMIP to continue.”

BCOAPO submitted thatthe appropriate benchmarkis the incremental achievement, over and above what could
otherwise be reasonably expected from Terasen as a quasi-trustee for core customers as purchaserand
manager of their supply portfolio. The question in BCOAPQO’sview is how does thatincremental “stretch”
benefit compare with the cost of the incentive? (BCOAPO Final Submission, p. 3)

TGl agrees with BCOAPO that the function of GSMIP is to provide anincentive to “stretch” beyond the baseline
obligation but disagrees with the definition of that baseline. TGl submitsthat BCOAPQO’sview that “inthe
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context of midstream management, cost effectiveness must be synonymous with cost minimization” is without
merit, arguing that cost minimizationisanimpossible standard that does not recognize the relevance of
reliability, service quality or societal benefits. (TGl Reply Submission pp.9, 14)

The CEC submitsthatthereisno clearevidence to demonstratethateitherthe present orthe proposed GSMIP
represents an appropriate incentive mechanism design which would align customerand TGl interests (CECFinal
Submission, p. 3). CEC outlinesanumber of pointsthatitbelieves must be addressedin areformulated
incentive plan, including the following:

e Theevidenceindicatesthatthe mechanismto calculate the Eligible commodity re-sale margin does not
normalize the commodity margin as TGl suggests but caps Eligible Margin. The mechanismisnot
appropriate forthe alignment of customerinterests with company incentives and the Total Eligible
Margin calculationis a highly arbitrary mechanism.

e Theincentive mechanism doesnotneed to be designed likea performance based rate mechanism
where there isnoreward for activity levels previously achieved.

e Ifthereis properalignmentbetween ratepayerand shareholder interests, asevere upperlimitonthe
incentive mechanismis not necessary.

e The contributions of TGI’s creditlines to supporting gas mitigation activity are notrecognized and
compensated fordirectly butare indirectly recognized through GSMIP. The present design of GSMIP
does not properly examine this contribution or adequately align incentives.

e Gas supply mitigation activities related to SCP, T-South and Mt Hayes facilities should be part of the
incentive mechanism.

TGl replies to CEC that the role of counterparties and financial credit behind transactions should notbe used as a
basis for the incentive, as the current methodology is fairand appropriate based on actual savings from TGl’s
mitigation activities. Although the formulafordeterminingthe eligible margin related to commodity re-sales
does notdirectly measure the value added, the formulais conservative and does not overstate value.

The changesto the Total Eligible Margin payout formula provide stepped thresholds and percentages that
deliversavings to customers that match or exceed the historical average. Ineffect, itisaprogressive incentive
whichincreases the payout asit becomes more difficulttorealize savings and encourages TGl to increase its
efforts.

Commission Determination

For the reasonsdiscussed earlierin this Decision, the Commission concludes that a re-examination of the overall
objectives and structure of GSMIP is warranted to improve the alighment of interests between customers and
shareholders. Consistent with the views of the participants, the Commission concludes that the appropriate
nextstepisto establishaworking group to discuss the matter.

The Commission’sintentionisthatthe working group assist TGl in developing areformulated incentive program
so that Terasen Gas can file an application with the Commission by August 2, 2011 for a GSMIP commencing
November1,2011. The Commission believesthatitwill be helpful for TGl to engage the services of an outside
consultant with expertise inincentive plans, and for the consultant to participate in the working group
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discussionsforthe purpose of informing the group members. The Commission also concludes that, based on
the submissions of participants and other evidence in the proceeding, thatit will be helpful forthe Commission
to identify Guiding Principles to guide the working group discussions. Therefore, the Commission identifies the
following Guiding Principles fora GSMIP commencing November 1, 2011:

1. Theincentive program mustdemonstratively deliver valueto ratepayers and reward ongoing
innovation andtrue value added overand above whatis reasonably expected in the normal
stewardship of TGI’s business.

2. Executionoftheincentive program must not put the prudently planned gas supply portfolio at risk nor
promote a departure from prudent gas supply managementforcore customer’s requirements.

3. Theincentive planshouldfairly and appropriately align ratepayerand shareholderinterests.

4. Thereshouldnotbe an upperlimiton TGI’s potential to earn an incentive but there must be a test of
reasonableness and the amount earned must be justified.

5. Theincentive programshould apply to all mitigation activities that use commodity supply resources
that representacost andrisk to ratepayers (i.e. gas supply, storage, transportation).

6. Theincentive planshould reward TGl foritsinnovation ratherthan foropportunitiesthatarise from
eventsthatimpacttheindustryingeneral (e.g. hurricanes).

7. Anyincremental administrative costs must be considered and charged against the benefits of the plan.

8. Theincentive payment should be the smallestamount required to obtain the desired core customer
benefit.

Therefore, the Commission directs that TGl will establish a working group that will include representatives
from TGI, Commission staff, and other parties which will meet commencingin early 2011 to discuss the
Guiding Principles, objectives, structure and parameters of a GSMIP to commence November1, 2011, and to
explore ways to demonstrate, quantify and measure the extentto which the GSMIP objectives are achievedin
order to determine the amount of future GSMIP incentive payments. Commission staff will be a full and
active party in the working group.

The objective of the working group is to achieve consensus on the objectives forthe GSMIP program
commencing November 1, 2011, and to discuss and where possible reach consensus on the structure of a
reformulated incentive program that translates the objectives and Guiding Principles into quantifiableand
measurable parameters that determinethe amount of the incentive payment.

TGI will file by April 1, 2011 terms of reference for the working group and a schedule with milestones for the
completion of the discussion. If TGl wishes to apply for approval of a GSMIP commencing November1, 2011,
it will file an application with the Commission by August 2, 2011.
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