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Ms. Diane Roy

Director, Regulatory Affairs —Gas
FortisBCEnergy Inc.
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Surrey, BC V4N OE8

Dear Ms. Roy:
Re: FortisBC Energy Inc. and FortisBC Energy (Vancouver Island) Inc.

Compliance Filing of 2010 FEl and FEVI Year End Main Extension
and FEl Vertical Subdivision Reports

OnJune 1, 2011, FortisBCEnergy Inc. (FEl) and FortisBC Energy (Vancouver Island) Inc. (FEVI) (collectively the
Companies) filedits 2010 FEl and FEVIYear End Main Extension (MX) and FEI Vertical Subdivision reports (2010
MX Report) under Commission Order G-152-07 and its Decision dated December 6, 2007 (Decision), and Order
G-6-08.

The Commission has reviewed the 2010 MX Report and acknowledges the Companies met with Commission
staff during the past yearto review reporting requirements and expectations in MX reporting. The Commission
findsthatthe 2010 MX Report falls short of compliance reporting requirements and is therefore not accepted
for filing. The Companiesare required toreporton the following as stated on page 37 of the Decision:

“... the Commission Panel directs Terasen to update all Geo-codes and MX test input parameters at the
beginning of each year. To determine the appropriate Geo-code for each area, both historical costs and
a forecast of future costs will be used. Terasenis to provide the Commission with schedules comparing
the existingand updated Geo-codes and MX test input parameters. Given that the 2002 REUS does not
include TGVIdata, the REUS use perappliance should not be used to estimate TGVI consumption, and
the Commission Panel directs Teraseni) to update the consumption estimatesinthe TGVI MX test to
reflect TGVI use perappliance; andii) toreflectin the Companies’ MX tests their experience of
consumption “ramp-up”inthe early months of service.

The Commission Panel directs the Companies to file with the Commission on an annual basis, within 90
days of calendaryearend, a Main Extension Reportincluding the following:

e areviewofarandomsampling of MX testresults representing a confidence interval of +/-12

percentat a 95 percent confidence leveland the five highest cost main extensions to determineif
the aggregate Pl [profitability index] thresholds need to be adjusted on ago forward basisin order
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to achieve the aggregate Pl of 1.1. The review istoinclude acomparison of forecastand actual
costs; consumption; and Pl for the firstfive years of main extensionsin the sample;

e aconcise explanation of the random sampling methodology used ; and

e acomparisonofthe forecastand actual cost forall service line and main extension installations.”

The Commission acknowledges that the 2010 MX Reportis partially in compliance with the Decision. The nature
and content of the MX report should provide useful information to the Commission and the Companiesin
understanding the economicviability of main extensions from the in-service yearandits development through
itsservice life. Thisanalysis on performance would provide useful information forthe Companiesto manage the
installed main extensions and also better plan and implement future main extensions. To bringthe 2010 MX
Reportintofull compliance with the Decision,the Companies should address the following deficiencies:

1. Pages22-24 and 27-30 of the 2010 MX Reportonly provide “forecast main extension Pl” and “forecast
main extension Pl using actual main extension costs, forecast service lineand meter costs and forecast
consumption.” On page 5 of the 2010 MX Report, the Companies submit that “there is no specification
inthe Commission Directives orthe Commission’s Decision that underthe MX Test, “actual”
consumption datamustbe used when determining Pl.” The Companies on page 19 of the MX Report
further propose that the “appropriate time to provide actual main extension Plvalues with actual
consumption datais at the end of five-year period,” forthe following two reasons:

o ‘“re-forecastingattachmentand consumption datafor hundreds of main extensions each year
would be impractical and create an undue administrative burden;” and

e “theaccuracy of any potential, revised attachment and consumption forecasts would still be
variable...”

The Commission wishesto clarify the directive in the Decision regarding comparable reporting. For
greater clarity, the Commission directed the Companies to file on an annual basis a Main Extension
Reportthat includes acomparison of forecastand actual costs; forecast and actual consumption;and
forecastand actual Pl. The directive did notlimitthe contents of the information to be provided by the
Companies. The Commission notes that this directive to report updated costs, consumption, and Pl were
followed by the Companies when they filed the 2009 MX Report forthe 2008 main extensions.
However, inthe 2010 MX Reportthe Companies departed from this reporting practice to update all
three items. The Commission finds the 2010 MX Report notin compliance with the reporting
requirementsin Order G-152-07. Additionally, the Commission considers proper Pl reportingto be
informative information and an ongoing embedded utility cost; notan “undue administrative burden” as
statedinthe Companies’ 2010 MX Reportfiling.

2. Consumptionresultson pages22-24 and 27-30 of the 2010 MX Reportare provided based on different
time periods, limiting the ability to compare forecast and actual information. The Commission finds this
information notinformative. Propercomparisons onanannual basis are to containinformation over
comparable 12-month periods for each individual reporting year of the main extension. Comparisons of
non-comparable periods would defeat the intent of the reporting requirement.

3. The Companieson page 16 of the 2010 MX Report state that they are “diverging fromthe sampling
methodology followed in 2008 and 2009 whereby main extension datawas presented specificto the
yearin question” and that now, by “reporting on the results of all the annual main extensions, the
Companies are ensuring the information presented to the Commissionis as comprehe nsiveand
accurate as possible.” The Commission has notapproved a departure fromthe random sampling
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methodology. The Companies have not demonstrated the change in methodology would provide more
useful information thanarandom sampling methodology thatincludes informative consumption and Pl
updates which provide helpful ongoing performance information.

4. Consumptionramp-updataisnotincludedon page 13 of the 2010 MX Report. The Companies are
requiredtoreflectinthe 2010 MX Report “theirexperience of consumption “ramp-up”inthe early
months of service” intheir MX tests. The Commission expects forthe ramp-up period forecaststo be
compared with actuals for attachments and for consumption by rate class. The ramp-upinformation
should be reported for main extensionsintheirfirst year of completion of installation. This
demonstration of the required information would provide agood measurement of actual performance
againstforecastand also an indication of the lag between completion of the installation and
achievement of normal usage patterns. Large differences observedin the ramp-up should be fully
explained and development updates should be provided in subsequent reports.

5. The Companiesare requiredto “provide the Commission with schedules comparing the existingand
updated Geo-codes” foreach appropriate area. Table 6 on page 15 of the 2010 MX Report provides
most Geo-code updates asrequired, exceptthat Vancouverlsland has no pricing datafor 2010. The
Companies explainon page 24 inreference to Table 9: 2010 Top 5 Cost Main Extension that “All FEl and
FEVI projects were done with geo code estimates, excluding Rosstown Road.” Thisstatementisnot
consistentwith Table 6where there is no geo-code forVancouverlslandin 2010.

The Companies are to fully address and remedy the deficienciesinthe 2010 MX Report as outlined above.

Additionally, the Commission expects MX performance updates on Sooke MX and Shawnigan Lake MX. The
Sooke Project Annual Report dated November 26, 2008 indicated that “forecast additions will be achieved over
the nextfew years.” Inthe Shawnigan Lake MX Report dated November 2, 2010, FEVI believes that “forecast
attachments will be realized overthe nextfew years” and states that future updates are “to be included with
the annual main extension report.” The Shawnigan Lake MX Reportdid notinclude actual consumption.
Subsequently, the 2010 MX Report provides little ornoinformation on an update forthese two main
extensions. The Commission considers detailed updates of these two main extensions which appearto be
unfavourable are important for the Commissionto be informed. The Companies should provide meaningful and
informative updates, including actual customer attachments and actual use data by rate class, and by each year,
that are now available for Sooke MX and Shawnigan Lake MX.

Section 24 of the Utilities Commission Act states that the Commission must make examinations and conduct
inquiries necessary to keepitselfinformed. To mitigate the need forinformation requests, the Commission
encouragesthe Companies to provide more meaningful reporting of performance which the 2010 MX Reportis
lacking. The MX reportshould be complete and accurate while meeting the objectives of the Commission. The
Companies should provide reasonable updates to all input parameters. Notchanginganinputcost such as the
system improvement costis unreasonable given expected inflation each year. All updatesin costs should be
accompanied by an explanation on how it was updated and the methodology employed. The 2010 MX Report
shouldinclude informative explanations of differences, appropriate considerations specificto each utility, and
rate class information that enable the Commission to clearly understand changes, assess performance, and the
appropriateness of the MX test. For instance, in Table 3 on page 11 of the MX Report for FEVI, meaningful
reporting should clearly explain significant variations in delivery charges from the previous yearand discuss
whetherthese revenues will be stable overthe forecast time period and appropriate forthe MX test time
horizon. Inaddition, the Commission considers provision of supporting appendices that show the detailed and
supporting calculations of the updated Pl to be valuable information in MX reporting.
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Accordingly, the Commission requests the Companies to:
1. Re-file within 45 days of the date of this Lettera fully compliantand informative 2010 MX Reportin
accordance with Commission Order G-152-07 and its Decision, Order G-6-08, and as clarified in this

Letter L-67-11.

2. Filewithin45days of the date of this Letter meaningful and informative main extension performance
updates on Sooke MX and Shawnigan Lake MX.

Yours truly,

AlannaGillis
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