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

and

Generic Cost of Capital Proceeding

BEFORE: D.A. Cote, Commissioner
M.R. Harle, Commissioner October11, 2012
L.A. O’Hara, Commissioner
R. Giammarino, Commissioner

ORDER
WHEREAS:

A. By OrderG-20-12 dated February 29, 2012, the British Columbia Utilities Commission (Commission)
established a Generic Cost of Capital (GCOC) Proceedingto review: (a) the setting of the appropriate cost of
capital for a benchmark low-risk utility; (b) the possiblereturntoan Return on Equity Automatic Adjustment
Mechanism (ROE AAM) forsettingan ROE forthe benchmark low-risk utility; and (c) the establishmentof a
deemed capital structure and deemed cost of capital methodology, particularly for those utilities without
third-party debt;

B. By OrderG-72-12 datedJune 1, 2012, the Commission established, among others, the Final Minimum Filing
Requirementsfor Affected Utilities and the Preliminary Regulatory Timetable for the first stage of the GCOC
proceeding;

C. Onlune5, 2012, FortisBC Utilities (FBCU) wrote to the Commission seeking to vary the Preliminary
Regulatory Timetablesetforthin Appendix Cto Order G-72-12. OnJune 20, 2012, the Commissionissued
Order G-84-12 to amendthe Preliminary Regulatory Timetable. The Amended Preliminary Timetable
established, amongotherthings, a Procedural Conference to be held on October 2, 2012 and the
commencement date foranoral hearing, if required, on December 12, 2012;

D. TheProcedural Conference date was subsequentlyamended to October4, 2012. By letterdated September
27, 2012, the Commission Panel requested participants to address anumber of matters that would assistin
the efficient review of the evidence. In particular, participants were asked to make submissions on four
options fora benchmark utility: (i) FortisBC Energy Inc. (FEI) today as described inits company profile, (ii) FEI
in 2009 frozenintime, (iii) FElin 2012 but only as a ‘pure play’ gas distribution utility, and (iv) other
hypothetical construct orother utility;
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E. TheProcedural Conference thatwas held on October4, 2012 addressed the followingitems: (1) the
appropriate benchmark utility for the determination of the genericcost of capital; (2) whetheraStage 2 to
immediately follow Stage 1is desirable; and (3) whetheran oral phrase is required and the proposed
timetable goingforward. Parties who made submissions atthe Procedural Conference were FortisBC
Utilities, Corix Multi Utility Services Inc., the Industrial Customers Group, the British Columbia Pensioners’
and Seniors’ Organization, the Association of Major Power Customers of B.C., the Commercial Energy
Consumers of British Columbia, and PacificNorthern Gas Ltd. and PacificNorthern Gas (N.E.) Ltd.;

F. The Commission Panel has made the determinations with respect tothe issues of benchmark utility for the

genericcost of capital, the phasing of Stage 2 after Stage 1, and the format of the hearingto review the
GCOC proceeding.

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

1. FElin2012 inits present pre-amalgamation state will serve as the benchmark forthe GCOC Proceeding.
WhetherFElin 2012 isa pure play gas distribution utility will be determined after hearing further evidence

regarding this matter.

2. AStage 2 will be added to this GCOC proceeding with the schedule to be determined priortothe end of
Stage 1.

3. Thereview of the GCOC proceeding will continue by way of an oral hearingcommencing on December 12,
2012. Datesfor the argumentphase will be determined inthe course of the oral phase of the proceeding.
DATED at the City of Vancouver, in the Province of British Columbia, this 11™ day of October2012.
BY ORDER
Original signed by:
D.A.Cote

Commissioner
Attachment

ORDERS/G-148-12_BCUC-GCOC_Procedural Conf- Reasons
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GENERIC COST OF CAPITAL PROCEEDING
PROCEDURAL CONFERENCE
OCTOBER 4, 2012

REASONS FOR DECISION

1.0 BACKGROUND

On February 28, 2012, the British Columbia Utilities Commission (Commission)issued Order G-20-12 and
established the Generic Cost of Capital Proceeding (GCOC) pursuant to section 82 of the Utilities Commission Act
(the Act) and provided an Initial Regulatory Timetable. Thisorderalso established thatall participating public
utilities regulated by the Commission were considered to be applicantsinthe GCOCunless, atthe time of
registration, they requested an alternate status and provided an explanation.

On April 18, 2012, the Commissionissued Order G-47-12 whichincluded a Final Scoping Document outlining the
purpose and scope of the proceeding. OnJune 1,2012, by Order G-72-12, the Commissionissued the minimum
filing requirements for affected utilities and a Preliminary Timetable for the first stage of this. The Preliminary
Timetable wasamended onJune 20, 2012, by Order G-84-12 inresponse to a proposal by FortisBC Utilities
(FBCU, Companies) tovary dates. The Amended Preliminary Timetable, in addition to other matters, included
provisionforaProcedural Conference to be held on October2, 2012, a date which was subsequently amended
to October4, 2012.

By letterdated September 27,2012 (Exhibit A-17), the Commission Panelrequested participants to address the
following matters at the Procedural Conference:
1. Theappropriate benchmark utility for the determination of the generic cost of capital;

2. Whethera Stage 2 to immediatelyfollow Stage 1, which involves applying the genericbenchmark utility
inthe determination of an appropriate Return on Equity (ROE) and capital structure for each utility in
the Affected Utilities’ group, is desirable (Exhibit A-6, Appendix Ato Order G-72-12, p. 11);

3. Whetheranoral phaseisrequired andthe proposed timetable going forward; and
4. Othermattersthat will assistin the efficient review of the evidence.
With respectto the first matter concerning an appropriate utility to serve as a benchmark utility, the Panel
requested participants to provide theirviews astowhetherthe benchmark should be FortisBCEnergy Inc. (FEI)
or a genericlow risk utility. Participants were asked to make submissions on four options fora benchmark utility
as follows:
= FEl todayas describedinits company profile;
= FElin 2009 frozenintime;
= FElin 2012 but onlyas a pure play gas distribution utility;
= Otherhypothetical construct or other utility.

Participants were asked to describe the pros and cons of each option.



APPENDIX A
to Order G-148-12
Page 2 of 6

2.0 MATTERS ARISING AT THE PROCEDURAL CONFERENCE OF OCTOBER 4, 2012
2.1 Appropriate Benchmark Utility

The 2012 GCOC Proceedingdiffers from other cost of capital proceedingsinthatit has beeninitiated by the
Commissionratherthan by application from a utility. Typically, a utility like FEl would make an application for
review of the cost of capital. Since the 1994 Return on Capital Equity Decision, FEl orits predecessorhasbeen
designated the benchmark utility forthe purposes of setting the return on equity and capital structure for other
utilitiesin B.C. The setting of this benchmark has provided areference point against which other utilities could
be compared. However, inthe case of the 2012 GCOC proceeding, there is no applicationand thereisno
common agreement asto an appropriate benchmark utility oreven whetherthe benchmarkis a utility ora
hypothetical construct. This hasresultedinanumberof challenges with respectto determiningan appropriate
benchmark.

The Commission Panel has raised two concerns with regard to FEl as it exists today beingan appropriate
benchmark:

= whetherthe new businessinitiatives being undertaken by FEl have already been recognized by the
financial markets; and

= whetheramalgamation will impactits risk profile.

These factors bringinto question whether FEl can be fairly described as a pure play gas distribution utility and
serve the needfora stable point of reference against which other utilities can be measured. Additionally, there
isa needforconsistency amongthe participants asto a description of what the benchmark utility ought to be.
Failingtoaddressthis need forcontinuity could potentiallycreate difficulty in comparing the evidence
presented by the parties within the proceeding. Because of this, the matter was raised by the Commission and
participants were requested to make submissions on anumber of potential options definingan appropriate
benchmark utility.

The position taken by FBCU is that the option describing FEl as of today is most appropriate asa benchmark for
the purposes of determiningthe allowed return for BC Utilities untilthe next Commission review. To support
their position, the Companies have made the following assertions:

= Theuse ofareal utility overthat of a hypothetical construct willallow the characteristics of the
benchmarkto be betterunderstood allowing for more efficient comparisons.

= FEl'sdiverse geographic, customerand asset base and otherattributes make it more suitable asa
benchmark than otherBC utilities.

= TheFEl describedinthe company profile is the same as the FEI in 2012 as a ‘pure play’ gas distribution
utility.

= Theuse of FEI in 2009 frozenintime option offers noadvantagesand has some potential disadvantages.

= Theexpansioninto Alternative Energy Services (AES) and the potential amalgamation of the Fortis
Energy Utilitiesneed not be afactor in determining the appropriate benchmark. FBCU pointed out
among other things thatthe benchmark should be FEl as of today prior to amalgamation.

= |fthe Commission weretoadopta differentbenchmarkthanthat proposed by the FBCU, it would
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introduce fairnessissues as well as procedural challenges and inefficiencies as FEl has prese nted its
evidence based onthe FEl as of today.

(ExhibitB1-22, pp. 1-2, T1: 9-10)

FBCU submitthat evenifthe Commission were to take FEl of today and modify itto meetwhatit determinesisa
pure play utility, there would be an efficiency problem related to determining those characteristics which
differentiatethe two options. They state that this debate can take place in thisand subsequent proceedings
where individual utilities will seek to compare themselves to the benchmark.

With respectto AES, the FBCU submitthat Thermal Energy Services (TES) are not being undertaken by FEIl but
through FortisBC Alternative Energy Inc. (FAEI) and therefore do not affect FEI's current cost of capital.
Biomethane and natural gas for transportationinitiatives, in the view of the Companies, are truly natural gas
servicesinthatthey use the existing natural gasinfrastructure. While havingan effect on customer
composition, the size of rate base and on the end use that isdrivingrevenues, itdoesn’t change the fact thatit is
all systemthroughput. FBCU note that the size of the impact of the TES initiativesis small when putinthe
context of the overall utility and therefore submit that FEI remains a natural gas business oras reasonably close
to what could be expected notwithstanding the new AES initiatives. (T1:12-16)

With respectto amalgamation, FBCUsubmitthat the appropriate approach would be to take FEl as it exists
today as the benchmark with no consideration of amalgamation. In the eventthatamalgamation is approved,
the new amalgamated company can be comparedto FEIl as it exists today like other utilities in the province.
(T1:18)

Amongthe other participants there was no disagreement thatforthe purposes of this proceeding FEl rather
than a hypothetical constructis the mostappropriate benchmark. Additionally, none of the participants
disagreed withthe notion that FElin 2012 as a benchmark was most appropriate. However, thereisless
agreementamongthe participants with whether FEl was a ‘pure play’ gas distribution utility. Amongthe
utilities, Corix Multi-Utility Services Inc. (Corix), while adopting most of the FBCU submissions, noted its
agreement with the Commission’s concerns with alternative energy solutions and theirimpact on the risk
profile.(T1:31)

The Industrial Customers Group (ICG) agrees thatthe benchmark should as closely as possible represent a
stable, mature pure play gas distribution utilityin orderforitto be an appropriate reference point for other
utilities. ICG states that the evidence does not support that the FEI of today option supports this conclusion. ICG
furthernnote that itis earlyin the proceedingand discourages the Commission Panel from making a
determination atthis time as there will be further evidence from expert witnesses and asecond round of
information requests. (T1:34-36)

British Columbia Pensioners’ and Seniors’ Organization et al (BCPSO) agrees that a pure play utility reference
pointisa more conceptually efficient way to make comparisons and set rates of return for other util ities.
However, italsoraises concern asto whetherthe changes (presumably related to AES) at FEl are insignificant or
minor. BCPSO submitsthatthe Commission will have to take this factorinto account in setting the benchmark.
More specifically, BCPSO states that the changesrelated to CNG and LNG are significant and while they resultin
an increase inthroughput, the activities are not pure play gas distribution. (T1:37-41)

The Association of Major Power Customers (AMPC) agree that FEl is the most appropriate utilityto be used as a
benchmark. AMPCalso agree with ICG that itis premature to decide the pure playissue stating thatthe
Commission should hearfrom the experts and company witnesses priorto making adetermination. (T1:43-46)
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Commission Determination

The Commission Panel notes that there was general agreementamong the parties with respectto FEl in 2012
being made the benchmark forthe GCOC proceeding. FEliswell established, of sufficient size and has a diverse
customerand assetbase. Inaddition, FEliswell understood as a utility by all the participantsasit has
traditionally been used as the benchmark utility in British Columbia. This and the fact that there is a substantial
body of FEl related evidence already on the record in this proceeding makes FEl areasonable candidate for the
benchmark utility. Therefore, notwithstanding the various positions of the participants as to whetherFEl can
be described as a pure play gas distribution utility, the Commission Panel agrees with the participants and
accepts FEl, in the present time frame, as the most appropriate choice for the benchmark utility.

FEI has submitted thatits choice asa benchmark utility need not be affected by the FBCU Amalgamation
Application currently beforethe Commission as the FEl can be consideredinits present pre -amalgamation state
for the purposes of benchmarking. The Commission Panel accepts the FEI proposal and establishes FElin 2012,
pre-amalgamation, as the benchmark for the GCOC proceeding.

As noted, there is considerable disagreement among the participants with regard to whether FEl can be
accurately described as a pure play gas distribution utility. To assistin making a determination on this, the
Commission Panelis of the view that the process will be best served by allowing the evidence to be presentedin
itsentirety and arguments made priorto makinga final determination. Accordingly, we make no determination
on whetherFElisto be considered pure play gas distribution utility at this time and will add ress the matterin
our Decision atthe conclusion of this proceeding.

2.2 A Stage 2 to Immediately Follow Stage 1

There was no disagreement among any of the participants with respectto whetherthere should be aStage 2 for
the GCOC proceeding. However, anumber of the participants made submissions as to the approach the
Commission may considerin preparing the process for Stage 2. The FBCU submitted it would be most efficient
to break the process downinto three groups which would be handled separately; one forthe FBCU, a second for
PNG and a third for micro utilities which would include Corix and FAES. Ad ditionally, FBCU noted that noted that
the participants would need time to prepare following the Commission’s Decision on Stage 1 and the timetable
which would follow would need to reflect constraints like the status of the FBCU amalgamation proceeding.
FortisBC proposesthere be aProcedural Conferencea month followingthe Decision to deal with this matter.
(Exhibit B1-22, pp. 10-11)

ICG underlined the importance of proceeding with Stage 2 as quickly as possible and submitthataProcedural
Conference priortostartingis nota requirement. (T1:65-66) BCPSO submit that consistency in the panel
membersisimportantand shares similarview as ICGwith respect to proceeding expeditiously. (T1: 69) AMPC
notes that itsinterests lie with resolution of Stage 1 only but submits that the second stage could be part of
revenue requirements hearings for other proceedings. (T1: 71)

Commission Panel Determination

The Commission Panel agrees with ICG with respect to the moving ahead a quickly as possible and has
determined that adding a Stage 2 to the processis the most efficient way to achieve this. The Panel
acknowledges the submissions of the parties with respectto process, consistency amongthe panel members
and timing. The Commission will begin the process of planning for Stage 2 in the near future. This will potentially
involve scheduling a procedural conference to address process and logistics priorto the end of Stage 1.
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2.3 Oral Phase and Proposed Timetable

The most recent Amended Preliminary Timetable provided foran Oral Hearing, if required, to commence on
December12, 2012. Therequirementforan oral phase of the proceeding was canvassed.

The FBCU submitsthat there is nothinginherently superiorin having an oral process as opposedto a written one
and the Commission should weigh the costs and benefits of each. They also submit that there will be sufficient
written evidence on the record forthe Commissionto undertake a written process ratherthanan oral one. In
support of this, the Companies note thatin this proceeding there is asubstantial body of evidence due to the
minimum filing requirement which was notavailable in past proceedings. However, inthe eventthe
Commission determinesthereisaneedfororal evidence, the FBCUsubmitthatthe oral phase should be
restricted to experttestimony on the cost of capital of the benchmark. Intheir estimation this will create greater
focus and reduce “the risk of diminishing returns.” (Exhibit B1-22, pp. 11-12, T1: 59-61)

Corix and PNG both state they are in agreement with the comments of FBCU. (T1:63-68)

ICG strongly disagree with the position of the utility participants. ICG asserts that proceedings such as these are
challenging and the Commissions’ need to weigh the expert evidence will benefit from cross-examination. With
respectto restrictingthe oral phase to expert testimony on the cost of capital, ICG cites the example of the
automaticadjustment mechanism as an example of animportantissue which would be excluded. (T1:67)

BCPSO agrees with the views ICGwith respect to an oral phase and one that that is a full hearing. In support of
its position BCPSO states that “we’re going to see competing evidence from experts on what the appropriate
ROE should be, and those determinations are reliant on anumber of judgement calls and those can only and
bestbe tested by live cross-examination.” Additionally, BCPSO notes that the increased role of BCUCstaffinan
oral proceedingameliorates to an extentthe utilities resources versus those of the Interveners. (T1:70-71)

AMPC submitsitsupports having an unrestricted oral proceeding. AMPCnotes thatthe Commission will be
hearing conflicting opinion evidence from both experts and non-experts on difficultissues like ROE, capital
structure, the automaticadjustment mechanismand business risk. AMPCasserts thatwhile information
requests are good for getting background facts, the Commission and the parties should have the opportunity to
ask questions of others and bring out the strengths and weaknessesinamannerthatdoes not happenina
written process. Moreover, initsview, argumentis not an adequate substitution for cross-examination. (T1:72)

None of the participants made further submissions with respect to the Regulatory Timetable.
Commission Panel Determination

The Commission Panel has determined that adding an oral phase to the GCOC proceedingis appropriate.
While the Panel acknowledges the concerns raised by the Affected Utilities with the costs of an oral phase and
the fact that there will be extensive written evidence, we are of the view that the benefits of affording all of the
parties an opportunity for cross-examinationis worth the additional timeand costs. Asa number of Interveners
have submitted, cost of capital proceedingsinvolve difficultissues upon which there are often opposing points
of view. Both the Commission and the participants will benefit from having the opportunity to examine themin
finerdetail through cross-examination. The Panel also acknowledges the comments of BCPSO that the
increasedrole of BCUC staff will offer benefitsinthe decision making process.
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The Commission Panel also accepts the view of the Interveners with respect to the FBCU proposal to restrictthe
content of the oral phase. We are not persuaded there isaneedto restrict cross-examination asit may only
serve tofrustrate the participants.

As noted, none of the participants made submissions with respect to the Regulatory Timetable. The oral phase
of the GCOC proceeding will commence on December 12,2012 as outlinedinthe Amended Preliminary
Timetable. Giventhe time of year, the Commission Panel will not make a determination with respect tothe
timing of Final and Reply Submissions at thistime. Participants will be canvassed on this matterduringthe oral
phase of the proceeding.



