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

and

FortisBC Energy Inc.
Biomethane Third-Party Suppliers Regulatory Process:
Applications for Approval of Third-Party Suppliers’ Rates &
Acceptance of FEI Biomethane Purchase Agreements with Third-Party Suppliers and
FEI Capital Expenditures for Related Interconnection Facilities

L.A. O’Hara, Panel Chair/Commissioner
C. van Wermeskerken, Commissioner May 14, 2013

ORDER

A. On December14, 2010, the British Columbia Utilities Commission (Commission) issued the Terasen Gas Inc.,
[now FortisBC Energy Inc. (FEI)], Biomethane Application Decision (Biomethane Decision). The Biomethane
Decision allowed FEI to move forward with a Biomethane Program on a test basis fora two year period
(Pilot). Commission Order G-194-10 and the Biomethane Decision set the governing criteria for the Pilot and
related biomethane supply contracts. The Biomethane Decision also capped the annual amount of
biomethane FEl could purchase underall projects and seta maximum price of $15.28 per gigajoule (GJ) for
delivered biomethane;

B. On December19, 2012, FEI filed a Post Implementation Report onthe Biomethane Service Offeringand
Application for Approval of the Continuation and Modification of the Biomethane Program on a Permanent
Basis (Application). The Application sought the following from the Commission, inter alia:

(a) Pursuantto section 71 of the Utilities Commission Act (UCA), acceptance of the following energy
supply contracts as described in section 7 of the Application andfiled in Confidential Appendix J:

(i) The Biomethane Purchase Agreement with Earth Renu Energy Corp. (Earth Renu);

(ii) The Biomethane Purchase Agreement with Greater Vancouver Sewage and Drainage District
(GVS&DD);

(iii) The Biomethane Purchase Agreement with Seabreeze Farm Ltd. (Seabreeze); and
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(iv) The Biomethane Purchase Agreement with Dicklands Farms ( Dicklands);

(b) Pursuantto section 44.2(3) of the UCA, acceptance of the capital expenditures describedin section 7
of the Application related to the interconnection facilities required for the four biomethane supply
projects;

On January 28, 2013, CH Four Biogas, Inc. filed applications forapproval of rates under sections 58 to 61 of
the UCA on behalf of Dicklands and Seabreeze. OnJanuary 30, 2013, Earth Renu filedits application seeking
approval of a rate pursuant to sections 58 to 61 of the UCA and amended its application on February 21,
2013;

On February 28, 2013, the Commissionissued Order G-29-13, conditionally increasing the supply cap set by
OrderG-194-10 by an amount sufficient to accommodate the supply fromthe four biomethane suppliers,
namely, Dicklands, Seabreeze, Earth Renu and GVS&DD;

Commission Order G-29-13 also directed FEI to confirm to the Commission by March 6, 2013, that natural
gas non-bypass customers would bear no actual or potential risk forunsold biomethane pending the
outcome of the 2012 Biomethane Application;

OrderG-29-13 furtherdirected thatthe review of the applications for rates by Earth Renu, GVS&DD,
Dicklands and Seabreeze,and the applications by FEI for acceptance of expenditures undersection 44.2 of
the UCA and the supply contracts undersection 71 of the UCA be heard by way of a separate Streamlined
Review Process (SRP);

On March 4, 2013, Commission Order G-30-13 established aSRP for the review of the Biomethane Third-
Party Suppliers’ applications filed by March 7, 2013;

On March 6, 2013, FElfiledits responseto Commission Order G-29-13, stating FEl would notassume the
economicrisk forthe unsold biomethane fromthe four new supply contracts. FElfurtherrequested that the
Commission reconsiderthe need for FEI to assume this risk;

Commission LetterL-13-13dated March 7, 2013, suspended the Third-Party Suppliers’ SRP;

FEI submittedits Application for Reconsideration of Commission Order G-29-13 (Reconsideration
Application)on March 15, 2013;

On March 18, 2013, Commission Order G-39-13 invited comments from participants on the FEI
Reconsideration Application;
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L. Submissionssupportingthe reconsideration of Commission Order G-29-13 were filed by Dicklands,
Seabreeze, and the University of British Columbia on March 20, 2013, Earth Renuon March 21, 2013, and
GVS&DD on March 25, 2013;

M. On March 28, 2013, Commission Order G-45-13 varied Directive 1 of Order G-29-13 and removed the
condition that FEI bearthe risk of unsold biomethane;

N. On April 2, 2013, Commission Order G-46-13 established arevised Regulatory Timetable foracombined SRP
for the proposed rates under sections 58to 61 of the UCA and the related supply agreements under
subsection 71 of the UCA, as well as the capital expenditure scheduleforthe related interconnection
facilities undersection 44.2(3) of the UCA;

O. The SRP for the review of the applications took place on April 22, 2013. The applicants and the following
Registered Interveners participated: British Columbia Pensioners’ and Seniors’ Organization, the Commercial
Energy Consumers Association of British Columbia, B.C. Sustainable Energy Association etal; and

P. The Commission has considered the applications, evidence and submissions received.

NOW THEREFORE the Commission orders as follows:

1. Pursuantto section 44.2 of the Utilities Commission Act (UCA), capital expenditures described in section 7 of
the Application related to the interconnection facilities required for the Dicklands, Seabreeze and Earth
Renu Biomethane supply projects are accepted.

2. Pursuantto sections 59 to 61 of the UCA, the Commission approves the respective Biomethane Purchase
Agreements forthe following biomethanesuppliers as rates schedulesforthe proposed biomethane supply
service and approves the following rates:

i. Dicklands

a. $13.00 per GJ for the volume accepted up to the Base Monthly Quantity, where "Base
Monthly Quantity" means 137 GJ/day multiplied by the numberof daysinthe current
calendarmonth; and

b. ForBiomethane acceptedin excess of the Base Monthly Quantity, the applicable rate will be
$11.00 perGlJ.
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ii. Seabreeze

a. $13.25 per GJ for the volume accepted up to the Base Monthly Quantity, where "Base
Monthly Quantity" means 137 GJ/day multiplied by the numberof daysin the current
calendar month; and

b. ForBiomethane acceptedin excess of the Base Monthly Quantity, the applicable rate will be
$10.25 per GJ.

ii. Earth Renu

a. $13.95 per GJ, subjecttoannual adjustment pursuant to section 1.2 of this Schedule for
each GJ up to 190 GJ per day; and

b. $12.95 per GJ, subjecttoannual adjustment pursuantto section 1.2 of this Schedule for
each GJ greaterthan 190 GJ per day.

3. If,subsequenttothisorder, abiomethane supplierlistedin Directive 2above isexempted from section 61
of the UCA, then, pursuant to subsection 90(1) of the UCA, the following directive willapply to that
Biomethane Supplier effective the date the exemption comesinto effect:

e Theapproval grantedin Directive 2above pursuantto sections 59 to 61 is cancelled; and

e Pursuantto section 71 of the UCA and the Commission’s Rules for Natural Gas Energy Supply
Contracts, the Commission accepts forfiling the Biomethane Purchase Agreementand any
amendments between FEl and that Biomethane Supplier.

DATED at the City of Vancouver, in the Province of British Columbia, this 14th day of May 2013.
BY ORDER
Original Signed By:
L.A.O’Hara

Panel Chair/Commissioner
Attachment

ORDERS/G-79-13_FEI_Biomenthane Third Party SRP Process
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FortisBC Energy Inc.
Biomethane Third-Party Suppliers Regulatory Process:
Applications for Approval of Third-Party Suppliers’ Rates &
Acceptance of FEI Biomethane Purchase Agreements with Third-Party Suppliers and
FEI Capital Expenditures for Related Interconnection Facilities

REASONS FOR DECISION

Introduction

The applications before the British Columbia Utilities Commission (Commission) in this proceedingwere as
follows:

1 Application by FortisBC Energy Inc. (FEI) for acceptance of capital expendituresforrelated
interconnection facilities:

e FEl seeksapproval of the capital expenditures associated with the Suppliers and the supply
agreements, pursuant to subsection 44.2(1)(b) of the Utilities Commission Act (UCA).

2. Applications by biomethane suppliers for approval of publicutility rate schedules:

e Dicklands Farms (Dicklands), Seabreeze Farm Ltd. (Seabreeze), and Earth Re nu Energy Corp.
(Earth Renu) (collectively the Biomethane Suppliers) seek approval of their Biomethane
supply agreements (Biomethane Purchase Agreements) with FEl as publicutility rate
schedules pursuantto sections 58to 61 of the UCA.

3. Application by FEI for acceptance of Biomethane Purchase Agreements:

e FEl seeks conditional approval of the Biomethane Purchase Agreements pursuantto
sections 71 and 90 of the UCA, inthe eventthatthe Biomethane Suppliers subsequently
cease to be subjectto publicutility regulation under Part 3 of the UCA, including the rate-
settingrequirements of section 61.

These applications arose within the scope of the Terasen Gas Inc. (now FEI) Biomethane Application Decision
(Biomethane Decision) issued on December 14, 2010. The Biomethane Decision allowed FEI to move forward
with its Biomethane Program on a test basis for a two year period (Pilot). The Commission has decided to
approve these applications forthe reasons that follow.

Background

The Streamlined Review Process (SRP) took place on April 22,2013. It proceeded intwo parts:

e Part1reviewedFEl’'sapplication foracceptance of capital expenditures for related
interconnection facilities;

e Part2 reviewed the supply agreements:

Biomethane Third-Party Suppliers Regulatory Process
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o First,the Commission considered the supply agreements undersections 59to 61 of the
UCA, as publicutility rate schedulesforthe sale of biomethane; and

o Second, the Commission considered the supply agreements undersection 71 of the
UCA, as energy supply contracts.

The Commission Letter L-23-13 regarding the direction onthe SRP dated April 9, 2013, initially proposed
separate in-camerasessions to consider each of the supply agreement. (Exhibit A-5) Ultimately, the Commission
combined the sessionsintoone.

At the outset of the SRP, the Commission reviewed the process with participants and the followingtwoissuesin
particular:

e The confidentiality of biomethane rates once approved by the Commission; specifically,how would a
requestto keepthe contracts confidential reconcile with the requirement of section 62 of the UCA,
which requires rate schedules to be publiconce approved; and

e The applicability of section 71, given that the definition of “energy supply contract” under section 68 of
the UCA excludes acontract inrespect of which a rate schedule is approved undersection 61 of the
UCA.

All participants agreed that the Biomethane Purchase Agreements must be made publicif approved as arate
schedule undersection 61 of the UCA. The participants also agreed thatthe review of the Biomethane Purchase
Agreements could proceed inasingle and publicreview, subject to assurances of confidentiality related to

certainitems supporting financial information or proprietary economicanalytical models continuing to be held
in confidence.

The participants further supported the Commission issuing a contingentruling under section 90acceptingthe
Biomethane Purchase Agreements undersection 71as energy supply contracts, to avoid the need for further
review of the supply agreements if the Biomethane Suppliers are subsequently exempted from section 61 of the
UCA. Onthisissue,the Commission and the participants took notice of the concurrent Commission inquiry
initiated by Order G-54-13 considering whether biomethane suppliers should be exempt from publicutility
regulation under Part 3 of the UCA.

At the conclusion of the SRP, the Registered Interveners —British Columbia Pensioners'and Seniors'
Organization, the Commercial Energy Consumers Association of British Columbiaand B.C. Sustainable Energy
Association et al —supported the applications. Theirsupport, however, was forthese three projects only. This
ruling should not create any expectations for the 2012 Biomethane Application. Furtherdiscussion of the
specificapplications follows.

Application by FEI for Acceptance of Capital Expenditures for Related Interconnection Facilities —Section 44.2

FEI seeks acceptance, pursuanttosection 44.2 of the UCA, of the capital costs related to the facilities required to
connectthe Dicklands, Seabreeze and Earth Renu supply projects as described insection 7 of the Application.

The interconnection facilities include metering, monitoring, odorizing, safety control, and piping at each site.
The projected costs for Earth Renu, Dicklands and Seabreezeare : $786,000, $1,014,000 and $1,189,000
respectively. (Exhibit B1-1, pp.95-96) The main unitcost permeterforthese biomethanesupply projects range

Biomethane Third-Party Suppliers Regulatory Process
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from $328 to $378 per meter. These unit costs are somewhat higherthan the cost of the previous projects
eitherbecause of requirement of steel pipe or requirements for residential crossings. (Exhibit B1-4, BCUC 1.2.2)

A keyrisk for the interconnection facilities is the potential for stranded assets. FEl states thatthisrisk is modest
because the interconnection assets are movable, and therefore the potential stranded costs will be limited to
the costs of the interconnection piping. Inthe event of a project termination, FEl requires atermination
paymentfrom the Biomethane Suppliers equal to the stranded asset costs. (ExhibitB1-2, p.96) The
termination paymentis secured by letter of credit from the Supplier. (T1:108-109)

Subsection 44.2(5) of the UCA sets out the criteriathe Panel must consider, including the following items:

(a) the applicable of British Columbia's energy objectives;

(b) the most recentlong-termresource plan filed by the publicutility undersection 44.1, if any; and

(e) the interests of personsin British Columbia who receive or may receive servicefrom the public
utility.

FEl addresses costallocationinsection 9.2.3 of the Application, Exhibit B1-1, p. 123, and statesthe principle of
providing universal access to Renewable Natural Gas (RNG), and eventually providing the option to all customers
to purchase Biomethane. (ExhibitB1-7, BCSEA:1.6.3) FEl alsostatesthat biomethane interconnection costs
oughtto be viewed “consistent with the acquisition of traditional natural gas from major gas transport
companies.”

Commission Determination

The Commission Panel finds the application by FEl foracceptance of capital expenditures forthe related
interconnection facilities meets the applicable energy objectives, is consistent with the last FEl Long-Term
Resource Planandis inthe publicinterest. The interconnection facilities are required to safely and reliably
interconnectthe biomethane supply projects to FEI's system. Furthermore, FEl has sufficiently mitigated the
risk of stranded costs. Therefore, pursuant to section 44.2 of the UCA, the Commission accepts the capital
expenditures described in section 7 of the Application related to the interconnection facilities required for the
Dicklands, Seabreeze and Earth Renu Biomethane supply projects.

The Commission Panel makes no determination on the general concepts expressed by FEl, but does find that
for the purposes of the Pilot, the interconnection costs for the three Biomethane Suppliers are acceptable.
Since the projects are part of an expansionto the Pilot, the cost allocation of the projectis to be treatedin a
manner consistent with the Pilot. It is appropriate to have interconnection costs borne by all customers.

Applications by Biomethane Suppliers for Approval of Public Utility Rate Schedules—Sections 59 to 61

The Biomethane Suppliers request approval of their rates, pursuantto sections 58 to 61 of the UCA. The
applicable sections of the UCA are 59 to 61. The criteriasetby Order G-194-10 for the Pilot also apply to the
Commission’s review of the Biomethane Purchase Agreements.

CH Four Biogas, Inc. states on behalf of Dicklands and Seabreeze that theirlenders required a payback period no
longerthan 10 years. The lenders are also securingthe dairy farm assets as collateral for the loan. (Exhibit D-5,
Exhibit D-6)

Biomethane Third-Party Suppliers Regulatory Process
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Earth Renustatesthat a reasonable returnforthe level of project risk was determined based on the fact that
much of the projectis financed with private equity. (Exhibit D-7)

FElI explained how the rates proposed forthe three suppliers were determined through an open book
methodology recognizing the payback requirementsin an entrepreneurial environment while respecting the
interest of the rate payers at the same time. FElalso noted that the rates are below the $15.28 perGI ceiling.
(T1: 96-97)

Commission Determination

The Commission Panel finds that the criteria forapproving the biomethane supply projects underthe approved
Pilot apply to the evaluation of the Biomethane Purchase Agreements as rate schedules and notes the proposed
ratesare below the $15.28 ceilingsetforthe Pilot. The Panelfurtherfindsthatthe ratesallow fora reasonable
payback and are sufficient for the Biomethane Suppliersto earn a reasonable return and thereby ensure
viability. Finally, since the rates were negotiated through an open book methodology with FEI, aknowledgeable
purchaserwith competitive options, the Commissionis satisfied in these circumstances that the ratesrepresent
afair and reasonable charge forthe nature and quality of the biomethane supply service.

The Panel considers the rates requested by Dicklands, Seabreeze and Earth Renu as just and reasonable and
accordingly approves the respective Biomethane Purchase Agreements as the rates schedules for the
proposed biomethane supply services and approves rates set out in those Biomethane Purchase Agreements.

Application by FEI for Acceptance of Biomethane Purchase Agreements—Sections 71 and 90

FEl initially filed the Biomethane Purchase Agreements foracceptance by the Commission as “energy supply
contracts” undersection 71 of the UCA. (ExhibitB1-1) Subsequenttothatfiling, the Commissionissuedits
Inquiry into FortisBC Energy Inc’s Offering of Products and Servicesin Alternative Energy Solutions and Other
New Initiatives (AES Inquiry Report) dated December 27, 2012, which decided that biomethane suppliers were
publicutilities. The Biomethane Suppliersthen applied tothe Commission undersection 61to approve their
Biomethane Purchase Agreements as rate schedules.

As aresult, both FEI's section 71 application and the Supplier’s rate applications are before the Commissionin
this proceeding. However, the Biomethane Purchase Agreements cannot be both an energy supply contractand
a rate schedule underthe UCA. They mustbe one or the other, whichinturn affects how the Commission
reviewsthemunderthe UCA.

Section 68 of the UCA defines “energy supply contract” as follows:
"energy supply contract” meansa contract underwhich energyissold by a sellertoa publicutility or

anotherbuyer, andincludes anamendment of that contract, but does notinclude a contract inrespect
of which a schedule isapproved undersection 61 of this Act;” [emphasis added]

In the AES Inquiry Report, the Commission decided that the biomethane suppliers were public utilities. This
Panel hastherefore considered the Biomethane Purchase Agreements undersections 59 to 61 as public utility
rate schedules.

Biomethane Third-Party Suppliers Regulatory Process
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The questionthen arises about how the Commissionisto dispose of FEI's section 71 application. All participants
inthe SRP agreed that the Commission need not make adecision undersection 71 because the Biomethane
Purchase Agreements currently fallunderthe decision making proce ss undersection 61 ratherthan 71.
However, FEl with the support of the other participants asked the Commission toissue an “interim” or
contingentdecision pursuantto sections 71 and 90 to deal with the possibility thatthe Commission inquiry
initiated by Order G-54-13 resultsin these Biomethane Suppliers and other biomethane suppliers being exempt
from publicutility regulation under Part 3 of the UCA. The Biomethane Purchase Agreements would thenfall
within the definition of “energy supply contract” and the decision process undersection 71.

Giventhe unique circumstances, the Commission decided with the support of the participants that the SRP
should considerthe Biomethane Purchase Agreements underboth sections 59to 61 and section 71. The SRP
record therefore includes afull reviewunderboth sets of decision-making criteria. The Commission has also
decidedthatitwould be helpful and efficienttoissue a contingent decision under sections 71and 90 to avoid
furtherregulatory processinthe eventthatthe G-54-13 Inquiry resultsin a Part 3 exemption forthese
Biomethane Suppliers.

Section 90 reads as follows:

Commencementof orders

90(1) Inan order or regulation, the commission may direct that the order or regulation or part of it
comesintooperation:

(a) at a futuretime;

(b) on the happening of an event specifiedinthe orderorregulation; or

(c) on the performance, to the satisfaction of the commission, by aperson named by itof a term
imposed by the order.

(2) The commission may, inthe firstinstance, make aninterim order, and reserve further direction for
an adjourned hearingorfurtherapplication.

FEI requests pursuantto section 71 of the UCA, acceptance of the Biomethane Purchase Agreements as
describedinsection 7 of the FEI Application and filed in Confidential Appendix J, Exhibit B-1-1:

1. TheBiomethane Purchase Agreement with Earth Renu dated September 21, 2012, and as amendedin
the Amending Agreement dated February 21, 2013;
2. TheBiomethane Purchase Agreement with Dicklands dated November 30, 2012; and
3. The Biomethane Purchase Agreement with Seabreeze dated September 16, 2012.
The redacted versions of the Biomethane Purchase Agreements are entered as Exhibit B1-5-1.
By Order G-194-10 and the accompanying Decision dated December 14, 2010, the Commission ordered that that

future two-year pilot program biomethane program supply contracts for the purchase of biogas or biomethane
that meet prescribed criteriawould meet the requirements of sections 71(1)(a) and (b) of the UCA.

The prescribed criteriafrom Order G-194-10 are:

1. Maximum price for delivered biomethane of $15.28/GJ;

Biomethane Third-Party Suppliers Regulatory Process
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The supply contract is at least 10 years in length;

FEI has, by agreement, retained final control overinjection location;

FEl is satisfied that the upgrade technology is sufficiently proven;

FEl has, by agreement, reserved the right torefuse gas if customersafety orassetintegrityis at stake;
The partner isa municipality, regional district or other publicauthority, oris a private party with a track
record indealings with FEl or that posts security to reduce risk of stranding;

7. Thetotal production of biomethanefromall projects undertaken under what has been approvedinthe
Decision does not exceed an annual purchase of 250,000 GJ.

ouhkwN

Subsequently, by Order G-45-13 dated March 28, 2013, the Commissionincreased the 250,000 GJ supply cap set
by Order G-194-10 to an amount sufficienttoaccommodate up to an additional 280,000 GJ of supply annually
fromthe following biomethane suppliersinthe following amounts: Earth Renu, 100,000 GJ annually; Greater
Vancouver Sewerage and Drainage District, 40,000 GJ annually; Dicklands, 70,000 GJ annually; and Seabreeze,
70,000 GJ annually.

The Commission statedin Directive 1 of Order G-29-03: “The Guidelines established in Order G-194-10 and the
accompanying Decision, with respecttothe criteriaforsupply contracts to meetthe filingrequirementsin
sections 71(1)(a) and 71(1)(b) of the Act, including the pilot price cap of $15.28 perGlJ, will apply tothe
evaluation of these contracts.” Insummary, the Biomethane Purchase Agreements are to be evaluated using
the criteriasetout for the two-year pilot programin Order G-194-10 except forthe increased supply cap
approved by Order G-45-13.

The Biomethane Suppliers and the Interveners at the SRP all support acceptance of the Biomethane Purchase
Agreements.

Commission Determination

The Commission Panel is satisfied that each of the Biomethane Purchase Agreements meets the energy supply
contract criteria set forth in Commission Orders G-194-10, G-29-13, and G-45-13, and should be accepted in
the eventthat the G-54-13 Inquiry resultsin a Part 3 exemption forthe Biomethane Suppliers.

If, subsequentto this order, a Biomethane Supplieris exempted from section 61 of the UCA, then, pursuant to
subsection 90(1) of the UCA, the following directive will apply to that Biomethane Supplier effective the date
the exemption comesinto effect:

e The approval of the Biomethane Purchase Agreements as rate schedules forthe proposed biomethane
supply service pursuant to sections 59 to 61 is cancelled; and

e Pursuant to section 71 of the UCA and the Commission’s Rules for Natural Gas Energy Supply
Contracts, the Commission accepts for filing the Biomethane Purchase Agreementand any
amendments between FEl and that Biomethane Supplier

Biomethane Third-Party Suppliers Regulatory Process



