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IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473

and

FortisBC Energy Inc.
Annual Review of 2016 Delivery Rates

BEFORE: H. G. Harowitz, Panel Chair/Commissioner

D. A. Cote, Commissioner December 7, 2015
D. M. Morton, Commissioner

ORDER

WHEREAS:

A.

On September 15, 2014, the British Columbia Utilities Commission (Commission) issued its Decision and Order
G-138-14 approving for FortisBC Energy Inc. (FEI) a Multi-Year Performance Based Ratemaking (PBR) Plan for
2014 through 2019 (the PBR Decision). In accordance with the PBR Decision, FEl isto conduct an Annual Review
process to set rates for each year;

As part of the FEI Annual Review of 2015 Delivery Rates Decision issued on May 27, 2015, the Commission set out

a default regulatory timetable template for future annual reviews. In accordance with this default regulatory
timetable template, FEI filed a proposed regulatory timetable for the review of the 2016 annual review material
in advance of filing its 2016 annual review application;

On August 20, 2015, the regulatory timetable for the FEI Annual Review of 2016 Rates proceeding was
established by Order G-138-15 and included, among other things, an anticipated date of September 4, 2015 for
FEI to file its 2016 Annual Review materials;

On September 3, 2015, FEI submitted its Annual Review for 2016 Rates Application materials (Application);

The following interveners registered in the proceeding:

e Commercial Energy Consumers Association of British Columbia;
e Canadian Office and Professional Employees’ Union, Local 378;
e BCSustainable Energy Association and the Sierra Club of British Columbia; and

e British Columbia Old Age Pensioners’ Organization, et al.;
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F. Inaccordance with the Regulatory Timetable established by Order G-138-15, the Application review process
included the following:

e one round of Commission staff and intervener information requests;
e anevidentiary update filed by FEI on October 16, 2015;

e aworkshop held on October 26, 2015, to review FEI’s 2015 performance results and the 2016 forecast
revenue requirements;

e aresponse by FEI to undertakings arising from the information requested at the workshop;
e written final submissions from interveners filed on November 9, 2015; and

e FEl's written reply submission filed on November 18, 2015;

G. The Commission has reviewed the Application and evidence filed in the proceeding and finds it necessary to make
determinations with Reasons for Decision to follow in a timely manner upon issuance of this order.

NOW THEREFORE pursuant to sections 59-61 of the Utilities Commission Act, and for the reasons to follow, the British
Columbia Utilities Commission orders as follows:

1. FortisBC Energy Inc.’s (FEI) requested interim delivery rates for all non-bypass customers effective January 1,
2016, resulting in an increase of 2.74 percent compared to 2015 delivery rates, are not approved as filed.

2. Interim delivery rates for all non-bypass customers effective January 1, 2016, as modified by the directives in this
order, are approved. Rates will remain interim pending the outcome of FEI’s current cost of capital proceeding.

3. FEl'sexisting capital structure and return on equity (ROE) is made interim effective January 1, 2016, and will
remain in force until otherwise directed by the Commission in the current FEI cost of capital proceeding.

4. FEl'srequested changes to depreciation and net salvage rates are not approved. FEl is directed to maintain
existing depreciation and net salvage rates until otherwise directed by the Commission. FEl is further directed to
submit additional information and analysis on depreciation and net salvage rate changes, as outlined in the
Reasons for Decision to follow, by February 29, 2016.

5. Establishment of the following rate base deferral accounts are approved:

a) 2015 System Extension Application deferral account; and

b) Biomethane Energy Recovery Charge (BERC) Rate Methodology Application deferral account.

6. Establishment of the 2017 Long-term Resource Plan (LTRP) Application deferral account is approved, subject to
the following limitations on inclusion of costs for external resources:

a) Eligible costs for external resources are limited to required external resources that are incremental to the
costs included in the FEI Base O&M under PBR; and
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b) A maximum of $1.050 million over two years, whereby FEl must submit any amount in excess of this to
the Commission for approval prior to committing to those excess expenditures.

7. The Rate Stabilization Deferral Account riders for Mainland customers effective January 1, 2016, in the amounts
set out in Table 10-5 in Section 10 of the Application are approved.

8. The Phase-in Rateriders effective January 1, 2016, in the amounts set out in Table 10-7 for Mainland customers
and Table 10-9 for Vancouver Island and Whistler customers in Section 10 of the Application are approved.

9. The Revenue Stabilization Adjustment Mechanism riders effective January 1, 2016, in the amounts set out in
Table 10-10 in Section 10 of the Application are approved.

10. The transfer of the balance in the FortisBC Energy (Whistler) Inc. Rider B Refund deferral account to the Residual
Rate Riders deferral account as described in Section 12.4.1 of the Application is approved.

11. Capital costs associated with the Fraser Gate IP Project as approved in Order C-11-15 are excluded from PBR Base
Capital.

12. The method used by FEI to allocate costs to FortisBC Inc. (FBC) regarding costs incurred by FEI staff handling call-
centre activity to support FBC customers is acceptable, subject to the following:

a) Ifin the future the costs being allocated to FBC from FEI for the handling of calls exceeds $100,000 in any
one year, FEl is directed to provide an analysis of various cost allocation methods and provide evidence
as to which will provide the most appropriate results.

13. FElis directed to re-calculate 2016 interim delivery rates and file revised financial schedules with the Commission
reflecting the changes outlined in this order by January 15, 2016.

DATED at the City of Vancouver, in the Province of British Columbia, this day of 7 December 2015.
BY ORDER
Original signed by:

H. G. Harowitz
Panel Chair/Commissioner

Orders/G-193-15_FEI-2016 Annual Review
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1.0 INTRODUCTION
11 Background

By Order G-138-14 dated September 15,2014, the British Columbia Utilities Commission (Commission) approved
a Performance Based Ratemaking (PBR) Plan for FortisBC Energy Inc. (FEI, the Company) covering asix-year
period commencingin 2014. A primary purpose of the PBR Plan s to create an incentive for FEl to adopt a
productivity focus and seek out sustainable operating and capital savings while maintainin g service quality as
measured by Service Quality Indicators (SQls). The PBR Plan provides foran equal sharing of any PBR-related
savings between the customerand the Company.

A keyelement of the PBRPlanis the provision foran annual review. As part of the FEI Application for Approval
of a Multi-Year PBR Plan for 2014 through 2018 Decision (PBR Decision), the Commission set outthe following
list of activitiesto be undertakenin each annual review:

1. Evaluation of the operation of the PBRPlanin the past year(s) and identification by any party of any
deficiencies/concerns with the operation of the PBR Plan that have become apparent.

2. Review of the currentyear projections and the upcomingyear’s forecast.

3. Identification of any efficiency initiatives that the Companies have undertaken, orintend to undertake,
that require a payback period extending beyond the PBR Plan period and make recommendations to the
Commission with respectto the treatment of suchinitiatives.

4. Review of any exogenous events thatthe Company orstakeholders have identified that should be put
forward to the Commission for decision as to their exclusion fromthe PBR Plan.

5. Review of the Companies’ performance with respectto SQls. Bring forward recommendationstothe
Commission where there has been a “sustained serious degradation” of service.

6. Assessand make recommendations with respectto any SQls that should be reviewed in future annual
reviews.

. .. . 1
7. Assessand make recommendations tothe Commission onthe scope forfuture annual reviews.

On September 3, 2015, FEl filedits Annual Review of 2016 Rates application (Application). FEl proposes a 2016
deliveryrateincrease of 2.22 percent over 2015 deliveryrates (updated to 2.74 percentin Exhibit B-2-1), which
equatestoan increase of approximately $13 to the annual bill foran average Mainland residential customerand
isin line with inflation.?

Under the PBR Plan’s earnings sharing mechanism, FEl proposes to distribute $5.068 million in earnings sharing
to customersin 2016. These savings are attributable to projected 2015 operations and maintenance (O&M)
expense savings as well as actual 0&M savingsin 2014 beinghigherthan projected. FEl does not projectany
savingsin capital expenditures relative tothe PBRformulain 2015 and projects that 2015 capital expenditures
will exceed the PBRformulaamount by $6.816 million.?

LFRI Application for Approval of a Multi-Year PBR Plan for 2014 through 2018 (PBR), Decision dated September 15,2014,
pp. 185-186.

% ExhibitB-2, p. 1.

* Ibid., pp. 1,4, 7.
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1.2 Approvals sought

FEI seeksthe followingapprovals pursuantto sections 59to 61 of the Utilities Commission Act (UCA):

1

Interim delivery rates forall non-bypass customers effectiveJanuary 1, 2016, resultinginanincrease of
2.22 percent (updatedtoan increase of 2.74 percentin Exhibit B-2-1) compared to 2015 common
deliveryrates, with the increase to be applied to the delivery charge, holding the basiccharge at existing
levels. Rates will remain interim pending the outcome of FEI's current cost of capital proceeding.

The creation of rate base deferral accountsforthe following regulatory proceedings:
a. 2015 System Extension Application;
b. Biomethane Energy Recovery Charge (BERC) Rate Methodology Application; and
c. 2017 Long-Term Resource Plan (LTRP) Application.

Rate Stabilization Deferral Account (RSDA) riders for 2016 inthe amounts set out in Table 10-5 in Section
10 of the Application.

Phase-In Rate Riders for 2016 in the amounts set out in Table 10-7 for Mainland customers and Table
10-9 for VancouverIsland and Whistler customersin Section 10 of the Application.

Revenue Stabilization Adjustment Mechanism (RSAM) riders for 2016 inthe amountssetoutinTable
10-10 in Section 10 of the Application.

Depreciation ratesinthe amountssetoutin Table 12-2 in Section 12 of the Application.

The 2016 revenue requirementimpact of the difference between the updated depreciation rates and
the existing depreciation rates for Fort Nelsonto be capturedinthe existing Fort Nelson Revenue
Surplus/Deficiency deferral account.

Net salvage ratesinthe amounts set outin Table 12-3 in Section 12 of the Application.

The transfer of the December 31, 2015 remaining balance of the FortisBC (Whistler) Energy Inc. (FEW)
Rider B Refund Deferral to the existing Residual Rate Riders deferral account.

These approvals will be addressed in section 2 of the Reasons for Decision.

13 Application review process

In accordance with Order G-138-15, establishingthe Regulatory Timetableforreview of the Application, the
following review process was undertaken:

One round of Commission staff and intervenerinformation requests (IRs);
An evidentiary update to the Application filed by FEI on October 16, 2015;
A workshop opento all participants held on October 26, 2015;

An opportunity for FEl to file responses to undertakings arising from information requested at the
workshop;

Written final submissions from interveners filed on November9, 2015; and

Written reply submission from FEl filed on November 18, 2015.

The followingfourinterveners registered and actively participated in the proceeding:

Commercial Energy Consumers Association of British Columbia (CEC);
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e Canadian Office and Professional Employees’ Union, Local 378 (COPE 378);
e BCSustainable Energy Association and the Sierra Club of British Columbia (BCSEA); and
e British ColumbiaOld Age Pensioners’ Organization et al. (BCOAPO).

14 Issues arising

The followingissues arose during the course of these proceedings, requiring further discussion and/or
determinations:

1. Treatmentofthe Fraser Gate Intermediate Pressure (IP) Project capital costs;
Demand forecastissues;

SQl issues;

2

3

4. Cross-utilization of FEI customer service representatives;

5. Reconciliation of depreciation and taxes to the components of the revenue deficiency; and
6

Evaluation of the PBR, including savings from full time equivalent (FTE) reductions.

Each is addressedin section 3 of the Reasonsfor Decision.

2.0 DETERMINATIONS ON APPROVALS SOUGHT

No issues were raised with respect to four of the requested approvals, and the Panel finds them to be justand
reasonable, and accordingly approves them, with no further comments providedinthese Reasons for Decision.

o RSDA ridersfor 2016 in the amounts setout in Table 10-5 in Section 10 of the Application.

e Phase-InRate Riders for 2016 in the amounts set out in Tables 10-7 for Mainland customers and Table
10-9 for Vancouver Island and Whistler customersin Section 10 of the Application.

e RSAM riders for 2016 in the amounts set out in Table 10-10 in Section 10 of the Application.

e The transfer of the December31, 2015 remaining balance of the FEW Rider B Refund Deferral to the
existing Residual Rate Riders deferral account.
Discussion of the remaining requested approvals is provided in the immediately following sections.

2.1 Deferral accounts

FEI proposes to create three new deferral accounts to capture the costs related to the following applications:
2015 System Extension; BERC Rate Methodology; and the 2017 LTRP. None of these applications are Certificate
of Public Convenience and Necessity (CPCN) applications. *

On June 30, 2015, FEIfiled the 2015 System Extension Application and expects toincurapproximately $325
thousandin costs related to consulting, legalfee expenditures, intervener and participant funding costs,

* ExhibitB-2, p. 56.
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Commission costs as well asrelated miscellaneous costs. FEl requests approval for these costs to be capturedin
a rate base deferral account and amortized overa two-year period commencingin 2016.”

FEI filed the BERC Rate Methodology Applicationin August 2015. FEl expects toincur $75 thousandin costs
related tothe application and points out that the actual costs will be dependent on the process and the number
of participants. FEl requests approval to capture the costsin a rate base deferral accountand to amortize the
costs overa one-year period in 2016.°

FEl isalso seekingadeferral accountforthe 2017 LTRP Application to capture the costs of required external
resourcesthatare incremental tothe costsincluded in FEI's Base O&M under PBR. Previously, incremental costs
incurred fordevelopment of the 2014 LTRP were approved inrates as part of the FortisBC Energy Utilities (FEU)
2012-2013 Revenue Requirements Decision.” However, in the subsequent PBR Decision, the Commission
directed FEl to remove these incremental LTRP costs from FEI’s Base O&M.®

FEl states: “...inthe 2014 LTRP Decision the Commission directed FEI to conduct additional activities and
analyses forthe 2017 LTRP that were not required forthe 2014 LTRP.”® FEl also states that in the 2015 Annual
Review Decision, the Commission agreed that requiring these incremental activities would resultin additional
costs that were unanticipated in the PBR Decision but requested that FEl provide additional detail concerning
these incremental expenditures priorto approving the LTRP deferral account. Thisinformation has been
providedin Appendix C2 of the Application. FEl forecasts total expenditures forthe 2017 LTRP to be capturedin
the requested deferral account of $1.050 million with $0.505 million incurredin 2016. FE| states that this
deferral account will only capture actual final amounts for third-party consultants."

Intervener submissions

With specificreference tothe BERC Rate Methodology Application, CECraised concern with granting deferral
account treatmentto non-CPCN application costs. CEC submitsthat FEl hasrelied onits own presumptions and
has presented no evidence that the PBR Decision contemplated non-CPCN application costs as a flow through
item, nor has it provided history verifyingits position. CEC continues by stating that if the Commission is satisfied
that deferral accounttreatment has been granted for non-CPCN regulatory costs and it was intended that such
costs would be outside the PBR Base O&M,, itis suitable fordeferral accounttreatmentto be applied. Otherwise
it isappropriate forthe Commission to deny deferral accounts forthese items. **

Concerningthe 2017 LTRP Application, CECsubmits “it would be difficult to determineif there are potentially
any activitiesin completingthe 2017 LTRP that would normally be included inthe O&Mbase...” However, CEC
notesthe evidence onthe recordis that only incremental costs will be capturedinthe LTRP deferral accountand
submits that FEI has provided ssignificantjustification forits position. CECtherefore recommends approval of the
LTRP deferral account.™

BCSEA supports FEI'srequest for deferral account treatment for both the BERC Rate Methodology Application
and the 2015 System Extension Application. BCSEA statesithas a stronginterestinthe FEI2017 LTRP meeting

> Ibid., p. 57.

® Ibid.

’ FEU 2012-2013 Revenue Requirements Application (RRA), Order G-110-12 with reasons for decision dated August 16,
2012, p. 59.

8 FEI PBR Decision, dated September 15,2014, p. 210.

% ExhibitB-2, p. 57.

% bid., pp. 57-59.

' CEC Final Submission, pp. 14-15.

2 Ibid., pp. 15-16.
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expectationsasintroduced in the 2010 LTRP Decision. Accordingly, BCSEA supports Commission approval of a
deferral accountforincremental spending on outside resources to prepare the LTRP. Itis satisfied that FEl “has
established thatthe incremental spendingis notincludedin the PBRO&M spendingandis required for FEl to
meet the Commissions requirements forthe content of the 2017 LTRP.”*

FEl reply

FEIl states that CEC’s submission regarding FEl not providing evidence thatthe PBR Decision contemplated
inclusion of non-CPCNapplication costs to be a flow throughitemisincorrect. FEl asserts that deferral accounts
have been consistently granted to capture external costs related to regulatory applications both before and
during PBR. Given this practice, FEI submits these costs clearly could not have been within the Base O&Mfor
PBR. In support of its position, FEI cites comments from the PBR Decision where the Commission approved the
establishment of the 2014-2018 PBR Application Costs Deferral Account, stating “[t]he Panel considers this
treatmentto be consistent with past deferral accounts approved forapplication-related costs.”**

FEI submits CEC's comments concerning the difficulty of determining whetherthere are activities in completing
the 2017 LTRP that should be inthe Base O&M are incorrect. FEl asserts that the Commissioninits 2010 and
2014 LTRP Decisions directed the incremental activities being undertaken in the 2017 LTRP. Further, FEl states
that the incremental funding for completion of the 2014 LTRP “were explicitly removed from FEI’s Base O&M.” **

Commission determination

There are twoissues raised concerning the approval of the three application deferral account requests as
proposed by FEI. The first of these is whether deferral accounts to capture external costs related to regulatory
applications have been granted as a matter of regulatory practice and were thus contemplated withinthe PBR
Decision as qualifying as a flow throughitem. The second refersto FEI's specificrequest forapproval of an
estimated $1.050 million of incremental costs to employ outside resources to completethe 2017 LTRP.

i) Application costdeferral accounts

The Panel finds the practice of approving deferral accounts to capture external costs related to the
preparation of an applicationis warranted within the PBR and should not be included as part of Base O& M.
Accordingly, the Panel approves deferral account treatment as proposed by FEI for the BERC Rate
Methodology and the 2015 System Extension Review Applications. The Panel notes that the practice of
deferring external costs related to the preparation of regulatory applicationsis consistentand longstanding. In
the past there hasbeen no distinction among application cost deferral accounts related to CPCNs as opposed to
othertypes of applications. Furtherthere have been no compellingreasons raised in this proce eding that
suggest this practice should change.

ii) Incremental resourcesforthe 2017 LTRP

The Panel approves FEI's request for approval of the 2017 LTRP Application deferral account to capture the
costs of required external resources that are incremental to the costs includedin FEI's Base O&M under PBR.
The issue of providing additional resources was raised in the 2015 Annual Review where FEl was requested to
provide additional detail concerning expenditures. This has been provided in Appendix C2 of the Ap plication.
The Panelis satisfied that funds for the these incremental costs are notincludedin FEI’s Base O&M and the

'3 BCSEA Final Submission, pp. 1-2.
' FEI PBR Decision, dated September 15,2014, p. 231.
"> FEIl Reply, pp. 23-24.
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requested deferral accounttreatmentis appropriatein thisinstance. Additionally, the Panel notes that both CEC
and BCSEA expressed support for FEI's proposed deferral account treatment of these incremental costsand no
otherintervenerraised concerns.

FEI estimates the cost of third party consultants to assist with preparatory work forthe 2017 LTRP Applicationto
be $1.050 million (overtwoyears). The Panel considers this amount to be a ceiling and directs FEI to submit
any amount in excess of this to the Commission forapproval prior to committing to expenditures.

2.2 Depreciation and net salvage rates

As part of the Application, FEl filed an updated depreciation study (Appendix D-1of the Application) based on
FEI's gas plant-in-service as of December 31, 2014. Consistent with FEI's previous depreciation study filed as part
of the FEU 2012-2013 Revenue Requirements Application (RRA), FEl contracted Gannett Fleming Valuation and
Rate ConsultantsInc. (Gannett Fleming)to perform the review of FEI’s depreciation and net salvage rates.

Based on the Depreciation Study recommendations, FEI proposes to decrease the average composite
depreciation rate from 3.19 percentto 3.06 percent, resultingin adecrease to depreciation expense of $6.9
millionin 2016. FEI further proposestoincrease the composite netsalvagerate from 0.44 percentto 0.64
percent, resultingin anincrease to net salvage expense of $10.1 million in 2016. The overall impact of the
proposed changes, including the changes to the Contributionin Aid of Construction (CIAC)amortization rate, is a
netincrease in depreciation and amortization expense for 2016 of $5 million compared to 2015. *°

In FEI'srecentrevenue requirement applications where depreciation studies have been filed, issues have been
raised and explored related to the quantum of depreciation rate changes, asset losses, and the collection of net
salvage. Inthe current proceeding, similarissues were explored by Commission staff and interveners. These
issuesandthe resulting determinations are described in the following subsections.

2.2.1 Depreciationrates

FEI'srecent history of depreciation studiesis as follows:
e 2009 depreciationstudy filed as part of the FEU 2012-2013 RRA;
e 2007 depreciation studyfiled as part of the FEI (then Terasen Gas Inc.) 2010-2011 RRA; and

e 1998 depreciation study filed as part of the 2000 RRA."’
All of these studies recommended increases to depreciation rates.

The recommended depreciation rate increasesin the 1998 depreciation study were notadopted into rates.
However, the study was used toimplement depreciation rate changes to some asset classes commencingin
2004, which was the firstyear of FEI’s previous PBRterm.*®

The depreciation rate increases recommended by the 2007 study were approved as part of a negotiated
settlement agreement (NSA) which the Commission approved pursuantto Order G-141-09. As part of the NSA,
FEl agreedto file anew depreciation study with its next RRA. This new study (the 2009 depreciation study)
recommended afurtherincrease to FEI's depreciation rates that was subsequently approved by the Commission

'® ExhibitB-2, pp. 112-113,116.
7 ExhibitB-5, BCUC IR 1.27.5.
18 .

Ibid.
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inthe FEU 2012-2013 RRA Decision.’

Departing from the recommendationsin the previous three depreciation studies, the current depreciation study
recommends adecrease tothe composite depreciation rate startingin 2016.

When asked ifitiscommon for utilities to experience ageneral depreciation rate decrease following a period of
higher depreciation rates, Gannett Fleming responded that “generally, it is not common.”*° In explanation,
Gannett Fleming submitted the following:

The experience of FEl can be attributed to the relatively longtime periods between the
completion of depreciation studies... Priorto the 2007 depreciation study, a full study was last
completedin 1998, so that there was a gap of nine years between studies. As aresult of this,
rates were increased significantly by the 2007 depreciation study to catch-up forthe under
depreciation of assets that had occurred overthe nine yeartime periodsince the laststudyin
1998.*

Duringthe Annual Review Workshop, FEl was asked to provide an updated table of asset losses similarin format
to atableitfiledinits PBR Application. Inthe PBR Application, FEl provided the following explanation regarding
the assetlossesshowninthattable:

[T]he asset classes with the largest forecast losses are Distribution services, mains and meters,
accounting formore than 90 percent of the $6 million loss forecast for 2014. These are the same
asset classes that have historically been subject to significant retirements before the assets were
fully depreciated...”?

As indicated by the preceding quote, asset losses occurif/when assets are retired before they have been fully
depreciated. Of note, the removal costsincurred by the utility to retire assets are notincluded in the calculation
of assetlosses, butratherin net salvage rates, discussed subsequently in section 2.2.2 of these Reasons for
Decision.

Table D3-2 inthe PBR Application shows that the aforementioned three asset classes (473 - Services,

475 - Mains, 478 - Meters) have incurred netasset losses in each year from 2003 through 2012.% For 2013 and
2014, these asset classes have continued to experience netasset losses.** In explanation of the 2013 and 2014
netassetlosses, FEl submits the following:

The 2013 actual losses as showninthe table above are higherthanthe forecast due to
retirement of compressors at the Kingsvale Compressor Station, and to a higher number of
metersretired than had beenforecast. The 2014 actual losses as shown inthe table above are
also higherthanthe forecast due toretirements of Transmission mains forthe Gateway
project.”®

¥ FEU 2012-2013 RRA, Order G-110-12 with reasons for decision, dated August 16, 2012, pp. 80-81.
%% ExhibitB-5, BCUC IR 1.27.4.1.

Y Ibid.

22 EE| PBR, ExhibitB-1, p. 273 [Emphasis added].

>3 |bid., Table D3-2, p. 271.

** |bid., Table D3-3, p. 273; ExhibitB-13, Undertaking No. 6.

>> ExhibitB-13, Undertaking No. 6.
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Despite continual net assetlosses, Gannett Fleming recommends anincrease tothe average service life of Asset
Class 475 - Mains, whichisdescribed in the depreciation study as the “largest account studied and represents
25% of FortisBC’s depreciable plant.”*® The impact of increasing the average service life of Asset Class 475 (and
therefore decreasing the depreciation rate) is adecrease to depreciation expense of $300,545.%’

There are otherinstancesin which Gannett Fleming has recommended increases to the average service life of
assetclasses (i.e. depreciation rate decreases) or no change to the average service life, despite a history of net
assetlosses. Some examples are:

o GannettFlemingrecommends no change in depreciation rate for Asset Class 465 - Transmission —
Pipeline, which represents approximately 22 percent of the depreciable plant studied *® despite
historical results showing that this account has experienced net assetlossesin every yearfrom 2003
through 2014.%°

e GannettFlemingrecommendsincreasesto the average service lives for Asset Classes 467 - TP
Measuring & Regulating Equipmentand 477 - DS Measuring & Regulating Equipment whichresultin
depreciation rate decreases of 1.87 percentand 1.66 percent, respectively.>® However, based on
historical results, these accounts have experienced netassetlossesin every yearfrom 2003 through
2014 (an exception tothisisin 2003 where Asset Class 477 experienced anetgain).*'

Gannett Fleming confirms thatall else being equal, lower depreciation rates resultinalongertime period over
which the assets are depreciated and recovered.*’ However, Gannett Fleming submits that underthe average
service life methodology, increasing the expected length of an asset class’ depreciation period does not
potentially increasethe likelihood of early retirementsin an asset class. In explanation, Gannett Fleming s ubmits
the following:

The average service life methodology recognizes that some assetsin the classes will be retired
laterthan the estimated average life and some will be retired earlier. Increasing the estimated
life by itself does not potentially increase the likelihood of early retirements. Rather, as
successive Depreciation Studies are undertaken and the experience of asset retirementsis
known, more early retirements than expected will decrease the depreciation period, or
conversely, more later retirements than anticipated will increase the depreciation period.*?

As noted by FEl in response to Undertaking No. 6 from the Annual Review Workshop, the Company originally
forecast netassetlossesfor2013 and 2014 of $5.9 million and $6.0 million, respectively. By contrast, actual net
assetlosses forthese years were substantially higher at $8.4 millionin 2013 and $7.3 millionin 2014.**
Intervener submissions

None of the interveners oppose the proposed decreasein depreciation rates.

26 ExhibitB-2, Appendix D-1, p. I1-4.

%’ Ibid., Table 12-2, p. 114.

*8 ExhibitB-2, Appendix D-1, p. I1-5.

% FEI PBR, ExhibitB-1, Table D3-2, p. 271; ExhibitB-13, Undertaking No. 6.
%% ExhibitB-2, Table 12-2, p. 114.

*L FEI PBR, ExhibitB-1, Table D3-2, p. 271; ExhibitB-13, Undertaking No. 6.
32 ExhibitB-5, BCUC IR 1.27.1.

** Ibid., BCUC IR 1.27.2.

** ExhibitB-13, Undertaking No. 6.
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2.2.2 Netsalvage rates
Gannett Flemingrecommends anincrease tothe composite net salvage rate of 0.2 percent whichincreasesthe
2016 netsalvage expense by $10.1 million.>

The asset categories which account for the majority of the increase in net salvage costs are:**
e AssetClass 465 - TP Transmission Pipeline
e AssetClass473 - DS Services
e AssetClass 474 - DS Meters/Regulators Installations

e AssetClass475 - DS Mains
Gannett Fleming confirms that, consistent with other utilities in the Canadian natural gas utility industry, part of
the driverofincreased netsalvage is higherasset retirement costsin recentyears. Gannett Fleming attributes
the causes of increased net salvage to anumber of factors, including the following:

e Newassetclasses, mainly attributableto Mount Hayes, have been assigned net salvage rates forthe
firsttime due to notbeingin-service at the time of the last depreciation study;

e Increasedretirement costs since the last depreciation study for specific projectsin Asset Class 465,
such as transmission pipelinerelocation activities in 2014 requiring the removal of old pipe;

e Increased retirement costsin Asset Class 473 due to FEI's focus on retiringinactive distribution
service lines. Factors contributing to the increased costs forretiring services lines were the practice
of cuttingthe service line atthe main for safety reasons instead of at the property line and increased
costs frominflation; and

e Theinitiation by the provincial government, municipalities, other utilities and FEl to upgrade
distribution maininfrastructure as wellas FEl initiating a program to replace distribution mains
havinga highrelative risk of pipe failure. As aresult of these programs and the congested locations
of many of the mains, higherretirement costs are beingincurredin orderto adjust facilities to meet
other parties’ requirements and to install new distribution mainsin permitted locations. >’

Intervener submissions

BCOAPO arguesthat the proposedincreasesin netsalvage are “insufficiently justified” and recommends the
changesto netsalvage be denied. BCOAPO submits that FEl and Gannett Fleming did not adequately respond to
its IR request fora “full and complete evaluation of the research and analysis conducted by Gannett Flemingin
support of the recommended salvage costs.”*® BCOAPO also points to a statement made by Gannett Fleming
whichindicates that the estimates of net salvage were based “primarily on professional judgment.”>’

No otherinterveners opposed the proposed changes to net salvage rates.

*° ExhibitB-2, Tables 12-1 and 12-3, pp. 113, 117.
*® Ibid., Table 12-3,p. 117.

37 ExhibitB-5, BCUC IR 1.28.1.

%% Exhibit B-6, BCOAPO IR 1.6.1.

39 BCOAPO Final Submission, p. 6.



APPENDIX A
to OrderG-193-15
Page 12 of 28

FEl reply

FEl argues that BCOAPOQis basingits recommendation ona “selectivereading of FEI's evidence” and points to
BCOAPQ's statement that estimates of net salvage were based primarily on professional judgmentas an
example of this. FEl submits thatin itsresponse to BCOAPO IR 1.6.1, it described asix step process used to
estimate net salvage percentages and that only one of these stepsinvolved discussions with FEI staff or the
professional judgement of Gannett Fleming.*

FEI agrees with BCOAPO thatin many cases, the recommendation for net salvage percentagesin the
depreciation study will not match exactly to the historical net salvage percentages. Thisis due to the Company
and Gannett Flemingtakinga “conservative approach” to transition to higher netsalvage rates overtime and
therefore recommending “lower net salvage rates than the historical analysis alone supported.”**

With regards to BCOAPQ’s assertions that FEl did not provide “afull and complete explanation of the research
and analysis conducted by Gannett Flemingin support of the recommended salvage costs”, FEI submits:

Even thoughthisinformation had been provided in the 2014 Depreciation Study, FEI
summarizedthe informationinthe responseto BCOAPO 1.6.1 ratherthan simply refertothe
study. FEl is not aware of any otherinformation it could have provided by way of ‘research.”**

Commission determination

The Panelis not persuaded that the proposed changesto depreciation and net salvage rates have been
adequately justified. Based on our review of the evidence collected in this proceeding, the Panelfinds that
certainissues have notbeen sufficientlyaddressed and as a result, we are unable to make a determination on
whetherthe proposed depreciation rate changes are appropriate. Of particularconcernis the number of
instances where Gannett Fleming has recommended changesin depreciation rates which do notappearto be
supportedinevidence.

Therefore, the Panel does not approve the changes to depreciation rates and directs FEI to maintain existing
depreciation rates until otherwise directed by the Commission.

The Panel notes that the recommendations for net salvage rate changes are also based on the findings of the
depreciation study and that the findings on depreciation and net salvage rates are likely interconnected.
Therefore, the Panel directs FEI to maintain net salvage rates at existing rates until otherwise directed by the
Commission.

FEl is further directed to submit additional information and analysis on depreciation and net salvage rate
changes to the Commission by February 29, 2016.

In particular, the Panel requests that FEl address the following questions inits filing:

Question #1 (Asset Class 475):

(a) What specificinformation/dataled GannettFlemingtorecommend anincrease tothisassetclass’s
average service life?

O EE| Reply, p. 38.
*1 bid., pp. 40-41.
*2 |bid., pp. 39-40.
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(b) How isthe recommendedincreasetothe average service life of Asset Class 475 consistent with the
past twelve years of historical netassetlosses experienced in this asset class?

(c) Please explain how the recommendations and findings in the depreciation study to decrease the
depreciation rate align with the increased retirement activities described in response to
BCUC IR 1.28.1 of this proceeding.

Please considerand reference the following statements from the Depreciation Study and BCUCIR 1.28.1 when
responding to Question #1:

Page II-4 of the Depreciation Study: “Since the last study, this account has continued toincur

retirements ata consistent rate which provide forareliable statistical indication of average service life
characteristics.”

BCUC IR 1.28.1: “Startingaround 2010, the provincial government, municipalities, other utilities and FEI
initiated significant projects and programs to upgrade infrastructure... At the same time, FEl initiated a
program to replace distribution mains having high relative risk of pipe failure.”

Question #2 (Asset Class 465):

(a) How does GannettFleming’s recommendation to maintain the existing depreciation rate correlate
to the past twelve years of historical net assetlosses experienced in this asset class?

(b) Please explain how the recommendations and findings in the depreciation study regarding this asset
class’ depreciationrate align with the increased retirement costs described in response to BCUC IR
1.28.1.

Please considerand reference the following statements from the Depreciation Study and BCUCIR 1.28.1 when
responding to Question #2:

Page II-5 of the Depreciation Study:

The Retirement Rate Analysis as presented at pages V-17and V-18 of this report and discussions
with the operations and engineering staff have indicated that to date the pipe has experienced
onlya limited level of retirement activity... The company has indicated that there are no major
replacements expected during the immediate planning horizon and that the historical
indications are indicative of the future.

BCUC IR 1.28.1: “Since the last depreciation study in 2009, retirement costs have increased forthe
period 2010-2014 with notable increases experiencedin 2011 and 2014 for specific projects...”

Question #3 (Asset Classes 467 and 477):

(a) What specificinformation led to Gannett Flemingrecommendinganincrease tothese asset classes’
average service lives?

(b) How isthisrecommendation consistent with the pasttwelveyears of historical netassetlosses
experiencedintheseassetclasses?

Question #4:

For the five asset classes which have experienced the largest historical netlosses since 2003 (Asset Classes 465,
473, 474, 475 and 478), does Gannett Fleming expect that at some pointinthe future the trend of netlosses will
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reverse and that these asset classes will start exhibiting net gains? If yes, please explain when the netgains are
expected tostarting occurring. If not, please explain why not.

Question #5:

Please compare the proposed depreciation rates for the following FEl asset classes to the depreciation rates for
the same (or similar) asset classes of otherlarge Canadian gas utilities:

e AssetClass465 - TP Mains

e AssetClass 467 - TP Measuring & Regulating Equipment
e AssetClass473 - DS Services

e AssetClass475 - DS Mains

e AssetClass 477 - DS Measuring & Regulating Equipment
e AssetClass478 - DS Meters

The rate impacts of any changes to depreciation and net salvage rates arising from the Commission’s review
of the additional information and analysis outlined above shall be incorporated into FEI's proposed delivery
rates for 2017 as part of the Annual Review of 2017 Rates. Therefore, 2016 delivery rates will not be adjusted
to reflect changes, if any, to FEI's depreciation and net salvage rates and will instead take effect commencing
in 2017.

In light of the immediately foregoing determinations, FEI's request to capture the impact of the difference
betweenthe updated depreciation rates and the existing depreciation rates for Fort Nelsonin the existing
Fort Nelson Revenue Surplus/Deficiency deferral account is rendered moot, and therefore the Panel makes no
determination on this request.

The Panel notes that the complexity and breadth of material contained in adepreciation study does not easily
lenditselftothe PBRannual review processasitis currently structured. The Panel recommends that for future
PBR annual reviews, depreciation studies be treated as separate filings from the annual review applications.

2.3 Interimdeliveryrate approval

FEl requests approval of interim delivery rates forall non-bypass customers effective January 1, 2016, resulting
inan increase of 2.74 percent comparedto 2015 delivery rates, withthe increase to be appliedtothe delivery
charge, holding the basiccharge at existinglevels.*

FEI requests that rates remain interim pending the outcome of FEI’s current cost of capital proceeding.** Inthe
cost of capital proceeding, FEl requests to change the common equity component of its capital structure to 40
percentand to increase its return on equity (ROE) t0 9.5 percent, effective January 1, 2016.*°

** ExhibitB-2-1.
** ExhibitB-2, p. 2.
> FEl Application forits Common Equity Component and Return on Equity for 2016, ExhibitB-1, Appendix D.
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Commission determination

The Panel does not approve FEI's requested interim delivery rates for 2016 as filed. As describedinsection 2.2
of these Reasons for Decision, the Panel does not approve FEI's requested changes to depreciation and net
salvage rates. Accordingly, interim delivery rates for all non-bypass customers effective January 1, 2016, as
modified by the adjustments to the 2016 revenue requirements resulting from the Panel’s determinations on
depreciation and netsalvage rates, are approved.

FEI's requestfor 2016 deliveryratesto remaininterim pending the outcome of the cost of capital proceeding
is approved. FEI's existing capital structure and ROE is made interim effective January 1, 2016, and will remain
in force until otherwise directed by the Commissionin the current FEI cost of capital proceeding.

FEl is directed to re-calculate 2016 interim deliveryrates and file revised financial schedules with the
Commissionreflecting the changes outlined in these Reasons for Decision by January 15, 2016.

3.0 DETERMINATIONS ON ISSUES ARISING
3.1 Treatment of Fraser Gate IP Project capital costs

On October 16, 2015, this Panelissued aletterthat expandedthe scope of the current PBR Annual Review
proceeding “in orderto reach definitive conclusions onissues relatingto whetherthe Fraser Gate IP Project
should be excluded from FEI’s PBR Base Capital.”*

The issue arisesfrom decisions rendered in two somewhat parallel Commission proceedings. First,in the FEI
Applicationfora CPCN for Approval of the Lower Mainland Intermediate Pressure System Upgrade Project
Decision (LMIPSU Decision) issued on October 16, 2015, the Fraser Gate IP Project component of the overall
project (estimated to cost $18 million at the time of the original application) was adjusted during the course of
that proceeding and ultimately approved ata cost of $9 million.*” Second, in the FEI-FBC Multi-Year PBR Plans
for 2014 through 2019 approved by Decisions and Orders G-138-14 and G-139-14 Capital Exclusion Criteria
under PBR (PBR Capital Exclusion Criteria) proceeding, the Commission increased the materiality threshold from
S5 millionto $15 million for determining whether capital costs are eligible for exclusion from FEI’s formula-
driven capital spending.*®

Thus, the question of whether the Fraser Gate IP Project should be excluded from FEI’s PBR Base Capital hinges
on resolvingtwo questions:

e Shouldthe LMIPSU Project be regarded as a single CPCN ortreated as two discrete CPCNsforthe
purpose of thisissue?

e Andiftreatedas discrete CPCNs, do the revised capital exclusion criteriaapply to the Fraser Gate IP
Projectat itsapproved cost of $9 million?

*® ExhibitA-5, p. 1.

* FEl Application fora CPCN for Approval of the Lower Mainland Intermediate Pressure System Upgrade Project (LMIPSU),
Decision dated October 16, 2015, p. 53.

*8 EEI-FBC Multi-Year PBR Plans for 2014 through 2019 approved by Decisions and Orders G-138-14 and G-139-14 Capital
Exclusion Criteriaunder PBR (PBR Capital Exclusion Criteria), Order G-120-15 with reasons for decision, dated July 22, 2015.
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3.1.1 Shouldthe LMIPSU Project be regarded as a single CPCN or as two CPCNs?

FEl states that it does not dispute that the Coquitlam Gate IP and Fraser Gate IP Projects can be justified on their
own merits.*’ FEl goes on to say that there is compelling rationale for grouping the projects under one CPCN, as
summarized below.

e Both replace existing pipe along sections of the two primary pipelines supplying gas to the Metro system
inorder to improve safety and systemreliability.

e Both share common attributesinterms of design, routing process, materials procurementand
specialized construction and installation techniques.

e Withthe Coquitlam Gate IP Projectin place, it will be possibleto execute the Fraser Gate IP Project
without needingtoresortto a costly bypass.

e Economies of scale can be achieved by usingthe same contractorand by executingthe Projectsin
parallel.>®

BCOAPO submits that “each of the factors identified relate to work flow, ratherthan to the propriety of
groupingthe Projectstogetherforthe purposes of a CPCN application... The potential cost savings identified by
FEl relate towork flow... The fact that projects can be scheduled in away that creates efficiencies does notturn
separate projectsintoasingle project.”**

CEC challenges “the appropriateness of combining the two projectsinto asingle CPCN, and submits that the
projects could still be constructed together without combining the CPCNs.”>?

Commission determination

For the purposes of determining whetherthe Fraser Gate IP Project costs are excluded from FEI's PBR Base
Capital, the Panelfinds that the Fraser Gate IP Project is to be treated as a discrete Project (i.e. asseparate
fromthe Coquitlam Gate IP Project that was part of the same CPCN).

Whereas FEl has put forward a number of areas where costs can be reduced by managingthe projectsin
parallel, we are not persuaded that these benefits arise fromacommon CPCN as opposed to prudent

management of two (arguably similarand/orrelated) discrete projects.

3.1.2 Do therevised capital exclusion criteriaapply to the Fraser Gate IP Project?

As noted, twoimportant changestook place in the course of events: the costs for the Fraser Gate IP Project
wentfrom $18 million to $9 million; and the capital exclusion criteria materiality threshold went from $5 million
to $15 million.

The timeline of eventsistherefore a critical elementin determining what rules should apply to this situation.

*9 FEI Reply, p. 30.

> Ibid., p. 31.

>1 BCOAPO Final Submission, pp. 7-8.
>% CEC Final Submission, p.11.
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Parallel Applications — Key Events Time Line

LMIPSU CPCN

PBR Capital Exclusion Criteria

12/19/14: Application filed

Replace two segments of the LMIPSU system, at
total cost of $263M, including $18M forthe Fraser
Gate Project (FGP)>?

1/30/15: Applicationfiled
Set FEI’s PBR capital exclusion threshold at $15M

54

4/24/15: FEl reply argument
Adjustmentto base capital notrequired, as FEI
does notanticipate any CPCN projects withinthe
$5M to $15M range during the PBR period®’

4/30/15: Evidentiary update
FGP cost revised to $9M in as spent dollars*®

5/26/15: CEC IR-2 questions filed
Includes questions on PBR Capital Exclusion if FGP
viewedonitsown

6/18/15: FEl replyto CEC IR-2, including:
Question of excluding FGP from Base Capital is
hypothetical: FGPis part of a larger CPCN that is
clearly above threshold; evenif FGPis considered
on its own the Capital Exclusion Decision should be
seenasapplying prospectively to future CPCN
Applications, and not to this or prior CPCN
Applications™

7/22/15: Decisionissued
Exclusion criteriathreshold increased to $15M°®

7/31/15: Intervenerarguments
BCOAPO and CEC argue that, pursuantto the new
capital threshold of $15M, the Commission should
consider whetherthe FGP should be excluded from
PBR Base Capital®’

8/14/15: FEl reply argument
FEI's positionin the Capital Exclusion Application
that there were no projects with the $5M to $15M
range took into consideration that the FGP was
part of a larger (LMIPSU) CPCN

>3 FEI LMIPSU, ExhibitB-1, p. 1.

>* FEI-FBC PBR Capital Exclusion Criteria, ExhibitB-1,p. 3.
>° FEI-FBC PBR Capital Exclusion Criteria, FEI Reply, p. 17.
> FEI LMIPSU, ExhibitB-1-6, p. 22.

>’ FEI LMIPSU, ExhibitB-14, CEC IRs 3.3, 3.4.

> FEI-FBC PBR Ca pital Exclusion Criteria, Order G-120-15 with reasons for decision, dated July 22, 2015.
>9 FEI LMIPSU, BCOAPO Final Submission, p. 16; CEC Final Submission, pp.30-32.



APPENDIX A
to OrderG-193-15
Page 18 of 28

Parallel Applications — Key Events Time Line

LMIPSU CPCN PBR Capital Exclusion Criteria

10-16-15: Decisionissued

Declinestorule onthe PBR Capital Exclusionissue,
statingthat itis nota CPCN matterand better
addressedinsidethe Annual PBR review
framework®®

No new evidence was presented within the current Application. And having reviewed the parties’ arguments
presented in this proceeding, the Panel views them as largely consistent with the positions and arguments they
brought forward in the LMIPSU proceeding.

Commission determination

The Panel determines that the Fraser Gate IP Project costs should be excluded from Base Capital.

Whenviewedinlight of the time line laid outabove, the Panel finds the following:

At the time of filing the PBR Capital Exclusion Criteria Application, FEl considered the LMIPSU
Applicationasasingle CPCN, and therefore viewed itas havingno bearing on the PBR Capital Exclusion
Criteriaproceeding.

At the time of filingitsreply argumentinthe PBR Capital Exclusion Criteria proceeding, the evidence
doesnotsupporta definitive determination as to whetherornot FEl realized that the Fraser Gate IP
Projectrevised cost estimates were at a level within the S5million and $15 million range. More
specifically, giventhe shortamount of elapsed time between this reply argument and the LMIPSU
Evidentiary Update (i.e. 6days), one might conclude that this was known inside the organization, but it
isequally plausiblethat the final cost revisions on the Fraser Gate IP Project had not yetbeen
completed.

At the time of filing the PBR Capital Exclusion Criteriafinal argument and the LMIPSU evidentiary
update, FEl was proceeding underthe premise thatin any event, the Fraser Gate IP Project was part of a
much larger CPCN application that was clearly outside the $5million and $15 million range.

The firsttime FEl was asked to considerthe implications of possibly treating the Fraser Gate IP Project as
a separate CPCN forthe purposes of the capital exclusionissuewas at the time of CEC'sfiling of its
LMIPSU IR No. 2 questions: adate well beyond the close of evidencein the PBR Capital Exclusion Criteria
proceeding.

FEI presents acompellingresponseto the CEC IR No. 2 questions explaining why FEI did not considerthe
lower cost estimate forthe Fraser Gate IP Projectas posing a potential problem with regard to the soon-
to-be released PBR Capital Exclusion Criteria Decision.

At the time the PBR Capital Exclusion Criteria Decision was released, that panel had no cause to consider
the implications of the Fraser Gate IP Project being treated as a stand-alone project that could
potentially belie FEI’s assertion that there were, in fact, no capital projects that fell into the $5 million
and $15 million range during the PBR period. Said anotherway, the first time an argument was put
forward to treat the Fraser Gate IP Project as falling within the range came only afterrelease of the PBR
Capital Exclusion Criteria Decision.

%9 EEI LMIPSU, Decision dated October 16, 2015, p. 64.
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Giventhese facts, the current Panel is persuaded that the question of excluding the Fraser Gate IP Project
capital costs from FEI’s PBR Base Capital arises only due to the two proceedings runningin parallel. Itis clear
that FEI's “silence” on the Fraser Gate IP Project during the PBR Capital Exclusion Criteria proceedingis entirely
consistent with the fact pattern above. Thus, with the benefit of hindsight, we are convinced that the justand
reasonable treatment of the Fraser Gate IP Project capital costsis to exclude these costsfrom FEI’s PBR Base
Capital.

3.2 Demand forecasts

FEl forecasts an increase in demand for 2016, with the total normalized 2016 demand projected to be
approximately 208 petajoules (PJs), which is anincrease of approximately 0.4 PJs from the 2015 approved
consumption.®*

As described by FEl in the Application, inthe FEI Application for Approval of 2015 Delivery Rates pursuanttothe
Multi-Year PBR Plan approved for 2014 through 2019 by Order G-138-14 (Annual Review of 2015 Delivery Rates)
Decision, the Commission directed FEl to analyze and reporton alternatives toits existing forecasting
methodologies, including residential and commerecial use per customer (UPC) forecasting methods and
commercial net customer additions forecasting methods.®* Pursuant to Commission letter L-30-15, FEl was
granted an extension forfiling thisinformation. As outlined in letter L-30-15, the Commission expects FEl tofile
a progress report by April 30, 2016, with the final reportfiled as part of FEI’s annual review of 2017 rates
application.

Intervenersubmissions

The onlyintervenertotake issue with FEI'sdemand forecasts is BCOAPO. The following three issues wereraised
by BCOAPO initsfinal submission:

1. Rate Schedule 23- BCOAPO submitsthatthere has been significant historical underand overforecasts
of customeradditions/losses in Rate Schedule 23 and requests that FEI specifically address thisissue in
itsreply and/oras part of its review of net customer additions forecasting methodologies to be
undertakenforinclusion as part of the annual review of 2017 delivery rates application.

2. Residential UPC-BCOAPO submitsthat FEl haslikely underforecast the 2016 residential UPCamount
and recommends that the forecast decline for residential UPCfor2016 be reducedto 1.3 gigajoules (GJ)
peryear ratherthan 1.6 GJ per year.

3. Industrial CustomerSurvey - BCOAPOis concernedthat the timing of the industrial customersurvey,
whichisbasedon a survey collected in May to June 2015, will decrease the accuracy of the 2016
industrial demand forecast. BCOAPO submits that “FEl should not have conducted the 2016 survey six
months ahead of filingthe application, whenitappears feasible to dothe survey as little as three
monthsinadvance” and requests that FEI “consider conducting the industrial survey closerto the date
of filingthe 2017 rates application.”®®

FEl reply

FEI submits thatits Rate Schedule 23demand forecastis reasonable and should be approved as filed forthe
following reasons:

1 ExhibitB-2-1, Section 11, Schedule 16.
®2 ExhibitB-2, pp. 16-18.
%3 BCOAPO Final Submission, pp. 3—4.
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e Consistentwith prioryears, FEl forecasts Rate Schedule 23 demand by multiplying the total customer
count, as opposed to customeradditions, by the use rate; therefore, the total customercountis more
relevant than customeradditions.

e Rate Schedule 23is part of the commercial rate group, which in aggregate produced demand variances
which were lowerthan the Itron survey average in four out of the past five years (the Itron survey does
not break down survey results between large and small commercial customers).

e Alternatives toforecastingcommercial customeradditions are already within the scope of FEI's demand
forecastreview to be provided inthe nextannual review.*

FEI submits that BCOAPQ’s statements regarding the 2016 residential UPC forecast “appearto be based on a
misunderstanding”, as FEI'sforecast decline in UPC for 2016 is 1.3 GJ peryear, not the 1.6 GJ peryearstated by
BCOAPO. FEl states that it is “unable to deduce the source of the 1.6 GJ peryear figure noted by BCOAPO.” *®

In response to BCOAPQ’s assertion that FEl conducted the industrial survey six months ahead of filing the
application, FEl submits thatit conducted the surveyin May to June of 2015 for the 2016 test period and filed
the Application on September 3, 2015; therefore, the survey was closed approximately two months prior to FEI
filing the Application, not six months. FEl further submits that “given the time needed to prepare the annual
review materials, it would not be possible to conduct the survey any closerto the filing date of the
application.”®®

Commission determination

The Panel approves the 2016 demand forecasts as proposed by FEI. The Panelis satisfied with FEI’s responses
to theissuesraised by BCOAPO and notes that with regards to two of the issues - residential UPCforecastand
timing of the industrial survey - itappears that much of BCOAPQO’s concerns were based on a misunderstanding
of the evidence.

With regards to the Rate Schedule 23 demand forecast, the Panelis satisfied that the forecasting methodologyis
reasonable forthe purposes of forecasting 2016 demand and reiterate s our expectation that this forecasting
methodology will be reviewed as part of FEI’s overall forecasting methodology review process as directed in the
FEI Annual Review of 2015 Delivery Rates Decision and letter L-30-15.

33 Service qualityindicators

The following three issues related to SQls were raised by interveners:
1. Reportingof greenhousegas (GHG) emissions;
2. Presentation of SQlresults; and

3. Savingsresultingfromalowerbenchmarkforthe Telephone Service Factor (Non-Emergency).
3.3.1 GHG emissions

FEI provided 2014 annual GHG emissions results. The 2014 GHG emissions were 140,507 tCO2e; an increase
overthe 2013 reported value of 127,940 tCO2e.

® FEl Reply, pp. 11-12.
®* Ibid., pp. 12-13.
* Ibid., pp. 13-14.
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BCSEA “acceptthat the annual GHG emission values for 2013 and 2014 are notdirectly comparable to values
reported from 2009 through 2012, during which period FEI’'sannual GHG emissions declined steadily.” However,
it submitsthat “[t]he difference between the two figuresisin the wrongdirection, although thisis only two
years of data.”®’

In BCSEA’sview, “FEl shouldincludeinits 2016 annual reporta description of the stepsitistakingtoreduceits
GHG emissions, along with the 2015, 2014 and 2013 annual GHG emissions results. If 2015 produces another
increase inannual GHG emissions then FEl should explain why thisis occurring.” BCSEA also submits that the
Commission should require FEI to provide information assuring that cost-effectiveness measuresincented by the
PBR regime are notresultinginincreased annual GHG emissions. ®®

FEl reply

FEI submits that BCSEA’s recommendation should be rejected, because it would not be appropriate tointroduce
this new requirementintothe PBRPlan, and that there is no compellingreasonto do so. In FEI's view, “any GHG
targets or requirements to reduce GHG emissions are amatter of publicpolicy and will be imposed by
legislation. FEI’s costs to meet such requirements would come before the Commission forreviewin the course
of annual reviews or revenue requirement proceedings.”*

FEl also pointsoutthat the PBR Plandid not include any requirement that FEl meetany SQls related to GHG
emissions and submits:

Imposing arequirement now for FEl to take stepsto reduce GHG emissions would therefore be
a new burden on FEI, which could potentially entail significant costs. It would therefore be
inappropriate tointroduce these new costdrivers on FEI's business which were not
contemplated at the time the PBR Plan was approved. (In this regard, FEI notes that BCSEA
submitsitistoo earlyinthe PBR term to make changesinthe SQls.)”

Additionally, FEl submits thatin the absence of any target or standard for GHG emissions, itis unclearby how
much FEI should be expected to reduce GHG emissionsinfuture years and therefore no guidance as to what
steps or the level of spending that would be appropriate to invest in reducing GHG emissions.”*

Commission discussion

The Panel requests FEI to provide the 2015, 2014 and 2013 annual GHG emissions resultsin the 2017 annual
review applicationif FEl has the capabilities to report on this information and if thatinformationis readily
available. Additionally, if there is an increase in GHG emissions for 2015 compared with the prior year, the Panel
requests FEl to explain what may have caused the increase, if the cause is readily apparent.

In makingthis request, the Panel considers thattothe extentthatany such informationis already available, it
should be released to the publicunless there are compellingissues of confidentiality. The PBR Plan does not
now include any GHG reporting requirement, and BCSEA has not provided a persuasive argumenttorequire the
implementation of reporting measures that may significantly increase FEI’s costs, so thisrequestis limited to
already available information.

®” BCSEA Final Submission, p. 3.
°® Ibid.
69
FEI Reply, p. 42.
% Ibid., p. 43.
! bid.
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The Panel rejects BCSEA’s request for FEI to provide information on whether cost-effectiveness measures are
resultingin higher GHG emissions. This would be unduly burdensome to FEl and itis unclear how a causal
relationship could be established between PBR efficiency savings and GHG emissi ons with any reasonable
degree of accuracy.

3.3.2 Presentation of SQls

Regarding presentation of SQl information, BCSEA asks the Commission to endorse FEI's acknowledgement that
presentation of the testyearand historical SQl resultsin asingle table is a use ful way to present the key figures
regarding SQls.”?

FEl agrees that “providing the requested information in the format suggested allows fora more convenient way
to compare the historical performance of the indicatorand will provide the SQl performancedatainsucha
formatin future PBRannual reviews.””

Commission discussion

The Panel acknowledges FEI's statement that it will present the test yearand historical SQl resultsinasingle
table infuture annual review filings, as requested by BCSEA.

3.3.3 Telephone Service Factor (Non-Emergency)

CEC submits thatthe reductionin FEl's Telephone Service Factor (Non-Emergency) benchmark to 70 percent
resultsin annual savings of $50,000 which should not be attributed to the PBR, but ratherto the reductionin
service levels.”*

FEI did not commentonthisin itsreply; however, in Part One of its submission, FEl states: “While FEl has sought
to address each topicraised by interveners, silence on FEI's part should not be interpreted as agreement.”

Commission determination

The Panel dismisses CEC’s submissions regarding FEI's Telephone Service Factor (Non-Emergency) SQl. The 70
percentbenchmark was established as part of the PBR Plan and there is no evidence that this benchmark should
be changed, nor would it be appropriate to remove any savings which may be resulting from this change in
benchmark, as thisis an appropriate outcome of the PBRregime.

3.4 Cross-utilization of FEI employees

Through responsesto COPE378's IRs, FEI disclosed that approximately 18 of its employees have beentrained to
take FBC customer calls when FBCrequires additional support to reduce wait times for customers. FEl stated:
“Thisinitiative takes advantage of slower periods of call volume for the gas operations where previously there
would have beenidle timefor FEl staff.””®

"2 BCSEA Final Submission, p. 3.
73 FEl Reply, p. 43.

7 CEC Final Submission, p. 25.
’> FEI Reply, p. 3.

’® ExhibitB-9, COPE 378 IR 1.2.2.
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Intervener submissions

COPE 378 raises cross subsidization concerns with respect to the methodology employed by FEI to allocate FEI
employee coststo FBC.

COPE 378 notesthat inanswerto COPE 378 IR 1.2.2.1, FElI’sresponse described a pertransaction method of
costing as opposed to preparing a time sheet thatis tracked hourly. Relying on the testimony provided by Mrs.
Mehrer (from FEl) as to the methodology employed, COPE 378 concludes “these cross-service chargesto FBC
loadin many costs that have nothingto do with providing FBC customers with service but rather costsincurred
inthe service of FEl customers.””’

COPE 378 submitsthisisan “unacceptable billing model” as FBCis “compensating FEl for overtime and other
expenses notassociated with service to FBC customers” and it isimpossibleto assess whether the methodology
is cost effective as compared to other options. COPE 378 points outthat when questioned as to the
methodology, FEl representatives were unable to provideexamples wherethis method is employed by FEl and
FBC. Inaddition, COPE 378 submitsit was noted that the use of time sheets were the norm and Mrs. Mehrer
admitted thattime sheet tracking is more accurate.’®

COPE 378 further notes that Mrs. Mehreracknowledged that FEl is able to track call lengths but the cost of
doingthisinher words “would exceed the value of the costs themselves.” COPE 378 does not accept that the
utility cannot efficiently and inexpensively track work done on a perfile basis and submits that the costing
modelis contrary to the regulatory principles prohibiting cross-subsidization. COPE 378 further submits that the
costing model “violates FBC customer’s legal rights to afair and reasonable rate based onthe cost of serving
them.””

FEl reply

FEIl assertsthat there are numerous methods to allocate costs that are acceptable. Included amongthese are
the use of timesheets and the Massachusetts method. FEl considers the mostappropriate method to be
dependentuponthe costdriver mostrelevantto a particularallocated cost. FEl submits that the number of
interactionsis the mostrelevant costdriverin thisinstance and has allocated costs accordingly. *°

FEI takes exceptionto COPE 378’s concluding that the cross-service charges are costsincurredinthe service of
FEI customers and add costs that have nothingto do with providing service for FBC customers. FEI submits that
ifit did not charge an appropriate allocation of contact centre costsit would be cross-subsidizing FBC. It points
out that FBC benefits from contact centre facilities and equipment and otheremployee costs as well as
benefitingfromthe individual employeetime. Therefore, itisreasonablefor FBCto beara proportionate share
of these costs.®’

FEl alsotakes exceptiontowhatit considersto be a misleading statement by COPE 378 withrespecttothe
context where timesheet accuracy was discussed. FEl argues that Ms. Mehrer’s statement as to the accuracy of
timesheetsrelated to training costs and she was clearin indicating that cost perinteractionis “an accurate
representation of costs and a fair representation for both FEl and FBC customers.”®

7 COPE 378 Final Submission, p. 5.
78 .
Ibid.
2 Ibid.
80 EE| Reply, pp. 19-20.
. |bid., p. 20.
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Commission determination

The Panel agrees with FEI that there are many methods to allocate costs that are acceptable and the choice of
approach may be influenced by cost drivers that are most relevantin each instance. After considering the
evidence related to FEl employees handling calls on behalfof FBC, the Panel is persuaded that the approach
taken by FEl to allocate coststo FBC is not unreasonable noris it unfair. While the approach taken by FEIl to
allocate such costs may, under more intense scrutiny, prove to be more orless appropriate than the method
advocated by COPE 378, the issue hasto be viewed inthe context of materiality.

The Panel notes that Ms. Mehreraddressed magnitude of costsin hertestimonyinthe FEI Annual Review
Workshop. With reference to the potential changing of the allocation methodology she made the following
statement:

And keepingin mindthat forthe numberof callsfor FEl, about99.7 percent of the calls are for
FEI customersand.3 that we’re taking for electric. So, using a differentallocation methodology
wouldn’t have any significantimpact on whatever FElisincurring. With the costs being between,
you know, 500 and 3,000 dollarsa month.®

We interpretthese commentsto meanthatthe total amount underconsideration atthistime fallsin the
$12,000 to $36,000 range perannum which the Panel findsisa small amountand does not warrantincurring the
costs of reviewing the allocation methodology at this time. However, the Panelalso accepts that the costs in
qguestion have the potential to grow overtime and the cost allocation methodology may produce variances
which are more significantinthe future. Therefore, ifin the future the annual costs being allocated to FBC from
FEI for the handling of calls exceeds $100,000 in any one year, FEl is directed to provide an analysis of various
cost allocation methodologies and provide evidence as to which will provide the most appropriate results.

3.5 Reconciliation of taxes and depreciation to the revenue deficiency

CEC raises concern with the reconciliation of information FEl has provided inits evidentiary updateand what
was outlined inthe Annual Review Workshop presentation materials. Inthe Application and in the workshop
materials, FEl provided a figure summarizing the components of the 2016 revenue deficiency.®* Figure 1-1of the
Application shows anamount of $19.1 million representing the increase to depreciation and amortization
expense in 2016.% Of thisamount, $5 million is related to changes to the depreciation and net salvage rates
recommended by the depreciation study.®

CEC attempts to reconcile the $14.1 million and $19.1 million revenue deficiency components to the updated
financial schedules filed by FEI marked as Exhibit B-1-2 but submitsitis “unable to establish a clear reconciliation
fromthe evidenceabove of eitherthe $14.1 million nor of the total $19.1 million claimed in the Application.”®’

As aresultofitsreconciliation difficulties, CEC recommends that the Commission “have a clear understanding of
the sources of the $19.1 millionin total thatis being claimed for changesin Depreciation and Amortiz ation prior
to approval.” CEC furtherrecommends thatinthe future, FEl “provide clear statements as to where each of the
contributors to the revenue deficiency can be identified in the application and Schedules for ease of reference
by the Commission and interveners.”®®

83 Workshop Transcript, Volume 1, p. 105.
8 ExhibitB-2, p. 8; ExhibitB-12, p. 4.

8 ExhibitB-2, p. 8.

8 ExhibitB-12, p. 4.

87 CEC Final Submission, pp. 7-10.

® |bid., p. 10.
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CEC raisesa similarissue with attempting to reconciletaxes to the revenue deficiency and recommends that the
Commission “satisfy itself of the accuracy of the tax implications and theirimpact on the Revenue Deficiency
priorto approval.”®

No otherinterveners commented onissues with reconciliation of taxes or depreciation.

FEl reply

FEI provides areconciliation of depreciation and tax changes tothe 2016 forecastrevenue deficiency on page 37
of its reply submission. FEl explains that the “source of CEC’'s confusion would appearto be that in orderto show
the earnings sharing separately on the Summary of Revenue Deficiency slide, the amortization and the tax
related tothe earnings sharing were taken out of the applicable lines on Schedule 1.” FEl agreesto provide a
reconciliation of these components in future annual reviews. *°

Commission discussion

The Panelis satisfied with FEI's reconciliation provided as Table 1 inits reply submission and notes FEI's
agreementto provide areconciliation between the contributors to the revenue deficiency and the financial
schedulesinits future annual review applications.

3.6 PBR evaluation

In its final submission, CECraised anumber of PBR-related concerns, which are described in the following
subsections of these Reasons for Decision.

3.6.1 Savingsfrom FTE reductions

CEC takesissue withthe mannerinwhich FElis handling staffinglevelsin the context of the PBR framework and
does not considersavings achieved from FTE reductions to be appropriately characterized as efficiencies
incented by PBR.”*

FEI states “from 2013 Actual to 2015 Projected, total FTEs forthe Company decreased by approximately 81, with
the decreases estimated to contribute to O&M savings of approximately $7 million.”**

The majority of FTE reductions have occurred in the Customer Service department (reduction of 65 FTEs) and
the Operations department (reduction of 14 FTEs). The Customer Service department FTE reductions contribute
approximately $4.7 million to overall O&Msavings and are the result of management reorganization and COPE
378 reductions due to FEl experiencing lower call volumes and lower high-bill complaintsin 2015 as the result of
warmerweather. Included in the estimated total of $4.7 million in Customer Service savings are reductionsin
COPE 378 FTEs related to Project Blue Pencil in 2015, contributingan estimated O&Msavings of $1 million.*?

 |bid., p. 18.

%0 EE| Reply, pp. 36-38.

%1 CEC Final Submission, pp.22-23.
22 ExhibitB-2, p. 5.

3 |bid.



APPENDIX A
to OrderG-193-15
Page 26 of 28

FEl estimates Operations department FTE reductions have contributed approximately $1.7 millionin O&M
savings. Reductionsinclude those due to ongoing productivity initiatives as well as reductions related to the
Regionalization Initiative startedin 2014.%

Intervener submissions

CEC submitsitis not appropriate to reward the reductionsin headcountand FTEs over the full period of the PBR
as they are “more likely aresult of excess headcountin the base than of the discovery of the creative efficiencies
intendedto be incented by PBR” and that a “comprehensive efficiency review by external consultants prior to
PBR could potentially have identified several areas of overstaffing.”*’

CECis also concerned that “excessive staffing cuts could potentially have long term adverse effects which will
needtobe rectifiedinthe future.” It notes “headcount and FTE reductions do not typically require any
investment by the utility which would extend beyond atwo year period, and as such would be equally profitable
for the utility under Cost of Service.”*®

CEC also submits:

FTE reductions of 81 overa two year period would appeartorepresent savings that could have
been achieved under Cost of Service, with amore than adequate reward to the utility
shareholderand atlower cost to the ratepayer. CEC submits that $7 millionin headcountand
FTE savingswould have been appropriately rebased under Cost of Service after two years, rather
than continuingto accrue overthe 6 year period of the PBR."’

FEl reply

FEI submits that CEC provides no basis forits assertion that the reductionsin FTEs are “more likely aresult of
excess headcountinthe base.” Initsview, “the evidence is that the savings achieved are the result of FEI's
continued focus on productivity, rather than any shortcomings in the base levels set under PBR.”*®

FEl asserts:

[t]hereis noevidentiary foundation tothe CEC’s claim that there was excess headcountinthe
base. Contrary to the CEC’s assertions, FEI's Base O&M and Capital were the subjectof a
rigorous review and were approved by the Commission. CEC’s assertion that the savings
achieved by FEl are due to the Base O&M beingtoo highis notbased on any evidenceor
analysis, and therefore should be rejected.”

FEI also submits that CEC “is seekingto compare what would have been achieved under cost of service to what
isachieved under PBR. CEC’s position would appear to be that FEl should only retain earnings sharing forsavings
that are in addition to what would be expected under cost of service and thatare a direct result of PBR.” In FEI's
view, itrequires animpossible comparison to a hypothetical cost of service regimein which FEl would not have
the incentives provided underthe PBRPlanin orderto determine what efficiencies are due solely to PBR. FEI
submits that “[s]uch a hypothetical comparison serves nofunction underthe PBR Plan approved by the

* Ibid.

5CEC Final Submission, p.23.
% Ibid.

7 Ibid.

8 EE| Reply, p. 4.

“Ibid.



APPENDIX A
to OrderG-193-15
Page 27 of 28

Commission or PBRgenerally, and would be aspeculative exercise. CEC’s suggestions are unworkableand would
undermine the incentives and regulatory efficiency of PBR.”*®°

FEl also argues that “it appearsthat the CEC is advocating for material changes to the terms of the existing PBR
Plan, which are more appropriately the subject of areconsideration request and are therefore outside the scope
of this proceeding.”***

Commission determination

The Panel finds CEC’s submissions regarding the savings achieved due to FTE reductions to be out of scope to
this annual review. While not explicitly stated by CECinits final submission, the Panel interprets CEC’s
submissions as suggesting that FEI’s O&M should be rebased, which would be a significant adjustment to the
approved PBR Plan. The Panel therefore re-iterates the statements made by the Commissionin the Annual
Review of 2015 Delivery Rates Decision:

Those recommendations...which require material change tothe PBR Plan’s fundamental
provisions, will require areconsideration application oratleast the agreement of all parties
priorto the Commission considering achange.*?

Thisissue will not be considered furtherinthese Reasons for Decision.

3.6.2 OthercommentsonPBR

In additionto the aforementioned comments by CECon FTE reductions, CEC provided comments on other
aspects of the PBR framework, including majorinitiatives, SQls and capital expenditures.

With regards to the majorinitiatives introduced by FEI since the commencement of the PBR, such as the
Regionalization Initiative and Project Blue Pencil, CEC submits:

...the cost to customers of sharing benefits from utility management efficiency initiatives appear
to be in excess of what prudent regulation of the utility should expect customers to pay to the
utility shareholders and management for the efficiencies achieved.**

CEC furthersubmits: “Infuture PBR processes alternative means of incenting efficiency should be a central focus
for customer group representatives.”'**

CEC states that overallitis satisfied with the SQl results but raises anissue with the Telephone Service Factor
(Non-Emergency) SQI.'* Thisissue was addressed in section 3.3.3 of these Reasons for Decision.

With regards to capital expenditures, CEC submits “the evidence is building through this PBR period, that PBR
incentives are ineffective from a capital perspective and therefore, should be monitored by the Commission.” *°®

1% bid., p. 5.
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192 EE] 2015 Annual Review Decision, p. 4.
193 CEC Final Submission, p. 25.
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Commission discussion

In reviewing the commentsin their entirety, the Panel notes that CECdid not make any specificrequest that
would require afinding of fact or a determination in the current proceeding, and hence we make none.

The Panel recognizes that the annual review processisalsoaforuminwhich parties can express their
perspectives on the efficacy of the PBRframework from yearto year, and in that spirit we welcome the
comments provided.

DATED at the City of Vancouver, in the Province of British Columbia, this 21st day of December 2015.

Original Signed By

H. G. Harowitz
Panel Chair/Commissioner

Original Signed By

D. A. Cote
Commissioner

Original Signed By

D. M. Morton
Commissioner
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