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

and

FortisBC Energy Inc.
Application for its Common Equity Component and Return on Equity for 2016

BEFORE: K. A. Keilty, Panel Chair/Commissioner
D. A. Cote, Commissioner December 15, 2015
N. E. MacMurchy, Commissioner

ORDER
WHEREAS:

A. On October?2, 2015, FortisBCEnergy Inc. (FEI) filed an application for its Common Equity Component and
Return on Equity for 2016 (Application) pursuantto the British Columbia Utilities Commission (Commission)
decision forthe Generic Cost of Capital (GCOC) Stage 1 proceeding;

B. FEl believesthatthe amalgamated FEI, the amalgamation of FortisBC (Vancouver Island) Inc. and FortisBC
(Whistler) Inc. with FEI, continues to be the logical choice to serve as the benchmark utility;

C. By OrderG-177-15, the Commission established a regulatory proceeding for review of the Application;

D. By letterdated November 30, 2015, the Commission sought submissionsfrom all parties with respectto,
among other things, whether existing rates of regulated entities that use the benchmark to establish rates
should be made interim;

E. Fivesubmissionswerereceivedfrom ratepayergroups, namely:the Association of Major Power Customers
of BC, British Columbia Municipal Electrical Utilities, British Columbia Old Age Pensioners’ Organization et
al., Commercial Energy Consumers Association of British Columbia and the Industrial Customers Group of
FortisBCInc.;

F. Sixsubmissions were received from utilities, namely: FEI, FortisBC Alternative Energy Services Inc., FortisBC
Inc. (FBC), Corix Multi-UtilityServices Inc., Pacific Northern Gas Ltd. and River District Energy. Both FEl and
FBC filed reply submissions;
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G. OrderG-148-12 issuedinthe GCOC Stage 1 proceeding determined FEl as the benchmark utility. FEI's return
on equity of 8.75 percentdetermined in the GCOC Stage 1 Decision will cease being effectiveending
December31, 2015;

H. In Commission Order G-193-15, FEI's existing common equity component and return on equity was made
interim effective January 1, 2016 and will remaininforce until otherwise directed by the Commissionin this
proceeding; and

I. The Commission has reviewed the submissions and reply submissions and determines thatitisappropriate
to setan interim benchmark common equity component and return on equity, effectiveJanuary 1, 2016.

NOW THEREFORE forthe reasons for decision attached as AppendixA to this order, the Commission orders as
follows:

1. FortisBCEnergyInc.’s existing common equity componentand return on equity will remain the benchmark
common equity componentand return on equity onan interim basis, effectiveJanuary 1, 2016.

2. Aregulated utility that uses the benchmark to establishits rates must apply tothe Commissionifit wishes to
have itsrates made interim pending the outcome of this proceeding.

DATED at the City of Vancouver, inthe Province of British Columbia, this 15th day of December 2015.
BY ORDER
Original Signed By:
K. A. Keilty

Commissioner/Panel Chair
Attachment

Orders/G-204-15_FEI_CECROE 2016_Interim Rate
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FortisBC Energy Inc.
Application for its Common Equity Component and Return on Equity for 2016

REASONS FOR DECISION

1.0 BACKGROUND

During 2012 to 2014, the British Columbia Utilities Commission embarked on a public hearing, the Generic Cost
of Capital (GCOC) Stage 1 and Stage 2 proceeding, to review, among otherthings, the setting of the appropriate
cost of capital for a benchmark utility aswell as the possible return to an Automatic Adjustment Mechanism
(AAM) for setting the return on equity (ROE). Stage 1 of the proceeding determined the cost of capital for the
benchmark utility and Stage 2 established the cost of capital for other utilities as compared to the benchmark.

The GCOC Stage 1 Decisionwasissued on May 10, 2013. Inthat proceeding, the Commission determined that
FortisBCEnergy Inc. (FEI) inits pre-amalgamation state would serve as the benchmark utility for the GCOC Stage
1 proceeding." Inthe GCOC Stage 1 Decision, the Commission awarded a 38.5 percent common equity ratio to
FEl effectiveJanuary 1, 2013,” and a ROE of 8.75 percenteffective January 1, 2013 until December 31, 2015,>
subjecttovariation by the AAMformula. The AAM formulawould operate until December31, 2015 and its
implementation was subject to conditions which had not been triggered. * Pursuant to Order G-75-13, FEl was
directedtofile an application forthe review of the common equity component and the ROE by no laterthan
November 30, 2015.

On October?2, 2015, FEl filed an application foracommon equity component of 40 percent and ROE of 9.5
percentfor2016 (Application).Sincethe GCOC Stage 1 Decision, FEl has become amalgamated FEI° and the
Application submits that the Commission should continue to treat amalgamated FEl as the benchmark utility.

FEl currently hasits delivery rates setasinterim, effective January 1, 2016, in its 2016 Annual Review proceeding
currently before the Commission. In Commission Order G-193-15, FEI’s existing common equity componentand
return on equity was made interim, effectiveJanuary 1, 2016, and will remaininforce until otherwise directed
by the Commissioninthis proceeding.

By letter dated November 30, 2015, the Commission requested submissions from all parties with respect to
interim rates on two matters:

(1) Forallregulated entities that use the benchmarkto establish rates, should their existing rates be made
interim effective January 1, 2016, pending the Commission’s decision on whether FEl should continue to

! British Columbia Utilities Commission Generic Cost of Ca pital Stage 1 (GCOC Stage 1), ExhibitA-21, Order G-148-12.
> Gcoc Stage 1, Decision dated May 10, 2013, Executive Summary, pp. (iii), 53.
3 . .
Ibid., Executive Summary, pp. (iii), 80.
* Ibid., p. 90.
> FEI amalgamated with FortisBCEnergy (Vancouver Island)Inc.and FortisBC Energy (Whistler) Inc.on February 28, 2014,
approved by Order G-21-14.
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serve asthe benchmark utility and approves an amendment of FEI's equity componentand ROE or
should new rates be effective only onthe date of the decision of this Application?

(2) Assumingthat Amalgamated FEI continues as the benchmark and assumingthatthe risk profile of
amalgamated FEl has changed as a result of amalgamation, should the Commission considerthe relative
adjustments to utilities thatrely onthe benchmark to establish rates be heardina generichearingor
shouldthose utilities’ risk profile be reviewed as part of their nextrevenue requirements proceeding?

2.0 SUBMISSIONS
21 Ratepayer group submissions

Five submissions werereceived from ratepayer groups:

e Association of Major Power Customers of BC(AMPC)

e  British Columbia Municipal Electrical Utilities (BCMEU)

e  British Columbia Old Age Pensioners’ Organization et al. (BCOAPO)

e Commercial Energy Consumers Association of British Columbia (CEC)
e Industrial Customers Group of FortisBCInc. (ICG).

Matter (1)

With respectto Matter (1), BCOAPO did not respond to the question as it was addressing FEl as the benchmark
utility ratherthan the regulated utilities that rely on the benchmark. CEC submitted that the rates of the other
regulated utilities should not be setinterim as the risks being assessed inthe Application are not risks that
suddenly appear, or reduce, as of a certain pointin time. AMPC submitted that the rates of the other regulated
utilities should be made interim but only with respect to the impact of matters related to any changes tothe
benchmark ROE or capital structure.

The BCMEU, whichis composed of customers who are mainly four of the wholesale customers of FortisBC Inc.
(FBC), submitted that rates should be made interim, effective January 1, 2016. It further submitted that if the
Commission determined otherwise, thenthe increaseshould be held in deferral until January 1, 2017 afterthe
final decision onthe Application.

ICG which representsindustrial customers of FBC, submitted that rates should be made permanent, effective
January 1, 2016, and if necessary, new rates should not be effective before the date of the decision on this
Application, preferableat the time of the next rate increase.

Matter (2)

With respectto Matter (2), BCOAPO, CEC and BCMEU supporta genericprocess. AMPC submitted that
assessment of relativerisk to the benchmark utility is best considered in each utility’s rate case. ICG submitted
that a revenue requirements application (RRA) proceedingis the forumtoreview the timing of the relative
adjustments. It also raised the possibility of including the review of FBC’s business risk as part of the current
proceeding.
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2.2 Regulated utilities submissions

Six submissions were received from regulated utilities:

e FEI

e FBC

e FortisBCAlternative Energy Services Inc. (FAES)
e  Corix Multi-Utility Services Inc. (Corix)

e PacificNorthern Gas Ltd. (PNG)

e RiverDistrict Energy (RDE).

Both FEl and FBC also filed reply submissions.

Matter (1)

FBC submitted thatit has already proposed to have itsratesinterimin its 2016 Annual Review proceeding. FBC
further submitted thatit supported the alternative approach raised by interveners ICGand BCMEU in the FBC
2016 Annual Review proceeding that the Commission would approve permanent rates, effectiveJanuary 1,
2016, and also approve a deferral account to capture the impact of the 2016 cost of capital decision. In addition,
FBC submitted that this Panel should defertothe FBC2016 Annual Review paneland refrain from makingany
determination with respectto FBCin this proceeding. Atthe same time, FBCalsoindicated that the impact of
any change inthe benchmark ROE should flow through one of the mechanismes, i.e., interim rates or permanent
rates with deferral account.

FAES submitted thatit sees no reason to make the market rates of Delta School District (DSD), whichisits only
thermal energy project whose ROEis set relative to the benchmark utility, interim.

PNG submitted thatits existing rates should be made interim, effectiveJanuary 1, 2016. Inits submission, PNG
noted that ithad filedits 2016/2017 RRA on November 30, 2015 and submitted thatit might request deferral
account treatment of the impact of this Application’s decision onits revenue requirement for 2016 to be
amortized the followingyear.

Corix submitted thatitis of the view that a utility’s rates should remain in effect until the utility makes
applicationtothe Commissionto change its rates based onthe interests of its customers and shareholders.

RDE submitted that new rates should be made interim, effectiveJanuary 1, 2016, pendingthe Commission’s
decisiononthe Application.

FEI made no commentsinitsinitial submission but filed areply submission with the Commission. Inits reply, FEl
noted that the Commission has setinterim rates for FEl pending the outcome of this Application as part of the
FEI 2016 Annual Review process.

FBC, inreply, noted thatalthoughitisnot an applicantin this proceeding, itis directly affected by the
Commission’s determination on Matter (1).
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Matter (2)

FBC submitted thatitis appropriate and efficient for the Commission to deferacomprehensive assessment of
FBC’s businessrisk until atleast 2017. It also submitted that the utility-specificrisks for utilities like FBC should
be assessed in utility-specifichearings, ratherthan agenericprocess.

FAES submitted thatitis opento its DSD project’s risk profile reviewas part of the annual DSD revenue
requirementif the costs of regulating the DSD do not exceed the benefits.

PNG submitted that there isnoneedfora processto review itsrelativerisk to the benchmark and should the
Commission determine thatan additional processis required, it would prefer that the review process form part
of the utilities’ next revenue requirements proceeding.

Corix submitted thatthereislittle to be gained to revisit the cost of capital issue at this time. RDE submitted that
adjustments to affected utilities should occur at the next revenue requirement proceeding should the risk p rofile
of the amalgamated FEI has changed.

In reply, FElresponded to ICG’s suggestion of the possibility of addressing FBC's cost of capital in this proceeding
and submitted thatitisimpractical and inefficient to take ICG’s approach as the processis well underway.

In reply, FBCresponded to the positions of CEC, BCOAPO and BCMEU for theirsupport for a generichearing. FEI
submitted that holdingagenericproceeding so soon afterthe lastone would be inefficientand costly.

3.0 COMMISSION DETERMINATIONS

The Panelis cognizant of the interim rates requested by FEl inits 2016 Annual Review proceedingandthe
setting of interim ratesin that proceeding pending the outcome of this Application. The Panel recognizes that
FEl was the designated benchmark utility in the GCOC Stage 1 proceeding and that the benchmark ROE will be
expiring December 31, 2015. Inthis context, the Panel determines that FEl will remainthe benchmark utility on
an interim basis and FEI’s current common equity component and the ROE will remain the benchmark common
equity componentand ROEon an interim basis, effectiveJanuary 1, 2016.

With respect to the submissions on Matter (1), the Panel notes that while the ratepayer groups and regulated
utilities are spiltoverthe appropriateness of setting interim rates effective January 1, 2016 for regulated utilities
that rely onthe benchmark, FEland FBC have already addressed thisissue in other proceedings. PNG currently
has an RRA before the Commission and has taken the positionthatits rates should be made interim and that it
may request deferral accounttreatment for 2016 to be amortized the following year. FAES and Corix do not
require interim rates.

The Panel determinesthatitis not necessary inthis proceedingto setinterimrates forthe regulated utilities
that use the benchmark to establish theirrates. A regulated utility that uses the benchmark to establishits rates
must apply to the Commissionifitwishesto have its rates made interim pending the outcome of this
proceeding.
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On Matter (2), the Panel does not considerit necessary to make a decision atthistime on whethertouse a
genericprocess oreach utility’s RRA to set relative risk compared to the benchmark. Itis possible that the
outcome of this proceeding will furtherinform this decision.
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