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~ British Columbia Vancouver, BC Canada V6Z 2N3
BRITISH 1o, . . TEL: (604) 660-4700
coroneia - Utilities Commission BCToll Free: 1-800-663-1385

FAX: (604) 660-1102

ORDER NUMBER
E-3-16

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

and
An Application by FortisBC Energy Inc.

For Acceptance of the Biomethane Purchase Agreement Between
FortisBC Energy Inc. and the City of Surrey and Approval of the Monthly Facility Fee

BEFORE:
R. D. Revel, Panel Chair/Commissioner
on February 29, 2016

ORDER

WHEREAS:

A.

On November 24, 2015, FortisBCEnergy Inc. (FEI) filed with the British Columbia Utilities Commission
(Commission) an application undersection 71 of the Utilities Commission Act (UCA) for acceptance of an
executed Biomethane Purchase Agreement between FEI and the City of Surrey dated September 16, 2015
(Agreement) and also undersections 59to 61 of the UCA for approval of a Monthly Facilities Fee as set forth
inSchedule D of the Agreement (Application);

Previously, by Order G-194-10 and its decision dated December 14, 2010, the Commission approved the FEl
(formerly known as Terasen Gas Inc.) 2010 Biomethane Application. Also, by Order G-210-13 and its decision
dated December11, 2013 (2013 Biomethane Decision), the Commission approved the continuance of the
Biomethane Program on a permanent basis with certain modifications as directed in the 2013 Biomethane
Decision;

In the Application, FEl further requests the Agreement, the financial model and purchase scenario
illustrations appended to the Application as Appendices A, Band C respectively, be held confidential due to
theircommercially sensitive nature;

FEI did not objectto customergroup intervenersand environmental interveners, who are not competitors
of FEl or potentially negotiating with FEI for biomethane supply projects, being provided with these
confidentialappendices upon executing standard form undertakings of confidentiality;

The Commissionissued Order G-186-15 dated December 2, 2015 and Order G-3-16 dated January 14, 2016,
establishing the Regulatory Timetable forthe review of the Application. Directive 5of Order G-186-15
granted FEI's request that the Agreement, the financial modeland purchase scenarioillustrations appended
to the Application as Appendices A, Band C respectively, be kept confidential due to theircommercially
sensitivenature;
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G. The Commercial Energy Consumers Association of British Columbia (CEC), City of Surrey, the British
Columbia Old Age Pensioners’ Organization etal., and the BC Sustainable Energy Association and the Sierra
Club of BC participated as registered intervenersinthe proceeding;

H. OnlJanuary 19, 2016, FElfiled with the Commission, on anon-confidential basis, an Amending Agreement
with the City of Surrey dated January 19, 2016 which containsthree changes tothe Agreement, assetoutin
FEI's coveringlettertoits Information Request (IR) Response No. 1. FEl alsoincluded as Attachment 2.1.4 to
BCUC IR No. 1, a non-confidential version of the Agreement with information related to the Net-Sale Rate
redacted;

I. Initsfinalargument datedJanuary 26, 2016, FEI requeststhe following documents be kept confidential in
the proceedingas they contain information thatis commercially sensitive in nature:

(a) Non-redacted version of the Agreementfiled as Appendix A of Exhibit B-1-1;

(b) Live workingspreadsheet financial schedule filed as AppendixB of ExhibitB-1-1as it is propriety and
commercially sensitive to FEI;

(c) Purchase scenariosfiled as AppendixC of Exhibit B-1-1;

(d) Non-redacted version of the Amendment filed as Exhibit B-4-1, together with the confidential
response toinformation requests disclosing the Net-Sale Rate in the Agreement;

J.  OnFebruary2, 2016, interveners filed theirfinal arguments. On February 4, 2016, CEC filed an errata to its
finalargumentasit hasidentified an omission in a paragraph. FEl filed itsreply argument dated February 5,
2016;

K. Intheirfinal arguments, nointerveners opposed the acceptance of the Agreementas amended by the
Amending Agreement or the approval of the Monthly Facilities Fee; and

L. The Commissionreviewed the evidentiary record and submissions and considers that the Agreement as
amended by the Amending Agreementisinthe publicinterest and the Monthly Facilities Feeis justand
reasonable.

NOW THEREFORE the British Columbia Utilities Commission, as set outin the reasons for decision attached as
Appendix A, orders as follows:

1. The Biomethane Purchase Agreement between FortisBC Energy Inc. and the City of Surrey dated
September 16, 2015, as amended by the Amending Agreement dated January 19, 2016 (togetherthe
Amended Agreement), is accepted as beinginthe publicinterest undersection 71 of the Utilities
Commission Act.

2. The Monthly Facilities Fee inthe Amended Agreementis approved undersections 59 to 61 of the Utilities
Commission Act. FortisBCEnergy Inc. isdirected to file the final Monthly Facilities Fee amount, and details of
the calculation of such, within 30 days when the actual initial capital costs and project development costs
are known. If the actual costs are not available forfilingon orbefore December 31, 2016, FEl is directed to
file astatus update on the final Monthly Facilities Fee.

3. Directive 50f Order G-186-15, which granted FEI's confidentiality request on Appendices A, Band C of the
Application (Exhibit B-1and Exhibit B-1-1), is replaced due to the changesin the evidentiary record. As
requested by FortisBCEnergy Inc., the following documents are confirmed to be kept confidential due to
theircommercially sensitive nature:
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(a) Non-redacted version of the Agreement filed as Appendix A of ExhibitB-1-1;

(b) Live workingspreadsheet financial schedule filed as AppendixB of ExhibitB-1-1as it is propriety and
commercially sensitiveto FEI;

(c) Purchase scenariosfiled as AppendixC of Exhibit B-1-1;

(d) Non-redacted version of the Amendment, togetherwith the confidential responsetoinformation
requestsdisclosingthe Net-Sale Rate in the Agreement.

DATED at the City of Vancouver, inthe Province of British Columbia, this 29th day of February 2016.
BY ORDER

Original Signed By:

R. D. Revel

Panel Chair/Commissioner

Attachment

Orders/E-3-16_FEI_BPA City of Surrey_Reasons
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An Application by FortisBC Energy Inc.
For Acceptance of the Biomethane Purchase Agreement Between

FortisBC Energy Inc. and the City of Surrey and Approval of the Monthly Facility Fee

REASONS FOR DECISION

1.0 INTRODUCTION

On November 24, 2015, FortisBCEnergy Inc. (FEI) filed with the British Columbia Utilities Commission
(Commission, BCUC) an application undersection 71 of the Utilities Commission Act (UCA) for acceptance of an
executed Biomethane Purchase Agreement between FEl and the City of Surrey (Surrey) dated September 16,
2015 (Agreement) and also undersections 59to 61 of the UCA for approval of a Monthly Facilities Fee as set
forthin Schedule D of the Agreement (Application).

Additionally, FEl also seeks the Commission to keep confidentialthe non-redacted version of the Agreement
filed as Appendix A of Exhibit B-1-1, the live working spreadsheet financial schedules filed as Appendix B of
Exhibit B-1-1, the Purchase Scenarios filed as Appendix C of Exhibit B-1-1and the non-redacted version of the
Amendmentfiled as Exhibit B-4-1, together with the confidential responsetoinformation requests disclosing
the Net-Sale Rate inthe Agreement.

The Application was heard by way of a written hearing consisting of two rounds of information requests
followed by final arguments and reply. The BC Sustainable Energy Association and the Sierra Club of BC (BCSEA-
SCBC), the British Columbia Old Age Pensioners’ Organization et al. (BCOAPOQ), the Commercial Energy
Consumers Association of BC (CEC) and the City of Surrey registered asinterveners.

As aresultof certaininformation requests in BCUC Information Request (IR) No. 1, FEl filed an Amending
Agreement datedJanuary 19, 2016 whichledto a second round of information requests focused on the
amendmentstothe Agreement.

1.1 2013 Biomethane Decision

The biomethane supplycontract criteria are set out inthe Biomethane Service Offering: Post Implementation
Reportand Application for Approval of the Continuation and Modification of the Biomethane Programon a
Permanent Basis Decision dated December 11, 2013 (2013 Biomethane Decision).

In the 2013 Biomethane Decision, the Commission acknowledged that, with the exception of the proposed
supply contract volume cap, FEI's proposed criteriaare a reasonable starting point forthe minimum
requirementsinareview process butthe Commission mustalso take into account otherfactors where
necessary. The 2013 Biomethane Decision panel observed thatitretains discretion to depart from the criteria
noted below and can require further process to address the publicinterest on a case -by-case basis." The total
contracted maximum amount must notexceed 2 petajoules (PJ) with the expectation that this willresultina
maximum annual supply of 1.5PJ.

! FortisBC Energy Inc. Biomethane Service Offering: PostImplementation Report and Application of the Continuationand
Modification of the Biomethane Programon a Permanent Basis (FEI 2013 Biomethane Decision), Decision dated December
11,2013, p. 105.

? FEI 2013 Biomethane Decision, pp. 84-85.
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In the Application, FEl lists the criteriaforthe review of abiomethane supply contract as follows:

e Thesupplycontractisat least 10years inlength;

e FEl has, by agreement, retained final control overinjection location;

e FElissatisfiedthatthe selected upgraderis sufficiently proven;

e FEl has, by agreement, reserved the right torefuse gas if customersafety orassetintegrityis at stake;

e The partnerisa municipality, regional district or other publicauthority, oris a private party with a track
record in dealings with FEl orthat posts security to reduce the risk of stranding;

e Thetotal production of biomethaneforall projects undertaken does not exceed an annual purchase of
1.5 PJ;and

e The price for delivered biomethane is below $15.28 perGJ.*

FEl was also directed tofully describe, in each application forsection 71 acceptance, any departures fromthe
applicable contract template.

1.2 BERC rate

In the 2013 Biomethane Decision, the Commission also established the way in which the Biomethane Energy
Recovery Charge (BERC) will be reset. The BERCis a cost based rate calculated based on the balance inthe
Biomethane Variance Account (BVA) along with expected sales and purchases overthe forecast period. The
BERC was lastchanged and set at $14.414 pergigajoule (GJ), effective January 1, 2015 as approved by Order
G-177-14, and applicable to Rate Schedules 1B, 2B, 3B, 5B and 11B withinthe Mainland Service Area.

On August 28, 2015, FEl filed an application for Approval of Biomethane Energy Recovery Charge Rate
Methodology seeking approval of anon cost-based BERC rate methodology, among other matters (BERC Rate
Methodology Application). The review of the BERC Rate Methodology Applicationis currently ongoing.

2.0 APPLICATION
21 Project description

The City of Surrey will own a biofuel processing facility (Surrey Facility), which willbe used to generate, capture,
purify and upgrade biogas to pipeline quality biomethane and deliver the biomethane to FEI’s facilities. The
Surrey Facility is an organic waste processing facility and the organicfeedstock will be processed at the Surrey
Facility through a combination of anaerobicdigestion and in-vessel composting and will produce biogas and
compost products. The raw biogas will be captured and upgraded onsite priorto delivery to FEI's
interconnection facilities and injection into FEI’s natural gas system. The City of Surrey selected Orgaworld
Canada to be responsible for designing, constructing, financing, operating and maintaining the Surrey Facility
overa 25-year term. Construction of the Surrey Facility commenced in April 2015 and is scheduled for
completionin late 2016 with initial operation expectedin early 2017.*

* ExhibitB-1, pp. 13-14.
* ExhibitB-1, p. 4.
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Once fully operational, the Surrey Facility is anticipating an average annual biomethane production of
approximately 119,000 GJ. The upperlimit of the Surrey Facility atits optimum capacity is an annual production
of 160,000 GJ of biomethane.’

FEI will construct, own and operate facilities on Surrey’s land (Interconnection Station) including equipment that
servesthe following basicfunctions: gas composition analysis; biomethane flow measurement; pressure
regulation; safety shutoff and return to customer flow; odorizing; communications; and automatic control. FEl
will alsoinstall, own and operate approximately 30 metres of 114mm PE interconnection pipe, which will
connect the FEI Interconnection Station to an existing FEI distribution main.® Together, these FEl facilities are
defined as the Interconnection Facilitiesin these reasons for decision.

The City of Surrey intends to re-purchase notional renewable natural gas (RNG) that the Surrey Facility produces
and deliversto FEl. To facilitate Surrey’s plan, FEl and Surrey have negotiated an agreement to enable the City of
Surrey or its affiliates or service providers (Designated Customers) to re-purchase RNG from FEL.’

2.2 Agreement summary

The Agreementis a 25-year agreementthatallows Surrey to sell biomethaneto FEl and enables FEl to recover
all costs of the Interconnection Facilities.® FEl will purchase up to a maximum of 160,000 GJ peryear of
biomethane.” Itis expected that the City of Surrey and its Designated Customers will purchase in the order of
100,000 GJ of RNG annually from FEI. However, the actual amountis at the discretion of the City of Surrey and
the Designated Customers. ™

As a supplier, Surrey will retain the environmental attributes associated with the destruction of methaneforall
organicwaste processed by the Surrey Facility. Surrey willtransferto FEl the environmental attributes related to
the displacement of conventional natural gas forall of the biomethane Surrey produces and delivers to FEI.
Surreyand its Designated Customers will receive these environmental attributes when they re-purchase
biomethane from FEl pursuant to FEI’s approved biomethanerate schedules. Further, Surrey and its Designated
Customers have arrangements so that Surrey has the right to claim the environmental attributes associated with
the gas re-purchased by the Designated Customers. The arrangements between Surrey and its Designated
Customers are private contractual matters and do not impact FEI's biomethane program.™*

FEI will pay the Net-Sale Rate forthe biomethane purchased throughoutthe year, subjectto the annual true-up
mechanismsetoutinSchedule D of the Agreement. Through the annual true -up mechanism, for biomethane
supplied fromthe Surrey Facility up tothe amount of biomethane that the City of Surrey and its Designated
Customers re-purchase, FEl will pay Surrey the same price as Surrey pays forits biomethane. In this way, Surrey
will, in effect, realizeits vision forsupply of its compressed natural gas-waste collection fleet from the
biomethane produced by the Surrey Facility. For all biomethane produced by the Surrey Facility in excess of the
amount re-purchased by Surrey and its Designated Customers, FEl will pay the Net-Sale Rate."

ExhibitB-1, p. 5.

ExhibitB-1, pp. 5-6.

ExhibitB-1, p. 10.

ExhibitB-1, p. 8.

ExhibitB-1, p. 15.

1% ExhibitB-7, CEC IR 6.2.

' ExhibitB-9, BCUC IR 10.1.

"2 FEIl Final Argument, p. 2; ExhibitB-3, BCUC IR4.1.

5
6
7
8
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As a part of the Agreement, the City of Surrey has also agreed that it will pay FEI a Monthly Facilities Fee,
expectedto be inthe range of $10,460 and $14,030 per month, based on actual completed cost of the
Interconnection Facilities. The City of Surrey pays the Monthly Facilities Fee regardless of whether or not the
Surrey Facility delivers biomethane to FEI. The Monthly Facilities Fee is designed to recover the full capital and
operating cost of the Interconnection Facilities and the costs associated with the development and
administration of the Agreement.™

Initsresponse to BCUC IR No. 1 on January 19, 2016, FEI stated thatit, and the City of Surrey, had enteredinto
an Amending Agreement to the Biomethane Purchase Agreement (Amending Agreement).** FEl explains that
the Amending Agreement provides forthree changes: (i) the method in calculating the monthly payments for
biomethane produced fromthe Surrey Facility and the annual true up; (ii) the commencement of the term over
which the City of Surrey will pay the Monthly Facilities Fee; and (iii) clarification regarding the retention of
environment attributes between Designated Customers and the City of Surrey. **

2.3 Acceptance of Biomethane Purchase Agreement

The Agreementand the Amending Agreement (togetherthe Amended Agreement) are subject to review under
section 71 of the UCA where all energy supply contracts must be filed with the Commission to determine
whetherthe contractis inthe publicinterest. Inthe case of a biomethanesup ply contract, as mentioned earlier,
the 2013 Biomethane Decision sets out the criteriain which the Commission considersforsection 71
acceptance. In Table 5-1 of the Application on pages 13 and 14, and restated on pages 10 and 11 of its final
argument, FEl provides how the Agreement has metthe biomethane supply contract criteria. Additionally, the
2013 Biomethane Decision requires that FEl explain any deviations from the standard biomethane contract
template. In Table 5-2 of the Application on pages 14 and 15, and restated on pages 13 and 14 inits final
argument, FEI shows how the Agreement deviates from the standard contract template.

The main features of the Amended Agreementinclude: (i) the 25-year contract period which meets the
minimum 10-yearterm; (ii) the aggregate biomethane supply portfolio now including the maximum contracted
guantity of 160,000 GJ supplied by the City of Surrey at a total of 589,520 GJ is below the maximum annual
contracted supply amount; and (iii) the Net-Sale Rate is below the current maximum price of $15.28 perGJ for
delivered biomethane.

In addition to the biomethane supply contract criteria, the proceeding primarily focuses on the mechanism by
which FEI and the City of Surrey account for FEI’s purchases of Surrey’s biomethane as well as how Surrey and its
Designated Customers’ repurchases biomethane, particularlyin the relationship between the Net-Sale Rate and
the BERC rate. Anotherarea of focusisthe Monthly Facilities Fee which the City of Surrey has agreed to pay FEI
in place of a minimum gas volume that the City of Surrey must purchase from FEI. Inth ese reasonsfordecision,
the Panel will focus onthese two aspects of the Amended Agreement as discussed below.

2.3.1 Purchase and re-purchase arrangement

Section 2.2 of these reasons for decision described the mechanism of how the Net-Sale Rate works. In essence,
any biomethane that FEl purchases from the City of Surrey will offset the biomethane repurchased by Surrey

3 ExhibitB-1, p. 8.

% Attachment 4.1a of ExhibitB-3 shows a blacklined redacted version and Confidential Attachment 4.1 of ExhibitB-3-1
shows the complete version.

1 ExhibitB-3, covering letter, pp. 1-2.
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and its Designated Customers at the prevailing BERCrate. The Net-Sale Rate applies to the remaining contracted
amount of biomethane supplied by Surrey that is not repurchased by Surrey or its Designated Customers.*®

Through the IR process, FEl recognized thatthe purchase scenarios originally filed did not contemplate that the
BERC rate can change more than once a yearand that there is a possibility of two BERC rates as proposedin
FEI’s BERC Rate Methodology which is currently under review by way of another proceeding.*’ Accordingly, FEI
inthe Amended Agreement provides aformulathatworks on all scenarios where the BERC rate structure allows
the revenues and volumes of biomethane purchased to be clearlyidentifiable. The formulais set outin Schedule
D of the Amended Agreement. In Exhibit B-3, BCUCIR 4.1, FEI showed six scenariosinthe eventthatthe amount
of biomethane produced by the Surrey Facility is greaterthan the re-purchase of biomethane by Surrey and its
Designated Customers, vice versa, and at equal amounts.

FEI noted thata customer-determined flat fee contribution would be problematicin the formulaasthere would
not be a specificvolume to use to calculate the annual weighted average rate for purchases by the City of Surrey
and its Designated Customers.*® FEl stated that in the event a BERC rate structure is approved, that does not
allow the revenues and volumes of biomethane purchased by Surrey or Designated Customers to be clearly
identifiable, FEl and Surrey would have to amend the Agreement to deal with such a significant changein
program structure in orderto effectthe intended outcomes."

2.4 Approval of Monthly Facilities Fee

In normal circumstances, FEl would be required to conductan Interconnection Test forall supply projects, as
determined by Order G-159-14. The Interconnection Testis designed tofairly allocateinterconnection costs
between the biomethane supplierand FEI. Thus, it considers the costto connect the supplierandthe
contractual minimum amount of biomethanesupplied overthe life of the contract. FEl is required to ask fora
Contribution in Aid of Construction if the Interconnection Test is not met.*°

FEI and the City of Surrey have agreed toa Monthly Facilities Fee asaway to recoverthe interconnection
costs.”* The Monthly Facilities Fee isindependent of the maximum supply amount of 160,000 GJ from the Surrey
Facility and of Surrey’s intent and plan to repurchase biomethane.?” FEl is seeking approval to charge this fee as
arate undersections 59 to 61 of the UCA. Undersections 59 to 61 of the UCA, it states that a publicutility must
not make, demand, orreceive an unjust, unreasonable, unduly discriminatory or unduly preferential rate. Under
the Amended Agreement, the Monthly Facilities Fee is payableto FEI by the City of Surrey calculated basedona
25-year levelized cost of service.”® FEl considers that the Monthly Facilities Fee provides fulsome protection for
FEl and its customers and is justand reasonable.” If the Amended Agreement is terminated due to a default by
the City of Surrey, or the City of Surrey exercisesitsrightto early termination, Surrey will pay FEI’s net costs of
removing the FEl facilities and the unrecovered net book value of the Interconnection Facilities. *>

'® ExhibitB-3, BCUC IR 4.2.

7 ExhibitB-3, BCUC IR 4.1.

'® ExhibitB-9, BCUC IR 11.4.

'% ExhibitB-9, BCUC IR 11.5.

2 ExhibitB-1, p. 16.

L ExhibitB-1, p. 17.

22 ExhibitB-1, p. 15.

23 ExhibitB-3, Attachment 4.1a,Schedule D, p. 3.

** ExhibitB-1, p. 17.

2> ExhibitB-1, p. 15; ExhibitB-3, Attachment 4.1a, clause 10.2.
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The table below shows the Monthly Facilities Fee based on Section 3 of Schedule D of the redacted Amended

Agreement:

COST COMPONENT

DESCRIPTION AND
PURPOSE

AGREED AMOUNT

ESTIMATED AMOUNT
(Will be based on actuals)

Initial capital costs

Actual costs of FEI's
Facilities

$650,000 - $829,000

Project Development
Costs

Actual costs for project
development (including
internal and external

costs) but excluding any
historical program costs

$75,000 - $150,000

Average cost of capital

Most recent BCUC-
approved aftertax
weighted average cost of
capital for FEI

Fixed at6.14%

Operationsand
maintenance costs

Annual costs for the
operationand
maintenance of FEI's
Facilities

$11,000 peryear,
escalated annually by CPI

Gas Supply
Administration

Annual costs of contract
administration

$5,760 per year, fixed
with no annual escalation

Heritage Fees

A contributionto: (i)
historical costs of FEI's
original biomethane
application; (ii)ongoing
RNG program
administrationforre-
purchased gas; and (iii) a
rate contribution

$14,653 peryear, fixed
with no annual escalation

3.0 POSITIONS OF THE PARTIES

FEl, the City of Surrey and all interveners agree with the acceptance of the Amended Agreement and approval of
the Monthly Facilities Fee although some interveners raise concerns or request that they wish the Commission
to considerand confirm certain factors in makingits decision.

3.1 FEI

FEI submits thatthe Amended Agreement satisfies the criteria for biomethane supply contracts approved by the
Commission.”® The deviations from the standard biomethane contract template adjusts for particular
requirements of Surrey related to the repurchase of biomethane, while ensuring that FEl ratepayers are

26 Eg| Final Argument, p. 3.
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protected through the payment of the Monthly Facilities Fees. FEl also notes thata comparison of the
confidential Net-Sale Rate inthe Agreementto the price forsupply of biomethane from other projectsis
provided in BCUC Confidential IR 2.1.%

With respect to the purchases and repurchases of biomethane, FEl states:

[Tlhereisnonetfinancial effect (otherthanthe Facilities Fee) if the City [of Surrey] and its
Designated Affiliates purchase the same amount of biomethane thatis produced by the Surrey
Facility... Any biomethane produced by the Surrey Facility thatisin excess of the amount
purchased by the City [of Surrey] and its Designated Affiliates is purchased by FEl at the Net Sale
Rate and s available for other RNG customers.?®

With respectto the Monthly Facilities Fee, FEl notes that the City of Surrey pays the Monthly Facilities Fee
regardless of the amount of biomethane produced or purchased by the City of Surrey. > FEl states that “the
Facilities Feein the Agreement mitigates FEI's stranded asset risk, negates the need foraminimum supplyand
Contribution in Aid of Construction from Surrey and appropriately covers FEI’s costs of providing service to
Surrey as contemplated in the Agreement.”*°

3.2 City of Surrey

Both FEl and the City of Surrey maintain thatthe Amended Agreement should be accepted by the Commission at
its earliest convenience.' Surrey notes that it has negotiated with FEI for almost two years to reach the
agreement, that the biogas production and upgrading facilities are presently under construction, and that the
FEI Interconnection Facilities are now on a critical path for completion.*”

Surreyindicatesthatwhile itagrees with the principles and structure of the Monthly Facilities Fee, it has not had
the opportunity toreview FEI’s cost of service forthe Monthly Facilities Fee or to verify the reasonableness of
the costs as presented by FEI. Surrey is not able to verify the reasonableness of FEI’s capital costs of the
interconnection and FEI's project development/application costs.>*

33 BCSEA-SCBC

BCSEA-SCBC submits thatthe Commission should determine that the Amended Agreementisin the public
interestand should be accepted forfiling under section 71 of the UCA. BCSEA-SCBCalso submits thatthe
Monthly Facilities Feein the Agreementis reasonable and appropriate. If the Commission determines thatthe
size of the Monthly Facilities Fee isadequately supported, then in BCSEA-SCBC’s view, the Monthly Facilities Fee
should be approved undersections 59 to 61 of the UCA.**

With respectto the purchasesand re-purchases of biomethane, BCSEA-SCBC submits that the Amended
Agreementisvery clearthat the City of Surrey and its Designated Customers will purchase RNG forthe same

%" FEl Final Argument, p. 12.

*% FEl Final Argument, p. 9.

2% FEl Final Argument, p. 9.

%% FEl Final Argument, p. 14.

3 ExhibitB-1, p. 2; City of Surrey Final Argument, p. 2.

32 City of Surrey Final Argument, p. 2.

33 ExhibitC2-1, pp. 1-2; City of Surrey Final Argument, p. 4.
3* BCSEA-SCBC Final Argument, p. 1.
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price as other customers who purchase RNG under FEI’'s RNG Program. The Amended Agreement does not
provide Surrey and its Designated Customers with any preferential treatment underthe RNG Program. **

BCSEA-SCBCis also satisfied thatthe Monthly Facilities Feeis appropriately designed and take s no position
regardingthe size of the Monthly Facilities Fee.

3.4 BCOAPO

BCOAPO takes noissue with the proposed Monthly Facilities Fee and notes that provided Surrey pays the actual
capital and operations and maintenance cost of the Interconnection Facilities and the cost of administering the
Agreement, BCOAPO sees no ground in which to object to FEI's capital cost estimate orto the lack of a minimum
supply provisioninthe Agreement.*®

However, BCOAPO submits thatitisimpossible to determinewhether the proposed Biomethane Purchase
Agreementisinthe publicinterest based onthe publicrecordin this proceeding as the Net-Sale Rateisnota
matter of publicrecord. BCOAPO indicates thatit does notknow: (i) whetherthe Net-Sale Rate is more orless
than the existing BERC rate; (ii) how the Net-Sale Rate was determined; or (iii) how the Net-Sale Rate in the
proposed Agreement comparesto the purchase price paid by FEI pursuant to existing biomethane supply
agreements. Accordingly, BCOAPO asks the Commission to fully consider thisissue based on the confidential
information filed with the Agreement.’’

BCOAPO also expresses the concern that the Biomethane Purchase Agreement does not appearto beinthe
publicinteresttoincrease biomethane supply when thereis notenough demand for the existing supply.>®

3.5 CEC

CEC raisesa number of concernsregarding the biomethane supply agreementand FEI's RNG Program and
makes recommendations tothe Commission to address CEC’s concerns.

CEC notesthat while the Monthly Facilities Fee isareasonable means by which to address the risk of stranded
assets, CEC recommends that the Commission satisfyitself that the Monthly Facilities Fee willadequately cover
the interconnection and other costs that should otherwise be included in the Interconnection Test.*’

CEC submitsthatthe FEI non-bypass customers may be at risk if the in-service date is delayed depending upon
the termination paymentthat would be required from the City of Surrey. CEC recommends thatthe Commission
satisfy itself that such termination paymentis satisfactory to mitigate the stranded asset risks of the project
terminating. CECrecommends that the Commission further satisfy itself that the Monthly Facilities Fee does not
recovera return on equity thatisin excess of that permitted by the Commission.*°

CECis of the view thatin orderfor the projectto be beneficial to ratepayers, itis appropriate forthe Net-Sale
Rate to be setbelow the BERC rate. If there isa positive margin, in which case the Net-Sale Rate is less thanthe
BERC rate, then non-bypass customers willbenefit from oversupply to the extentitis eventually sold. CEC

3> BCSEA-SCBC Final Argument, p. 4.

3® BCOAPO Final Argument, p. 2.

>’ BCOAPO Final Argument, Paras.11-13.
38 BCOAPO Final Argument, para.16.

39 CEC Final Argument, p. 6.

a0 CEC Final Argument, p. 6.
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recommends that the Commission ensure the Net-Sale Rate is established below the BERC rate, before any
premium discount, less the Monthly Facilities Fee and sufficiently ata level below the BERCrate, before any
premium discount, to capture an adequate contribution to the RNG Program.**

CECis concerned that extending the purchase at the BERC rate to supply for “Designated Customers” benefits
the City of Surrey and diminishes the opportunity for FEl customers to benefit. To the extent that “Designated
Customers” notionally consume the City of Surrey RNG, the City of Surrey is acquiring the margin that would
otherwise be attributed to other costsinthe RNG Program. CEC is concerned with the precedent being
established, in that other municipalities with biomethane production could also wish to sell and re-purchase at
the same rate; and may establish “Designated Customer” classes that will be linked directly to theirrespective
supply, effectively removing the available margin forthe base RNG class.**

3.6 FEl reply

In reply tothe BCOAPO observation that the Net-Sale Rate is nota matter of the publicrecord, FEI states that:
“[the opportunity] was open to BCOAPO to access the confidential information by executing the standard form
of undertakings of confidentiality. The fact that BCOAPO chose not to do so does not in any way impact the
Commission’s assessment of the publicinterest in this case.”*?

With respectto the demand and supply withinthe RNG Program, FEl states that “BCOAPO appearsto be
ignoring thatthe Commission already determined that the Biomethane Programisinthe publicinterestand
approved a maximum supply limit. The Agreement satisfies the criteriafor biomethane supply agreements,
including thatitis within the supply limit.”**

FEl is of the view that CEC’s submissions regarding the Net-Sale Rate being set below the BERC rate to be
beneficial toratepayers are incorrect. FEl cites the approved maximum price for delivered biomethane at
$15.28/GJ and confirms thatthe Net-Sale Rate is below the maximum. FEl further submits that CEC appearsto
be confusingwhatis at issue in this proceeding versus the FEI BERC Rate Methodology Application, in which FEI
isproposing a market-based BERC rate relative to the natural gas commodity rate. If the Commission determines
that the BERC rate should be set below full cost of service in aseparate proceeding, thenit follows thatthere
will be some costs notrecovered by the payment of the BERC rate. Thisis notrelevanttothe price paid by FEl
for supply of biomethane from the City of Surrey.*®

4.0 COMMISSION DISCUSSION AND DETERMINATION

The Panel has considered the evidence, arguments and reply as well as requests for consideration to the
Commission by interveners. The Panel also notes the complexity of the contractual arrangement which has been
exemplified by the fact that IRs during the course of the hearing have resulted in modifications of a contract that
has exceeded two yearsin the making. Furthermore, the Panel notes that both parties to the Amended
Agreement are sophisticated parties capable of ensuring theirowninterests.

*1 CEC Final Argument Errata, p. 11.
*2 CEC Final Argument, p. 14.

3 FEl Reply, p. 3.

** FEI Reply, p. 3.

5 FEl Reply, pp. 5-6.
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As a general observation, the Biomethane Purchase Agreement between FEl and the City of Surreyis unique.
Under section 71 of the UCA, an energy supply contractis accepted forfilingifitis determinedto be inthe
publicinterest. Inthis Amended Agreement, the City of Surrey plays dual roles of being agas supplierto FEl and
a gas customer of FEI. A Monthly Facilities Feeis embeddedinthe energy supply contract which requires
approval undersection 59 to 61 of the UCA as a rate and the testfor the approval of such rate is that it must not
be unjust, unreasonable, unduly discriminatory or unduly preferential.

The Panel will first address the submissions regarding the Amended Agreement, in particular the criteriato
considera biomethanesupply contract and the purchase and repurchase mechanisminthe Amended
Agreement. Second, the Panel will address the Monthly Facilities Fee. Third, the Panel will discuss the request
for confidentiality as proposed by FEI. The Panel will conclude as to whetherthe Amended Agreement should be
accepted undersection 71 of the UCA and whetherthe Monthly Facilities Fee should be approved under
sections 59 to 61 of the UCA.

4.1 Amended Agreement

The primary concerns that BCOAPO and CEC shared were regarding the Net-Sale Rate and the overall FEIRNG
Program. While the Panel understandsinterveners’ views onthe supply and demand situation of the RNG
Program, the FEI BERC Rate Methodology Applicationis currently under review by way of a separate proceeding.
The biomethane supplycontractin this proceedingrelates to the supply of biomethane, not the BERC rate which
ismore pertinentto the customerdemandinthe RNGProgram. Therefore, the Panel must deferany decision
related tothe BERC rate to the FEI BERC Rate Methodology proceeding panel.

In the 2013 Biomethane Decision, the panelestablished the criteriato considerin acceptingabiomethane
supply contract for section 71 filing. The criteria established in that decision represent a minimum requirement
and that the Commission musttake into account otherfactors as necessary. The guidance inthe 2013
Biomethane Decision isrelevantand applicable to the Amended Agreement being reviewed in this proceeding.
This Panel sees no compellingreason to departfromthe 2013 Biomethane Decision as that decision was made
afteran extensive process. This Panelwilluse the criteriaset outin the 2013 Biomethane Decision to determine
whetherornot the Amended Agreementisinthe publicinterest.

In its submissions, FEl confirms that the Net-Sale Rate is below the supply cap rate of $15.28 underthe RNG
Program as approvedinthe 2013 Biomethane Decision. Underthe approved RNG Program, FElis also allowed to
contract up to the maximum annual contract quantity of 2 PJ. The aggregate annual supply including the City of
Surrey contract is currently well below that maximum at 589,520 GJ. Subjectto the approval of the Monthly
Facilities Fee, the Panelis also satisfied that the Amended Agreement meets all remaining components required
ina biomethane supply contract. Therefore, the Biomethane Purchase Agreement between FEl and the City of
Surrey dated September 16, 2015, as amended by the Amending Agreement dated January 19, 2016,
(Amended Agreement) is accepted as beingin the public interest undersection 71 of the UCA.

4.2 Monthly Facilities Fee

The Monthly Facilities Fee paid to FEI, regardless of supply volume, is designed to minimize stranded asset risk
of FEI’'sinterconnection of the Surrey Facility in the event that the City of Surrey does not flow any biomethane
intothe FEl system. Thus, the Panel accepts FEI’s view that the Monthly Facilities Fee substitutes for the
minimum supply requirement in the standard biomethane contract template.

The Panel notes that there are several components withinthe Monthly Facilities Fee. First, the majority of the
Monthly Facilities Feeis made up of initial capital cost and project development cost, expected to be inthe
combined range of $725,000 to $979,000. Given that the final Monthly Facilities Fee will be based on the actual
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cost of these two components, the Panel find this arrangement just and reasonableto the extent that the risks
to FEl ratepayers are sufficientlymitigated. The remaining components of the Monthly Facilities Fee relate to
the average cost of capital, operating and maintenance costs, gas supply administration fee and heritagefee.
The Panel views that these are reasonable costs to recover from the City of Surrey, although the gas supply
administration feeand heritage feeare new and unique to this biomethanesupplyarrangement. With regard to
the agreed amount for the average cost of capital, the Commissionfindsitto be reasonable tofix the amount
for the term of the contract given the Monthly Facilities Fee isalevelized rate.

The Monthly Facilities Fee inthe Amended Agreementis approved under sections 59 to 61 of the UCA. FEl is
directed to file the final Monthly Facilities Fee amount, and details of the calculation of such, within 30 days
when the actual initial capital costs and project development costs are known. If the actual costs are not
available for filing on or before December31, 2016, FEl is directed to file a status update on the final Monthly
Facilities Fee.

4.3 Confidentiality

In Directive 50of Order G-186-15, the Commission granted FEI's request that the Agreement, the financial model
and purchase scenarioillustrations appendedtothe Application as Appendices A, Band C respectively, be kept
confidentialdue totheir commercially sensitive nature. As the proceeding continued and based on various IR
responses, FEl provided information on a non-confidential mannerincluding aredacted version of the
Agreement, the Amending Agreement and the financial model. The Panel notes that the main purpose for
keeping certaininformation confidential is the commercial sensitivity of the Net-Sale Rate. FEl also requests the
live working spreadsheet financial schedule be kept confidential due toits proprietary and commercially
sensitive nature. However, the output of the financial schedule is publicly available in Exhibit B-3, Attachment
2.1.2.

The Panel finds that Directive 5must be updated and replaced due to the proceeding’s discovery process.
Directive 5 of Order G-186-15, which granted FEI's confidentiality request on Appendices A, B and C of the
Application (Exhibit B-1 and ExhibitB-1-1), isreplaced due to the changes in the evidentiaryrecord. As
requested by FEI, the following documents are confirmed to be kept confidential due to their commercially
sensitive nature:

a. Non-redacted version of the Agreementfiled as Appendix A of ExhibitB-1-1;

b. Live working spreadsheetfinancial schedule filed as Appendix B of Exhibit B-1-1 as it is propriety
and commercially sensitive to FEl;

c. Purchase scenarios filed as Appendix C of Exhibit B-1-1;

d. Non-redacted version of the Amendment, together with the confidential response toinformation
requests disclosing the Net-Sale Rate inthe Agreement.
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