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A. EVOLVING OPERATING ENVIRONMENT

154.0 Reference: EVOLVING OPERATING ENVIRONMENT
Exhibit B-10, BCUC IR 1.1
Customer Expectations

In response to British Columbia Utilities Commission (BCUC) Information Request (IR)
1.1, FortisBC Energy Inc. and FortisBC Inc. (collectively FortisBC) discussed the
opportunities and challenges presented by rising customer expectations with respect to
service, engagement channels and keeping pace with other service providers.

FortisBC further stated in response to BCUC IR 1.1: “Generally speaking, meeting
customer expectations with respect to service, engagement channels and keeping pace
with other service providers is expected to support increased customer engagement and
may translate to increased demand for FortisBC’s energy solutions and services.”

154.1 Please indicate which service providers FortisBC is referring to in its response to
BCUC IR 1.1 and the types of activities being undertaken by these service
providers which FortisBC is aiming to keep pace with. Please clearly indicate if
the service providers are electric or gas utilities (or both).

Response:

In response to BCUC IR 1.1.1, FortisBC’s reference to “keeping pace with other service
providers” generally refers to any other service provider that our customers are doing business
with. This recognizes that the expectations of our customers are formed by their collective
service experiences and are not confined to their interactions with gas or electric utilities.
Accordingly, FortisBC’s customers might compare their experience with FortisBC to their service
experiences with companies like Amazon and Telus, as well as BC Hydro.

154.1.1 As part of the above response, please indicate if in the above-
mentioned preamble “FortisBC’'s energy solutions and services” is
intended to refer to FortisBC Energy Inc. (FEI), FortisBC Inc. (FBC) or
both. Please also describe the specific energy solutions and services
being referenced in this statement.
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Response:

In the above preamble, “FortisBC” refers to both FEI and FBC. The statement, including
reference to increased demand for FortisBC’s energy solutions and services, was intended to

refer broadly to all of FortisBC'’s service offerings.

FortisBC believes that its focus on meeting customer expectations will help drive greater
customer engagement and maintain or increase demand for its products and services.
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155.0 Reference: STAKEHOLDER ENGAGEMENT
Exhibit B-10, BCUC IR 3.4
Discussions with Stakeholders

In response to BCUC IR 3.4, FortisBC stated that it met with “representatives from the
Ministry of Energy, Mines and Petroleum Resources and the BC Business Council as
part of the MRP consultation process.”

155.1 Please explain in detail the topics discussed with: (i) the Ministry of Energy,
Mines and Petroleum Resources; and (ii) the BC Business Council.

Response:

Please refer to Appendix C3 in the Application for the presentation made to the two parties®.

In general, the discussions gravitated towards areas of interest. For example, the Ministry of
Energy, Mines and Petroleum Resources (MEMPR) was interested in issues that support the
objectives of CleanBC such as the Clean Growth Innovation Fund, targeted incentives as well
as stakeholder engagement and Indigenous relations. MEMPR indicated that CleanBC has
policy implications that need to be considered in addition to the BCUC’s traditional lens of an
economic regulator. Similar to MEMPR, the topics discussed with BC Business Council (BCBC)
gravitated towards areas of interest, including the economic and environmental benefits to
British Columbia related to FortisBC’s proposals.

In FortisBC’s opinion, MEMPR indicated support for the objectives of the Innovation Fund and
proposed targeted incentives, and the BCBC also indicated support. However, the BC
Government, and other interveners, are best positioned to make their own views known.
Consequently, the Companies encouraged MEMPR, and all stakeholders it consulted, to
participate and make their views known through the MRP regulatory process.

While the discussions with MEMPR and BCBC focused on various elements of the MRPs, the
discussions were high level in nature. FortisBC considered the general discussions it had with
stakeholders, including MEMPR and BCBC, in its proposals in the Application.

155.2 Please provide any feedback given on the Multi-year Rate Plans (MRPS) by each
of the Ministry of Energy, Mines and Petroleum Resources and the BC Business

1 FortisBC Next Generation PBR, Stakeholder Discussion, October 2018.
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1 Council and explain whether this feedback was incorporated into the MRP

2 application proposals.

3

4 Response:

5 Please refer to the response to BCUC IR 2.155.1.

6

7

8

9 155.2.1 As part of the above response, please specifically explain whether the
10 Ministry of Energy, Mines and Petroleum Resources provided any
11 feedback on the proposed Innovation Fund or on the proposed
12 Targeted Incentives.
13

14  Response:
15 Please refer to the response to BCUC IR 2.155.1.

16
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B. EVALUATION OF THE CURRENT PBR PLANS

156.0 Reference: EVALUATION OF THE CURRENT PBR PLANS
Exhibit B-10, BCUC IR 6.3
Decoupling of Revenues and Costs

In response to BCUC IR 6.3, FortisBC stated the following:

...both FEI and FBC achieved significant O&M [Operations and Maintenance]
savings during their PBR terms. However, the incentives to achieve these
savings are not derived from the inclusion or quantum of the productivity factor.
Rather, they are derived from the decoupling between revenues and costs during
the Plans’ terms, the length of the rate period and the amount of the costs that
are subject to an incentive framework...The X-Factor does ensure that part of the
“expected” industry productivity growth during the Plans’ terms is passed to
customers regardless of the actual performance of the Utilities.

156.1 Please fully explain the statement in the above preamble that the incentives are
“derived from the decoupling between revenues and costs during the Plans’
terms.” Please specifically refer to the design of FEI and FBC’s Current
Performance Based Ratemaking (PBR) Plans in this response.

Response:

The term “decoupling between revenues and cost during the Plan’s terms” in the preamble, and
as generally found in PBR literature, refers to the use of indexing formulas to break the link
between the formula driven revenues or prices and incurred costs either on components of the
revenue requirement or the entire revenue requirement.

As explained in Appendix C4-3 of the Application (Fundamentals of Rate Setting), FortisBC'’s
Current PBR Plans can be described as a hybrid revenue cap model with a building block
approach, while also containing cost of service elements. This is based on the following
features:

revenues are capped independent of the actual costs incurred for O&M and capital;

the formulas for capital expenditures are separated from the formulas for O&M; and

certain costs are treated using cost of service rate-setting methodologies.
Unlike the revenue cap plans in other jurisdictions, the Current PBR Plans escalate O&M and
certain capital expenditures with separate formulas that are based on inflation, a growth factor,

and a productivity factor. In this sense, the amount of FortisBC’s capital and O&M expenditures
recovered in rates is independent of the actual costs incurred. Subject to the earnings sharing



FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC Application) September 16, 2019

A OWDN P

o Ol

10
11
12
13
14
15
16
17

18
19
20

21
22
23
24
25
26
27
28

29
30
31

32
33
34

35

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)

No. 2 Page 7

mechanism, any variance between actual costs and formula driven costs for the entire PBR
term will flow to the account of the shareholders which will incent the Utilities to strive to find
cost efficiencies (without negatively affecting service quality) to spend less than formula driven
amounts. Even without the existence of the productivity factor, the same incentive would exist.

For more information, please refer to Dr. Kaufmann’s presentation titled “Multi-year rate plan
and cost of service regulation” included in Appendix C-3 as well as to Appendix C4-3 of the
Application.

156.2 Please explain if the decoupling described in the above preamble was also
experienced by each of FEI and FBC under the cost of service rate-setting
approaches in place prior to the Current PBR Plans due to the approved use of
the Rate Stabilization Adjustment Mechanism deferral account (FEI) and the
Revenue Variance deferral account (FBC).

Response:

What is commonly referred to as “revenue decoupling” is a different concept than the
decoupling of rates/revenues and incurred costs in the context of MRP/PBR plans. FEI
provides further clarity in the response below.

In regulatory literature, “revenue decoupling” ordinarily refers to a rate making mechanism that
is designed to eliminate or reduce the dependence of a utility’s revenues on system throughput
(i.e., sales). It is adopted with the intent of removing the disincentive a utility has to administer
and promote customer efforts to adopt demand side management initiatives or to install
distributed generation to displace electricity delivered by the utility. Revenue decoupling is used
under both cost of service and MRP/PBR rate setting frameworks. As noted in the question, FEI
and FBC and many other North American utilities use revenue stabilization mechanisms to
decouple the amount of energy sold and the actual (allowed) revenue collected by the utility.

In contrast, and as discussed in the response to BCUC IR 2.156.1, the decoupling of
rates/revenues and incurred costs in the context of MRP/PBR plans typically refers to the use of
indexing formulas to break the link between the allowed revenues/prices and incurred costs.

For more information, please refer to Dr. Kaufmann’s presentation titled “Multi-year Rate Plan
and Cost of Service Regulation” included in Appendix C-3 as well as to Appendix C4-3 of the
Application.
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1 157.0 Reference: EVALUATION OF THE CURRENT PBR PLANS
2 Exhibit B-10, BCUC IR 7.1
3 Compugen Contract Renewal
4 In response to BCUC IR 7.1, FEI stated that negotiations for another five-year term with
p g y
5 Compugen are nearing completion and the new contract is “in line with the previous
6 contract in regards to costs and services.”

7 157.1 If the new contract with Compugen has now been completed, please provide a

8 comparison of the costs under the new contract to the costs under the existing
9 contract and highlight any differences.

10

11 Response:

12 The new contract is in the process of final approval, and is expected to be completed in
13  September. The cost of the new contract will increase by 2.38 percent by the end of the
14  contract in 2024 compared to 2019 costs.

15
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158.0 Reference: EVALUATION OF THE CURRENT PBR PLANS

Exhibit B-10, BCUC IR 8.1, 8.8; Exhibit B-7, Commercial Energy
Consumers Association of BC (CEC) IR 11.1, Exhibit B-1, p. B-34;
Exhibit B-1-1, Appendix B8-1, p. 6

FEI Growth Capital

In response to BCUC IR 8.1, FEI provided the following scenario which compared the
Actual Growth Capital during the Current PBR Plan to the Growth Capital amount which
would have occurred under a scenario where actual service line additions (SLAs) were
used (but the 0.5 multiplier was still applied to the growth factor):

Table 1: Forecast of Growth Factor with 50% multiplier included

Year Actual Formula Variance
2014 24.231 26.009 1.778
2015 45.776 36.760 (9.016)
2016 47.500 36.827 (10.673)
2017 59.542 42.221 (17.321)
2018 82.884 43.474 (39.410)
2019P 63.328 40.257 (23.071)
Total 323.262 225.548 (97.713)

In response to CEC IR 11.1, FEI provided a revised Table C1-2 from the Application
which shows the Growth Capital recalculated using actual SLASs:

Growth Capital 5000 2014 2015 2016 2017 2018 Total
Approved Growth Capital using lagging growth 21,478 28480 33,263 33477 37485 154,183
Growth Capital recalculated using Actual Additions 30,508 43,042 42,997 55,457 58414 230,418
Difference (9,031) (14,563) (9,734) (21,979) (20929) (76,236)
Total Growth Expenditures 34,677 45,776 47,500 59,543 82,884 270,380

158.1 Excluding the year 2014 in the table provided in response to CEC IR 11.1, which
includes FortisBC Energy (Vancouver Island) Inc. (FEVI) and FortisBC Energy
(Whistler) Inc. (FEW) amalgamated costs, please explain why years’ 2015
through 2018 in the “Growth Capital recalculated using Actual Additions” row do
not agree with the “Formula” column in the response to BCUC IR 8.1.

Response:

The “Growth Capital recalculated using Actual Additions” in the response to CEC IR 1.11.1 and
the “Formula” column in the response to BCUC IR 1.8.1 are not equivalent. In response to
BCUC IR 1.8.1, FEI substituted the actual growth factor in place of the lagging growth factor,
leaving all other formulaic components as approved.
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In the response to CEC IR 1.11.1, FEI also used the actual growth factor, but substituted it into
the formula that FEI had proposed to use in the 2014-2018 PBR Application. The major
difference between the two calculations is that the table provided in response to CEC IR 1.11.1
(which is an amended version of Table C1-2 from the Application) did not include the 50 percent
multiplier (reduction) to the growth factor.

158.2 Please provide an additional scenario in the same format as was provided in
response to BCUC IR 8.1 to show the annual formula amount which would have
been provided if actual customer additions had been used instead of service line

additions (but still including the 50% multiplier).

Response:

The following table produces the Formula Growth Capital using Actual Gross Customer
Additions (not lagged) to produce the growth factor and includes the 50 percent multiplier on the

growth factor.

Year Actual Formula Variance
2014 24.231 24.299 0.068
2015 45.776 36.196 (9.580)
2016 47.500 37.541 (9.959)
2017 59.542 41.549 (17.993)
2018 82.884 43.419 (39.466)
2019P 63.328 40.206 (23.122)
Total 323.262 223.210 (100.052)

158.3 Please provide an additional scenario in the same format as was provided in
response to BCUC IR 8.1 to show the annual formula amount which would have
been provided if the Growth Capital proposals included in the Application were
applied during the Current PBR Plan term (i.e. 0% X-Factor, 100% growth factor,
actual customer additions). Please compare the resulting annual formula Growth
Capital funding to the actual Growth Capital spending during the Current PBR

Plan term.




FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC* Application) September 16, 2019

w

© o ~NO O

10

11
12

13
14

15
16
17
18
19
20

21
22
23
24
25

26
27
28
29

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)

No. 2 Page 11

Response:

The following table produces the Formula Growth Capital using Actual Gross Customer
Additions (non-lagging) to produce the growth factor, 100 percent multiplier on the growth factor,
and a 0 percent X-factor.

Year Actual Formula VELE
2014 24.231 27.268 3.037
2015 45.776 43.414 (2.362)
2016 47.500 46.945 (0.555)
2017 59.542 57.442 (2.100)
2018 82.884 62.947 (19.937)
2019 63.328 53.316 (10.013)
Total 323.262 291.332 (31.930)

As can been seen in the table, when applying the proposals in the MRP retrospectively, FEI
would still have been underfunded for Growth Capital, although the variance is significantly
reduced. The other funding concerns for Growth Capital in the Current PBR Plan term have
been addressed in this Application through means other than the growth factor and X-factor
changes.

In response to BCUC IR 8.8, FEI stated the following:

The annual actual New Customer Mains amounts in Table C3-1 of the
Application do not agree with the annual actual New Customer Mains amounts in
Table A:B8-1-3 of Appendix B8-1 due to Pension and OPEB [Other Post-
Employment Benefits] expense. Both the actual and allowed New Customer
Mains expenditures in Table A:B8-1-3 include Pension and OPEB adjustments
whereas Table C3-1 of the Application excludes Pension & OPEB.

158.4 Please explain why FEI included the Pension and OPEB adjustments in Table
A:B8-1-3 of Appendix B8-1 for New Customer Mains. Please also provide a
revised Table A:B8-1-3 which excludes Pension and OPEB adjustments.

Response:

FEI included Pension and OPEB adjustments in Table A:B8-1-3 of Appendix B8-1 for New
Customer Mains because the internal reporting for actual Growth Capital expenditures includes
Pension and OPEB. FEI’s projections for Growth Capital also include Pension and OPEB as
part of the total estimated labour expenditures. It should be noted that the annual variance
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amount is unchanged whether the table includes or excludes Pension and OPEB adjustments
as these adjustments flow through both the Actual/Projected and Allowed at the same amount.

A revised table of Table A:B8-13 which excludes Pension and OPEB adjustments is provided

below:

Table A:B8-1-3: New Customer Mains ($ thousands) — excluding Pension & OPEB adjustments

New Customer Mains
($000's)

2014

2015

2016

2017

2018

Cumulative

Actual/

Proiected Allowed Variance Var%
5,272 6,521 (1,250) -19%
13,752 8,677 5,075 58%
12,823 10,165 2,659 26%
16,467 10,213 6,253 61%

24,494 11,422 13,072 114%
72,808 46,998 25,810 55%

158.5 Please clarify if Table B2-4 on page B-34 of the Application includes Pension and

OPEB adjustments.

Response:

Table B2-4 on page B-34 of the Application excludes Pension and OPEB adjustments.
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159.0 Reference: EVALUATION OF THE CURRENT PBR PLANS
Exhibit B-10, BCUC IR 8.1, 9.1
FEI Sustainment/Other Capital Correlation Analysis

In response to BCUC IR 9.1, FEI provided the following correlation analysis for
Sustainment/Other Capital:

Figure 1: FEI Trend in New Attachments Compared with Actual and Formula-driven
Sustainment/Other Capital

160 25,000
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- __,_.--'-'--_
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5,000
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D -
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159.1 Please discuss whether, based on Figure 1, the correlation between 2019
projected new attachments and formula-driven Sustainment/Other Capital is
trending more closely than the correlation between 2019 projected new
attachments and actual/projected Sustainment/Other Capital.

Response:

The premise of the question seems to be incorrect. The correlation is not used to compare
single data points (year 2019), but rather the trend in a set of data (for instance data for the
2014-2019 period).

In Figure 1 in response to BCUC IR 1.9.1, the actual sustainment line is trending more closely
with the new attachment line. As the number of new attachments declines from 2018 to 2019 so
too does the actual sustainment/other capital, whereas the formula amounts continue to
increase.

Nevertheless, it is not appropriate to draw conclusions on any perceived correlation between
Actual or Formula Sustainment/Other Capital and New Attachments for the following reasons:

1. As explained in the response to CEC IR 1.14.4, the first step before conducting any
correlation analysis is to establish the causal relationship between variables. Formula
Sustainment/Other Capital from 2014 to 2019 was based on a 2013 base with a growth
factor related to the average number of customers from the preceding year. Any
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correlation between Formula Sustainment/Other Capital and the 2019 projected New
Attachments is not, itself, indicative of a causal relationship.

Sustainment/Other Capital is primarily made up of capital investments required to
upgrade or refurbish the existing system. Although there are some capacity-related
upgrades that are influenced by New Attachments that could explain, in part, the
appearance of correlation, the majority of Sustainment/Other Capital is related to asset
condition and equipment obsolescence which is independent of New Attachments. FEI
notes that the higher expenditures experienced in 2018 are attributable mainly to the
Whistler IP project. This is an example of a Sustainment project that is influenced by
New Attachments, but not directly correlated because it takes a number of years of
strong customer additions to necessitate a capacity upgrade of that magnitude. Thus,
the fact that the actual expenditures decline in 2019 due to the Whistler IP project no
longer being included is not due to a reduction in attachments. The appearance of a
strong correlation between Actual expenditures and New Attachments in that year is
mostly coincidental.

159.1.1 Please discuss the likely reasons for the projected trends in 2019.

Response:
Please refer to the response to BCUC IR 2.159.1.

In response to BCUC IR 8.1, FEI provided three tables based on three scenarios
described in BCUC IR 8.1.

159.2 Please provide the same analysis for FEI's Sustainment/Other Capital using the
applicable growth factor (i.e. average number of customers) and using actual
average number of customers instead of forecast, similar to the response to
BCUC IR 8.1.

Response:

FEI has produced the requested tables for Sustainment/Other Capital below.
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1 Table 1: Forecast of Growth Factor with 50% multiplier included
Year Actual Formula Variance

2014 100.168 98.785 (1.383)
2015 107.803 111.219 3.416
2016 114.641 112.608 (2.033)
2017 139.416 113.681 (25.735)
2018 150.329 115.452 (34.877)
2019pP 144.359 117.577 (26.782)
Total 756.716 669.324 (87.392)

Table 2: Lagging Growth Factor with 50% multiplier excluded

Year Actual Formula Variance
2014 100.168 98.602 (1.566)
2015 107.803 111.841 4.038
2016 114.641 113.639 (1.002)
2017 139.416 115.475 (23.941)
2018 150.329 117.830 (32.499)
2019 144.359 121.347 (23.012)
Total 756.716 678.734 (77.982)
5 Table 3: Forecast Growth Factor with 50% multiplier excluded
Year Actual Formula VELE T
2014 100.168 99.486 (0.682)
2015 107.803 112.481 4.678
2016 114.641 114.763 0.122
2017 139.416 116.652 (22.764)
2018 150.329 119.585 (30.744)
2019 144.359 122.300 (22.059)
6 Total 756.716 685.267 (71.449)

7  Similar to the analysis for Growth Capital, excluding the 50 percent multiplier and using a
8 forecast growth factor would have resulted in the lowest variance as demonstrated in Table 3.
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160.0 Reference:

FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)

Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the
Application)

Submission Date:
September 16, 2019

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)
No. 2

Page 16

EVALUATION OF THE CURRENT PBR PLAN

Exhibit B-10, BCUC IR 8.1, 10.1, 10.2, 10.4; Exhibit B-1, p. B-37

FBC Regular Capital

In Table B2-6 on page B-37 of the Application, FBC provides the capital expenditure
variances during the Current PBR Plan term.

In response to BCUC IR 8.1, FortisBC provided three tables based on three scenarios
described in BCUC IR 8.1.

160.1 Please provide the same analysis for FBC’s total formula capital (i.e. the
combined Growth/Sustainment/Other Capital) using the applicable growth factor
for FBC (i.e. average number of customers) and using actual average number of
customers instead of forecast, similar to the response to BCUC IR 8.1.

Response:

The requested analysis is provided in the tables below.

Table 1: Forecast Customer Growth Factor with 50% multiplier included

Year Actual Formula Variance
($ millions)

2014 $ 42.665 $ 42.211 $ (0.454)
2015 44,791 42.570 (2.221)
2016 45,838 43.038 (2.800)
2017 59.053 43.494 (15.559)
2018 60.187 44,284 (15.903)
2019P 56.500 45.161 (11.339)
Total $ 309.034 $ 260.759 $ (48.275)

Table 2: Lagging Customer Growth Factor with 50% multiplier excluded

Year Actual Formula Variance
($ millions)

2014 $ 42.665 $ 42.332 $ (0.333)
2015 44,791 42.601 (2.190)
2016 45.838 43.356 (2.482)
2017 59.053 43.955 (15.098)
2018 60.187 44.807 (15.380)
2019P 56.500 46.278 (10.222)
Total $ 309.034 $ 263.329 $ (45.705)
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Table 3: Forecast Customer Growth Factor with 50% multiplier excluded

Year Actual Formula Variance
($ millions)

2014 $ 42.665 $ 42.365 $ (0.300)
2015 44,791 42.970 (1.821)
2016 45,838 43.684 (2.154)
2017 59.053 44.439 (14.614)
2018 60.187 45.755 (14.432)
2019P 56.500 46.889 (9.611)
Total $ 309.034 $ 266.103 $ (42.931)

160.2 Please provide an additional scenario for FBC in the same format as was
provided in response to BCUC IR 8.1 to show the annual formula amount which
would have been provided under the following assumptions: 0% X-Factor, 100%
growth factor, actual average number of customers.

Response:

The requested analysis is provided in the table below.

Year Actual Formula Variance
($ millions)

2014 $ 42.665 $ 42.800 $ 0.135
2015 44,791 43.856 (0.935)
2016 45.838 45.042 (0.796)
2017 59.053 46.290 (12.763)
2018 60.187 48.149 (12.038)
2019P 56.500 49.843 (6.657)
Total $ 309.034 $ 275.980 $ (33.054)

In response to BCUC IR 10.1, FBC provided the following tables:
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Growth Capital Sustainment/Other Capital
Actual Formula Variance % Variance Actual Formula Variance % Variance
2014 15.283 17.944 2,661 14.8% 27.382 24.249 (3.133) 12.9%
2015 17.662 18.025 0.363 2.0% 27.128 24359 (2.769) 11.4%
2016 12.937 18.233 5.296 29.0% 32.901 24 641 (8.260) 33.5%
2017 19.159 18.395 (0.764) 4.2% 35.894 24.859 (15.035) 60.5%
2018 20.634 18.631 (2.003) 10.7% 39.553 25.187 (14.366) 57.0%
2019pP 15.051 18.870 3819 20.2% 41.449 25,992 (15.457) 59.5%
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FBC also stated in response to BCUC IR 10.1 that it does not have disaggregated
capital spending envelopes or formula calculations and that “An arbitrary calculation of
formulaic capital components reflects neither the determination of FortisBC's PBR
formula capital, nor the internal allocation of the capital components.”

In response to BCUC IR 10.4, FBC attributed $20.9 million of the $49.6 million formula
versus actual capital variance to “system improvements to accommodate growth” which
FBC confirmed in response to BCUC IR 10.2 is part of Growth Capital.

160.3 Please explain how FBC is able to determine the amount that “system
improvements to accommodate growth” contributed to the capital spending
pressures given FBC’s statements in response to BCUC IR 10.1 that it does not
have disaggregated information on formula capital spending.

Response:

As stated in the response to BCUC IR 1.10.1, FBC’s formula capital is determined at the
aggregate level, therefore the formula amounts provided in the response to that question are
hypothetical and no meaningful analysis of the variances can be made.

FBC has several projects for system improvements to accommodate growth. These projects
are New Connects, Small Growth, Unplanned Growth, and third party or customer funded
growth projects which are planned and executed under Growth Capital. FBC compared actual
spending in these projects with its internal forecasts (the components of which vary year to year
due to the flexibility provided under the PBR mechanism) to determine the amount that these
projects contributed to capital spending pressures.

In Table A: B8-3-1 in Appendix B8-3 of the Application the cumulative values are shown as
follows:

Variance Amount
Area ($ million)

New connects, small growth, unplanned growth (system
improvements to accommodate growth) $16.705

Customer driven modifications at RG Anderson Terminal $3.656
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Variance Amount
Area ($ million)

Customer-funded projects $0.552
Total $20.913

160.4 Please clarify FBC’'s statements regarding the over-spending of “system
improvements to accommodate growth” given the table provided in response to
BCUC IR 10.1 which shows that actual Growth Capital was lower than formula
Growth Capital in four out of the six years of the Current PBR Plan term.

oo ~NOoOOULh W NP

Response:
Please refer to the response to BCUC IR 2.160.3.
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PROPOSED RATE PLANS

161.0 Reference: X-FACTOR

Exhibit B-10, BCUC IR 13.2; Exhibit B-1, pp. B-25, B-44; FEI
Application for Approval of a Multi-Year Performance Based
Ratemaking Plan for 2014 through 2018 proceeding, Exhibit B-1, p.
53; FBC Application for Approval of a Multi-Year Performance Based
Ratemaking Plan for 2014 through 2018 proceeding, Exhibit B-1, p.
44

O&M Savings and the X-Factor

In response to BCUC IR 13.2, FortisBC stated the following:

The theory of the I-X mechanism defines the X-Factor value as an adjustment to
the inflation factor (I-Factor) for the difference between the economy-wide
inflation factors (used in the indexing formula) and the real cost [of] inflation of
the utility...

...The variance between [the] economy-wide inflation factor used in the formula
and the utility’s actual inflation depends on two factors: (i) the variance between
the economy-wide inflation and the input cost inflation of the utility and (ii) the
variance between the average productivity of the economy and the productivity of
the utility.

In FEI's Application for Approval of a Multi-Year Performance Based Ratemaking Plan
for 2014 through 2018 (FEI PBR Application) and FBC’s Application for Approval of a
Multi-Year Performance Based Ratemaking Plan for 2014 through 2018 (FBC PBR
Application), both FEI and FBC requested approval of a 0.5 percent X-Factor (inclusive
of any stretch factor).

As shown on page B-25 of the Application, the BCUC approved a 1.10 percent X-Factor
for FEI and a 1.03 percent X-Factor for FBC for the Current PBR Plan terms.

On page 53 of the FEI PBR Application, FEI stated the following:

The reasonableness of FEI's proposed X-Factor can be assessed by comparing
the impact of the proposed X-Factor on forecast rate changes under a formula
relative to forecasted rate changes under the cost of service model. As FEI
explains in Section B7 of this Application, the rates arising from PBR formulas
(the combination of proposed 0.5 per cent X-Factor and the proposed composite
inflator) will lead to average delivery revenues that are 2.0 percent lower than the
average rates under the cost of service model which indicates that the proposed
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X-Factor is an ambitious estimate of expected productivity gains and represents
a considerable challenge to the Company.

On page B-44 of the Application, FortisBC states: “FEI's and FBC's O&M expenditure
performance has been a success in almost every category — less than inflation, O&M per
customer has declined, and strong performance relative to other utilities.”

161.1 Given that O&M savings were achieved for each of FEI and FBC in each year of
the Current PBR Plan term beyond the productivity improvement factor (PIF)
savings, please explain how these results may be interpreted from the
perspective of each of the following: (i) FEI's and FBC’s input cost inflation
compared to the economy-wide inflation; and (ii) FEI's and FBC'’s productivity
compared to the average productivity of the economy.

Response:

To clarify, the “productivity of the utility” in the preamble refers to the productivity of an average
firm in the utility industry and not the specific productivity of FEI and FBC. Further, to be
accurate the reference to the term “Input cost inflation” in the preamble and the question should
be replaced with “input price inflation”. With these notes, FortisBC provides the following
response.

The information requested in this question and in BCUC IR 2.161.2 can only be addressed by
conducting a TFP growth study for the utility industry as well as separate TFP studies for FEI
and FBC. Conducting a TFP study is a lengthy and expensive process that takes several
months. FortisBC does not have internal expertise to conduct such a study and therefore is
unable to respond to these questions.

For the reasons explained in response to BCUC IR 1.17.5, FortisBC has not conducted a TFP
study and is proposing a judgement-based approach for X-Factor determination. Other inputs
that can inform the BCUC’s decision were discussed in the response to BCUC IR 1.13.2.

Based on FortisBC’s review of expert TFP testimonies in other Canadian jurisdictions, the
difference between utility industry input price inflation and the economy-wide inflation is often
considered to be statistically insignificant and the X-Factor is not adjusted for this item. For
instance, Dr. Makholm’s evidence in Union Gas’ and EGD’s amalgamated incentive rate-setting
proceeding explains this issue as follows:

Using the largest possible TFP data set for North American energy distribution
companies, | have consistently never found a statistically significant difference in
input prices for the energy distribution industry versus the economy as a whole. |
confirm that same result here. That is, | have always found that there is no
reason to conclude that the input price inflation faced by the energy utility
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1 distribution sector differs from the input price inflation facing the rest of the
2 economy.?
3
4
5
6 161.2 Please explain how FEI's and FBC’s O&M expenditure performance during the
7 Current PBR Plan term compares to each utility’s expectations at the time of
8 filing the FEI and FBC PBR Applications, where a 0.5 percent X-Factor was
9 proposed. Specifically, please compare the O&M expenditure performance to
10 FEI's and FBC’s expectations regarding: (i) input cost inflation compared to the
11 economy-wide inflation; and (ii) productivity compared to the average productivity
12 of the economy.
13

14  Response:
15 Please refer to the response to BCUC IR 2.161.1.

16

17

18

19 161.3 Please confirm, or explain otherwise, that FEI and FBC have not performed a
20 similar analysis as was described on page 53 of the FEI PBR Application — i.e.
21 analysis of forecast rate changes under a cost of service model compared to
22 forecast rate changes under the proposed indexed-based formula — to assess
23 the reasonableness of the 0 percent X-Factor proposals.

24

25 Response:
26 Confirmed.

27  Comparisons similar to those provided in FEI and FBC’s PBR Applications are not needed to
28 assess the reasonableness of the X-Factor. FortisBC’s proposal to not recommend an X-Factor
29 inits O&M determination (which can also be expressed as an implied zero percent X-Factor) is
30 reasonable and appropriate based on the evidence, including:

31 o the review of X-Factor related evidence and decisions in other jurisdictions, including the
32 range of X-Factors calculated in recent TFP studies, the increased importance of
33 judgement and rapidly declining industry productivity growth values in recent years;

2 Dr.Makholm (2017); Expert Report and Direct Testimony pm behalf of Enbridge Gas Distribution and Union Gas
Limited; page 32, Para A43.
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e FEI's and FBC’s history of being under performance based regulation, including
efficiencies achieved during the Current PBR Plan period;

o the assessment of FEI and FBC’s changing operating environment and O&M cost
pressures during the proposed MRP period; and

o the results of Concentric’s benchmarking study.

FortisBC’s proposal to not recommend an X-Factor in its O&M determination will incent the
Companies to keep controllable cost increases below the rate of inflation by finding additional
efficiency opportunities while maintaining the current high levels of service quality.

Furthermore, although FortisBC undertook the comparisons described above in its 2014 PBR
Applications®, the BCUC 2014 PBR Decisions did not give the analysis any weight in its X-
Factor determination*;

Comparison to COS Rates. We do not consider an ‘illustrative revenue
requirements forecast” to be a reasonable basis on which to make an X-Factor
determination. The “illustrative forecast” has not been adequately tested and, as
such, may be prone to error and bias. It cannot be viewed as a cost of service
requirement for the next five years.

Considering the BCUC Panel's comments above, FortisBC does not believe it is useful to
conduct a similar comparison in this Application. Further, considering that the majority of items
in the MRPs will be set based on a cost of service methodology, only O&M (and Growth Capital
for FEI) would be relevant to the comparison. FortisBC is not able to provide a reasonably
accurate forecast of O&M (or Growth Capital) at a cost of service level of detail for a five year
term.

For the upcoming year, 2020, FortisBC has no reason to believe its rates would be different
under either cost of service or its proposal. For the remaining years of the MRP term, FortisBC
is aware that there are cost pressures that are not reflected in the Base and that other cost
pressures over the term of the MRP will arise. Therefore, FortisBC expects that the five year
cost of service forecasts would be higher than the formula amounts, although FortisBC cannot
accurately forecast by how much.

Nonetheless, due to the number of requests for similar information, the Companies have
endeavoured to provide indicative revenue requirements and rate changes for at least the three-
year period 2020 — 2022, based on the major assumptions set out in Table 1 below. These

3 In the case of FBC, the rates under the proposed PBR formulas were virtually the same as those under the
indicative cost of service model (FBC Exhibit B-1, page 49, lines 19-22.
4 2014 PBR Decisions, page 89 (FEI) and page 86 (FBC).
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assumptions are likely to change in FortisBC’s applications for interim rates to be filed in
October 2019 and will change in subsequent years’ rate filings once more information is

available.

FortisBC reiterates that the revenue requirements and rates set out below are not at a level of
accuracy that would allow rates to be set for 2020 to 2022 at this time.

Table 1: FEl and FBC Assumptions - Indicative Rates 2020 - 2022

Inflation Factor

FEI
2%

FBC
2%

Customer Growth

Average 1%

Average 1%

O&M Expense

Cost of Service assumed
equal to Indexed O&M plus

Cost of Service assumed
equal to Indexed O&M plus

Forecast O&M Forecast O&M
As set out in the response to | As set out in the response to
Base O&M BCUC IR 1.24.1 BCUC IR 1.34.1

Growth Capital

Assuming 17,750 Gross
Customer Additions per year

See Section C3.4

Sustainment and Other
Capital

See Section C3.3

See Section C3.4

Major Projects

Previously approved:
Lower Mainland IP System
Upgrade

Previously approved:
Corra Linn Spillway Gates,

UBO Old Plants
Refurbishment,

Grand Forks Terminal
Reliability

Depreciation Rates

See Section D2.2

See Section D2.3

Power Supply Costs

n/a

Based on average gross load
increase of 1.1%, current
contracts and expected future
prices

Income Taxes

Existing rates

Existing rates
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1 Table 2: FEIl Indicative Revenue Requirement and Delivery Rates 2020 - 2022
2020 2021 2022
($ millions)
Revenue
Sales (2019 Rates) $ 1,205,043 $ 1,262,468 $ 1,275,721
Deficiency (Surplus) 42,777 79,883 99,892
Total 1,247,820 1,342,351 1,375,613
Cost of Energy 364,305 369,577 374,564
Margin 883,515 972,774 1,001,049
Delivery Rate Increase 5.3% 4.5% 2.4%
Expenses
O&M Expense (Net) 249,631 253,468 256,339
Depreciation & Amortization 242,159 294,037 300,656
Property Taxes 68,736 70,548 72,371
Other Revenue (44,145) (42,583) (41,365)
Utility Income Before Income Taxes 367,134 397,303 413,048
Interest Expense 153,249 153,314 156,416
Income Taxes 43,137 27,602 33,833
Return on Common Equity $ 170,748 $ 216,386 $ 222,799
3
4 Table 3: FBC Indicative Revenue Requirement and Rates 2020 — 2022
2020 2021 2022
($ millions)
Revenue
Sales (2019 Rates) $ 373274 $ 374,317 $ 374,606
Deficiency (Surplus) 14,863 32,757 50,930
Total 388,137 407,074 425,536
Rate Increase 4.0% 4.6% 4.5%
Expenses
Cost of Energy 165,236 173,064 177,972
O&M Expense (Net) 51,653 55,508 57,156
Depreciation & Amortization 60,432 63,381 70,596
Property Taxes 16,880 17,163 18,183
Other Revenue (8,056) (8,056) (8,056)
Utility Income Before Income Taxes 101,993 106,013 109,684
Interest Expense 42,177 44,522 44,077
Income Taxes 8,039 8,176 9,768
5 Return on Common Equity $ 51,777 $ 53,315 $ 55,839

6  An excel spreadsheet is provided as Attachment 2.161.3.
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No. 2
1 161.3.1 If confirmed, please explain why this analysis was not considered
2 necessary to support FEI's and FBC’s proposals for the 0 percent X-
3 Factor in the Application.
4
5 Response:
6  Please refer to the response to BCUC IR 2.161.3.
7
8
9
10 161.3.2 If confirmed, please perform the analysis described on page 53 of the
11 FEI PBR Application for each of FEI and FBC to support each utility’s 0
12 percent X-Factor proposal.
13

14  Response:
15 Please refer to the response to BCUC IR 2.161.3.

16
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1 162.0 Reference: X-FACTOR
2 Exhibit B-10, BCUC IR 13.2, 22.1; Exhibit B-1, pp. C-16 — C-17; FEI
3 PBR Application proceeding, Exhibit B-1, pp. 52-53
4 Expected Cost Pressures and the X-Factor
5 In response to BCUC IR 13.2, FortisBC described the cost pressures anticipated by FEI
6 and FBC during the proposed MRP term and referenced pages C-16 and C-17 of the
7 Application.
8 In response to BCUC IR 22.1, FortisBC provided the following table quantifying the cost
9 pressures identified on pages C-16 and C-17 of the Application:
Company |Cost Pressures listed on pages C-16 and C-17 Department Affected $ millions
FEI Additional resources to enable continued investment Operations 5 0.80
FEI Operations transition and succession planning Operations § 0.70
FBC Increased engineering and technology stafiing Operations and Engineering | § 0.22
FEl and FBC |Increased general and administrative costs Finance, HR, Procurement $ 0.64
FEl and FBC |Increased costs in meeting evolving municipal regulations Operations § 0.20
FEl and FBC |Increased environmental and safety programs Safety § 0.20
10 Total Cost Pressures listed $ 276
11 162.1 Please provide an individual departmental analysis for each of FEI and FBC'’s
12 O&M expenses which shows how each department’s costs are expected to
13 increase compared to inflation during the proposed MRP term.
14

15 Response:

16  Provided below are two tables which show the departmental breakdown of the proposed 2019
17  Base O&M, including the incremental funding requested, and applies the proposed inflation and
18 growth factors to show each department’s costs for 2020, the first year of the MRP term. Total
19 O&M Expense will increase under the indexing formula by inflation plus customer growth
20 (assumed to be 2 percent and 1 percent respectively as stated in the response to BCUC IR
21  2.161.3). FortisBC reiterates that the O&M Expense by department is subject to, and expected
22  to, change from year to year as FEI and FBC utilize the flexibility of the indexing mechanism to
23  meet their evolving requirements and therefore the Utilities cannot provide estimates by
24 department beyond 2020.

25

26
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2020
New Forecast
2019 Base funding based on
O&M before Total for MRP 2019 Base Inflation/ Fommula
FEI O&M by Department ($000°'s) adjustments Adjustments term O&M Growth Factor
Operations 80,629 2,867 2,650 86,147 2,724 88,871
Customer Service 41,077 74 41,151 1,301 42 452
Energy Solutions & External Relations 21,847 (310) 5,608 27,145 858 28,003
Energy Supply & Resource Dev 4,234 46 950 5,230 165 5,395
Information Techno|ogy 23,893 230 808 24 931 788 25,719
Engineering Services & PM 14,822 115 400 15,338 485 15,823
Major Projects 1,342 2 1,344 42 1,386
Operations Support 11,441 70 11,511 364 11,875
Facilities 9,543 543 10,086 319 10,404
Environment Health & Safety 4,359 35 4,394 139 4,533
Finance & Regulatory Services 11,379 (429) 10,950 346 11,296
Human Resources 9,008 40 9,047 286 9,334
Governance 380 2,675 3,055 97 3,152
Corporate (1,299) 7,121 5,822 184 6,006
1 Total Gross O&M 232,654 13,080 10,416 256,150 8,100 264,250
2020
New Forecast
2019 Base funding based on
O&M before Total for MRP 2019 Base Inflation/ Formula
FBC O&M by Department ($000's) adjustments Adjustments  term 0&M Growth Factor
Generation 2,577 51 232 2,860 95 2,955
Operations 20,169 (251) 272 20,189 673 20,862
Customer Service 8,320 (1,911) 99 6,508 217 6,725
Communications & External Relations 1,519 4 80 1,603 53 1,656
Energy Supply 1,284 3 1,287 43 1,330
Information Systems 3,457 1,267 80 4,805 160 4,965
Engineering 3,482 2,011 5,493 183 5,676
Operations Support 1,232 (341) 892 30 921
Facilities 2,790 91 2,881 96 2,977
Environment Health & Safety 1,158 4 1,162 39 1,200
Finance & Regulatory Services 3,237 318 3,555 118 3,673
Human Resources 1,865 6 1,871 62 1,933
Governance 887 896 1,783 59 1,843
Corporate 1,302 1,480 2,781 93 2,874
2 Total Gross O&M 53,279 3,628 763 57,670 1,922 59,591
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162.1.1 As part of the above response, please discuss how the incremental
O&M funding requested to be added to FEI's and FBC’s proposed 2019
Base O&M can be used to assist with expected cost pressures.

Response:

The proposed incremental funding as outlined on pages C-29 and C-47 is required to address
key issues and challenges in FortisBC’s operating environment. For cost pressures like that
listed in the table above, FortisBC expects to manage most of these types of cost pressures
through its productivity focus of "doing more with the same” and with no incremental funding.

162.2 Please explain whether any of the cost pressures identified in the table in
response to BCUC IR 22.1 or described in response to BCUC IR 13.2 were
already anticipated during the Current PBR Plan term but the decision to take
action on these pressures was deferred in order to achieve savings within the
Current PBR Plan term.

Response:

Cost pressures such as those identified in the responses to BCUC IRs 1.22.1 and 1.13.2 exist
at all times, including during the Current PBR Plan term and in the upcoming MRP term. As
such, addressing these items has not been deferred as these challenges arise on an ongoing
basis, although the extent of each individual challenge may vary over time. With the items
listed, FortisBC was demonstrating that it will continue to manage these cost pressures within
the funding provided by the index-based O&M by continuing its focus on productivity throughout
the MRP term.

On pages 52 and 53 of the FEI PBR Application, FEI stated the following:

B&V [Black & Veatch] and FEI are in agreement that B&V’s TFP [Total Factor
Productivity] Report produces a more negative TFP number than would be
applicable to FEI by virtue of how TFP data has been provided for the sample
companies in the TFP Report. The capital component in B&V’s study is
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measured as the difference between operating revenue (excluding gas costs)
and all other O&M expenditures, and which therefore includes all capital costs,
whether pertaining to base capital or growth spending, as well as the
infrastructure replacement programs that have been more prevalent in recent
years. In contrast, in FEI's proposed PBR Plan, large capital projects approved
as CPCNs are excluded from the (I-X) mechanism and are treated under a
separate regulatory approval process...The effect of FEI's proposals to exclude
CPCN type projects from capital expenditures subject to the I-X mechanism is to
moderate the measured negative TFP value applicable to the industry as a
whole.

In response to BCUC IR 13.2, FortisBC stated the following:

162.3

Response:

Confirmed.

FortisBC’s proposal to not recommend an X-Factor value for the index-based
O&M (implying a zero percent X-factor value) reflects its assessment that the
economy-wide composite inflation index is expected to track the Companies’
price inflation during the term of the MRPs and in some case, may even be
insufficient to compensate the Companies’ higher input cost growth required to
prepare the Utilities for the rapid industry transition in the upcoming term of the
MRPs.

Please confirm, or explain otherwise, whether a portion of the potential costs
which may be required to prepare FEI and FBC for the “rapid industry transition”
would fall under flow-through costs (e.g. Investments in a Clean Growth Future,
incremental costs to comply with legislatively mandated federal, provincial and
municipal climate policy).

Due to the evolving nature of policies, regulations and requirements related to “rapid industry
transition”, there is considerable uncertainty as to the impact on FEI and FBC. As a result,
depending on the circumstances as they arise, FEI and FBC may require additional funding
during the term of the Proposed MRPs, which may be classified as flow through or as index-
based O&M. If the costs qualify for exogenous factor treatment, then this may be the approach
taken to funding. An example of this is the potential impact of the Clean Fuel Standard on the
Companies’ operations and costs. As mentioned in the Application (page B-4), the details of the
Clean Fuel Standard are currently being developed and the specific impact to FortisBC and its
customers is a significant unknown.
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162.3.1 If confirmed, please confirm, or explain otherwise, that the costs
identified in the response to BCUC IR 13.2 would likely not impact FEI
or FBC’s O&M formula spending.

Response:
Please refer to the response to BCUC IR 2.162.3.

162.4 Please fully explain whether the economy-wide composite inflation index
described by FortisBC in response to BCUC IR 13.2 includes capital costs.

Response:

Yes, the composite inflation index includes the impact of capital cost inflation. The composite
inflation index consists of:

AWE-BC (at 55 percent) reflecting inflation associated with labour; and

BC-CPI (at 45 percent) reflecting inflation of both labour and non-labour cost changes on the
prices paid by BC consumers for a basket of goods and services.

Capital expenditures consist of both labour and non-labour components. The inflation for the
labour portion of capital cost is reflected in BC-AWE. The BC-CPI, on the other hand, is a
measure of output prince inflation as it reflects the changes in prices of a basket of goods and
services consumed by BC consumers some of which are imported. BC-CPI acts as a proxy for
inflation experienced by the non-labour component of O&M and capital costs.

162.4.1 If yes, please explain whether FortisBC adjusted its assessment of the
proposed 0 percent X-Factor to reflect the fact that its proposed MRPs
exclude the majority of capital from formula spending and, if so, please
explain how these adjustments were incorporated in detail. If no
adjustments were made, please explain why not.
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Response:

An adjustment is already embedded in the proposed zero percent X-Factor and no additional
adjustment would be necessary.

As presented in a table provided in response to BCUC IR 1.13.2, the majority of experts in the
other jurisdictions have estimated negative industry productivity growth trends in recent years.
FortisBC’s proposed zero percent X-Factor exceeds these estimates and therefore offsets any
impact on industry productivity growth resulting from the capital treated outside the MRP
formula. Further, although not derived from formulas, most of FEI's and FBC’s forecast capital
expenditures are still subject to incentives as any variance between the forecast and actual
incurred costs remain subject to the earnings sharing mechanism. This important property of the
proposed MRPs can provide assurance that the Companies’ will not solely focus on O&M
efficiencies at the expense of capital.

162.5 Please explain if FEI and FBC included capital costs in the assessment of each
utility’s real cost of inflation.

Response:

FortisBC assumes that the question is asking whether consideration was given to adjusting the
inflation factor for fewer capital costs being included in the indexing formulas.

FortisBC is proposing to use the same (FEI and FBC aggregated) inflation factor that the BCUC
approved under the Current PBR Plans. FortisBC believes that there is no need to adjust the
inflation factor as the Ultilities’ aggregate inflation for capital expenditures and O&M
expenditures are not significantly different as they have comparable levels of labour and non-
labour components. The share of labour and non-labour cost items for FortisBC’'s O&M
expenses indicates that the composite inflation factor weightings for labour and non-labour used
in the Current PBR Plan formulas continue to be appropriate for the MRP indexing formulas.

A breakdown of FEI's, FBC’s, and the aggregate O&M expenses into labour and non-labour
cost components is provided in the table below. As can be seen, FEI's average actual O&M
expenditures between 2014 and 2018 period consists of 51 percent labour and 49 percent non-
labour. For FBC, the average actual O&M expenditures between 2014 and 2018 consists of 60
percent labour and 40 percent non-labour. On an aggregate basis, the average is 53 percent
labour and 40 percent non-labour, which is close to the proposed shares of 55 percent labour
and 45 percent non-labour and not a significant enough departure to warrant a change to the
weightings in light of the further discussion below.
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Table 1: FortisBC Labour and Non-Labour O&M Expense, 2014-2018 ($ millions)

Cumulative
2014 2015 2016 2017 2018 2014-2018
FEl Aggregate O&M Expense

Labour $138.332 $133.892 $128.610 $125.234 $142.244 S 668.312

Non-Labour 119.456  126.142 130.849 134.397  129.468 640.312

Gross O&M $257.788 $260.034 $259.459 $259.631 $271.712 $1,308.624
Labour 54% 51% 50% 48% 52% 51%
Non-Labour 46% 49% 50% 52% 48% 49%
Gross O&M 100% 100% 100% 100% 100% 100%

FBC Aggregate O&M Expense

Labour $ 38.032 S 35682 S 32959 S 31.865 S 34.556 S 173.094

Non-Labour 21.690 22.103 22.650 23.956 22.799 113.198

Gross O&M $ 59.722 S 57.785 S 55609 $ 55.821 S 57.355 S 286.292
Labour 64% 62% 59% 57% 60% 60%
Non-Labour 36% 38% 41% 43% 40% 40%
Gross O&M 100% 100% 100% 100% 100% 100%

FortisBC Aggregate O&M Expense

Labour $176.364 $169.574 $161.569 $157.099 $176.800 S 841.406

Non-Labour 141.146  148.245 153.499 158.353 152.267 753.510

Gross O&M $317.510 $317.819 $315.068 $315.452 $329.067 $1,594.916
Labour 56% 53% 51% 50% 54% 53%
Non-Labour 44% 47% 49% 50% 46% 47%
Gross O&M 100% 100% 100% 100% 100% 100%

In 2018, FortisBC implemented direct intercompany cross charging (replacing the need to
invoice between the utilities), with the result that intercompany labour is now included in labour
expense instead of non-labour as was previously the case. This change, which is a more
accurate reflection of total labour costs to each utility, will lead to an increase in the share of
labour of approximately $7 million for the Utilities on a combined basis. Using 2018 O&M
Expense as a proxy, an increase of $7 million in labour expense would result in an aggregate
labour component of 56 percent for the year [($841.406 + 7.000)/$1.594.916 = 56%.

Considering the share of labour cost in O&M expenditures for FEI and FBC and the expected
increases to the labour portion of O&M expenditures in 2019, the 55 percent labour and 45
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percent non-labour weighting used in the composite inflation factor is reasonable and, if a
change were to be made, an increase to the labour component would be appropriate.
Comparison of historical and forecast BC-AWE numbers versus BC-CPI numbers indicates that
BC-AWE is on average 30 basis points higher than BC-CPI. Therefore, all else equal, any
adjustment to the composite inflation factor would tend to increase the inflation factor.

Further, as far as the forecast capital, the forecasts reflect the Companies’ estimated capital
cost inflation. As mentioned in the Application, the Companies may update their forecasts in
year three of the MRPs for the last two years of the Plans to reflect any capital cost changes not
anticipated in the initial forecasts. This will ensure that the Companies’ capital expenditure
forecasts will track their expected capital cost inflation.

162.5.1 If yes, please explain why the inclusion of capital costs for each of FEI
and FBC is appropriate and please provide a revised assessment of
each utility’s real cost of inflation which excludes capital costs.

Response:
Please refer to the response to BCUC IR 2.162.5.

162.5.2 If no, please explain in detail how FEI and FBC derived the real cost of
inflation for each utility. Please explain all inputs and assumptions in
detail.

Response:
Please refer to the response to BCUC IR 2.162.5

162.6 Please explain how FEI and FBC’s proposal to exclude the maijority of capital
spending from the proposed indexed formula might impact the determination of a
productivity factor for each of FEI and FBC when compared to the Current PBR
Plans.
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Response:

The capital exclusion discussions in the 2014 PBR proceeding were mainly focused on the
incremental capital requested through the CPCN process which is not subject to incentives or
the earnings sharing mechanism.

A review of expert testimonies in FEI's and FBC’s 2014 PBR proceedings, as well as in other
jurisdictions, indicates that there is no established methodology for adjusting the TFP values for
the exclusion of incremental capital, and further, that any such adjustment would require
regulatory judgement. As such, regulators ordinarily consider the impact of capital exclusion in
their overall X-Factor value determination without a specific percentage assigned to this issue.

In the 2014 PBR Decision, the BCUC decided that the issue of CPCN treatment and capital
exclusion criteria under PBR would require a separate proceeding and deferred its decision for
any calibration to the X-Factor value until that proceeding was completed®:

Accordingly, the Panel will not apply any adjustments at this time, but directs that
this issue be revisited when a further determination on the dollar threshold is
made.

Ultimately after reviewing all the evidence in the capital exclusion criteria proceeding, BCUC
determined that no adjustment is required®:

There is no persuasive evidence before the Panel regarding what, if any,
adjustment should be made to the X-factor for either company. Although ICG
argues in favour of an upward calibration, it provides no recommendations
supported by evidence as to how that calibration is to be made. The Panel
concludes there is no reasonable basis on which it can rely to make an
adjustment to the X-factor and therefore, declines to make any adjustment at this
time.

FortisBC'’s review of X-Factor value decisions in other jurisdictions indicates that regulators did
not identify any explicit adjustment value to be applied to the computed productivity growth
values for excluded capital. Rather, the regulators’ final X-Factor determinations were inclusive
of any adjustments (including any adjustments needed for capital exclusion) that, in the
regulators’ judgement, were required.

In the proposed MRPs, unlike the CPCN-related incremental capital, forecast capital remains
subject to incentives and the earnings sharing mechanism. Furthermore, under the proposed
MRPs, more cost items are subject to incentives and the earnings sharing mechanism. As

5 BCUC Decision G-138-14, p.90.
6 BCUC Decision G-120-15, p.18.
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1 discussed in response to BCUC IR 2.162.4.1, this and other factors mitigate the fact that the
2  Proposed MRPs exclude more capital from the formulas compared to the Current PBR Plans.

3
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1 163.0 Reference: X-FACTOR
2 Exhibit B-10, BCUC IR 13.2, 13.5, 17.3, 17.5; Exhibit B-1-1, Appendix
3 C4-1; Decision 20414-D-01-2016 (Errata): 2018-2022 Performance-
4 Based Regulation Plans for Alberta Electric and Gas Distribution
5 Utilities, Proceeding 20414, December 16, 2016
6 Jurisdictional Analysis
7 In response to BCUC IR 13.2, FortisBC stated that its “review of expert testimonies and
8 regulators’ decisions in other jurisdictions...provided two important insights regarding the
9 X-Factor determination... i. Increased importance of regulatory judgement for X-Factor
10 determination... ii. A downward trend in both utility and interveners’ experts computed
11 TFP growth numbers and the corresponding decline in approved X-Factor values.”
12 In response to BCUC IR 13.2, FortisBC provided the following table:
- Evidence Retained Productivity X-Factor X-Factor e
o E=zi ] S date by results proposed approved R
Dr.Lowry / _ o 58 T&D NG wutilities in U.S.
UnionEGD | PEG May 2018 | OEB sfaff | TFP=-0.23% | 0.3% 1 1999-2016
Amaleo Dr.Makhol TFP=0.54% 0.3% 65 utiliies, Combination of
PBR r_Maxknolm . _ o utimes, Combination
INERA Nov 2017 | Utilities Adjusted= 0.00% NG &Elec/ 1973-2016
0.35%
Not Dr.Lowry et Berkeley TFP range: 86 Elec and combination
Applicable | al/PEG | 92017 | | DoE g-ig:’: to N/A NA | of NG& Elec utilities
) 68-72 utilities, Updated
g;wt;tzen ! ;’;’{;" EPCOR | TFP=1.11% | -1.11% NERA TFP, Avg. of 2000-
ristensen 2014 & 2005-2014
Alberta 2% 70
Generation ’ _— _ 0.3% Updated NERA TFP, 67
PER & Carpenter | May 2016 | Utilities TFP=-0.79% | -0.79% utiliies, 20002014
/ Brattle
Dr.Lowry / TFP=043% | 063% & 88 & 21 utilities, 1997-
PEG Jun 2016 | CCA &0.78% 0.98% 2014
TFP range: Based on Berkeley Lab’s
EE'(‘;MI Jan 2018 éﬁga 0.22% to 0.3% study and expert's
Hydro 0.45% judgement
%Uggic Dist 0.3% | The estimate was based
Coyne / o - on review of TFP results
CEA Jan 2018 | HQD 0.75% 0.5% in other jurisdictions, not a
standalone TFP stud
13 d
14 FortisBC also provided in response to BCUC IR 13.2 the following passage from the

15 Alberta Utilities Commission (AUC) Decision on the second generation PBR:
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The Commission has determined an X factor, using its judgement and expertise
in weighing the evidence and in taking Into account the multitude of
considerations set out above, in particular evidence demonstrating that the TFP
growth value cannot with certainty be identified as a single number, but rather, in
view of the wvariability resulting from the assumptions employed, must be
considered as falling within a reasonable range of values, between -0.79 and
+0.75. The Commission finds that a reasonable X factor for the next generation
PBR plans for electric and gas distribution utilities in Alberta, inclusive of a
stretch factor, will be 0.3 per cent.

163.1 Please confirm, or explain otherwise, that in the examples provided in the above
table, the regulatory bodies utilized some form of expert evidence when
determining the approved X-Factors, as indicated by the list of studies provided
by FortisBC in the last column of the above table.

Response:

Confirmed. The names of the experts and the type of evidence filed by these experts is provided
in the table that is included in the preamble.

The information provided by experts in Quebec is similar to the evidence provided in FortisBC’s
Jurisdictional Comparison in Appendix C4-2, and generally in response to the first round of
information requests in this proceeding. That is, the evidence was solely focused on the
evaluation and review of industry TFP growth values and approved X-Factors in other
jurisdictions.

163.2 Please explain for each of the jurisdictions provided in the above table if the
calculation of the TFP includes capital costs. Please also explain for each
jurisdiction if capital costs are subject to the I-X formula and, if so, to what extent.

Response:

Yes. The productivity growth values provided in the table above included both capital and O&M
productivity.

As explained in Appendix C4-2 (Jurisdictional Comparison) and on page B-72 of the Application,
most plans cover both O&M and capital expenditures while allowing for recovery of certain costs
outside the formula as incremental capital expenditures, flow-through, or exogenous cost items.
Ontario’s custom IR Plan option, however, is often used by utilities with significantly large and
highly variable capital plan profiles which are not suitable for formulas. Therefore, the capital
expenditures under these plans are often forecast. Further, most plans include some form of
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1 incremental capital funding mechanism outside the I-X formulas to accommodate utilities’ capital

2 needs for lumpy and significant capital projects during the PBR term. The extent of capital cost

3 subject to formula in these jurisdictions is often comparable to the type of capital expenditures

4  subject to the earnings sharing mechanism in FEI and FBC’s proposed MRPs.

5

6

7

8 In response to BCUC IR 17.5, FortisBC stated the following:

9 The list of qualified and experienced productivity experts is limited with five or six
10 experts having an almost total oligopoly on the TFP study market in Canada. If
11 FortisBC had decided to conduct a TFP study, both utilities and interveners
12 would have likely retained one of the experts that has recently filed TFP evidence
13 in other jurisdictions and their evidence would have shown the same range of
14 TFP results estimated by these experts in those jurisdictions.

15 163.3 Please provide the range of TFP results provided by each of the productivity
16 experts who have recently provided TFP evidence in other jurisdictions and
17 provide the supporting source references.

18

19 Response:

20 The range of TFP results was provided in the response to BCUC IR 1.13.2. For reference,
21  FortisBC has reproduced the table below and added a separate column including the source
22 references, and provided in Attachment 163.3.
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Expert

Evidence

Retained

Productivity
results

X-Factor
proposed

X-Factor
approved

Description

Source reference

Proceeding

IRM Framework for the Proposed

jurisdictions, not a standalone
TFP study

Dr.Lowry / May OEB TEP= -0.23% 0.3% 58 T&D NG utilities in U.S. / Merger of Enbridge and Union Gas,
Union/EGD | PEG 2018 staff o ’ 1999-2016 Revised May 4, 2018, Mark Newton
Amalco 0.3% Lowry
PBR br Makholm/ | N TFP= 0.54% 65 utilities. Combinati NG EB-2017-0307, Expert Report and
NER: o 281/7 Utilities | Adjusted= 0.00% &5E|u t I;Iiz,?sozrglgatlon ° Direct Testimony Prepared by Jeff D.
0.35% ec ; Makholm, PhD
Berkele State Performance-Based Regulation
Not Dr.Lowry et Jul2017 | Lab/ Y| TFP range: N/A N/A 86 Elec and combination of Using Multiyear Rate Plans for U.S.
Applicable al. / PEG 0.22% to 0.45% NG& Elec utilities Electric Utilities, July 2017, Lowry,
DOE
Makos, Deason, and Schartz
Determination of the Second-
. 68-72 utilities, Updated NERA Generation X Factor for the UAC Price
Dr.Meitzen / March I
Christensen 2016 EPCOR | TFP=-1.11 % -1.11% TFP, Avg. of 2000-2014 & 2005- | Cap Plan for Alberta Electric
2014 Distribution Companies, March 21,
Alberta 21 2016, Mark E. Meitzen, PhD
Generation Drs. Brown & 0.3% Proceeding ID No. 20414, Written Reply
PBR ' May - _ 0 0 Updated NERA TFP, 67 utilities, | Evidence of Brown, Carpenter, May
(Blraarglttaanter/ 2016 Utilities TFP=-0.79% 0.79% 2000-2014 2016
TFP Calculation Live Spreadsheet
Dr.Lowry / TFP=0.43% & 0.63% & . PEG Reply Evidence, Revised June 22,
PEG Jun 2016 | CCA 0.78% 0.98% 88 & 21 utilities, 1997-2014 2016, Lowry, Hovde
. , MRI Design for Hydro-Quebec
- | TFP range:
glrz.(l_;owryl Jan 2018 éﬁ%E 0.22% gO 45% 0.3% 2:22?(02 r?:.rlljjlegml'::ts study Distribution, Errata January 11, 2018,
Hydro .22% 10 0.45% p Judg Lowry, Makos
Quebec 0.3% | The estimate was based on Performance Based Regulation:
Dist (HQD) i i i
Coyne / CEA | Jan 2018 | HQD -0.75% -0.5% review of TFP results in other Recommended X Factor, Hydro

Quebec Distribution, January 5, 2018,
Concentric Energy Advisors
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As part of the overall evidence and information requests filed in a proceeding, experts may
provide various TFP values for different scenarios; however, the ranges provided in the table
above are the final numbers computed and proposed by the experts in these jursdictions.

As can be seen, the TFP growth numbers calculated/proposed by experts range from negative
productivity growth of -1.11 percent to positive productivity growth of +0.78 percent.

The AUC'’s final decision did not give any weight to Dr. Meitzen’s -1.11 percent and Dr. Lowry’s
+0.78 percent TFP growth values. Excluding these numbers, the TFP growth values calculated
and proposed by experts narrow down to -0.79 percent to +0.45 percent while the approved X-
Factor values in all three jurisdictions are set at a uniform value of +0.3 percent for HQD, Union
Gas/Enbridge Gas Distribution Amalco and Alberta’s electric and natural gas utilities.

163.4 Please explain in detail whether FortisBC considers the range of TFP growth
results generated by the experts in other jurisdictions, as described in the above
preamble, to be reasonable. In particular, please explain whether FortisBC
considers the TFP ranges to be a reasonable basis from which the BCUC may
apply a judgement-based approach to determining an X-Factor for FEI and FBC.

Response:

FortisBC believes that it would be reasonable for the BCUC to assume that if utilities and
interveners had retained the services of productivity experts, the proposed TFP growth values
by these experts would have been within the -1.11 percent to 0.78 percent range as provided in
table in response to BCUC IR 13.2. However, FortisBC does not believe the upper bound of the
range is reasonable due to the downward trend in productivity in recent years. Below FortisBC
first discusses the the range adopted by the AUC in its 2016 PBR decision and then how the
reasonable range for TFP factors is negative given the declining trend in industry productivity.

AUC'’s adopted range and reasoning

In the case of Alberta, the AUC considered a range of -0.79 percent and +0.75 percent. The -
0.79 percent was based on the Brattle Group’s proposed industry TFP growth value which was
calculated based on an updated NERA model (Dr. Makholm’s model that was developed in the
AUC'’s first generation PBR proceeding) for 67 utilities for 2000-2014 period while the +0.75
percent was based on the same model for the longest period available (1972-2014) which gives
less weight to the recent negative productivity trends. In its decision, the AUC acknowledged
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that “the only consistent time periods for comparison of all the TFP numbers is 15-17 years™.
However, since the longest available time period best reflects the long-term TFP growth, the
AUC decided to apply “some weight on the longest-term TFP growth results presented in
evidence, namely, the approximately +0.75 value determined for the 1972-2014 period™. This
was set as the upper limit of acceptable TFP results by the AUC.

In the Union Gas and Enbridge Gas Distribution incentive rate-setting proceeding, Dr. Makholm
of NERA, the original creator of the AUC model that was used to calculate both of the above
mentioned numbers, updated his model up to 2016. The updated model decreased the upper
bound of the range to 0.54 percent®.

The NERA study for the industry TFP values over the entire 44 years of data generates an
average productivity growth value of +0.54 percent which, when adjusted for average Canadian
economy-wide TFP growth of +0.19 over the same period, results in an X-Factor of +0.35
percent?®, The figure below illustrates the calculated industry and Canadian economy-wide
industry growth over the time.
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Dr. Makholm explained this issue as follows:

7 AUC Decision 20414-D01-2016, P.42, para 161.

8  AUC Decision 20414-D01-2016, P.42, para 161.

9  There are minor differences between Dr.Makholm’s updated model in this study and the one updated in AUC'’s
proceeding but the models are close enough to compare the results.

10 0.54% - 0.19%

11 NERA Study (Nov 2017); “Expert Report and Direct Testimony by Jeff Makholm”, pp.32-33
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My recommendation rests on the rapidity of the falling measured TFP growth for
that group of distribution utilities, since the last time | performed that analysis in
2010- supported by my analysis of consistent EGD and Union data.

For the TFP growth study in that case, | computed average annual TFP growth
for the entire population of US distribution companies to be 0.96 percent over the
37 years from 1973 to 2009. Lengthening the period by seven years to 2016, with
no methodological changes, reduced the average TFP growth of 0.54 percent—
or a growth rate relative to the Canadian economy of 0.35 percent—a
precipitous drop that is evident in Figure 3. Because of that decline, where the
past six years show negative TFP growth (as do 8 of the last 10 years), | cannot
conclude that there is a prospect for any reliable positive TFP growth for that
group in the next 10 years—either by themselves or in relation to the Canadian
economy as a whole.

Therefore, FortisBC submits that the upper limit used by the AUC based on the updated Dr.
Makhom model (updated up to 2014) has reduced to approximately 0.54'? when updated up to
2016. However, as discussed below, this positive X-factor is not appropriate given the recent
downward trend in industry productivity growth.

FortisBC’s assessment of reasonable range for TFP numbers

The X-Factor is the “expected” industry productivity growth during the MRP term while industry
productivity growth studies are backward looking in nature. Therefore, it is important to assess
the extent to which the historical productivity trend can reflect the “expected” productivity trend
during the MRP period. This issue is explained by Dr. Kaufmann®? as follows:

Any regulator evaluating an Inflation minus X proposal should want the TFP
evidence it is considering to reflect current trends and developments, not ancient
history. TFP evidence that incorporates ongoing, fundamental change in the
electric utility industry is, therefore, necessary to satisfy regulators’ “search for
objectivity in RPI minus X regulation,” not problematic.

FortisBC therefore examined the overall sensitivity of the TFP growth values to the negative
industry productivity trend, using the updated NERA study for electric and a combination of
electric and natural gas utilities (filed by Dr. Makholm) as well as PEG’s TFP study for natural
gas utilities (filed by Dr. Lowry) . These two studies have the most recent data (up to 2016) and
were conducted by two of the most well-known and experienced productivity study experts

12 There are minor differences between Dr.Makholm's model in this study and the one recreated in AUC's
proceeding but the two models are close enough to compare the results.

13 Kaufmann (2019); “The Past and Future of the X Factor in Performance-based Regulation”; Journal of Geopolitics
of Energy, Vol 41, Issue 2
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recently involved in Canadian regulatory proceedings. Both experts have filed evidence for
Canadian regulators, utilities and intervener groups.

The table below provides the average industry productivity trends calculated by the two experts
for three periods: 1999-2016 (the longest dataset available in PEG’s study), 2005-2016, 2010-
2016.

NERA PEG

Study Study
1999-2016 -0.88% -0.23%
2005-2016 -1.59% -0.65%
2010-2016 -1.65% -0.78%

As can be seen, the industry TFP growth values would range from -0.23 percent to -0.78
percent and -0.88 percent to -1.65 percent for the PEG and NERA studies, respectively. As
explained in the response to BCUC IR 2.163.11, evidence suggests that the downward trend in
productivity growth is likely to continue during the MRP period. As such, more weight should be
given to the recent numbers.

Based on this analysis, FortisBC submits that a reasonable range for the expected industry
productivity trend is between -0.23 percent and -1.65 percent with more weight given to the
lower (more negative) bound of this range.

163.4.1 As part of the above response, please specifically discuss the
reasonableness of the AUC’s range of -0.79 to +0.75.

Response:
Please refer to the response to BCUC IR 2.163.4.

163.4.2 If FortisBC does not consider the above-mentioned ranges to be
reasonable, please provide a revised range for each of FEI and FBC
and provide a detailed rationale for why the proposed ranges are more
appropriate.
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Response:

Please refer to the response to BCUC IR 2.163.4.

In response to BCUC IR 17.3, FortisBC stated the following:

163.5

Response:

FortisBC’s proposal to not recommend an X-Factor value for its index-based
formulas can be expressed as proposing an implied productivity factor of zero
percent. A zero percent X-Factor is higher than what the majority of utility experts
in other jurisdictions have proposed and is not at odds with what has been
approved by regulators in other jurisdictions. This can be seen from the table
provided in BCUC IR 1.13.2, which shows that the majority of utilities in Canada
have proposed negative productivity factors. Further, the OEB has approved zero
percent productivity factors with additional 0.0 to 0.6 percent stretch factors for
the case of electric utilities and 0.3 percent stretch factor for Union Gas and
Enbridge Gas Distribution amalgamated price cap plans.

Please confirm, or explain otherwise, that regulators in other jurisdictions have
not approved the negative X-Factors proposed by the utility experts.

Despite the negative industry productivity growth results in recent years, Canadian regulators
have been resistant to the idea of negative X-Factor values and have not approved X-Factor
values lower than zero percent. However, outside Canada some regulators have approved
negative X-Factors. One recent example relates to the 2017 Eversource Case in Massachusetts
where the regulator approved a final X-Factor value of -1.56 percent (reduced to -1.31 percent
when inflation goes above 2 percent). The TFP trends estimated by productivity experts and
regulator’s approved values in recent Massachusetts proceedings are provided in the table

below.
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Evidence Productivity X-Factor | X-Factor
Proceeding Expert date Retained by results proposed approved Description
- 0
1153(;0//0 67 Electric
TFP= -0.46% &. - (1.31% | pistibutors
Eversource 0.41% when and 17 NE
Revenue Dr.Meitzen / Jan 2017 Utilit - 2 56% the Electric
Requirement Christensen y i 2R inflation o .
Adjusted TFPs! = Distributors in
(DPU 17-05) goes
-2.56% & -2.47% above 2 U.S./2001-
2015
percent)
Dr.Lwory used
two
- 0,
TFP 0.33% approaches: (i)
Ad]USted TFP = 0.6 % TEP approach
-0.71% Ad TIZP for electric
Dr.Lowry / Atorney | T . OJ 4% distributors in
' R ) U.S. (1997-
PEG Mar 2019 General Kahn approach X Stretch (
factor range: factor = 2017)
-0.41% to -0.2% (i) Kahn
-1.13% ' Approach?® for
Massachusetts ' 1997-2017,
Electric Waiting | 2002-2017 and
Revenue for 2007-2017
Requirement decision
TFPs:
(DPU 18-150)
- 0.30%, 1.72% f\f‘g;'leuoé
- 0 i
0.34%, ?g{fi‘ed Electric utiities
-0.34 and 0.4% and North East
i - 0.69% e li
Dr.Meltzen / Nov 2018 | Utility . 0 Stretch U.S. Utilities
Christensen Adjusted TFPs: tactor if calculated
-1.72%, inflation ;;:czget:tlo
-2.22%, exceeds approaches
-2.41% and 2% (2002-2017)
-2.27%
1
2
3
4

14 In Massachusetts, the I-Factor is GDP-PI (an output price index) and the TFP results are adjusted for the variance
between economy-wide inflation and industry input price and variance between industry productivity and
economy-wide productivity. This is different from the approach in Canadian jurisdictions where the differential
between industry input price and economy-wide inflation is often not considered.

15 The approach used by Dr.Overcast in the Companies’ 2014 PBR proceeding
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163.5.1 If confirmed, please discuss why these negative X-Factors were not
approved by regulators in other jurisdictions, and why regulators chose
to instead set an X-Factor at or above zero.

Response:

The following are the general reasons provided by Canadian regulators that did not adopt a
negative X-Factor value:

Alberta

The AUC agreed with the utilities’ experts that PBR incentives are not affected by the choice of
a particular value of the X-Factor whether it is negative, zero, or positive and that the value of
the X-Factor can be negative. However, the AUC also noted that a negative X-Factor amount
decreases the appeal of a formula approach to customers and though any industry may
experience periods of negative productivity (meaning periods in which more inputs are used to
produce the same outputs or less output is produced using the same inputs), it is not clear why
such an event should persist over time.

Ultimately based on the evidence and considering all the variability caused by different
assumptions applied to the TFP studies, the AUC used its judgement to set an X-Factor of +0.3
percent, inclusive of any stretch factor, for both electric and natural gas utilities.

Ontario

As explained in the response to BCUC IR 1.13.2, the OEB’s decision in the Enbridge Gas
Distribution and Union Gas incentive rate-setting proceeding did not comment on the merits of
the methodologies adopted by experts, but rather, accepted the applicants’ proposal for a base
productivity factor of zero percent since both experts proposed the same amount. Therefore,
instead of explaining the OEB’s reasoning, this section will discuss the experts’ reasoning for
not adopting their computed TFP numbers and instead proposing a zero percent productivity
factor.

Dr. Makholm’s TFP study for 1973-2016 produced a TFP growth number of 0.54 percent but he
proposed a zero percent X-Factor. He explained his decision to do so as follows?*®:

I do not recommend splitting the period of measurement. But the analysis since
2009, when 1 last performed such TFP computations, shows a definitive trend.
Given the long term changes in the energy utility industry since the early 1970s,
including the unbundling of distribution services and competition in energy
supply, there may well be trends behind such TFP results, for the industry as a

16 NERA Study (Nov 2017); “Expert Report and Direct Testimony by Jeff Makholm”, pp 29-30.
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1 whole or for particular objective regions of the United States that disinterested
2 researchers have not yet discovered. | do not hold the opinion that electricity
3 restructuring, as such, necessarily led to a change in the TFP growth exhibited
4 by the distribution portion of the industry. | also do not have an objective
5 explanation for that apparent trend or knowledge of any scholarly analysis that
6 would do so.
7 But that trend does inform my conclusions in this case—which is to recommend a
8 simple average TFP growth estimate as applicable to EGD and Union in this
9 case would be unwise. The trend, in a type of analysis that has proven highly
10 credible and has been relied upon in the past, is too apparent for that. Whereas
11 any split in the data would produce a negative TFP growth figure, | determine
12 that it is better to conclude that | cannot definitively reason that there is a
13 prospect for any reliable positive TFP growth for that group of firms for the
14 rebasing period applicable to EGD and Union.

15 On the other hand, Dr. Lowry’s TFP study produced a -0.23 percent result, but he proposed a
16  zero percent based productivity factor. He explained his decision to do so as follows?’:

17 Increased OM&A expenses and capex seem to have partly resulted from the
18 distributors’ response to regulations that were enacted by the US Pipeline and
19 Hazardous Materials Safety Administration (“PHMSA”) and by a high-profile gas
20 transmission pipeline explosion in San Bruno, California. The new regulations
21 mandated that distributors have and implement a Distribution Integrity
22 Management Program (‘DIMP”) with a written integrity management plan by
23 August 2, 2011.

24 OMG&A expenses of gas utilities increased due in part to the cost of developing
25 and implementing the DIMP and addressing the findings of major incident
26 investigations. Some of the increased OM&A expenses would be temporary. For
27 example, in the aftermath of the San Bruno incident, Pacific Gas and Electric
28 requested nearly $400 million for various activities related to upgrading their
29 transmission pipeline records. OM&A expenses may also increase if a distributor
30 finds that it needs to implement or alter its leak management program to meet
31 the PHMSA'’s requirements.

32 Capex increased in subsequent years, as distributors relied on the data compiled
33 from implementing the DIMP and addressing the findings of major incident
34 investigations to identify assets needing replacement due to a high risk of failure.

17 PEG (May, 2018); “IRM Framework for the Proposed Merger of Enbridge and Union Gas”, pp 40-42
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Quebec

The Regie’s final decision on X-Factor determination affirmed that the industry productivity
growth is experiencing a downward trend in recent years and that in many jurisdictions, this
issue has resulted in approval of lower X-Factor values. However, in the Regie’s opinion this
negative productivity trend does not necessarily require a negative X-Factor and that
Concentric’s approach of relying on a simple arithmetic average of recent productivity values
without considering the regulators’ decisions and the context of these studies is insufficient. In
particular, the Regie affirmed that regulators’ final decisions in these proceedings are essential
for a credible recommendation as a regulator must examine all the evidence before reaching to
its final X-Factor value determination.

The Regie’s opinion was that, despite the recent downward trend in industry productivity of
North American utilities, HQD is able to achieve additional efficiency gains. For these reasons,
the Regie did not give any weight to Concentric’s proposal for a negative X-Factor value.

163.5.2 If confirmed, please discuss to what extent the other jurisdictions’
determinations that a positive X-Factor is appropriate should be
factored into the BCUC’s determination on the appropriate X-Factor for
FEI and FBC.

Response:

FortisBC is proposing a zero percent X-Factor and not a negative X-Factor. Regulators in other
jurisdictions have also approved the zero percent base productivity factor and the additional 0.3
percent stretch factor (either expressed separately or included as part of the X-Factor) which is
the major reason behind positive X-factor values in other jurisdictions.

FortisBC believes that experts’ computed TFP growth values, their proposed X-Factor values,
and regulators’ final approved X-Factor values can all be factored into the BCUC'’s
determination on the appropriate X-Factor for FEI and FBC. However, as discussed in the
response to BCUC IR 1.17.4, the BCUC should also consider the specific circumstances of
utilities in other jurisdictions that may have warranted higher X-Factor values in those
jurisdictions. This is particularly important for stretch factor determinations (whether determined
inclusive of X-Factor value or determined separately) since they are more utility specific, unlike
industry productivity growth.
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163.6 Please discuss FortisBC’s view on the inclusion of a separate stretch factor in
those jurisdictions where a productivity factor of zero was approved.

Response:

As stated in the response to BCUC IR 1.17.4, the amalgamation of Enbridge Gas Distribution
and Union Gas will provide the amalgamated utility with additional cost saving opportunities that
are not available to either FEI or FBC. These additional opportunities may justify the higher 0.3
percent stretch factor for the amalgamated utility.

With regard to the OEB’s stretch factor values for electric distributors, and as explained in
response to BCOAPO IR 1.20.1, the OEB determined that distributors shall be assigned to one
of the five cohorts based on their cost evaluation ranking. The stretch factor values are set
based on the OEB’s judgement. The stretch factor assignments, however, are based on the
results of a statistical cost benchmarking study designed to make inferences on individual
distributors’ cost efficiency. These total cost benchmarking studies are updated each year and
the distributors are assigned a stretch factor based on the results of the study in that year. As
such, the stretch factor for each utility can change from year to year depending on the
benchmarking study results.

The approach adopted by the OEB for electric utilities may be reasonable given the large
number of similarly-situated distributors regulated by the same regulator in that jurisdiction, but
cannot be applied to jurisdictions like BC. In contrast to Ontario, BC has a much lower number
of utilities where BC Hydro and FEI serve the majority of the electric and natural gas customers,
respectively. Nevertheless, and as explained in response to BCUC IR 1.16.1, Concentric’s unit
cost and service quality benchmarking analysis can be used by the BCUC to compare FEI's and
FBC’s relative efficiency against their peers. The benchmarking results indicate that an
additional “efficiency factor” is not warranted.

163.7 Please discuss in detail the reasonableness of incorporating a stretch factor for
each of FEI and FBC as part of each utility’s X-Factor. If the BCUC were to
determine a stretch factor should be included, what factors should the BCUC
consider when determining the quantum of the stretch factor for each of FEI and
FBC? Please discuss.

Response:

FortisBC does not believe that a stretch factor for either FEI or FBC would be reasonable.
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The stretch factor value can be used to differentiate between the productivity opportunities that
may exist for less efficient and more efficient firms. Some experts argue that the stretch factor
shall ordinarily be applied to first generation MRPs or when a utility has been operating for a few
years under cost of service regulation and is transitioning back to a multi-year rate plan. This
view was advanced by Dr. Makholm and intervener groups in Alberta’s first generation PBR and
supported by AUC in its 2012-237 PBR decision?s:

The Commission agrees with the rationale for a stretch factor put forward by
EPCOR, NERA, AltaGas, the UCA and Calgary. The purpose of a stretch factor
is to share between the companies and customers the immediate expected
increase in productivity growth as companies transition from cost of service
regulation to a PBR regime.

This rationale for a stretch factor does not apply to FEI and FBC given that they are not
transitioning from cost of service regulation.

Other experts comment that irrespective of a company’s historical experience with incentive
rate-setting, the need for a stretch factor shall be determined based on some form of efficiency
benchmarking analysis. In this context, Concentric’s benchmarking analysis can be used by the
BCUC to assess the need for any stretch factor. As discussed in response to BCUC IR 1.16.1,
the benchmarking results indicate that a stretch factor is not warranted.

163.8 Under a hypothetical scenario where FEI and FBC were directed to include an X-
Factor of 0.5 percent as part of each utility’s I-X formula, please provide the
annual and cumulative impact on formula O&M and formula growth capital (for
FEI). Please provide all supporting calculations.

Response:

FortisBC has not produced a forecast of average customers nor gross customer additions for
the term of the MRPs. The Application sets out the framework and mechanism by which
inflation-indexed O&M and Growth Capital (for FEI only) will escalate Base O&M and Growth
Capital over the term of the MRPs. The impact of a 0.5 percent X factor on O&M and FEI’s
Growth Capital will change based on the actual gross customer additions and actual number of
average customers.

18 AUC Decision 2012-237, p. 100
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1 To be responsive, FortisBC has provided a hypothetical scenario using the customer growth
2 and inflation factor assumptions outlined below.
3 Inflation Factor of 2 percent per year
4 Average Customer Growth of 1 percent per year
5 FEI Gross Customer Additions 17,750 per year
6
7  The following four tables set out O&M, and Growth Capital for FEI, with a zero percent X-Factor
8 and with a 0.5 percent X-Factor and the difference between the hypothetical funding amounts
9 over the term of the MRP. The first table is a summary of the three detailed tables.
10 Table 1: Summary of Funding Differences

Funding Difference from 0.5 % X-Factor ($000)

2020 2021 2022 2023 2024  Total

FEI O&M (1,294) (2,660) (4,100) (5,618) (7,217) (20,888)

FBC O&M (291) (599)  (923) (1,265) (1,624) (4,702)

11 FEl Growth Capital ~ (338) (688) (1,051) (1,425) (1,813) (5,315)




& FORTISBC

Line

O 00N O ULl A WN -

N
NN NNNRRRRRRR R R R
B W NRPOOWOMNOOODU D WNIERERO

FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC) Submission Date:
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the September 16. 2019
Application) p ’
Response to British Columbia Utilities Commission (BCUC) Information Request (IR) Page 53
No. 2

Table 2: FEI Gross O&M

MRP years-->

Particulars Reference Base 2020 2021 2022 2023 2024 Total
FEI - Zero percent X Factor - O&M

| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%

X Factor 0.00% 0.00% 0.00% 0.00% 0.00%

Net Inflation Factor Line 1-Line 2 2.00% 2.00% 2.00% 2.00% 2.00%

Average Customer Growth  Assumption 1.0% 1.0% 1.0% 1.0% 1.0%

O&M per customer Prior Yr Line 7 x Line (1 + Line 3) 250 255 260 265 271 276

Forecast of AC Prior Yr Line 9x Line (1 +Line 5) 1,024,962 1,035,212 1,045,564 1,056,019 1,066,580 1,077,245

Gross O&M (5000) Line 7 x Line 8 / 1000 263,979 271,951 280,164 288,625 297,341 1,402,061
FEI - 0.5 percent X Factor - O& M

| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%

X Factor 0.50% 0.50% 0.50% 0.50% 0.50%

Net Inflation Factor Line 13- Line 14 1.50% 1.50% 1.50% 1.50% 1.50%

Average Customer Growth  Assumption 1.0% 1.0% 1.0% 1.0% 1.0%

O&M per customer Prior Yr Line 19 x Line (1 + Line 15) 250 254 258 261 265 269

Forecast of AC Prior Yr Line 21x Line (1+Line 17) 1,024,962 1,035,212 1,045,564 1,056,019 1,066,580 1,077,245

Gross O&M (5000) Line 19 x Line 20 / 1000 262,685 269,291 276,064 283,007 290,125 1,381,173
Difference (5000) Line 22- Line 10 (1,294) (2,660) (4,100) (5,618) (7,217) (20,888)
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Table 3: FBC Gross O&M

MRP years-->
Particulars Reference Base 2020 2021 2022 2023 2024 Total
FBC - Zero percent X Factor - O& M
| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%
X Factor 0.00% 0.00% 0.00% 0.00% 0.00%
Net Inflation Factor Line 1-Line 2 2.00% 2.00% 2.00% 2.00% 2.00%
Average Customer Growth  Assumption 1.0% 1.0% 1.0% 1.0% 1.0%
O&M per customer Prior Yr Line 7 x Line (1 + Line 3) 416 424 433 441 450 459
Forecast of AC Prior Yr Line 9x Line (1 +Line 5) 138,649 140,035 141,436 142,850 144,279 145,721
Gross O&M (5000) Line 7 x Line 8 /1000 59,420 61,214 63,063 64,968 66,930 315,594
FBC - 0.5 percent X Factor - O&M
| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%
X Factor 0.50% 0.50% 0.50% 0.50% 0.50%
Net Inflation Factor Line 13- Line 14 1.50% 1.50% 1.50% 1.50% 1.50%
Average Customer Growth  Assumption 1.0% 1.0% 1.0% 1.0% 1.0%
O&M per customer Prior Yr Line 19 x Line (1 + Line 15) 416 422 429 435 442 448
Forecast of AC Prior Yr Line 21 x Line (1 + Line 17) 138,649 140,035 141,436 142,850 144,279 145,721
Gross O&M (5000) Line 19 x Line 20/ 1000 59,129 60,616 62,140 63,703 65,305 310,892
Difference (5000) Line 22 - Line 10 (291) (599) (923) (1,265) (1,624) (4,702)
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Table 4: FEI Growth Capital

MRP years-->

Particulars Reference Base 2020 2021 2022 2023 2024 Total
FEI - Zero percent X Factor - Growth Capital

| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%

X Factor 0.00% 0.00% 0.00% 0.00% 0.00%

Net Inflation Factor Line 1- Line 2 2.00% 2.00% 2.00% 2.00% 2.00%

Gross Customer Additions  Assumption 17,750 17,750 17,750 17,750 17,750

Capital per GCA Prior Yr Line 6x Line (1 + Line 3) 3,811 3,887 3,965 4,044 4,125 4,208

Growth Capital (5000) Line 5x Line 6 / 1000 68,998 70,378 71,786 73,221 74,686 359,069
FEIl - 0.5 percent X Factor - Growth Capital

| Factor Assumption 2.00% 2.00% 2.00% 2.00% 2.00%

X Factor 0.50% 0.50% 0.50% 0.50% 0.50%

Net Inflation Factor Line 11- Line 12 1.50% 1.50% 1.50% 1.50% 1.50%

Gross Customer Additions Assumption 17,750 17,750 17,750 17,750 17,750

Capital per GCA Prior Yr Line 16 x Line (1 + Line 13) 3,811 3,868 3,926 3,985 4,045 4,106

Growth Capital (5000) Line 15 x Line 16 / 1000 68,660 69,690 70,735 71,796 72,873 353,754
Difference (5000) Line 18- Line 8 (338) (688) (1,051) (1,425) (1,813) (5,315)
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In response to BCUC IR 13.5, FortisBC discussed the applicability of the article provided
in Appendix C4-1 to the Application titled “The rise and decline of the X factor in
performance-based electricity regulation,” including the following:

163.9

Response:

As part of the discussion around the changing nature of utility investments, the
article points out that many new investments and operating expenses are non-
revenue generating activities where increased costs do not lead to higher output
levels...This issue is the main reason for declining industry productivity growth in
the last 10 to 15 years...

FBC, for instance, has incurred many of the same costs mentioned as examples
in the article. FBC’s investments in automated metering, cyber security, and
information technology and data management platforms are all within this
category.

FEI also has many similar investment needs in areas such as cybersecurity or
data management as well as the need for incremental expenditures related to
safety and environmental regulations, customer and Indigenous engagement
activities, and large sustainment projects that have no impact on FEI's traditional
measured outputs.

Please explain to what extent the lack of capital inclusion in FEI (other than
growth capital) and FBC’s proposed formula spending impacts the relevancy of
the article’s discussions regarding the declining X-Factor.

FortisBC’s proposal to forecast capital costs (other than FEI's Growth Capital) does not make
the article any less relevant. Indeed, FortisBC’s multi-faceted approach to the determination of
capital and O&M expenditures is a response to the issues raised in this article which makes the
article even more relevant. FortisBC further notes that, as per the preamble, the costs
associated with non-revenue generating activities, where increased costs do not lead to higher
output levels and therefore declining productivity growth values, also include operating

expenses.

For further discussion of capital exclusions and the proposed X-Factor, please refer to the
responses to BCUC IRs 2.162.4.1 and 2.162.6.

163.10 Please confirm, or explain otherwise, that a number of the investment needs

identified in the above preamble, such as cybersecurity and customer and
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Indigenous engagement activities, have been identified by FortisBC as requiring
incremental O&M funding and approval of additional O&M amounts have been
requested as part of the proposed Base 2019 O&M.

Response:
Confirmed.
163.10.1 Please explain to what extent the requested incremental funding to the
Base O&M should be considered when assessing the appropriateness
of FEIl and FBC’s requested 0 percent X-Factor.
Response:

The incremental funding to the Base O&M should not be considered when assessing the
appropriateness of the X Factor.

As explained in the response to BCUC IR 1.13.2, the main purpose of the X-factor is to adjust
the inflation factor so that the indexing formulas produce a reasonable level of anticipated cost
growth. Thus, most indexing plans have approached the issue by comparing trends in specific
inflation indices to the utility industry’s total cost trends. This analysis identifies how the utility
industry’s costs have changed relative to inflation.

The base year is the starting point from which future productivity based revenue adjustment are
applied and should reflect the current level of required resources. If the base year is
underestimated, revenues at the outset of MRP are less than total cost. Since the MRP formula
is designed to reflect expected cost growth it follows that the company revenues may be below
the expected cost over the term of the MRP if the base year is underestimated.

In paragraph 167 of Decision 20414-D01-2016 (Errata), the AUC stated the following:

The Commission is aware that the value of the X factor can be negative, and
there was considerable discussion of this issue in Decision 2012-237, as well as
in this proceeding. However, given the manner in which TFP growth is calculated
in the studies in evidence, negative values of TFP growth mean that more inputs
are used to produce the same amount of output or that less output is produced
using the same amounts of inputs. Any industry, including the electricity (and
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1 gas) distribution industry, may have periods when this phenomenon is observed,
2 but it is not clear why such a phenomenon should persist over a long period. In
3 the Brattle and Meitzen studies, TFP growth is negative in nine of the last 15
4 years, and more particularly, in seven of the last nine years. Yet, many of the
5 utilities in the current proceeding went to great lengths to explain some of the
6 efficiency-improving procedures (productivity improvements) they have adopted,
7 and there is no reason to expect that at least some of this type of behaviour
8 would not be observed in many of the U.S. firms in the sample used in the TFP
9 growth calculations examined here. The findings suggest that there may be some
10 concerns with the calculation of TFP growth using only volume as the measure of
11 output, whatever the time period used, especially when combined with the
12 particular data and input growth assumptions utilized in the Brattle and Meitzen
13 studies, with the sample of U.S. electric distribution utilities. The evidence is not
14 conclusive, but it does cause the Commission to be mindful of the extent to which
15 the results differ with different choices of assumptions, including output
16 measures.
17 163.11 Does FortisBC agree with the AUC that “...there is no reason to expect that at
18 least some of this type of behaviour would not be observed in many of the U.S.
19 firms in the sample used...”? Please explain why or why not.
20

21 Response:

22  FortisBC does not have any reason to believe that North American utilities would not strive to
23 adopt some sort of efficiency-improvement procedures. However, that is not a reason to
24 suggest that productivity levels will increase. The North American utility industry is in the midst
25  of an unprecedented technological and climate policy driven transition that prompted utilities to
26  invest record amounts in a broad spectrum of activities/projects. The following chart from Edison
27  Electric Institute (EEI) provides the actual capital expenditures related to investor-owned U.S.
28 based electric utilities between 2009 and 2018. As can be seen, the total capital funding has
29 increased from $77 billion in 2009 to close to $120 billion in 2018. This significant funding trend
30 coincides with the declining productivity growth values computed by experts.
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Figure 1: Capital Funding by U.S. investor-owned electric utilities (2009-2018)°
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Source: S&P Global Market Intelligence, company reports, and EEI Finance Department.

EEI's description of the primary drivers of increasing transmission and distribution investments
is as follows?:

The survey shows that most of the projected investment will fund expansion of
the transmission network and construction of new lines that connect new energy
resources to the grid, enabling an evolving energy mix. The remainder is focused
primarily on replacement of existing transmission lines and system improvements
such as hardening, physical and cyber security measures and the adoption of
smart technologies that improve and maintain the grid’s resilience ...

Distribution investment is driven primarily by the continuous need to replace end-
of-life assets, serve new load, preserve reliability, improve system resiliency and
restoration capabilities, and increasingly, to accommodate distributed resources.

The following information has been redacted for the public version of these IR responses
because it is part of a third-party copyrighted report and the provider has requested that the
information be filed confidentially so it is not made available in the public domain. As such, FEI
is requesting that this information be filed on a confidential basis pursuant to Section 18 of the
BCUC’s Rules of Practice and Procedure regarding confidential documents as set out in Order
G-15-19. Interveners may obtain a copy of the confidential information upon executing the
BCUC'’s Confidentiality Declaration and Undertaking form.

19 Edison Electric Institute; “2018 Financial Review, Annual Report of the U.S. Investor-Owned Electric Utility
Industry”, page 14.
20 Ibid, pp 52-53.
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FortisBC acknowledges that this extraordinary investment cycle will eventually moderate at
some time in the future; however, there is no evidence to suggest that this slow down will
happen during the MRP term. There is ample evidence to suggest that utility industry transition
will continue as more jurisdictions apply more stringent climate policies and as utilities continue
to adopt technological solutions to address these and other challenges and opportunities.

Further, these investments may not lend themselves over time to additional sales/outputs
growth for utilities. This is different from competitive industries which typically undertake new
investment with the expectation that it will fund the output growth. In fact, public policy is often
focused on further diminshing utility output at the same time that costs increase. Both of these
factors affect the industry productivity growth and threrefore there is no reason to believe that
this policy direction will change substanitally in the immediate future.

163.11.1 If FortisBC agrees with the above, please explain if the above findings
from the AUC can be interpreted as the TFP growth factor for the US
firms in the sample is expected to increase over time, and how
FortisBC’s proposed productivity factor of zero percent relates to these
findings.

Response:
Please refer to the response to BCUC IR 2.163.11.
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1 164.0 Reference: X-FACTOR
2 Exhibit B-10, BCUC IR 6.3.1, 13.2, 15.14.1, 22.1; Exhibit B-7, CEC IR
3 19.1; Exhibit B-5, British Columbia Old Age Pensioners’
4 Organization et al. (BCOAPO) IR 17.1, 17.2; Exhibit B-1, pp. C-11 - C-
5 12; Exhibit B-1-1, Appendix C2
6 Productivity Gains
7 In response to BCUC IR 6.3.1, FortisBC stated: “The achieved O&M savings and the
8 declining O&M unit costs, both on a standalone and on a relative basis, are an indication
9 of effective management and reflect FEI's efforts to find new efficiencies and improve its
10 operations during the PBR term.”
11 In response to BCUC IR 13.2, FortisBC stated the following:
12 As a result of years of O&M savings being achieved under successive PBR
13 terms, the opportunities for additional O&M cost reductions have been steadily
14 diminishing and there is now limited potential for future productivity gains. In
15 other words, there is no low-hanging fruit left to pick.
16 In response to CEC IR 19.1, FortisBC provided the following historical graphs showing
17 FEI and FBC’s historical O&M:

FEI — Net O&M in Real Dollars:
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164.1

Response:

FBC — Net O&M in Real Dollars:
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Please clarify FortisBC’s statement in response to BCUC IR 13.2 regarding the
utilities being under “successive” PBR terms, given that both FEI and FBC were
in a period of cost of service prior to the Current PBR Plans.

FortisBC’s statement in the response to BCUC IR 1.13.2 relates to the Companies’ proposed
zero percent X-Factor value for the 2020-2024 MRP period and references that the 2014-2019
PBR period will be immediately followed by the 2020-2024 MRP.

FBC has been operating under some form of PBR framework for 20 of the last 24 years while
FEI has operated under some form of PBR framework for 16 of the last 22 years. These facts
clearly indicate that the central message of FortisBC’s statement is valid and that, particularly in
comparison to utilities that are relatively new to PBR, cost reduction opportunities are
decreasing and this needs to be reflected in the X-Factor determination.

164.2

Please confirm, or explain otherwise, that the large increase in FEI's net O&M
between 2010 and 2013 coincided with FEI entering into a period of cost of
service.
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Response:

Confirmed that from 2010 to 2013 FEI was under cost of service regulation, and that there were
significant increases in O&M funding approved as part of the 2010-2011 Terasen Gas Inc.
Revenue Requirements and the 2012-2013 FortisBC Utilities Revenue Requirements for
additional resources to meet the Company’s needs, including for code and regulations
requirements and to provide for ongoing operations and activities.

164.3 Please explain whether, as a result of FEI's net O&M increasing from $223
million in 2009 to $255 million in 2013, as shown in the table provided in
response to CEC IR 19.1, the opportunity for new “long-hanging fruit” productivity
gains may have emerged.

Response:

In PBR literature, the term “low-hanging fruit” is sometimes used to define the opportunities that
may exist when transitioning from cost of service regulation to higher incentive ratemaking
frameworks. For instance, the AUC’s decision in Alberta’s first generation PBR proceeding
referred to the term “low-hanging fruit” in this context?:

Another EPCOR expert, Dr. Weisman, further elaborated on this reasoning and
emphasized that the stretch factor is designed to ensure that consumers share in
part of the efficiencies created by moving from the cost of service to the PBR
regime:

DR. WEISMAN: The typical rationale, and one that | would agree with, is
that when you move to a more high powered regulatory regime, such as
price cap regulation, that this will fundamentally change the incentives of
the firm, that it will be able to enhance its efficiencies, and the stretch
factor is designed to ensure that consumers share in part of those
efficiencies. So it basically bounces up our historical view of productivity
growth to account for the change of the enhanced incentives that
accompany price cap regulation relative to traditional cost-of-service
regulation.

Q. So it's good for that period of time when you move from cost of service
into incentivebased regulation? Is that fair?

25 AUC Decision 2012-237, pp.74,76-77
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A. DR. WEISMAN: Generally the focus is on the transition. You probably
heard the so called low-hanging fruit argument, that the — in the initial
transition the efficiency gains what we can change, how we can innovate
are more obvious and apparent than they are later on ...

The Commission agrees with Dr. Weisman that the transition from cost of service
regulation to PBR provides an opportunity to realize more easily-achieved
efficiency gains (the “low hanging fruit”) due to increased incentives.

The net O&M funding increase from $223 million in 2009 to $255 million in 2013 underwent a
thorough review process conducted in two separate cost of service proceedings. The Company
presented its reasons for the O&M increases and intervenors and the BCUC reviewed and
asked questions to validate the appropriateness of the O&M funding increases. FortisBC
believes the review process ensured that the funds approved were reasonable and appropriate
for the Company to operate safely and reliably. Nevertheless, and as discussed in
Dr.Weisman’s statement above, the Companies’ transition from cost of service in 2013 to a
higher incentive PBR framework created an incentive environment that created opportunities for
additional productivity gains early in the PBR term which may be characterized as “low-hanging
fruit”. In contrast, the proposed MRPs follow six-year PBR plans and therefore there is no
transitional productivity opportunity.

164.4 Please describe in detail the “low-hanging fruit” productivity gains which each of
FEI and FBC achieved during the Current PBR Plan terms and why each of the
described gains is considered to be “low-hanging fruit.”

Response:

As explained in the response to BCUC IR 2.164.3, in PBR literature the term “low-hanging fruit”
is sometimes used as a general reference to the type of productivity opportunities that are
derived when transitioning from cost of service to higher incentive ratemaking frameworks and
that can be achieved early in the PBR term. However, FortisBC does not differentiate these
opportunities from the rest of its achieved productivity and is not aware of any other jurisdiction
or utility that does so either. Doing so would be a purely subjective practice.

On pages C-11 and C-12 of the Application, FortisBC describes its proposed Efficiency
Carry-Over Mechanism (ECM) as follows:
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Under multi-year rate plans the utility’s incentives to pursue efficiency gains
declines over the plan’s term. This is because the reward for a utility is greatest
when the efficiency savings are made in the first year of the plan...In other
words, the incentive properties of multi-year rate plans are time-dependent and
there is an incentive imbalance between earlier and later plan years...

...the evaluation of the Companies’ performance in the Current PBR Plans
indicate that annual savings above the formula level peaked in the third year of
the plans. The proposed approach to consider the performance in the last two
years of the Proposed MRPs is based on this observation.

164.5 Please explain to what extent the declining savings in the latter years of the
Current PBR Plans are attributable to the design of the Current PBR Plans’ ECM
as opposed to FEI and FBC exhausting the opportunities for O&M cost
reductions.

Response:

The Current PBR Plans do not have a pre-defined ECM. The lack of a pre-defined ECM can
reduce the opportunities for cost savings in the later years of a plan’s term. It is hard to
estimate the extent of the impact this has had on declining cost reduction opportunities for the
Current PBR Plans as this would require a counterfactual analysis of a hypothetical plan.

However, evidence and experience in other jurisdictions with ECM plans similar to the one
proposed in this Application indicates that the existence of ECM has led to continued savings
during the later years of their plans. For example, in Alberta an ECM that is similar to what is
proposed in this Application exists. A review of savings achieved by utilities such as ATCO Gas
and ATCO Electric indicates higher savings were achieved in the later years of the plans.

164.6 Please explain whether, if FortisBC’s proposed ECM is approved as part of the
MRPs, FEI and FBC will have a greater incentive to seek productivity savings
beyond the “low-hanging fruit.” If no, please explain why not.

Response:

As stated in the preamble, the ECM is designed to remove the imbalance between the earlier
and later plan years with regard to the incentive to pursue efficiencies. Further, as explained in
response to BCUC IR 2.164.4, the term “low-hanging fruit” is sometimes used to describe the
type of productivity opportunities that are derived when transitioning from cost of service to
higher incentive ratemaking frameworks and that can be achieved early in the PBR term.
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FortisBC’s proposed MRPs are following a six year PBR plan; therefore any savings achieved in
the MRP period would be beyond the “low-hanging fruit”, with or without an ECM.

164.7 Please discuss whether the proposed ECM supports the potential inclusion of a
positive X-Factor as FEI and FBC will be incented to pursue efficiency gains over
the entire length of the proposed MRP terms.

Response:

The premise of the question is incorrect in suggesting a relationship between the X-Factor and
the ECM. The ECM and X-Factor are two PBR/MRP components with different functions. The
function of the X-Factor is not related to the incentives created by ECM. As explained in
response to BCUC IR 1.13.2, the X-Factor simply adjusts the composite inflation factor used in
the indexing formula so that it more closely reflects the utility’s expected cost changes. FortisBC
is not aware of any expert testimony and/or regulatory decision in other jurisdictions with an
ECM frameworks that adjusted the proposed or approved X-Factor values for the inclusion of an
ECM.

164.8 Does FortisBC currently have any specific plans, initiatives or targeted programs
to find further efficiencies in operations (e.g., planned cost optimization
programs, efficiency programs)? If yes, please describe each of these programs
in detail. If no, please explain why not.

Response:

Other than the continuation of a productivity focus, FortisBC cannot speculate on what efficiency
initiatives may be undertaken in the upcoming MRPs.

For the proposed MRPs, FortisBC will be maintaining a productivity focus which has
successfully resulted in the identification of efficiencies and cost savings shared with customers
during the Current PBR Plan term. However, instead of a cost cutting focus, the Companies will
be relying more on a productivity focus of “doing more with the same”.

Additionally, as mentioned in the Application, FortisBC anticipates that finding new productivity
opportunities will continue to be difficult, after having achieved a number of efficiencies resulting
in cost savings over a number of years.
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164.9 Please describe how FEI and FBC can each build off of productivity initiatives
that were implemented during the Current PBR Plan terms to continue to find
efficiencies in operations.

Response:

FortisBC’s record of successfully implementing productivity initiatives during the Current PBR
Plan terms, particularly major productivity initiatives that span across different departments
and/or functions (i.e., Regionalization, Project Blue Pencil), demonstrates its ability to implement
productivity initiatives. This demonstrated ability puts the Companies in a good position to
pursue any identified productivity initiatives during the MRP term. However, FortisBC
anticipates that finding new productivity opportunities will continue to be difficult, after having
achieved a number of efficiencies resulting in cost savings over recent years.

164.10 Please explain why it is not reasonable to expect that FortisBC will continue to be
able to use effective management practices to find new efficiencies and improve
its operations if a positive X-Factor were to be put in place for the proposed MRP
terms.

Response:

As part of its ongoing productivity focus, FortisBC will continue to look for new efficiencies to
offset cost pressures and improve its operations during the proposed MRPs. This does not
mean that a positive X-Factor should be used to determine funding.

Effective management is not limited to cost reductions. Effective management should also
prepare the Companies for future challenges and opportunities and may involve increased focus
on innovation and investment in projects and initiatives that would expand the business. These
initiatives can increase certain costs in the short term, but are necessary for the long-term
viability of the utility.

Please refer to the response to BCUC IR 1.13.2 for a discussion of why FortisBC is
recommending that no X-Factor value be included for the proposed index-based O&M.
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In response to BCUC IR 13.2, FortisBC stated that the benchmarking studies performed
by Concentric (filed as Appendix C2 to the Application) can be used to inform the X-
Factor determination decision and that the “benchmarking of O&M and capital
expenditures for example can be used to estimate the relative cost efficiency of a utility
compared to its peer group.”

In response to BCUC IR 15.14.1, Concentric stated the following:

...benchmarking provides a view into industry performance and provides
perspective for regulators and stakeholders. Benchmarking does, however, have
limitations, including its inability to quantify causal relationships between
operating circumstances and costs, and between inputs and outputs.

164.11 Please explain how each of the limitations described by Concentric in the above
preamble impact the applicability of the benchmarking studies’ information when
determining the appropriate X-Factors for FEI and FBC.

Response:

FortisBC notes that all benchmarking studies, whether done through econometric models or
through unit cost approaches, have limitations and are subject to assumptions and
simplifications.

The reference to “causal relationships between operating circumstances and costs and between
inputs and outputs” is highlighting that benchmarking helps compare information and identify
potential areas for further investigation, but that it is not able to identify the causal relationships
(direct influence) between the costs incurred by a company and the operating circumstances the
company faces. In other words, a benchmarking study does not help to understand why the
results differ between companies. This is a reason why benchmarking a company’s
performance against itself over time may help address some of the limitations from comparing
to the performance of other companies.

The costs a company incurs depend in part on the prices of its inputs (i.e., labour and materials
costs) and the business conditions it faces (i.e., regulatory requirements, geographical location,
etc.) and the size and scale of operations. The benchmarking study cannot help to explain the
cause and effect relationship between its inputs (i.e., labour, materials, etc) and outputs (i.e.,
number of customers served, customer service levels, emergency response time, etc) for the
company.

Further, the benchmarking study results will be influenced by such things as the capitalization
policies followed by the companies, and by differences in how metrics are calculated between
companies.
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164.12 Please discuss if there are any other limitations to the benchmarking studies
which should be considered when evaluating the relevancy of the benchmarking
results in determining FEI and FBC’s X-Factors.

Response:

Other than the items discussed, FortisBC is unaware of any other limitations that should be
considered when evaluating the relevancy of the benchmarking results in determining FEI's and
FBC’s X-Factors.

In response to BCUC IR 13.2, FortisBC stated the following:

The unit cost benchmarking results indicates that establishing an additional
efficiency factor for O&M indexing formulas is not warranted as both FEI and
FBC have been operating under PBR for a number of years and are relatively
more efficient than the median of their peer companies in the majority of
benchmarked metrics (and for all the O&M metrics).

In response to BCOAPO IR 17.1, Concentric provided the following table for FEI:

FEI Metric and Rank 2012 2013 2014 2015 2016 2017
Distribution O&M + Total A&G per Customer 1/5 1/5 15 1/5 /5 25
Distribution Q&M + Total A&G per TJ 3/5 215 35 3/5 2/5 35
Distribution O&M + Total A&G per Employee 114 1/5 /5 1/5 /5 1/5
Distribution O&M + Total A&G per km of Mains 34 25 215 215 215 2/5
Distribution Net Plant per Customer 4/6 4/6 4/6 4/6 4/6 36
Distribution Net Plant per Employee 35 4/6 4/6 4/6 4/6 36
Distribution Net Plant per Employee 35 3/6 3/6 3/6 3/6 36
Administrative and General Expense per Customer 215 215 215 2/5 215 215
Administrative and General Expense per TJ 35 35 35 35 35 35
Customer Care Expense per Customer 2/4 2/4 2/4 2/4 2/4 2/4
Customer Care Expense per TJ 3/4 3/4 3/4 3/4 3/4 3/4
Interest Expense per Customer 4/8 5/6 5/6 5/6 5/6 418
Emergency Response Time (within 1 hr) 2/5 216 4/6 3/6 3/6 3/6
Telephone Service Factor - Emergency NA NA NA NA NA NA
Telephone Service Factor - Non-Emergency 33 4/4 3/4 4/4 4/4 4/4
First Contact Resolution NA NA NA NA NA NA
Telephone Abandon Rate 215 1/5 15 215 3/5 215
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164.13 Please clarify if, based on the rankings provided in the above table, FEI ranked at
the median for “Distribution O&M + Total A&G per TJ” for three out of the four
years occurring during the Current PBR Plan term and at the median for
“Administrative and General Expense per TJ” for all four years during the Current
PBR Plan term.

Response:

The colors in Figure 33 of Appendix C2-1 (FEI Benchmarking Study) can be used to understand
which metric in which years ranked higher than, at, or below the median. FEI confirms that its
performance for “Distribution O&M + Total A&G per TJ?®” ranked 3/5 for 3 of the 4 years of the
Current PBR Plan term and for “Administrative and General Expense per TJ?”” ranked 3/5 for 4
of the 4 years during the Current PBR Plan term. As indicated in the response to BCOAPO IR
1.17.1, "1’ represents the best performance for the metric for the companies providing data.

As noted in the Application on page B-53, FEI's O&M performance as highlighted by
Concentric’s study was that in general FEI's performance was more favorable when expressed
on a per-customer basis, and less favorable when expressed on a per-volume basis. This can
be explained by the fact that FEI has a high percentage of residential and commercial (i.e.,
lower volume) customers within its customer base,? thus explaining the difference between the
results on the per-customer versus per-volume metrics.

For the metrics on an O&M per Customer basis, “Distribution O&M + Total A&G per Customer”
and “Administrative and General Expense per Customer”’, FEI's performance was higher,
ranking 1/5 for 3 of the 4 years and 2/5 for 4 of the 4 years of the Current PBR Plan term
respectively. This benchmarking analysis indicates FEI's relative efficiency for O&M per
Customer metrics compared to its peers support that an additional “efficiency factor’ is not
warranted for determining FEI's O&M funding.

Please refer also to the response to BCUC IR 1.16.1 for discussion of how the results of the
benchmarking studies for FEI and FBC provided support and helped to inform FortisBC’s
proposal to not include a stretch factor in the proposed MRPs.

26 performed at median in 2014, 2015 and 2017 and better than median in 2016.

27 performed at median for all years studied.

28 Referenced in the FEI Benchmarking study on page 11, “FEl does, however, have a high percentage of
residential and commercial customers (88 percent combined in 2017) in its overall customer base, and as
discussed herein, its relative performance compared to the peer groups is more favourable when expressed on a
per-customer basis than when expressed on a per-unit-of-volume basis.”
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164.13.1 Please explain why ranking at the median for the above-mentioned
metrics would support not including an additional efficiency factor for
FEI.

Response:

FEI interprets the median as representative of peer group performance for the different metrics,
with the median providing an appropriate benchmark to assess FEI’s relative efficiency to its
peers. In addition to the position of FEI compared to median, the overall trend in the unit cost
performance during the studied period, measured by the compound average growth rate
(CAGR) values discussed in Concentric’s report, is also important as it indicates the efforts to
improve the efficiency compared to the peers. Performance rankings higher than the median
and lower CAGR compared to the peer group would suggest FEI is relatively more efficient and
that no stretch factor is warranted, while performance ranking lower than the median and higher
CAGR suggest being less efficient and that a stretch factor may be warranted.

Based on the collective performance of FEI observed from 2014 to 2017 for the O&M metrics
related to Distribution O&M + Total A&G, Administrative & General Expense, and Customer
Care Expense, FEI's overall O&M performance has been at or better than the median. Further,
although the O&M per TJ is at median level, FEI's per unit cost has experienced a steady
decrease while the same O&M per TJ unit costs have increased for both Canadian and U.S.
PNW peer groups.?® Concentric states:

On a distribution O&M and total A&G per TJ basis, FEI was at or below the
Canadian peer group median (including FEI) over the study period, at or below
the Canadian peer group median (excluding FEI) over the study period except for
2014, and below the Pacific Northwest U.S. peer group median. FEI's per unit
costs have decreased over the period (nominal CAGR of (0.56)%). That is
compared to nominal CAGRs of (0.56)%, 0.15% and 3.20% for the Canadian
peer group median including FEI, the Canadian peer group median excluding
FEI, and the Pacific Northwest U.S. peer group, respectively.

As a result, FEI is proposing no additional efficiency factor for its O&M indexing formula as it
has been operating under PBR for a number of years and is relatively more efficient than the
median of its peer companies in the majority of the O&M metrics.

Furthermore FEI notes that the proposed formulas are based on O&M per customer and not
O&M per TJ. Therefore, O&M per customer performance is more important than per TJ unit
costs since any stretch factor would apply to an O&M per customer base.

29 Appendix C2, page 18.
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In response to BCOAPO IR 17.2, Concentric provided the following table for FBC:

FBC Metric and Rank 2012 2013 2014 2015 2016 2017

Distribution O&M + Total A&G per Customer 4/8 2/8 4/9 3/9 4/9 3/8
Distribution O&M + Total A&G per MWh 4/9 3/9 39 39 39 2/9
Distribution O&M + Total A&G per Employee 1/9 1/9 1/9 119 1/9 1/9
Distribution O&M + Total A&G per km Distribution Line 7 27 37 3 3T 37
Distribution Net Plant per Customer 9/10 | 910 | 9/10 | 910 | 910 8/9
Distribution Net Plant per Employee 7/10 | 910 | 9/10 | 8M10 | 7110 5/9
Distribution Net Plant per km Distribution Line 718 7/8 7/8 7/8 6/8 57
Administrative and General Expense per Customer 4/8 4/8 4/9 4/9 59 5/8
Administrative and General Expense per MWh 4/8 38 5/9 B9 4/9 4/8
Customer Care Expense per Customer 4/4 4/4 5/5 55 5/5 4/4
Customer Care Expense per MWh 4/4 4/4 5/5 55 5i5 4/4
Interest Expense per Customer 9 9/9 8/9 8/9 79 7/9
Emergency Response Time (within 2 hrs) 2/4 2/4 1/4 1/4 2/4 2/4
SAIDI 4/8 5/9 5/9 4/9 4/9 7/9
SAIFI 4/8 4/9 519 6/10 4/10 8/10
Generator Forced Outage Rate NA NA NA NA NA NA
Telephone Service Factor - Non Emergency 475 5/5 5/5 475 4/5 3/5
First Contact Resolution NA 5/6 5/6 5/6 6/7 7/8
Telephone Abandon Rate 3/6 am 77 a7 57 4/8

164.14 Please clarify if, based on the rankings provided in the above table, FBC ranked
at the median for “Administrative and General Expense per Customer” and
“‘Administrative and General Expense per MWh” for the majority of the years
during the Current PBR Plan term.

Response:

The colors in Figure 36 of Appendix C2-2 (FBC Benchmarking Study) can be used to
understand which metric in which years ranked higher, at, or below the median. FBC confirms
that its performance for “Administrative and General Expense per Customer”° ranked 4/9 or 5/9
for the 4 years of the Current PBR Plan term and for “Administrative and General Expense per
MWh3?” ranked 4/9 for most years of the Current PBR Plan term. The table provided by
Concentric included in the preamble was in response to BCOAPO IR 1.18.1. As indicated in the
response to BCOAPO IR 1.18.1, ‘1’ represents the best performance for the metric for the
companies providing data.

Concentric’s benchmarking study noted that FBC performed better than the median at the
broadest expense analyzed (i.e., distribution O&M plus total A&G) on a per customer, per

30 performed better than median in 2014 and 2015, at median for 2016 and worse than median in 2017.
31 performed at median in 2014 and better than median in 2015, 2016 and 2017.
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volume, per employee, and per kilometer of distribution line basis, as well at the A&G expense
level on both a per-customer basis and per-volume basis. FBC’s performance on the O&M
metrics were better than the median in almost all the years studied.

For the overall O&M per Customer metric, “Distribution O&M + Total A&G per Customer”, FBC’s
performance was consistently at or higher than the median indicating FBC’s relative efficiency
on an O&M per Customer basis compared to its peers and supporting that an additional
“efficiency factor’ is not warranted for determining FBC’s O&M funding.

164.14.1 Please explain why ranking at the median for the above-mentioned
metrics would support not including an additional efficiency factor for
FBC.

Response:

FBC interprets the median as representative of peer group performance for the different metrics,
with the median providing an appropriate benchmark to assess FBC'’s relative efficiency to its
peers. In addition to the position of the company compared to median, the overall trend of the
unit cost performance during the studied period, measured by the compound average growth
rate (CAGR) values discussed in Concentric’s report, is also important as it indicates the efforts
to improve efficiency compared to peers. Performance rankings higher than the median and
lower CAGR compared to the peer group would suggest FBC is relatively more efficient and that
no stretch factor is warranted, while performance ranking lower than the median and higher
CAGR suggest being less efficient and that a stretch factor may be warranted.

FBC’s O&M and total A&G unit cost metrics performed better than the median in almost all the
years studied. Further FBC’s CAGR for O&M and total A&G unit cost metrics are generally
comparable or better than its peer groups. Concentric states:3?

For the distribution O&M and total A&G-per-customer metric, FBC and the peer
groups had similar five-year nominal CAGRs (i.e.,(0.62)%, (0.66)%, (0.98%), and
(0.60)% for FBC, the Canadian peer group median including FBC, the Canadian
peer group median excluding FBC, and the Pacific Northwest U.S. peer group
median, respectively). While the Pacific Northwest U.S. peer group has
companies with distribution O&M and total A&G-per customer that fall below the
Canadian peer group median, that group is less tightly clustered than the

32 Appendix C2-2, Page 17



FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC Application) September 16, 2019

N B

~ o 01~ W

© 0o

10
11

12
13
14
15
16
17

18
19
20
21

22
23
24

25
26

27
28
29
30
31

32
33

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)

No. 2 Page 76

Canadian peer group, and there are two companies within the U.S. group that
drive the median above the Canadian range and median.

The growth rates for distribution O&M and total A&G-per-MWh were 1.80%,
3.64%, 3.00%, and 3.19% for FBC, the Canadian peer group median including
FBC, the Canadian peer group median excluding FBC, and the Pacific Northwest
U.S. peer group median, respectively.

As a result, FBC is proposing no additional efficiency factor for its O&M indexing formula as it
has been operating under PBR for a number of years and is relatively more efficient than the
median of its peer companies in the majority of the O&M metrics.

164.15 Please explain, for the metrics where FEI and/or FBC rank below the median, if
FortisBC factored in the results of these metrics when designing other
components of the proposed MRPs.

Response:

FortisBC completed the benchmarking studies to provide the BCUC with information on the
Utilities’ efficiency relative to other utilities and to help inform the BCUC’s decision on
appropriate X-Factors. The benchmarking studies were not completed with the intent to use the
information in designing other components of the proposed MRPs.

FortisBC provides the following discussion of the metrics with performance that ranked
consistently below the median during the term of the Current PBR Plans to help understand the
link between the results and other components of the proposed MRPs.

For FEI, the metrics with performance that ranked consistently below the median during the
term of the Current PBR Plan were:

Distribution O&M + Total A&G per TJ

Administrative and General Expense per TJ

Customer Care Expense per TJ

Distribution Net Plant per Customer, per Employee, per km of Mains
Interest Expense per Customer

Telephone Service Factor — Non-Emergency
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Following is discussion of the factors contributing to the lower than median performance of the
metrics noted above.

The performance for the metrics Distribution O&M + Total A&G per TJ, Administrative and
General Expense per TJ, and Customer Care Expense per TJ are discussed in the response to
BCUC IR 2.164.13. Based on the collective performance on the O&M per Customer metrics for
FEI observed from 2014 to 2017, FEI is relatively efficient compared to its peer group.

For the Distribution Net Plant metrics (per Customer, per Employee, per km of Mains),
performance ranked at or below the median from 2014 to 2017. Contributing to the
performance may be the elevated level of capital expenditures in recent years due to sustained
growth in new customers and the related system improvements required to address capacity
concerns. Funding for capital expenditures has been an area of concern during the Current
PBR Plan impacted by high growth capital requirements. FEI's proposed approach to its capital
expenditures during the MRP recognizes this concern. Recognizing this issue, FEI has
proposed its unit cost approach to funding Growth Capital with expenditures allowed to vary
based on customer growth while maintaining accountability for expenditures to attach new
customers based on the unit cost. Additionally, FEI's other proposed Distribution capital over
the term of the MRP is subject to review in this Application to ensure its appropriateness.

For Interest Expense per Customer, as noted by Concentric on page 27 of the FEI
Benchmarking study in Appendix C2-1, interest expense is driven not only by a utility’s cost of
debt, but also by the relative portion of its rate base that is financed by debt (i.e., its capital
structure). FEI notes that these factors make it difficult to compare performance amongst the
peer companies for interest expense. Further, since the MRP is not the proceeding in which
capital structure and financing strategies are reviewed, this metric would have no place in the
MRP (this metric was added to the benchmarking study at the request of one of the
interveners).

For the customer service metric, Telephone Service Factor — Non-Emergency, as mentioned by
Concentric on page 30 of FEI Benchmarking study in Appendix C2-1, it is important to also view
TSF (and other service quality indicators) in the context of what the target TSF rate is for the
utility. In the case of FEI, the TSF target is 70 percent for non-emergency calls. FEI's TSF
service levels have consistently met the target of 70 percent during the Current PBR Plan term.

For FBC, the metrics with performance that ranked consistently below the median during the
term of the Current PBR Plan were:

Distribution Net Plant per Customer, per Employee, per km Distribution line
Customer Care Expense per Customer
Customer Care Expense per MWh

Interest Expense per Customer
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SAIDI/SAIFI
Telephone Service Factor — Non Emergency
First Contact Resolution

Telephone Abandon Rate

For the Distribution Net Plant metrics (per Customer, per Employee, per km of Distribution line),
performance ranked below the median from 2014 to 2017. Contributing to the performance is
the elevated level of sustainment capital expenditures since approximately 2011 following the
completion of numerous major system reinforcement (i.e., capacity) projects. Refer to the
minutes from the meeting from the Benchmarking Study Workshop (Appendix C2-4 — page 6 of
minutes). As noted by Concentric, FBC went through a period of significant capital expenditures
from 2005 to 2012, resulting in an elevated level of gross plant that has not been significantly
depreciated. Additionally, FBC’s net plant on a per unit basis may also be impacted by its lack of
scale compared to its peers.

The performance for the metrics Customer Care Expense per Customer and per MWh are
discussed in the response to BCUC IR 2.164.14. Based on the overall O&M per Customer
metric, “Distribution O&M + Total A&G per Customer”, FBC’s performance was consistently at
or higher than the median indicating FBC'’s relative efficiency on an O&M per Customer basis
compared to its peers.

For Interest Expense per Customer, as noted by Concentric on page 25 of FBC Benchmarking
study in Appendix C2-2), interest is driven not only by a utility’s cost of debt, but also by the
relative portion of its rate base that is financed by debt (i.e., its capital structure). FBC notes
that these factors make it difficult to compare performance amongst the peer companies for
interest expense. Further, since the MRP is not the proceeding in which capital structure and
financing strategies are reviewed, this metric would have no place in the MRP (this metric was
added to the benchmarking study at the request of one of the interveners).

For SAIDI/SAIFI, as noted by Concentric on pages 29 and 30 of FBC Benchmarking study in
Appendix C2-2, FBC results were negatively impacted by natural disasters in 2017 and by the
implementation of the Outage Management System. As mentioned in the Application for the
proposed Service Quality Indicators, FBC will be proposing an adjusted benchmark for its
SAIDI/SAIFI once it has three full years of results reflecting the impact of the Outage
Management System. Overall, as noted by Concentric, FBC’s SAIDI and SAIFI results
compared favourably to an industry wide measure as reported by the Canadian Electricity
Association with the industry results being higher than FBC'’s.

For the Customer Service metrics, targeted service levels by a company may influence the
performance observed. For Telephone Service Factor — Non Emergency, as mentioned by
Concentric on page 33 of FBC Benchmarking study in Appendix C2-2, the TSF performance
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(and other service quality indicators) is best viewed in the context of the utility’s target
benchmark TSF. For FBC, the TSF — Non Emergency performance have been at or slightly
above the target service level of 70 percent, with the exception of 2014 when FBC was
recovering from a labour disruption.

For the First Contact Resolution metric, while service levels have been below the median for
this study, FBC’s performance have been better than the current target of 78 percent approved
by the BCUC, a target that was set above the industry average for call centre performance.

For the Telephone Abandonment Rate metric, as noted by Concentric, FBC’s performance was
approximately that of the Canadian peer group in each year except for 2014 which was affected
by the labour disruption in 2013. Additionally, as discussed in the Service Quality Indicator
section of the Application (C7), FBC is proposing to replace the metric with a new metric,
Average Speed of Answer.

164.15.1 If yes, please explain how the benchmarking study results were utilized
in designing other components of FortisBC’s proposed MRPs.
Response:
Please refer to the response to BCUC IR 2.164.15.

164.15.2 If no, please explain why not and explain why in the case of determining
the X-Factor for O&M the benchmarking study results were considered
relevant.

Response:
Please refer to the response to BCUC IR 2.164.15.
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165.0 Reference: GROWTH FACTOR
Exhibit B-10, BCUC IR 8.4, 17.6, 17.7, 19.8
O&M and Growth Factor
In response to BCUC IR 17.7, FortisBC stated the following:

As indicated in the response to BCUC IR 1.8.4 requesting the calculation of
correlation coefficients for actual and formula O&M against the O&M formula cost
driver (average number of customers), the results indicate a strong linear
association between the cost driver and both actual and formula O&M. Given the
nature of the O&M formula in the 2014-2019 PBR Plan, it is no surprise that
formula-based O&M yields a strong linear relationship to customer numbers over
the Current PBR Plan, but the linear relationship with customer numbers based
on total actual O&M is also very strong.

In response to BCUC IR 8.4, FEI provided the correlation coefficients for actual and
formula O&M which were 0.95 and 0.97, respectively.

165.1 Please discuss whether the correlation coefficient results for FEI's formula O&M
compared to actual O&M indicate that formula O&M was more highly correlated
to the average number of customers than actual O&M.

Response:

As stated in the preamble, the correlation coefficient for actual and formula O&M against the
average number of customers were 0.95 and 0.97, respectively. These correlation coefficients
are extremely close and therefore, although one is 0.02 higher than the other, statistically
speaking they both indicate very strong linear relation with the cost driver and can be
considered equally correlated to this variable.

As explained in the preamble, given the nature of the O&M formula in the 2014-2019 PBR Plan,
it is no surprise that formula-based O&M yields a strong linear relationship to customer numbers
over the Current PBR Plan. This is because the formula follows the trend in growth factor (it is
indexed to I-X and the growth factor) and all else held constant, the correlation between the
growth factor and the formula should be one. However, the use of a lagging growth factor and
the impact of I-X on the formula can explain the variance from the correlation of 1.

165.1.1 If yes, please explain if this indicates that the 0.5 multiplier applied to
the growth factor was reasonable.
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Response:

For the reasons discussed below, the correlation coefficient results do not indicate that the 0.5
multipler applied to the growth factor was reasonable.

Why does the correlation between the formula results and the indexing factors not
provide any information regarding the appropriateness of the 0.5 multiplier?

The existence of a 0.5, 0.75 or 1.0 multiplier has no impact on the correlation results and,
therefore, a strong correlation does not indicate that the 0.5 multiplier was reasonable. As
explained in the response to BCUC IR 2.165.1, the formula is indexed to the growth factor and
therefore, all else equal, a very strong correlation is expected between the formula results and
the indexing factor. As the growth factor increases and decreases, so too does the formula
result. This would be the case regardless of which multiplier were applied.

However, a low correlation value between the formula results and the growth factor can be
indicative of other problems. For instance, in the case of FEI's and FBC’'s growth capital
formulas in the Current PBR Plans, the use of lagging actual growth and the volatility
experienced from year to year were the main causes of the lower correlation values between
the formula results and the growth factors.

Why did FortisBC conduct the correlation analysis in the Application?

As explained in Section C1.4.2 of the Application, in the 2014 PBR Decision, the “assumed”
non-linear correlation between growth-related expenses and the proposed growth factors was
described as one of the reasons to justify the judgement-based 50 percent reduction to the
growth factors. As stated in response to CEC IR 1.14.5, FEI used the discussion of correlation
coefficient and the values for this measure to rebut this assumption. Further, the strong
correlation values between the actual O&M and capital expenditures and proposed growth
factors indicate that proposed growth factors are appropriate cost drivers to be used in the
formulas.

Why does FortisBC oppose the application of the 0.5 coefficient to the growth factor?

Section C1.1.4.2 of the Application provided three reasons to reject the reasoning provided in
2014 PBR Decision to approve the growth factor coefficient. These are listed below:

There is a high correlation between growth factors and expenditures: As explained above,
the correlation analysis rebuts the argument in the 2014 PBR decision® that the
relationship between the growth factor and costs are non-linear.

33 From 2014 BCUC Decision: “The Growth Term Fortis proposes for all formulas, except growth capital for FEI, is
linear with a scale factor of 1 ... However, growth related expenses may not be correlated in the manner
suggested by the formula. Both capital and O&M growth related expenditures may be somewhat lumpy, causing
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The anecdotal evidence goes both ways: As explained in the Application, to support its
assumption of non-linearity between growth factors and growth-related expenses, the
Panel's 2014 PBR Decision provided isolated examples of instances when costs do not
increase linearly but rather, only increase when a threshold in growth is reached.
However, as explained on page C-9, the anecdotal evidence goes both ways (the
addition of industrial customers was provided as an example).

The 50 percent reduction to the growth factors is one of the reasons for persistent
underfunding of formula capital amounts.

Based on the questions received in the two rounds of information requests and reviewing the
2014 PBR Decision, FortisBC realized that it may have overlooked another important reason:
economies of scale and double counting issues.

The following excerpt from the 2014 PBR Decision describes the Panel’s view on the impact of
economies of scale on the scaling factor:

A non-linearity may arise because of economies of scale. A utility that serves a
million people may not incur 10 times the O&M spending as does a utility that
serves 100,000. As the number of customers increases, the scale factor
decreases. Potentially, many different scale factors could apply as the number of
customers increases or decreases. Similar scaling issues may also apply to FEI's
proposed growth capital Growth Term.

In the first and second round of information requests, FortisBC received a number of questions
regarding its fixed and variable costs. This line of questioning examines the impact of
economies of scale on costs (having fixed costs will lead to economies of scale since the
incremental cost of adding one more unit will be less than the average cost).

Neither FEI nor FBC deny the impact of economies of scale on their costs (distribution utilities
are widely known to have economies of scale). However, any impact from economies of scale is
already factored in the formulas; therefore, additional adjustment in the form of a coefficient to
the growth factor is not needed and would be equivalent to an additional productivity factor:

First, as explained in response to BCUC IR 1.17.7, any economies of scale prior to the start
of the MRP are already reflected in the proposed Base O&M per customer amount. In
this context, the BCUC’s statement regarding the difference in O&M spending for a utility
with 1,000,000 and 100,000 customer is already reflected in the base unit costs.

spending requirements to increase in a step-wise manner. In this regard the Panel agrees with Mr. Bell's
observation that costs only increase when a threshold in growth is reached.”
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Second, the impact of economies of scale on the Ultilities’ cost during the MRP term is
already embedded in the expected industry productivity values and applying a multiplier
to the growth factor would result in double counting.

Reviewing the regulatory decisions in other jurisdictions indicates that the topic of
adjusting the growth factor for economies of scale is only discussed in two jurisdictions:
BC and Quebec. While all of the PBR-type formulas have an implicit or explicit growth
factor embedded in them, no other regulators in jurisdictions such as Alberta or Ontario
adjusted the growth factor for this issue. FortisBC believes that the X-factor
determination approach explains why this is the case. Productivity growth may come
from various sources, ranging from technological improvements to economies of scale.
Therefore, the productivity values calculated in productivity studies already reflect the
impact of economies of scale for an average firm in the industry. For instance, Dr.
Lowry’s TFP evidence often refers to the economies of scale as a source of productivity
growth for the utilities®4:

Economies of scale are a second source of productivity growth. These
economies are available in the longer run if cost tends to grow more
slowly than output. A company’s potential to achieve incremental scale
economies depends on the pace of its output growth. Incremental scale
economies (and thus productivity growth) will typically be reduced when
output growth slows.

In this context, applying a growth factor coefficient acts as an additional productivity
factor, double counting the impact of economies of scale on the productivity growth
values. FortisBC has not conducted a productivity study; however, it is proposing that
the BCUC use the productivity results in other jurisdictions along with other inputs
discussed in BCUC IR 1.13.2, to inform its judgement-based determination of the X-
Factor value. As such, if the BCUC decides to adopt a growth factor coefficient, it should
adjust the X-Factor value downward to avoid double-counting.

What conclusions can be derived from the regression analysis?

A strong correlation value, on its own, does not provide any useful information regarding the
appropriateness of the growth factor coefficient. However, as explained in the response to CEC
IR 1.14.4, a strong correlation provides necessary support to the regression analysis.
FortisBC’s response to BCOAPO IR 1.23.1 provides the results of its regression analysis for the
cost items subject to formulas. As explained in that response, the slope of the O&M lines are
0.332 for FEI and 0.377 for FBC. This means that, according to the regression equation, FEI
added $332 (0.332 x $1,000 because the dollar units are in $000s) for each additional FEI

34 Lowry et al (2017); “State Performance-Based Regulation Using Multiyear Rate Plans for U.S. Electric Utilities”, page B-
10.
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customer and FBC added $377 for each additional FBC customer. As explained in the
response to BCUC IR 1.17.7, when combined with the regression line y-axis intercepts, with
results near or below zero for both utilities, this analysis shows that O&M cost growth has been
tracking with the growth in average customers.

While this regression analysis has its limitations (such as being limited to the PBR term), the
comparison of regression lines’ slopes with the proposed base unit costs can be used an
another input to inform the BCUC’s decision on this matter.

165.1.2 If no, please explain why not.

Response:
Please refer to the response to BCUC IR 2.165.1.1.

165.2 Please provide the same correlation coefficient analysis for FBC’s actual and
formula O&M as was provided in response to BCUC IR 8.4 and provide an
analysis of the results.

Response:

The tables below provide the correlation coefficient analysis for FBC’s actual and formula O&M
against the O&M formula cost driver (average number of customers).

The correlation coefficient between the cost driver and actual formula O&M is 0.90 while the
correlation coefficient between the cost driver and formula O&M is higher at 0.97. Similar to
FEI, the FBC results indicate a strong linear association between the cost driver and both actual
and formula O&M.

Average Number of Customers vs Actual Formula O&M

Correlation
Variables 2014 2015 2016 2017 2018 2019P .
— B E— — E— — Coefficient
Avg number of
129,525 131,016 132,480 134,246 137,300 138,649
customers
Actual f la O&M 050
ctualformuta 52,046 51,880 51,839 52,520 53,847 55,581
(S thousands)
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Average Number of Customers vs Approved Formula O&M
Correlation
Variables 2014 2015 2016 2017 2018 2019P .
- - - I - - Coefficient
Avg number of 129525 | 131,016 | 132,480 | 134,246 | 137,300 | 138,649
customers
0.97
Formula O&M 52,745 52,984 53,596 54,071 54,776 56,081
(Sthousands)

In response to BCUC IR 19.8, FortisBC provided a comparison of the
risks/rewards/incentives and ease of understanding of the Current PBR Plans and the
proposed MRPs.

With regard to formula O&M, FortisBC stated in response to BCUC IR 19.8: “The
proposed changes...will improve the accuracy of the O&M formulas to estimate Ultilities’
needed O&M during the MRP term...”

165.3 Please explain the basis for stating that the formula O&M under the proposed
MRPs will be more accurate than the Current PBR Plans given the results of the
Current PBR Plans.

Response:

The following proposed changes to the formulas are intended to improve the accuracy of
formula results:

Change from the use of lagging actual indicators to forecast and true-up approach:

As explained in the Application, an approach based on forecasting formula elements, as
opposed to a lagged actual approach, will lead to improved formula accuracy. This is
because costs and revenues are both driven by the actual growth experienced in the
year for which rates are being set.

Further, the use of a forecast growth factor is consistent with how FortisBC internally
forecasts its costs. FortisBC acknowledges that the percentage change from year to
year for the O&M formula elements is considerably less volatile than the percentage
change for the growth factor used in FEI's Growth Capital formula. Therefore, O&M
formulas are less negatively impacted by this issue. Nevertheless, the use of the
forecast and true-up approach will improve the accuracy of the O&M formulas as well.
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Elimination of 0.5 multiplier to the growth factor:

By eliminating the 0.5 multiplier to the growth factor, O&M formulas will reflect the full
O&M costs associated with each additional customer which will improve the ability of the
formula to estimate the O&M costs.

In response to BCUC IR 17.7, FortisBC stated the following:

165.4

Response:

In the short term, some of FortisBC's O&M costs are fixed (i.e. lease, rent), some
are semi-variable (i.e. vehicle costs — insurance portion fixed while fuel costs
variable based on vehicle usage) and some variable (i.e., customer billing and
postage). FortisBC is unable, however, to provide an accurate estimate of what
portion of its O&M costs are fixed, the portion of historical O&M costs for FEI and
FBC that are reasonably impacted by the changes in the average number of
customers, and specifically identify the O&M expenses which are impacted by
changes in average customers.

Please further explain why FortisBC is not able to estimate the portion of FEI's
and FBC’s O&M costs that are fixed and the portion of historical O&M costs that
are impacted by the changes in the average number of customers.

Please refer to the response to BCUC IR 2.165.5.

165.5

Response:

Please provide, to the best of FortisBC’s ability, a breakdown of FEI's and FBC’s
O&M costs classified under the categories of “fixed,” “semi-variable,” and
“variable.” Please provide supporting rationale for each O&M cost classification.

FortisBC (FEI and FBC) provides the following discussion regarding its O&M costs and its
relationship to the number of customers served.

Estimating the percentage of fixed costs versus variable costs is a complicated and contentious
task and would require a significant amount of simplification, assumptions and judgement.
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In the O&M formulas, the number of customers is a proxy for various types of costs drivers that
affect O&M costs. While in the short-term certain costs may not change in line with changes in
the number of customers, these costs may increase in line with other cost drivers that the
number of customers is used as a proxy for. In other words, in the short-term, certain costs may
be fixed relative to the number of customers, but may vary by other factors. For instance,
certain O&M cost pressures can be related to increases in the size or complexity of the system
or increases in regulations that are not directly related to the number of customers but for which
the number of customers serves as a proxy.

Further, the analysis of fixed versus variable costs relative to the number of customers may
require a multi-dimentional analysis that would consider not only the time dimension (considered
in the tables below) but also other factors such as the location of changes during the MRP. For
instance, the increase in number of customers or the load in certain geographical locations in a
utility’s service territory may require capacity upgrades that would result in additional O&M
expenditures while the same number of customer additions and load increase distributed in
various locations would not have resulted in the same cost pressures. In this example, the
estimate for the percentage of fixed costs versus variable costs in a five-year period would also
depend on the change in the number of customers and load in certain locations.

With these qualifications and to be responsive to the request for a breakdown of its O&M costs
classified into “fixed”, “semi-variable” and “variable”, FortisBC completed a high level analysis,
based on its judgement of its O&M costs by department. FortisBC completed the analysis using
2018 actuals by department provided in the responses to BCUC IRs 1.23.2 and 1.23.3, as the
nature of the activities / functions within each department provide for a more intuitive
explanation of the costs relative to the number of customers served than would analysis based
on the type of resource (i.e., labour, materials, services, other, etc). Additionally, the
departments’ costs were grouped into major functions (Customer Service, Energy Solutions,
External Relations, Communications, Administration and General, etc) to simplify the
presentation and discussion.

Definition of Variable and Fixed Costs

For the purpose of this analysis, FortisBC's “fixed” O&M costs are those costs that are
considered to remain constant for a period of time. Fixed costs from a department perspective
include some costs typically in the Administration and General functions like Finance, HR and
Regulatory where most costs are relatively constant for a period of time relative to the number
of customers served.

“Variable” O&M costs are costs that vary with the number of customers served. Variable costs
from a department perspective include those in the Customer Service and Energy Solutions,
External Relations, Communications functions.
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A “semi-variable” cost, also known as a mixed cost, is a cost composed of a mixture of both
fixed and variable components. As FortisBC is providing the analysis at a functional level by
“fixed” and “variable”, the end result by function is a composite semi-variable cost. As a result,
this classification is not necessary.

Time Period of Analysis

With respect to the fixed versus variable cost analysis, traditional economic theory suggests the
classification of costs into fixed versus variable is dependent on the period of time considered.
According to economic theory, in the short term (however long that may be) there are both fixed
and variable costs. Conversely, in the long term, there are no fixed costs as all costs can be
varied and a company is able to adjust its cost structure. The determination of why a cost that
is fixed in the short term can become variable over the long term is dependent on the choice of
the time period that is long enough for costs to be adjusted. This determination is a challenging
and somewhat subjective exercise.

The analysis has been prepared in consideration of a five-year timeframe, the approximate term
of FortisBC’s Current PBR Plans and the term for the proposed MRPs.

Following the rationale described, FortisBC provides the following high-level analysis and the
estimated breakdown of its 2018 actual O&M costs, classified into the categories fixed and
variable.

Functions — Department Activities

FortisBC has grouped the departments into five broad functions representative of the similar
nature of the departments’ activities. The functions are:

Customer Service;
Energy Solutions, External Relations, Communications;

Energy Supply;
Operations, Generation, Engineering; and
Administration and General.

FortisBC believes its Customer Service O&M costs have the strongest link to the number of
customers. Energy Solutions, External Relations, Communications would be the next strongest
link as this function includes departments focused on acquiring customers, engaging with
stakeholders, enhancing existing services, providing ongoing support and communicating with
customers and stakeholders. Energy Supply and Operations, Generation, Engineering O&M
costs would have less of a link to the number of customers as their costs are more influenced by
the size and age of the distribution system required to serve the number of customers. In the
end, the number of customers does significantly influence the size of the distribution system
required.
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Recognizing that the differences in interpretation as to whether O&M costs are fixed or variable
on a per customer basis is dependent on the time period, and recognizing the subjectivity of the
interpretation and the estimated nature of the analysis, FortisBC has provided a range (X
percent to Y percent) of the suggested percentage of variability of the O&M costs to the number
of customers (i.e., low and high end range of the estimate provided) for each of the functions.

The ranges provided in the tables below are judgment based and start with the percentages for
Customer Service, the function with O&M costs most closely linked to the number of customers.

FEI Analysis and Discussion

5Year
Classification of Functions 2018 Actuals % Variability with # of customers S Variability with # of customers
Low end of range | High end of range | Low end of range | High end of range
Customer Service S 39,475,000 100% 100%| $ 39,475,000 | $ 39,475,000
Energy Solutions, External Relations,
&y . S 28,004,000 80% 100%| $ 22,403,200 | S 28,004,000
Communications
Energy Supply $ 4,453,000 40% 60%| $ 1,781,200 | $ 2,671,800
Operations/Generation/Engineering S 111,160,000 40% 60%| S 44,464,000 | S 66,696,000
Administration and General S 88,459,000 40% 60%| S 35,383,600 | $ 53,075,400
Total S 271,551,000 N/A N/A[ S 143,507,000 | $ 189,922,200
Percentage of total costs variable 53% 70%

In the five year timeframe, total O&M costs for FEI are estimated to be approximately 53 percent
to 70 percent variable relative to the number of customers served, as this time period will allow
FEI to adjust its costs to any significant change in the number of customers:

The Customer Service function is expected to have the most variability in its O&M costs
related to the number of customers. Activities performed in the function include the
contact centre, billing and bad debts management, which are directly affected by the
number of customers served. As a result, FortisBC estimates a high degree of variability
of the Customer Service O&M costs.

The function, Energy Solutions, External Relations and Communications O&M costs also
has a high degree of variability relative to the number of customers served. Activities
performed in this function include marketing and customer and stakeholder engagement
that are influenced by the number of customers served, although likely not to the same
degree as the Customer Service function. Core customer/stakeholder engagement
activities that are performed somewhat independent of the size of the customer base
include customer satisfaction survey/research, customer communications and
stakeholder engagement.

The Energy Supply and Operations/Generation/Engineering functions’ O&M costs are
influenced by the number of customers but more so by the size and age of the
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distribution system and assets used to serve customers.

As such, O&M costs are

estimated to be more fixed than variable over a five year term, as the size of the system
does not change in this time period.

Lastly for the Administration and General function, which includes the departments and
activities IT, HR, Finance, Regulatory and Facilities, most of the O&M costs are fixed in
the short run and likely follow a stepped cost pattern over a five year peroid, with costs
fixed within certain boundaries, outside of which costs will change.

FBC Analysis and Discussion

5Year
Classification of Functions 2018 Actuals % Variability with # of customers S Variability with # of customers
Low end of range | High end of range | Low end of range | High end of range
Customer Service S 5,856,000 100% 100%| S 5,856,000 | S 5,856,000
Energy Solutions, External Relations,
o S 1,442,000 80% 100%| $ 1,153,600 | $ 1,442,000

Communications
Energy Supply S 1,210,000 40% 60%| $ 484,000 | S 726,000
Operations/Generation/Engineering S 28,923,000 40% 60%| S 11,569,200 | S 17,353,800
Administration and General S 19,922,000 40% 60%| S 7,968,800 | $ 11,953,200

Total 57,353,000 N/A N/A| S 27,031,600 | S 37,331,000

Percentage of total costs variable 47% 65%

Similar to FEI, in the five year timeframe, total O&M costs for FBC are estimated to be
approximately 47 percent to 65 percent variable relative to the number of customers served, as
the longer time period will allow FBC to adjust its costs to any significant change in the number
of customers. The rationale provided above in the context of FEI for the expected percentage
variability of O&M costs to the number of customer applies also to FBC.

Summary

The above analysis suggests FortisBC’s O&M costs relative to the number of customers served
are more variable than fixed relative to the number of customers served over a five year time
frame, and that from an economic perspective all costs in the long term are variable. As
discussed though, the process of determining what portion of FortisBC’'s O&M costs is fixed and
variable is dependent on the different considerations discussed, limiting the potential use of the
analysis in informing the BCUC’s decision on an appropriate growth factor in the proposed
index-based O&M formula. FortisBC emphasizes that the estimated percentage of fixed costs in
the above tables do not justify a growth factor coefficient as any impact of the fixed costs is
already reflected in the base unit costs and the expected industry productivity growth.

Please refer also to the response to BCUC IR 2.165.1.1 providing a discussion of the factors
regarding the appropriateness of the customer growth multiplier to use in the index-based O&M
formula FortisBC is proposing.
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3
4 In response to BCUC IR 17.6, FortisBC stated that Hydro Quebec Distribution applies a
5 0.75 multiplier to its growth factor.

165.6 Please provide a detailed description of Hydro Quebec Distribution’s rationale for
applying a 0.75 multiplier to its growth factor.

©O© 00N

Response:

10 The following are the general reasons provided by the Regie for approval of the judgement-
11  based 0.75 multiplier to Hydro Quebec’s growth factor (number of customers)?*:

12 Since the Distributor's expenses have fixed and variable components, the Régie
13 does not accept Distributor's proposal that a 1% increase in number of customers
14 generates a 1% increase in distribution costs ...

15 The Régie considers that the present value of 0.75 included in the parametric
16 formula for customers’ growth must continue to be used in the context of the MRI
17 for Factor G. This is to ensure a certain degree of harmonization between the
18 existing ratemaking regulation and the MRI that will be put in place, which is
19 generally recommended by the Distributor. Moreover, according to the
20 distributor’s expert (Concentric), growth factor must take into consideration the
21 realization of economies of scale.

22 The Régie therefore considers that setting this value at 0.75 for Factor G for the
23 full term of the MRI will ensure the simplicity sought in the application of the MRI.
24

25

26

35 The exact French version of the text is as follows and can be found on page 102 of Regie’s decision D-2017-043:
Puisque les charges du Distributeur ont des composantes fixes et variables, la Régie ne retient pas la proposition
du Distributeur a l'effet qu'une hausse de 1 % des abonnements génere une hausse de 1 % des codlts de
distribution ...

La Régie considére que la valeur actuelle de 0,75 incluse dans la formule paramétrique pour la croissance des
abonnements doit continuer a étre utilisée dans le cadre du MRI a titre de Facteur G. Il s’agit d’assurer une
certaine harmonisation entre la réglementation actuelle et le MRI qui sera mis en place, comme le préconise
d’ailleurs, de maniére générale, le Distributeur. De plus, aux dires mémes des experts du Distributeur, le Facteur
G doit prendre en considération la réalisation d’économies d’échelle.

La Régie juge par ailleurs que la fixation de cette valeur de 0,75 pour le Facteur G pour tout le terme du MRI
permettra d’assurer la simplicité recherchée dans I'application d’un MRI.
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1 165.7 Please compare and contrast FEI and FBC to the utilities regulated by Hydro
2 Quebec Distribution in terms of similarities and differences in O&M.
3
4 Response:
5 FortisBC assumes that the question is asking for the similarities and differences between FEI's
6 and FBC's O&M profile (fixed vs variable, labour vs. non-labour) and Hydro Quebec
7  Distribution’s O&M profile. FortisBC is unable to answer this question, as it does not have a
8 detailed knowledge of Hydro Quebec Distribution’s O&M profile.

9 Similar to FEI and FBC, Hydro Quebec Distribution has been unable to provide a detailed
10 breakdown of fixed, semi-variable and variable costs. In a response to an information request,
11 Hydro Quebec Distribution explained that its accounting standards and systems do not
12  categorize costs based on fixed and variable categories (the distinction between fixed and
13 variable costs cannot be done accurately without proper accounting capability) and that in the
14  long term all cost are variable®®;

15 The Distributor's position is that it is not possible to determine economies of scale
16 through a distinction between fixed and variable costs. On the one hand, this
17 distinction of fixed and variable costs is not recorded in the accounting systems
18 and on the other hand, it is not useful to do so since the fixed costs become
19 variable after a certain volume of activity. Fixed costs change incrementally and
20 overall continuously in response to customer growth. In addition, following the
21 examination of the cost items, the presence of economies of scale in the
22 development of the Distributor's operating expenses has not been demonstrated.
23

36 The exact French version of HQD’s response to FCEI IR 5.4 in R-3776-2011 proceeding is as follows : "La
position du Distributeur est qu'il n'est pas possible de déterminer les économies d'échelle par le biais d'une
distinction des frais fixes et des frais variables. D'une part, cette distinction des co(ts n'est pas enregistrée dans
les systemes comptables et d'autre part, il n'est pas utile de le faire puisque les codts fixes deviennent variables a
partir d'un certain volume d'activité. Les codts fixes évoluent par paliers et dans I'ensemble de fagon continue en
réaction a la croissance des abonnements. De plus, suite a I'examen des postes de dépenses, la présence méme
d'économies d'échelle dans I'évolution des charges d'exploitation du Distributeur n'a pas été démontrée".
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166.0 Reference:

PERFORMANCE INCENTIVE FRAMEWORKS

Exhibit B-10, BCUC IR 17.8, 64.2; Exhibit B-8, Industrial Customers
Group (ICG) IR 9.1; Exhibit B-2, Workshop Materials, p. 5; Exhibit B-

1, pp. B-70 — B-71; Exhibit B-1-1, Appendix C1

Expenditures Subject to Incentives

In response to BCUC IR 17.8, FortisBC stated the following:

The more costs that are subject to incentives, the higher the risk and reward, and
the higher the incentives for efficiency gains. Compared to the proposed MRPs
and the MRPs in other Canadian jurisdictions, FEI's and FBC’s Current PBR
Plans had less costs subject to formulas (i.e., subject to incentives) as big cost
items such as depreciation expenses were not subject to an incentive framework.
Compared with the Current PBR Plans, the proposed MRPs include a larger set
of cost items under an incentive framework as cost items such as depreciation
expense are now subject to the sharing mechanism...All plans also exclude non-
controllable costs items from the incentive frameworks such as commodity

related costs.

In response to ICG IR 9.1, FBC provided an analysis of the expenses and revenues
subject to deferral account treatment (i.e. not subject to incentives) under the Current
PBR Plan compared to the proposed MRP.

166.1 Please provide the same analysis for FEI as was provided for FBC in response to

Response:

ICGIR9.1.

FEI provides the requested information in the tables below. FEI used 2019 Approved revenue
requirement amounts per BCUC Orders G-237-18 and G-10-19 for comparison purposes, as
detailed 2020 forecast revenue requirement amounts are not available.

Table 1: Current PBR Plan Deferral Account Treatment

Covered by
Flowthrough or Specific Covered by Earnings

2019 Deferrals Sharing Deferral
Existing Approved Deferrals Approved ($000s) $000s % Applicable Deferrals $000s %
Cost of Energy S 369,282 S 369,282 100.0%  Flowthrough, MCRA, CCRA $ - 0.0%
0o&M 246,088 29,679 12.1% Pension & OPEB Variance, BCUC Fees Variance, Flowthrough 216,409 87.9%
Depreciation & Amortization 230,699 230,699 100.0%  Flowthrough 0.0%
Property Taxes 67,559 67,559 100.0%  Flowthrough 0.0%
Other Revenue (44,893) (44,893) 100.0%  Flowthrough 0.0%
Income Taxes 52,972 52,972 100.0%  Flowthrough 0.0%
Interest 140,241 140,241 100.0%  Flowthrough 0.0%
Equity Return 151,491 151,491 100.0%  N/A - No variance - 0.0%
Total Expenses $ 1,213,439 $ 997,030 82.2% $ 216,409 17.8%
Revenue S 1,213,439 $ 1,213,439 100.0%  Flowthrough, RSAM S - 0.0%
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Table 2: Proposed MRP Deferral Account Treatment
Covered by Covered by MRP
Flowthrough or Specific Incentives (Sharing)
2019 Deferrals Deferral

MRP Proposed Approved Deferral:Approved ($000s) $000s % Applicable Deferrals $000s %
Cost of Energy $ 369,282 S 369,282  100.0%  Flowthrough, MCRA, CCRA S - 0.0%
oam! 246,088 31,967 13.0% Pension & OPEB Variance, BCUC Fees Variance, Flowthrough 214,121 87.0%
Depreciation & Amortization 230,699 42,172 18.3%  No variance for amortization, Flowthrough for Clean Growth Projects 188,527 81.7%
Property Taxes 67,559 67,559 100.0%  Flowthrough - 0.0%
Other Revenue (44,893) (39,778) 88.6%  Flowthrough for Clean Growth Projects and SCP Third Party Revenue (5,115) 11.4%
Income Taxes ? 52,972 - 0.0%  Flowthrough for Clean Growth Projects, Tax Rate Variances 52,972 100.0%
Interest 140,241 - 0.0%  Flowthrough for Clean Growth Projects, Interest Rate Variances 140,241 100.0%
Equity Return 151,491 151,491 100.0%  N/A - No variance - 0.0%
Total Expenses $ 1,213,439 S 622,693 51.3% $ 590,746 48.7%
Revenue S 1,213,439 $ 1,213,439 100.0%  Flowthrough, RSAM S - 0.0%
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Notes:
1. Gross 0&M expense adjusted for the addition of integrity digs of $2.6 million as shown in Table C2-1in the Application
2. Given the base amounts used are approved amounts, no rate variances for interest or taxes are assumed

In table B2-9 on pages B-70 and B-71 of the Application, FortisBC provides a
jurisdictional comparison of the MRPs utilized in Alberta, Ontario and Quebec.

166.2 Using FElI's approved 2019 revenue requirement for gas utilities and FBC'’s
approved 2019 revenue requirement for electric utilities, please provide the same
analysis as was provided in response to ICG IR 9.1 to show the amount (dollar
and percentage) of costs and revenues which would be subject to deferral
account treatment under each of the MRPs described in Table B2-9 of the
Application.

Response:

The Companies are unable to provide the requested information as it is not possible for FEI and
FBC to restate their revenue requirement components and accounting practices to be on a
consistent basis with the utilities included in the jurisdictional comparison. The jurisdictional
comparison included in Section B2.6 and Table B2-9 of the Application provides a comparison
of the various MRP/PBR frameworks employed in North America. The comparison includes
various mechanisms used for setting rates, inflating®’ costs or prices, sharing earnings,
efficiency carryovers, off-ramps and reopeners. The information available to allow the
Companies to make these comparisons is public. However, the information required to respond
to this question is beyond the scope of the jurisdictional comparison included in Section B2.6
and requires a deeper knowledge of each utility in these jurisdictions, how the aforementioned

37 Including X, Y and Z Factors
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mechanisms affect each utility’s revenue requirement and detailed knowledge of the accounting
practices and regulatory decisions affecting each line of these utilities’ revenue requirements.

166.3 Please explain whether, and to what extent, depreciation expense is subject to
incentives in each of the Canadian jurisdictions listed in Table B2-9 of the
Application.

Response:

Yes. Depreciation expense is subject to incentives in all three jurisdictions. Exceptions may
exist for the OEB’s custom incentive-ratemaking plans. The extent of the incentives for
depreciation expense is similar to other cost items subject to formulas and depends on whether
the plans include an earnings sharing mechanism and their approved sharing ratios.

166.4 Please compare the number and overall balance of FEI's and FBC’s deferral
accounts as of 2019 to the number and overall balances of the deferral accounts
in the Canadian jurisdictions included in Table B2-9 of the Application.

Response:

Although utilities in the same jurisdictions may share many of the same deferral accounts, each
individual utility may have various deferral accounts that are unique to their specific
circumstances. As such, a comprehensive response to this question would require a detailed
review of individual utilities’ financial reports and regulatory filings which was outside the scope
of the MRP/PBR related jurisdictional study. Nevertheless, FortisBC used the consolidated data
readily available on regulators’ websites to create the following table.

Union
Alberta Alberta Gas/Enbridge Ontario

Natural Gas Electric GasAmalcolR  Electric Hydro
FBC? Utilities Utilities Plans>* Utilities® Quebec®

Def IA t
eterral Accoun $ 36 $ 16 n/a nfa $ 78 $ (400) $ 3,149
Balance (S million)
Number of Deferral
45 34 n/a n/a 58 n/a n/a
Accounts
Year 2019 Forecast 2019 Forecast n/a n/a 2018 2018 2018
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Reference:

1. 2019 Forecast as approved under BCUC Order G-30-19
2. 2019 Forecast as approved under BCUC Order G-246-18

3. https://www.oeb.ca/utility-performance-and-monitoring/natural-gas-and-electricity-utility-
yearbooks

4. https://www.uniongas.com/-/media/about-us/requlatory/other-requlatory-proceedings/eb-
2017-0307-rate-setting-mechanism/UNION EGD APPL Rate-Setting-
Mechanism 20171123.pdf?la=en&hash=5488A8F35C019347B68CC9B47112C2EF558
07F33

5. http://www.hydroquebec.com/about/financial-results/annual-report.html

Notes to the table:

For the Alberta natural gas utilities and Alberta electric utilities, FortisBC is not able to
provide the consolidated information as it involves 16 utilities (gas and electric) and
consolidated reports are not readily available from the AUC.

For the Ontario electric utilities, the OEB provides annual consolidated financial reports for
its regulated utilities; however, FortisBC is not able to obtain the number of deferral
accounts as it involves 63 local distribution electric utilities and such information is not
available from the OEB’s annual consolidated financial reports.

For Hydro Quebec, FortisBC is not able to obtain the number of deferral accounts.

166.4.1 Please explain how FEI and FBC’s deferral account usage compared to
other Canadian jurisdictions may impact the potential risks and rewards
and the promotion of an efficiency focus.

Response:

Generally speaking, FortisBC does not believe that the differences in deferral account usage
between utilities, either in the same jurisdiction or between utilities in different Canadian
jurisdictions, are significant enough to change the balance of risk and rewards or impact the
promotion of an efficiency focus between these utilities. Further, it would be inappropriate to
make any conclusion regarding the plans’ risks and rewards based on the number of deferral
accounts or their current balance. Rather, the focus should be on the type of costs subject to
deferral account treatment.


https://www.oeb.ca/utility-performance-and-monitoring/natural-gas-and-electricity-utility-yearbooks
https://www.oeb.ca/utility-performance-and-monitoring/natural-gas-and-electricity-utility-yearbooks
https://www.uniongas.com/-/media/about-us/regulatory/other-regulatory-proceedings/eb-2017-0307-rate-setting-mechanism/UNION_EGD_APPL_Rate-Setting-Mechanism_20171123.pdf?la=en&hash=5488A8F35C019347B68CC9B47112C2EF55807F33
https://www.uniongas.com/-/media/about-us/regulatory/other-regulatory-proceedings/eb-2017-0307-rate-setting-mechanism/UNION_EGD_APPL_Rate-Setting-Mechanism_20171123.pdf?la=en&hash=5488A8F35C019347B68CC9B47112C2EF55807F33
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https://www.uniongas.com/-/media/about-us/regulatory/other-regulatory-proceedings/eb-2017-0307-rate-setting-mechanism/UNION_EGD_APPL_Rate-Setting-Mechanism_20171123.pdf?la=en&hash=5488A8F35C019347B68CC9B47112C2EF55807F33
http://www.hydroquebec.com/about/financial-results/annual-report.html
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All PBR/MRP related decisions studied in the Jurisdictional Comparison Appendix (C4-2)
include many similar deferral and variance accounts that are treated outside the indexing
formulas. These include both commodity related and non-commodity related deferral accounts.
The common major categories subject to Y-Factor treatment in these jurisdictions include, but
are not limited to, cost of gas and upstream transportation (or power purchases and
transmission related costs for electric utilities), demand side management costs, pension and
OPEB and some form of revenue adjustment mechanism. Individual utilities may also have a
number of deferral accounts that are specific to their needs. For instance, in Union Gas and
Enbridge Gas’ incentive rate-setting proceeding, the OEB approved the following Y-Factors that
are subject to deferral account treatment:

Cost of gas and upstream transportation (in accordance with current QRAM treatment)
Demand Side Management (DSM) costs (in accordance with current DSM treatment)
Lost Revenue Adjustment Mechanism (for the contract market)

Normalized Average Consumption/Average Use (the Applicants propose to continue to
adjust rates annually to reflect the declining trend in use)

Capital investments that qualify for ICM treatment

In addition, the utilities have a number of other deferral accounts. The full list of the
amalgamated Union Gas and Enbridge Gas Distribution deferral accounts is provided below:

179.00_ Deferred Rebate Account

179.02_ Transition Impact of Accounting Change Deferral Account

179.04_ Demand Side Management Cost-efficiency Incentive Deferral Account
179.06_ Demand Side Management Variance Account

179.08_ Ex-franchise Third Party Billing Services Deferral Account

179.10_ Lost Revenue Adjustment Mechanism

179.20_ Gas Distribution Access Rule Impact Deferral Account

179.26 . Demand Side Management Incentive Deferral Account

179.30_ Manufactured Gas Plant Deferral Account

179.32_ Greenhouse Gas Emissions Impact Deferral Account

179.36_ Pension and OPEB Forecast Accrual versus Actual Cash Payment Differential
Variance Account
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179.40_ Dawn Access Costs Deferral Account

179.48  Open Bill Revenue Variance Account

179.60_ Electric Program Earnings Sharing Deferral Account
179.66_ Average use True-up Variance Account

179.70_ Purchased Gas Variance Account

179.80_ Transactional Services Deferral Account

179.82_ Greenhouse Gas Emissions Compliance Obligation - Customer Related Variance

Account

179.84_ Greenhouse Gas Emissions Compliance Obligation - Facility Related Variance

Account
179.86_ Unaccounted for Gas Variance Account
179.88_ Storage & Transportation Deferral Account
179.94  OEB Cost Assessment Variance Account
179-070_ Short-term Storage and Other Balancing Services
179-075_ Lost Revenue Adjustment Mechanism
179-100_ Transportation Tolls and Fuel - Northern and Eastern Operations Area
179-103_ Unbundled Services Unauthorized Storage Overrun
179-105_ North Purchase Gas Variance Account
179-106_ South Purchase Gas Variance Account
179-107_ Spot Gas Variance Account
179-108_ Unabsorbed Demand Cost (UDC) Variance Account
179-109_ Inventory Revaluation Account
179-111 Demand Side Management Variance Account
179-112_ Gas Distribution Access Rule (GDAR) Costs

179-123 Conservation Demand Management
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179-126 Demand Side Management Incentive

179-131  Upstream Transportation Optimization

179-132_ Deferral Clearing Variance Account

179-133_ Normalized Average Consumption (NAC) Account
179-135 Unaccounted for Gas (UFG) Volume Variance Account
179-136_ Parkway West Project Costs

179-137_ Brantford-Kirkwall/Parkway D Project Costs

179-138 Parkway Obligation Rate Variance

179-141 Unaccounted for Gas (UFG) Price Variance Account
179-142_Lobo C Compressor/Hamilton to Milton Pipeline Project Costs
179-143 Unauthorized Overrun Non-Compliance Account
179-144 Dawn H/LoboD/Bright C Compressor Project Costs

179-145 Transportation Tolls and Fuel — Union North West Operations Area

Amalco: List of Deferral Accounts to be Continued During Deferred Rebasing Period

179-146_ Transportation Tolls and Fuel — Union North East Operations Area
179-147 _Union North West Purchase Gas Variance Account

179-148 Union North East Purchase Gas Variance Account

179-149 Burlington Oakville Pipeline Project

179-150 DSM Cost-Efficiency Incentive Deferral Account

179-151  OEB Cost Assessment Variance Account

179-152_ Greenhouse Gas Emissions Impact Deferral Account

179-153 Base Service North T-Service TransCanada Capacity Deferral Account
179-154 Greenhouse Gas Emissions Compliance Obligation - Customer-Related

179-155 Greenhouse Gas Emissions Compliance Obligation - Facility-Related
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179-156_ Panhandle Reinforcement Project Costs

Similar to Union Gas and Enbridge Gas Distribution, other utilities in other jurisdictions use
deferral accounts, many of them specific to their individual needs. As can be seen from the list
above, the number of deferral accounts does not indicate anything in particular. For instance,
Union Gas has one purchase gas variance account for its North West territory and one for North
East. Without detailed forensic analysis of each deferral account, the balance of the deferral
accounts also provides no useful information.

In Appendix C1 to the Application, FortisBC provides the pre-2014 PBR experience for
FEIl and FBC.

166.5 Please clarify for each of the pre-2014 PBR plans, if FEI's and FBC'’s
depreciation expenses were subject to earnings sharing.

Response:

In both FEI's 1998 and 2004 — 2009 PBR plans, depreciation expense was subject to earnings
sharing as a component of the ROE variance, which was shared 50 percent with customers.

FBC’s depreciation expense was subject to flow-through treatment in its 1996 PBR Plan. In
FBC’s 2007 — 2011 PBR Plan, depreciation expense was subject to earnings sharing as a
component of the ROE variance, which was shared 50 percent with customers; however, the
treatment of capital expenditures and rate base in FBC’s PBR plans differed from that of FEI, as
explained below.

FBC’s capital expenditures were not set by formula during the term of the 2007 — 2011 PBR
Plan. FBC’s capital expenditures were approved through one or two-year capital expenditure
plans during the PBR term; FBC did not have a “going-in” forecast for capital expenditures
during the PBR term. Rate base, and hence depreciation, was reforecast annually based on
actual and projected expenditures.

166.6 If FEI's depreciation expense was subject to earnings sharing under the PBR
plan previous to the Current PBR Plan (i.e. the 2004-2009 PBR plan), please
explain in detail the results of this approach, including the following:
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1.0 . The total variance between formula and actual regular capital at
the conclusion of the PBR plan term;

2.0 . The total variance between formula and actual depreciation
expense at the conclusion of the PBR plan term;

3.0 . The impact to the 2010 revenue requirement and rates of
including the cumulative variance between formula and actual net capital
into ratebase at the conclusion of the PBR plan term; and

4.0 . FEI's assessment of the success or lack of success of including

Response:

regular capital depreciation expense variances in the incentive
mechanism during the 2004-2009 PBR plan term, as well as any lessons
learned.

At the end of 2009, the difference between TGl’'s (FEI's) approved and actual amounts for the
requested information is provided in the table below. FEI did not distinguish between regular
capital and major capital in the 2004-2009 PBR plan and has not attempted to reclassify
previous expenditures in that manner or to re-calculate depreciation expense to identify the
amounts that would relate to those categories.

Approved
$ million (formula) Actual Difference

Gross Plant in Service $3,441 $3,301 $140
Net Plant in Service $2,471 $2,403 $68
Depreciation Expense $90 $80 $10

The following information was included in TGIs 2010-2011 Revenue Requirements Application:

The impact of the formula plant on the 2009 rate base is a decrease of
approximately $69 million which translates to a decreased revenue requirement
of approximately $5.0 million. In addition, embedded in the 2009 revenue
requirement was $8.0 million of formula versus forecast O&M (net $6.7 million
including capitalized overheads) and $10.0 million of formula versus forecast
depreciation expense which together translate into an $21.0 million decrease in
revenue requirement when comparing formula to forecast (the depreciation
impact is grossed up for taxes).

The paragraph above identifies a $15 million reduction in TGI's 2010 revenue requirement from
rebasing capital, comprised of a $5 million reduction due to a lower rate base and $10 million
reduction from lower depreciation expense.




FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC Application) September 16, 2019

O WN PP

© 0~

10
11
12
13
14

15
16
17
18
19
20

21
22
23
24
25

26
27

28
29
30
31

32
33
34
35

36
37

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)
No. 2

Page 102

FEI's capital spending results during the 2004 — 2009 PBR term contributed to lower
depreciation expense which was shared to the benefit of customers and shareholders. Including
regular capital depreciation as a component of earnings sharing creates a greater incentive for
FEI to find capital efficiencies, which can result in a lower overall rate base exiting a multi-year
(formula) plan. Upon rebasing, customers receive the entire benefit of these long lasting
efficiencies for the remaining lives of the assets.

166.6.1 If FBC’s depreciation expense was subject to earnings sharing under
the PBR plan previous to the Current PBR Plan, please provide the
same analysis as is requested for FEI.

Response:

FortisBC explains in the response to BCUC IR 2.166.5 that FBC’s experience with formula
capital and sharing of depreciation expense in the previous PBR term is not fully comparable to
that of FEI. An analysis of capital expenditure variances is not meaningful because FBC’s
cumulative “forecast” includes annual reforecasts of capital expenditures, such that FBC's
variance to actual is the sum of annual variances and is not representative of the differences in
spending for multi-year projects or programs as in the case of FEI.

Nevertheless, FBC has calculated capital expenditure and depreciation expense variances as
requested. The variances below represent FBC'’s total capital expenditures for the period. FBC
did not distinguish between regular capital and major capital in the 2007-2011 PBR plan and
has not attempted to reclassify previous expenditures in that manner or to re-calculate
depreciation expense to identify the amounts that would relate to those categories.

The information requested for FEI in BCUC IR 2.166.6 is provided for FBC’s 2007-2011 PBR
plan below:

The total variance between formula and actual regular capital at the conclusion of the PBR
plan term: Actual expenditures were lower than the cumulative forecasts for 2007-2011
by $47.7 million (total capital expenditures including major projects), subject to the
explanation above.

The total variance between formula and actual depreciation expense at the conclusion of the
PBR plan term: Actual depreciation expense was lower than the cumulative forecast
depreciation expense by $0.538 million over the term of the PBR plan, an average of
$0.108 million annually.

The impact to the post-PBR revenue requirement and rates of including the cumulative
variance between formula and actual net capital into rate base at the conclusion of the
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PBR plan term: As stated above, there was no true-up of cumulative capital expenditure
variances at the conclusion of the PBR plan term because rate base was reforecast or
“trued up” annually.

FBC’s assessment of the success or lack of success of including regular capital depreciation
expense variances in the incentive mechanism during the 2004-2009 PBR plan term, as
well as any lessons learned: For the reasons mentioned above and since FBC is not
proposing annual reforecasts of its capital, FBC’s experience with the 2007-2011 PBR
plan does not provide any meaningful insights for its proposed treatment in its MRP
Application.

166.7 Please provide a detailed discussion as to the impact that FortisBC’s proposal to
include depreciation expense on regular capital expenditures in the earnings
sharing mechanism (ESM) has on the level of risk for ratepayers of the proposed
MRPs compared to the Current PBR Plans.

Response:

As explained in the response to BCUC IR 1.17.8, the more costs that are subject to incentives,
the higher the risk and rewards, and the higher the incentives for efficiency gains. As a large
cost item, subjecting depreciation expense to earnings sharing will increase the risk and
rewards equally for both ratepayers and shareholders as any variance would be shared 50:50.

166.8 Please provide a quantitative example of the cumulative impact of the proposed
change to the treatment of depreciation expense during the proposed MRP term
compared to the treatment under the Current PBR Plan term and explain all
inputs and assumptions.

Response:

In the response to BCUC IR 1.63.5, FortisBC illustrated the effect of applying the proposed
treatment of variances to the Current PBR Plan and presented the related impact to achieved
ROE, earnings sharing and customer rates. Embedded in that response was the variance in
depreciation and its effect on achieved ROE, earnings sharing and customer rates.

For this response, since actual depreciation for the MRP period is not yet known, FortisBC has
isolated the impact of variances in depreciation on achieved ROE, earnings sharing and
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customer rates by zeroing out all other variances from BCUC IR 1.63.5. To simplify the
calculation even further, FortisBC removed all rate base variances between approved and
actual (except for the variance in accumulated depreciation created by the depreciation expense
variance) to fully isolate the impacts of depreciation, and any impacts to interest and income tax
resulting from changes in depreciation and rate base have been excluded.

The following tables and detailed calculations include the annual impact on achieved ROE,
earnings sharing and customer rates of variances in depreciation based on the approved
method in the Current PBR Plans and the proposed method in the Application. A negative
earnings sharing amount indicates an amount being returned to customers, whereas positive
indicates an amount being recovered from customers. A negative difference in rates indicates a
rate decrease; conversely a positive indicates a rate increase.

Despite some variations in the results when looking at historical periods due to the differing
asset classes impacted and the simplifying assumptions used in this example, FortisBC notes
that its proposal is designed to incent further efficiencies in capital spending that, all else equal,
would result in lower depreciation expense than forecast, leading to greater earnings sharing
with customers and lower rates overall.

Table 1: FEI Summary

2014 2015 2016
Current Proposed Current Proposed Current Proposed
Approach Approach Difference Approach Approach Difference Approach Approach Difference
Achieved ROE 8.75% 8.74% -0.01% 8.75% 8.78% 0.03% 8.75% 8.80% 0.05%
Earnings Sharing - 148 148 - (433) (433) - (704) (704)
Change in Rates Including Energy 0.0% 0.0%
Change in Rates Excluding Energy 0.0% 0.1%
2017 2018 2019
Current Proposed Current Proposed Current Proposed
Approach Approach Difference Approach Approach Difference Approach Approach Difference
Achieved ROE 8.75% 8.81% 0.06% 8.75% 8.76% 0.01%
Earnings Sharing - (793) (793) - (221) (221)
Change in Rates Including Energy 0.1% 0.1% 0.1%
Change in Rates Excluding Energy 0.1% 0.1% 0.1%
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1 Table 2: FBC Summary
2014 2015 2016
Current Proposed Current Proposed Current Proposed
Approach Approach Difference Approach Approach Difference Approach Approach Difference
Achieved ROE 9.15% 9.15% 0.00% 9.15% 8.82% -0.33% 9.15% 9.22% 0.07%
Earnings Sharing - - - - 1,623 1,623 - (374) (374)
Change in Rates Including Energy 0.0% -0.5%
Change in Rates Excluding Energy 0.0% -0.9%
2017 2018 2019
Current Proposed Current Proposed Current Proposed
Approach Approach Difference Approach Approach Difference Approach Approach Difference
Achieved ROE 9.15% 9.18% 0.03% 9.15% 9.14% -0.01%
Earnings Sharing - (166) (166) - 56 56
Change in Rates Including Energy 0.0% 0.0% -0.1%
Change in Rates Excluding Energy 0.0% 0.0% -0.2%
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1 Table 3: FEI Detail

Line FEI ($000s) | 2014 2015 2016 2017 2018 2019
No. | Approved Actual Variance I Approved Actual I Variance | Approved Actual I Variance | Approved Actual I Variance | Approved Actual l Variance I Approved | Actual Variance |Reference

1 Depreciation 124,667 124,977 310 163,962 163,084 (878) 170,348 168,824 (1,524) 168,190 166,339 (1,851) 189,829 175,686 (14,143) Variance = Actual - Approved

2 Less: Tilbury Expansion Depreciation embedded in rates - - - - - - - - - - - - 12,737 - (12,737)

3 Depreciation on all Plant but Tilbury Expansion 124,667 124,977 310 163,962 163,084 (878) 170,348 168,824 (1,524) 168,190 166,339 (1,851) 177,092 175,686 (1,406) Line 1-Lline2

4

5 Variances that flow to earnings (310) 878 1,524 1,851 1,406 -Line3

6 Approved equity earnings 93,140 123,343 124,398 124,801 147,235

7 Total 92,830 124,221 125,922 126,652 148,641 Line 5+Line 6

8 Approved Equity Portion of Rate Base + Cumulative actual rate base change 1,064,302 1,409,762 1,423,018 1,429,312 1,693,697

9 Achieved before sharing ROE 8.72% 8.81% 8.85% 8.86% 8.78% Line 7/ Line 8
10 Allowed ROE 8.75% 8.75% 8.75% 8.75% 8.75%

11 Surplus ROE -0.03% 0.06% 0.10% 0.11% 0.03% Line 8-Line 9
12

13 Surplus Earnings (296) 867 1,408 1,587 442 Line 8x Line 11
14 Customers Portion 50% 50% 50% 50% 50%

15 Shared with Customers 148 (433) (704) (793) (221) Line 13x Line 14
16

17 Achieved ROE after Sharing - Proposed method 8.74% 8.78% 8.80% 8.81% 8.76% (Line 7 +Line 15) / Line 8
18 Achieved ROE after Sharing - Current Method 8.75% 8.75% 8.75% 8.75% 8.75%

19 Difference in Achieved ROE 0.03% 0.05% 6% 0.01% Line 17- Line 18
20

21

22 Change in Flow Through (162) 445 820 1,058 1,185 Prior Year (Line 5+ Line 15)
23 Approved Revenue 1,393,222 1,237,537 1,070,118 1,246,308 1,246,308

24 Rate Impact 0.0% 0% % % 1% Line 22/ Line 23
25

26 Approved Revenues less Energy Costs 752,736 759,823 774,715 822,033 822,033

2 27 Rate Impact 0.0% 0.1% 0.1% % 1% Line 22/ Line 26
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1 Table 4: FBC Detail

Line FBC ($000s) | 2014 [ 2015 [ 2016 | 2017 | 2018 | 2019

No. |Approved Actual | Variance hpproved Actual | Variance |Approved Actual | Variance |Approved Actual | Variance |Appr0ved Actual | Variance |Approved Actual | Variance |Reference

1 Depreciation 49,682 49,682 - 52,151 55,552 3,401 54,353 53,896 (457) 56,046 55,980 (66) 58,408 58,802 394 Variance = Actual - Approved

2 - - - - -

3 Depreciation 49,682 49,682 - 52151 55552 3,401 54,353 53,89 (457) 56,046 55,980 (66) 58,408 58,802 394 Line 1- Line 2

4

5 Variances that flow to earnings - (3,401) 457 66 (394) -Line3

6 Approved equity earnings 44,065 45,713 47,060 47,046 48,357

7 Total 44,065 42,312 47,517 47,112 47,963 Line 5+Line 6

8 Approved Equity Portion of Rate Base + Cumulative actual rate base change 481,585 497,891 511,140 511,252 525,412

9 Achieved before sharing ROE 9.15% 8.50% 9.30% 9.22% 9.13% Line7/Line 8
10 Allowed ROE 9.15% 9.15% 9.15% 9.15% 9.15%

11 Surplus ROE 0.00% -0.65% 0.15% 0.07% -0.02% Line 8- Line 9
12

13 Surplus Earnings - (3,245) 747 332 (113) Line 8 x Line 11
14 Customers Portion 50% 50% 50% 50% 50%

15 Shared with Customers - 1,623 (374) (166) 56 Line 13x Line 14
16

17 Achieved ROE after Sharing - Proposed method 9.15% 8.82% 9.22% 9.18% 9.14% (Line 7 +Line 15) / Line 8
18 Achieved ROE after Sharing - Current Method 9.15% 9.15% 9.15% 9.15% 9.15%

19 Difference in Achieved ROE 0.00% -0.33% 0.07% 0.03% -0.01% Line 17 - Line 18
20

21

22 Change in Flow Through - (1,778) 83 (100) (338) Prior Year (Line 5 + Line 15)
23 Approved Revenue 334,531 350,593 362,128 356,340 370,534

24 Rate Impact 0.0% -0.5% 0.0% 0.0% -0.1% Line 22/ Line 23
25

26 Approved Revenues less Energy Costs 234,100 201,631 210,656 207,890 209,769

27 Rate Impact 0.0% -0.9% 0.0% 0.0% -0.2% Line 22/ Line 26
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In response to BCUC IR 64.2, FortisBC stated the following:

...on page 33 line 26 to page 34 line 16 of Transcript Volume 1, from the
Workshop on May 1, 2019, FortisBC mistakenly indicated that there would be a
true-up for actual capital expenditures within the term of the MRP. To clarify,
FortisBC is not proposing a true-up of rate base for actual regular capital
spending over the term of the MRP. The approved forecast of capital will be
embedded in rates over the term of the MRP with no adjustment for actuals until
after the end of the term.

In the Workshop Materials filed as Exhibit B-2, FortisBC provided the following example
regarding the calculation of variances in regular capital spending:

166.9

Response:

Line Particulars Forecast Actual Difference Reference
1 Capital Spending $100,000 S 95,000 (5,000)
2  Mid-Year add to Rate Base $ 50,000 S 47,500
3
4 Depreciation Rate 3.0% 3.0% No depreciation impact in first year
5 Depreciation Expense 3,000 2,850 however, included in this calculation
6
7 DebtRatio 60% B60%
8 Interest Rate 5.5% 5.5%
9 Interest Expense 1,650 1,568 Line 2x Line 7x Line 8
10
11 Income Tax Rate 27.0% 27.0%
12 Income Tax Expense 666 632 Complex calc, therefore estimate
13

Sum of Depreciation, Interest
14 and Income Tax Expense 5,316 5,050 (266) * Line 5+ Line 9 +Line 12
* Lower actual expenses than forecast, shown in the Difference column, will resultin an increase to
the earnings and, correspondingly, an increase in the achieved ROE.

Using the above example provided as part of the Workshop Materials, and
assuming that the above example occurred in year 1 of the proposed MRP term,
please provide example calculations and descriptions for how forecast versus
actual capital spending will be treated during each year of the proposed MRP
term, including how the lack of “true-up” of ratebase will impact the calculations
of expenses.

For clarity, similar to the Current PBR Plan, there is no true-up of rate base for differences in
actual and forecast expenditures during the term of the MRPs®8, The main difference between
the two plans with respect to regular capital expenditure variances is how the related variances

38 With the exception of capital spending above the 10% deadband in the Current PBR plans.
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in depreciation expense, interest expense and income tax expense are treated. In the
Application, FortisBC has proposed to let variances in these expenses be subject to earnings
sharing® and not be accounted for in the flow-through deferral account.

The following calculation illustrates how a regular capital expenditure variance in year 1 of the
MRP will affect the following years of the MRP. In this illustrative example the difference in
depreciation, interest and income tax expense from a lower actual capital expenditure than
forecast will increase achieved ROE and be shared 50:50 with customers®. As can be seen,
the manner in which variances in regular capital expenditures affect subsequent MRP years
provides an increased incentive for FortisBC to find capital efficiencies. Once the MRP term
ends, the benefit of capital efficiencies are passed onto customers through rebasing of rate
base and continue on through the lives of the related assets.

39 Section C4 of the Application. Summary in Table C4-1.
40 All else equal, half of the variance will be returned to or recovered from customers through the proposed ESM.
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Line Particulars Year 1 Year 2 Year 3 Year 4 Year 5 Reference
1 Capital Spending
2 Forecast $ 100,000
3 Actual $ 95,000
4
5 Forecast Rate Base - for rate setting purposes
6  Gross Plant
7 Opening $ - $ 100,000 $ 100,000 $ 100,000 $ 100,000 Prior Year Line 9
8 Additions $ 100,000 $ - S - S - S - Line 2
9 Closing $ 100,000 $ 100,000 $ 100,000 $ 100,000 $ 100,000 Line 7+ Line 8
10
11  Accumulated Depreciation
12 Depreciation Rate 3.0% 3.0% 3.0% 3.0% 3.0% Assumed
13 Opening S - S - S (3,000) $ (6,000) $ (9,000) Prior Year Line 15
14 Depreciation S - S (3,000) $ (3,000) $ (3,000) S (3,000) -Line12x Line?7
15 Closing S - S (3,000) $ (6,000) S (9,000) $ (12,000) Line 13 + Line 14
16
17 Actual Rate Base
18  Gross Plant
19 Opening $ - $ 95000 $ 95000 S 95000 $ 95,000 PriorYear Line 21
20 Additions $ 95,000 $ - S - S - S - Line 3
21 Closing $ 95000 $ 95000 $ 95000 $ 95000 $ 95,000 Line 19 + Line 20
22
23 Accumulated Depreciation
24 Depreciation Rate 3.0% 3.0% 3.0% 3.0% 3.0% Line12
25 Opening S - S - S (2,850) $ (5,700) $ (8,550) Prior Year Line 27
26 Depreciation S - S (2,850) $ (2,850) $ (2,850) S (2,850) - Line24x Line 19
27 Closing S - S (2,850) $ (5,700) S (8,550) $ (11,400) Line 25 + Line 26
28
29 For Rate Setting Purposes
(Line 7 + Line 9 + Line 13 + Line 15)
30 Mid-Year Rate Base $ 50,000 $ 98500 $ 95500 $ 92,500 $ 89,500 /2
31
32 Depreciation Expense - 3,000 3,000 3,000 3,000 -Linel4
33
34  Debt Ratio 60% 60% 60% 60% 60% Assumed
35 Interest Rate 5.5% 5.5% 5.5% 5.5% 5.5% Assumed
36 Interest Expense 1,650 3,251 3,152 3,053 2,954 Line 30 x Line 34 x Line 35
37
38 Income Tax Rate 27.0% 27.0% 27.0% 27.0% 27.0% Assumed
Line 30 x 40% Equity x 9% ROE / (1 -
39 Income Tax Expense 666 1,312 1,272 1,232 1,192 Line 38) x Line 38
40
Sum of Depreciation, Interest
41  and Income Tax Expense 2,316 7,562 7,423 7,284 7,145 Line 32 + Line 36 + Line 39
42
43 Actuals
(Line 19 + Line 21 + Line 25 + Line
44  Mid-Year Rate Base $ 47,500 $ 93,575 $ 90,725 $ 87,875 $ 85,025 27)/2
45
46  Depreciation Expense - 2,850 2,850 2,850 2,850 -Line 26
47
48  Debt Ratio 60% 60% 60% 60% 60% Assumed
49 Interest Rate 5.5% 5.5% 5.5% 5.5% 5.5% Assumed
50 Interest Expense 1,568 3,088 2,994 2,900 2,806 Line 44 x Line 48 x Line 49
51
52 Income Tax Rate 27.0% 27.0% 27.0% 27.0% 27.0% Assumed
Line 44 x 40% Equity x 9% ROE / (1 -
53 Income Tax Expense 632 1,246 1,208 1,170 1,132 Line 52) x Line 52
54
Sum of Depreciation, Interest
55 and Income Tax Expense 2,200 7,184 7,052 6,920 6,788 Line 46 + Line 50 + Line 53
56
Difference in Depn Interest and
57 Income Tax Expense ** (116) (378) (371) (364) (357) Line 55 - Line 41

1 ** Increases achieved ROE and is shared with customers

Submission Date:
September 16, 2019
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166.9.1 As part of the above response, please clearly show the inputs and
calculation of the forecast depreciation expense in each year of the
proposed MRP (i.e. please show the basis upon which depreciation
expense would be forecast in each annual review).

Response:
Please refer to the response to BCUC IR 2.166.9.

166.10 Please provide the annual forecast depreciation expense related to regular
capital expenditures for each of FEI and FBC for each year of the proposed MRP
term based on the forecasts of regular capital provided in the Application
(excluding growth capital for FEI).

Response:

Depreciation expense for the MRP term will be calculated in each Annual Review filing based
on the opening rate base, which includes the previous year’s approved forecast regular capital
expenditures as set out in this Application (updated with any approved changes for 2023 and
2024), and the previous year’'s approved calculated formula Growth Capital expenditures for
FEI. Depreciation expense amounts included in revenue requirements during the term of the
MRP will not be adjusted for any variances in actual capital expenditures from the approved
forecast/formula.

To provide an understanding of the order of magnitude of annual depreciation expense, the
Utilities provide in the tables below estimates of depreciation expense based on (proposed)
composite depreciation rates by expenditure category and the regular capital expenditures as
forecast in the Application, and the subsequent errata filed May 9, 2019.
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Table 1: FEI Estimate of Depreciation Expense from Regular Capital Expenditures ($000s)

2019

2020 2021 2022 2023 2024

Regular Capital Expenditures
Transmission & Distribution

$109,187 $111,530 $112,944 $117,106 $119,663 $124,533

Other Capital 44,693 49,770 49,916 46,474 46,403 45,351
Total Regular Capital Expenditures 153,880 161,300 162,860 163,580 166,066 169,884
Composite Depreciation Rates

Transmission & Distribution 2.32% 2.32% 2.32% 2.32% 2.32% 2.32%
Other Capital 7.87% 7.87% 7.87% 7.87% 7.87% 7.87%
Depreciation Expense

Transmission & Distribution $ 2533 $ 5120 $ 7,741 $ 10,458 $ 13,234
Other Capital 3,516 7,432 11,360 15,016 18,667
Total Depreciation Expense $ 6049 $ 12553 $ 19,100 $ 25474 $ 31,901

Table 2: FBC Estimate of Depreciation Expense from Regular Capital Expenditures ($000s)

2019 2020 2021 2022 2023 2024

Regular Capital Expenditures

Generation $ 3,476 $ 6,697 $ 6,766 $ 6,309 $ 7,008 $ 6,514
Transmission & Distribution 47,270 71,076 66,374 61,139 63,931 70,557
Other Capital 15,225 15,752 14,712 14,756 15,281 15,134
Total Regular Capital Expenditures 65,971 93,524 87,853 82,205 86,220 92,204
Composite Depreciation Rates

Generation 2.10% 2.10% 2.10% 2.10% 2.10% 2.10%
Transmission & Distribution 2.63% 2.63% 2.63% 2.63% 2.63% 2.63%
Other Capital 6.37% 6.37% 6.37% 6.37% 6.37% 6.37%
Depreciation Expense

Generation $ 73 $ 213 $ 35 $ 487 $ 634
Transmission & Distribution 1,245 3,117 4,864 6,474 8,158
Other Capital 970 1,973 2,910 3,850 4,824
Total Depreciation Expense $ 2288 $ 5303 $ 8,130 $10,812 $13,616

166.10.1 Please explain if the forecasts provided in the above IR response will
remain unchanged during the proposed MRP term or if the depreciation
expense related to regular capital expenditures would be re-forecast
during the annual reviews to incorporate the impacts of actual regular

capital additions.

Response:
Please refer to the response to BCUC IR 2.166.10.
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1

2

3

4 166.11 Please clarify if, as part of the proposed annual review process during the MRP

5 term, FortisBC considers it reasonable for variances between forecast and

6 actual/projected regular capital expenditures to be reviewed in detail.

-

8 Response:

9 Yes, FortisBC considers that variances in the levels of actual to forecast regular capital
10 expenditures would be within the scope of the Annual Review proceedings. As always, for
11 regulatory efficiency, FortisBC expects that the materiality of the capital expenditures and the
12  associated variances will guide the level of detail that is explored.

13

14

15

16 166.11.11f no, please explain why not. As part of this response, please
17 specifically address whether a more detailed review of regular capital
18 expenditures compared to the level of review of formula capital
19 spending under the Current PBR Plan would serve to mitigate some of
20 the increased risk of including depreciation expense as part of the
21 proposed MRP incentive framework.

22

23 Response:
24  Please refer to the response to BCUC IR 2.166.11.

25
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167.0 Reference: COMPARISON OF PERFORMANCE INCENTIVE FRAMEWORKS
Exhibit B-10, BCUC IR 19.1
AUC Five Principles

In response to BCUC IR 19.1, FortisBC provided the AUC’s approved PBR principles.
Principle 1 states: “A PBR plan should, to the greatest extent possible, create the same
efficiency incentives as those experienced in a competitive market while maintaining
service quality.”

167.1 Please describe the specific components of the AUC’s currently approved PBR
plan which support Principle 1.

Response:

Consistent with FEI's response to BCPSO IR 1.11.3 in the FEI 2014 PBR proceeding, FortisBC
continues to consider the emulation of incentive forces under competitive market conditions to
improve efficiencies as more of a result of a comprehensive MRP/PBR plan than a principle. An
MRP/PBR framework effectively decouples prices/revenues from the cost of service and
therefore creates the intended incentives for utilities to optimize the various inputs of production
to operate efficiently, similar to firms in competitive markets. However, certain regulatory
safeguard mechanisms that are essential to multi-year rate plans, (such as deferrals, SQIs and
off-ramps), do not conform to competitive market behavior. Therefore, FortisBC believes that
emulating efficiency incentives such as those experienced in competitive markets, to the
greatest extent possible, is implicit in a comprehensive PBR plan.

A PBR/MRP’s alignment with AUC’s PBR principle 1 depends on the strength of the incentives
properties of the plan and the magnitude of safeguard mechanisms applied. As a plan’s
incentive properties increase and the magnitude of its safeguard mechanisms diminishes, its
alignment with AUC PBR principle 1 increases. FortisBC’s response to BCUC IR 1.17.8
provides an assessment of the items that affect the risk and reward balance and the associated
incentives of MRP/PBR plans. These include items such as the plan’s term, safeguards and
ECM mechanism as well the amount of costs subject to incentives. In this context, the proposed
MRPs have fewer safeguard mechanisms (FortisBC is proposing to discontinue the capital
dead-band mechanism). However, this is partly offset by the Companies’ proposal to update the
capital expenditures forecast in the third year of the MRP period. Further, under the proposed
MRPs and compared to the current PBR plans, more cost items are subject to incentives
(depreciation expense will be subject to the earnings sharing mechanism), although less capital
costs will be subject to indexing formulas. Overall, FortisBC considers that the two plans’
incentive properties are comparable, although the proposed MRPs are slightly more aligned
with AUC’s Principle 1.

Further, the type of costs subject to the incentives as well as the term, safeguards, and ECM
mechanism in the proposed MRPs are similar in comparison to the Alberta PBR plans.
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FortisBC’s MRPs include Targeted Incentives that increase the potential rewards to the utility,
balanced by the benefits to customers and the public interest of achieving the targets. However,
compared to Alberta PBR plans, the potential risks/rewards of FortisBC’s proposed MRPs are
tempered by the inclusion of a symmetrical 50/50 earning sharing mechanism. As such,
FortisBC considers the Alberta PBR plans to be slightly more aligned with the AUC’s PBR
principle 1 than the proposed MRPs.

This assessment, however, does not necessarily mean that Alberta PBR plans are superior or
inferior to the proposed MRPs. As explained by FortisBC’s consultant, B&V, as part of a
response to BCPSO IR 1.28.1 in FEI's 2014 PBR proceeding, the AUC’s principle 1 need to be
balanced against other PBR principles:

The AUC correctly recognizes that even a comprehensive PBR Plan cannot
match the efficiency of a competitive market. Having recognized that goal, B&V
believes that the principle offers a reasonable basis for assessment of the plan
elements but care must be taken to strike a balance with other plan objectives
such as Principle 241,

AUC principle 5, for instance, indicates that the customer and the regulated companies should
share the benefits of a PBR plan. In this context, FortisBC’s proposed MRPs are more aligned
with AUC principles than Alberta PBR plans.

167.2 Please compare each of FEI's and FBC’s Current PBR Plans to the proposed
MRPs in terms of the plans’ alignment with Principle 1. Please explain in detail
how each of the proposed changes to the MRPs from the Current PBR Plans
improves or detracts from Principle 1.

Response:
Please refer to the response to the BCUC IR 2.167.1.

4L Principle 2: A PBR plan must provide the company with a reasonable opportunity to recover its prudently incurred
costs including a fair rate of return.
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167.2.1 As part of the above response, please explain if overall FortisBC
considers the proposed MRPs or the Current PBR Plans to be better
aligned with the AUC’s Principle 1.

Response:
Please refer to the response to the BCUC IR 2.167.1.

167.3 Please discuss the reasonableness of including a Targeted Incentive related to
the achievement of efficiency gains in a specific area or areas of FEI and FBC’s
businesses (e.g. IT, operations, etc.). How might such an incentive be designed?
Please discuss in detail.

Response:

FortisBC does not believe it is reasonable to add targeted incentives related to the achievement
of efficiency gains in a specific area.

First, FEI's and FBC’s proposed MRPs already include incentive for the Companies to achieve
efficiency gains. Specifically, through the proposed Traditional Incentives and Earnings Sharing
Mechanism, FortisBC will have incentive to:

Contain annual index-based O&M expenditures to a level at or below that calculated under
the gross O&M per customer amount; and

Contain Regular Capital spending at the approved level or, in the case of FEI's Growth
Capital, at or below the amount set through the index-based unit cost.*

Adding targeted incentives aimed at achieving efficiency gains in specific areas would serve to
duplicate these objectives.

Second, adding targeted incentives related to efficiency gains for a specific department would
reduce the flexibility that is inherent in the proposed MRPs that allows for resources to be
allocated towards addressing the priorities that emerge during the 5-year term.

Third, the remaining (non-formula based) revenue requirements do not lend themselves to
targeted incentive approaches due to their uncontrollable nature, or because they drive
incremental revenues that are also afforded flow-through treatment.*®

42 Exhibit B-1. Section C-8.2, Page C-157.
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D. O&M BASE

168.0 Reference: COST PRESSURES

Exhibit B-10, BCUC IR 22.4, 22.5

Retirements

In response to BCUC IR 22.4 and 22.5, FEI stated that approximately 370 employees
are estimated to retire during the proposed MRP term and that of those 370 employees,

200 retirements are estimated in the Operations department.

168.1 Please provide the estimated number of retirements expected for FBC during the
proposed MRP term and the estimated number of retirements specifically related
to the Operations department.

Response:

FBC estimates that approximately 60 employees will retire during the proposed MRP term, and
of those 60 employees, 40 retirements are expected to occur within the Operations department.

168.2 Please provide the total number of retirements for each of FEI and FBC which
occurred during the Current PBR Plan term and the number of retirements

attributable to each utility’s Operations department.

Response:

The total number of retirements for FBC and FEI, and the number of retirements attributable to
each utility’s Operations departments during the Current PBR Plan term are as follows:

Table 1: Total FBC and FEI Retirements

Business Areas 2014 2015 2016 2018  2019*
Total FBC 6 8 16 10 15 7
Total FEI 31 39 31 34 41 26
Combined Total 37 47 47 44 56 33

*as of July 31, 2019

43 Exhibit B-1. Section C-4.4, Page C-110.
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Table 2: Total FBC & FEI (Operations) Retirements

Business Areas ] 2014 ] 2015 H 2016 \ 2017 2018  2019*

FBC Operations 4 3 11 10 10 4
FEI Operations 15 26 21 28 28 8
Combined Total 19 29 32 38 38 12

*as of July 31, 2019

168.3 Please explain how FEI (and FBC if applicable) managed the employee turnover
and succession planning during the period of high customer growth experienced
during the Current PBR Plan.

Response:

The Companies have managed and mitigated the risks associated with employee turnover
through proactive workforce planning. This includes addressing recruiting, training, transition
planning, and knowledge transfer across the Companies, and on a more specific basis by
department. Workforce planning related to retirements has been on-going for the past several
years using various assessment factors including forecasting of eligible retirements, retirement
probability projections based on actual retirements rates, and assessing the risk related to the
retirement of highly-specialized skillsets against the market-availability of suitable candidates.

168.4 Please explain why high customer growth would be expected to create greater
cost pressures for FEI during the proposed MRP than during the Current PBR
Plan.

Response:

FEI did not state that high customer growth would create greater cost pressures during the MRP
term than the Current PBR Plan term. FEI said that “the need for a successful transition is even
more pronounced due to the recent period of high customer growth and associated higher
employee base.”

The cost pressures noted on page C-16 of the Application, including the one related to the
growth of the distribution system, were presented as cost pressures for which FEI is not
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requesting incremental O&M and that FEI will instead manage by relying more on a productivity

focus of “doing more with the same”.

FEI notes that high customer growth has created O&M cost pressures for FEI during the Current
PBR Plan and those pressures are expected to continue into the proposed MRP term. In past
Annual Reviews (e.g., FEI Annual Review for 2019 Rates, BCUC IR 1.1.1), FEI discussed its
increased O&M requirements related to its growing asset base. It identified that, as new
customers are added to the distribution system, there is an increased need for O&M resources.
Growth related cost pressures are expected to be sustained and may even increase in future

years of the MRP depending on activity and personnel levels.
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1 169.0 Reference: O&M EXPENSES
2 Exhibit B-10, BCUC IR 4.2, 4.3, 4.6, 22.14, 23.2, 23.3, 23.4; Exhibit B-
3 1-3 (Errata dated June 21, 2019), pp. C-19, C-44; Order G-156-19,
4 Appendix B, p. 7
5 Projected and Base 2019 O&M and Forecast 2020 O&M
6 In BCUC IR 22.14, FEI and FBC were asked to provide departmental O&M forecasts for
7 each year of the proposed MRP term. In response, FEI and FBC stated that they are
8 “proposing an Index-Based formula approach based on total O&M per customer to
9 determine overall O&M funding for the MRP period. As a result, FortisBC has not
10 prepared a forecast of O&M over the term of the proposed MRPs.”
11 On page 7 of the reasons for decision attached to Order G-156-19, the BCUC stated the
12 following:
13 The examination of alternative rate-setting approaches, including cost of service,
14 is an issue which can, and is, being explored in the current proceeding. The
15 Panel expects that parties will continue to pursue these issues in IR no. 2...All
16 parties are welcome to pursue any information necessary to assist the Panel in
17 making determinations regarding a potential re-basing of certain costs and an
18 appropriate approach to rate-setting.
19 In response to BCUC IR 23.2 and 23.3, FortisBC provided the following historical O&M
20 departmental information for FEI and FBC, respectively:
O&M by Department 2013 214 2015 2016 2017 2018
Actual Actual Actual Actual Actual Actual
Operations 2 76,169 80,224 83,463 85,682 85,894 94,603
Customer Service ' 40,912 45,493 40,121 38,481 39,715 39,475
Energy Solutions & External Relations 3 21,376 21,935 24,974 25,190 26,081 28,004
Energy Supply & Resource Dev 4,031 4,196 4513 4,590 4,624 4453
Information Technology 25,331 26,296 28,229 26,529 24,521 25,240
Engineering Services & PM 15,814 15,383 16,379 16,382 15,496 16,556
Operations Support 11,917 13,459 13,446 13,197 12,503 12,749
Facilities 9,739 9,719 9,537 9,836 10,383 10,028
Envirenment Health & Safety 2,680 2,910 3,159 3,669 4217 4527
Finance & Regulatory Services 13.363 14,080 13,999 13,534 13,391 13,788
Human Resources 8.305 9,285 9,109 9,015 9,049 9,483
Governance 9,044 9,457 9,204 8,743 8,179 8,328
Corporate 11,715 5,351 4,301 4611 5,579 4,316
Total Gross O&M 250,396 257,788 260,034 259,459 259,631 271,551
1 Excudes§14.5m defemed Customer Service O&M for 2013 Actual
ncludes the following 08M tracked outside of Formula 2013 2014 2015 2016 27 2018
2 LNG D&M 550 624 1,438 2,044 6,547
B NGT Stations O&M 484 1,009 1,205 1,508 2,099
3 Bio-methane 0&M

a7 1,085 1,154 1,567 2,634

21
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FBC O&M by Department ($000's) 2013 2014 2015 2016 2017 2018
Actual Actual Actual Actual Actual Actual
Generation * 2513 2 954 3,166 3,092 3,050 3,075
Operations * 20830 20952 20080 19897 20,078 20,549
Customer Service ' 7,630 8,366 7,243 5712 5914 5,856
Communications & External Relations 1,426 1,507 1,433 1,343 1,423 1,442
Energy Supply 1,083 1,225 1,233 1,274 1,170 1,210
Information Systems ' 2 B06 4388 5112 5379 5,006 5,022
Engineering ' 2737 3,765 4027 4073 4142 5,299
Operations Support 1,308 1,166 1,074 792 750 800
Facilities 3493 2 607 2475 2704 2741 21988
Environment Health & Safety ar7 900 ar7 1,032 898 914
Finance & Regulatory Services 4050 4162 3,668 3,623 3,695 3752
Human Resources 1,835 1,915 1,855 1,731 1,695 1,878
Governance 2,658 2,543 2513 2,364 2,796 2772
Corporate 3,448 3,273 3,028 2 595 2,463 1,796
Total Gross O&M 56,696 59,723 ©57.785 55610 65821 57,353
Includes the following O&M tracked cutsde of Formula 2013 2014 2015 2018 207 2018

Advance Metering Infrastructure Costs/Savings

2 Mandatory Reliability Standards

41

272

375

(1.381)

464

(1,248)
53

{40}

(1,203)
1.024

(40)

1 3 Upper Bonnington Unit 3 Annual Ingpection

2

3 In response to BCUC IR 4.2 and 4.3, FEI stated that the Major Projects group was

4 established in February 2018 and that it is a separate department for O&M purposes.

5 In response to BCUC IR 4.6, FEI stated that since it is proposing an index-based formula

6 approach to determine overall O&M funding for the MRP period, it does not have a

7 specific O&M forecast amount for the Major Projects department over the proposed

8 MRP period.

9 169.1 Please add a column to the above tables for Projected 2019 O&M for FEI and
10 FBC and indicate the number of months of actual results which have been
11 included in the Projected 2019 O&M amounts.

12

13 Response:

14  The following updated tables include the Projected 2019 O&M for FEI and FBC estimated by
15 department including seven months of actual results to July 2019. Total Gross O&M provided
16 includes both formula and flow-through amounts. Additionally, the 2019 forecast flow-through
17  amounts included are the same as the Approved 2019 Forecast flow-through amounts from the
18 2019 Annual Reviews.
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FEI
FEI O&M by Department (in $000's) 2013 2014 2015 2016 2017 2018 2019
Actual Actual Actual Actual Actual Actual Projected
Operations 2 76,169 80,224 83,463 85,682 85,894 94,603 96,264
Customer Service ! 40,912 45,493 40,121 38,481 39,715 39,475 42,789
Energy Solutions & External Relations * 21,376 21,935 24,974 25,190 26,081 28,004 27,820
Energy Supply & Resource Dev 4,031 4,196 4,513 4,590 4,624 4,453 5,238
Information Technology 25,331 26,296 28,229 26,529 24,521 25,240 25,720
Engineering Services & PM 15,814 15,383 16,379 16,382 15,496 16,008 17,291
Major Project 548 1,440
Operations Support 11,917 13,459 13,446 13,197 12,503 12,749 13,464
Facilities 9,739 9,719 9,637 9,836 10,383 10,028 10,400
Environment Health & Safety 2,680 2,910 3,159 3,669 4,217 4,527 5,232
Finance & Regulatory Services 13,363 14,080 13,599 13,534 13,391 13,788 14,471
Human Resources 8,305 9,285 9,109 9,015 9,049 9,483 10,202
Governance 9,044 9,457 9,204 8,743 8,179 8,328 8,737
Corporate 11,715 5,351 4,301 4,611 5,579 4,316 82
Total Gross O&M 250,396 257,788 260,034 259,459 259,631 271,551 279,148
1 Excludes $14.5m deferred Customer Service O&M for 2013 Actual
Includes the following O&M tracked outside of Formula 2013 2014 2015 2016 2017 2018 2019

2 LNG 0&M 550 624 1,438 2,944 4 6,547 7,432
3 NGT Stations O&M 484 1,009 1,205 1,508 4 2,099 2,339
3 Bio-methane O&M 417 1,085 1,154 1,567 4 2,634 1,369
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The updated table for FEI includes a new line for the Major Projects group with a Projected
2019 O&M of $1.440 million. In 2018, Major Projects O&M costs were $548 thousand which
rolled up to Engineering Services & PM as indicated in the response to BCUC IR 1.23.1. Inthe
Corporate area, for the 2019 Projected, the lower forecast amount includes a credit of
approximately $5.6 million for the non-service portion of pension/OPEB flow through costs,
resulting from a change in accounting treatment (ASU 2017-07) related to pension/OPEB
discussed in the Annual Review for 2018 Rates. Total pension/OPEB costs, which are treated
as flow through for FEI, however, remain the same.

Consistent with that filed in the Application, FEI is projecting overall formula O&M savings of $2
million in 2019.
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FBC
FBC O&M by Department ($000's) 2013 2014 2015 2016 2017 2018 2019
Actual Actual Actual Actual Actual Actual Projected
Generation ® 2,513 2,954 3,166 3,092 3,050 3,075 3,327
Operations 1 20,830 20,952 20,080 19,897 20,078 20,549 20,867
Customer Service * 7,630 8,366 7,243 5,712 5,914 5,856 6,591
Communications & External Relations 1,426 1,507 1,433 1,343 1,423 1,442 1,477
Energy Supply 1,083 1,225 1,233 1,274 1,170 1,210 1,335
Information Systems ! 2,806 4,388 5,112 5,379 5,006 5,022 4,924
Engineering 2 2,737 3,765 4,027 4,073 4,142 5,299 5,359
Operations Support 1 1,308 1,166 1,074 792 750 800 914
Facilities 3,493 2,607 2,475 2,704 2,741 2,988 2,814
Environment Health & Safety 877 900 877 1,032 898 914 1,111
Finance & Regulatory Services 4,050 4,162 3,668 3,623 3,695 3,752 3,857
Human Resources 1,835 1,915 1,855 1,731 1,695 1,878 1,861
Governance 2,658 2,543 2,513 2,364 2,796 2,772 3,115
Corporate 3,448 3,273 3,028 2,595 2,463 1,796 1,149
Total Gross O&M 56,696 59,723 57,785 55,610 55,821 57,353 58,701
Includes the following O&M tracked outside of Formula 2013 2014 2015 2016 2017 2018 2019
1  Advance Metering Infrastructure Costs/Savings 431 272 (1,391) (1,246) (1,203) (1,161)
2 Mandatory Reliability Standards 375 464 53 1,024 940
3 Upper Bonnington Unit 3 Annual Inspection (40) (40) (42)

Consistent with that filed in the Application, FBC is projecting overall formula O&M savings of

$0.5 million in 20109.

169.1.1 With regard to FEI, please include the new department related to the
Major Projects group and provide the Projected 2019 O&M attributable
to the Major Projects group.

Response:

Please refer to the response to BCUC IR 2.169.1.
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No. 2

1 169.2 In the same format as the above tables, for each of FEI and FBC, please provide
2 a departmental breakdown of the proposed 2019 Base O&M. Please specifically
3 identify in which department each of the adjustments shown in the revised Tables
4 C2-1 and C2-14 of the Application (Exhibit B-1-3) are recorded and separately
5 identify where each incremental O&M funding item is recorded.
6
7 Response:
8 Provided below are two tables which show the departmental breakdown of the proposed 2019
9 Base O&M. The FEI table includes a separate line for the Major Projects group.

10 The 2019 Base O&M of $256.150 million for FEI and $57.670 million shown in the tables below
11 reconcile to the 2019 Base O&M for FEI and FBC in the revised tables C2-1 and C2-14
12  provided in the responses to BCUC IRs 1.24.1 and 1.34.1.
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Exogenous
Factor Deferrals Flow Through Treatment

2019 FHI
Normalized Corporate New
2019 Base 20197 Forecast FHI ~ Services funding
O&M before factor (EHT FAES BCUC NGIF Integrity LNG Plant Management charged Total for MRP 2019 Base
adjustments net of MSP) ovehead levies funding Digs 0O&M Fee only to FEI Adjustments term 0O&M

FEI O&M by Department ($000's)

Operations 80,629 366 (2,600) 5,101 2,867 2,650 86,147
Customer Service 41,077 74 74 41,151
Energy Solutions & External Relations 21,847 99 (409) (310) 5,608 27,145
Energy Supply & Resource Dev 4,234 46 46 950 5,230
Information Technology 23,893 62 168 230 808 24,931
Engineering Services & PM 14,822 115 115 400 15,338
Major Projects 1,342 2 2 1,344
Operations Support 11,441 70 70 11,511
Facilities 9,543 13 530 543 10,086
Environment Health & Safety 4,359 35 35 4,394
Finance & Regulatory Services 11,379 43 (2,839) 1,980 387 (429) 10,950
Human Resources 9,008 40 40 9,047
Governance 380 2,675 2,675 3,055
Corporate (1,299) 6 786 6,329 7,121 5,822

1 Total Base O&M 232,654 972 786 (2,839) (409) (2,600) 5,101 11,682 387 13,080 10,416 256,150
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Exogenous Factors Deferrals Flow Through treatment

2019 FBC Costs
Normalized included in New
2019 Base 2019 Zfactor 2019Z Manual AMI Project Forecast FHI FHI funding

O&M before (EHT net of factor meter cost BCUC Management Corporate Total for MRP 2019 Base

FBC O&M by Department ($000's) adjustments MSP) (MRS) read reductions levies Fee Services Adjustments term 0O&M
Generation 2,577 51 51 232 2,860
Operations 20,169 77 180 (508) (251) 272 20,189
Customer Service 8,320 19 (1,931) (1,911) 99 6,508
Communications & External Relations 1,519 4 4 80 1,603
Energy Supply 1,284 3 3 1,287
Information Systems 3,457 18 1,186 62 1,267 80 4,805
Engineering 3,482 32 1,540 439 2,011 5,493
Operations Support 1,232 7 (348) (341) 892
Facilities 2,790 2 187 (98) 91 2,881
Environment Health & Safety 1,158 4 4 1,162
Finance & Regulatory Services 3,237 12 (237) 572 (29) 318 3,555
Human Resources 1,865 6 6 1,871
Governance 887 2 1,075 (181) 896 1,783
Corporate 1,302 3 1,477 1,480 2,781
1 Total Base O&M 53,279 240 1,540 180 (1,161) (237) 3,374 (308) 3,628 763 57,670
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1 169.2.1 With regard to FEI, please include the new department related to the

2 Major Projects group and provide the Base 2019 O&M attributable to

3 the Major Projects group.

4

5 Response:

6  Please refer to the response to BCUC IR 2.169.2.

7

8

9
10 169.3 In the same format as the above tables, for each of FEI and FBC, please provide
11 a departmental breakdown of the Forecast 2020 O&M under a cost of service-
12 based rate-setting approach. Please clearly identify and explain all differences
13 between the 2019 Base departmental O&M and the Forecast 2020 departmental
14 O&M (excluding inflationary increases).
15

16 Response:

17 The O&M requirements for 2020 under a cost of service based rate-setting framework would
18 generally be similar to that determined under the proposed Index-based formula approach, as
19 they both represent the O&M requirements to operate the Companies for the first year (2020) of
20 the proposed MRP term. FortisBC has provided estimates of FEI's and FBC’s 2020 O&M
21  Expense based on the proposed MRPs in response to BCUC IR 2.162.1.

22

23

24 169.3.1 With regard to FEI, please include the new department related to the
25 Major Projects group and provide the Forecast 2020 O&M attributable
26 to the Major Projects group.

27

28 Response:
29  Please refer to the response to BCUC IR 2.169.3.

30
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1 170.0 Reference: O&M EXPENSES

2 Exhibit B-10, BCUC IR 23.2, 23.4

3 Historical Actual and Projected O&M and FTEs

4 Based on the information provided in the table in response to BCUC IR 23.2, FEI's

5 historical Operations O&M expenses, excluding Liquefied Natural Gas (LNG), were as

6 follows:

7 + 2014 -%$79,674

8 « 2015 -$82,839

9 + 2016 - $84,244
10 « 2017 - $82,950
11 + 2018 - $88,056
12 In response to BCUC IR 23.4, FEI stated: “In Operations, the Regionalization initiative
13 (Phase 1 and 2) contributed to reductions [in FTES] during the same period. These
14 decreases were offset by increased staffing in the Operations and Engineering area to
15 meet operational and capital work requirements.”
16 170.1 Please provide a detailed description of the factors contributing to the six percent
17 increase in Operations O&M in 2018 (this increase excludes the impact of LNG).

18
19 Response:

20 In 2018, FEI's total Operations O&M increased by $5.1 million or approximately 6 percent over
21 2017 expenses due to labour inflation and benefits (particularly pension and OPEB costs),
22  increased headcount, vehicle fuel and insurance, municipal fees and expenses, and increased
23  operating activities. The increased activities include preventative and corrective maintenance
24 activities related to FEI's pipeline and distribution system. Operations also incurred costs for
25  remediation activities related to erosion, landslides, forest fires and flood response.

26  Please refer to FEI's response to BCUC IR 1.1.1 in the FEI Annual Review for 2019 Rate
27  proceeding, copied below, where FEI provided a detailed description of the factors contributing
28  to 2018 cost pressures.

29 1.1 Please describe the new cost pressures FEI is experiencing in 2018 and
30 expects to experience in 2019 with respect to O&M inside the formula.

31 This response also addresses BCUCIRs 1.1.1.1,1.1.1.2 and 1.1.1.3.

32 FEI provides the following discussion of the formula and Productivity

33 Improvement Factor (PIF) related O&M savings to enhance clarity and
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1 interpretation of the information. Formula savings are calculated by taking the
2 difference between the actual O&M spending and the allowed O&M as provided
3 using the formula approach (i.e., inflation, growth and productivity). Any savings
4 calculated may be considered as one-time or permanent (sustainable),
5 depending on the nature of the variance (i.e., temporary vacancy savings are
6 considered one-time savings whereas a permanent headcount reduction would
7 be considered permanent savings). On the other hand, the PIF related savings
8 are determined based on the approved PIF factor (1.1 percent) applied to the
9 O&M Base. The PIF related savings are imbedded as part of the formula and
10 reduce the O&M Base funding by approximately $2.7 million each vyear.
11 However, the savings cannot clearly be identified as permanent, as permanent
12 savings are typically determined by comparing actual O&M spending to the
13 allowed O&M funding available, instead of by reducing broadly the allowed
14 funding available as the PIF does.
15 Formula savings can decrease as a result of cost pressures that increase actual
16 spending compared to the allowed funding. Additionally, the impact of the PIF
17 reduces the O&M Base funding that would otherwise be available. Without
18 sufficient productivity related savings to offset the decreased allowed funding
19 resulting from the annual PIF challenge, all else equal, the resulting formula
20 savings will be lower.
21 For 2018, factors contributing to the forecast decrease in formula O&M savings
22 from the recent year’s result (i.e., $7.9 million savings in 2017 compared to
23 forecast $5.0 million savings in 2018) include the ongoing impact of the PIF
24 factor, the increasingly difficult challenge of finding new productivity opportunities
25 with significant incremental savings, and cost pressures the Company is
26 experiencing. Considering the increasingly difficult challenge of finding new
27 productivity opportunities with significant incremental savings, the ongoing impact
28 of the PIF factor itself reduces the allowed O&M funding each year by
29 approximately $2.7 million. The PIF influence coupled with the cost pressures
30 discussed below are expected to contribute to the forecasted decline in annual
31 formula savings.
32 In order to respond to the evolving risks of changing cyber security landscape,
33 O&M costs for cyber security are expected to increase by up to approximately
34 $0.5 million in 2018. This pressure was discussed in the 2018 Annual Review
35 Application, section 1.4.1, page 5. In 2019, this incremental funding will be
36 required again to sustain the activities and may increase in the future.
37 Additional cost pressures the Company is managing are related to the growth
38 and aging of the Company’s pipeline and distribution system, estimated to total to

39 approximately $1 million incremental in 2018. The Company continues to grow
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1 its asset base as new customers are attached to the distribution system, with
2 new mains and service installations at high levels in recent years. In addition to
3 the initial capital investment to install the necessary infrastructure required, the
4 new assets also require supporting O&M resources to process and to operate
5 and maintain them. These associated O&M costs are not directly charged to the
6 capital activities and as a result are adding to the O&M costs pressures. The
7 associated O&M costs are for support staff to process the higher number of
8 capital jobs (i.e. employees to process new service orders) and for employee
9 administration and training costs for staff (i.e. Planners, Engineers, Quality
10 Assurance personnel, Construction crews, Trades Trainers) required to support
11 the higher capital work. These cost pressures are expected to be sustained and
12 may increase in future years depending on activity and personnel levels.
13 Similarly, as the existing infrastructure continues to age, more resources are
14 required to support activities to maintain the system. These growth and aging
15 infrastructure related cost pressures are expected to continue and may increase
16 in the future.
17 Other cost pressures the Company is managing are related to vehicle fuel and
18 insurance costs and municipal fees. Vehicle fuel and insurance expenses have
19 been rising with the average increase for 2018 and 2019 expected to be
20 approximately $200 thousand incremental per year to O&M expenses.
21 Additionally, fees paid to municipalities and other expenses to meet municipal
22 regulations and allow the Company to obtain the necessary permits are expected
23 to increase on average $100 to $200 thousand per year in 2018 and 2019.
24 Remediation activities related to erosion, landslides and fires in the spring and
25 summer of 2018 in the Interior regions are also expected to reduce 2018 formula
26 O&M savings by approximately $750 thousand. It is reasonable to expect these
27 type of related cost pressures will continue into the future.
28 For 2018, the incremental cost pressures discussed above total to approximately
29 $2.6 million and are expected to contribute to the forecast decline in formula
30 O&M savings.
31 To offset some of these cost pressures, FEI has been continuing its ongoing
roductivi ocus, including a broad-base ompany-wide effort to see
32 productivity f including broad-based Company-wid ffort t k
33 alternate solutions to the filling and pursuing initiatives that result in savings that
34 are shared with customers while maintaining service levels.
35 The cost pressures discussed above have related FTE/Headcount impact and
36 have been considered in the 2018 Projected FTE/Headcount by FEI. However,

37 FEI has not specifically identified FTE/Headcount with each cost pressure and
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1 instead has forecast staffing requirements at a general department level only.
2
3
4
5
6 Based on the information provided in the table in response to BCUC IR 23.2, FEI's
7 historical Engineering Services & PM O&M expenses were as follows:
8 5.0 . 2014 - $15,383
9 6.0 . 2015 - $16,379
10 7.0 . 2016 - $16,382
11 8.0 . 2017 - $15,496
12 9.0 . 2018 - $16,556
13 Based on the information provided in the table in response to BCUC IR 23.4, FEI's
14 historical Engineering Services & PM O&M FTEs were as follows:
15 100 - 2014 - 115
16 11.0 - 2015 - 115
17 120 - 2016 - 121
18 13.0 - 2017 -121
19 140 - 2018 - 128
20 170.2 Please explain why the Engineering Service & PM O&M decreased in 2017 and
21 then increased in 2018.
22

23 Response:

24  To explain the changes in O&M during the years noted, FEI provides the following table that
25 shows (in $ thousands) a breakdown of Engineering Services & PMO O&M expenses into
26  labour and non-labour.

2014 2015 2016 2017 2018
Engineering Services & PM Actual Actual Actual Actual Actual
Labour 10,870 11,780 11,681 10,857 12,218
Non-Labour 4,513 4,599 4,701 4,639 4,338

27 Total O&M 15,383 16,379 16,382 15,496 16,556
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Contributing to the fluctuations in O&M costs observed are flow-through pension and OPEB
costs changes that are not tied to the number of FTEs. As a result, changes in O&M spending
have not correlated well with the changes in FTEs observed, particularly the change between
2016 and 2017. In 2016, pension and OPEB costs decreased slightly from 2015; however, in
2017, it decreased significantly. In 2017, the $886 thousand, or approximately five percent,
decrease observed in labour was attributable to lower flow-through pension and OPEB costs
allocated to the Engineering Services & PMO department. In 2017, the total O&M portion of
pension and OPEB costs for FEI declined by approximately $8.4 million, or about 34 percent,
with the Engineering Services & PMO’s share of the decrease totalling to approximately $900
thousand.

In 2018, total O&M increased by $1.06 million or approximately 7 percent. The increase is
attributed to higher labour costs resulting from increased headcount to meet operational
requirements and as well as new headcount for the Major Projects group, a new department
created in 2018. Pension and OPEB costs also increased in 2018.

170.2.1 Please explain why the above-mentioned changes in O&M do not
correlate with the changes in FTEs during that time frame, particularly
the change between 2016 and 2017.

Response:
Please refer to the response to BCUC IR 2.170.2.

Based on the information provided in the table in response to BCUC IR 23.3, FBC’s
historical Facilities O&M expenses were as follows:

150 - 2014 - $2,607
16.0 - 2015 - $2,475
170 - 2016 - $2,704
180 - 2017 - $2,741
190 - 2018 - $2,988

170.3 Please provide a detailed description of the factors contributing to the continuing
increase in Facilities O&M expenses between 2015 and 2018. As part of this
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response, please explain in detail why Facilities O&M increased in 2016 and then
again in 2018.

Response:

Facilities O&M increases are primarily due to operating and maintenance contract cost
increases for FBC buildings and/or sites. Service and lease contracts are competitively
tendered or negotiated over a fixed term. Upon expiry, contract increases have been
experienced.

More specifically:

In 2016, Facilities’ costs relating to janitorial, site security, landscaping, and snow removal
increased by approximately $170 thousand. The remaining increase related to labour
expenses for pre-retirement training overlap and higher charges from FEI. FEI cross
charges increased due to labour costs related to a preventative maintenance program
for buildings.

In 2017, the small O&M expense increases were caused by lease contract increases
(buildings).

In 2018, O&M expenses increased by $247 thousand from the previous year. This was
driven by the introduction of the Kootenay Operations Centre (KOC). BCUC Order C-2-
16 approved the new building construction and the associated operating costs for the
facility which was completed in late 2017. This amount included an internal reallocation
of $215 thousand from another department that was transferred to Facilities’ expenses
related to the operating and maintenance cost of the KOC; however, there was no
impact to the overall FBC O&M. Finally, other increases for 2018 relate to internal
labour expenses.

With regard to FBC, FortisBC stated in response to BCUC IR 23.4 that “FTEs increased
slightly particularly in Operations and Engineering & PMO to support the AMI [Advanced
Metering Infrastructure] system and new processes and as well as new headcount
related to Mandatory Reliability Standards.”

170.4 Please explain the increase in FTEs in the Energy Management department

between 2014 and 2015 and then the further increase in 2016.

Response:

FBC clarifies the the reference in this question to the increases observed is to the table
containing the Capital FTEs including Deferrals.
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1  With the approved DSM spending budget increase from $3.0 million in 2014 to $7.3 million in
2 2015, FBC added two FTEs to increase the scope of its program offerings and capacity to
3 process customer rebate applications. As program activity increased in 2016, along with an
4  approved budget of $7.5 million, a further FTE was added partway through the year.
5
6
7
8 170.5 Please indicate which department(s) the new headcount related to Mandatory
9 Reliability Standards (MRS) was added to.
10

11 Response:

12 The MRS group rolled up to the Engineering & PMO department in FBC's O&M and FTE
13  breakdown by department tables, and the increase in headcount related to Mandatory Reliability
14  Standards was added to the same department.

15
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1 171.0 Reference: FEIBASE O&M

2 Exhibit B-10, BCUC IR 25.2, 25.3, 25.6, 25.7, 35.2; Exhibit B-1, pp. C-

3 19 - C-20

4 Temporary Savings

5 On page C-19 of the Application, FEI proposes to add back temporary savings to FEI's

6 2018 Actual Base O&M of $1.677 million, which are comprised of $0.770 million for

7 meter reading and $0.900 million for bad debts.

8 On page C-20 of the Application, FEI states the following:

9 In 2018, Olameter paid a penalty of $0.070 million based on 2017 performance.
10 In addition, they were not able to complete all of the readings as set out in the
11 contract, which resulted in FEI reducing payments to Olameter by approximately
12 $0.700 million. [Emphasis added]

13 FEI further states on page C-20 that it “considers these savings as not being
14 sustainable, as we expect Olameter to meet their obligations under the contract in the
15 future.”

16 In response to BCUC IR 25.2, FEI stated: “In the Current PBR Plan term, Olameter paid
17 a performance penalty in 2017 ($70 thousand) and in 2018 ($80 thousand).”

18 171.1 Please clarify based on FEI's response to BCUC IR 25.2 whether the 2018
19 penalty payment, which is proposed to be added back to the Actual 2018 Base
20 0O&M, is $0.070 million or $0.080 million.

21

22 Response:

23  The penalty payment proposed to be added back to the Actual 2018 Base O&M is $0.070
24 million.

25  FEI confirms that the penalty payment based on Olameter’s performance in 2018 was $0.080
26  million; however, the penalties are finalized in the first Quarter of the subsequent year, which
27 results in a timing lag. Thus, it is the 2017 penalty amount that is reflected in the 2018 O&M
28 and accordingly the amount that must be added back to the Base O&M.

29
30
31
32 171.2 Please further explain the basis for FEI's statement that it expects Olameter to
33 meet their obligations in the future, including a description of the actions which

34 have been taken.
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Response:

In the response to BCUC IR 1.25.1, FortisBC discussed the steps FEI has taken to work with
Olameter to address the factors contributing to their performance and to meet their contractual
obligations. FEI has seen improvement in Olameter’s performance in 2019 in all areas of
service delivery. Although the two most recent years of the contract have resulted in minor
penalties relative to the overall contract costs, FEI believes these penalties are not reflective of
the expected service level results going forward and as such, previous penalties should be
considered temporary in nature.

171.2.1 As part of the above response, please also explain why two consecutive
years of penalty payments would reasonably be considered temporary.

Response:
Please refer to the response to BCUC IR 2.171.2.

171.3 Please explain if FEI experienced a reduction in payments to Olameter in any
other years of the Current PBR Plan term similar to the $0.700 million reduced
payments experienced in 2018. If yes, please provide the amount in each
applicable year.

Response:

There has been a variance between the cost of expected reads and the payments for actual
reads in each year of the contract. In 2015, the actual reads were higher by approximately
$0.100 million, resulting in higher payments than expected, and in all other years, the actual
reads were lower and range from a variance in 2014 of $0.400 million to $0.700 million in 2016
through 2018.

As discussed in the responses to BCUC IR 1.25.1, 1.86.1 and 2.171.2, over the last few years,
FEI has worked closely with Olameter to ensure they meet their contractual obligations. As a
result, FEI has seen improvement in Olameter’s performance in 2019 in all areas of service
delivery. Therefore, FEI expects that the temporary savings created by reduced payments to
Olameter in recent years will not continue and are appropriately reflected as temporary savings.
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In response to BCUC IR 25.6, FEI stated the following:

The meter reading costs embedded in the Base O&M take into account the
reduced costs associated with meters that are not read due to access issues.
This is because the contract accounts for a certain level of meters that may not
be read each month due to the operational realities that include weather
conditions.

The impact of extreme events, such as prolonged and extreme winter conditions
and wildfires, are not reflected.

171.4 Please explain the difference between the reduced costs associated with meters
that are not read due to access issues which FEI stated are already embedded in
the Base O&M and the $0.700 million related to reduced payments from
Olameter’s lack of meter reading completion.

Response:

The Base O&M for meter reading is calculated on a per read basis and is not based on 100
percent of meters being read. Instead, it is based on the achievement of the required
performance standards which are contained within the contract. As a result, missed reads for
any reason (including access issues) are embedded in the Base O&M up to the point of the
performance standards required in the contract. If missed reads are higher and performance
standards are missed, then there could be savings as a result. It is important also to note that
there is no restriction on the vendor to read only at the performance standards. So, to the
extent that the vendor reads more meters than required to achieve performance standards,
costs would be higher than what is contained within the Base O&M.

FEI believes that holding the vendor accountable for achieving the performance standards
within the contract is important as accurate and timely meter reads are a key component of
customer satisfaction. FEI has been actively working with the vendor and expects them to meet
their performance standards over the remaining term of the contract. Further, FEI believes that
embedding meter reading costs that reflect the performance standards and expectations of the
contract are necessary to ensure that performance expectations are met. That is, if the
embedded funds in O&M do not sufficiently reflect the cost of meeting performance standards
and the services identified within the contract, the ability to meet performance standards may be
compromised.

Finally, with respect to future expected costs, the contract with Olameter has been extended for
one year through to the end of 2020; however, Olameter has indicated that the existing low
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price inflation within the contract may not be sustainable beyond the one year extension,
creating cost uncertainty regarding meter reading costs within the MRP term.

Response:

171.4.1 If the reduced costs referred to in the Application and in FEI's response
to BCUC IR 25.6 are the same, please explain why the $0.700 million
“temporary savings” should be added back to Base O&M.

Please refer to the response to BCUC IR 2.171.3.

In response to BCUC IR 25.3, FEI stated the following:

171.5

Response:

FEI and Olameter entered into an amending agreement prior to the first renewal
which revised the end of the term of the agreement to December 31, 2019. The
amending agreement included pricing that was limited to one-half of the CPI...

Under the Amending Agreement, the term may be extended for one additional
year (January 1 to December 31, 2020) with a price increase limited to
adjustments for CPI only. FEI will be providing notice to Olameter of its intent to
extend the contract on these terms prior to June 30, 2019, but has not done so to
date.

Please provide an update on FEI's notice of intent to extend the contract with
Olameter. As part of this response, please provide the updated pricing and
compare the updated pricing to the existing pricing.

FEI has completed an extension of its current contract with Olameter for a one-year term from
January 1 to December 31, 2020. The extension continues all terms of the current agreement,
with the renewal term costs inflated by one half (1/2) of the consumer price index (CPI).
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171.5.1 If the contract has not yet been finalized, please explain whether, as
part of the one-year extension from January 1 to December 31, 2020,
FEI may be able to negotiate the same pricing as the existing pricing
(i.e. one-half of CPI).

Response:
Please refer to the response to BCUC IR 2.171.5.

In response to BCUC IR 25.7, FEI provided the following table:

2014 2015 2016 2017 2018

Bad Debt Expense | 3,253,196 | 1,649,848 | 1,157,216 | 1,874,084 | 891,464 1,800,000

In response to BCUC IR 35.2, FBC provided the following table:

2014 2015 2016 2017 2018 2019

Bad Debt Expense® ($) | 1,217,093 | 1,276,247 | 877,490 | 1,037,224 | 471,147 | 1,000,000

171.6 Please explain why FEI's bad debt expense in 2014 was significantly higher than
in the other years of the Current PBR Plan term.

Response:

The Companies believe that a five-year period (2014-2018) as reflected in the Application
provides a representative timeframe for the high and low variation in bad debts expense that
could occur due to changes in factors such as the overall economy strength and revenue levels,
industrial bad debt and for one-time adjustments such as taxes (i.e. HST, carbon) related to
customer bills. Over the course of the PBR term, high and low variations in bad debt expense
were experienced in 2014 (high) and 2018 (low), demonstrating that variations will likely occur
over a longer time period.

2014

While difficult to determine with certainty, in addition to changes in the economy, FEl's rates,
and weather/consumption, the decrease in bad debt expense in 2015 compared to 2014
coincides with FEI's efforts in 2014 and subsequent years to improve operational efficiencies in
collection processes, and a focus on working with customers to find reasonable and sustainable
payment solutions. As a result, FEI believes it efforts contributed to the decrease in bad debt
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expense. Additionally, in 2014 bad debt expense was higher, affected by adjustments for tax
recoveries and for prior year balances.

2018

FortisBC believes that the lower bad debt expense experienced in 2018 is attributable to several
factors, including lower bad debt expense for industrial gas customers, as well as a combination
of weather (and consumption), the overall strong economy experienced in British Columbia, and
the continued focus of FortisBC to work with customers to find reasonable payment
solutions. Customers in both service territories experienced warmer-than-normal temperatures
during the winter of 2017/18, reducing consumption as compared to normal conditions, which
resulted in lower bills in 2018 and correspondingly, potentially less bill-related challenges for
some customers. Communications with customers regarding the need for reduced consumption
in the latter months of 2018 (due to the Enbridge incident) may have also been a contributing
factor to lower consumption and revenue amounts. In addition, British Columbia experienced a
lower unemployment rate in 2018 as compared to previous years, which may have generally
reduced the number of our customers experiencing difficulty paying their bills.**

In summary, as discussed above, bad debt expense can fluctuate from year to year due to a
number of factors, some of which affect only a particular year’s results. Each year’s results can
only be evaluated based on a longer time period where the annual fluctuations are averaged
(i.e. smoothed), providing a more representative basis for comparison.

171.7 Please discuss the likely reasons why both FEI and FBC experienced
significantly lower bad debt expenses in 2018.

Response:

Please refer to the response to BCUC IR 2.171.6.

171.8 Please explain why it would not be more appropriate to use FEI's and FBC'’s
three-year 2016 through 2018 average bad debt expense to arrive at the
appropriate adjustment for 2018 Base O&M.

Response:

44 Province of BC Labour Force Statistics (July 2019);
https://www2.gov.bc.ca/gov/content/data/statistics/employment-labour/labour-market-statistics; Data Tables- Table 2
BC Monthly Labour Force Data. Comparison of figure of 4.7 percent unemployment for 2018 as compared to 5.1
percent in 2017, 6.0 percent in 2016, 6.2 percent in 2015 and 6.1 percent in 2014.
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FortisBC notes that the reference to “2018 Base O&M” in the question should likely be to “2019
Base O&M”, consistent with the reference used in the MRP Application.

Using a three-year (2016 through 2018) average bad debt expense to arrive at the appropriate
adjustment for the 2019 Base O&M would assume that all of the factors that impacted
customers’ ability to pay in those years remain static and are given equal weight. This includes
the varying impacts of one-time adjustments (i.e as discussed in the response to BCUC IR
2.171.6), the overall economy, rates, weather and consumption. This approach to forecasting
bad debt expense is not appropriate because it does not consider future potential changes in
any of the factors and the particular three-year period considered reflects limited variation in
economic circumstances and as such, it is unlikely to be more accurate than the proposed
approach.

The Companies believe that a five-year average (2014-2018) as reflected in the Application will
be more representative than a three-year average because a five-year period reflects recent
experience while also considering high and low variations in overall economic strength and
revenue levels. As such, this should be more indicative of the variations that may be
experienced over the MRP term which will also span five years and is also projected to have
higher rate increases than the current PBR term.
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1 172.0 Reference: FEIBASE O&M

2 Exhibit B-10, BCUC IR 27.3, 32.6, 32.10; Exhibit B-1-3, p. C-19;

3 Exhibit B-1, pp. C-22 -

4 C-24, C-38; FEI Certificate of Public Convenience and Necessity

5 (CPCN) Application for the Inland Gas Upgrade (IGU) Project

6 proceeding, Exhibit B-1

7 Adjustments - Integrity Digs

8 On page C-22 of the Application, FEI states the following:

9 Integrity digs are determined based on FEI's analysis of in-line inspection data
10 (for piggable pipelines) or above-ground coating and cathodic protection survey
11 data (for non-piggable pipelines) once they are completed.

12 On page C-38 of the Application, FEI states the following:

13 Not included in this category are the costs of the integrity digs resulting from
14 running ILI tools. As there is uncertainty regarding the impact of the ILI results on
15 the extent of integrity digs required during the Proposed MRP, FEI proposes to
16 treat the costs of integrity digs as a flow through item, outside of formula O&M as
17 discussed above in Section C2.4.2.2.3. [Emphasis added]

18 In response to BCUC IR 32.10, FEI stated: “As noted on page C-38 of the Application,
19 FEI proposes to treat the costs of all integrity digs as a flow through item, outside of
20 formula O&M as discussed above in Section C2.4.2.2.3.” [Emphasis added]

21 172.1 Please clarify whether FEI proposes to treat all integrity dig costs as flow-through
22 items or if FEI proposes to treat only the costs of integrity digs that result from
23 running In-line Inspection (ILI) tools as flow-through items.

24

25 Response:

26  Consistent with the integrity dig costs reduction ($2.6 million) identified in Table C2-1 on Page
27  C-19 of the Application, FEI proposes to treat all integrity dig costs resulting from any integrity
28 assessment including in-line inspections as flow-through costs.

29
30
31
32 172.2 Please provide the forecast number and cost of integrity digs FEI plans to
33 conduct on pipelines that cannot be inspected using ILI technology during the

34 proposed MRP term.
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Response:

FEI does not typically develop integrity dig forecasts given the degree of uncertainty in required
dig numbers from year to year. Many factors influence FEI's annual integrity digs, as listed in
FEI's response to BCUC IR 2.42.3 in the FEI IGU CPCN Application (which has been included
in response to BCUC IR 1.32.9). These factors, as well as FEI's ongoing analysis of data from
pipelines not currently inspected using ILI technology, impact the number and timing of digs on
these pipelines.

FEI is anticipating an increase in integrity dig activity and associated costs over the proposed
MRP term, including for pipelines not currently inspected using ILI technology. As stated on
page B-20, lines 22-24, of the Application, as the average age of FEI's system continues to
increase, the number of integrity digs is expected to increase. Further, FEI expects that industry
practice will continue to evolve during the proposed MRP term, and that integrity digs on
pipelines not currently inspected using ILI technology will have increasing priority and therefore
increase the number of required integrity digs.

172.3 Please explain whether FEI is aware of any other Canadian natural gas utilities
under multi-year rate plans that currently treat integrity digs as a flow-through
item.

Response:

FEI is unaware of any other Canadian natural gas utilities that are currently under a multi-year
rate plan and treat integrity digs as a flow-through item.

For the research, an informal survey of natural gas utilities was conducted by the Canadian Gas
Association of its members for FEI. Three firms responded indicating no integrity digs were
being done; 2 firms were under PBR and treated integrity dig costs as part of their Base O&M,;
and 1 firm treated integrity digs costs as capital and flow through and was under a cost of
service structure.

FEI believes the choice in the treatment of integrity digs costs (formula O&M vs. flow through)
will vary from jurisdiction to jurisdiction depending on the specific circumstances. While FEI
does not have a specific example to refer to where another natural gas utility under a PBR plan
treats integrity digs costs as a flow through item, FEI believes a key factor influencing the
treatment of integrity dig costs is the uncertainty related to the scope, cost, timing, and volume
of expected digs, and the uncontrollable nature of the expenditures. Please refer to the
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response to BCUC IR 2.172.5 for discussion of the factors that support FEI's proposed flow

through treatment.

172.3.1 If yes, please provide the rationale given by the applicable regulatory

body for approving the flow-through treatment.

Response:
Please refer to the response to BCUC IR 2.172.3.

172.3.2 If no, please explain the likely reasons why other natural gas utilities
under MRPs would include the costs of integrity digs within formula

O&M.

Response:
Please refer to the response to BCUC IR 2.172.3.

In response to BCUC IR 32.6, FEI provided the following table:

Number of Digs per Year

Reason for digs 2011 2012 2013 2014 2015 2016 2017
Dent digs (includes dig
selections that were
influenced by the sirain- 0 6 26* 12 11* 30" 21 15 30
based criteria)
Circumferential
magnetic flux leakage 0 0 0 27 20 10" 44 36 10
in-line inspection digs
Other ILI digs 45 24 20 19 33* 34* 25 34> 45
Non-ILI digs 9 8 4 4 2 0 8 1 5
Total Integrity Digs 54 38 50" 62 66 74" 98 86" 90
(T;(:g:]',i’)‘pend“”res $1,600 | $1,800 | $1,400 | $2,300 | $2,300 | $2,500 | $3,200 | $2,500 | $3,100*
Cost per dig ($000's) $30 347 $28 $37 $35 $34 $33 $29 $34+

* Note: Varniances in dig numbers from past reporting has resulfed from ongoing efforts in collecting and

verifying historical dig data.

* The 2019 YEF is subject to change based on field conditions and necessary repairs. FEI notes that dig

scope and costs can vary significantly.
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On page C-23 of the Application, FEI states: “For the period 2014 to 2019, expenditures
for Integrity digs have varied between a low of $2.3 million to a high of $3.2 million, with
the costs incurred dependent on the required scope of work and the number of integrity
digs.”

In the revised Table C2-1 on page C-19 of the Application, FEI shows a reduction to
2019 Base O&M of $2.6 million for integrity digs. The total 2019 Base O&M after
adjustments is $256.15 million.

172.4 Please clarify, with reference to the integrity dig expenditures provided in the
table in response to BCUC IR 32.6, how the reduction of $2.6 million to 2019
Base O&M was determined.

Response:

The integrity costs reduction to 2019 Base O&M of $2.6 million in the Application represents
2018 actuals inflated by the formula and was confirmed by estimating the number of integrity
digs (100) and multiplying by an estimated cost of $26,000 per dig. As noted in the response to
BCUC IR 1.32.6, “The 2019 YEF is subject to change based on field conditions and necessary
repairs. FEI notes that dig costs can vary significantly.”

The dig cost forecast for 2019 in the response to BCUC IR 1.32.6 is based on 90 digs at
$34,000 per dig. The integrity digs planned for 2019 include instream work, environmental
sensitivities, vegetation clearing, and danger tree removal which were not included in the
estimate used to adjust 2019 Base O&M which explains why the total cost of integrity digs in the
2019 Base O&M ($2.6 million) is lower than that in the 2019 YEF ($3.1 million).

172.5 In consideration of FEI's total proposed Base O&M funding of $256.15 million,
please explain why it is not reasonable to manage the variability of integrity dig
expenditures, which historically have varied up to $900,000 annually, within the
formula O&M spending envelope.

Response:

The proposal to forecast integrity dig costs annually as flow-through expenditures was based on
the considerable uncertainty related to the scope, volume, timing, and resulting cost of digs
during the MRP term. Further considerations that affect integrity dig variability, which are not
reflected in the historical results, are the impacts of running new ILI technology and the IGU
Project, if approved.
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The historical annual variability of $900 thousand is not a good measure of the potential impact
on the index-based O&M. As can be seen in the table provided in response to BCUC IR 1.32.6,
costs upon entering the Current PBR Plan term were at $1.4 million and have more than
doubled to $3.1 million by the end of the term, with the potential to further increase significantly
over the upcoming term of the proposed MRP. Instead of FEI incorporating an adjustment in
the Base O&M to reflect the level of uncertainty for the entire term of the MRP (refer to the
response to BCUC IR 2.172.7), an adjustment that may turn out be too high or too low, the
proposed flow-through treatment offers an appropriate funding mechanism that does not unfairly
reward or penalize the Company or customers for volatility in the spending for integrity digs.
This volatility and potential for significant increase is evident in the spending for integrity digs
since the start of the Current PBR Plan term.

The proposed treatment is consistent with other uncontrollable costs described in Section
C4.4.1 of the Application, some of which can vary to a lesser degree than integrity digs.
Further, as noted on page C-22 of the Application, this treatment also relieves the constraints of
index-based O&M on addressing pipeline safety issues.

172.5.1 As part of the above response, please explain the range of variability in
O&M costs which FEI considers may be reasonably managed within the
formula O&M spending envelope.

Response:
Please refer to the response to BCUC IR 2.172.5.

172.6 Please discuss how FEI budgeted for and managed expenditures related to
integrity digs during the Current PBR Plan term and discuss any issues FEI has
experienced.

Response:

FEI budgets for integrity digs in the Current PBR Plan term on an annual basis for the following
year using ILI data and other available information.

The number of integrity digs planned and conducted annually is established at the time of
budgeting based on priority and in consideration of many factors, including location, proximity to
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geographic features, resource availability, landowner impact, and cost effectiveness. Other
factors such as subsurface conditions and nature of actual work required to repair the
imperfection are unknown until resources are mobilized and the pipe is exposed.

FEI managed the expenditures of integrity digs during the Current PBR Plan term through
prioritization based on ongoing engineering analysis. As ongoing analysis is performed, higher
priority digs may be added and lower priority digs may be deferred. However, the variability in
the number of integrity digs is generally uncontrollable. FEI has planned and conducted all
required integrity digs over the Current PBR Plan term.

As stated on Page C-23 of the Application, the costs of integrity digs can vary significantly and
range from $0.010 million to $0.150 million per dig. In addition to the specific issues described in
BCUC IR 1.27.3, FEI has experienced other impacts to its integrity digs including the 2018
Enbridge rupture which impacted FEI's ability to perform certain integrity digs, and challenges
digging in wetlands and stream crossings.

172.6.1 As part of the above response, please explain how FEI was able to
manage the variability in integrity dig costs during the Current PBR Plan
term and explain if, as a result of the variability, FEI did not perform all
of its planned digs due to O&M funding pressures.

Response:
Please refer to the response to BCUC IR 2.172.6.

172.7 Under a scenario where FEI was directed to include integrity digs in the index-
based O&M for the proposed MRP term, please discuss how FEI would budget
for the expenditures relating to integrity digs and detail any adjustments FEI
would make to the method used during the Current PBR Plan term.

Response:

Under a scenario where FEI was directed to include integrity digs in the index based O&M, FEI
would need to significantly increase the $2.6 million Base O&M flow-through adjustment in
Table C2-1 on Page C-19 of the Application (the table was revised in the response to BCUC IR
1.24.1, but the $2.6 million did not change). The increase would be required to account for the
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currently unknown number of additional integrity digs resulting from IGU and TIMC projects as
well as other integrity assessments. Given the current lack of information, and no historical
information to use for a comparator, any estimate for the increased work will be speculative.
Consequently, FEI would need to adjust the Base O&M to reflect the level of uncertainty related
to integrity digs including changes which may occur in regard to work scope, cost, timing and
volume of expected digs. If FEI were directed to include an estimate for these digs in adjusted
Base O&M, the Company would suggest increasing Base O&M to at least $5 million (an
approximate doubling of current costs) as a representative forward-looking amount to
appropriately reflect the uncertainties associated with the use of new ILI technologies and
inspections of previously uninspected pipelines.

However, as stated in the Application and in response to BCUC IR 2.172.5, FEI believes
including integrity digs as a flow-through expenditure based on its uncontrollable nature is a
more effective solution.

172.7.1 As part of the above response, please explain if FEI would propose to
include $2.6 million in the Base 2019 O&M related to integrity digs (i.e.
the reduction proposed in Table C2-1 of the Application) or some other
amount. Please provide a detailed explanation for the amount
proposed.

Response:
Please refer to the response to BCUC IR 2.172.7.

On page C-24 of the Application, FEI states the following:

The IGU project is expected to result in an increase in the number and
associated costs of integrity digs starting in 2022...

...If the IGU project results in increases in O&M costs related to integrity digs,
then the alternatives would be to either re-base the index-based O&M or flow the
additional costs of the integrity digs outside of the Base O&M. To provide greater
transparency, FEI believes the preferred alternative is to flow all of the integrity
dig costs outside of Base O&M.

In response to BCUC IR 27.3, FEI stated the following:
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FEI is proposing to provide in-line inspection capability to 11 laterals as part of
the Inland Gas Upgrade Project, and expects that it will propose to provide crack-
detection in-line inspection capabilities for a number of larger diameter mainline
pipelines as part of the Transmission Integrity Management Capabilities Project
(TIMC). As part of the TIMC Project development, FEI will be piloting the use of
crack-detection in-line inspection tools in its system as early as 2019.

172.8 Please estimate, based on the number of laterals proposed to be made ILI
capable in the FEI IGU CPCN application, and based on the proposed IGU
project timeline, the increased number of integrity digs resulting from approval of
the IGU CPCN application in each year commencing in 2022 and the associated
increase in costs.

Response:

FEI is unable to provide with any certainty an estimate of the increased number of integrity digs
resulting from approval of the IGU Project. When running in-line inspection tool technology in a
pipeline for the first time, predictions of the potential number of digs required are highly
uncertain. Please refer to FEI's response to BCUC IR 1.32.8 for reasons why the number of in-
line inspections, the length of pipe inspected (km), and the number of annual integrity digs do
not correlate.

172.9 Please estimate the additional annual costs during the proposed MRP term of
using the crack-detection in-line inspection tools.

Response:

FEI's costs associated with using crack-detection in-line inspection tools, excluding dig costs,
will be identified within its TIMC Project CPCN application. As the TIMC Project is currently
under development, including the scope and timeframe of the Project, FEI does not currently
have estimates for additional annual costs that may result during the proposed MRP term.
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173.0 Reference: FEIBASE O&M
Exhibit B-10, BCUC IR 28.1, 28.2, 28.3, 28.9; Exhibit B-1, p. C-28
Adjustments — LNG O&M Costs
FEI provided the following table in response to BCUC IR 28.1:

Actual Formula 2014 Actual 2015 Actual 2016 Actual 2017 Actual 2018 Actual 2019 Projected

In 5000's Fixed | Variable Fixed [Variable Fixed Variable Fixed |Variable Fixed Variable Fixed Variable
Labour 4,081 3.948 3,822 3,456 3,969 4,329

|Employee Expenses 71 a0 71 106 287 267

Vehicles 41 A5 a7 42 56 49

Materials 427 481 536 562 562 385

Contractors 334 965 928 1,147 738 715

Fees & Admin 349 33 a0 123 108 50

Fadilities 110 a4 115 158 146 146

Recoveries (25) (42) (40) (.27} 19) (50)

Electricity 778 587 631 598 435 T06
Total 5439 778 5,613 587 5,601 631 5,568 558 5,857 435 5,931 706

173.1 Please explain why employee expenses increased significantly commencing in
2017.

Response:

The increase in employee expenses commencing in 2017 to 2018 is the result of additional
headcount to support Tilbury 1A operations and relocation and accommodation expenses
related to the additional staffing required for the Tilbury 1A start up.

173.2 Please explain in detail why labour costs decreased annually between 2014 and
2017 and then began increasing as of 2018.

Response:

A factor that contributes to the variation in labour charges in Base O&M annually is the
allocation of labour costs between Base and Rate Schedule 46 O&M. For LNG operations, FEI
employees perform both Base and Rate Schedule 46 activities, providing for flexibility in
utilization of resources and contributing to a productivity focus of “doing more with the same”.
This use of common labour resources for Base and Rate Schedule 46, however, can contribute
to fluctuations in the allocation of labour costs from year to year, depending on the division of
activities between Base and Rate Schedule 46. Additionally, labour costs can also vary from
year to year in Base O&M due to normally occurring factors like the timing of hires and filling of
vacancies, incurrence of overtime costs when required and work on capital activities.

Labour costs for Base O&M have been relatively consistent between 2014 and 2016 with a
slight decline observed over the period reflective of the requirements for the existing Tilbury and
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Mt. Hayes plants’ operations and an increasing trend of a higher share of labour costs for Rate
Schedule 46 activities. Starting in 2017, in support of the continued increase in activities for
Rate Schedule 46 and the commissioning of Tilbury 1A Expansion, additional labour resources
were allocated from Base O&M, contributing to the decline in labour costs in Base O&M. In
addition, vacancies due to employee turnover (i.e., transfers within the Company) and
retirements contributed to lower labour costs in Base O&M. For 2018 and onwards, with the
startup of the Tilbury 1A Expansion, additional labour resources including overtime were and
are required in support of Base O&M.

173.3 Please explain if the trend in labour costs described in the above IR is correlated
to the changes in contractor costs during the same years.

Response:

No, there is no direct correlation between the trend in labour costs described and the changes in
contractor costs during the same years. Drivers of the trend in contractor costs between 2014
and 2019 were mainly for upgrades, repair and maintenance to the plants. During the same
period, the trend for labour costs in formula O&M was affected by fluctuations in Rate Schedule
46 requirements as described in the response to BCUC IR 1.173.2.

Contractor expenses increased between 2015 and 2017 due to upgrades, repairs and
maintenance of the LNG plants, technical support and training of the staff. Increases in repair
costs were related to the compressor at the Tilbury base plant. Contractor expenses declined
2018 and onwards as upgrades and repairs were completed in previous years and only regular
plant maintenance activities were undertaken for 2018 and 2019. Please refer to BCUC IR
1.23.6 and 1.23.7 for further details of the maintenance activities.

173.3.1 If yes, please explain why the use of contractors increased between
2015 and 2017 and then declined commencing in 2018.

Response:
Please refer to the response to BCUC IR 2.173.3.
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173.3.2 If no, please explain the drivers of the trend in contractor costs between
2014 and 2019.

Response:
Please refer to the response to BCUC IR 2.173.3.

In response to BCUC IR 28.2, FEI provided the forecast versus actual/projected LNG
O&M costs for the costs which are treated as flow-through under the Current PBR Plan.

Flow-through 2014 Forecast 2015 Forecast 2016 Forecast 2017 Forecast 2018 Forecast 2019 Forecast

In 000's Fixed |Variable| Fixed |Variable Fixed |Varable Fixed | Variable Fixed Variable Fixed Variable
Labour 7 54 224 80 176 105 1,352 176 2,414 182 2,670 283
Employee Expenses

Vehicles

Materials 17 49 41 156 a1 130
Contractors 25 73 60 345 732 773

Office

Computer

Fees & Admin 120 160 160

Facilities 15 42 40 166 135 144
Electricity 188 467 448 2,660 2,936 3,272
Total 134 242 388 547 317 553 2,139 2,836 3,532 3,118 3,877 3,555
Flow-through 2014 Actual 2015 Actual 2016 Actual 2017 Actual 2018 Actual 2019 Projected

In DOO's Fixed |Variable| Fixed |Variable Fixed |Variable Fixed | Variable Fixed Variable Fixed Variable
Labour 154 67 136 98 361 112 1,473 160 2717 354 2,508 406
Employee Expenses 0 19 45 36

Vehicles 0 0 1 0 1

Materials 2 A 54 52 202 310 130 411
Contractors 12 9 291 [FLE} 603 1,891

Fees & Admin 1 22 25 160

Facilities 16 30 142 28

Electricity 228 334 565 404 2,271 3,981
Total 255 295 193 432 762 676 2,379 564 3,612 2,935 5,089 4,798

173.4 Please provide a description of the fixed and variable labour components of the
LNG O&M. Please also explain how FEI determines whether labour is fixed or
variable.

Response:

Fixed costs are costs to operate the LNG plant regardless of its use (i.e., for peak shaving
storage or LNG production for sales). Variable costs are for the production of LNG (i.e.,
liquefaction of natural gas, the dispensing of LNG and the handling and loading of tankers to
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1 load LNG). Labour costs for employees’ time to perform the activities identified as Variable
2 (truck loading, shunting) are allocated to to Variable using timesheets.

3  The table below provides definitions of the fixed and variable cost components of LNG O&M
4  used to categorize the types of costs shown (i.e., labour, materials, etc) in the response to
5 BCUC IR 1.28.2 into Fixed and Variable.
Type of Fixed Variable
LNG O&M Costs related to operation of the plant Costs related to production of LNG, whether for
Costs regardless of its use. peak shaving or for LNG sales.
Labour Labour cost for the operation of plant except | Labour cost related to truck loading and shunting of
for the truck loading and shunting activities. | LNG.
Materials All materials except that used for freight / | Materials used for freight for shipping of LNG (i.e.,
shipping of LNG. ISO containers).
Contractor | Maintenance and disposal services (i.e., | Contractor services used for truck loading.
waste removal). Services for sewer water treatment related to
production of LNG.
Power (i.e., All power (i.e., electricity) costs including that to
electricity) operate the LNG facility but not related to LNG
production, because the significance of the amount
to operate the plant is considered immaterial for
purposes of allocation.
Employee Employee expenses are considered fixed | Related to truck loading labour.
Expenses except for charges related to truck loading
labour.
Vehicles All vehicle costs (ie. vehicles used for | Shunting trucks.
maintenance) are considered fixed except
for vehicles used for shunting and shipping
of LNG.
Other Costs such as for permits and licenses are
considered fixed as costs will be incurred
regardless of production of LNG.
6
7
8
9 173.5 Please describe the nature of the employee expenses which were incurred in
10 years’ 2016 through 2018.
11

12 Response:

13 Employee expenses incurred from 2016 to 2018 consisted of course fees, travel, meals, living
14  out allowance, mileage and accommodation. Also included were expenses for the training of
15 additional employees required in preparation for startup of the Tilbury 1A plant for Rate
16  Schedule 46 activities.
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173.5.1 Please explain why FEI has not forecast the incurrence of employee
expenses in any of the years after 2016 (i.e. after the first year the
employee expenses were incurred).

Response:

At the time when the forecasts were prepared for 2017 and onwards, given that historical
employee expenses were not significant (i.e., $19 thousand in 2016), FEI did not specifically
forecast employee expenses as a separate line item and instead included an allowance as part
of Fees & Admin.

173.6 Please explain why, commencing in 2018, FEI has classified some materials
costs as variable. As part of this response, please provide a description of the
variable and fixed materials costs.

Response:

Some material costs that were classified as variable in 2018 were related to freight for shipping
LNG (i.e., ISO Containers). Fixed costs for materials include all material costs incurred at the
plants except for freight and shipping of LNG and some process chemicals which fluctuate with
production volumes. Variable costs include freight costs related to LNG shipping and process
chemicals whose volumes fluctuate with production volumes (i.e., refrigerants).

Please refer to the response to BCUC IR 1.173.4 for descriptions of the fixed and variable
components of the LNG O&M.

In Table C2-6 on page C-28 of the Application, FEI provides the proposed Adjusted
O&M Base amount related to LNG of $9.677 million and the proposed incremental Base
O&M amount of $1.853 million, which results in a proposed 2019 Base amount of
$11.530 million.

FEI also states the following on page C-28 of the Application:
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1 The $0.856 million for labour costs includes the hiring of two additional
2 maintenance employees at an approximate cost of $0.274 million and $0.582
3 million for full year funding for positions hired part way through 2018. In 2018, six
4 new positions were added part way through the year at an approximate cost of
5 $0.353 million. An additional $0.582 million is required in the Base O&M
6 representing the full year cost for the positions.
7 In response to BCUC IR 28.9, FEI stated the following:
The job title of the two new positions that will be added is “LNG Millwright.”... The
9 two additional millwright positions were identified as being needed after
10 completing a detailed assessment of the equipment maintenance requirements
11 as part of the start up of Tilbury Expansion.
12 The six positions added part way through the year...related to operator positions
13 approved as part of the FEI 2018 Annual Review.
14 In response to BCUC IR 28.1, FEI provided the 2019 Projected Fixed O&M currently
15 included in the O&M formula of $5.931 million.
16 In response to BCUC IR 28.2, FEI provided the 2019 Forecast Fixed O&M and 2019
17 Projected Fixed O&M currently classified as Flow-through of $3.877 million and $5.089
18 million, respectively.
19 Based on FEI's responses to BCUC IR 28.1 and 28.2, the 2019 Projected Fixed O&M
20 which would be considered formula O&M under the proposed treatment for the MRP is
21 $11.020 million.
22 173.7 Please explain when the need for the additional two millwright positions was
23 identified.
24

25 Response:

26  The requirement for the additional millwrights was determined upon completion of a Reliability
27  Centred Maintenance review by Asset Management and Operations in early 2019. Reliability
28 Centred Maintenance refers to an established process within industry of reviewing the
29  equipment vendor information and reconciling with previous experience to establish the annual
30 maintenance program for the equipment. The process ultimately provides all the required
31 maintenance activities to meet annual availability targets and therefore provides annual
32  maintenance FTE requirements.

33
34

35



FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC Application) September 16, 2019

© 0o ~NOo 0o WN PR

[
N )

12
13

14
15
16
17
18
19
20

21
22
23

24

25
26

27
28
29
30
31

32

33
34
35
36

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)

No. 2 Page 156

173.7.1 As part of the above response, please explain if the additional millwright
positions were included in the 2019 Forecast for fixed LNG costs. If yes,
please indicate where these increased costs were recorded based on
the table provided in response to BCUC IR 28.2. If no, please explain
why not.

Response:

The additional millwright positions were not originally included in the 2019 Forecast for fixed
LNG costs as the Reliability Centered Maintenance review was not completed until early 2019.
These positions are included in the 2019 Projected LNG fixed costs in the table provided in the
response to BCUC IR 1.28.2 under the Labour column as part of the $2,908 thousand indicated.

173.8 Please explain whether the six additional operator positions were included in the
Forecast 2019 Fixed LNG costs. If yes, please indicate where these increased
costs were recorded based on the table provided in response to BCUC IR 28.2. If
no, please explain why not.

Response:

Yes, the six additional positions were positions included on the Forecast 2019 Fixed LNG costs.
These increased costs were recorded as part of the labour costs in the table provided in the
response to BCUC IR 1.28.2.

173.9 Please confirm, or explain otherwise, that the Projected 2019 Fixed Flow-through
LNG O&M costs provided in response to BCUC IR 28.2 include the incremental
Base O&M costs described on page C-28 of the Application.

Response:

Confirmed.

The reason why there is a higher proposed 2019 Base O&M amount of $11.53 million compared
to the Projected 2019 Fixed LNG costs of $11.02 million is a difference in timing because of
when the two cost estimates were prepared. The $11.02 million 2019 Projection was prepared
based on actual experience so far in 2019 and reflects more closely the expectation for the
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year, including any timing differences of spending for items identified as for incremental
spending included in the 2019 Base O&M.

For the proposed MRP, as discussed in the response to BCUC IR 1.28.3, the 2019 Base O&M
of $11.53 million is an accurate representation of a normal year’s operation for the Tilbury
Expansion and of the fixed annual operating costs that will be incurred over the MRP term,
recognizing that the costs will be subject to inflation for services and materials or changes in
regulation that may occur during the term of the proposed MRP.

173.9.1 If confirmed, please explain why the proposed 2019 Base O&M amount
for LNG costs of $11.530 million is higher than the combined Projected
2019 Fixed LNG costs provided in response to BCUC IR 28.1 and 28.2
of $11.020 million.

Response:
Please refer to the response to BCUC IR 2.173.9.

173.9.2 If not confirmed, please provide a cost breakdown similar to the 2019
Projected Fixed O&M amounts provided in response to BCUC IR 28.1
and 28.2 which explains the need for the additional $510,000 (i.e.
$11.530 million proposed Base O&M less $11.020 million Projected
Fixed O&M). Please clearly identify which incremental costs described
on page C-28 of the Application are already incorporated in the 2019
Projected Fixed O&M amounts provided in response to BCUC IR 28.1
and 28.2 and which incremental costs described on page C-28 of the
Application are not included.

Response:
Please refer to the response to BCUC IR 2.173.9.
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173.10 Please provide updated Projected 2019 O&M amounts (fixed and variable) in the
same level of detail as was provided in the tables in response to BCUC IR 28.1
and 28.2 to reflect the additional months of actual O&M results. Please explain
any significant variances in the updated Projected 2019 O&M amounts.

Response:

The Projected 2019 O&M (Fixed and Variable) for both the Base and Rate Schedule 46 are still
projected to be substantially the same as that provided in the BCUC IRs 1.28.1 (Base) and
1.28.2 (Rate Schedule 46).

Projected (BCUC IR 1.28.1)

Projected (BCUC IR 1.173.10)

Fixed Variable Fixed Variable
Base 5,931 706 6,001 542
RS 46 5,089 4,798 5,014 4,848
Total 11,020 5,504 11,015 5,390

There are variations within the line items from the responses to BCUC IR 1.28.1 and 1.28.2.
Within Fixed O&M, there has been a decrease by approximately $500 thousand in labour which
is offset by increases in contractor and materials expenses. Within Variable O&M, increases in
labour and materials costs are offset by approximately $1.2 million in lower electricity costs as a
result of the transition to the BC Hydro Industrial rate tariff, from $80/Mwh to $50/Mwh, starting
September 2019.

FEI notes that the Tilbury 1A plant has yet to be transferred over to FEI and therefore temporary
2019 Rate Schedule 46 flow-through O&M is still subject to variances from the 2019 Projected
provided here since these amounts are not indicative of normal course operations. However,
given the transition and commercial operation activities that occurred during 2019, certain of
these related costs are not expected to affect the projected 2019 Base O&M to establish for the
MRP.

173.10.1 If the updated 2019 Projected Fixed O&M amounts are still significantly
less than the proposed 2019 Base O&M amount of $11.530 million,
please explain in detail why it would not be more appropriate to reduce
the Base 2019 O&M amount to reflect an amount closer to the
Projected 2019 amount.

Response:

The updated 2019 Projected Fixed O&M amount as provided in the response to BCUC IR
2.173.10 including the Base ($6,001 thousand) and Rate Schedule 46 ($5,014 thousand) totals
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to $11.02 million, the same as previously projected ($11.02 million) and less than the 2019 Base
O&M amount of $11.53 million. Contributing to the temporary lower spending in 2019 compared
to the 2019 Base O&M is the timing of the hiring of additional positions to support the Tilbury 1A
operations. Additionally, any projected underspend in 2019 costs compared to the proposed
2019 Base O&M is not an indication of the need going forward, but more a reflection of the first
year startup of Tilbury 1A plant in 2019 as well as the timing of incremental costs expected for
2020.

For the proposed MRP, as discussed in the response to BCUC IR 1.28.3, the 2019 Base O&M
of $11.53 million is an accurate representation of the Tilbury Expansion’s annual operating
costs, recognizing that the costs will be subject to inflation for services and materials or changes
in regulation that are expected to occur during the term of the proposed MRP.

In response to BCUC IR 28.3, FEI stated: “While there is expected to be some variation
in operational costs as FEIl gains experience maintaining the equipment within the
Tilbury Expansion facility, FEI has taken steps to minimize the potential for significant
variances in the O&M expenditures proposed.”

173.11 In consideration of the large increase in contractor costs between 2018 and 2019
and the large variance in contractor costs between 2019 forecast and 2019
projected, as shown in the tables in response to BCUC IR 28.2, please further
explain the likelihood of large fluctuations in contractor costs during the proposed
MRP term and the factors/events which could lead to large fluctuations.

Response:

The large variance in contractor costs for 2019 is related to a one time exercise to develop and
deliver an operator competency program for the Tilbury 1A operators.

The likelihood of large fluctuations in contractor costs during the MRP term is low as the
contractor support required is relatively well understood for routine operations. Factors or
events that could lead to large fluctuations would be dependent on the performance of the
equipment in both the Base Plant and the new Tilbury 1A plant. Unexpected outages or
equipment breakdowns could result in a higher than forecast contractor spend. Other factors
that could drive contractor costs during the MRP term include any regulatory changes which
may require activities to ensure ongoing compliance.
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In response to BCUC IR 28.10, FEI stated the following:

The additional funding required for contractor support at the Tilbury site relates to
the estimated annual cost for external service agreements that FEI needs to
retain in order to maintain complex equipment that requires specialized expertise.
These services were previously provided by Bechtel, the prime contractor for the
Tilbury Expansion, but beginning in 2019 the responsibility for these services was
transferred to FEI.

173.12 Please explain why Bechtel is no longer providing the services described in
response to BCUC IR 28.10.

Response:

Bechtel provided these services to FortisBC through the commissioning and handover phases
in the original contracted scope of work as part of the Tilbury 1A LNG Expansion Design Build
contract. In May 2019, Bechtel completed the contractual requirements at which time FortisBC
assumed full responsibilities for operation of the Tilbury 1A facility. As a result, Bechtel's
contractual obligation to continue to provide these services has expired.

173.13 Please compare the cost charged by Bechtel for providing the services described
in response to BCUC IR 28.10 to the costs charged by the new contractor(s).

Response:

FortisBC is currently in negotiations with various service providers for the services required at
the site. It is difficult to compare directly the cost of these services as the scope of services may
be different based on the period the services were provided. For example, specialized services
for fugitive emissions monitoring will be more expensive under a full production environment
than in the construction and commissioning phase. Similarly, security expenses should be
lower during steady state operations than during the construction phases. As a general
statement, and for equivalent scopes of work, services procured directly by FortisBC should be
more cost competitive as there will be no contractor mark-up added to the service contract.
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173.13.1 As part of the above response, please indicate the number of
contractors being utilized for these services and explain why these
services could not be provided by a single contractor, similar to FEI's
previous arrangement with Bechtel.

Response:

The total number of contractors utilized for these services cannot be determined until all service
contracts are in place. As noted in the response to BCUC IR 1.28.10, third party support will be
required for specialized expertise such as security, fire and gas detection systems, process
safety valve recertification, distributed control system, fugitive monitoring, corrosion monitoring,
and specialized maintenance support for the compressors, liquefiers and pre-treatment
equipment. The external service agreements will be structured to ensure that when required,
these specialized services are available and the appropriate companies can provide support
services to Tilbury without delay to ensure no interruptions to production.

Service agreements as described above are commonplace in the gas processing industry.
Utilization of a single contractor to manage all the various service agreements adds cost and
complexity to accessing the services required.
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174.0 Reference: FEIBASE O&M
Exhibit B-10, BCUC IR 2.1, 30.2, 30.5, 30.8, 30.18.1, 30.26
New Funding for MRP Term — Customer Expectations

In response to BCUC IR 30.2, FEI provided the following table regarding FEI's historical
Customer Expectations O&M spending:

Expenditures (in $ millions) 2014 2015 2016 2017 2018

Connect to Gas

Natural Gas Appliance Incentives (incl. Stakehelder Engagement) | $0.890 | $1.341 | $1.338 | $1.030 | $1.711

Advertising - New Customer Additions & Conversions $0.087 | $0.759 | $0889 | $1.082 | $0.565

Total Connect to Gas $0.977 | $2.100 | $2.227 | $2.112 | $2.27¢

In-house Resources to Address Customer Preferences

In-house Resources (digital communications) $0.051 $0.072 50.125 $0.271 $0.271

In response to BCUC IR 30.2, FEI also stated: “Historically, FEI has spent little on
providing workshops, education sessions and other types of stakeholder engagement
with builders, developers, and manufacturers for the purpose of advancing gas
technology, adoption and use.”

174.1 Please explain in detail the increased spending on the Natural Gas Appliance
Incentives in 2018 compared to previous years.

Response:

The increased spending on Natural Gas Appliance Incentives in 2018 was due to multiple
factors including:

FEI experienced an increase in overall participation in the incentive program. A total of
1,471 customers applied for incentives in 2018 compared to 956 in 2017, driving higher
than historical spending.

FEI expanded appliance incentive offerings to respond to the market. This included a new
top-up incentive for water heating (increasing the incentive from $1,300 for just space
heating to $1,700 for space and water heating). The top-up incentive was developed to
encourage customers to consider upgrading their home heating system holistically at the
construction stage, and address natural gas space and water heating solutions
simultaneously. FEI also expanded natural gas appliance incentives to cover new
natural gas equipment solutions such as wall furnaces and combi-system units. These
are newer technologies in the market and provide compact natural gas appliance



FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:

((6 FORTIS BC Application) September 16, 2019

© 00N O O A WDN P

[EnY
o

Y e o
O~ WN R

16
17

18
19
20
21
22

23
24
25
26
27
28

29
30

31
32
33
34
35

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)
No. 2

Page 163

solutions in a market where the average square footage in new home construction is
declining and space is limited.

174.1.1 As part of the above response, please indicate if a contributing factor to
the increased spending was increased stakeholder engagement
activities.

Response:

FEI confirms that, as part of the increased participation in the Natural Gas Incentives program
discussed in the response to BCUC IR 2.174.1, FElI's engagement and interaction with
stakeholders such as contractors, builders, developers and equipment manufacturers
increased. However, as FEI discussed in the response to BCUC IR 1.30.2, the engagement
activities that occur as part of this program are not tracked separately and have been informal.

174.2 Please explain in detail why the spending on Advertising — New Customer
Additions & Conversions was significantly lower in 2018 compared to 2017.

Response:

As noted in the response to BCUC IR 1.30.3.1, FEI may need to adjust its focus and/or shift
funds between activities within its Connect to Gas umbrella to respond to the market landscape.
As such, in 2018 FEI shifted investments towards the Natural Gas Appliance Incentives
program and away from Advertising, to focus more on providing incentives to the market to
increase the adoption of natural gas appliance solutions. This flexibility allows FEI to invest in
areas with the highest impact in its efforts to add and retain customers.

174.3 Please explain why FEI has not historically undertaken the types of stakeholder
engagement with builders, developers and manufacturers described in the above
preamble.
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Response:

The need to undertake this type of engagement with builders, developers and manufacturers
during the MRP term has been precipitated by the changing market landscape, including climate
policy directions which restrict the use of natural gas. In order to continue to add and retain
customers, FEI has proposed to increase its effort and engagement activities within the
stakeholder community, including activities seeking to educate stakeholders on the benefits of
natural gas and the use of emerging natural gas technologies.

174.3.1 As part of the above response, please explain the types of interactions
which FEI has had with builders, developers and manufacturers
historically.

Response:

As discussed in the response to BCUC IR 2.174.1.1, FEI's engagement and interaction with this
group of stakeholders conducted under the umbrella of the Natural Gas Incentive program has
been more informal in nature, where FEI discusses various incentives and promotes natural gas
as a safe, affordable and versatile energy solution.

FEI has a diverse group of stakeholders it engages with to encourage the adoption of natural
gas solutions. As noted in FEI's response to BCUC IR 1.30.19, these interactions can range
from individual discussions with and education of stakeholders such as builders, developers and
contractors about the applicability and integration of natural gas in their projects, to undertaking
collaborative initiatives that pilot new natural gas equipment solutions.

174.4 Please explain what precipitated FEI identifying the above-described
engagement gap and why FEI considers it important going forward to address
this gap.

Response:

A number of the factors that led to the identification of an engagement gap, and why it is
important to address going forward, are discussed below:

FEI identified a lack of market knowledge of new natural gas equipment solutions,
particularly those that are not yet considered mainstream such as wall furnaces and
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comb-units. To continue to add and retain customers, FEI needs to proactively promote
the adoption of these energy solutions within its stakeholder community to inform and
educate them on the benefits and applicability of the technology for their projects.

FEI identified that other competing heating solutions, such as electric air source heat

pumps, are being increasingly promoted. In order to maintain market share, FEI needs
to engage with stakeholders to ensure comparable natural gas equipment solutions such
as gas-fired heat pumps, which are an emerging technology, are considered.

FEI identified that energy literacy related to natural gas is declining as discussed in the

response to BCUC IR 1.30.10. Therefore, FEI needs to ramp up engagement activities
to help address knowledge gaps and educate customers on their heating options so they
are able to make fully informed decisions.

Finally, FEI identified that the evolving market landscape has become more complex.

Climate policy aimed at reducing GHG emissions often overlooks the role that natural
gas can play in reducing emissions, making it less likely that customers and
stakeholders will integrate natural gas in their projects. FEI needs to engage closely
with its stakeholders to navigate through policies, such as the BC Energy Step Code,
and promote the benefits of natural gas for their projects.

In response to BCUC IR 2.1, FEI stated that climate action plans, including the CleanBC
Plan, the BC Energy Step code and local government actions to strengthen their climate
action initiatives, will constrain the outlook for FEI's traditional natural gas services. FEI
further identified the following climate action plans that affect buildings and thus demand
for natural gas in homes and businesses:

* BC Energy Step Code

* CleanBC’s Impact on the Step Code

+ CleanBC’s Impact on Energy Efficiency and Electrification
» City of Vancouver Climate Emergency

«  Other Municipalities

In response to BCUC IR 2.1, FEI also stated the following:

The CleanBC Plan also calls for measures to expand energy efficiency
improvements and electrification of buildings by fuel switching from natural gas
appliances to electric heat pumps. CleanBC states that 70 thousand homes and
10 million m2 of commercial space will be retrofitted with electric heating, and
that by 2030, 60 percent of homes and 40 percent of commercial buildings will
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use clean electricity, whereas today the majority of those homes and businesses
are heated with natural gas.

In response to BCUC IR 30.5, FEI stated the following:

...the 2019 Base O&M funds will not be sufficient for FEI to address the
challenges it faces over the MRP term. FEI has therefore requested an additional
$1.2 million to enable it to compete in the BC energy market space and address
the challenges FEI faces in retaining and growing its customer base.

174.5 Please explain how increased spending on Customer Engagement activities
such as Connect to Gas and Advertising will assist FEI in retaining and growing
its customer base within the residential and building sectors if the climate action
plans described in response to BCUC IR 2.1 are mandated.

Response:

FEI does not see a conflict between the proposed increased spending on Customer
Engagement activities and the achievement of climate action plans. Rather, as stated in the
response to BCUC IR 1.2.4, FortisBC believes its assets will play a critical role in the transition
towards a lower carbon economy. FEI's focus on developing alternative energy products and
services that reduce emissions while also leveraging its existing assets is supportive of climate
objectives. Attracting and retaining customers expands FEI's ability to deliver clean, safe,
reliable and cost effective energy to its customers and is aligned with climate action objectives.

In the response to BCUC IR 1.1.1, FEI identified that, with lower than desired levels of public
awareness and involvement in energy decisions, there is an opportunity for FortisBC to provide
leadership and education on how natural gas and electric distribution systems can play an
active role in shifting BC to a lower carbon economy. Increasing spending on Customer
Engagement not only supports the attraction and retention of customers, but also promotes the
increased adoption of energy solutions that are aligned with climate objectives. This was
highlighted in the response to BCUC IR 1.3.6:

FEI intends to continue to add and retain customers while also serving the new
and emerging energy needs of its customers.

As noted in the Application, FEI provides a range of energy solutions that are
aligned with Provincial Government direction and mandates around reducing
emissions. For example, FortisBC’s programs help convert customers to cleaner
sources of energy in transportation and buildings, provide renewable energy
options for new and existing customers, and reduce emissions through its DSM
programs by increasing efficiencies.
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In summary, the proposed MRPs, including the increased spending on Customer Engagement,
helps position FortisBC to continue to provide service to customers as the economy transitions
towards a lower carbon future.

174.5.1 With separate reference to each of the three incremental funding
categories (i.e. Advertising, Natural Gas Appliance Incentives, and
Stakeholder Engagement), please explain how, in light of the climate
action initiatives described in response to BCUC IR 2.1, the incremental
funding will assist with: (i) attracting new natural gas connections; (ii)
achieving conversions to natural gas; and (iii) retaining existing natural
gas customers.

Response:

From research, and conversations and engagement with customers, builders, developers,
contractors and stakeholders, FEI is aware that the general knowledge of gas is low in relation
to options for customers, pricing, advantages and benefits. The following three components are
designed to address and improve gas knowledge and understanding and lead to greater
attraction and retention of customers.

Natural Gas Appliance Incentives

FEI offers incentives such as those to encourage customers to switch from other fuels such as
oil or propane to natural gas. These incentives are popular with customers and FEI has seen
increasing uptake as the incentives help to offset the upfront cost associated with the installation
of natural gas heating appliances.

Conversions are often new natural gas customers as a large proportion do not previously have
a natural gas service line and so connecting to natural gas and appliance installation costs are
often higher than for new construction. Furthermore, natural gas appliances typically have a
higher up-front cost as compared to other fuels such as electricity. Offering these incentives can
help customers with these added costs. Over the course of the term of the MRP, FEI will
continue to evolve its incentive program based on the market challenges it faces and the
opportunities available both to attract new construction and conversion customers.

Advertising

While FEI has not pre-determined all of its advertising activities over the entire MRP term, for
2020 FEI plans to allocate the increased funding to include a Cooking with Gas campaign which
will promote the use and versatility of natural gas for cooking to retain existing customers, and
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also an energy literacy campaign to attract new customers. The energy literacy campaign will
focus on educating customers on the benefits of natural gas such as comfort, convenience and
affordability as well as how natural gas is an important driver of the BC economy.

FEI had contracted the services of Innovative Research Group in 2018 to conduct research on
customer preferences to understand the attitudes and knowledge of natural gas. This survey
revealed that 48 percent of respondents thought that natural gas was the same price or more
than electricity, reinforcing that customers are uninformed about their energy costs and that
there is significantly more work that can be done in this area to increase awareness.

In addition, FEI has planned to promote awareness of the Connect to Gas program, which
predominantly focusses on builders, developers, architects, engineers, equipment
manufacturers, and contractors to promote the adoption of natural gas solutions. The Connect
to Gas audience is largely technology focused and influences natural gas equipment selection
within the building environment. As such, the messaging to this group is more specific and
focused on the goal of adding and retaining customers by promoting familiarity and the adoption
of natural gas and natural gas appliances.

Stakeholder Engagement

FEI recognizes that key stakeholders in the attraction and retention of customers includes
customers themselves, builders, developers, HVAC contractors, manufacturers, distributors,
municipal staff and other industry stakeholders that play a large role in energy choices both for
new construction and existing buildings. Increased spending in this area will focus on increased
dialogue and sessions to educate on the role gas will continue to play in the low carbon
economy and the many natural gas solutions and technologies available to meet their energy
needs. This activity will assist with all areas of attracting new natural gas connections, achieving
conversions to natural gas, and retaining existing natural gas customers.

Over the term of the MRP, FEI will continue to focus on growing and retaining its customer base
despite the more challenging operating environment. These activities will play a key role in
helping mitigate some of the emerging pressure on FEI’s ability to attract and retain customers
as a result of climate policies.

In response to BCUC IR 30.18.1, FEI stated the following:

FEI is also able to influence the market to adopt certain equipment or
technologies. For instance, over the Current PBR Plan period, FEI worked with
builders and developers to adopt natural gas heating equipment in their projects
and provided incentives for equipment like combi-units and wall furnaces. These
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incentives proved to be effective and the developer community has started to
embrace this equipment.

In addition, FEI's Energy Solutions team works very closely with key stakeholder
groups such as builders, developers, architects, engineers and contractors to
keep them abreast of natural gas solutions and benefits.

174.6 Please explain how the activities described in response to BCUC IR 30.18.1 are
different from the stakeholder engagement activities described in response to
BCUC IR 30.2.
Response:

The activities described in response to BCUC IR 1.30.18.1 are the same as the activities
described in response to BCUC IR 1.30.2. For added clarity:

In the response to BCUC IR 1.30.2, FEI is providing a description and breakdown of
expenses associated with the Connect to Gas umbrella.

In the response to BCUC IR 1.30.18.1, FEI describes the factors that FEI is able to influence
and how the Energy Solutions team works with builders, developers, and other
stakeholders to promote the adoption of natural gas solutions under the Connect to Gas
program.

In response to BCUC IR 30.8, FEI provided the following table:

FEI Advertising Expenditure (5 millions)
2015 2016 2017 2018 Total
$4.102 $4.264 $3.351 $6.776 $21.894

FEI further stated the following in response to BCUC IR 30.8:

2014
$3.400

These expenses include advertising for multiple areas and initiatives within FEI
such as safety, conservation and energy management, natural gas for
transportation, renewable natural gas, energy solutions (connect to gas
initiatives), and capital projects. Not all of these amounts are included in O&M.

174.7 Please clarify FEI's statement that not all of the advertising expenditures are

included in O&M.
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Response:

FEI clarifies that advertising expenditures relating to Conservation & Energy Management
(C&EM) are not included in O&M and are instead part of the DSM program expenditures.

The table below provides a breakdown of advertising expenditures attributable to O&M and
C&EM which form the “other” category. The table has been expanded to include the 2019
projected expenditure amounts.

(S millions)
O&M

2014

2413 | S

2015

3.273

$

2016

3.572

$

FEI Advertising Expense

2017

2.503

$

2018

5.369

Projected

2019
S 2.843

Total
S 19.973

CE&M

$

0.987 | S

0.829

$

0.692

$

0.848

$

1.407

S 2384

S 7.147

Total

3.400 | S

4.102

$

4.264

$

3.351

$

6.776

S 5.227

$ 27.120

174.7.1

Response:

Please refer to the response to BCUC IR 2.174.7.

As part of the above response, please further break down the table
provided in response to BCUC IR 30.8 to show how much of the annual
expenditures are attributable to O&M and how much are attributable to
other (and specify the other). Please also expand the table to include

Projected 2019 amounts.

174.8 Please provide the total amount of Advertising expenses which are proposed to
be included in FEI's Base 2019 O&M. As part of this response, please identify

and describe each category of advertising costs.

Response:

The table below provides the total amount of advertising expenses that are proposed to be
included in FEI's Base 2019 O&M“*.

45 Excludes advertising activities related to capital (i.e., DSM and Capital Projects).
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Safety $1.688
NGT $0.120
Energy Solutions(Connect to Gas) $0.785
General Communication $0.250

1 Total $2.843

2  Please see below for a brief description of these advertising categories:

3 Safety: Focuses on educating the public on key natural gas safety messages, including

4 “Call before you dig”, Gas Odour, and Emergency preparedness. Includes various mass

5 media mediums such as radio, digital, social media, events, bill inserts.

6 Natural Gas for Transportation (NGT): Educates industry, business and government on

7 the benefits of using CNG or LNG, including for marine, transit, fleet vehicles. Channels

8 include industry specific publications, digital and social media.

9 Energy Solutions: Focuses on the benefits of natural gas for space and water heating,
10 through the Connect to Gas campaign primarily in Vancouver Island, Squamish, Whistler
11 and the Lower Mainland. Channels used include print, digital, radio, social, bill inserts.
12 General Communications: This includes building and sharing awareness of the services
13 and products FortisBC provides to British Columbians. Local Chambers, Board of
14 Trades, Indigenous Relations publications, industry associations etc. are examples of
15 some of the channels used to reach a broad audience.

16

17

18

19 In response to BCUC IR 30.26, FEI stated the following:

20 The Digital Advisor, Communications Writer/ Researcher and Digital
21 Communications Advisor requests relate to three incremental positions. This was
22 initially contracted out to consultants to help manage work peaks, but with
23 increased requirements, FEI plans to add incremental resources and bring this
24 expertise in-house at the same time in order manage the workflow.

25 In response to BCUC IR 30.2, FEI provided the following details of the changes from
26 year to year related to In-house Resources (digital communications) to Address

27 Customer Preferences:
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s In 2014 and 2015, the cost includes one contract writer, and not full-time capacity;

« In 2016 and 2017, FEI experienced an increase in demand for communications services
and used two writers almost at full-time capacity;

* In 2018, FEI had three writers at full-time capacity; and

« The 2019 proposed incremental funding of $0.160 million supports the additional of a
Digital Advisor and a Communications Writer / Researcher to continue to meet the
growing demand for digital communications with our customers.

174.9 Please explain if, commencing in 2016, the writers FEI referred to in the above
preamble were consultants or were in-house employees.

Response:

FEI confirms that the writers referred to in the above preamble were consultants. FEI used the
term “In-House Resources” to highlight that the proposed incremental funding is for in-house
resources, but recognizes that for the years 2014 through Base 2019, the resources were not in
fact “in-house”.

174.10 Please clarify if the historical In-house Resources (digital communications) O&M
provided in response to BCUC IR 30.2 (i.e. $0.051 million, $0.072 million, $0.125
million, $0.271 million and $0.271 million for years 2014 through 2018,
respectively) includes the consultant costs.

Response:

FEI confirms that the costs noted in the preamble are inclusive of 100 percent of the costs for
consultants to perform the work. Until 2019, all of the work was performed by consultants.

In-house Resources

(digital communications) 2014 2015 2016 2017 2018
Consultants $0.051 | $0.072 | $0.125 $0.271 | $0.271

174.10.1If yes, please provide the amount for each year which was attributable
to consultants and the amount that was attributable to other costs, such
as FEI employees or non-labour costs.
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1 Response:

2  Please refer to the response to BCUC IR 2.174.10.

3

4

5

6 174.10.2 If no, please explain in detail what the historical amounts were related
7 to and please provide the annual costs related to consultants for the
8 services described in response to BCUC IR 30.2 (as provided in the
9 above preamble).
10

11  Response:
12  Please refer to the response to BCUC IR 2.174.10.

13
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175.0 Reference: FEIBASE O&M

Exhibit B-10, BCUC IR 30.9, 31.3, 31.4; Exhibit B-1, pp. C-30 - C-31,
C-33

New Funding for MRP Term — Engagement

On pages C-30 and C-31 of the Application, FEI describes its incremental funding
request of $0.600 million for advertising under the Connect to Gas program.

On page C-33 of the Application, FEI describes its incremental funding request of $2
million for “Raising Awareness for Consumers in a Lower Carbon Future.”

In response to BCUC IR 31.3, FEI stated the following:

...the Connect to Gas initiative includes the range of activities that FEI
undertakes to attract and retain its customers, whereas the incremental funding
request for increasing awareness of the role of natural gas within a lower carbon
economy supports communication of a much broader message to the public
similar to public safety and energy efficiency messages. These messages speak
to the benefits of natural gas in today’s competitive, low carbon economy,
including its contribution to lowering costs and emissions through applications
like natural gas for transportation, renewable natural gas, liquefied natural gas,
compressed natural gas, as well as for home heating.

In response to BCUC IR 31.4, FEI further stated that “these are two different programs
and are targeted at different audiences. Therefore, the two programs require the
development of separate content, separate communications streams, events,
workshops, sponsorships and advertising targeted at different audiences.”

In response to BCUC IR 30.9, FEI described the planned Connect to Gas advertising,
including the following three campaigns: (i) Cooking with Gas, (ii) Energy Literacy, and
(iii) Conversion. FEI also stated that it “plans to take a broader provincial approach to
promoting natural gas, and as part of that, expand to channels such as TV to reach a
broader audience.”

175.1 Please explain in detail the different audiences that the Connect to Gas
advertising and the Raising Awareness for Consumers in a Lower Carbon Future
advertising are targeting.

Response:

Connect to Gas advertising predominantly focusses on builders, developers, architects,
engineers, equipment manufacturers, and contractors to promote the adoption of natural gas
appliances and solutions in homes and businesses.
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In contrast, Raising Awareness in a Low Carbon Future advertising targets British Columbians
in general within FEI's entire service territory, and relates to an integrated, mass
communications approach. This includes homeowners, businesses, industry, government
officials, and current and potential new customers. The communication channels chosen will
depend upon the approved funding; however, the goal is to develop a creative concept that will
be conveyed through the use of multiple channels including TV, social media, web, print
(newspapers, direct mail), radio, out of home (e.g., billboards) and digital.

175.2 Please explain why it is not reasonable to expect that through the expansion of
advertising channels in both areas of advertising there would be an overlap in
messaging to customers.

Response:

FEI believes that overlap between the two programs will be minimal as the targeted audience
for Connect to Gas is specific as is the messaging. The Connect to Gas audience is largely
technology focused and influences natural gas equipment selection within the building
environment. As such, the messaging to this group is more specific and focused on the goal of
adding and retaining customers by promoting familiarity and the adoption of natural gas and
natural gas appliances.

In contrast, Raising Awareness in a Low Carbon Future will be about raising public awareness
of the role of natural gas and natural gas infrastructure in a lower carbon environment. FortisBC
has a significant role to play in helping the Province deliver on its climate and energy goals. Our
goal is to provide leadership in delivering safe, reliable and cost-effective energy while providing
innovative solutions to climate change challenges. To show how natural gas advances climate
goals and that natural gas can effectively, sustainably and affordably reduce carbon emissions.
This will include sharing information about how FortisBC is committed to climate action: RNG,
NGT, LNG and seeking new innovative technologies. The aim is to establish greater
recognition amongst British Columbians about the benefits of natural gas as an energy source
and its many roles economically, socially and environmentally that are beyond messaging for
benefits for cooking and heating with natural gas.

While there could be potential for spillover in certain respects, advertising related to Raising
Awareness of a Lower Carbon Future will be complementary. FEI intends to manage the
potential for duplication by ensuring the programs do not speak to the same message and that
they remain separate and focused on meeting their objectives.
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175.3 Please explain why FEI is not able to combine some of the advertising efforts in
the areas of Connect to Gas and Raising Awareness for Consumers in a Lower
Carbon Future in order to reduce the incremental advertising costs.

Response:

FEI does not believe it is feasible to combine these advertising initiatives because, as noted in
the responses to BCUC IRs 2.175.1 and 2.175.2, the target audience and messaging for both
advertising initiatives are distinct and there is minimal overlap expected given their distinct
purposes.

175.4 In a level of detail similar to FEI's response to BCUC IR 30.9, please provide a
breakdown and description of the planned advertising activities for Raising
Awareness for Consumers in a Lower Carbon Future for, at minimum, the
upcoming 2020 year.

Response:

FEI has not yet determined all the planned advertising activities for the Raising Awareness for
Consumers in a Lower Carbon Future campaign as channels chosen will depend on the
approved funding. The Raising Awareness in a Low Carbon Future Campaign will be an
integrated mass communications approach in order to reach British Columbians, specifically
within our entire service territory. As discussed previously, the goal of this initiative is to help
British Columbians understand the role of natural gas in a lower carbon economy, as opposed
to educating British Columbian’s about specific natural gas applications such as cooking and
heating. The urgency to define the role of the gas system in a low-carbon future has intensified
with a growing trend of municipalities, and even now the government of Canada, making
declarations of a climate emergency and pledging to take more drastic action to reduce carbon
emissions. As such, it is crucial that we show how natural gas advances climate goals and that
natural gas can effectively, sustainably and affordably reduce carbon emissions.

For the MRP term, targeted audiences will include homeowners, business and industry,
government officials, potential customers as well as current natural gas customers. The goal will
be to develop a creative concept that will be conveyed through the use of TV, social media,
web, print (newspapers, direct mail), radio, out of home (ie., billboards) and digital.
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176.0 Reference: FBC BASE O&M
Exhibit B-10, BCUC IR 29.1; Exhibit B-1-3, p. C-44
New Funding for MRP Term
In response to BCUC IR 29.1, FortisBC provided the following analysis for FEI:

Base MRP years-->

Line Particulars Reference 2019 2020 2021 2022 2023 2024
1 Formula Cost Drivers
2 CPIJAWE Assumed 2.00% 2.00% 2.00% 2.00% 2.00%
3 Productivity Factor Approved -1.10% -1.10% -1.10% -1.10% -1.10%
4 Met Inflation Factor for Costs  Line 2 +Line 3 0.90% 0.90% 0.90% 0.90% 0.90%
5
6 Customer Growth Factor Assumed 1.00% 1.00% 1.00% 1.00% 1.00%
7 50% reduction Approved -0.50% -0.50% -0.50% -0.50% -0.50%
8 Met Growth Factor Line 6+ Line 7 0.50% 0.50% 0.50% 0.50% 0.50%
9
10 Inflation Factor for O&M (1+Line 4) x (1+ Line 8) 101.40% 101.40% 101.40% 101.40% 101.40%

12 Current PBR method

13 Gross O&M (5000) Prior Yr Line 13 x Line 10 246,269 249,728 253,235 256,792 260,399 264,056
14

15 Proposed Method

16  Gross O&M Base (S000) Assumption from IR 246,269

17 AC 2019 projected 1,024,962

18  O&M per customer Prior¥r Line 18 x Line 2 240 245 250 255 260 265
19

20  Forecast of AC Prior¥rLline 20x Line 6 1,024,962 1,035,212 1045564 1,056,019 1,066,580 1,077,245
21 Gross O&M (5000) Line 18 x Line 20 246,269 253,706 261,368 269,262 277,393 285,771
22

23 Difference Line 21 - Line 13 3,978 8133 12,470 16,995 21,715

176.1 Please provide the same analysis for FBC using a 2019 Base O&M of $56.907
million (i.e. the proposed 2019 Base O&M provided in the June 21, 2019 Errata
but excluding the proposed incremental funding of $0.763 million).

Response:

FortisBC has not produced a forecast of average customer growth and inflation for years 2020
through 2024 for this Application; however, for the purpose of this question, FBC has assumed:

1 percent growth in average customers; and

An Inflation factor of 2 percent for years 2020 through 2024.

Since this analysis is prepared on a forecast basis, FBC cannot differentiate between actual and
forecast customer growth so FBC has assumed that they are the same under both scenarios
(Current PBR Plan and Proposed MRP funding mechanisms). Therefore, the only differences
between the two scenarios below are the elimination of the X-factor of 1.03 percent and the
elimination of the 50 percent reduction in the growth factor. FBC has provided the requested
analysis below:
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Base MRP years-->
Line Particulars Reference 2019 2020 2021 2022 2023 2024

1 Formula Cost Drivers
2 CPI/AWE Assumed 2.00% 2.00% 2.00% 2.00% 2.00%
3 Productivity Factor Approved -1.03% -1.03% -1.03% -1.03% -1.03%
4 NetInflation Factor for Costs Line 2 +Line 3 0.97% 0.97% 0.97% 0.97% 0.97%
5
6  Customer Growth Factor Assumed 1.00% 1.00% 1.00% 1.00% 1.00%
7  50% reduction Approved -0.50% -0.50% -0.50% -0.50% -0.50%
8 Net Growth Factor Line 6+Line 7 0.50% 0.50% 0.50% 0.50% 0.50%
9
10 Inflation Factor for O&M (1+Line 4) x (1 +Line 8) 101.47%  101.47%  101.47%  101.47%  101.47%
11
12 Current PBR method
13 Gross O&M (S000) Prior Yr Line 13 x Line 10 56,907 57,746 58,598 59,462 60,339 61,229
14
15 Proposed Method
16  Gross O&M Base ($000) Assumption from IR 56,907
17 AC 2019 projected 138,649
18 O&M per customer Prior Yr Line 18 x Line 2 410 419 427 436 444 453
19
20 Forecast of AC Prior Yr Line 20x Line 6 138,649 140,035 141,436 142,850 144,279 145,721
21  Gross O&M (S000) Line 18 x Line 20 56,907 58,626 60,396 62,220 64,099 66,035
22

1 23 Difference (5000) Line 21 - Line 13 879 1,798 2,758 3,760 4,806
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No. 2
1 177.0 Reference: FBC BASE O&M
2 Exhibit B-7, CEC IR 43.4; FBC Application for a CPCN for the Grand
3 Forks Terminal Station Reliability Project, Order C2-19 and Decision
4 dated July 25, 2019
5 Grand Forks Terminal Station Reliability Project CPCN
6 In response to CEC IR 43.4, FBC confirmed that subsequent to the approval of the
7 Grand Forks Terminal Station Reliability Project CPCN application, it would reduce
8 FBC’s Base O&M by $0.089 million (in $2021).
9 On July 25, 2019, the BCUC issued its decision and Order C-2-19 approving the Grand
10 Forks Terminal Station Reliability Project CPCN application.
11 177.1 Please confirm, or explain otherwise, that FBC intends to file an evidentiary
12 update which will reduce FBC’s Base O&M as described in response to CEC IR
13 43.4. If confirmed, please explain when this update will be filed.
14

15 Response:

16 FBC believes that an evidentiary update is not required at this time. The Application will
17  determine Base O&M for 2020 and the future escalation of the 2020 Base. As identified in the
18 response to CEC IR 1.43.4, the reduction in Base O&M due to the salvage of the transmission
19 lines is expected to occur beginning in 2021. FBC intends to include the reduction to Base
20 O&M inits annual review materials for 2021 rates.

21
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1 178.0 Reference: FBC BASE O&M

2 Exhibit B-10, BCUC IR 36.2, 36.4, 36.5, 36.8

3 Adjustments — Mandatory Reliability Standards (MRS)

4 In response to BCUC IR 36.2, FBC provided the following breakdown and description of
5 actual MRS O&M (excluding incremental and Z-Factor O&M):

2014 2015 2016 2017 2018 2019P

Base O&M
Labour S 1,684 S 1,460 S 1,439 S 1566 S$ 1,706 S 1,863
Non-Labour 471 535 533 457 391 302
Total 2,156 1,995 1,972 2,023 2,097 2,165

Labour includes FortisBC employee wages while Non-Labour includes costs related to
contractors, consultants, staff expenses, etc.

6
7 178.1 Please provide the number of FTEs included in each year’s labour O&M shown
8 in the above table and provide a detailed description of the titles and positions
9 that make up the annual labour. Please also provide a detailed description of the
10 activities performed by each FTE.
11

12 Response:

13 The MRS budget captures FBC’s effort to comply with MRS standards beyond what was
14  required prior to their introduction as explained and approved in previous proceedings. The
15  work required spans eleven different departments to varying degrees. FBC has set up a model
16  which fosters a culture of compliance and, in turn, ensures the reliability of the system. Further,
17  the activities are completed by the resources available at the time so activities cannot always be
18 delineated by specific FTE roles. Finally, changes in standards occur through the annual
19  Assessment Review process, leading to changes in activities.

20  However, the following is a list of positions in the MRS department grouped by standards they
21  support. The other departments are Engineering, System Planning, System Control Centre,
22  Construction & Maintenance, Station Maintenance, Generation, Vegetation Management,
23  Human Resources, Facilities, Security and Information Systems. These departments engage in
24 activities to support the standards which vary in activity and level of effort.

Critical Infrastructure & Operations & Planning

Protection Standards Standards MRS Support

2014 | e« Compliance Manager (2) | e Senior Engineer, Compliance e Manager, Assets & Compliance

e Technical Analyst e Engineer, Operations ¢ Project Manager, Reliability and
e Systems Analyst ¢ Engineer, Protection & Control Compliance
« Supervisor, SCC Training & » Compliance Analyst

Compliance e Compliance Coordinator
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Critical Infrastructure &

Operations & Planning

Year Protection Standards Standards MRS Support
2015 | e« Compliance Manager (2) | e Senior Engineer, Compliance e Manager, Assets & Compliance
e Technical Analyst ¢ Engineer, Operations ¢ Project Manager, Reliability and
e Systems Analyst « Engineer, Protection & Control Compliance
e Supervisor, SCC Training &  Compliance Analyst
Compliance e Compliance Coordinator
2016 | ¢ Compliance Manager (2) | e Senior Engineer, Compliance e Manager, Assets & Compliance
e Technical Analyst e Engineer, Operations ¢ Project Manager, Reliability and
e Systems Analyst ¢ Engineer, Protection & Control Compliance
« Supervisor, Operations e Compliance Analyst
Support & Compliance e Compliance Coordinator
2017 | e« Compliance Manager ¢ Senior Engineer, Compliance e Manager, Assets & Compliance
e Compliance Process ¢ Engineer, Operations ¢ Project Manager, Reliability and
Specialist « Engineer, Protection & Control | Compliance
e Technical Analyst « Supervisor, Operations e Compliance Analyst
e Systems Analyst Support & Compliance e Compliance Coordinator
2018 | e« Compliance Manager e Senior Engineer, Compliance e Manager, Assets & Compliance
e Compliance Process ¢ Engineer, Operations ¢ Project Manager, Reliability and
Specialist « Engineer, Protection & Control | Compliance
e Technical Analyst « Supervisor, Operations e Compliance Analyst
e Systems Analyst Support & Compliance e Compliance Coordinator
2019F | e« Compliance Manager e Senior Engineer Compliance e Manager, Assets & Compliance
e Compliance Process ¢ Engineer, Operations ¢ Project Manager, Reliability and
Specialist « Engineer, Protection & Control | Compliance
e Technical Analyst « Supervisor, Operations e Compliance Analyst
e Systems Analyst Support & Compliance e Compliance Coordinator

Critical Infrastructure & Protection (CIP) standards focus on physical and cyber security,
protection of information, control and logging as well as monitoring systems. This group also
supports the Operations & Planning group as well as other department for non-MRS related

activities.

Operations & Planning standards focus on non-CIP standards and address areas such as
emergency operations, real time operations, protection and control, planning, maintenance,
generation, communications, interaction with other entity interactions, personnel training, etc.
This group also supports the CIP group as well as other department for non-MRS related

activities.

MRS Support function provides oversight and support for the various groups activities related to
MRS. This group also supports other department for non-MRS related activities.

The average FTE equivalent for each year’s labour O&M identified is as per below.
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Year 2014 2015 2016 2017 2018  2019P

Ave. FTE 10 9 9 9 10 10

178.2 For each year in the above table, please provide the number of contractors and
consultants utilized and describe the activities performed by each contractor and
consultant in detail.

Response:

Below is a table identifying the approximate number of contractors/consultants utilized each
year.

Contractors/Consultants per Year

2014 2015 2016 2017 2018 2019P

The work performed by these groups varies each year depending on the type of work required
and availability of internal resources. However, contractors/consultants typically provide legal
support, technical expertise on specific standards, support in gathering of evidence, support of
training programs, risk assessments and vendor support.

In response to BCUC IR 36.4, FBC provided the following tables:

Table 1: FBC Incremental MRS O&M Expense 2014-2019P ($000s)

2014 2015 2016 2017 2018 2019P
Forecast O&M - Compliance Audits

Forecast $ - § 3% S$ - $ - $ 30 S
Actual - 375 - - 341
Z-Factor - Assessment Report No. 8
Forecast - - 455 50 540 540
Actual - - 464 53 532 540
Z-Factor - Assessment Report No. 10
Forecast - - - - 180 400
Actual - - - - 151 400
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Table 2: FBC Incremental MRS Capital Expenditures 2014-2019P ($000s)

2014 2015 2016 2017 2018 2019P
Z-Factor - Assessment Report No. 8

Forecast s - s - s - $ 1,350 S 50 $ 80

Actual - - - 1,371 72 80
Z-Factor - Assessment Report No. 10

Forecast - - - - - 2,700

Actual - - - - - 2,700

In response to BCUC IR 36.5, FBC provided the following table showing the forecast
capital expenditures associated with Assessment Report No. 8 (AR8) and Assessment
Report No. 10 (AR10) over the period 2020-2024:

2020 2021 2022 2023 2024
Z-Factor - Assessment Report No.8 $ 108 S 109 S 768 S 55 S 87
Z-Factor - Assessment Report No. 10 97 98 99 99 544
Total $§ 205 $ 207 S 87 S 154 $ 631,

Expenditures are higher in 2022 for AR8 and in 2024 for AR10 because of infrastructure
replacement which occurs at five-year intervals, similar to other IS systems.

178.3 With regard to the Actual Compliance Audit O&M incurred in 2015 and 2018 (as
shown in Table 1 of BCUC IR 36.4), please provide a detailed explanation and
breakdown of these costs.

Response:

FBC incremental costs related to triennial audits are included in forecast O&M Expense (i.e.,
outside of formula O&M). For clarity, these costs do not include internal labour costs (regular
labour) embedded in Base O&M. Rather, only incremental labour costs arising from paid
overtime, backfilling of positions, and positions normally charged to capital projects or capital
loading pools is included in these audit costs. Incremental non-labour costs include contractors,
consultants, and other incremental expenses.

The breakdown of the audit costs for 2015 and 2018 are:

Audit Year ($ thousands)

2015 2018
Labour $ 320 | $ 264
Non-Labour | $ 55| % 77
Total $ 375 | $ 341
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No. 2

178.3.1 As part of the above response, please explain if the work performed

Response:

related to the audits was done by existing FBC employees or
contractors/consultants (or a combination). If some or all of the work
was performed by existing FBC employees, please explain why the
O&M costs were considered “incremental”.

Please refer to the response to BCUC IR 2.178.3.

178.4 Please provide the frequency of MRS Compliance Audits and how many audits
FBC anticipates during the proposed MRP term.

Response:

The compliance audit cycles are defined by Section 2.1 of the Compliance Auditing Program
(Appendix 2 to the Rules of Procedure for Reliability Standards in British Columbia). FBC'’s
audit cycle is every three years per Section 2.1.2. The next scheduled audits will occur in 2021

and 2024.

178.5 With regard to the ARS8 costs provided in the above tables, please provide the
following information:

20.0

21.0

22.0

23.0

. A detailed breakdown and explanation of the one-time O&M costs
incurred in 2016 and 2017,

. A detailed breakdown and explanation of the one-time Capital
costs incurred in 2017;

. A detailed breakdown and explanation of the ongoing O&M costs
incurred in 2018 and 2019, including a detailed explanation as to why
these incremental costs are required on a go-forward basis; and

. A detailed breakdown and explanation of the ongoing Capital
costs incurred in 2018 and 2019, including a detailed explanation as to
why these incremental costs are required on a go-forward basis.
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Response:

The requested information regarding ARS8 costs is provided below:

ARS8 O&M Expense

One-Time Ongoing
($ thousands)
2016 2017 2018 2109P
Labour $ 157 $ 10 $ 375 $ 469
Non-Labour 307 43 157 71
Total $ 464 % 53 $ 532 $ 540

Labour includes incremental employee wages. Non-Labour includes costs related to
contractors, consultants, and incremental expenses.

One-time O&M Expenses were related to FBC’'s evaluation and implementation of
additions/changes to procedures and processes to comply with the standards that came into
effect in 2016. This included changes such as modifying the protection testing and
maintenance program, training documents, and updating processes/procedures as required. In
addition, FBC assessed and determined the detailed scope and strategy required to implement
additions/changes to meet the effective dates of all the standards defined by Order R-38-15 in
order to meet the timelines required. The work was primarily focused on version 5 of the CIP
(CIP v5b) standards and included evaluating such things as physical and cyber security controls,
continuous monitoring, change management and vulnerability assessments. It also included
reviewing industry practices, assessing available market solutions and determining the
appropriate solutions to meet the requirements for FBC assets.

Ongoing annual costs include ongoing efforts to support and maintain processes and systems
that address physical and cyber security controls, continuous monitoring, change management,
patch management and vulnerability assessments. The effort is primarily labour and annual
licensing fees required to maintain compliance with CIP v5.

ARS8 Capital Expenditures

One-Time Ongoing
($ thousands)
2016 2017 2018 2109P
Labour $ - $ 276 % 5 % 10
Non-Labour - 1,095 67 70
Total $ - $ 1371 % 72 3 80
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Response:
28

29 AR10 O&M Expense

30

incremental
contractors, consultants, and incremental expenses.

employee wages. Non-Labour includes costs related to

One-time capital expenditures in 2017 included adding hardware and software systems to

These expenditures were necessary to meet requirements of the new

standards and are related to tasks such as continuous monitoring, change management,
vulnerability assessment and cyber security controls.

Ongoing capital costs are required to support the infrastructure that was required for CIP v5
such as annual software upgrades for maintaining support and avoiding potential security,
productivity and reliability issues. It also includes leveraging new functionality and features
available that the vendors have developed through continued investment in their products.

178.6 With regard to the AR10 costs provided in the above table, please provide the
following information:

. A detailed breakdown and explanation of the one-time O&M costs
incurred in 2018 and 2019 (projected);

. A detailed breakdown and explanation of the one-time Capital
costs incurred in 2019 (projected);

. A detailed breakdown and explanation of the anticipated ongoing
O&M costs starting in 2020, including a detailed explanation as to why
these incremental costs are required on a go-forward basis; and

. A detailed breakdown and explanation of the anticipated ongoing
Capital costs starting in 2020, including a detailed explanation as to why
these incremental costs are required on a go-forward basis.

The requested information regarding AR10 costs is provided below:

One-Time Ongoing
($ thousands)
2018 2019P 2020F
Labour $ 72 $ 350 $ 750
Non-Labour 79 50 250
Total $ 151 $ 400 $ 1,000
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Labour includes incremental employee wages. Non-Labour includes costs related to
contractors, consultants, and incremental expenses.

The one-time O&M costs for 2018 were primarily required for assessing and determining the
strategy and detailed scope to comply with the revised standards, which includes: performing
real-time pre- and post-contingency assessments every 30 minutes, meeting outage
coordination requirements, implementing outage scheduling timelines and next day studies, and
development of an operating plan to address all the above tasks. It also included fault level and
breaker rating studies as well as testing of pressure relief devices and breaker close
functionality.

The one-time O&M costs for 2019 are primarily for resource additions in System Operations that
will be required to ensure full compliance by October 1, 2020. The resources require significant
development and training to be fully functional in performing real-time pre- and post-contingency
assessments every 30 minutes, meeting outage coordination requirements, and implementing
outage scheduling timelines and next day studies by the effective date.

Ongoing annual costs include ongoing efforts to support and maintain processes and systems
that address Real Time Contingency Analysis (RTCA) software, outage coordination tool to
comply with Reliability Coordinator (RC) processes, operational planning analysis and (daily)
assessments. The infrastructure will be required to be within the boundaries of and integrated
with the SCADA network, so all Critical Infrastructure and Protection standards apply.

AR10 Capital Expenditures

One-Time Ongoing
($ thousands)
2019P 2020F 2020F
Labour $ 530 $ - $ 10
Non-Labour 2,170 - 87
Total $ 2,700 $ - $ 97

Labour includes incremental employee wages. Non-Labour includes costs related to
contractors, consultants, and incremental expenses.

One-time capital expenditures are required to purchase and install the necessary hardware and
software systems (including backup) and resources to meet the requirements of AR10. This
includes RTCA software, outage coordination tool to comply with RC processes, operational
planning analysis and (daily) assessments. The infrastructure will be required to be within the
boundaries of and integrated with the SCADA network.
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Ongoing capital costs are to support of the infrastructure that was required for AR10 such as
annual software upgrades for maintaining support and avoiding potential security, productivity
and reliability issues. It also includes leveraging new functionality and features available that the
vendors have developed through continued investment in their products.

178.7 Please provide a detailed discussion as to why the MRS Assessment Reports
result in additional O&M and Capital cost requirements for FBC.

Response:

Assessment reports identify a new standard, retirement of a standard or changes to a standard
that have occurred from the previous year. Pursuant to the UCA section 125.2 and the
Mandatory Reliability Standards Regulation (BC Reg. 32/2009), BC Hydro is required to provide
to the BCUC a report assessing new MRS for adoption in BC within a year of their adoption in
the USA. Once accepted by the BCUC for adoption in the province, compliance is mandatory.

Additions or changes to standards have required additional effort to meet the requirements. For
example, new or modified standards, depending on their nature, can result in the need to
implement new systems and processes requiring capital investment and increased resources to
support those investments and processes. Assessment Reports No. 8 and No. 10 have both
resulted in increased capital and operating expenditures.

Retirement of standards are typically administrative changes and occur because they have
been combined with other standards and do not result in any reduction of effort.

Since the beginning of the MRS Program in BC, the number of standards, and the effort to meet
the requirements, has increased. Please also refer to the response to BCUC IRs 2.178.5 and
2.178.6 which describe the incremental efforts and costs associated with Assessment Reports
No. 8 and 10. FBC also incurred incremental costs resulting from the adoption of other MRS,
which were absorbed in its formula O&M Expense and did not result in incremental revenue
requirements under the Current PBR Plan.

In response to BCUC IR 36.8, FBC stated the following:

The costs of complying with existing MRS are not subject to uncertainty or
variability to the same degree as the costs of integrity digs; therefore, there is no
reason to exclude these costs from index-based O&M Expense...For clarity,
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FortisBC is proposing to forecast annually any incremental O&M and capital
costs it incurs in complying with_new or amended MRS requirements...

...Excluding portions of O&M from the indexing mechanism weakens the Utilities’ ability
and incentives to efficient management of expenses and also reduces the amount of
indexed O&M Expense eligible for earnings sharing to the benefit of customers.

178.8 Please discuss whether allowing flow-through treatment of a portion of MRS-
related costs (i.e. the costs to comply with new or amended MRS requirements)
while including the remainder of costs in the index-based formula expenses
might weaken FBC’s incentives to efficiently manage its costs. For instance,
please discuss whether, as a result of FBC being approved to treat new or
amended MRS requirement costs as flow-through, when such new or amended
requirements arise, FBC would not have an incentive to first assess whether the
costs could be managed within formula O&M through increased efficiency efforts.

Response:

No, the proposed treatment does not weaken FBC’s incentives to efficiently manage its MRS-
related costs. The inclusion of compliance with existing MRS standards within index-based
O&M expense incents the utility to find efficiencies for the majority of its MRS-related expense.
Requiring FBC to forecast and include in Base O&M the unknown future costs of new and
amended standards which could not reasonably have been known or quantified when setting
the Base O&M Expense would be unfair and counter to the framework of the proposed MRP.
Further, FBC as a matter of course evaluates all new O&M cost pressures, including non-MRS
costs, to determine whether those costs can be managed within the indexed O&M envelope.
The BCUC also has an opportunity to evaluate the costs to comply with new or amended MRS
requirements in the Annual Review.

Incremental MRS compliance costs arising from new or amended standards are consistent with
exogenous factor treatment although FBC is not proposing to apply for exogenous treatment in
each case, as explained in the response to BCUC IR 1.36.6:

Incremental MRS compliance costs are triggered by BCUC orders adopting new, or amending,
MRS for BC. Since the procedure for adoption of new standards is well established and well
understood, FBC does not believe it is necessary to revisit the appropriateness of the flow-
through treatment on each occasion by applying for exogenous factor treatment.

178.8.1 As part of the above response, please discuss whether the incentive
properties of the proposed indexed-based O&M would be increased if
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FBC were required to manage all of its MRS-related costs within the
approved formula, including any incremental costs which may arise

from new or amended MRS requirements.

Response:
Please refer to the response to BCUC IR 2.178.8.
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1 179.0 Reference: FBC BASE O&M
2 Exhibit B-10, BCUC IR 37.1; Exhibit B-1, p. C-46
3 Deferrals — Manual Meter Reading Costs
4 On page C-46 of the Application, FBC states that it proposes to include the cost of
5 manual meter reading in the 2019 Base O&M and that the revenue from the manual
6 meter read fees will be recorded in Other Revenues.
7 In response to BCUC IR 37.1, FBC provided the following table:
AMI Radio-off Expense and Revenue, 2014-2019P ($000s)
2015 2016 2017 2018 2019P
Expense $ 40 $ 327 $§ 315 § 252§ 180
Revenue (42) (273) (247) (230)  (180)
Net Expense (Rewenue) $ 2) $ 53 § 68 % 2 3 -
8
9 179.1 Please explain why FBC does not propose to include the net manual meter
10 reading expense in the 2019 Base O&M (i.e. an amount of 0) as opposed to
11 recording the expense portion in the 2019 Base O&M and forecasting the
12 revenue portion annually as part of Other Revenue.
13
14  Response:
15 The one-time radio-off charge, as well as the per-read fee charged to customers for manual
16  meter reading, are tariff revenues which are classified as revenue under accepted regulatory
17  practices for electric utilities (and for gas utilities). This is the same classification as late
18 payment charges and connection fees.
19  Additionally, the expenses incurred by FBC that are associated with manual meter reading are
20  Dbetter included as part of the 2019 Base O&M, subject to indexing, whereas the revenues
21  collected from radio-off customers are reviewed and approved in rate design or other tariff-
22 setting applications. Service-related tariff items, such as connection and reconnection charges,
23  meter testing, etc., are not subject to annual rate changes. It would therefore be incorrect to
24  escalate meter read fees annually by including them in indexed O&M Expense.

25
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E. CAPITAL EXPENDITURES

180.0 Reference: CAPITAL EXPENDITURES
Exhibit B-1, Section C3
Capital Expenditures Overview

180.1 Please provide a table, in a similar format to the table below, comparing FEI's
actual capital expenditures for each capital category during the Current PBR Plan
and the forecast capital expenditures for the proposed MRP.



& FORTISBC

FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)

Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the
Application)

Submission Date:
September 16, 2019

Response to British Columbia Utilities Commission (BCUC) Information Request
No. 2

(IR) Page 193

Current PBR

Proposed MRP

2014 2015 2016 2017 2018 2019 | 2020 2021 2022 2023 2024

GROWTH CAPITAL

CIAC

required]

New Customer Mains

New Customer Services

New Customer Meters

[Include categories as

Growth Capital Total

SUSTAINMENT CAPITAL

Reliability

Integrity

(BP)

CIAC

required]

Total

Customer Measurement
Transmission System
Reliability & Integrity
Distribution System

Distribution System

System Improvements

[Include categories as

Sustainment Capital

OTHER CAPITAL

Equipment

Facilities

required]

Information Systems

[Include categories as
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Current PBR

Proposed MRP

2014 2015 2016 2017 2018 2019 | 2020 2021 2022 2023 2024

Other Capital Total

MAJOR PROJECTS

[Include categories as
required]

Major Projects Capital
Total

Annual Total

Term Total

Response:

Please refer to the table below, comparing FEI's actual capital expend

itures for each capital

category during the Current PBR Plan and the forecast capital expenditures for the Proposed

MRP. Since FEI does not have a Growth Capital forecast or a forecast

of customer additions

for the MRP period, for the purposes of generating a Growth Capital expenditure forecast, FEI
started with the 2019 proposed Base amounts for each of the Growth Capital categories and

assumed a 2 percent inflation and a fixed high level estimate of an
Additions.

nual Gross Customer
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CURRENT PBR PROPOSED MRP
2016 2017 2018 2019 2019 Unit
Growth Capital Actual Actual Actual  Projection | Cost Base
New Customer Mains 8,420 13,752 12,823 16,467 24,494 31,247 1,016 18,395 18,763 19,138 19,521 19,911
New Customer Services 24,675 30,064 31,246 39,149 53,993 44,752 2,486 45,015 45,915 46,834 47,770 48,726
New Customer Meters 1,583 1,960 3,430 3,927 4,397 4,215 230 4,157 4,240 4,325 4,411 4,499
System Improvements (DP) 214 3,868 3,945 4,024 4,104 4,187
CIAC (3,757) (2,805) (2,505) (2,770) (2,529) (2,742) (135) (2,445) (2,494) (2,544) (2,595) (2,647)
Total Growth (Net) 30,920 42,971 44,994 56,773 80,354 77,472 3,811 68,989 70,369 71,776 73,212 74,676
Base Growth Unit Cost (Net) 3,811 3,887 3,965 4,044 4,125 4,208
Gross Customer Additions 17,750 17,750 17,750 17,750 17,750
SwstaiomemtCapital
Customer Measurement 24,375 28,516 30,140 31,485 33,271 30,837 30,559 31,328 31,781 32,461 32,979
Transmission System Reliability & Integrity 22,043 30,409 31,738 37,596 39,095 42,301 42,213 37,599 41,021 45,792 47,355
Distribution System Reliability 11,195 12,622 11,260 14,667 13,253 10,295 14,539 12,402 19,224 12,486 22,031
Distribution System Integrity 29,635 15,676 17,378 20,722 25,158 22,960 24,219 31,615 25,080 28,924 22,168
System Improvements (DP) 2,439 5,723 2,953 3,566 4,433 2,793
Sustainment CIAC (1,882) (3,530) (3,799) (3,844) (4,077) (4,118) (3,902) (3,902) (3,902) (3,902) (3,902)
Total Sustainment Capital 87,806 89,417 89,669 104,192 111,132 105,069 107,628 109,042 113,205 115,761 120,631
Other Capital
Equipment 8,242 7,319 7,706 12,611 15,990 13,156 15,106 13,378 12,288 12,100 12,110
Facilities 4,062 2,473 3,632 5,023 5,254 5,020 6,356 7,977 5,760 6,803 5,636
Information Systems 23,366 14,639 17,638 22,585 22,753 26,517 28,308 28,561 28,426 27,500 27,605
Total Other Capital 35,670 24,430 28,977 40,219 43,997 44,693 49,770 49,916 46,474 46,403 45,351
Major Projects
CPCN Huntingdon Control Station 5,777 628
Tilbury 1B Expansion (OIC) 1,448 10,797 36,667 64,563 1,003 1,062 1,124
Tilbury LNG Plant (OIC) 141,839 181,233 80,772 50,504 5,691 8,376 109 17,382
Lower Mainland System Upgrade (OIC) 1,699 8,449 19,453 115,667 18,568 1,843
CPCN LMIPSU 1,269 9,074 29,523 165,534 222,850 27,500
Inland Gas Upgrades 6,641 62,217 99,311 93,483 67,377 31,164
Transmission Integrity Management Capability - 25,736 155,933 154,810 155,094
Okanagan Capacity Upgrade 1,028 4,384 41,909 107,173 7,778
Pattullo Bridge Gas Line Replacement 1,000 8,200 18,600 - - -
Southern Crossing Class Location Upgrades 200 1,500 16,000 200 -
Eagle Mountain. - Woodfibre Gas Pipeline Project 347,731
Total Major Projects 143,538 | 196,728 = 109,927 195,695 191,241 252,535 139,277 = 269,000 373,593 578,958 187,382
Annual Total 297,935 | 353,546 | 273,567 396,878 426,725 479,769 365,664 498,327 = 605,047 814,334 428,040
1 Term Total 2,228,421 2,711,413
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1 180.2 Please provide a table, in a similar format to the table below, comparing FBC’s

N

3 and the forecast capital expenditures for the proposed MRP.

actual capital expenditures for each capital category during the Current PBR Plan
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201
4

Current PBR

201 201
5 6 7

201

201
8

201
9

202
0

202

1

Proposed MRP

202 202
2 3 4

GROWTH CAPITAL

Transmission
Growth

Distribution
Growth

New Connects
CIAC

[Include categories
as required)]

Growth Capital
Total

SUSTAINMENT CAPITAL

Generation

Transmission
Sustainment

Stations
Sustainment

Distribution
Sustainment

Telecommunicatio
ns

CIAC

[Include categories
as required]

Sustainment

202




& FORTISBC

1
2

3

Application)

FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively FortisBC)
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 (the

Submission Date:
September 16, 2019

No. 2

Response to British Columbia Utilities Commission (BCUC) Information Request (IR)

Page 198

201
4

201
5

Current PBR

201 201
6 7

201
8

201
9

202
0

Proposed MRP

202 202 202 202

1

2 3 4

Capital Total

OTHER CAPITAL

Equipment
Facilities

Information
Systems

[Include categories
as required]

Other Capital
Total

MAJOR PROJECTS

[Include categories
as required]

Major Projects
Capital Total

Annual Total

Term Total

Response:

Please refer to the table below.
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1

Current PBR Proposed MRP

2016 2017 2018 2019P 2021 2022 2023 2024

Growth Capital
Transmission Growth 377 4,224 62 2,939 945 833 5,172 2,063 2,740 5,195 1,086
Distribution Growth 3,027 1,105 500 1,795 1,153 747 3,716 1,876 1,807 1,899 1,921
New Connects 15,416 15,938 14,895 17,599 21,906 15,939 18,141 19,104 19,792 19,188 20,163
CIAC (7,618)  (6,562)  (6,840) (12,143) (11,960) (7,862)] (9,831) (10,205) (10,421) (10,218) (10,771)
Subtotal, Growth Capital 11,203 14,705 8,616 10,190 12,043 9,657 17,198 12,837 13,918 16,065 12,399
Sustainment Capital
Generation 5,728 2,262 2,105 3,310 3,637 3,476 6,697 6,766 6,309 7,008 6,514
Transmission Sustainment 12,540 6,416 4,973 4,266 4,749 5,321 8,353 6,387 5,698 7,951 7,591
Stations Sustainment 10,722 4,093 2,804 5,072 4,434 5,238 13,538 13,624 5,279 3,793 15,971
Distribution Sustainment 18,089 13,290 14,202 15,320 14,004 14,835 20,337 20,338 19,542 19,990 20,353
Telecommunications 1,498 1,241 1,562 1,399 1,793 4,357 1,818 2,983 6,280 5,915 3,472
CIAC (1,349) (493)  (1,595) (389) (1,501) (1,011)] (1,276) (1,260) (1,293) (1,253)  (1,354)
Subtotal, Sustainment Capital 47,228 26,808 24,050 28,978 27,115 32,216 49,467 48,838 41,817 43,404 52,547
Other Capital
Equipment 1,744 2,132 2,536 2,636 3,099 2,638 3,407 3,338 3,274 3,681 3,388
Facilities 1,233 859 1,703 2,267 1,666 2,000 3,264 2,346 2,346 2,346 2,346
Information Systems 5,116 5,192 5,067 8,980 7,177 10,587 9,081 9,028 9,136 9,254 9,400
Subtotal, Other Capital 8,093 8,183 9,307 13,882 11,942 15,225 15,752 14,712 14,756 15,281 15,134
Major Projects
Advanced Metering Infrastructure 13,547 23,773 3,594 613 - - - - - - -
Kootenay Operations Centre 800 (23) 7,166 9,550 466 - - - - - -
UBO Old Units Refurbishment - - - 8,017 8,249 7,435 5,466 356 - - -
Ruckles Substation Rebuild - - - 3,645 2,179 -
Corra Linn Spillway Gate Replacement - - - 3,799 12,261 18,934 11,107 8,740 501 - -
Grand Forks Terminal Transformer Addition - - - - - 1,793 4,970 1,349 - - -
Kelowna Bulk Transformer Addition - - - - - - 5,556 7,250 6,633 - -
Subtotal, Major Projects 14,349 23,750 10,758 25,625 23,155 28,162 27,098 17,695 7,135 - -
Total Capital Expenditures 80,872 73,447 52,732 78,675 74,255 85,260 | 109,515 94,083 77,625 74,749 80,079
2 Term Total 445,241 436,053
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2 181.0 Reference: FEI GROWTH CAPITAL EXPENDITURES

3 Exhibit B-1, pp. C-58, C-61; Order G-156-19, Appendix B, p. 7
4 2019 Projected and Base and 2020 Forecast

5 On page C-58 of the Application, FEI provides the following table:

Table C3-1: FEI Growth Capital Expenditures 2014-2018 ($000s)'#
2014 2015 2016 2017 2018

Growth Capital Actual Actual  Actual Actual Actual
New Customer Mains 8,420 13,752 12,823 16,467 24,494
New Customer Services 24,675 30,064 31,246 39,149 53,993
New Customer Meters 1,583 1,960 3,430 3,927 4,397
System Improvements (DP) 2,439 5,723 2,953 3,566 4,433
CIAC (3,757) (2,805) (2,505) (2,770)  (2,529)
Total Growth (Net) 33,360 48,694 47,947 60,339 84,787
Gross Customer Additions 13,583 16,213 17,261 20,825 22,439
5 Growth Unit Cost (Net) 2,456 3,003 2,778 2,897 3,779,
7 On page 7 of the reasons for decision attached to Order G-156-19, the BCUC stated the
8 following:
9
10 The examination of alternative rate-setting approaches, including cost of service,
11 is an issue which can, and is, being explored in the current proceeding. The
12 Panel expects that parties will continue to pursue these issues in IR no. 2...All
13 parties are welcome to pursue any information necessary to assist the Panel in
14 making determinations regarding a potential re-basing of certain costs and an
15 appropriate approach to rate-setting.
16 181.1 Please add an additional column to Table C3-1 of the Application for Projected
17 2019 Growth Capital. Please indicate the number of months of actual results
18 which have been included in the Projected 2019 Growth Capital amounts.
19

20 Response:

21  The following table responds to BCUC IRs 2.181.1, 2.181.2 and 2.181.3. FEI has provided an
22  amended Table C3-1 below showing:

23 e The categories in which the incremental Construction Price Increases and Muster Kit &
24 Material Allocation Impacts are recorded (BCUC IR 2.181.2): To determine the inflation
25 adjustments for 2016 through 2018, FEI used each year’s annual January to December

26 CPI and AWE indices from the approved CANSIM tables. FEI then applied the 45
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percent/55 percent factors to CPI/AWE indices, respectively, to determine the actual
inflation factor for each year. These actual annual inflation factors are compounded to
derive the inflators used to inflate annual nominal dollars into 2019 dollars.

Projected 2019 Growth Capital (BCUC IR 2.181.1): The Projected 2019 Growth capital
amounts are based on actuals as at July 31 and all known and identified Large New
Customer Mains projects in the system that are scheduled to be installed in 2019. The
2019 Growth Capital unit cost is projected to be $4,674 per GCA.

Forecast 2020 Growth Capital (BCUC IR 2.181.3): In forecasting the 2020 Growth
Capital expenditures determined under a cost of service-based-rate-setting approach,
FEI used the 2019 proposed base amounts for each of the growth capital categories and
assumed a 2 percent inflation in 2020 and multiplied by the Gross Customer Additions to
derive the 2020 forecasted capital expenditures. Due to this, the forecast is identical to
that under the proposed formulaic approach.
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Constructio MUSHERIIE
2016 2017 2018 2016-2018 & Material
2014 2015 2016 2017 2018 _ : . n Price ateral  proposed 2019 2020
Actual Actual Actual Actual Actual inilation infiation infiation Average Increase 2019 Base Projection Forecast
Adj Actual* Adj Actual* Adj Actual*  (A) o ' !

New Customer Mains 8,420 13,752 12,823 16,467 24,494 13,760 17,267 25,003 18,677 2,447 (625) 20,498 31,247 18,395 | Col A+B+C
New Customer Services 24,675 30,064 31,246 39,149 53,993 33,527 41,052 55,116 43,232 5,663 1,267 50,162 47,556 45,015 | Col A+B+C
New Customer Meters 1,583 1,960 3,430 3,927 4,397 3,680 4,118 4,489 4,095 537 = 4,632 4,215 4,157 @ Col A+B+C
System Improvements (DP) 2,439 5,723 2,953 3,566 4,433 3,168 3,739 4,525 3,811 499 - 4,310 2,793 3,868 @ Col A+B+C
CIAC (3,757) (2,805) (2,505) (2,770) (2,529) (2,688) (2,904) (2,582) (2,725) - - (2,725) (2,742) (2,445)| Col A+B+C
Total Growth (Net) 33,360 48,694 47,947 60,339 84,787 51,447 63,271 86,551 67,090 9,146 642 76,877 86,664 68,989 | Col A+B+C
Gross Customer Additions 13,583 16,213 17,261 20,825 22,439 17,261 20,825 22,439 20,175 - - 20,175 18,540 17,750
Growth Unit Cost (Net) 2,456 3,003 2,778 2,897 3,779 2,981 3,038 3,857 3,325 - - 3,811 4,674 3,887
Inflation Adjustment 107.30%  104.86% 102.08%

*Equal to the Actual amounts for the year multiplied by the Inflation Adjustment for that year
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1 181.2 In the same format as Table C3-1, please provide the proposed 2019 Base
2 Growth Capital. Please specifically identify in which Growth Capital categories
3 the proposed incremental funding amounts for Construction Price Increases and
4 Muster Kit & Material Allocation Impacts are recorded.
5
6 Response:
7  Please refer to the response to BCUC IR 2.181.1.
8
9
10
11 181.3 In the same format as Table C3-1, please provide the Forecast 2020 Growth
12 Capital expenditures under a cost of service-based rate-setting approach. Please
13 clearly identify and explain all differences between the 2019 Base Growth Capital
14 and the Forecast 2020 Growth Capital (excluding inflationary increases).
15

16 Response:
17  Please refer to the response to BCUC IR 2.181.1.

18
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1 182.0 Reference: FEIGROWTH CAPITAL EXPENDITURES
2 Exhibit B-10, BCUC IR 40.1; Exhibit B-1, p. C-58
3 Contributions in Aid of Construction (CIAC)
4 In response to BCUC IR 40.1, FEI provided the following table:
FEI Contributions in Aid of Construction ($000s)
2014 2015 2016 2017 2018
New Customer Mains (688) (584) (653) (656) (576)
New Customer Senvices  (2,959)  (2,076)  (1,765)  (1,919)  (1,885)
. Total (3,647) (2,660) (2418) (2,575) (2.461)
6 On page C-58 of the Application, FEI provides the following table:
Table C3-1: FEIl Growth Capital Expenditures 2014-2018 ($000s)'#
2014 2015 2016 2017 2018
Growth Capital Actual  Actual  Actual  Actual  Actual
New Customer Mains 8,420 13,752 12,823 16,467 24,494
New Customer Services 24,675 30,064 31,246 39,149 53,993
New Customer Meters 1,583 1,960 3,430 3,927 4,397
System Improvements (DP) 2,439 5,723 2,953 3,566 4,433
CIAC (3,757) (2,805) (2,505) (2,770)  (2,529)
Total Growth (Net) 33,360 48,694 47,947 60,339 84,787
Gross Customer Additions 13,583 16,213 17,261 20,825 22,439
7 Growth Unit Cost (Net) 2,456 3,003 2,778 2,897 3,779,
8 182.1 Please explain what the remainder of the annual CIAC amounts are attributable
9 to (i.e. the annual differences between the CIAC amounts in Table C3-1 of the
10 Application and the amounts provided in the table in response to BCUC IR 40.1).
11
12 Response:
13  The remainder of the annual CIAC amounts are attributable to New Customer Meters. A
14  revised table of FEI Contributions in Aid of Construction to include New Customer Meters is
15  provided below, which also ties to the total CIAC amounts in Table C3-1 of the Application.
16 FEI Contributions in Aid of Construction ($000’s)

17

2014 2015 2016 2017 2018
New Customer Mains (688) (584) (653) (656) (576)
New Customer Services (2,959) (2,076) (1,765) (1,919) (1,885)
New Customer Meters (110) (145) (87) (195) (68)
Total (3,757) (2,805) (2,505) (2,770) (2,529)
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182.2 Please explain why, despite the large increase in New Customer Mains and New
Customer Services costs commencing in 2015, the annual CIAC amounts related
to New Customer Mains and New Customer Services did not increase.

Response:

CIAC levels are not only dependent on the volume of growth activity, but also on the volume of
system extensions that meet the Profitability Index threshold for the system extension test. This
is because the system extension test is a financial evaluation applied at the time a system
extension is contemplated to determine whether a main extension can proceed with or without a
CIAC from the customer wishing to connect to FEI's distribution system. The test is a
discounted cash flow analysis that considers both revenues and costs associated with extension
of the gas service. Therefore, there are various factors such as consumptions levels (that assist
in determining future revenues) and costs to extend the system which determine CIAC levels
that could have impacted these years. Accordingly, the trends in New Customer Mains and
New Customer Services may not directly align with CIAC.

For late 2016 onwards, changes to the system extension test have contributed to a lower CIAC.

In September 2016, the BCUC approved FEI's proposed changes to its system extension test,
which included:

e updates to the Service Line Cost Allowance;
e changes to the discounted cash flow term from 20 years to 40 years;
e allowing 10 year customer addition terms where appropriate;
e changing to an overhead sliding scale;
e establishing a System Extension Fund; and
e removing the energy efficiency credits.
The changes were made in consideration of fair treatment of both new customers and existing

customer groups so that new customers are not unduly burdened with attachment costs and
existing customers are not exposed to undue costs from the attachment of the new customers.

The changes to the Service Line Cost Allowance, the discounted cash flow period, the customer
additions term option, the overhead sliding scale, and access to System Extension Fund would
likely lead to a decrease in CIAC during this period to allow new customers to gain access to
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1 natural gas service. Discontinuing the energy efficiency credit may directionally increase the
2  likelihood and/or amount of a CIAC.

3
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183.0 Reference: FEI GROWTH CAPITAL EXPENDITURES

1

2 Exhibit B-10, BCUC IR 41.1, 41.4, 41.5; Exhibit B-1, pp. C-56 — C-63;
3 FEI PBR Application, pp. 227-238
4
5

FEI Customer Additions
In response to BCUC IR 41.4, FEI provided the following table:

2018 2019
Actual Projection
Met Customer Additions 21,087 19,174
% Change -9%
Gross Customer Additions 22,439 18,540
6 % Change -17%
7 In response to BCUC IR 41.4, FEI also stated the following:
8 FortisBC has not produced a forecast of the number of customers and customer
9 connections for the term of the MRPs. The Application sets out the framework
10 and mechanism by which inflation-indexed O&M and Growth capital (for FEI
11 only) will escalate Base O&M and Growth capital over the term of the MRPs. At
12 each Annual Review for rates, FortisBC will forecast the average number of
13 customers and gross customer additions (for FEI only) for the upcoming year to
14 determine Gross O&M and Growth capital.
15 183.1 Please expand the table provided in response to BCUC IR 41.4 to include the
16 forecast number of net customer additions and gross customer additions for 2020
17 and 2021.
18

19 Response:

20  While FEI has not yet prepared a forecast of 2020 and 2021 gross and net customer additions,
21  FEl provides a high-level forecast below:

2018 2019 2020 2021
Actual Projection Forecast Forecast

Net Customer Additions 21,087 19,174 16,487 14,638
% Change -9% -14% -11%

Gross Customer Additions 22,349 18,540 17,750 17,750
% Change -17% -4% 0%
22
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1
2
3
4
5 In response to BCUC IR 41.5, FEI provided the following table:
2014 2015 2016 2017 2018 2019
Actual Actual Actual Actual Actual YEF
Gross Customer Additions 13,583 16,213 17,261 20,825 22,439 18,540
Ratio of Service Additions to Gross Customer Adds 0.82 0.76 0.71 0.76 0.74 0.76
Activities (riser or services) 11,103 12,392 12,288 15,856 16,606 14,116
Unit Costs (S per service/riser) 2,256 2,484 2,598 2,497 3,283 3,369
Expenditures ($000s) 25,049 30,785 31,927 39,594 54,511 47,556

183.2 Please expand the table provided in response to BCUC IR 41.5 to include 2020
and 2021 amounts.

© 00 (o]

10 Response:

11 Please see an expanded version of the table provided in response to BCUC IR 1.41.5 to include
12 2020 and 2021 Forecasts using a number of assumptions. Since there is no $ per service/riser
13 forecast for the proposed MRP period, for the purposes of providing an amended table in the
14  same format for 2020 and 2021, FEI used the 2019 Base amount for New Customer Services
15 ($2,486%) escalated at 2 percent per annum multiplied by the high level forecast of Gross
16  Customer Additions to derive total expenditures related to new customer services. FEI
17 assumed a 2017-2019 three-year average ratio of Service Line Additions to Gross Customer
18  Additions for the 2020 and 2021 SLA/GCA ratio and multiplied that by the forecasted Gross
19  Customer Additions to derive forecasted SLA activities.

2014 2015 2016 2017 2018 2019 2020 2021
Actual Actual Actual Actual Actual YEF YEF YEF
Gross Customer Additions 13,583 16,213 17,261 20,825 22,439 18,540 17,750 17,750
Ratio of Service Additions to Gross Customer Ad 0.82 0.76 0.71 0.76 0.74 0.76 0.75 0.75
Activities (riser or services) 11,103 12,392 12,288 15,856 16,606 14,116 13,388 13,388
Unit Costs ($ per service/riser) S 2,256 $ 2484 S 2598 S 2,497 S 3,283 S 3369 $ 3,362 S 3,429
20 Expenditures ($000s) 25,049 30,785 31,927 39,594 54,511 47,556 45,015 45,915

21

4 BCUC IR 2.181.1 2019 Base New Customer Services of $50,162 divided by 2016-2018 average GCA of 20,175.
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184.0 Reference: FEI GROWTH CAPITAL EXPENDITURES

Exhibit B-10, BCUC IR 42.1
New Customer Meters
In response to BCUC IR 42.1, FEI provided the following table:
FEI New Customer Meters ($000s)

2014 2015 2016 2017 2018

Residential and Commercial Meter sets 756 699 1,368 1,533 1,578
Large Commercial/Industrial Meter sets 827 1,261 2,062 2,394 2,819
Total New Customer Meters 1,583 1,960 3,430 3,927 4,397

184.1 Please explain the significant increase in capital expenditures for New Customer
Meters from 2015 to 2016. Please provide a separate explanation for: (i)
Residential and Commercial Meter sets; and (ii) Large Commercial/Industrial

Meter sets.
Response:
The increase in capital expenditures for New Customer Meters from 2015 to 2016 is due to the
following:

Residential and Commercial Meter Sets — FEI experienced an increase in the number of
multi-family customer attachments due to changing market trends away from single
detached homes. As discussed in the response to BCUC IR 1.41.3, FEI experienced a
significant increase of approximately 40 percent in multi-family attachments starting in
2016. Multi-family meter sets are more complex and higher cost to install as they
include the installation of multiple meters on a manifold as compared to single-family
homes. This has contributed to a significant increase in Residential and Commercial
meter set costs noted above.

Large Commercial/Industrial Meter Sets — FEI experienced a 64 percent increase from
2015 to 2016, which is 11 percent higher than the increase of 53 percent experienced
from 2014 to 2015. This increase is mostly due to the addition of a few large
commercial/industrial customers that required more costly multiple meter set
installations.
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185.0 Reference: FEI GROWTH CAPITAL EXPENDITURES

Exhibit B-10, BCUC IR 40.4, 40.5, 42.1, 47.4.1; Exhibit B-1, pp. C-56 -
C-63, C-65

Distribution Pressure (DP) System Improvements

In response to BCUC IR 40.4, FEI stated the following:

Distribution pressure (DP) System Improvements will be included in the Growth
capital category for the proposed MRP term. DP System Improvements include
looping of distribution gas mains to increase the capacity of the system to meet
increasing customer demand. FEI has proposed this change because the
primary driver for these expenditures is customer additions and the timing of the
expenditures is generally within the same year that the customer additions take
place. [Emphasis added]

In response to BCUC IR 40.5, FEI provided the following table showing the correlation
coefficients for Growth Capital based on the actual 2014 through 2018 expenditures:

Growth Capital Correlation ~ Scrvice  Gross
coefficient Line  Customer
Additions Additions
Mew Customer Mains 0.91 0.93
Mew Customer Services 0.93 0.95
Mew Customer Meters 0.88 0.94
System Improvements (DP) 0.28 0.29

185.1 When considering the low correlation coefficients between the System

Response:

Improvements (DP) expenditures and both service line additions and gross
customer additions, please explain why FEI considers it appropriate to move
System Improvements (DP) from the Sustainment Capital category to the Growth
Capital category.

As discussed in Section C3.3.1 of the Application, distribution system improvements occur when
additional mains are required to be installed within the existing distribution network to increase
system capacity in order to meet peak customer demand and are driven by customer additions.
Distribution system improvement spending is lumpy over time and this is why the correlation
with customer additions, which are added more evenly over time, is low. However, load changes
resulting from customer additions are ultimately what creates the need for distribution system
improvements. Therefore, it is logical to group distribution system improvements in the Growth
Capital mechanism.
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185.1.1 As part of the above response, please explain how FEI determined that
expenditures in the System Improvements (DP) category are driven by
customer additions. Please provide the analysis used to support this
conclusion and detail any assumptions made.

Response:

FEI determined that expenditures in the System Improvements (DP) category are driven by
customer additions since system improvements are intended specifically to manage load
increases that result from these additions. System improvements occur when additional mains
are required to be installed with the existing distribution network to increase system capacity in
order to meet peak customer demand. The process for determining the need for System
Improvements in a distribution system involves applying the peak load associated with new and
future (forecasted) customer accounts in a region to a current hydraulic model of the system.
The resulting “future year” models represent the projected future of the system from a flow and
pressure distribution perspective. These models identify any area where the distribution system
is unable to maintain minimum delivery pressure at customer locations and the year that such
conditions are projected to occur. The locations in which the future load is applied to the
hydraulic model is determined based on FEI's current knowledge of areas with active customer
attachments, understanding of projected future development, consideration of Official
Community Plans (OCPs) and other development plans within each system. The location within
the distribution system of current and future load growth is an integral part of determining the
location of projected low pressure areas and consequently the scope and location of any
required System Improvement(s). A distribution system will generally accept more load without
need for System improvements if the load is distributed evenly across the system. Account
additions tend to be concentrated in areas under active development and not distributed evenly
across the system. As a result, the primary driver in determining the need for System
Improvements is customer additions. The proposed change to move System Improvements
(DP) from Sustainment to Growth capital is based on the logic that expenditures in this category
are driven by customer additions that necessitate upgrades to system capacity to maintain
reliable service to existing and new customers.

185.2 Please discuss any other cost drivers FEI identified for the System Improvements
(DP) expenditure category and provide the respective coefficient of correlation for
each driver.
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On page C-65 of the Application, FEI provides Table C3-7 which excludes capital
expenditures for Distribution System Improvements.

Table C3-7: FEI Sustainment Capital Expenditures 2020-2024 ($000s)

Average
2017-2019P 2020 2021 2022 2023 2024

Customer Measurement 31,864 30,559 31,328 31,781 32,461 32,979
Transmission System
Reliability & Integrity 39,6863 42,213 37,599 41,021 45792 47,355
Distribution System Reliability

16,336 14,996 11,949 19,235 12,541 21,890
Distribution System Integrity 22,946 24,219 31,615 25,080 28,924 22,168
Sustainment CIAC (4,013) (3,902) (3,902) (3,902) (3,902) (3,902)
Sustainment Capital — Total 106,796 108,085 108,589 113,215 115,815 120,490

In response to BCUC IR 47.4.1, FEI provided an update to Table C3-7 to include capital
expenditures for Distribution System Improvements.

Average
2017-2019P 2020 2021 2022 2023 2024
Customer Measurement 31,864 30,559 31,328 31,781 32,461 32,979
Transmission System Reliability & Integrity 39,663 42213 37,599 41,021 45,792 47,355
Distribution System Reliability 16,336 16,329 14,259 22,906 18,109 35,950
Distribution System Integrity 22,946 24,219 31,615 25,080 | 28,924 | 22,168
Sustainment CIAC (4,013) (3,902) (3,802) | (3,902) | (3,902) | (3,902)
Sustainment Capital - Total 106,796 109,417 | 110,89¢ | 116,886 | 121,384 | 134,550

Based on the above tables, Distribution System Reliability expenditures excluding
System Improvements (DP) are forecast to increase by $9.349 million in 2024; whereas,
Distribution System Reliability expenditures including System Improvements (DP) are
forecast to increase by $17.841 million in 2024.

185.3 Please explain how FEI derived the forecast for the capital expenditures required

for System Improvements (DP). As part of this response, please explain the large

forecast increase in 2024.
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Response:

FEI actively manages its Sustainment Capital plan and derives its forecasts at the project level
using its AIP tool as described in Section C.3.2 of the Application. Please also refer to the
response in BCUC IR 1.47.10 that describes why the AIP optimization process results in
fluctuations in portfolio expenditure levels from year to year.

As described in Section C3.3.2.1.3 of the Application, the $9.349 million increase in Distribution
System Reliability (excluding System Improvements (DP)) in 2024 is mainly attributable to the
following:

e Distribution Stations Alterations Increases by $4.917 million from 2023 to 2024.
As described on page C-70 of the Application and in the response to BCUC 1.47.11.1,
the increased expenditure in 2024 is caused by capital portfolio optimization to offset
expenditure fluctuations in other portfolios. FEI determined that maximum value could be
realized by executing 15 station alteration projects in 2024 with an average project cost
of $610 thousand. A total of 85 individual projects make up the $11.940 million identified
for 2024. Of these, the 15 projects identified above (totaling $9.144 million) will be in
construction, while the remaining 70 projects (totaling $2.795 million) will be for prior
year project closeout and design for future projects.

e Distribution System Capacity Alterations Increases by $4.177 million from 2023 to
2024.
For the 2020-2024 forecast, only IP system improvements are included in this category.
These projects tend to be less frequent and higher cost than the DP system
improvements. As such the expenditures in this category fluctuate greatly from year to
year. The elevated forecast in 2024 is mainly attributable to a single large IP system
improvement (SI — 1300m x 323 IPST Riverside), on which FEI is forecast to spend
$3.536 million in 2024 as shown in Table C3-12 of the Application.

The $8.492 million increase from 2023 to 2024 in the System Improvements (DP) category is a
reflection of the uncertainty in the load forecast over a time horizon of 5 years. FEI updates its
capacity planning models on an annual basis using the load forecast and observed system
pressures. In addition to the total load increase, the exact location on the system that a
customer attaches impacts FEI's ability to maintain system capacity. When modeling a 5 year
forecast, FEI does not know where on the system the customers will attach. As such, FEI takes
a conservative approach whereby the load is added to the end of the system where the
pressures are the weakest. These assumptions are revised each year as actual customer
additions are incorporated into the model to replace the forecast loads.

Once a capacity shortfall requiring a system improvement is identified within the 5 year time
horizon, a project is created with a scope of work and a preliminary cost estimate. When the
capacity planning models are updated each year using updated data and forecasts, the timing
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and scope of the projects are revised to either pull them forward if actual customer additions in
the area of concern have exceeded the forecast, or delay them if actual customer additions in
the area of concern have lagged the forecast. This tends to create an apparent accumulation of
work in Year 5 of the forecast that will get flattened out through successive iterations that
incorporate better data that cause some projects to get advanced and others to get delayed.
The reliance of the System Improvements (DP) forecast on the load forecast and the actual
timing and location of customer additions is the reason that FEI has moved this category of
spending from the Sustainment Capital Portfolio to the Growth Capital Portfolio for the 2020-
2024 MRP.

In response to BCUC IR 42.1, FEI provided the following table:
FEI DP System Improvements ($000s)

2014 2015 2016 2017 2018

Region

Lower Mainland 332 8 4 167 97
Fraser Valley 837 4,124 2,288 2,689 2,014
Interior North 210 267 300 22 0
Interior South 163 383 132 229 97
Vancouver Island 899 942 229 459 2,225
Total DP Sl's 2,439 5,723 2,953 3,566 4,433

185.4 For each region in the above table, please explain the causes of the fluctuations
in DP System Improvements costs in each year of the Current PBR Plan term.
Please specifically identify and discuss the causes of significant increases in
expenditures in certain years (e.g. 2015 expenditures in the Fraser Valley and
2018 expenditures on Vancouver Island).

Response:
The noted expenditures in the Fraser Valley and Vancouver Island can be attributed to two
primary reasons:

1. The addition of large industrial customers that often apply for gas service with short

notice and can drive significant system improvements to meet forecast demand.

2. The advancement of known system improvements due to higher than anticipated load
growth.
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Because new system improvements are being identified on a regular basis and known system
improvements are being rescheduled from year to year based on updated load forecasts and
hydraulic modeling, it is not possible to identify specific projects that make up the variance.

However, the primary reason that the 2018 expenditures are significantly higher on Vancouver
Island compared to prior years is the installation of 5.5 km of 114 mm polyethylene DP to
connect the new Deerfield Road station to the existing Campbell River DP system to supply the
growing customer demand in the area. The new station and system improvements provide
support to the Courtney, Campbell River and Comox distribution systems.

185.5 Please explain if FEI is expecting the trend in low (or zero) DP System
Improvements costs to continue in the future in the Interior North. Please explain
the basis for FEI's response, including any assumptions.

Response:

At present, FEI has not identified a large need for System Improvements in the Interior North;
however, FEI is not expecting System Improvement costs to remain at zero. To maintain a
healthy system, system improvements are generally scheduled to be installed in the
construction season in advance of the heating season for which they are required. The Interior
North, similar to other operating regions in FEI's service territory, is a collection of many
independent distribution systems each having its own specific requirements for system
upgrades for both timing and scale. The projects required in the region may cluster in certain
years, increasing costs, while certain years may not require any significant upgrades. Such
variation was also evident in the Lower Mainland region, where costs dipped in 2015-2016,
which is a trend that could occur in any region. The Interior North, for example, has upcoming
System Improvement expenditures in 2020 that will increase expenditure levels once again
above those seen in 2017 and 2018.
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186.0 Reference: FEI GROWTH CAPITAL
Exhibit B-10, BCUC IR 2.1, 2.3, 8.8, 8.10; Exhibit B-1, pp. C-60 — C-61
New Customer Services

In response to BCUC IR 8.8, FEI explained the factors contributing to the high dollar per
service line addition ($/SLA) variance in 2018 of $1,388. These factors included: (i)
contractor cost increases; (ii) increased internal crew charges as a result of mobilizing
out of town crews to the Lower Mainland due to the “record level of gross customer and
service line additions activity experienced in 2018”; (iii) management costs; and (iv)
muster kit material charges.

On page C-60 of the Application, FEI states that the proposed Growth Capital base for
the MRP includes the average 2016-2018 actual unit costs as a starting point with two
adjustments to increase the overall unit cost Growth Capital base.

In response to BCUC IR 2.1, FEI stated: “Climate action plans, including the CleanBC
Plan, the BC Energy Step code, and local government actions to strengthen their climate
action initiatives, will constrain the outlook for FEI's traditional natural gas services.”

In response to BCUC IR 2.3, FEI stated the following:

Generally, the new housing construction market is expected to soften over the
early period of the MRP as compared to current levels largely due to impacts of
recent policy and regulation changes that affect the purchase of a home, such as
tightening mortgage rules, the foreign buyer's tax, and the speculation
tax...Accordingly, FEI expects that capital expenditures related to customer
growth will be lower overall during the MRP term as compared to the Current
PBR Plan term.

186.1 Given that the large variance in formula versus actual service line additions in
2018 is partially attributable to the record level of gross customer and service line
additions activity experienced in 2018, please discuss whether it would be
appropriate to normalize the actual 2018 New Customer Services amount (i.e.
adjust the amount downwards) to reflect a more reasonable expectation of future
activity within the MRP Growth Capital base.

Response:

FEI has normalized the impact of high levels of gross customer and service line additions in
2018 by calculating the proposed Growth Capital base using an average of the 2016-2018
actual unit costs. Additionally, FEI is proposing other appropriate adjustments that are
described in the response to BCUC IR 1.41.2. As such, FEI believes that the proposed Growth
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Capital base unit cost is reflective of FEI's level of capital investment required to provide service
to new customers during the MRP period.

Through the Current PBR Plan term the volume variance in service line activity is attributable to
the increased volume of customer attachments, the use of service line additions in the Growth
capital formula, and Growth Capital activity tied to a lagging growth factor based on one half of
year-over-year changes in service line additions. FEI is proposing to address these
divergences in its proposed Growth Capital formula to better represent activities through the
MRP by using gross customer additions, rather than service line additions, and utilizing a
forward looking approach in forecasting gross customer additions that is then trued-up annually.

Further, FEI's expectations regarding customer additions activity including the slower growth in
natural gas services and softening of the new housing construction market will be factored into
FEI's forecast of gross customer additions as they unfold. Gross customer additions will be
forecasted on an annual basis for the upcoming year to determine Growth Capital expenditures.
This mechanism will allow FEI to bring forward the most current forecast information on
customer growth and attachments based on the most up-to-date operating environment and
housing market trends.

186.1.1 As part of the above response, please specifically address FEI’s
expectations regarding slower growth in traditional natural gas services
and softening of the new housing construction market, and whether
these expectations should result in a downwards adjustment to the
Base 2019 Growth Capital.

Response:
Please refer to the response to BCUC IR 2.186.1.

In response to BCUC IR 8.10, FEI stated that contractor cost increases accounted for
approximately 75 percent of the total cost variance in service line additions in 2018. One
of the factors was that the “percentage of services over 15 metres in length increased
indicating that the average service length installed was substantially longer than in
previous years.”
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186.2 Please further explain the reasons why the percentage of services over 15
metres in length was significantly higher in 2018 compared to previous years.

Response:

The length of service line required to connect customers to the gas system is determined by the
customer’s location in relation to the main. Accordingly, the higher proportion of mains greater
than 15 meters in 2018 is a result of a higher number of service lines connected to buildings that
were further away from the mains than in previous years.

186.3 Please explain the likelihood that the percentage of services over 15 metres will
be comparable to 2018 during the proposed MRP term. As part of this response,
please compare the percentage of services over 15 metres of length experienced
thus far in 2019 to the percentage in 2018.

Response:

So far, FEI has experienced fewer services over 15 meters in comparison to 2018 as shown in
the table below. However, FEI is not able to determine the proportion of services over 15
meters in length in the future as it is dependent on the distance from the main that customers’
buildings are located.

Total Service Lengths

<15m >15m Total
2018 12,926 60% 8,717 40% 21,643
2019 7,859 68% 3,674 32% 11,533

2018 figures are for the full year, whereas 2019 reflects year to date figures.

186.4 Please discuss FEI's expectations regarding the amount of internal crew charges
resulting from mobilizing out of town crews to the Lower Mainland during the
proposed MRP term.

Response:

FEI does not have any basis on which to estimate the extent of this activity, although generally
FEI can say that it will continue to mobilize out of town crews to the Lower Mainland (or
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elsewhere) if backlogs are created by high numbers of requested customer connections or
delays in construction due to weather. FEI may also choose to redeploy crews from areas that
are experiencing low volumes of work activities (primarily due to weather) to busier areas.

186.4.1 As part of this response, please provide the actual amount of internal
crew charges in each of 2014 through 2018 and projected 2019.

Response:

FEI is unable to provide the actual amount of internal crew charges during the Current PBR
Plan term that resulted from mobilizing out of town crews to the Lower Mainland as it does not
track these types of expenditures separately. However, FEI is able to provide a high-level
estimate of the incremental costs based on the actual employee expense charges for internal
crews in each of 2014 through 2018 and projected 2019. FEI estimates that $112 thousand of
incremental cost (Employee Exp./GCA Increase of $4.99 x 2018 GCAs of 22,439 = $112
thousand) can be attributed to the mobilization of out of town crews to the Lower Mainland in
2018.

Internal Crew — Employee Expenses

Growth Capital 2014 2015 2016 2017 2018 | 2019 |
67 4 22 20 45

Travel 42

Meals & Entertainment 24 38 44 59 75 61

Living Out Allowance 24 34 39 55 77 69

Allowance Mileage 8 4 1 1 9 8

Accomodations 0 0 72 92 179 155

Other 2 2 1 0 0 18

Total Employee Expenses (000's) 100 144 162 229 360 356

Gross Customer Additions 13,583 16,213 17,261 @ 20,825 | 22,439 | 18,540

Employee Exp/GCA S 734 $ 887 $ 936 $ 1098 S 16.05 S 19.18
Ref

2014-2016 Avg. EE/GCA S 852 A

2017-2018 Avg. EE/GCA $13.51 B

Employee Exp/GCA Increase S 4.99 BminusA

Adj. 2018 Increm. Cost Impact ($000's) $ 112 Empl Exp/GCA incr.x 2018 GCA
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1

2 186.5 Please discuss whether FEI expects management costs to be lower in 2019 than

3 in 2018 due to the efforts to refresh the contract for the competitive bid process

4 being completed in 2018.

5

6 Response:

7  FEI does not expect management costs to be materially lower for Growth Capital in 2019 as the

8 new contract language is subject to interpretation and clarifications. FEI continues its efforts to

9 increase management oversight of contractor installations in order to ensure that service
10 attachments to new customers meet contract requirements and that the capital investments
11 necessary to add customers are prudent and reasonable.
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187.0 Reference: FEI GROWTH CAPITAL

Exhibit B-10, BCUC IR 42.1.1, 42.8, 42.9, 42.10, 42.12; Exhibit B-1, pp.
C-61 -C-62

Incremental Funding

In response to BCUC IR 42.1.1, FEI stated that the main factors that contributed to the
Construction Price increase of approximately 13 percent were:
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187.1

Response:

Contractor Price Increases;

Regional Growth Activity;

Field Quality Assurance;

Testing Installations; and

Muster Kit & Material Allocation Impacts.

Please clarify if FEI's statement that the Muster Kit & Material Allocation Impacts
contributed to the Construction Price increase of 13 percent was in error and that
only the first four items in the list in the above preamble contributed to the
Construction Price increase.

Confirmed. Consistent with the discussion of Construction Price increases on pages C-61 and
C-62 of the Application, only the first four items in the list in the above preamble contributed to
the 13 percent ($9.146 million) Construction Price increase in 2020 as compared to the 2016-
2018 average in aggregate across all of the Growth Capital activities.

In response to BCUC IR 42.1.1, FEI provided the following explanation of Muster Kit &
Material Allocation Impacts:

The total incremental impact to New Customer Services represents an increase
of approximately $0.9 million and $1.3 million in 2018 and 2019, respectively.
Conversely, there was a reduction in the muster kit material charge for mains
muster kits based on an evaluation of actual materials used in an average mains
installation. The total incremental impact to New Customer Mains is a decrease
of approximately $0.6 million each year in 2018 and 2019...
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...The new prices were effective March of 2018, which were prorated accordingly
in calculating the cost impact for both New Customer Services and Mains.

On page C-61 of the Application, Table C3-3 shows the incremental funding for Muster
Kit & Material Allocation Impacts to be $642,000.

In response to BCUC IR 42.12, FEI provided the following table:

Muster Kit Material Charges — New Customer Mains and Services ($000’s)

2014 2015 2016 2017 2018 2019
New Customer Mains 134 147 123 190 261 231
New Customer Services 1,097 1,229 1,209 1,576 3,256 3,161
Total 1,231 1,376 1,332 1,766 3,516 3,391

187.2 Please clarify if the Muster Kit Material Charges provided in response to BCUC
IR 42.12 represent all of the “Muster Kit & Material Allocation Impacts” charges.

Response:

The Muster Kit Material Charges provided in the response to BCUC IR 1.42.12 included only the
Muster Kit direct material charges and did not include the additional material allocation portion
of the “Muster Kit & Material Allocation Impacts” charges. The Muster Kit & Material Allocation
impacts referred to on pages C-61 and C-62 of the Application consist of both Muster Kit direct
material charges and additional material allocation costs.

The revised table below incorporates the additional materials allocation as part of the Muster Kit
& Material Allocation Impacts.

Revised Table: Muster Kit Material Charges and Material Allocation Impact — New Customer Mains
and Services ($000’s)

2014 2015 2016 2017 2018 2019
New Customer Mains 468 1,035 798 954 905 562
New Customer Services 2,250 2,797 2,545 2,939 4,583 3,482
Total Muster & Material Allocation Impact 2,718 3,832 3,343 3,893 5,488 4,044

The increase from 2017 to 2018 of approximately $1.6 million is due in part to the muster kit
material charge, which was implemented part way through 2018. As discussed in the
Application, the adjustment to the muster kit charge was made to better reflect the actual cost of
the materials used in different capital activities including Mains and Services. As muster kits are
used mostly for 