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Introduction

This documentprovides backgroundinformation about BC Hydro’s Distribution Extension Policy (extension policy) and connection fees.
At the meeting we'll discuss the following:

O Current policy and feedback

O Proposed extension and connection fee options

O Examples of projectimpacts

O Potential safety valve provisions

O Your feedback and suggestions

An importantcomponentin meeting the Province’s climate action goalsand BC Hydro’s Electrification Plan is to connect custo mers to
our electrical system quickly and efficiently. We also wantto provide our customers with greater cost certainty and aconnection fee
model that supports planning and delivery of projects. Gathering your feedback will help us identify potentialupdates to the extension
policy thatconsider customer needs and support electrification.

Our current Distribution Extension Policy has been in effect since 2008 and outlines the responsibilities of both the customer and
BC Hydro when itcomesto connectingnew orincreased load on our distribution system.

We're currently reviewingthe policy and assessingoptions for updatingitto ensure it best meets the needs of BC Hydro and our
customers. We're engaging customers to gather feedback on potential updates to the policy.

The sections below provide backgroundinformation on our existing extension policy, some ofthe challenges with the policy, the options
we've been considering to updateitand BC Hydro’s proposal for an updated extension policy.



Extension Policy 101

Our current Extension Policy is outlined in Section 8 of our Electric Tariff. The Tariffdescribes the responsibilities of BC Hydro and our
customers when a distribution extensionis required to serve new or increased customer load. Our currentpolicy is based on the
principle of costcausation, i.e., allocating the costs of new or upgraded infrastructure to those who firstinitiate them.

An example ofa distribution extensionis illustrated below:
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Per Section 8 ofthe Electric Tariff, infrastructure requirements to facilitate new connections are defined in three main categories:
O Service connection: Thisis typically thelastsection of wire or cable that connects a customer to the distribution system.

O Extension: An “extension”is an additionto, ortheincreased capacity of, BC Hydro’s electric distribution system that's
required to serve a new orincreased customer load. The extensionis generallythe infrastructure required to connecta
customer with the closestpointofthe distribution systemthat will servethe load. Loads far away from the existing system will
have higher extension costs as moreinfrastructure needs to be constructed to connectour customers.

O System improvement costs: These system upgrades are typically upstream fromthe extension and address local capacity
constraints onthedistribution system. System improvementneeds are assessed when serviceis requested by the customer
and are dependenton the state ofthe existing systematthe time of the request. While any load can trigger the need for
system improvement, applicable costs are only allocated to loads thatare larger than 500 kVA.

As discussed above, a customer who requests a new service or an increase in capacity for their existing service, will be allocated the
costoftheir service connection, extension, and any applicable systemimprovement costs thatare needed to servicethis request. To
recognize incremental future revenue ofthe new orincreased load and offset customer connection costs, we contribute $1,475 per
single-family dwellingadded, and $200 per kW ofthe estimated billed demand froma commercial customer that will be served via a
General Service rate schedule. This contributionis the presentvalue of the distribution capital revenue recovered in rates (based on
$347.5M of costs determined by the F2008 Costof Service study) during the first 20 years of service and discounted at8% per year.

Embedded in this calculation, is a preservation of some future revenue for system improvementcosts thatare not directly allocated to
customers (e.g. when a customer with a load less than 500 kVA necessitates system improvement). This is accomplished by setting the
discountperiodto 20 years in the calculation even though distribution infrastructure typically has alife of approximately 40 years.

Torecognize scenarioswhere the first customer (“pioneer customer”) pays to extend the distribution system and then a subsequent
customer(s) connectto thatextension, the Tariff outlines that the “pioneer customer” can apply for an extension fee refund. In this case,
the pioneer customer can apply for any unused contributions of subsequent connecting customers. More detailed explanations and
illustrations can be found in this brochure [PDF].


https://www.bchydro.com/toolbar/about/strategies-plans-regulatory/tariffs-terms-conditions/electric-tariff.html?utm_source=direct&utm_medium=redirect&utm_content=electric_tariff
https://app.bchydro.com/content/dam/BCHydro/customer-portal/documents/accounts-billing/electrical-connections/extension-fee-refund.pdf

Feedback on our Current Extension Policy

Over theyears, we've received feedback from customers about our currentextension policy. The two main concerns we've heard are
around “freeriders” and costuncertainty, which we discuss in more detail in this section.

FREE RIDERS

The currentextension policy assigns the costs related to extensions and systemimprovements to the “pioneer customer”, i.e., the
customer whose connection first necessitates the installation ofinfrastructure (less BC Hydro’s contributions). To the exten tthis
infrastructure results in additional capacity or expandsour distribution system, subsequent customers can benefit by connecting without
making a directcontribution towards that infrastructure. While the extension policy contains a provision for the pioneer customer to
recover excess conftributions from future customers, in practice, this provision hasn’'t been effective in addressingthisissue.

COST UNCERTAINTY

Customers applying to connectto our systemwant more upfrontcertainty of their costs associated with their connection. The issue of
costuncertainty can be broken down into the following areas:

O Unpredictable system improvement costs: It's difficultforany customer to predictassociated systemimprovementcosts as
they are dependenton our distribution system atthe time a connectionis requested. Factors such as the size of customer load
and area capacity, which is notdirectly visible to the customer and changes over time are considered.

O Unpredictable extension costs: In general, greenfield developments far from existing infrastructure will costmore than
brownfield developments or greenfield developmentsadjacentto existing loads. Thisis because the distribution system must
be extended further to reach these developmentsites.

O Non-connection-related costs: Coststo comply with municipal requirements or the conditions ofadevelopmentpermit, such
as undergrounding existing overhead infrastructure along development frontages, can also add to costs. Ifthe overhead
infrastructure being converted to underground also serves adjacent customers, costs can escalate quickly because additional
system changes may be needed for BC Hydro to continueto serve the existing adjacent customers. As this additional
infrastructureis over and above what we require to provide service to thelocation, theadded costisn'teligible to be offset by
BC Hydro’s contribution, as provided for in the Electric Tariff.



Alternative Extension Policy Options

Given theissues identified above, we are in the process of reviewing our existing extension policyand assessing alternative
approaches. Based on feedback received to-date and the results of our jurisdictional review, we have explored and modelled the
following three options for addressing these issues:

1) Update our maximum contributiontowardsan extensionto reflect currentrates.
2) Update our contributionand simplify therecovery of systemimprovement costs.

3) Update our contributionand simplify the recovery ofall connection costs (extension and systemimprovements).

OPTION 1: INCREASE BC HYDRO’S FINANCIAL CONTRIBUTION
TOWARDS AN EXTENSION

BC Hydro’s contribution recognizes incremental customer revenue and is currently setat $1,475 per single-family dwelling (SFD) and
$200 / kW of estimated billing demand for general service customers. We have updated the calculation used in 2008 with costdata
from our Fiscal 2021 Fully Allocated Costof Service study, which results in a preliminary value of $2,700 / SFD and $625 / kW. Based
on these preliminary values, the number of customers whose extension fees are fully offsetby our contributionis expected to increase
from 23% to 42% and reduce extension fees for those customers who are still required to pay a fee.

Option 1 will decrease customer connection costs by providing all new customers with an increased utility contribution to the overall
projectcost. However, itwill notaddress the free rider nor the costunpredictability issues discussed above withoutadditional
considerations.

OPTION 2: INCREASE BC HYDRO’S CONTRIBUTION AND INTRODUCE
AVERAGE SYSTEM IMPROVEMENT FEE

Every new orincreased load contributes towards theimmediate or eventual need for upstream system improvements. However, und er
the currentextension policy, only the customer whose total load is greater than 500 kVA and whose connectiontriggers theimmediate
need for greater upstream capacity makes a directcontributiontowards the required improvements.

In additionto updating our financial contribution, Option 2 recognizes that all customers contribute towards the need for sy stem
improvements and thus all customers are allocated aportion ofthese costs proportional to their added load (i.e., small customers have
a small impactto thedistribution system and will be assessed smaller fees whereas larger customers have greater impacts to the
system and will be assessed proportionally larger fees).

In order to determine the system improvementfee in this option, we would aggregate the costofall systemimprovementcosts incurred
overa predefined period. Over that same period, we would also aggregate all new customer load in order to calculate an average
customer system improvement fee. For residential loads, the fee would be on a per single-family dwelling basis. For general service
loads, the fee would be on a kW basis. As the costofsystem improvementand/or the amountofnew customer load increases or
decreases over time, the fee would periodically be recalculated.

A new customer would then be charged the costoftheir extension plus asystemimprovementfee proportionalto their requested load.
The total customer connection costs would then be offset by a revenue contributionthatwould also be proportional to the cus tomer
load. Because the total costofupstream system improvementwould be recovered by the fee, the calculated contribution would no
longer need to implicitly recover systemimprovementcosts and therefore we would propose increasing the discount period from 20
years to 40 years. Effectively, the system improvementfee would partially reduce BC Hydro’s contribution resulting in apreliminary net
contribution of$2,500 / SFD and $765 / kW.

Residential lllustrative Calculation:
$4,250 BC Hydro Contribution - $1750 System ImprovementFee = $2,500 BC Hydro Contribution/ SFD



Commercial lllustrative Calculation:
$990 BC Hydro Contribution - $225 System Improvement Fee = $765 BC Hydro Contribution /kwW

We expectthat these preliminary values would lead to asimilarincrease in the number of customers whose extension fees are fully
offset as Option 1.

An added benefitto customers ofthis average systemimprovementfee recovery structureis that we’d have greater flexibility to pre-
build infrastructure in regions of high growth to help speed up customer connections in those regions.

Option 2will resultin a higher financial contribution from BC Hydro and would address cost predictability issues regarding system
improvements, which are difficultto predict. However, as the costof the extension is still based on cost causality, this op tion, by itself,
would not materially address the free rider issue as customers who require lengthy extensions would stillrely on apioneer provision.

OPTION 3: INCREASE BC HYDRO’S CONTRIBUTION AND SIMPLIFY
THE RECOVERY OF ALL CONNECTION COSTS BY RECOVERNG
PROPORTIONALLY FROM ALL NEW CUSTOMERS

Option 3builds on the average costing approach of Option 2. Rather than charge each customer their project specificextension cost, al
customers that request new orincreased service are instead assessed and charged a unitized extension fee based on the requested
load. A unitized extension fee would provide cost predictability and customers could better estimate costs based on our posted rates.

In order to determine the unitized extension fee that customers would be charged, we would aggregate the total customer share of
connection costs over apredefined period using an updated contribution calculated from Option 1. These connection costs woul d be
allocated to the differentrate classes using the demand allocator fromthe Fully Allocated Costof Service study. We would also
aggregate all new customer load over that same time period to calculate the unitized extension fee. In the customer pre-engagement
sessions, we proposed asingle residential fee that would be charged on aper single-family dwelling basis and ageneral service
customer fee that would be charged on aper kW basis.

A new customer would then be charged the average connection costwhichis proportional to the load being requested independen t of
the specific infrastructure thatwould need to be constructed to serve their connection. In some cases, the costcharged to the customer
would be less than the costto connectthat customer and in other cases, the costcharged to the customer would be more than the cost
to connectthatcustomer. Because this option does notuse a contribution offset model but rather spreads costs evenly amongstall new
customers, there would notbe any customers who have $0 extension fees.

This optionspreadsthe netconnection costs to all new customers and BC Hydro’s contribution is factored into the calculation ofthe
connection fee. As a result, there would notbe a condition of “excess contribution”and so this option would eliminate the Extension Fee
Refund, i.e., the pioneer provision ofthe Electric Tariff.



SAFETY VALVE PROVISIONS

The average costapproach taken under Option2and 3 requires a mechanism to address situations where arequestimposes
extraordinary costin relationto the benefits received. This can be achieved through the use ofa “safety valve” tailored to each option.

For Option 2,the potential scenario to address would be in cases in which extraordinary upstream systemimprovementcosts have little
benefit beyond the customer requesting service.

Oneway to potentially implementasafety valve would be a system improvementfee multiplier where, if the costof the required system
improvement exceeds a multiplier ofthe system improvementfee charged to the customer, the customer would be charged the full
system improvement costs instead of the systemimprovement fee.

For Option 3,the primary issue to address would be the impact of decreasing the costbarrier of connection where extraordinary costs
are required to connectasingle customer. In the absence of a safety valve, a small number oflong connections or high costs could
resultin a significantincrease to the average connection costs over time.

Two potential ways to implementa safety valve for Option 3are discussed below.

COST BASED THRESHOLD

Where BC Hydro’s share of costs (Estimated Construction Costs —Customer’s Connection Fee) is:
e Greater than $2.5 million OR
e  Greater than $50,000 and greater than 10 times the connection fee
The customer would be assessed the full Estimated Construction Costless BC Hydro’s contribution towards that extension.

This safety valve option provides simplicity for high volume, low risk connections (<$50k) which automatically proceed usingthe
calculated average connection fee while mitigating future increases to the connection fee by having customers whose connectio ncosts
are above a costthreshold (>$2.5M) pay the estimated costofconnecting. In between these two threshold values, this safety valve
option balances the costof connecting a customer with the revenue benefit of connecting that customer.

Feedback from customers in pre-engagement sessions centered around the complexity of this option and concernsthatitwould re-
introduce uncertainty similar to the existing extension provisions. As a result of this feedback, BC Hydro is no longer consi dering this
safety valve optionand is instead considering the distance threshold safety valve described below.

DISTANCE THRESHOLD

Extensions greater than aset distance would be charged a $/m fee based on the customer’s load and/or the type of extension (e.g.,
overhead orunderground) for distances in excess ofthethreshold. The unitized extensionfeein Option 3would include any extension
up to that set distance.

A distancethreshold fee would mitigate the risk of extraordinary costs to BC Hydro for customers requesting long extensions butmight
notfully address theimpacts of some high costshort-distance extensions that are less than the threshold distance. Also, as Option 3
eliminates the Extension Fee Refund provisions, customers who are assessed additional distance-based costs would nothavethe
ability to recoup costs from subsequentconnections. In setting athreshold distance, we are trying to strike a balance between cost
certainty (and allowing most customer connections to proceed without triggering the safety valve) and mitigating potential increases to
the unitized extension fee (caused by increasingthe average connection costs).



BC Hydro’s Proposal

INCREASE BC HYDRO’S CONTRIBUTION AND INTRODUCE AVERAGE
SYSTEM IMPROVEMENT AND EXTENSIONS COSTS

Based on customer feedback received to-date, BC Hydro is proposing an approach thatis a variation of Option 3.

We have reconsidered our unitized extension fee approach for residential customers and have differentiated between higher density
multi-family dwelling units and less dense single-family dwelling units. Thisis largely due to the fact that, in most low-rise and high-rise
multi-family residential buildings, ahouse or strata accountis used to separately meter loads such as HVAC and electric vehicle
charging. This load would otherwise form partofthe normal residential load ofasingle detached, duplex or row home unit but under
this option, the house/strataload, taking service under ageneral service account, would also be assessed a unitized extension fee
based on thetotal kW demand.

We reviewed average demands by differentdwelling types to determine thaton average, a single detached, duplex or row-home has a
demand that is 2.4 times greater than a low-rise or high-rise residential unitand calculated a separate fee for these two unittypes.
Based on preliminary analysis, aunitized extension fee could be $1,825 / single-family dwelling, $750/ multi-family dwelling and $150/
kW of estimated general servicedemand.

This unitized extension fee would have an upper threshold limit (e.g., 300) metres and customer connections that exceed this distance
threshold would pay the unitized extensionfeein additionto a$/m fee forthe distance thatexceeds the distancethreshold. Based on
the available data sample, we believe 300 metres would include approximately 90% of historical connections.

As this proposal is designed to provide customers with cost certainty, butbe costneutral compared to Option 1, customers who do
trigger the safely valve and pay an additional $/m fee would notbe eligible for refunds (i.e. the current pioneer provisions would be
eliminated) and any subsequent customers that connectwould be subjectto the same unitized fee and distance threshold ofthis
proposal.



