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Executive Summary

1. EPCOR is pleased to have this opportunity to present to the Ontario Energy Board (OEB) its
proposal for introducing its unique and innovative approach to bringing natural gas
infrastructure to the communities in Southern Bruce, one of the many communities in Ontario
that can benefit from the EPCOR approach. This OEB process is precedent setting in several
ways.

2. First and foremost, the OEB is relying on a competitive process to maximize value for future
Southern Bruce customers, without depending on explicit or implicit subsidies from existing
natural gas customers in the Province. The new service area will have self-supporting rates that
benefit from Ontario’s natural gas infrastructure program. EPCOR proposes to achieve this
objective through a stand-alone natural gas utility.

3. OEB'’s Renewed Regulatory Framework for Electricity Distributors and its Handbook for Utility
Rate Applications, proposes increased customer focus and a shift from cost recovery to long
term value for money. EPCOR through this submission proposes such an approach to extend
to gas distribution in Ontario.

4. By creating a new stand-alone utility, EPCOR is able to bring a number of unique benefits to
nine Southern Bruce Communities (Chesley, Paisley, Inverhuron, Tiverton, Kincardine, Lurgan
Beach, Point Clark, Ripley, and Lucknow) as well as the Bruce Energy Centre. These
communities awarded EPCOR franchise agreements through their competitive process as the
first step in their partnership with EPCOR to bring the following benefits to their region:

¢ A natural gas distribution system that would be undertaken by an experienced utility
operator in EPCOR, who is like minded in its approach and committed to working closely
with the communities it serves.

e The economic development opportunities that will ensue from having competitive natural
gas service to attract the anticipated commercial and residential development as a result of
the planned refurbishment of the Bruce Power nuclear facilities.

¢ A commitment to seek out synergies that will reduce the cost of not only the local natural
gas distribution system but also to assist in the development of other infrastructure projects
that are important to the communities. These other infrastructure opportunities include high
speed internet and the provision of water and wastewater services to the region’s expanding
business and residential development.

5. EPCOR believes that endorsing the selection that is supported by the local communities based
on a broader spectrum of benefits EPCOR offers, the OEB will encourage all utilities to
continually seek innovative strategies for managing costs to achieve lower long term rates for
its customers. EPCOR’s objective is not simply to ensure that the recoverable costs from rates
are prudently incurred; but also to investigate and pursue all available strategies to ensure that
costs borne by ratepayers are the lowest prudently possible. Our proposed value-added
synergies are central to this goal. We do this by leveraging the vast knowledge and experience
that we have gained in other utility operations including electrical, natural gas, water and waste
water treatment and sanitary collection in both Canada and the United States. By pursuing
infrastructure synergies, we bring additional benefits to the communities through reduced costs,
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and improved service of other infrastructure projects. EPCOR believes that the broader public
interest can be best served by thinking ‘outside the box’ by aggressively pursuing synergies
with other non-gas utility operations. By introducing this approach to doing business in Ontario,
EPCOR believes it can lead by example to positively influence the approach taken in future
competitive infrastructure projects in Ontario.

6. This OEB process also promises to be precedent setting by shifting some of the traditional
utility risks from ratepayers to investors. Specifically, the CIP process has limited customer risk
through a 10 year rate stabilization period during which any operating cost overruns, if incurred,
cannot be recovered from customers. The investor also takes the capital cost risk for the initial
capital invested even beyond the 10 year rate stability period. It would be unfortunate for
customers if the competitive factors that produced the current CIP were not to persist.
Furthermore, this CIP process has resulted in investors taking additional risk that go beyond
what has been traditionally required of utilities in the province. Table 1 below provides a
summary of these risks and their allocation:

Table 1: CIP Application Utility Risk

Initial Capital Cost Ratepayer Utility Shareholder | Utility Shareholder
O&M Costs — 10 years Ratepayer Utility Shareholder | Utility Shareholder
Target Connections — 10 years Ratepayer Utility Shareholder | Utility Shareholder
Target Volumes — 10 years Ratepayer Utility Shareholder | Utility Shareholder

Commercial Upside Post CIP — Passed to the

Not Defined Not Defined

Additional Volumes, New Synergies, etc. Ratepayer
Projected “Customer Years” — 10 years | Ratepayer Utility Shareholder | Utility Shareholder
Return on Equity Ratepayer Utility Shareholder | Utility Shareholder

About EPCOR

7. EPCOR Utilities Inc. owns and operates electrical transmission and distribution networks, and
natural gas distribution networks, water and wastewater treatment facilities, sanitary and storm
water systems and networks in Canada and the United States. EPCOR manages over $6.0
billion in assets and an annual capital program of approximately $530 million. As at December
31, 2016, EPCOR employed 2,710 full-time, part-time, temporary and casual employees. The
recent transfer of the City of Edmonton’s sanitary and storm water utilities to EPCOR have
added another 700 employees. In fiscal 2016, EPCOR’s consolidated revenue was $1.946
billion and its consolidated operating income was $309 million. Additionally, EPCOR’s
acquisition of the natural gas distribution assets of Natural Resource Gas Limited (NRG)
received regulatory approval from the Ontario Energy Board in August 2017. Closing of this
transaction is expected by end of October 2017.
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8. For this project, EPCOR’s team consists of its newly acquired NRG management team who has
already provided guidance on this project, AECON Utilities as design-construction partner, and
Stantec Consulting Ltd. who are close to completing the Project Environmental Report (ER).

CIP Common Parameters

9. The parties have agreed to service the communities of Chesley, Inverhuron, Paisley, Tiverton,
Kincardine, Lucknow, Lurgan Beach, Point Clark, Ripley, and Bruce Energy Centre Industrial
Park (Project), all to be serviced within two years from the commencement of construction.
Volume forecasts for mass markets have relied on common average use consumption levels.
Large commercial or industrial customer volumes have been individually forecast separately by
Union and EPCOR.

10. The utility capital structure, tax, depreciation, interest during construction, and inflation rates are
as outlined in the Union/EPCOR Letter to the Board of Oct 2, 2017. No Z-Factor events in the
Revenue Requirements are included. EPCOR commits to meet or exceed the Service Quality
Requirements (SQR) in accordance with Board’s Gas Distribution Access Rule (GDAR) dated
January 1, 2017.

CIP Common Exclusion Parameters

11. As per OEB guidance, the grants, contributions, aids to construction, demand side
management programs, cap and trade costs, gas commodity costs, and upstream
reinforcement costs, have been excluded from the revenue requirement calculations.

12. While the costs of raising debt and equity to finance the Southern Bruce Project have been
incorporated into the overall revenue requirement, the Board has confirmed that the cost of debt
and the return on equity are considered competitive elements, and therefore have not been
disclosed.

CIP EPCOR Proposed Parameters

13. Within the proposed geographical target market of Arran-Elderslie, Kincardine, and Huron-
Kinloss, EPCOR has estimated the total available market to be 8,739 customers. EPCOR
forecasts attaching a total of 5,278 customers over the 10-year rate stability period based on a
conversation rate of 60% for residential customers and 65% commercial customers. This is
supported by formal survey results for residents and extensive face to face meetings with
commercial customers and augmented with the results of a commercial survey.

14. Details of the infrastructure proposed, including routing, engineering, material specifications,
construction schedule, environmental considerations have all been provided herein.

15. EPCOR has applied the utility principles of fully allocated costs as set out in the August 22,
2017 Decision on Preliminary Issues and Procedural Order No. 8, to preventing any cross-
subsidization of new expansion customers by current ratepayers. EPCOR has included the
royalty payments proposed to be made to the municipalities in the overall revenue requirement.
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16. The annual revenue requirements commencing 2019 through 2028 are provided hereunder:

Table 2: Annual Revenue Requirement (2019 — 2028)

1,332,492 | 4,388,984 | 6,155,922 | 7,534,172 | 8,488,867 | 9,122,050 | 9,406,087 | 9,567,338 | 9,722,807 | 9,864,542

e The net present value of revenue requirement over the 2019-2028 period is $59,072,317.

e The cumulative revenue requirement over the 2019-2028 period is $75,583,261.
CIP Revenue Requirement and Customer Comparison Criteria
17. The following are EPCOR’s forecasted revenue requirement and customer volume parameters:

Table 3: Forecasted Comparison Parameters

EPCOR Planned Cost per m® for the 10 year 2019-2028 period 0.1766 $/ m°
EPCOR Planned No. of Customer Years over the 10 year 2019-2028 period | 42,569
EPCOR Planned Cumulative Volume over the 10 year 2019-2028 period 428,035,564

18. The above forecasted comparison parameters do not take into account several additional
community based value-added initiatives which EPCOR is currently pursuing and may come
into fruition before filing the necessary Leave to Construct (LTC) application. If selected by the
Board as the successful proponent, it is EPCOR’s intention to add the benefits of those
synergies and volume to its final rate application to pass on these benefits to the ratepayers
during the 10-year rate stability period, as summarized below.

Other Value-Added Factors

19. EPCOR, as the communities’ preferred franchisee has collaborated not only towards
developing its natural gas Project, but also providing significant other value-added initiatives
that will directly benefit the Project as well as taxpayers in the communities. These other value-
added initiatives, which are more fully detailed in the submission, include the following:

e A multi-utility partnership with the respective communities to realize further efficiencies,
introduce synergies, and introduce economies of scale, all of which will help with the overall
economic development of the communities as well as the lower rates for the respective
ratepayers.

e Two synergistic initiatives that this early partnership between the communities and EPCOR
proposes the co-construction of a water pipeline and fibre optics network during the
construction of the natural gas lines into the communities.
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20.

e There is an opportunity to accelerate the construction schedule since EPCOR has
completed a large percentage of the work for the Environmental Report (ER) initiated in
anticipation of being awarded the Franchise by the OEB.

e A proposed future EPCOR-Municipal partnership that contemplates multi-utility level
operational efficiencies by way of service level agreements (“SLA”) or formal alliance
agreements resulting in additional synergies of mutual benefit for EPCOR and the respective
municipalities. EPCOR and the Southern Bruce municipalities are also exploring additional
initiatives for multi-utility servicing of business parks in the communities to attract new
business by providing the multi-utility services to these lands on a fast track basis to benefit
the gas utility as well as the municipalities.

e The natural gas facility construction will also result in the development of a five kilometre
bike path to the community.

e Also under discussion is EPCOR undertaking the fibre optics project co-construction under a
Design-Build-Operate and Finance Agreement that the municipality, through its wholly-
owned telecommunications company finds of significant value.

e Finally, one immediate potential benefit that would result in additional cost savings for all
ratepayers involves EPCOR working with an agro-business to develop a CHP facility in a
Business Park to help expand a revitalized greenhouse enterprise, if finalized before the
LTC application. EPCOR has used its multi-utility experience to propose a CHP facility as a
cost-effective solution to overcome a local power transmission constraint and provide
heating and cooling to further improve the economic benefits. Based on current estimates
this could translate into savings to all ratepayers of up to 3-8% during the rate stability period
further improving the economic success of the Project and lower the cost of the gas supply
for the community.

As noted previously, EPCOR'’s strong relationship with the communities and its local
government leadership has been ongoing and strengthened over the last 24-30 months. During
this time, the parties have worked diligently as partners to develop new and creative ways to
enhance this Project and explore how EPCOR, with its broad integrated utilities background
and financial wherewithal, may bring about other economic development initiatives to help the
municipalities and in the process, improve the natural gas project benefits to its ratepayers.
Both the municipalities leadership, and EPCOR, believe that in the long term, the Project
success will largely depend on finding creative synergies by way of economies of scale under a
well aligned utility platform. This alignment and resulting benefits have already been identified in
the 24 short months through construction synergies and other value-added benefits that now
remain to be realized.

\WE'RE PROUD
70 PROVIDE
NATURAL GAS

AND BE PART
OF YOUR
COMMUNITY

Figure 1: EPCOR Kincardine Customer Care Centre Opening — Ribbon Cutting
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1. Applicant Background & Contact

Contact Information:
The Applicant

EPCOR Southern Bruce Gas Inc.

c/o EPCOR Commercial Services Inc.
2000 — 10423 — 101 Street NW
Edmonton, AB T5H OES8

(780) 412-3720

bbrandell@epcor.com

(780) 441-7118

Primary Representative for the Applicant

Bruce Brandell

2000 — 10423 — 101 Street NW
Edmonton, AB T5H OE8

(780) 412-3720

bbrandell@epcor.com

(780) 441-7118

Legal Representative(s)

Britt Tan

2000 — 10423 — 101 Street NW
Edmonton, AB T5H OE8

(780) 412-3998

btan@epcor.com

(780) 441-7118

Richard King

Osler, Hoskin & Harcourt LLP

100 King Street W

One First Canadian Place
Suite 6200

Toronto, ON M5X 1B8

(416) 862-6626

rking@osler.com

(416) 862-6666
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Affiliates

1. For the purposes of the Affiliate Relationship Code for Gas Utilities, all of the subsidiaries of

EPCOR Utilities Inc. (“EUI") are deemed to be affiliates of EPCOR Southern Bruce Gas Inc., as
EPCOR Southern Bruce Gas Inc. is a direct subsidiary of EUI. Following the closing of EPCOR
Natural Gas Limited Partnership’s purchase of the natural gas distribution system of Natural
Resource Gas Limited expected by the end of October 2017, EPCOR Natural Gas Limited
Partnership will be operating a gas distribution system in Aylmer, Ontario. Other than EPCOR
Natural Gas Limited Partnership and its general partner and limited partner, no other EUI
subsidiaries operate businesses in Ontario. Please refer to Figure 2 for a simplified corporate
chart of EUI depicting EUI's material subsidiaries and subsidiaries related to Ontario.

Background on Applicant

2.

EPCOR Southern Bruce Gas Inc. is a corporation incorporated under the laws of the Province
of Ontario and is an indirect wholly owned subsidiary of EUI which is a corporation incorporated
under the laws of the Province of Alberta, and wholly owned by the City of Edmonton. EUI's
head office is in the City of Edmonton. Figure 2 below outlines the corporate structure of EUI.

EPCOR Utilities Inc.
(EUI)

EPCOR Power
Development EPCOR Ontario
Corporation Utilities Inc.
(EPDC)

EPCOR Water EPCOR Distribution

EPCOR Energy
Alberta GP Inc.
(EEA GPI)

EPCOR Southemn

Services Inc. & Transmission Inc.
(EWSI) (EDTI)

Bruce Gas Inc.

EPCOR Energy
Alberta L.P.
(EEA LP)

EPCOR Natural Gas
Limited Partnership

All common voting shares of all material subsidiaries of EPCOR shown above are owned be EUI, either directly or indirectly.
Figure 2: EPCOR Utilities Inc. Corporate Structure
EUI, through wholly-owned subsidiaries (collectively, “EPCOR”), builds, owns and operates
electrical transmission and distribution networks, natural gas distribution networks, water and

wastewater treatment facilities, and sanitary and stormwater systems and networks in Canada
and the United States. Figure 3 highlights the locations of major EPCOR operations.
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Figure 3: EPCOR Operations

4. As a multi-utility company, EPCOR brings a unique perspective to the provision of utility
services. This value has been uniquely demonstrated in the competitive market for electricity
services in Alberta. EPCOR feels that in Ontario the provision of natural gas services could
benefit from a multi-utility approach that provides multiple utilities to a customer within a
geographic region. EPCOR’s multi-utility offering and its municipal history were a critical factor
in being selected as the preferred franchisee in Southern Bruce.

Figure 4: EPCOR Multi-Utility Scope of Services

5. EPCOR’s electric distribution and transmission businesses own and operate high voltage
substations and transmission lines and cables that are primarily situated within and around
Edmonton and form part of the Alberta Interconnected Electric System (“AIES”) power grid.
Through these facilities, EPCOR provides transmission services to the Alberta Electric System
Operator (“AESQ”), the independent not-for-profit entity that is charged with, among other
things, ensuring the efficient operation and expansion of the Alberta transmission grid. In 2015,
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10.

EPCOR distributed approximately 13% of Alberta’s provincial energy consumption to
approximately 343,000 residential and 36,000 commercial and industrial customer sites in
Edmonton.

EPCOR’s energy services business procures electricity for its Regulated Rate Option and
default supply customers in Alberta and provides customer care and billing services to its
customers, and certain customer care and billing services to affiliates and third parties. The
energy services business also sells electricity and natural gas to Alberta consumers under
competitive contracts through its Encor brand. EPCOR provides billing and customer care
services to approximately 640,000 energy and natural gas customer sites and 265,000 water
customer sites in Alberta.

EPCOR'’s water business provides water purification, water distribution, wastewater treatment,
sanitary and stormwater systems and related management services within the City of
Edmonton and several other communities in Western Canada and the Southwestern United
States, and provides similar services and water and wastewater plant financing and
construction services to industrial customers in Western Canada. In Edmonton and surrounding
areas, EPCOR services a population of over 800,000 and delivers bulk water to over 67
communities and counties. In addition, EPCOR USA provides water purification and distribution
and wastewater collection and treatment services in the southwestern United States to more
than 350,000 people in Arizona and New Mexico. It also delivers wholesale water service to
municipalities in the Austin metropolitan area.

In September 2017, the City of Edmonton transferred its sanitary and stormwater system to
EPCOR. This system contains pipes, tunnels, pump stations and stormwater management
facilities that make up the sanitary and stormwater network in the City of Edmonton.
Wastewater from the system is transported to EPCOR’s Gold Bar Wastewater Treatment Plant.

EPCOR’s acquisition of the natural gas distribution assets of Natural
Resource Gas Limited (NRG) received regulatory approval from the
Ontario Energy Board in August 2017. Closing of this transaction is
expected by the end of October 2017. Once complete, EPCOR will ‘
distribute natural gas to over 8,700 residential, commercial and

industrial customers in Elgin, Middlesex, Oxford and Norfolk counties
in southwestern Ontario. EPCOR also owns and operates a natural
gas utility that provides service to approximately 4,300 connections
and wholesale natural gas transmission service to local distribution
utilities near Houston, Texas.

EPCOR is a public issuer of debt with current credit ratings of A- stable (S&P) and A (low)
stable (DBRS). In fiscal 2016, EPCOR’s consolidated revenue was $1.946 billion and its
consolidated operating income was $379 million. Presently EPCOR has credit facilities totaling
$575 million of which $375 million is available for borrowing. EPCOR also has access to long-
term debt through the Canadian public debt market where it has an existing $1-billion, short
form base shelf prospectus.
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Figure 5: EPCOR’s 2016 Financial Overview

11. In its major business units (electricity distribution and transmission; water and wastewater;
natural gas and energy services), EPCOR’s customers number in the hundreds of thousands.
EPCOR and its predecessors, through their subsidiaries, have provided reliable utility service
for over 120 years, consistently meeting and exceeding service quality metrics in the areas
served. Details of EPCOR’s corporate profile, major operations and corporate finances are
provided in EPCOR Utilities Inc.’s 2016 Annual Information Form, a copy of which is attached
as Schedule F.

12. As at December 31, 2016, EPCOR employed 2,710 full-time, part-time, temporary and casual
employees. The recent transfer of the City of Edmonton’s sanitary and stormwater system to
EPCOR added approximately 700 employees. Further, EPCOR has a strong working
relationship with its five labour unions; four based in Alberta and one in Saskatchewan. As of
December 31, 2016, the five labour unions represented over 1,772 EPCOR employees. For
more than a decade, EPCOR has been on multiple lists ranking best employers and corporate
citizens. These include Canada’s Top Employers for Young People, Alberta’s Top 70
Employers, Best Place to Work (EPCOR Water USA), Government of Alberta Envirovista
Program and Public-Private Partnership (P3) awards, and the Best 50 Corporate Citizens
(2014). EPCOR employees volunteer thousands of hours of their time each year in their
communities both on their own as well as through EPCOR organized initiatives with its
Community Partners. EPCOR further supports its employee community volunteer efforts with
Helping Hands Grants to the charitable organizations that its employees are directly involved
with. EPCOR and its employees also raise funds through an annual United Way campaign and
EPCOR further supports the communities it works in through its education focused corporate
giving program.

13. EPCOR is subject to federal, provincial, state and municipal operational, rate-setting,
environmental and safety laws, regulations and guidelines concerning its businesses. EPCOR
has developed positive, ongoing working relationships with a number of regulators and
agencies including the Alberta Utilities Commission (AUC), the AESO, the BC Water
Comptroller, the Arizona Corporate Commissions and the New Mexico Public Regulation
Commission. EPCOR also works closely with a number of government health and safety
agencies including Health Canada, Alberta Environment and Parks Alberta, multiple Occupation
Health and Safety agencies, Water Security Agency (Saskatchewan), and Work Safe BC. Many
of EPCOR’s facilities are ISO 14001 and OHSAS 18001 certified.
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14. EPCOR manages over $6.0 billion in assets and an annual capital program of approximately

15.

$530 million. EPCOR and its design-build partners have also successfully designed, built,
owned and operated 15 water/wastewater projects in Western Canada, outsi