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Part 1: Approvals Sought 

FortisBC Alternative Energy Services Inc. (“FAES”) has entered into agreements with PCI 
Developments Inc. (“PCI”) to provide thermal energy for heating and cooling at a mixed use 
commercial and residential development at Cambie and Marine Drive in Vancouver (“the 
Development”) and seeks the following approvals: 

• A Certificate of Public Convenience and Necessity (“CPCN”) for the construction and 
operation of the thermal energy project described in this application pursuant to 
section 45 and 46 of the Utilities Commission Act (the “Act”)1 

• Approval of the rates established by the Service Agreement filed with the Application 
including the capital structure, return on equity, and depreciation rates, as just and 
reasonable rates under sections 59-61 of the Act. 

The approvals sought will allow FAES to construct and operate the thermal energy system 
(“TES”) for the project and implement the necessary rate structures and approvals to provide 
thermal energy to the tenants of the Development. 

The CEC supports the proposed CPCN and agrees that the rates established in the Service 
Agreement are just and reasonable under sections 59-61 of the Act. It is also noted that the 
agreements between FAES and PCI allows for conditions that may be specified from the British 
Columbia Utilities Commission. (the ``Commission``)2 

 

 

Part 2: Applicable Legal and Regulatory Framework 

FAES states that in the Act the definition of a ``public utility`` means a person, or the person`s 
lessee, trustee, receiver or liquidator, who owns or operates in British Columbia, equipment or 
facilities for 

(a) the production, generation, storage, transmission, sale, delivery or provision of 
electricity, natural gas, steam or any other agent for the production of light, heat, 
cold or power to or for the public or a corporation for compensation…3 

                                                            
1 FAES Final Submission, Page 3 
2 Exhibit B-6 CEC 1.16.1 
3 FAES Final Submission, Page 3 



In this case such a service is being provided to PCI for the delivery of an agent to produce heat 
for compensation. Consistent with the Delta School District and Tswwassen Springs projects 
which were both projects of a similar nature to this one in which both were determined by the 
Commission to be regulated under the UCA. Thus, FAES states that the provision of thermal 
energy service to PCI is a regulated service under the Act.4 

The CEC agrees with FAES in that the service being provided is a regulated ``public utility`` 
service as defined in the Act 

FAES states that pursuant to section 45 of the UCA, it is required to obtain a CPCN prior to 
constructing and operating the Project. Section 45 requires the weighing of interests of the 
affected members of the public and any legislated considerations in arriving at an opinion of 
whether a given project is in the public interest. The project mainly deals with the interests of 
PCI and the future tenants of the Development who will receive service from FAES.  However, 
FAES states that public interest considerations relevant to this project include existing and 
future TES customers as well as City of Vancouver and it`s residents.5 It should be noted that 
this TES will be designed to be connectable with the energy systems of other developments as 
part of the City of Vancouver`s rezoning conditions. Such expansion plans will be re-examined 
once more detailed information is available for the adjoining sites.6  

The Commission must also consider British Columbia`s energy objectives when assessing this 
CPCN which entails a consideration of the broader interests of the public.  

The CEC agrees that pursuant to section 45 of the ACT, FAES is required to obtain a CPCN prior 
to construction and operation of the Project 

The Commission must also approve the necessary rate structures to provide energy service to 
PCI pursuant to sections 59-61 of the UCA. FAES states that the terms  and conditions of service 
applicable to PCI accord with the basic cost of service ratemaking principles that recover a ``fair 
and reasonable charge`` for service which accounts for a fair return on equity taking into 
account overall business and financial risk associated with delivering service to PCI.7 

The CEC supports the proposed rate structure and agrees that the rates reflect a fair return on 
equity based on overall business and financial risk associated with delivering service to PCI. 

 

                                                            
4 FAES Final Submission, Page 3 
5 FAES Final Submission, Page 3 
6 Exhibit B-1, Page 9 & Exhibit B-6, CEC 1.1.1 & Exhibit B-9, CEC 2.1.2 
7 FAES Final Submission, Page 4 



Part Three: CPCN Considerations  

A. Project Need and Alternatives Considered 

FAES states that the project need is about the choice of energy system for the Development. A 
key aspect of this need is the City of Vancouver`s (``COV``) requirements for PCI`s rezoning 
approval. The approval was contingent upon a number of legally binding conditions which PCI 
had to meet in order to build the Development including: 

(a) 70% of the annual space heating and domestic hot water energy requirements for 
the development would be provided through renewable energy sources; and 

(b) The system shall reduce Green House Gas (``GHG``) emissions by a minimum of 50% 
relative to business as usual.8 

FAES has stated that the COV requirement of 70% of annual energy from renewables is 
reasonable as this reasonableness is reflected by the reasonable rates determined for 
customers of this project.9  As it happens, by choosing the closed-loop geo-exchange for the 
Project to meet the 70% renewables criteria, the reduction in GHG emissions exceeds the 
minimum reduction specified by COV at 60%.10 

The FAES has demonstrated that it meets the COV criteria, which is critical to having a viable 
project. The FAES has demonstrated that the developer has engaged FAES to supply the energy 
services, which is also a critical demonstration of need for the project. 

FAES has examined alternatives and after a screening study settled on a geo-exchange system 
as a preferred approach. After further study of open loop design and closed loop designs as well 
as sewer recovery systems the FAES have settled on the closed loop design as the preferred 
approach. 

The CEC accepts the FAES analysis of its preferred approach and although the CEC has some 
comments on the analysis and process the CEC has no reason to propose that FAES has not 
adequately met the anticipated requirements for the PCI Marine Gateway future customers, 
sufficiently to justify the granting of a CPCN for the Project. 

The CEC believes that FAES has demonstrated that the proposed Project can meet the needs of 
the PCI Marine Gateway complex.  

                                                            
8 FAES Final Submission, Page 5 
9 Exhibit B-6, CEC 1.2.1 
10 Exhibit B-6, CEC 1.2.3 



The CEC believes that FAES, within the constraints of its involvement in the project has made 
suitable efforts to identify the most cost-effective energy solution for the Project. The CEC has 
some comments on the process and analysis but has no reason to expect the FAES proposal to 
be inadequate from a customer cost-effectiveness point of view. 

The CEC review and comments follow below. 

The Developer was responsible for working with BC Hydro on BC Hydro’s new building 
programs for conservation and efficiency for electrical consumption. 11 The development was 
designed with energy conservation standards ASHRAE 90.1-2007, supplemented by targeting 
LEED Gold Standard12. Heat recovery has been planned from the commercial, grocery and 
restaurant use. Heat recovery totalling 8,518 GJ has been calculated from in-building 
refrigeration from the food store and in-building simultaneous cooling (air-conditioning) serving 
the office and commercial retail units. 

FAES has designed the project to achieve the conservation and efficiency goals set by the COV. 
The project is integrated with the tenant facilities and has heating and cooling recovery from in 
building processes thereby optimizing energy uses13. Additional measures for conservation and 
efficiency could be built into such a project but would result in higher costs and higher rates14. 
The net result could be lower bills for the end customers for variable cost components but 
would not for fixed cost components, except for transfer of costs to those not as efficient or 
focused on conservation. 

The CEC believes that it may be appropriate for the Commission to ask FortisBC for a 
submission in the future in regard to cost-effective plans for additional conservation and 
efficiency post-installation and during on-going operation. 

FortisBC has established that the project environmental controls will be monitored remotely 
and has established that there are benefits achieved in doing so15.  

The project is designed to be ready for connection to expanded applications with nearby 
building facilities. This has been accomplished with minimal expense16 relative to the total 
expansion requirements17. 

                                                            
11 Exhibit B-6, CEC 1.3.8 
12 Exhibit B-6, CEC 1.3.4 & CEC 1.15.1 
13 Exhibit B-6, CEC 1.3.7 & CEC 1.3.6 
14 Exhibit B-6, CEC 1.3.5 
15 Exhibit B-9, CEC 2.3.1 & CEC 2.3.2 
16 Exhibit B-6, CEC 1.1.1 & CEC 1.2.1 
17 Exhibit B-6, CEC 1.3.1 



The CEC believes this future interconnection aspect of the project has been reasonably handled 
by FAES. 

The design of the project to optimize the use of the renewable geothermal energy and the cost 
of natural gas depends on the load duration curve and the relevant cost trade-offs, which have 
been built into the design18. The GHG reductions are appropriately linked to the appropriate 
cost trade-offs but may not be in other circumstances19. 

The CEC believes this is an important aspect of such a project and its interaction with in this 
case municipal guidelines. The CEC believes it may be useful for the Commission to encourage 
FAES to work with the municipal guidelines to ensure that single parameter objective setting 
does not over ride obtaining the most appropriate cost trade-off balances. 

In reviewing the alternatives to the project the CEC notes that the co-generation alternative 
assumptions for electric sales have relatively low costs for electrical energy20. Critical to the 
evaluation of alternatives will be the appropriate trade-offs between electrical energy values 
and GHG values. The annual GHG emissions and the intensity factor do not have trade-off 
values in the analysis21. The cost of electricity used in later cost comparisons was $33.6/GJ 
which is a more appropriate representation of the marginal cost of electricity22. The CEC 
believes that the FAES process may not have consistently and adequately dealt with the trade-
offs. 

The terminal values for making comparative valuation over a 20 year timeframe are not 
calculated into the alternatives comparisons, though qualitatively FAES recognizes that there 
can be substantial differences23. The CEC believes that the FAES may not have adequately dealt 
with terminal values in its analysis. 

The CEC believes that the alternative review for this project is acceptable and given where the 
FAES is in respect to the project, working with the customers the CEC believes that it would be 
inappropriate to deny the CPCN based on the adequacy of the alternative review. However, the 
CEC believes that the FAES alternatives review process and comparisons can be tightened up 
and improved. 

The CEC believes that the Commission may want to ask the FAES to improve its alternatives 
review process and methodology as it approaches future projects. 

                                                            
18 Exhibit B-6, CEC 1.2.2 & CEC 1.2.4 
19 Exhibit B-6, CEC 1.2.3 
20 Exhibit B-6, CEC 1.5.1 
21 Exhibit B-6, CEC 1.6.1 
22 Exhibit B-6, CEC 1.9.1 
23 Exhibit B-6, CEC 1.5.2 & CEC 1.5.3 



The Alternatives analysis has been subjected to some sensitivity analysis and the resulting 
selections appear to be the same when sensitivity to % of annual energy from the alternative 
source is varied24. 

The option to examine sewer heat recovery has been excluded from review in an early 
screening, yet the City of Vancouver has implemented this approach in its South False Creek 
applications25. The developer and FAES have screened out this alternative because it is new 
technology and completely new to Metro Vancouver but remains a potential for future 
application and or inclusion in the expansion plans. 

The integration of the energy systems designs with the building designs has been considered 
and discussed but he developer was too far along in design to enable FAES to affect potential 
optimizations and FAES notes these are outside of its scope26. The FAES energy systems are not 
integrated with in-unit controls and optimization as these are separate systems27. 

The CEC believes that it is appropriate to seek to have as much optimization of the energy 
systems as possible, including integration with building design. The CEC accepts that there are 
practical points involved with respect to the timing of the FAES involvement and therefore 
accepts that not all optimization which may be possible may have been done. 

The CEC believes that the Commission may want to encourage FAES to incorporate as much 
optimization scope as possible into future projects for the benefits of customers and therefore 
should be encouraged to communicate with developers and work with them as early as 
possible in the development cycle. 

Alternative sources of energy may be considered in the future, such as solar thermal, but the 
characteristics of the source options and the features of the proposed system which would be 
displaced would be critical to assessing the future value of doing any replacement28. 

The control systems for the project, though not determined yet, including the HVAC controls 
and the Thermal Energy System controls, will be integrated to provide best in class system 
performance with reasonably responsive control29. 

The CEC believes that the system control plans are appropriate and will provide quality results 
for the customers. 

                                                            
24 Exhibit B-6, CEC 1.7.1 
25 Exhibit B-6, CEC 1.8.1 & Exhibit B-4, BCUC 1.12.3 
26 Exhibit B-6, CEC 1.10.1 
27 Exhibit B-6, CEC 1.11.1 & CEC 1.11.2 
28 Exhibit B-6, CEC 1.12.1 & CEC 1.12.2 
29 Exhibit B-6, CEC 1.14.1 & 1.14.2 & 1.14.3 



In summary the CEC believes that there is a demonstrated need for the project and that FAES 
has examined alternatives appropriately for the circumstances but that FAES could improve its 
processes somewhat in the future. The CEC believes that the Project is in the public interest and 
should be approved. 

The CEC recommends that the Commission approve the CPCN requested as being in the public 
interest. The CEC believes that such approval should be accompanied with such comments on 
the FAES process and analysis as may be useful to improving these in the future. 

 

 

Project risks and benefits 

FAES identifies and addresses several areas of possible risk including development under-
subscription, system performance, cost overruns, the risk of stranded assets, operational risks 
and the potential effects on physical, biological and social environments. 30  The CEC agrees 
that the risk in these areas is reasonable.   

 As indicated in the FAES Final Submissions the residential component is 100% Sold Out and the 
retail component has commitment from major retailers including Cineplex and Loblaws 
covering over 50% of the space.31  These are substantial commercial enterprises, are valuable 
to the residential customer base and are appropriate for the project overall. FAES also states 
that it has mitigated this risk in its Infrastructure Agreement (filed confidentially) because 
certain development targets must be met prior to the commencement of construction.32  

While the risk of under-subscription is not entirely absorbed by these commitments given the 
possibility of economic decline and possible default by residential purchasers and large 
commercial tenants it appears as a reasonably stable client base. 

The annual uncertainty with respect to the demand volumes is expected to be within the range 
of -10% to -20% (on the low side) and +10% to +30% (on the high side).33 The sensitivity of the 
Project to even a $.01 change in the rates being charged or a 10% change would over 20 years 
result in a significant cost recovery issue. Hence the FAES believe that the cost of service 
approach is necessary to enable deferral account issues to tend toward zeroing out the 
account. These risks are managed for the FAES but are borne by the customers. 
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32 Exhibit B-1 Application, p. 38 
33 Exhibit B-6 CEC 1.25.1 & CEC 1.25.2 



The FAES have also examined 8 different external variables to the project and performed a 
Monte Caro analysis on these project variables to settle on its projected rate values. Again 
there is some significant variability and as a consequence having the cost of service approach to 
the rates is essential to ensuring stability of the regulatory balance between shareholder and 
the end customers. These risks are managed for the FAES shareholder but are ultimately borne 
by the end use customers. 
 
FAES states that system performance is reliable because it relies on proven technology and 
FAES will take reasonable steps in commissioning the system to ensure that the Project will 
meet system design requirements. Performance of the system will be tested in commissioning 
that encompasses individual testing of the related components, verification of the component 
interconnection against the drawings, and the functional testing of the system as a whole. 34  
 
System performance risk may be mitigated or exacerbated through building design.  Heat 
recovery systems provide for Annual Heating of 8521Gigajoules or 28% of Total Heating and 
6390 Gigajoules or 42% of Total Cooling35.  FAES has also been able to integrate its TES designs 
with building and facility designs36 and the equipment inside the Energy Centre will provide 
sufficient heat to satisfy the base building requirements for flow and temperature.37   
 
The natural gas boilers can meet the entire system load if necessary which provides appropriate 
back-up in the event of system failure.38 
  
Long term maintenance and operation has been considered. The building was designed by an 
experienced and reputable firm so the building envelope is expected to perform to specification 
and the design of the energy system will be done by experienced consultants and the system 
built according to design specifications. Heating/cooling system operations is within the scope 
and control of FAES.39 
 
Capital cost overruns are mitigated by a contingency of 25% which is in the range contemplated 
for a Class 3 cost estimate and is based on previous project experience and construction 
industry estimates.40   
 
Stranded capital is not expected to be a risk as the client base is large, PCI is incented to replace 
tenants who leave, and service agreements require that departing customers pay their 

                                                            
34 Exhibit B-6 CEC 1.3.4 
35 Exhibit B-6 CEC 1.3.6;  Exhibit B-1 Application p. 25 Table 3-9 Summary of Energy Sourcing 
36 Exhibit B-6 CEC 1.3.7 
37 Exhibit B-6 CEC 1.3.10 
38 Exhibit B-6 CEC 1.10.4 
39 Exhibit B-13 BCUC 2.3.6 
40 Exhibit B-4 BCUC 1.22.1 



proportionate share of rate base value of the assets in service41.  Further, FAES would recover 
costs of any stranded assets from other FAES customers through the TESDA.42,43, 

The risk of unauthorized access from remote monitoring will be addressed by secure network 
connections and password protected multilevel permission access. Accidental equipment 
activation and deactivation will be controlled by highest level of system access and no personal 
data will be stored on the system.44  

The risk factor comparison to other projects indicates an acceptable level of risk.  The analysis 
of risks includes capital cost structure, technology risk, fuel risk, customer base and risk of 
default, property development, developer-customer connection, load forecast uncertainty, 
construction and operating cost risks, rate design, financial risk, competitive challenges and 
regulatory and environmental uncertainty among others.45   

Overall the CEC believes that these risks appear reasonable and are not dissimilar to the risks, 
which are transferred to the customers of other utility operations. One key difference is the 
project by project rate setting and the small number of customers associated with each project 
and each set of risks. 

The CEC does not believe that there is evidence in this regulatory process of a sufficiently 
substantive risk, which would lead the CEC to believe that the Project should be denied a CPCN 
and or the proposed rate design and rates. 

The CEC, however, believes that this approach, of setting rates and determining cost of service 
on a project by project basis, will at some point have the potential to result in a failure due to 
realization of some specific risk that otherwise could have been managed across a larger 
customer base as is the case for more mature utility services.  

The CEC believes that FAES and the Commission should be planning toward integration of these 
alternative energy service rates, at some point in order to manage certain customer risks across 
a larger pool of customers. While the CEC does not believe that this Project or this time is the 
appropriate point for this integration, the CEC encourages the Commission to ask FAES to plan 
for this potential and provide the Commission with perspectives on how, when and to what 
degrees this may be done in the future. 
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Alignment with British Columbia’s Energy Objectives 

The CEC agrees with FAES that it has met the tests for consideration as to whether or not the 
proposed project is sufficiently aligned with British Columbia’s Energy Objectives46. 

 

Reasonable Cost Estimate 

The CEC has reviewed the FAES cost estimates provided. 

The CEC believes that the FAES consultant’s ACEE Class 3 cost estimate of $9.2 million for the 
project is reasonable. The CEC believes that having the supplier quotes on the major 
components of the project provides reasonable assurance as to the cost estimates. The CEC 
believes that the 25% contingency included in the costs estimate is reasonable and provides an 
appropriate level of assurance as to the potential to provide the project for the cost estimated. 
Although this level of contingency has not been applied on previous projects the CEC believes 
that the FAES rationale related to the class of cost estimating is appropriate47. 

The FAES cost estimates do not include a significant cost for expansion to other sites48. The 
FAES cost estimates do not include the building energy use controls but do include the project 
energy service controls49. The regulatory costs are included as an estimate50. The development 
costs have been included at $.68 million, are about 6.8% of the project and fall in between 10% 
and 5% of the project representing prior project projected experience51. The AFUDC of $305 
thousand appears to be reasonable and appropriately calculated52. 

The CEC believes that the cost estimates for the project have been appropriately bounded and 
do not contain costs that would be inappropriate. The CEC also believes that the project cost 
estimates contain all of the costs necessary to provide the project plan. 

The CEC believes that the Commission can rely on the FAES cost estimate and can approve the 
cost estimate as supplied by FAES. 
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51 Exhibit B-4, BCUC 1.23.1 
52 Exhibit B-4, BCUC 1.24.1 & BCUC 1.24.2 



Adequacy of Public Consultation 

The CEC has reviewed the FAES public consultation efforts in respect of the Project and believes 
them to be adequate and sufficient. 

 

 

Part Four: Rate Design Considerations  

Rate Design & Rates 

The FAES rate design is intended to provide a $/KWh all variable cost rate to customers. The 
first three years of the rate have been fixed and then the rate transitions to a cost of service 
rate. 

The rate transition is not expected to create a significant discontinuity for customers as it is 
expected to be a relatively smooth change53. The rates to be charged and the costs to 
customers are expected to be reasonable in comparison to other end use costs54. 

The rates to be charged are drawn from the BC Hydro residential rates and transition smoothly 
to the cost of service rates55. The analysis of rates for this Project has shown that the rates will 
be competitive with other rates for such projects approved by the Commission56. 

The Project system has significant capital components, which are expected to have a 
considerable expected life57 and therefore may be expected to deliver good value for 
customers over time. The large fixed capital cost components will make the variable cost rate to 
customers vulnerable to changes in demand or use per customer58.  

The customer rates will be vulnerable to uncertainty around volume projections and any 
potential volume changes59. However, it must also be remembered that reduced customer 
demand will lower customer bills to the extent the demand is reduced relative to other 
customers receiving the service.  
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There are potential risks related to the competitiveness of the rates based on the type of unit 
owners and any transition to occupancy and use60. 

The expansion of the system to surrounding buildings would be pursued if there was no 
negative impact on the Project rates61, but the expected costs would be anticipated to be 
shared as would some of the benefits62. 

The Project deferral account will accumulate any costs not charged to customers initially 
through the first three years and will enable these to be recovered from customers later63. This 
enables smooth competitive rates and manages risk for FAES.  

The TESDA is expected to provide a significant element of management of the cost of service 
and rates for customers and in the final analysis if not appropriately recovered from customers 
would be the responsibility of the shareholder. The TESDA is not expected to be impacted by a 
future expansion as it may relate to the Project64. The TESDA has accumulated a balance of 
approximately $7.5 million65 and the FAES does not believe that it helps reduce risks related to 
the Project. 

The CEC believes that the TESDA does reduce risks by allowing deferral of upfront costs to 
periods when the stable levels of capital investment will create the potential for the Project 
service to be increasingly competitive with alternative service costs. The CEC will reserve 
further comment on the TESDA until the Commission engages in a regulatory process to deal 
with its disposition. 

Customers will have an incentive to manage their costs of energy based on the variable cost66.  

The CEC believes that the rate design being a variable cost to the customer will be effective in 
ensuring cost efficient use. 

The CEC believes that the proposed project is quite integrated in its use of energy sources 
including integration with customer sources. This would make cost allocation approaches for 
the rate setting quite challenging67. The CEC is prepared to accept the rate designs and their 
simplicity over more complicated designs at this time and is prepared to reserve such further 
considerations until such time as more experience has developed and more sophisticated 
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analysis and design may prove to be useful in providing additional fairness in the rates, if such 
can in fact be done. 

The CEC believes that FAES has demonstrated that the proposed rates will be reasonable and 
competitive. The CEC believes that there is no evidence to suggest that there will be anything 
unduly discriminatory about the rate design or application. The CEC believes that the FAES have 
proposed a rate design, which at this stage would appear to be fair to the customers. 

The CEC believes that the Commission should approve the proposed rates as fair just and 
reasonable and not unduly discriminatory. 

 

Reasonableness of inputs used to derive rates 

The FAES have capitalized overhead into the Project costs and have modelled costs including 
overhead but do not believe that there are any future capital expenditures which would require 
overhead capitalization. 

The CEC agrees that capitalization of overheads in the initial project make sense and that it is 
likely inappropriate to capitalized overheads on an ongoing basis because there are not 
expected to be capital expenditures which would warrant such capitalization. 

 

Capital structure, Cost of Debt and Return On Equity 

The FAES have included cost of debt based on BBB rated entities and noted that this is 
consistent with the Commissions decisions in other cases. The cost of debt has been amended 
to 5.37%68. 

The CEC does not see any good reason that the customers for the FAES should be required to 
bear additional costs of debt over and above that that the service provider can deliver. The CEC 
believes that the regulatory cost of service approach should not include such inordinate 
addition of earnings to the shareholder over and above the risk premium on ROE sought 
because the FAES is a small utility operation isolated from the shareholders other business. 

The CEC believes that the 60% debt and 40% equity capital structure is appropriate for the 
FAES. 

                                                            
68 Exhibit B-4, BCUC 1.42.1 



The CEC believes that the 50% risk premium above the base benchmark is appropriate for this 
small isolated utility operation. 

 

Conclusion 

The CEC believes that the Commission should approve the FAES application for a CPCN for its 
proposed PCI Marine Gateway Project, subject to any comments the Commission may believe 
appropriate for the improvement of future processes and analysis. 

The CEC believes that the Commission should approve the Rate Design and Rates for the PCI 
Marine Gateway Project, subject to reporting of costs and performance of the Project as well as 
future determinations with respect to deferral accounts and the TESDA regulatory 
determinations.  


