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1.0 INTRODUCTION 

1.1 Background 

The BC Government's 2002 Energy Plan, Energy for Our Future: a Plan for B.C., mandated that 

the British Columbia Utilities Commission (BCUC) conduct an inquiry to develop and make 

recommendations to Government regarding a stepped rate structure for BC Hydro's large 

commercial and industrial customers. In its Report and Recommendations to Government 

(Report and ~ecommendations)', the BCUC made nine recommendations related to stepped 

rates. 

The Government responded to the Report and Recommendations in an information bulletin 

dated November 28,2003, a copy of which is attached as Appendix A to Exhibit B-1. The 

Government also responded with Heritage Special Direction No. HC2 to the BCUC (HCZ)~ 

enacted pursuant to the BC Hydro Public Power Legacy and Heritage Contract Act, S.B.C. 

2003, Chap. 86. Section 3 of HC2 directs the BCUC to ensure that rates for BC Hydro's 

transmission service customers are designed in accordance with recommendations 8 to 15 of 

the Report and Recommendations. 

BC Hydro and intervenors subsequently entered into negotiations on the structure of the new 

transmission service rates (TSR) resulting in a negotiated settlement (the TSR NSA) which was 

approved by BCUC Order No. G-79-05. 

Further to recommendation number 9 of the Report and Recommendations, the TSR NSA 

parties agreed that the BCUC will provide an evaluation to Government regarding the TSR by 

December 31,2009 (TSR Evaluation). The TSR NSA described the TSR Evaluation as 

f0ll0ws:~ 

1 In the Matter of British Columbia Hydro and Power Authority and An Inquiry into a Heritage Contract for 
British Columbia Hydro and Power Authority's Existing Generation Resources and Regarding Stepped 
Rates and Transmission Access, Report and Recommendations, October 17,2003. 

OIC 112312003, as amended by OIC 2812008, OIC 84912008, and OIC 7412009. 

BCUC Order No. G-79-05, Appendix B, p. 5, section 10. 
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"This Evaluation will be filed by the end of 2009 and will be an expansive review of 

whether the new rates are achieving the objectives of the Energy Plan and Heritage 

Inquiry Report and Recommendations, including the objective of avoiding cost-shifting 

between customer classes. The parties expect that BCUC staff will work with interested 

parties to formulate the terms of reference for the Evaluation to ensure that it will provide 

a comprehensive review of the operation and results of the new rates. The parties 

expect that the BCUC will make recommendations to the government regarding any 

necessary or desirable changes to Special Direction HC2." 

The BCUC established the Terms of Reference and regulatory timetable for the TSR Evaluation 

by Order No. G-10-09. 

1.2 Proceeding 

On September 30,2009, BC Hydro filed its TSR Three-Year Summary Report (~epor t )~ ,  which 

addressed each of the eight Terms of Reference established by Order No. G-10-09. In addition, 

BC Hydro filed a Summary Report of Industrial Executives' Perspectives on BC Hydro's 

Transmission Service Stepped Rate prepared by lnnovologie LLC.~ 

BC Hydro received information requests (IRs) from the BCUC and the Joint Industry Electricity 

Steering Committee (JIESC), and filed its responses on November 6, 2009.~ 

BC Hydro declined to respond to a small number of JIESC IRs on the grounds that the 

information requested is not relevant to the purpose and Terms of Reference for the TSR 

Evaluation. In Exhibit A-4, the BCUC accepted BC Hydro's argument that the Terms of 

Reference confine the scope of this proceeding to "the experience to date, and potential 

obstacles to further conservation, associated with the transmission service rates themselves". 

4 Exhibit B-1, as amended by Exhibit B-1-1. 
5 Exhibit B-I -1 . 

Exhibit 8-3. 
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Final submissions were filed by the JlESC and the B.C. Sustainable Energy Association and 

Sierra Club of British Columbia (BCSEA). No other parties participated in the proceeding. 

2.0 THE TERMS OF REFERENCE 

BC Hydro's responses to each of the eight Terms of Reference questions are provided in the 

Report, and will not be repeated here. This part of the final submission will summarise the 

essential points of BC Hydro's responses. 

2.1 Has the transmission services stepped rate (RS 1823) facilitated conservation by 

BC Hydro's transmission customers? 

The stepped rate has facilitated conservation by TSR  customer^.^ BC Hydro also notes that 

energy conservation from the transmission service class has been higher than conservation 

from the residential and commercial customer c~asses.~ 

BC Hydro's estimates of the total energy savings from energy conservation and efficiency and 

self-generation projects that were funded 1 installed by customers in response to the RS 1823 

stepped rate and Power Smart enabling activities working in combination, are shown in Table 1 

of the ~ e p o r t . ~  

fable Y T&& DSM Summary (F2DCkT - F2W9) 

7 Report, page 6, line 5. 

Based on total reported GWhIyear conservation savings. Exhibit B-3, the response to BCUC IR 1.21 .I. 

Report, page 7, Table 1. 
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BC Hydro also provided the following estimates of the peak load reductions associated with the 

DSM energy savings shown in Table 1 .lo 

It is challenging to estimate the total DSM attributable to the stepped rate and Power Smart 

enabling activities working in combination because there are barriers to the measurement, 

verification and reporting of all DSM activity undertaken by TSR customers. The incentive for 

customers to accurately report DSM activity is primarily a function of the annual CBL reset 

mechanism of the CBL Determination ~uidelines." RS 1823 customers report their self-funded 

DSM activity to BC Hydro so that the energy savings are reflected in their adjusted annual 

energy purchases pursuant to section 4.1 .I .2 of the CBL Determination Guidelines. A customer 

with adjusted energy purchases above 90 per cent of its CBL will avoid a CBL reset; however, 

once the 90 per cent dead-band has been exceeded the customer has no further incentive to 

commit resources to measure and report any additional DSM activity. 

DSM energy savings that have been reported to and verified by BC Hydro are referred to in the 

Report as "Customer Reported DSM". BC Hydro is of the view that the Customer Reported 

DSM is reported accurately.'* 

The residual DSM energy savings that have not been reported to or verified by BC Hydro are 

referred to in the Report as "Unreported DSM". It is not possible to provide an accurate estimate 

of the Unreported DSM at this time because of the barriers outlined above and, accordingly, 

incomplete data.13 

lo Exhibit B-3, the response to BCUC IR 1.2.1. 
11 The CBL Determination Guidelines are BC Hydro Tariff Supplement No. 74. 

l2 Exhibit 8-3, the response to BCUC IR 1.37.1. 

l3 For further discussion of these barriers, refer to the Report, section 3.1.3, pages 11-14; and Exhibit B-3, 
the response to BCUC IR 1.5.2. 
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The BCUC should not assume that the inability to provide a definitive estimate of Unreported 

DSM means that there is no Unreported DSM. The issue is the cost that customers andlor 

BC Hydro would have to incur to measure, verify and report this additional DSM versus the 

incremental benefit of such reporting.14 Given that it is not possible for BC Hydro to measure or 

verify DSM energy savings that are not reported by TSR customers, BC Hydro asked rate 

evaluation experts to estimate the range of Unreported DSM using econometric and statistical 

analysis models. The results are shown as ranges in Table 1 of the Report. Given the limitations 

identified in section 3.1.3.2 of the Report, the modelled results should be considered as a 

preliminary estimate of the Unreported DSM.'~ 

2.2 Has the transmission services stepped rate (RS 1823) facilitated retail access by 

BC Hydro's transmission customers? 

The RS 1823 stepped rate, and the associated agreements and CBL Determination Guidelines, 

are not specifically designed to encourage, or discourage, customer retail access decisions. The 

program provides the mechanism by which a TSR customer can obtain supply from an alternate 

supplier if the customer decides to do so.I6 

In the three years that the retail access option has been available to TSR customers, no 

customer has entered into a Retail Access Program ~greement. '~ Accordingly, the stepped rate 

has not facilitated retail access by TSR customers. 

2.3 If no retail access has occurred, why not? Are there features of the transmission 

services stepped rate that detract from the attractiveness of retail access? 

The specific features of the stepped rate that deter customers from pursuing retail access are 

the Tier 2 Rate and the amount of energy priced at the Tier 2 Rate. In addition, customers would 

incur incremental transaction costs to obtain some of their electric energy needs from a third 

l4 Exhibit B-3, the response to BCUC IR 1.37.2; and JlESC Final Submission, section 1, page 2. 
15 Also refer to Exhibit B-3, the response to BCUC IR 1.28.1. 
16 Exhibit 8-3, the response to BCUC IR 1.30.2. 

I' Report, page 15, lines 11-12. 
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party supplier, and the risks to customers of retail access outweigh the potential benefits. These 

issues are discussed in section 3.3 of the Report. 

Ultimately, the attractiveness to TSR customers of supply from BC Hydro versus alternative 

suppliers depends on the price, and terms and conditions of each supply option. In BC Hydro's 

view, as long as the Tier 2 Rate is comparable to the price of IPP supply to TSR customers, the 

other impediments to retail access outlined above will make IPP supply less attractive to TSR 

customers than BC Hydro supply. 

2.4 Has the transmission services stepped rate (RS 1823) caused costs to shift to 

other BC Hydro customer classes or to the shareholder? 

Costs have been shifted from the TSR class to other customer classes and to the shareholder 

as a result of the implementation of the stepped rate in April 2006.'~ 

BC Hydro is not able to provide an accurate estimate of the costs that have been shifted to 

other classes because such an analysis would require information about the energy revenues 

and costs for the TSR customer class in a scenario where RS 1823 was not implemented and 

all TSR customers remained on RS 1821. A comparable estimate of DSM savings and costs 

was not created for such a scenario. 

The upper bound of the potential cost shift to other classes on a forecast, rate-setting basis, is 

shown in Table 7 of the Report, but BC Hydro does not assert that is an accurate estimate of 

the cost shifting.lg Table 7 shows that up to approximately $40 million of costs were shifted to 

other rate classes over the three-year period. The forecast revenue variances resulted in cost 

shifts to other classes via across-the-board rate increases pursuant to revenue requirements 

app~ications.~~ 

l8 Report, page 25, lines 3-6. 
19 Exhibit 9-3, the response to BCUC IR 1.39.1. 

*' Report, section 3.5.1, pages 29-31. 
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Table 8 of the Report shows the actual, after-the-fact, RS 1823 gross margin variance. The 

negative margin variance in F2007 and positive margin variance in F2008 impacted BC Hydro's 

shareholder in the form of net income that was lower in F2007, and higher in F2008, than it 

otherwise would have been. The negative margin variance in F2009 has been reflected in the 

Non-Heritage Deferral Account, as approved by BCUC Order G-16-09, and the impact of that 

variance will be borne by all customer classes through an adjustment to the deferral account 

rate rider. 

BCSEA agrees with BC Hydro's assessment of cost shifting caused by RS 1823, whereas the 

JIESC does not.21 BC Hydro responds to the JlESC submission regarding cost shifting in the 

next section. 

2.5 If there is cost shifting taking place, what are the reasons? 

Section 3.5 of the Report provides a thorough discussion of the reasons for the cost shifting to 

other classes of customers and the shareholder, and that discussion will not be repeated here. 

The JlESC disputes BC Hydro's analysis in this regard, and submits that the price of energy 

from recent calls for new electricity supply is the appropriate measure of impact on margin.22 

The JlESC submission incorrectly assumes that the value of BC Hydro's avoided cost of energy 

during the F2007 to F2009 evaluation period is the cost of new supply under recently-signed 

long-term agreements. The value of BC Hydro's avoided cost of energy on an annual basis 

during the F2007 to F2009 period was reflected by BC Hydro's short-run marginal cost, which 

was the weighted average of its purchases from the Dow Jones Mid-Columbia Electricity Price 

The marginal rate of RS 1823 was $54.O/MWh in F2007 and F2008, and $73.60/MWh in F2009. 

The value of BC Hydro's avoided cost of energy on an annual basis for F2007, F2008 and 

F2009 is shown at the top of Table 8 of the Report. 

21 BCSEA Final Submission, section 2, pages 2-3; and JlESC Final Submission, section 4, pages 3-4. 
22 JlESC Final Submission, section 4, page 4. 
23 Exhibit B-3, the responses to BCUC IRs 1.10.1, 1.12.1 and 1.12.2. 
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To the extent RS 1823's marginal rate reflects marginal value, a change in consumption will be 

margin neutral and will not shift costs to or from other customers. A variance between the 

marginal rate and marginal value means that consumption changes are not margin neutral and 

will result in cost shifting (to other customers within the class, other customer classes, or to the 

shareholder). This is the appropriate variance to estimate the cost shifting. 

These same issues were considered during the BCUC's 2003 Inquiry that resulted in the 

stepped rate. The BCUC said the following in its Report and Recommendations to 

~ o v e r n m e n t : ~ ~  

"BC Hydro proposed that the Tier 2 rate should equal its short-term opportunity cost, 

primarily to support its principle that the rate should be margin neutral and limit cost- 

shifting between customers, or between customers and the shareholder.. .. 

However, the Commission Panel believes that a Tier 2 rate based on a volatile short- 

term, one-year forward Mid-C price would not adequately signal the types of behaviour 

or investment contemplated by the Energy Plan as the outcome of stepped rates. The 

Commission Panel believes that an appropriately designed Tier 2 rate based on the 

long-term cost of acquiring actual new energy supply would be more supportive of the 

objectives of the Energy Plan, as was intended in the Policy Actions for stepped rates. 

Further, the Commission Panel notes that the Energy Plan does not refer to the principle 

of margin-neutrality as a necessary guide for stepped rate design. Nonetheless, the 

Commission Panel does not expect an appropriately designed stepped rate to entail a 

significant risk of cost-shifting. 

Therefore, the Commission Panel concludes that the Tier 2 rate should reflect the long- 

term opportunity cost of new supply. .." 

Thus, the BCUC understood that BC Hydro's short-term opportunity cost is the appropriate 

measure for margin neutrality; however, the BCUC also considered that a Tier 2 Rate based on 

short-term cost would not adequately support the Energy Plan's objectives for stepped rates. 

24 Report and Recommendations, pages 58-59. 
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In BC Hydro's view, the extract from the Report and Recommendations quoted above indicates 

the BCUC considered that the conservation objectives of the stepped rate would be better 

served by a Tier 2 Rate based on the long-term cost of acquiring actual new supply, and that 

some margin variances and cost shifting might result from a marginal rate set on that basis. 

Section 3.4 of the Report provides the appropriate analysis of gross margin variances and cost 

shifting to inform the consideration of the substantial energy conservation benefits achieved by 

the stepped rate versus the margin and cost shifting impacts that have resulted from setting the 

Tier 2 Rate based on the long-term opportunity cost of new supply. 

In addition, BC Hydro submits that the BCUC should recognise that cost shifting during the 

F2007 to F2009 period of economic downturn may stabilise or reverse in the future if RS 1823 

energy purchases increase relative to CBLs. RS 1823's performance in terms of conservation 

and cost shifting, during its first three years may not be representative of the rate's performance 

during a period of economic stability or upturn.25 

2.6 Why have no customers used the Time of Use (TOU) Rate (RS 1825)? 

BC Hydro discusses its understanding of the reasons why no customers have used RS 1825 in 

section 3.6 of the Report. In summary, no customers have chosen to take service under 

RS 1825 because the overall complexity, low margins, and risks combine to make RS 1825 less 

attractive to TSR customers than the RS 1823 default option. The reasons are essentially the 

same as the reasons why no customers have chosen to obtain supply from third parties using 

retail access: RS 1823 is a more attractive option. 

*' Report, section 3.5.3; and Exhibit 8-3, the response to BCUC IR 1.13.1. 
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2.7 Does the transmission services stepped rate (RS 1823), as currently structured, 

contain barriers or obstacles to further conservation, load reduction, or 

preservation and optimization of self-generation by BC Hydro's transmission 

customers? 

The RS 1823 stepped rate has structural elements that are obstacles to further energy 

efficiency, conservation and customer self-generation. The primary barrier is the effective "cap" 

on customer DSM investment at 10 per cent of CBL because of the 9011 0 split between Tier 1 

and Tier 2 pricing. The obstacles are discussed in more detail in sections 3.7 and 3.8 of the 

Report. 

2.8 Are there elements of the RS 1823 rate structure that could lead to less than 

optimal results in the future? If so, what are those elements and what are the less 

than optimal results? 

The primary elements of RS 1823 that could lead to less than optimal results in the future are 

the effective cap on the DSM potential of the rate structure at 10 per cent of CBL, and the 

principle that the Tier 1 Rate is to be derived from the Tier 2 Rate and the split between Tier 1 

and Tier 2 pricing to achieve, to the extent reasonably possible, revenue neutrality. Increasing 

the Tier 2 Rate and/or by lowering the split between Tier 1 and Tier 2 pricing may increase the 

DSM potential of the rate structure, but it could also result in an unacceptably low Tier 1 Rate 

and unacceptable cost shifting.26 These issues are discussed in more detail in section 3.8 of the 

Report. 

3.0 CONCLUSION 

The RS 1823 stepped rate has facilitated energy efficiency, conservation and customer self- 

generation by TSR customers, but the rate has structural elements that are obstacles to further 

customer DSM. The rate also has structural elements that may lead to less than optimal results 

in the future. There has been some cost shifting from the TSR class to other customer classes 

26 ~xhibi t  B-3, the response to BCUC IR 1.7.1. 
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and some financial impacts to the shareholder as a result of the implementation of the RS 1823 

stepped rate. 

There has been no uptake of the retail access and time-of-use rate options because the RS 

1823 default option is more attractive to TSR customers. 

4.0 PROPOSED RECOMMENDATIONS TO GOVERNMENT REGARDING HC2, 

AND NEXT STEPS 

As noted in section 1 .I of this final submission, the TSR NSA contemplated that the BCUC's 

TSR Evaluation Report to Government would include recommendations regarding any 

necessary or desirable changes to HC2. BC Hydro also notes that subsequent to the issuance 

of HC2, the Government made further policy pronouncements regarding conservation rates in 

the 2007 B. C. Energy Plan: A Vision for Clean Energy Leadership (2007 Energy Plan), and 

made amendments to the Utilities Commission Act in 2008 regarding demand-side measures, 

Government's energy objectives and rate rebalancing. 

In light of the potential obstacles to further customer DSM associated with elements of the 

current rate structure and the subsequent pronouncements regarding conservation rates, 

BC Hydro suggests that the BCUC should recommend to Government that this is an appropriate 

time to make changes to section 3 of HC2. In the response to JlESC IR 1 .I .2, BC Hydro set out 

the changes to HC2 that it believes may be desirable at this time. 

None of the changes to HC2 suggested by BC Hydro would require any change to BC Hydro's 

rates; the changes would only allow greater flexibility to change TSR designs in the future in 

accordance with the requirements of the amended Utilities Commission Act and the policy 

pronouncements of the 2007 Energy Plan, and after stakeholder engagement. 

BC Hydro agrees with the submissions of the JlESC that any consideration of changes to the 

RS 1823 rate structure should involve stakeholders, and that any such consideration should be 

in the context of pertinent facts and alternatives, including: 

the interaction of the three key rate design elements (i.e., the Tier 2 Rate, the Tier 

I/Tier 2 split, and the Tier 1 Rate); 
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actual RS 1823 customer energy purchases relative to CBLs; 

concerns about the Tier 1 Rate being set too and 

the opportunities for traditional DSM incentive programs to acquire cost effective 

energy savings from RS 1823 customers. 

BC Hydro does not agree with the JIESC submission that changes to section 3 of HC2 should 

not be considered until there is a "concrete proposal, and consensus, on appropriate 

changes."28 The approach advocated by the JIESC would have BC Hydro and stakeholders 

spend time and effort to develop a proposal without knowing whether the regulatory regime 

established by HC2 would be changed to enable the BCUC to approve the proposal. 

In sections 3 to 5 of its Final Submission, BCSEA has accurately described the roles of BC 

Hydro, the BCUC and Government with respect to this evaluation proceeding and the TSR more 

generally. The JIESC approach fails to distinguish the respective roles of the BCUC and 

Government. 

As discussed above, the BCUC's TSR Evaluation Report is the appropriate vehicle for the 

BCUC to recommend changes to section 3 of HC2. The Government may choose to change 

section 3 of HC2 to allow greater flexibility, or it may confirm HC2 as is. Either way, BC Hydro's 

approach would allow it and stakeholders to consider modifications to RS 1823 in a known 

regulatory regime. Thus, consideration of any structural modifications to the stepped rate should 

come after the Government has the opportunity to respond to the BCUC's TSR Evaluation 

~epor t .~ '  

Finally, BCSEA requests that the BCUC issue a draft of its TSR Evaluation Report for comment 

by intervenors and the Given the BCUC has five weeks, including holidays, to submit 

27 Report, section 3.8.2; and JIESC Final Submission, section 8(i), pages 5-6. 
28 JIESC Final Submission, section 8(iii), pages 6-7. 

29 Exhibit B-3, the response to BCUC IR 1.32.1. 

30 BCSEA Final Submission, section 6, page 6. 
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its Report to Government, there does not appear to be time for the BCUC to prepare a draft 

Report and obtain comment on the draft Report, prior to submitting the final TSR Evaluation 

Report to Government. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

THIS ~ 5 ' ~  DAY OF NOVEMBER, 2009 

Ian D. Webb 

Counsel for BC Hydro & Power Authority 
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