
D Barry Kirkham, QC+ 
Duncan J Manson+ 
Daniel W Burnett, Qc+ 
Ronald G Paton+ 
Karen S Thompson+ 
Harley J Harris+ 
Kari F Richardson+ 
Edith A Ryan+ 
Daniel H Coles+ 

Patrick J O'Neill 

Carl J Pines, Associate Counsel+ 

Robin C Macfarlane+ 
Alan A Frydenlund, QC+' 
Harvey S Delaney+ 
Paul J Brown+ 
Gary M Yaffe+ 
Jonathan L Williams+ 
Paul A Brackstone+"* 
James W Zaitsoff+ 
Jocelyn M Bellerud+ 
Sarah M. Peloquin** 

Rose~Nlary L Basham, QC, Associate Counsel+ 
Jennifer M Williams, Associate Counsel+ 
Hon Walter S Owen, OC, QC, LLD (1981) 

John I Bird, QC (2005) 

Febrnary 19, 2018 

VIA ELECTRONIC MAIL 

Josephine M Nadel, QC+ 
Allison R Kuchta+ 
James L Carpick+ 
Patrick J Haberl+ 
Heather E Maconachie 
Michael F Robson+ 
Scott H Stephens+ 
Pamela E Sheppard+ 
Katharina R Spotzl 

British Columbia Utilities Commission 
6th Floor, 900 Howe Street 
Vancouver, B.C. V6Z 2N3 

James D Burns+ 
Jeffrey B Lightfoot+ 
Christopher P Weafer+ 
Gregory J Tucker, QC+ 
Terence W Yu+ 
James H !vkBeath+ 
Zachary J Ansley+ 
George J Roper+ 
Sameer Kamboj 

+ Law Corporation 
* Also of the Yukon Bar 
** Also of the Ontario Bar 

OWEN•BIRD 
L·AW CORPORATION 

PO Box 49130 
Three Bentall Centre 
2900-595 Burrard Sh·eet 
Vancouver, BC 
Canada V7X 1J5 

Telephone 604 688-0401 
Fax 604 688-2827 
Website www.owenbird.com 

DirectLine: 604691-7557 

Attention: Patrick Wruck, Commission Secretary 
and Manager, Regulatory Support 

Direct Fax: 604 632-4482 

E-mail: cweafer@owenbird.com 

Our File: 23841/0144 

Dear Sirs/Mesdames: 

Re: British Columbia Hydro and Power Authority ("BC Hydro") - Inquiry of 
Expenditures related to the adoption of the SAP Platform,..., Project No. 3698878 

We are counsel to the Commercial Energy Consumers Association of British Columbia (the 
"CEC"). Please find the CEC's Final Argument with respect to the above-noted matter. 

If you have any questions regarding the foregoing, please do not hesitate to contact the 
undersigned. 

Yours truly, 

CPW/jj 
cc: CEC 
cc: BC Hydro 
cc: Registered Interveners (cover letter only) 

{00942663;1} 
8 INTERLAW MEMBER OF INTERLAW, AN INTERNATIONAi. ASSOCIATION 

\.91 OF INDEPENDENT LAW FIRMS IN MAJOR WORLD CENTRES 



COMMERCIAL ENERGY CONSUMERS 
ASSOCIATION OF BRITISH COLUMBIA 

FINAL SUBMISSIONS 

British Columbia Hydro and Power Authority Inquiry of Expenditures Related 
to the Adoption of the SAP Platform,..., Project No. 3698878 

February 19, 2017 

{00940971;5} 



Commercial Energy Consumers Association of British Columbia 

British Columbia Hydro and Power Authority Inquiry of Expenditures Related to the 
Adoption of the SAP Platform 

Project No. 3698878 

Table of Contents 

A. Summary .......................................................................................................................................... 2 

Overarching Assessn1ent .................................................................................................................. 2 

Scope Findings ................................................................................................................................. 3 

CEC Findings ................................................................................................................................... 3 

Su1nmary of Recommendations ....................................................................................................... 5 

B. Scope Item 1 - BC Hydro SAP Expenditures ................................................................................... 6 

C. Scope Item 2 - BC Hydro's Gove111ance ........................................................................................ lO 

May 2008 SAP Strategy as a Financial Decision ........................................................................... 11 

SAP Strategy Approvals ................................................................................................................. 13 

SAP as the Default ERP ................................................................................................................. 14 

Review and Authorization Process ................................................................................................. 15 

Board Oversight of IT &T ............................................................................................................... 15 

ARMC ............................................................................................................................................ 16 

IT &T Project Delivery Governance ............................................................................................... 17 

Expenditure Authorization Requests .............................................................................................. 18 

Business Cases ............................................................................................................................... 19 

Project Delivery .............................................................................................................................. 27 

Project Completion and Evaluation Repmiing ............................................................................... 28 

D. Scope Item 3 - Achievement of Goals of SAP Initiatives .............................................................. 32 

E. Scope Item 4 - Future Capital Spending on SAP Platform ............................................................ 36 

F. Scope Item 5 - SAP Disclosures .................................................................................................... 38 

Utilities Conunission Act ................................................................................................................ 3 8 

Purposeful Avoidance ofDisclosure .............................................................................................. 39 

Testilnony of Mr. Stucke1i ............................................................................................................. 39 

G. Sun1mary of Recommendations ..................................................................................................... 43 

(00940971;5} 



COMMERCIAL ENERGY CONSUMERS ASSOCIATION 
OF BRITISH COLUMBIA 

FINAL SUBMISSIONS 

British Columbia Hydro and Power Authority Inquiry of Expenditures Related to the Adoption 
of the SAP Platform 
Project No. 3698878 

1. The CEC represents the interests of ratepayers consuming energy under commercial tariffs in 
applications before the BC Utilities Commission ("BCUC" or "Commission"). 

2. In May 2008, BC Hydro's Executive Team ("ET") agreed that BC Hydro should adopt a high
level strategy to move incrementally to a single Enterprise Resource Planning ("ERP") system 
and to the use of SAP as the default ERP solution ("SAP Strategy"). The SAP Strategy 
recommended that when a business requirement arises, the SAP alternative would be 
examined to confirm whether the business need could be appropriately satisfied with SAP. If 
SAP did not meet the business need, a bolt-on solution would be considered. In either case, 
each major initiative would complete the business process design and business functional 
requirements prior to software design. 1 

3. In October 2008, during the F2009/F2010 Revenue Requirements Application Hearing before 
the BCUC, the testimony and Undertakings made by the BC Hydro Vice President and Chief 
Information Officer ("CIO") D. Stuckert failed to disclose to the Commission the SAP 
Strategy or provide information that re-platforming to SAP Financials was underway.2 

4. Pursuant to a complaint filed with the Commission regarding BC Hydro's disclosure of 
information related to its expenditures on Information Technology and Telecommunication 
(IT&T) projects, and BC Hydro's strategy to adopt SAP as its default technology the 
Commission instituted an 'Inquiry of Expenditures related to the Adoption of the SAP 
Platform ("SAP Inquiry") to review BC Hydro's SAP expenditures related to the adoption of 
the SAP Platform. 3 

5. The purpose of the SAP Inquiry was identified as follows: 

"An Inquiry by the Commission is a fact finding exercise, and evidence will be 
collected for matters included in the final scope of this proceeding. Based on the 
evidence collected during the Inquiry, the Commission may make recommendation on 

1 Exhibit B-3, page 8 
2 BC Hydro Final Argument page 52 

3 Order G-58-16 pp.2 
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matters within the Commission's mandate prescribed by the Utilities Commission Act 
("UCA "). 4

" 

6. The Commission identified the following scope items to be addressed in the inquiry: 

Item 1: What are the total capital and operating expenditures incurred by BC Hydro as at the 
end of F2016 on the SAP Platform, SAP modules and other suppmiing capital enhancements 
to support the platform adoption? 

Item 2: What are BC Hydro's approval and oversight controls and processes related to the 
authorization and governance of information technology capital expenditures and projects? 
Were these controls and processes appropriately designed and operating effectively with 
respect to management's review and oversight of SAP-related expenditures? 

Item 3: Have the goals outlined in BC Hydro's Information Technology and 
Telecommunication ("IT &T") Five-Year Plan related to SAP initiatives been achieved? 

Item 4: What is BC Hydro's planned capital spending on the adoption of the SAP Platfo1m 
and independent SAP projects on a go-forward basis? 

Item 5: Were all SAP-related disclosures to the Commission appropriate, reasonable and in 
accordance with the UCA? 

7. The CEC has paiiicipated in this inquiry and in the SAP-related Supply Chain proceeding and 
provides the following Final Submissions for the Commission's consideration. 

A. SUMMARY 

8. The CEC is participating in this Inquiry primarily with a forward-looking view. The CEC 
considers that this Inquiry provides an excellent opportunity for the identification of existing 
issues at BC Hydro but believes that such identification is most useful in informing future 
processes, reporting, and decision-making, rather than as a means to prosecute any past 
activities. 

OVERARCHING ASSESSMENT 

9. The CEC is concerned throughout this submission that the evidence shows a distinct lack of 
information on whether or not BC Hydro is obtaining 'value for money' spent on it SAP 
IT &T initiatives in particular and other IT &T initiatives in general. The primary reason for the 
failure to be able to show 'value for money' spent is the inadequacy of BC Hydro's business 
case process, which does not provide a quantitative analysis and evaluation of benefits. 

4 BCUC Order G-2-16 
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SCOPE FINDINGS 

10. With regard to the Scope items outlined by the Commission, the CEC submits that: 

a) The evidence is that there was approximately $200 million in total capital and 
operating expenditures incurred by BC Hydro as of the end of F2016 in support of the 
decision to adopt the SAP platform5

• There was an additional $74.6 million of SAP
related expenditures commencing in 2003 and prior to the adoption of the SAP 
strategy6

. The CEC interprets the Commission scope question about costs incurred as 
properly including cost obligation in the future committed to when the capital 
spending is approved. The CEC submits that the costs actually spent and committed to 
as of 2016 are likely closer to $400 million. 

b) The evidence is that there has been review according to the established financial 
governance process as demonstrated by generally timely signatures on relevant 
documents7

. However, the governance and control of the IT&T spending established at 
BC Hydro has resulted in highly inadequate cost/benefit analyses for spending in the 
neighbourhood of $200 million. The CEC submits that the inadequacies of the 
financial oversight and absence of cost/benefit analyses included at any level of review 
is of such significance as to suggest a deep deficiency in regard to the cost-effective 
management of the organization and delivering 'value for money'. 

c) The goals of the IT &T plan related to SAP spending were not adequately established 
with a measurable outcome beyond cost, and have not been adequately assessed in 
terms of cost-effectiveness and 'value for money'. It is therefore impossible to 
determine if the appropriate goals have been achieved. Future capital spending is 
anticipated to be $210.488 million, which will presumably be accompanied by more 
commitments to annual operating costs, making the total commitment substantially 
larger. 

d) The SAP disclosures were not adequate to facilitate proper Commission oversight of 
the Authority. The CEC has reviewed the evidence and submits it is clear that the 
Commission did receive misleading and incomplete responses to its questions in the 
2008 Oral Hearing for the 2009/2010 Revenue Requirements Application. This 
situation has been acknowledged by BC Hydro. 

CEC FINDINGS 

11. The CEC interprets the Commission scope question about costs incurred as properly including 
cost obligation in the future committed to, when the capital spending is approved. The CEC 
finds the operating expenditure components of this evidence fail to show the commitment to 
future costs being driven by the SAP expenditures. In the business cases operating costs are 

5 BC Hydro Final Argument, page 16, Table 1 
6 BC Hydro Final Argument, page 18 
7 Various exceptions exist. Eg the PCER for PPM project did not receive a final signature Exhibit B-8, Dix, 1.17.0 ii 
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shown only for 5 years but the commitment to expenditures is likely going to exceed 20 years. 
The present value over 20 plus years of these operating costs makes them as significant as the 
capital investment. In the license expenditure approval documents the evidence says operating 
maintenance costs are 22% of the license costs8

, but none are included in the approval 
documents. As the license costs approaches $20 million the present value of this operating 
cost would approach $50 million. 

12. The CEC is concerned that approximately $400 million in IT &T spending9 has been 
undertaken and/or planned pursuant to the SAP Strategy through to the end of Fiscal 2026, 
with the business case(s) that justify the spending currently on record being inadequate for 
assessing cost-effectiveness and "value for money". 

13. The CEC submits that the SAP Strategy was not adequately tested at a high level, and escaped 
proper justification at a lower level due to the breaking of the project into multiple smaller 
projects and the failure to provide suitable, quantified business case justification for those 
projects. 

14. The CEC notes that the IT&T 'SAP Strategy' in and of itself did not have a business case, and 
that the business cases for the individual projects were severely lacking in that they do not 
provide for any substantive benefits analysis, measurement metrics or several other 
appropriate business practices. Follow up assessments have been incomplete at best and are 
generally non-existent. 

15. The CEC submits that the BC Hydro governance practices for the management of its IT 
spending do not provide confidence in their prudency and submits that the management has 
not met appropriate standards for governance of such extensive expenditure plans. 

16. The CEC submits there has been a pervasive deficiency in the evaluation of IT&T spending 
given the lack of analysis regarding the initial overall 'SAP Strategy' decision, inadequate 
financial assessment of the benefits related to the spending at the individual project level, and 
BC Hydro's continued defense of its oversight which it proffers as 'rigorous, multi-layered 
approval and oversight controls and processes related to the authorization and governance of 
IT&T capital expenditures and projects [which are] are well-designed and appropriate. 10

" 

17. BC Hydro fails to recognize the 'SAP Strategy' as a major 'financial decision' 11 despite the 
extensive impact it had on nearly half a billion dollars of known IT &T spending. If BC 
Hydro continues with this approach the CEC is concerned more 'strategies' affecting 

8 Exhibit B-8-3, Dix 1.1.16.1, Attachment 1, Page 10 of 10, 
9 $197 million spent to the end of F2016, another $210 million planned between F2017 and F2026 (BC Hydro Final 
Argument page 4 7) 
10 BC Hydro Final Argument page 22 

u BC Hydro Final Argument page 3 
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hundreds of millions of dollars in spending will occur without adequate Commission review 
and oversight let alone proper corporate management and governance. 

18. The CEC submits that there is little to no chance for rectification of these material issues 
without additional Commission intervention. 

19. The CEC does not find that there was any coaching or purposeful plan to mislead the 
Commission prior to the incomplete and inaccurate testimony, but does consider that BC 
Hydro was remiss in not reporting the discrepancy between the testimony and BC Hydro's 
plans when it was first identified internally within a few days, and the disparity between the 
Commission understanding and the facts were earlier identified to be a 'risk item'. The CEC 
does not consider BC Hydro's eventual reporting several months later to have been an 
adequate remedy. 

SUMMARY OF RECOMMENDATIONS 

20. The CEC recommends that the Commission weigh the evidence with regard to the adequacy 
of the financial assessments of the individual projects, the projects combined into their 
modules, and in particular the level of oversight that occurred for the totality of the 
expenditures. To the extent that the Commission finds the financial assessments of nearly 
$200 million in past IT &T SAP spending to have less than adequate justification 
documentation, the CEC recommends that the Commission enforce a process for ensuring that 
BC Hydro remedies the deficiencies. 

21. The CEC recommends that the Commission find that the governance and reporting practices 
of BC Hydro did not provide for adequate oversight by the Commission for the SAP 
expenditures. 

22. The CEC recommends that the Commission require BC Hydro to review its governance 
practices and provide the Commission with updated practices that would require cost-benefit 
analyses to be undertaken at a rigorous level for all spending. The CEC recommends that 
such a review be undertaken and completed within I year from the date of issuance of its 
Inquiry findings. 

23. The CEC further recommends that BC Hydro be required to incorporate a wholistic view of 
its IT &T project spending such that 'strategies' do not become broken down into individual 
projects which escape appropriate oversight. 

24. The CEC recommends that the Commission alter its reporting requirements to prevent smaller 
projects, which are related to others, or that serve as part oflarger strategies, to escape review. 

25. The CEC submits that the failures in spending oversight might not have occurred if the SAP 
Strategy was reviewed independently at the strategy decision level, and might also have been 
reduced if review had occurred even at the SAP module or the individual project level. 
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26. The CEC recommends that the Commission establish an explicit requirement for rep01iing of 
any strategy which has the potential to affect spending significant future spending. 

8. SCOPE ITEM 1 - BC HYDRO SAP EXPENDITURES 

What are the total capital and operating expenditures incurred by BC Hydro as at the end of 
F201612 on the SAP Platform, SAP modules and other supporting capital enhancements to 
support the platform adoption? 

27. In assessing its spending related to SAP, BC Hydro conducted a review of all IT&T projects 
between F2009 and F2016. 

28. Multiple projects were implemented for most of the SAP modules listed in the table below. 
The dates for the primary implementation projects are indicated for those modules that are 
considered 'Implemented'. 

Customer Care F2004 

Financials F2011 

Human Resources F2012 

Project Management F2011 

Supply Chain F2015 (partial) 

Work Management F2012 (partial) 

Asset Management F2012 (partial) 
13 

29. BC Hydro did not include in its assessment additional SAP spending of approximately $75 
million related to Customer Care prior to the adoption of the SAP Platform in May 2008. 14 

30. The CEC agrees that the Commission Scope question 1 refers to SAP spending in supp01i of 
the SAP Platform, which may be conectly interpreted to mean the adoption of the 'SAP 
Strategy' which occurred in May 2008. The CEC therefore considers May 2008 to be the 
appropriate commencement date for calculation of SAP spending for the purpose of this 
proceeding. 

12 F2009 - F2016 is the period from adoption of the SAP Strategy to the fiscal year end before the Inquiry was established. 
(BC Hydro Final Argument page 16) 
13 Exhibit B-7, CEC 1.5 .1 
14 BC Hydro spent approximately $75 million in SAP Customer Care system implemented in 2003. BC Hydro Final 
Argument page 18 
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31. In its assessment BC Hydro defined 'SAP-related' projects to include projects that: 

'invest in the SAP Platform and core modules, and projects in which functionality 
resides primarily in SAP core capabilities. Projects that integrated with SAP were not 
considered 'SAP-related' if their primary function did not reside in SAP.' 15 

32. The CEC accepts BC Hydro's definition of SAP-related projects as being reasonable in that it 
is likely a practical definition for the purposes of distinguishing projects that have SAP as a 
key element. 

33. However, the CEC considers that the definition does not necessarily capture the full impact of 
the 'SAP Strategy' spending and as such could considerably under-represent the totality of 
expenditures related to the decision to use SAP as a default ERP. 

34. The CEC submits that a more comprehensive definition of SAP-related expenditures would 
also capture spending in projects that were in any way required, triggered, enhanced or more 
costly than would have otherwise been necessary under a non-SAP alternative. The CEC 
would be interested to understand the total expenditures that were paid to SAP during the 
period in question as a means to gauge the relative size of the SAP-related spending as 
defined by BC Hydro vis-a-vis total SAP-driven spending. 

35. The CEC also submits that BC Hydro's accounting clearly does not adequately capture the 
future operating cost commitment related to SAP., which will likely double the costs in 
present value terms relative to what BC Hydro has presented. 

36. In its Consolidated Information Filing (Exhibit B-3) BC Hydro identifies SAP related projects 
of $197,042,000, including approximately $10 million in write offs related to Transformation 
Initiative Technology Projects, and approximately $18 million in SMI SAP-related 
expenditures occurring between F2009 and F2016. 16 

Table 4 

SAP-related Projects (Table 2) 

SAP-related Projects Write-offs (Table 3) 

Subtotal 

SMI SAP-related 

Total 

15 BC Hydro Final Argument page 16 
16 Exhibit B-3, pages 16-21 
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Total SAP-related Project Initiative 
Expenditures, F2009-F2016 

Capital Initiative 
Operating 

($000) ($000) 

144,044 24,097 

9,663 938 

153,707 25,035 

18,300 -

172,007 25,035 

Total 

(SOOO) 

168.141 

10,601 

178,742 

18,300 

'197,042 
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3 7. BC Hydro also provides context for the sums by noting non-SAP related expenditures of 
approximately $150 million from the 1990s through to F2008. 17 

38. Of the $197 million, approximate $172 million, or 87% were capital expenditures. Total 
capital expenditures were approximately $38 million lower than planned. 18 

39. The SAP related projects were grouped into general categories ranging from about $13 
million in Customer spending, to $32 million in Work and Asset Management. 19 

Table 2: Summary of SAP-relatecl Project Initiative Expenclitures, F2009-F2016, 
by Category36 

Category Capital Initiative Total 
($000) Opernting ($000) 

($000) 
Platfonn 20,486 732 21,218 
Customer 11,661 1,730 13,3S11 
Financial 20, !HI 3,364 23,483 
Financial & Human Resources 347 347 
(PeopleSoft decommissioning) 
Human Resources 21,884 3,90CI 25,793 
Project & Portfolio Management 22,41Sl 4,996 27,415 
Supply Chain 19,989 3,E48 23,537 
V•/orl<, ::ind .A.sset t,Aanagement 27,486 5,471 32,957 
Total 144044 24,097 1138,141 20 

40. BC Hydro provides a breakdown of its Actual IT &T expenditures related to SAP in Table 2 of 
the Consolidated Information Filing. There are a total of 71 projects and 5 additional projects 
related to the Transformation Initiative Technology that were written off, cancelled21

, or 
deferred. 22 

41. None of the 71 projects exceeds BC Hydro's $20 million reporting requirement for IT&T 
projects23 and did not come before the Commission during this period. Only a few of the 
individual projects (Enterprise Financials Upgrade ($18 million), EMPower Project ($18 
million), Plan and Schedule Work Management ($10.5 million) and Distribution Work 
Scheduling ($12.3 million) were above $10 million.24 The Project and Portfolio Management 
project which exceeded the $20 million threshold was divided into multiple projects, each 
below the threshold. This item is addressed in Scope Item 5. 

17 BC Hydro Final Argument page 21 
18 Exhibit B-3, page 22 
19 BC Hydro Final Argument page 17 
20 BC Hydro Final Argument page 17 
21 Exhibit B-3 page 20 
22 Exhibit B-3 page 46 
23 Exhibit B-3, Consolidated Infonnation Filing page 85 
24 Exhibit B-3, Consolidated Information Filing pages 16-20 
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42. The Supply Chain Applications project, allowing for spending of between $60.5 and $79.3 
million did come before the Commission in December 2016. 

43. BC Hydro considers that no additional action is required by the Commission in respect of 
Scope 1 because: 

• the Inquiry provided an in-depth review of historical IT &T SAP spending, and the F20 l 7-
F2019 RRA provides for an in-depth review of the revenue requirements impacting that 
period; 

• the Commission has ongoing oversight of BC Hydro capital projects through its RRAs, 
annual reports and other filings; and 

• Commission Project No 3698877 Review of the Regulatory Oversight of BC Hydro 
Capital Expenditures and Projects is considering related issues.25 

44. The CEC agrees that the Inquiry will have likely provided an in-depth review of the historical 
IT &T spending at its conclusion. 

45. The CEC has taken a forward-looking view in its approach to this Inquiry and takes no 
position on whether or not there are areas of spending that could benefit from a prudency 
review. 

46. The CEC does not agree that future spending related to SAP is adequately addressed in 
revenue requirements proceedings which address a limited time frame (2 - 3 years) and have a 
rate setting focus. Further, the RRA proceedings may rely on the Commission or interveners 
to elicit the most relevant information. The CEC submits that this flaw is evidenced in the 
requirement for this proceeding, and likely this should apply to all IT &T spending if not all 
capital expenditures. 

4 7. The CEC submits that future SAP spending should receive dedicated Commission oversight at 
the project level. 

48. The CEC submits that the breakdown of the SAP Platform into smaller projects effectively, if 
not intentionally, bypassed Commission review and resulted in a failure of BC Hydro to 
highlight the magnitude of its IT &T SAP spending decision. 

49. The CEC submits that the failures in spending oversight might not have occurred if the SAP 
Strategy was reviewed independently at the strategy decision level, or even at the module 
level as discussed in Scope Item 2 below. 

50. The CEC recommends that the Commission alter its reporting requirements to ensure smaller 
projects, which are related to others, or serve as part oflarger strategies, do not escape review. 

25 BC Hydro Final Argument page 1 
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51. The CEC recommends that the Commission establish an explicit requirement for reporting of 
any strategy which has the potential to affect spending a significant way. 

C. SCOPE ITEM 2 - BC HYDRO'S GOVERNANCE 

What are BC Hydro's approval and oversight controls and processes related to the 
authorization and governance of information technology capital expenditures and projects? 
Were these controls and processes appropriately designed and operating effectively with 
respect to management's review and oversight of SAP-related expenditures? 

52. Under BC Hydro's governance framework, decision-making authority is generally either 
vested in the Board of Directors, a Committee of the Board, or an individual member of 
management such as the CEO, CFO, an Executive Vice-President, or delegate.26 

53. BC Hydro outlines its IT &T oversight, financial oversight, IT &T project delivery governance 
protocols in Section 4 of its Consolidated Information Filing and related attachments, and are 
summarized at pages 22 - 30 of its Final Argument. 

54. The CEC accepts BC Hydro's depiction of these processes and procedures as being properly 
defined and recommends that the Commission consider this description as the processes and 
procedures in place at BC Hydro. 

55. The CEC has reviewed the execution of the individual processes and provides its comments in 
the remainder of this Section below. 

56. In considering the larger picture, the CEC does not accept the totality of the processes and 
procedures as being adequate in ensuring appropriate oversight and management 
responsibility for the nearly $200 million in SAP IT &T platform expenditures that have 
already occurred, and commitments to operating and other expenditures likely exceeding $400 
million. 

57. The CEC submits that the main issue with regard to BC Hydro project governance lies in the 
absence of a robust initial financial benefits justification and absence of review and 
subsequent measurement of achieved benefits. 

58. The CEC reiterates its concern that BC Hydro's governance neither recognized nor responded 
to a financial decision affecting hundreds of millions of dollars at a high level, but instead 
used practices that allowed for spending in increments with limited to no financial 
justification and evaluation that focused primarily on cost-compliance and project delivery. 

26 BC Hydro Final Argument page 10 
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May 2008 SAP Strategy as a Financial Decision 

59. BC Hydro has repeatedly stated that the move to a single ERP and the determination to use 
SAP as the default supplier did not represent a 'financial decision'. 

60. At page 3 of its Final Argument, BC provides its view that: 

• The SAP Strategy did not represent a financial decision, nor did it approve or authorize 
future IT&T projects or expenditures; it was not a "blank cheque" in any way. 27 

61. BC Hydro also points out that the decision did not in and of itself authorize a particular 
expenditure and that future expenditures would be subject to standard due diligence and 
fi . 1 28 mancia governance processes. 

62. Mr. Chris O'Riley's witness statement: 

'confirms that the BC Hydro ET approved the SAP Strategy in May 2008, and also 
confirms that the SAP Strategy did not represent a financial commitment in any way
there was no EAR attached to the decision which would be required to authorize 
expenditure of funds, and any future expenditures would be subject to the standard due 
diligence and financial governance process. ' 29 

63. The CEC strongly disagrees with BC Hydro's views with regard to the financial nature of the 
'SAP Strategy' determination and the implied requirement that a 'financial decision' must 
allow for expenditure authorization. The CEC is certain that a decision that would ultimately 
influence nearly half a billion dollars in spending is a major financial decision. 

64. The CEC recognizes that Mr. O'Riley's understanding of BC Hydro's processes presumed 
that the review and approval process would result in due diligence activities and ultimately 
provide for a project that was financially vetted. He stated: 

'the SAP Strategy was highly conditional and assumed that any future expenditures 
would be subject to considerable due diligence and appropriate approvals. Any 
projects that would incorporate the strategy and any expenditures related to 
implementing the strategy would be subject to the normal financial governance 
processes and would require approval by the appropriate decision making authority. 
Specifically, approval of any project expenditures would be conditional on following 
the governance requirements for financial approval of projects, which requires that BC 
Hydro follow a gated project development process for all projects .... ' 30 

27 BC Hydro Final Argument page 3 
28 BC Hydro Final Argument Appendix page 3 

29 BC Hydro Final Argument Appendix page 3 

30 Exhibit B-12, Witness Statement of Mr. Chris O'Riley 
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65. The CEC submits that the evidence in this Inquiry is to the contrary. The reality of BC Hydro 
processes, as it pertains to SAP expenditures, is they are lacking in due diligence, appropriate 
evaluation, proper financial governance and effective decision-making because of a failure to 
conduct quantitative benefits analyses and full cost/benefit justification of cost effectiveness. 

66. The CEC recognizes that BC Hydro has processes in place such as the 'gated project 
development process' and Expenditure Authorization Requests ("EARs") to authorize 
expenditures at the 'project' level. However justification for these authorizations have 
extensively relied on the existence of the 'SAP Strategy', such that the SAP Strategy, are the 
'lynchpin' decision for all the smaller financial authorizations that follow in its wake. 

67. The CEC considers there to be a significant difference in the duty of care and financial 
justification owed in making a decision affecting hundreds of millions of dollars than there is 
to each of the smaller projects composing the strategy and that this is at the heart of the issue 
at hand. In the case of due diligence, the sum of the parts as reviewed and authorized by BC 
Hydro in no way equates to the requirements for the whole. 

68. BC Hydro's authorization and due diligence processes were applied at the individual project 
level, and were not conducted at the module or 'category' level. 

69. BC Hydro states that it did not develop cost and benefit models at the level of the seven SAP 
modules. Instead, each project is justified based on its own individual merits with the 
associated costs and benefits considered as part of the business case approval process. In 
addition, there is often more than one project associated with each module, and each project is 
individually justified. 31 

70. As indicated in BC Hydro's response to BCUC IR 1.27.5, however, BC Hydro does not have 
quantitative benefits tracking in place by project. 

71. The CEC submits that if BC Hydro is to undertake its financial decision-making on a project
by-project basis it should surely have quantitative benefits evaluation and benefits tracking in 
place by project. 

72. The CEC submits that applying the financial justification requirements and due diligence 
necessary for singular small projects to a multitude of related projects and then failing to track 
benefits quantitatively by project ultimately resulted in a series of blank cheques being issued 
with no accountability. 

73. The CEC submits that the evidence demonstrates that the larger BC Hydro strategy was 
broken into many smaller projects such that it not only escaped Commission oversight and 
economic analyses for the plan as whole, it also escaped economic analysis at the individual 
project level. 

31 Exhibit B-7, CEC 1.5 .2 
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74. The CEC submits that even a review at the module level would have been appropriate as 
virtually all of the modules exceed the $20 million threshold.32 

7 5. The CEC notes that adoption of the 'SAP Platform module' could be reasonably considered as 
a separate project that reflected the general nature of the strategy. This module accounted for 
$21 million in spending33 and would therefore have triggered Commission review 
requirements 

76. The CEC recommends that in the future the Commission require BC Hydro to avoid 
separating related projects into smaller projects requiring lower levels of approvals. 

77. The CEC recommends that the Commission request BC Hydro to develop governance 
guidelines that could be utilized to ensure that 'strategic decisions' affecting significant 
spending will receive the review and financial oversight commensurate with their impact. 

SAP Strategy Approvals 

78. The evidence is clear that the Executive Team was aware of and approved the decision to 
proceed with the SAP Strategy, but that it was not approved at the Board level or at the Audit 
and Risk Management Committee ("ARMC"). 

79. At page 9 of BC Hydro's Final Argument they state: 

There may be a misunderstanding that the Audit and Risk Management Committee 
(ARMC) of the Board or the full BC Hydro Board approved the SAP Strategy and/or 
expenditures to implement this strategy. Contrary to some statements on the record 
including in BC Hydro documents, the adoption of the SAP Strategy was a decision of 
BC Hydro's ET and it was not approved (nor did it need to be approved) by the 
ARMC or by the full Board.34 

80. The CEC submits that both Board and the ARMC could appropriately have examined the cost 
implications of the strategy in an appropriate approval process but failed to do so. 

81. The CEC notes that the Audit and Risk Management Committee did receive an update with an 
overview of a proposed strategy for IT &T architecture and operations/organizations. 

32 The Customer module spending was $13.4 million between F2009 and F2016, but was largely completed before that 
period at significantly greater expense. BC Hydro Final Argument page 17 BC Hydro Final Argument page 17 
33 Exhibit B-3, Table 2 Actual SAP-related Project Initiative Expenditures 
34 BC Hydro Final Argument page 9 BC Hydro cites the following references: 

Consolidated Information Filing, section 2.2; Exhibit B-6, the responses to BCUC IRs 1.2.1, 1.2.5, 1.2.12 and 1.2.13; 
Exhibit B-8, the response to Mr. Dix IR 1.19.0; and Exhibit B-12, the witness statement of Mr. Chris O'Riley, answer to 
question 1. 
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82. BC Hydro states: 

• The purpose of the IT &T Strategy presentation was to provide the ARMC with an annual 
report on IT&T Strategy as mandated by the Terms of Reference of the ARMC in effect at 
the time and as part of the ARMC's broader risk management mandate. The IT&T 
Strategy presentation was for informational purposes only, and nothing specifically 
resulted from this presentation. 

• BC Hydro's records indicate that only the first four pages of the May 2008 IT&T Strategy 
Development document were provided to the ARMC. BC Hydro does not have a record of 
whether the CIO's notes (that is, the final two pages of Attachment 6 to the CIF) were 
provided to the ARMC in advance of or during the May 22, 2008 meeting. 

• The minutes of the ARMC meeting do not indicate whether there was any discussion of 
SAP or strategy to make SAP the default solution for ERP initiatives, and the ARMC 
passed no resolution with respect to any aspect ofIT&T strategy.35 

83. The CEC submits that the ARMC should have recognized and considered the total impact of 
the SAP Strategy and been aware of the risks and limitations in the justifications that would 
occur at the project level of authorization. 

84. The CEC believes that the lack of critical examination at a high level or even at a category 
level represents a significant failure in the BC Hydro governance of major projects. 

85. The CEC submits that the BC Hydro executive and senior staff who were aware of the 
magnitude of the SAP project should have recognized the flaw in oversight resulting as a 
consequence of being delegated to smaller financial approvals. 

86. The CEC submits that to the extent that BC Hydro's continues to disregard and disavow the 
financial significance of this oversight this should be of serious concern to the Commission 
and BC Hydro. 

SAP as the Default ERP 

87. One of the key issues in the financial assessment produced by BC Hydro is the determination 
to use SAP as the default supplier, which only tests the requirements against SAP capability 
rather than examining alternatives for the best option. If SAP allows for an appropriate fit, 
then the project is implemented in SAP. A 'bolt-on' solution is only applied as a supplement 
or replacement if the SAP option is not feasible. 36 

88. The CEC submits that defining one product as the 'default ERP' over such a large scale of 
IT &T projects with no consistent examination of the cost-effectiveness of the alternatives can 

35 BC Hydro Final Argument Appendix pages 3 and 4 

36 Exhibit B-7, CEC 1.6.1 
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be problematic in that it precludes the opportunity for BC Hydro to make proper cost and 
benefit analyses amongst several alternatives. Unless cost/benefit analysis is undertaken at 
the project level, there is no quantitative justification for the project as a whole. 

89. The CEC acknowledges that there may be benefits from utilizing a single source supplier, 
however these benefits should be properly accounted for and quantified at the high level of 
decision-making. This was never unde1iaken. 

Review and Authorization Process 

90. BC Hydro reviews its authorization processes in its Consolidated Information Filing. 

91. BC Hydro maintains that it has: 

'rigorous, multi-layered approval and oversight controls and processes related to the 
authorization and governance of IT &T capital expenditures and projects. These 
controls and processes are well-designed and appropriate".37 

92. The CEC does not agree that the approval and oversight controls and processes resulted in 
adequate financial oversight. In particular, the cost-effectiveness of SAP projects has largely 
gone untested and undocumented. 

Board Oversight of IT&T 

93. IT &T strategy and board oversight of IT &T is now provided by Customer Service, Operations 
and Planning Committee, which was the AMRC and AFC of the Board38 until April 2015. BC 
Hydro notes that Board approval is not and never was required for BC Hydro management to 
adopt a specific project or approve a specific strategy. 

94. The CEC notes that in September of 2015 a Board Presentation highlighted several areas of 
failure in the IT&T management and tracking ofbenefits. 39 

95. These include: 

• IT projects in the past have come in over budget and often lacking demonstration of 
promised benefits; 

• Missing or inadequate processes/controls/metrics for planning and work management; 

• Weak justifications and no prioritization of projects in the capital portfolio; 

37 BC Hydro Final Argument page 22 
38 Exhibit B-6, BCUC 1.24.2 
39 Dix 1.11.0 
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• No resource planning; 

• No :financial transparency+ no integrated view of capital & operating budgets; 

• Relationship between IT with the Business was non-collaborative; and 

• Some technology infrastructure systems need improvement.40 

96. The CEC submits that given the very evident issues raised at the Board level as late as 
September 2015, it is clear that there has been a poverty of oversight and tracking which in in 
sharp contrast to BC Hydro's current statements that the existing controls and processes are 
well-designed and appropriate. In the CEC's view, the improvements which BC Hydro 
asserted to the Board have been made are not sufficient. 

97. The CEC submits that the Board should have been, and should be in the future, actively 
seeking :financial justification for projects of the magnitude of the SAP Strategy decision and 
the SAP modules. 

98. The CEC submits that BC Hydro's failure to ensure that proper :financial oversight occurred 
for the significant magnitude of the project, (which was diminished by splitting into smaller 
projects) is tantamount to a failure to establish cost-effectiveness and value for money spent. 

ARMC 

99. The Audit and Risk Management Committee (ARMC) was provided with an update on the 
IT &T strategy development and was made aware of consideration being given to move to a 
single software platform, and specifically SAP as the 'default' provider. 

We are therefore considering the recommendation of deploying an SAP environment. 
We currently use SAP successfully in the customer side, and could 
INCREMENTALLY deploy it in the :financial and operational business groups over a 
3-5 year period.41 

100. At that time, the expected cost of SAP delivery was expected to be much lower than it has 
turned out to involve. 

101. The Executive Summary states: 

Capital: The majority of the project implementations could be carried out under the 
current capital plan of $45m per year over the next three years. Some of the projects 
will need business cases defined and will require additional capital investment. An 
incremental amount of $32-38m may be required. We will refine this amount as we 

40 Exhibit B-8-2 Dix 1.11.0 Attachment 1 page 15 
41 Exhibit B-3, BC Hydro Consolidated Information page 11, May 2008 ARMC and CIO notes; capitalization included in 
the BC Hydro Consolidated Information exhibit. 
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develop the plans for key projects m EARG, field operations, safety, finance, 
HR/payroll, and project management. 

Operating: We anticipate, with the planned projects, we would have a reduced 
sustainment cost for IT. This reduced amount, initially estimated at $6-8m per year, is 
primarily due to reduced sustainment costs only within the CIO office. We have not 
developed the additional savings that may exist in the business units or additional 
business benefits from the new projects or optimization within the business units. 

102. This would amount to about $165 million -$170 million in capital spending. Operational 
costs are anticipated as savings. 

103. As noted the spending for SAP is now expected to reach about $400 million by 202642
, and 

the CEC submits that this may well be underestimated. 

104. The CEC submits that this significant increase in spending should have been flagged by the 
ARMC or the CSOPC at some point and was not as far as can be seen from the evidence. 

105. Please refer to the CEC Confidential Submission. 

IT& T Project Delivery Governance 

106. BC Hydro provides an overview of its Project Delivery Governance at pages 36-40 of the 
Consolidated Information Filing. 

107. All major projects have had a Project Sponsor, Project Manager and Steering Committee. 
More complex projects may have a Working Group and Business Advisory Team. The 
Project Initiator is responsible for defining and justifying the project and securing financial 
approvals.43 

108. Attachment 23 of the Consolidated Information Filing provides the Management Audit Report 
prepared by Pricewaterhouse Coopers (March 2016) (the "Audit").44 The Overall Conclusion 
for the Governance was that: 

Governance over IT investment spending and project delivery is appropriate with a 
defined strategy and a layered governance structure. Key improvement areas relate to 
establishing a benefit realization process, updating roles and responsibilities and 
documenting key decisions. 

42 $197 million spent to the end of F2016, another $210 million planned between F2017 and F2026 (BC Hydro Final 
Argument page 4 7) 
43 Exhibit B-3, Consolidated Information Filing page 36-40 
44 Exhibit B-3, Attachment 23, 

{00940971;5} 



- 18 -

109. The Audit provided an overall rating of 'G' 'Minor issues and impacts identified'. However, 
the CEC does not find any reference to cost/benefits analysis evaluations which should be 
mandatory. 

110. The CEC acknowledges that the Technology group will be planning and implementing a 
benefit realization process by March 31, 2018. 45 If this does not include quantitative 
benefit/cost analysis it will be deficient. 

111. The Audit states that a benefit realization process includes: 

A benefits realization process includes: formal definition of benefits ( quantitative and 
qualitative), responsibility for tracking specific project benefits, evaluation and 
accountability of benefits achieved and reporting of results to an appropriate 
governance committee. It is intended to track benefits quantitatively and qualitatively. 
The CEC notes that there is no apparent linking to the project costs. A simple 
recording of benefits, even quantitively, without relationship to the cost or simple 
recording/management of the cost without relationship to their value does not suffice 
for justification. 

112. The CEC recommends that the Commission require any 'benefit realization' process to ensure 
that a proper cost/benefit evaluation is undertaken and measurable. 

113. A second key improvement area was noted and it related to 'documenting key decisions'. 

114. The CEC submits that this is an important step in governance and can contribute to improved 
recognition of the impact of decision-making, and improved reporting to the Commission. 

115. The CEC recommends that the Commission direct BC Hydro to improve its documentation of 
key decisions. 

Expenditure Authorization Requests 

116. EARs are control documents used for obtaining authorization for initiative expenditures and 
commitments. It appears to be the primary form of financial approval for IT &T spending. For 
approval purposes, all costs associated with a specific project are included in a single EAR.46 

117. MAPP 1.21.B3 provides the EAR requirements. 

118. An EAR is required for all initiative expenditures exceeding $100,000, and is needed to 
commence the Definition Phase of a project. Costs incurred for the Identification Phase of a 
project do not require an EAR unless they are expected to exceed $2 million. 

45 ExhibitB-7, CEC 1.7.3 
46 Exhibit B-3, Consolidated Infonnation Filing page 34-35 
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119. The CEC has reviewed the EAR documentation and notes that it is primarily focused on 
recording expected costs. 

120. An EAR provides the following information: 

a) Description of the proposed initiative expenditure; 

b) The total anticipated cost of the project including capital overhear and Interest During 
Construction; 

c) The split of initiative expenditures between Capital, Regulatory and Operating; 

d) Summary of any capital assets to be retired, together with any anticipated dismantling 
costs or proceeds; 

e) Documentation of the approvals obtained for the initiative; and 

f) Assignment of approval authority for contracts and commitments, and the Project 
Reserve.47 

121. BC Hydro provides completed Expenditure Authorization Requests in Exhibit B-8 Series 
response to Dix 1.16.0. 

122. The CEC has reviewed the EARS and finds them to be largely composed of tables of financial 
requests with limited discussion and no specific requirement for a financial justification. 
While Section 2.2 provides for a statement of the 'Forecast Annual Net Income Impact', there 
is no evidence to suggest that there is any requirement for the impact to be positive. 

123. The EARS provided in Dix 1.16.0 typically show the project as a cost or negative Net Income 
Impact. 

124. The CEC submits that the EARs do not, in and of themselves, provide for a reasonable form 
of financial justification for spending. 

Business Cases 

125. Business cases should represent a key element of management decision-making regarding 
spending. 

126. Business cases fall within the Project Management Lifecycle as illustrated below. 

47 Exhibit B-3, Consolidated Information Filing Attachment 15 page 2 
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48 

127. Management and Accounting Policies and Procedures (MAPP 4.1.lBl) outlines BC Hydro's 
Business Case Requirements.49 

128. Documentation is required in accordance with the level of project spending. 

.:o e - usmess Case D0cument,1t1o11 T 11 1 B . R equirements 
Esti1m1ted Project Costs Bt1siness Cllse Documentotion 

As specified by the EAR A.pprovec Consult Business 
less than S 1 t"'i Gro.1p FinMce de,ic,rtment for !,we! of documentation 

required 

The Corp;,rnte business c,ise temp/ate iMAPP 
4.1.lF.2.1) or an equivJlent template that rrnv;des sirnil3r 
infom1ation can be used . 
. 1\11 .~,ections must be completed except for the .SOM 

S1M - $5M Consequence bl~e and the Rate lmpacl analysis 
{optional at me chscretion of the Business Group's 
Finance L<;,M) and the Impacts & Benefits Realization 
Melllodology T.:lble (optional at tile discretion of the 
Finance Lead or the Proiect .$pomor). 
The Corporate businesu template must be used. 
All sections must be completed except for Ille Rate 

$5M-$50M lmp ... 1ct aniliy--.:.is (opticnetl at the dH:;cretkm of ti1e Bu~iness 

/or Board AppmviJ/ Lew,/) Group·s Finance Lead or tile CFO}; and !he Impacts & 
Benefits Reuhzation Methodology Table (req,rfred for 
projects over $20M and otherv,ise optional at the 
discretion of me Finance Lead or the Prciect Soonson. 

OverS50A1 The Corpornte business template must <le used. 
/or &:A1ra' Approv&I Level! All ,:.ections must be comr.,leted. 50 

129. BC Hydro states that their cmrent process for defining IT&T project outcomes and benefits is 
informed by the business case document templates. A business case template is required to be 
used for IT&T projects and includes direct and indirect benefits tables. For each direct benefit 
the following are described: 

Beneficiary, cost savings, timing of benefit, responsibility to measure the benefit, and 
the measurement approach/metric. Indirect benefits are related to risk reductions or 
other criteria, and also include an achievement plan. 

Positive business benefits can be offset by the operational cost (base OMA) of 
sustaining a new system or business function, which must be described by the business 
case. 51 

48 Exhibit B-3, Consolidated Information Filing, Attachment 14 page 2 
49 The CEC was unable to open a link to Business Case Template MAPP 4. 1.1 F.2.2 or MAPP 4.1. lF.3. 
50 Exhibit B-3, Consolidated Information Filing, Attachment 14 page 2 
51 Exhibit B-6, BCUC 1.13.3 
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Implementation phase business cases include a table of Implementation Success 
Criteria tying project scope to the direct benefits that are expected, and again noting 
the expected monetary benefit, net of increases to operating costs, and when the 
benefit will start creating value. 

130. The CEC has reviewed the Business Case Requirements and is concerned that there is no 
substantive quantitative cost/benefit analysis required. Section 4.0 'Alternatives' notes that 
objectives should be measurable and verifiable, and also provides for a Consequence Table 
which summarizes the analysis of the alternatives. Section 5.0 'Selected Alternative Project 
Description' includes a section on 'Rate Impacts' and Section 6.0 'Project Impacts and 
Benefits Realization' includes a requirement for benefit review and eventual tracking but this 
is largely not being implemented in any quantitative sense. 

Summ.;11y of Business Case .:ind PCER Documentation Requirements 

Bu,siness Case Requirements PCER Requirements 

EsrimMP.d SOM Rate lmpJCt fmpacrs S, 
Benefits 

Realiza(ion 
Methodology 

Impacts,~ 
Benefits 

Realization 
Evalcrntion 

/ndepenc/ent 
Review ProjP.ct Co.st.s Consequence Analysis 

Less than .$IM 

SIM• $5M 

$5M • $20M (IO 
CFO FAAP l<I'<() 

$20M • $50M 
(&>,rd Approval/ 

Over $50M 
{Board Approval) 

Table 

Businen.'l Case optionnJ Gt ciscretion of EA.R ,Approver -BG Finn.,'tce detem1meu 
documentoron requiremento 

Optional Op!lonol- Optmno.1- PmJect Sponsor er 
Finonce Leod finance LeDd 

discretion discre-tion flnaw:e Lend d.iscrerion 

Optional- Optional - Project c'[X!nsor or Optionol -
Required Finance Leod or 

CFO discretion 
FinDr.ce Le.ad d.iscretion Project 

Sponsor or 

Optional-
Finance Lead 

Required Fimnce Lead or Required Required 
discretion 

CFO discretion 

Required Requ·red Required Requ!fed 

131. As discussed above, BC Hydro did not conduct Business Case evaluation at the highest-level 
for decisions or even at the module level. 

132. BC Hydro states: 

The decision to adopt SAP as the default technology standard for ERP applications 
was a strategic decision, not a financial approval decision, and it did not approve any 
project initiative. For those reasons, there is no business case or overall cost estimate 
for the strategy to have impacted any IT Capital Plan budget. 53 

133. BC Hydro claims that each project is justified based on its own individual merits with the 
associated costs and benefits considered as part of the business case approval process. 54 

52 Exhibit B-3, Consolidated Infonnation Filing, Attachment 14 page 10 

53 Exhibit 8, Dix, 1.12.0(ii) 
54 Exhibit B-7, CEC 1.5 .2 
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134. The evidence in this proceeding is that the combined Business Case evaluations of the 
individual SAP projects represent the proposed primary source of justification for the project 
as a whole. 

135. As indicated in BC Hydro's response to CEC IR 1.4.3, BC Hydro has not attempted to 
assemble a full quantitative assessment across all SAP-related projects because it is BC 
Hydro's practice to consider value on a project by project basis. 55 The CEC submits that this 
is representative of a major failure in financial governance. 

136. In response to BCUC 1.13 .1 requesting a description of the metrics in place to support its 
statements that the SAP ERP will result in a reduction in total IT &T spending that would 
otherwise not be achievable, BC Hydro provides meaningless comparisons of the operating 
costs as a percentage of overall application spending, which continued to increase roughly by 
inflation between fiscal 2009 and fiscal 2013.56 BC Hydro claims a benefit that the functional 
scope is now larger. 57 The CEC notes that there is no cost/benefit analysis evidence to 
support the existing SAP scope or a requirement for a larger scope. 

137. BC Hydro goes on to argue, without evidence, that BC Hydro 'believes' that consolidation on 
SAP has been successful and continuing to use multiple ERPs would have been more costly. 

Given the complexity and challenges BC Hydro faced with its earlier "Best of Breed" 
environment in fiscal 2009, BC Hydro management believes that consolidation on 
SAP has been successful from both operating cost containment and productivity 
perspectives. It is BC Hydro's view that continuing to use multiple ERPs (including 
continuing with PeopleSoft for Financials) would have been more costly over the long 
term given the technical and business complexities.58 

138. However, in BCUC 1.27.5 BC Hydro also states: 

It was not intended, however, that the implementation of SAP initiatives, in and of 
themselves, would account for a specific operational cost savings ..... $4 million of the 
$9.3 million reduction in IT &T operating costs were related to reduced software and 
application maintenance costs. 59 

55 Exhibit B-7, CEC 1.4.3 
56 Exhibit B-6, BCUC 1.13. 1 

57 Exhibit B-6, BCUC 1.13.2 
58 Exhibit B-6, BCUC 1.13.1 
59 Exhibit B-6, BCUC 1.27.5 
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139. They go on to state: 

IT &T projects can deliver benefits as follows: 

• Direct benefits which result in financial savings to the organization ( e.g. headcount 
reductions, support cost reductions); 

• Indirect benefits (e.g., cost increase avoidance, productivity savings that result in 
staff saving a small portion of time each day which can then be used for other 
tasks); and 

• Improved operational capability and risk mitigation to support corporate goals 
(e.g., reliability, extended life for utility assets, safety and compliance related 
business objectives). 

140. In response to CEC's IR.1.6.2 BC Hydro essentially acknowledges that it 1s unable to 
quantitatively evaluate the SAP Platform adoption decision: 

This would be a very complex exercise, with two dimensions being particularly 
difficult to estimate: 1) quantification of all IT &T and business-related benefits across 
all of the SAP-related projects, and 2) quantification of the costs and benefits of the 
alternative IT&T strategy (i.e., continuation of the "Best of Breed" ERP strategy 
beyond F2009).60 

141. The CEC submits these statements are effectively an admission that the SAP Platform has not 
been documented to be financially supportable. The CEC submits that this is evidentiary 
proof that breaking the SAP decision into smaller projects has not resulted in documented 
justification for the whole SAP initiative. 

142. The CEC asserts that it would not have been beyond the utility to have conducted such an 
analysis, particularly prior to the investment, which may have been easier and certainly more 
appropriately executed at the higher SAP Strategy decision level. 

143. The CEC considers that BC Hydro's Business Case analysis of the individual SAP projects 
was inadequate at best and is demonstrative that the financial benefits for the entire SAP 
project either do not exist or were never properly documented and considered. 

144. Regardless, the CEC submits that there is at present no adequate financial justification 
documentation available for approximately $190 million in BC Hydro SAP related spending, 
essentially all of the SAP spending. 

145. In CEC 1.10.2, BC Hydro provides a table identifying whether or not a positive business case 
was developed for each project, whether or not a "Benefits Summary" existed in the Business 
Case, and the availability of 'Benefit Summary' in the Post Completion Evaluation Report. 

60 Exhibit B-7, CEC 1.6.2 
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146. Of the 71 Projects reviewed, only 5 projects were identified as 'Yes' in having considered the 
potential benefits and shown to have positive business cases. Together these represent just 
over 10% of the total spending. Conversely, nearly 90% of IT &T capital spending related to 
SAP has no quantitative financial justification. 

i Project ' Category/ : Module : Project as % t Project as% of 

Module63 i ! 

Cost Cost i of Total Total Spending 

$ 1$ 
I 

($178.742 I Module Cost 

Million 62 1 
Million64 million 

excluding SMl)65 

14. Worksoft Test $0.191 Platform $21.218 0.9% 0.1% 

Automation 
- - ----- - - -------------

19. ; Net Metering SAP 0.053 Customer 0.4% 0.0% 

Billing Rate 
·11.6% 23. Credit Collections $0.211 Customer $13.391 0.1% 

Enhancements F14 I 
! -

42. EMPower Project $18.622 ' Human $25.793 '72.2% ' 10.4% 
, (formerly HR Resources 

: Systems 
Replacement 

-- -- - ---- -

66. Ariba eCommerce $0.467 Supply $23.537 2.0% 0.3% 

Expansion F16 Chain 

• TOTAL $19.544 i 10.9% 

147. The CEC notes that the only project of significance that carried a positive financial business 
case is the EMPower Project, which accounted for 72% of the Module cost, and over 10% of 
the total project spending, excluding SMI. The others are relatively immaterial. 

148. The CEC submits that the expectation of a positive financial benefit for less than 11 per cent 
of the spending is in no way adequate justification, even considering that there may be other 
non-quantifiable benefits attached. 

149. The CEC has reviewed the Business Cases as provided in Dix 1.16.0 Attachments.66 

61 ExhibitB-7, CEC 1.10.2 
62 Exhibit B-3, Consolidated Information Filing pages 16-20 
63 Exhibit B-3, Consolidated Infonnation Filing pages 16-20 
64 Exhibit B-3, Consolidated Information Filing pages 16-20 
65 Exhibit B-3, Consolidated Information Filing pages 20 and 21 

66 Exhibit B-8 and B-8-1 through to B-8-7 
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150. The CEC has examined a large sample of BC Hydro's IT&T business cases, expenditure 
approval request, revisions to expenditures approvals and post completion evaluation reports 
contained in Dix 1.16.0. 

151. The CEC sample covered approximately one third of the 183 documents provided and 
considers it a statistically representative sample. The CEC findings are summarized below: 

a) The business cases largely identify functionality to be replaced or added. This is 
identified at a high level and is generally not quantitatively associated with BC Hydro 
business functions. On average, the CEC identified about 6 functions being noted per 
business case. 

b) The business cases typically identify objectives and /or benefits in general qualitative 
terms such as cost reductions, efficiency, productivity, risk reduction, reliability and 
the like. On average the CEC identified about 4 benefits per business case. Of the 
specific benefits identified the CEC determined that most could be quantified and 
benchmarked to BC Hydro business unit processes, but were not. 

c) The CEC notes that EARs appear to be consistently dealing with operating costs over 
5 years while the time frame for SAP and most of the business functions being 
implemented will likely be 20+ years, consequently underestimating expenditure 
commitments. Some EARs do not show any operating cost when other documentation 
clearly state certain operating costs will occur. 

d) The post-completion evaluation reports tend to document intended functionality as 
having been implemented and make assertion that benefits have been achieved and the 
project is 'successful' but provide no quantitative evidence of benefit achievement 
because no baseline for benefits measurement of change had been established. 

152. The CEC submits that the evidence in Dix 1.16.0 establishes a clear failure in project 
expenditure evaluation and justification. 

153. The CEC submits that the Business Cases are deficient in that they largely presume the 
implementation of the SAP infrastructure and rarely attempt to make an economic 
justification for SAP. Projects considering non-SAP alternatives are identified in B-8, DIX 
1.16.0 Tables C and D. 67 

154. The SAP Enterprise Program Common Infrastructure Business Case is provided in Dix 1.16.0 
Attachment 5. This business case addresses the funding to facilitate delivery of the 'SAP 
Strategy' to enable the Program to rollout functionality. At no point does the Business Case 
attempt to make a financial case for the SAP Strategy. Instead, the Business Case justification 
relies on the SAP deployment strategy which was authorized by the Executive Team in its 
background description, key assumptions, overall analysis (benefits and scope), and TBL 
Evaluation and Alignment to Priorities and Benefits Realization. 

67 Exhibit B-8, Dix, 1.16.0 Tables C and D 
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155. Section 5 Key Assumptions state: 

SAP will continue as BC Hydro's default ERP platform. This assumption is solid since 
BC Hydro recently confirmed the SAP centric direction after a thorough review 
including endorsement by BC Hydro's Executive IT &T oversight group, and has 
entrenched this into the IT &T Strategy. In addition, there is no evident competing or 
emerging alternative that promises comparable benefits. 

BC Hydro will proceed with a substantial amount of SAP related work. Even though 
SAP becomes the default ERP system for major projects, there still needs to be a high 
level demonstrable degree of business process fit (i.e. 80/20). At this stage this 
assumption is solid since work is proceeding on numerous fronts including Customer 
Care extensions, Finance, Project Management and Reporting. 

156. The CEC submits that there is no evident competing or emerging alternatives that promises 
comparable benefits primarily because alternatives were not examined. 

157. Quantitative evaluation is confined to costs and does not attempt to make a cost/benefit 
assessment. 

158. Under Section 6.1 Overview of Benefits, the Business Case qualitatively references four types 
of benefits including End User Benefits, Business Process Benefits, IT Operational Benefits 
and IT Project Delivery Benefits. It also states: 

It is evident that these four types of benefits also deliver financial savings and reduce 
the overall Total Cost of Ownership ("TCO") of SAP, but no attempt has been made to 
monetize these since the relationship is usually indirect, and various efficiency 
assumptions would be needed around employee and process effectiveness uplift, and 
the ultimate extent to which the SAP solution is fully adopted. 

Rather, this project should be considered a strategically necessary investment to enable 
effective business processes hosted within SAP. This represents an opportunity for BC 
Hydro to correct its mixed history with ERP implementations by planning for and 
constructing a comprehensive and integrated enterprise solution including the 
underlying infrastructure. 

159. Section 9.0 Benefits Realization goes on to reference accountability for the SAP benefits 
which was identified as resting with the SAP Enterprise Applications Group within OCIO, 
and anticipated in the future. 

160. Similarly, review of the business impact is promised for the future; but the CEC submits did 
not occur in any meaningful way. 

{ 00940971 ;5} 
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This project will be reviewed either independently or in conjunction with other SAP 
related initiatives to ensure that business and financial benefits have been achieved. 68 

161. The CEC submits that this Business Case is demonstrative that the determination for the SAP 
foundation and associated expenditures was at no point based on a quantitative financial 
analysis but was instead confined to a qualitative supposition of benefits combined with an 
assessment of what costs would be incurred. 

162. The CEC submits that this Business Case is representative of the majority of the other 
business cases provided which are also typically justified on qualitative benefits, have 
negative NPV s, rely on the SAP environment for the underlying value of the decision, use 
SAP as the base for the analysis of alternatives, and have limited Post Expenditure Reviews. 

Project Delivery 

163. The Project Delivery Framework is outlined in BC Hydro's Comprehensive Information 
Filing at pages 3 7-3 8. The phases of an IT &T project are Identification, Definition and 
Implementation. Each of the Phases concludes with a Gate Review with a Go/No Go 
Decision Point. BC Hydro's Technology Project Management Office (Technology PMO) 
governs the Gate Reviews.69 Gate Reviews assess project status, and financial variances and 
occur regularly. 

164. At pages 44-50 of the Consolidated Information Filing (Table 9) BC Hydro provides an 
overview of the Financial Oversight and Project Delivery Governance. 

165. There are several instances of over-spending prior to EAR approval. For example, the 
EMPower project was overspent by $12.5 million prior to EAR approval. The PSW project in 
F2011 had the following governance issues: 

• $3 million spent prior to first EAR approval; 

• Preliminary business case - EAR was approved by the CIO for $4.5 million when 
approval limit was $3 million; 

• EAR revision approved for $7.3 million but no updated business case attached; 

• EAR revision approved for $10.5 million but no business case attached; 

• Overspend of $4 million that was transferred to other projects; and 

• Steering Committee in place but ITDSP was not fully followed. 

68 Exhibit B-8-3 Dix 1.16.0 Attachment 5 Business Case section 9.2 

69 Exhibit B-3, BC Hydro Consolidated Information Filing page 37 
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166. Information Technology Delivery Standard Practices ("ITDSP") and Tailoring Guidelines 
( 6D .103) are provided in the Consolidated Information Filing Appendix 19. 

167. BC Hydro's project delivery governance changed after F2013. At that time a concerted effort 
was made to improve the IT &T governance standards and compliance with them. 

168. The CEC notes that prior to the F2013 governance changes there were multiple episodes of 
spending occurring prior to EAR approval, which declined significantly after F2013. 

169. The CEC has reviewed the evidence with respect to the Project Delivery and submits that the 
Project delivery framework appears to be properly functional at this time. 

170. The CEC submits that project delivery is essential and commends BC Hydro for this step of 
improvement. 

171. The CEC submits that, while essential, cost management to budget in project delivery is 
necessary it is not sufficient for good management and does not address the fundamental 
question of whether or not the budget is appropriate and delivers net benefits. Inappropriate 
budgets can arise either initially or in budget/scope increases. Quantifiable positive benefit to 
cost performance is also necessary before assertion of sufficient governance processes. 

172. The CEC recommends that in the future the Commission review the BC Hydro gate reviews 
and deny any project for cost recovery if it does not have an adequate cost/benefit assessment. 

Project Completion and Evaluation Reporting 

173. The purpose of the Project Completion and Evaluation Report ("PCER") is to show: 

• completion of the project including how the project was conducted from a project 
management perspective in terms of scope, cost and schedule; and 

• evaluation of the impacts and realized benefits. 70 

174. The PCER requirements are outlined in MAPP 4.1.lB.2. 

175. The PCER is expected to provide: 

• a description of the project; 

• a project variance review including analysis of all significant scope, schedule and cost 
variances from the authorizations at the end of the Definition Phase; 

• description of stakeholder and First Nations consultation and communications; 

70 Exhibit B-3, Consolidated Infonnation Filing page 35-36 
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• project risk analysis and how they were mitigated/remain umesolved; 

• project evaluation including impact of the completed project on business risks and the 
benefits realized; 

• lessons learned, conclusions and recommendations; and 

• financial closure. 

176. BC Hydro states that the requirement for a PCER depends upon project cost (below), but that 
since 2013 the IT &T practice has been to complete a PCER for every project. 71 

Table 8 PCER Requirements 

Estimated Project Costs PCER Requirements 

Less than S1 million Not Required 

$1 million to $20 million Optional - Pro;ect Sponsor or Finance Lead Discretion 

Over S20 minion Required 

177. The CEC has reviewed the PCER requirements and submits that they could be useful in 
tracking but are primarily cost focused in that they do not provide a cost/benefit analysis of 
the project outcome. 

178. The CEC has reviewed all the PCERs associated with the SAP projects provided in Dix 1.16.0 
Attachments and finds them to be deficient in quantitative evaluation of project benefits. This 
deficiency is attributable to the failure of the business cases to provide a baseline analysis for 
the quantitative financial benefit evaluation. 

IT&T GOVERNANCE 

179. An IT &T Governance Committee was established in F2009 to focus on ensuring IT &T 
investments are prioritized, achieve business value, simplify processes, enable reliability and 
safety goals, and are achievable with minimal risk to the organization. 72 

180. The IT&T Governance Committee ensured that IT&T investments achieved business value 
through review and discussion of IT capital plans, and discussion of status updates provided 
by Chief Information Officer ("CIO") on larger IT &T initiatives. IT &T Governance members 
were Executive members, senior business representatives and the CIO, ensuring adequate 
business coverage. 73 

71 Exhibit B-3, Consolidated Infonnation Filing page 35-36 
72 Exhibit B3, page 30-31 

73 Exhibit B-7, CEC 1.8.1 
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181. The functions of the IT &T Governance Committee were taken over by the Technology 
Governance Committee until January 201674 when it was determined that the full Executive 
Team should be involved in all strategic discussions related to IT &T. 75 BC Hydro 
chronologically outlines the mechanisms and controls that have been in place to ensure 
compliance to IT&T policy, processes and standards in BCUC 1.15.5. 

182. The CEC submits that the IT &T Governance Committee, Technical Governance Committee 
and Executive Team responsible have ultimately failed to demonstrate a reasonable positive 
economic benefit for hundreds of millions of past IT &T expenditures, and that this is likely to 
continue in the future unless a greater focus is placed on quantitatively evaluating projects as a 
whole, and on ensuring an approach seeking demonstrable value for the expenditures. 

183. The CEC recommends that the Commission provide oversight to ensure economic 
justification for ratepayers. 

SIGN OFFS 

184. The CEC has reviewed the evidence with regard to the actual sign-offs in place for the 
authorized spending. 

185. The CEC submits that despite several instances of spending occurring prior to approval and 
before the F2013 change in governance practices, the appropriate signatures are generally in 
place and appear to have been made in a timely manner, following the F2013 change in 
governance. 

186. The CEC notes that some exceptions exist such as the lack of final signature in the PCER for 
the PPM project. 76 In Dix IR 1.16.0 Attachment 3, there is an Inter-Office Memo dated July 
21, 2011 explaining why funds were spent prior to receiving approval through the EAR 
revision process for project YT-00116 SAP Enterprise Licensing. 77 

OFFICE OF THE CHIEF INFORMATION OFFICER (OCIO) 

187. Accountability for delivery of (implementation of the SAP Common Infrastructure Program) 
rests with the SAP Enterprise Applications Group within OCI078. 

74 Senior management including Deputy CEO, EVP Finance and Business and CFO, CIO, Snr. VP Training, Development 
and Generation; EVP Transmission and Distribution and Customer Service, General Counsel 
75 Exhibit B-6, BCUC 1.15.2 
76 Exhibit B-8, Dix, 1. 
77 Exhibit B-8-3, Dix 1.16 Attachment 3 
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188. The OCIO 's office consolidated the majority of the IT &T investment in the first year of the 
Five Year Plan,79 and the benefits and savings identified were primarily part of the OCIO 
budget80

. 

189. It appears that the OCIO prepares a Management Plan that considers the applicable RRA plan 
as well as external and internal factors including company-wide priorities, cost pressures and 
project information such as scope, schedule and cost estimates. 81 Additionally, it conducts 
Quality reviews82 The OCIO has an existing operating budget under which projects such as 
the Implementation of SAP Financials Business Case, Blueprint Phase 1 could be accounted. 83 

190. The Management Audit Reports84 make several recommendations for follow-up by the OCIO. 

191. The CEC submits that the OCI O could have initiated an overall cost/benefit analysis for the 
project as a whole, or even for the modules. 

192. BC Hydro suggests that no further action by the Commission is warranted in respect of Scope 
Item 2 given that: 

• BC Hydro has a record of delivering successful project outcomes for its IT &T projects; 

• BC Hydro's approval and oversight financial controls and project delivery governance 
processes for the authorization and governance of IT &T projects and expenditures are 
ngorous; 

• After early F2013 the vast majority of BC Hydro's SAP-related projects have been fully 
compliant with financial controls and project delivery has been robust and well-managed; 
and 

• BC Hydro will continue to undertake periodic audits related to IT &T and management 
will address any recommendations as part of a continuous improvement approach. 

193. The CEC submits that significantly more oversight by the Commission is required and a new 
approach at BC Hydro is necessary to ensuring cost effectiveness and value for money on 
major decisions. 

194. The CEC recommends the Commission implement the recommendations as identified above. 

79 Exhibit B-3, Consolidated Information Filing Attachment 10 page 31 of 34 
80 Exhibit B-3, Consolidated Information Filing, Attachment 25, RRA Application BCUC 1.275.3 
81 BC Hydro Final Argument page 18 
82 Consolidated Information Filing Attachment 5 page 14 of 20 
83 Exhibit B-3, Consolidated Infonnation Filing Attachment 8 page 3 of 3 
84 Consolidated Infonnation Filing, Attachment 20, 22 
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D. SCOPE ITEM 3 - ACHIEVEMENT OF GOALS OF SAP INITIATIVES 

Have the goals outlined in BC Hydro's Information Technology and Telecommunication 
(JT&T) Five-Year Plan related to SAP initiatives been achieved? 

195. Attachment 10 of the Consolidated Information Filing provides BC Hydro's IT &T Five Year 
Plan - Year 2 (as of November 18, 2009). This version was approved by the Executive 
Team85

. It was the first finalized and approved IT&T strategic plan since 2006. BC Hydro 
does not appear to have earlier versions of this document although a series of drafts dating 
back to January 2008 are identified in Dix 1.1 (iv)86

. 

196. The IT&T Plan is based on the principle of One Hydro and 'a few important strategic 
intents87

'. 

197. Strategic Intents are identified as follows: 

• Enable the Business: Enable the business and align technology investments with most 
important, enterprise-wide priorities to increase efficiency and productivity, improve 
decision making, and improve service 

• Simplify Work Processes for more Tool Time: implement key integrated technologies 
to help automate/eliminate administrative burden and increase the ability for people to 
spend "time on tools" 

• Simplify, Standardize and Integrate the IT environment: 

o Simplify the application environment with SAP as the core 

o Simplify, standardize, modernize and virtualize the technology foundation 

• Highly sourced: Leverage a highly sourced environment to deliver high quality service at 
a low cost point 

• Information as a Service: create a foundation of data that can be delivered efficiently and 
accurately 

198. The IT&T Goals and Targets of the plan are included in the first two columns of Table 10, 
and BC Hydro has provided its view of their applicability to the SAP Strategy in the third 
column: 

85 Exhibit B-8, Dix, 1.1 (iv) 
86 Exhibit B-8, Dix, 1.1 (i) 
87 Exhibit B-3, Consolidated Information Filing, Attachment 10 
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IT&T Pl,:in Gani Targets Applicability of Goal to SAP 
Strategy 

I. Enterprise-wide Single, enterprise-wide Not 3pplic;:ible - this ,;io31 
investment clecision investment pl::m 3ncl rel3tes to the implementatHXl 
l113king focused on govem3nce group of processes ::rncl govem;:,nce 
BC Hydro Priorities to improve plannin~i, 

generally, for IT&T 

2. Simplified Integrated .,· 300 Appl1c;:,tions This goal and the 'SAP ;:is 
Applications wrth SAP < 50 dat;:,!);:,ses ERP' target are applical}!e -
as tr1e C-Ore SAP as ERP cliscussion follows belov,• 

·; 
-·· Business Satist,ction TBD% Partially 3ppl,c3ble -

cHscussion foll<JWS l,elow 

4. Virtu31ized and 75% vi11ualizaHon of stornge Not applical>le-this is 
controlled environment and servers unrelatecl to the SAP strGtegy 
for lovver cost and 1 PC per office w·or1<.er 
improved < rn PC images 
responsiveness 

5. Integrated end-to-end " 85% of extern.11 sl)€nd on Not applical->le - this 1s 
serviCE-s with 3-4 key IT str::itegic suppliers unrelGted to the SAP strat~1y 
Service Providers 

13 Cle3r ,nfom,3tion lnformatic1n 3rchitecture P31iially 3pplicable -
::irc!,itecture zmcl establ1sl1ed meta clGta cl1scuss;on follows l)e!.ow 
source of trutl1' witl1 model cteplo:y'ed 
l1igl1 quality· 

7. Lower cost of IT 30%, reduction of IT&T OMA Pa1iially apphcable -
as a 'l,{; of BC Hydro OMA d1scuss;on follows l)elow 

8. Preclictable IT project 90% on-time, on -lnidget, Not applicable - t111s go.'.11 
delivery on-scope or top priority rel3tes to U1e lmplernent,tion 

pieces of IT&T project deliver/ 
processes ancl governance, 
generalty 

88 

199. BC Hydro reviews those areas which it considers to be applicable at pages 52 and 53 of the 
Consolidated Information Filing. 

(2). Simplified Integrated Applications with SAP as the core: 

BC Hydro states that ', .. The simplification referred to in this goal assumes that 
implanting business capabilities and processes in fewer or one integrated system will 
(a) allow disparate systems to be commissioned, resulting in reduced operating costs, 
and (b) enable BC Hydro to implement improved business processes due to the 
integrated nature of ERP software.' BC Hydro goes on to discuss the types of benefits 
that could arise, but does not provide any evidence of a reduction in operating costs. 
Both elements appear to be duplicated in later goals (7) Lower cost of IT and (3) 
Business Satisfaction. 

The CEC submits that to the extent 'reduced operating costs' are considered a key 
target, there is no evidence to suggest this goal has been achieved as a result of the 

88 Exhibit B-3, page 52 
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SAP Strategy. Similarly, improved business processes as a result of SAP are also not 
well-documented. 

(3) Business Satisfaction 

BC Hydro states that this goal was intended to provide the general satisfaction of BC 
Hydro business stakeholders with IT &T systems and services as a result of 
implementing the IT&T Plan. The 'SAP as the core' goal was one element of the 
plan. They believe that business satisfaction can be measured by the outcomes 
achieved which are documented in project completion and evaluation reports. 

The CEC submits that the PCER reports are not good evidence of any improvement in 
business satisfaction. In addition to not being regularly present, only 4 four of 18 
projects completed PCERs between January 2008 and December 31, 2012.89 They 
generally speak to the completion of the project, and not to the ongoing satisfaction of 
the stakeholders. 

BC Hydro goes on to state that: 

'There is general business satisfaction with the SAP systems in place, demonstrated 
through the effectiveness of support to business activities, the high reliability and 
scalability of the systems and the stability of SAP for critical business transactions. 
For example, BC Hydro has never missed a customer billing cycle, payroll cycle or 
financial reporting cycle. ' 90 

The CEC does not consider the above to be a well-developed conclusion on the 
contribution of the SAP project to create lasting improvements in BC Hydro processes. 
In response to CEC 1.17.3, BC Hydro acknowledges that it is not aware of any 
significant misses prior to the adoption of the SAP Platform.91 

The CEC submits that in general it would be likely that several BC Hydro stakeholders 
would be satisfied as the SAP Strategy resulted in significant IT &T spending that 
might generally be appreciated by those using the systems. 

(6) Clear Information Architecture and 'Single Source of Truth' with High 
Quality 

This goal is related to Goal 2, in that the single source of truth can be achieved by the 
implementation of integrated ERP systems on a single technology standard. BC 
Hydro states that this information architecture goal has been successfully achieved for 
each major business function that has migrated to SAP.92 

89 Exhibit B-8, Dix 1.17.0 (ii) 

90 Exhibit B-3, page 56 

91 Exhibit B-7, CEC 1.17.3 

92 Exhibit B-3, Consolidated Information Filing page 57 
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The CEC submits that in this case the strategy and goal are effectively the same thing. 

(7) Lower Cost of IT 

Lower cost of IT is an explicit reference to the goal also articulated in (2) above. 

200. BC Hydro states that: 

Through the implementation of the IT &T Plan it was intended that IT &T operating 
costs would be reduced as a percentage of overall BC Hydro operating costs. This goal 
is partially related to the implementation of SAP initiatives in that there was an 
expectation that decommissioning disparate systems, whose functions were being 
transferred to the integrated SAP environment, would result in operational cost savings 
for IT&T.93 

201. BC Hydro also states at page 57 that: 

It was not intended however that the implementation of SAP initiatives, in and of 
themselves would account for a specific operational cost savings. As noted on pages 4 
to 5 of the IT&T Plan and as set out in BC Hydro's response to F2011 RRA BCUC IR 
1.275.3 (refer to Attachment 25), $4 million of the $9.3 million reduction in IT&T 
operating costs were related to reduced software and application maintenance costs.94 

202. In BCUC 1.27.5, BC Hydro is able to provide SAP related IT spending information but it is 
unable to provide dollar savings information attributable to the SAP investments. 

203. The CEC notes that IT &T comprises both capital and operating costs, and that lower cost 
IT &T should reasonably address both. 

204. The CEC submits that there is no evidence to suggest that the SAP Strategy has resulted in a 
lower cost ofIT&T. 

205. In its Conclusions regarding the Scope 3 Items in the Final Argument, BC Hydro states the 
following: 

• The goals of the 2009 IT &T Five-Year Plan applicable to the SAP Strategy are being 
achieved. BC Hydro recognizes that not all of the original goals were fully achieved 
within the original Five-Year timeframe because prudent adjustments were subsequently 
made to align with emerging business priorities and to manage delivery risks. As 
described under Scope Item 1 above, significant adjustments were made to the 
Transformation Initiative Technology projects to reduce implementation risks. 

• The adoption of SAP as the default ERP solution and the implementation of SAP 
initiatives are helping BC Hydro to meet its strategic intents, goals and targets. In addition 

93 Exhibit B-3, page 57 
94 Exhibit B-3, page 57 
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to providing reliable support for increased business requirements, this includes 
containment of IT operating costs in the context of rising requirements, common and clear 
information architecture with a single source of truth, simplified integrated applications 
and satisfaction within the business groups, each of which was a goal of the IT &T Plan. 

• Continuing to use multiple ERPs (including continuing with PeopleSoft for Financials) 
would have been more costly over the long term given the technical and business 
complexities.95 

206. The CBC submits that asse1iions related to the containment and costs identified in bullet 2, 
and the relative financial merit over the alternative claimed in bullet 3 are not suppmied by the 
evidence. 

207. The CBC submits that there is a poverty of financial benefit analysis lacking in the entire 
project which precludes assertions that IT &T goals are being achieved. 

208. The CBC does not find the subjective claims to be sufficient or well-documented. 

209. BC Hydro suggests that no further action by the Commission is warranted in respect of Scope 
Item 3 given that the goals of the 2009 IT &T Five-Year Plan applicable to the SAP Strategy 

b . h' d 96 are emg ac 1eve . 

210. The CBC recommends that the Commission deny that BC Hydro has shown any meaningful 
contribution of SAP to providing a quantified economic benefit to ratepayers. 

211. The CBC recommends that the Commission provide a timetable of 1 year for BC Hydro to 
rectify this situation or face denial of recovery of costs which are not properly justified with 
quantified economic benefits. 

E. SCOPE ITEM 4 - FUTURE CAPITAL SPENDING ON SAP PLATFORM 

What is BC Hydro's planned capital spending on the adoption of the SAP Platform and 
independent SAP projects on a go-forward basis? 

212. BC Hydro reviews its Planned SAP related Capital Expenditures as of March 31, 201697 at 
pages 63-71 of the Consolidated Information Filing. BC Hydro points out that early stage 
cost estimates are uncertain and subject to change. 

213. Total SAP related spending is estimated to be $102 million between F2017 and F2019 and 
approximately $108 million between F2020 and F2026, for a total of approximately $210 
million between F2017 and F2026.98 

95 BC Hydro Final Argument page 43 
96 BC Hydro Final Argument page 43 
97 Exhibit B-3, page 66 
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214. The CEC submits that this is the best evidence in this proceeding relating to this Scope item. 

215. The CEC notes that approximately $77 million of the Forecast SAP related CAPEX was 
underway as of March 31, 2016. 

rnn 

4J O ' 

20.0 : 

Figure 3 Forecast of In Progress and Planned 
SAP-re!atecl Capital Expenditures, 
F2017 -F2026 

Forecast SAP-Related CAPEX by Status 
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216. The Supply Chain and the WM/AM functional areas account for by far the largest pmiions of 
the future spending. 

217. The CEC notes that the Supply Chain Applications project has been before the Commission 
and a decision was rendered in G-158-17. 

218. In that Decision the Commission authorized capital expenditures up to $29.7 million to 
complete work to the end of the Definition Phase, but did not accept expenditures for the 
entire project. The Commission directed BC Hydro to file a Verification Report which 
provided for the following repmis: 

• Cost Update; 

• Benefits Update; 

• Scope Update; 

• Risk Update; 

• Project Schedule Update; and 

• Quality Assurance Advisor Design Review. 

219. The CEC submits that these reports will be important in ensuring that the costs of future SAP 
spending are carefully reviewed and the benefits of the SAP Supply Chain Applications are 
defined, measurable, quantified and articulated prior to Commission approval and 
authorization. 

98 Exhibit B-3, page 71 
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220. The CEC recommends that the Commission continue to exercise staged oversight on all BC 
Hydro IT &T expenditures, if not all BC Hydro capital expenditures in a Capital Plan 
Requirement Application ("CPRA") review process separated from the usual RRA process. 

F. SCOPE ITEM 5- SAP DISCLOSURES 

Item 5: were all SAP-related disclosures to the Commission appropriate, reasonable and in 
accordance with the UCA? 

221. BC Hydro's position regarding project disclosure is that the original SAP decision in May 
2008 constituted high-level discussions of IT &T strategy and are not matters that BC Hydro 
normally brings to the Commission for its review and approval because strategies of this 
nature fall within the operational responsibility of BC Hydro management.99 

222. BC Hydro provides an overview of the Applicable Regulatory Regime and BC Hydro 
disclosures in its Consolidated Information Filing at page 86, and a list of its filings that 
included SAP related disclosures on page 84. 

Utilities Commission Act 

223. BC Hydro states that for all IT&T projects during the F2009 to F2016 period BC Hydro was 
not required to file a specific application under section 44.2 of the UCA as all projects fell 
below the $50 million threshold for Major Threshold Projects in place during the F2007-
F2010 time period, and below the $20 million threshold for IT&T projects under BC Hydro's 
Capital Project Filing Guideline (July 2010). BC Hydro points out that it did not file an 
application with the Commission for approval of a capital cost program totalling $21 million, 
which exceeded the new threshold as a result of an EAR revision. BC Hydro explained its 
reasoning to the Commission at the time. 100 

224. The CEC accepts that BC Hydro was not specifically required to file specific applications 
under section 44.2 of the UCA because the projects were all under the $20 million IT&T 
threshold. As such, the CEC does not find any wrong-doing in BC Hydro's filing of 
applications. 

225. The CEC submits that the Commission has the jurisdiction to require BC Hydro to identify 
policy plans which have multiple projects which exceed $20 million when examined together, 
and recommends that the Commission provide for this reporting. 

99 Exhibit B-8, Dix, 1.19.0 iii 
100 Exhibit B-3, Consolidated Information Filing page 85 
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Purposeful Avoidance of Disclosure 

226. As noted above, BC Hydro has a $20 million threshold for applying for Commission approval 
ofIT &T projects. 101 

227. BC Hydro was requested to provide testimony as to why the $33.6 million work plan for its 
PSW project was broken into smaller projects. 

228. BC Hydro argues that the descoping of the $33.6 million Transformation Initiative 
Technology projects to move forward with multiple smaller staged projects was taken to de
risk the larger project which was 'fraught with significant implementation and financial 
risks.' 102 

229. Mr. Reimer is clear in his witness statement that at no point were the decisions to de-scope 
and/or separate portions of the originally-envisioned PSW project made as a result of an 
intention to avoid Board or Commission oversight of spending. Those decisions were made 
as a result of prudent executive management in the face of escalating costs and risk, and, in 
his opinion, they remain strong, defensible decisions today. 103 

230. The CEC is of the view that there is no evidence that any of BC Hydro's projects were 
purposefully de-scoped in order to avoid Commission oversight. 

231. Nevertheless, the CEC is concerned that many significant projects did avoid Commission 
oversight due to BC Hydro's determination to assess and review project only at the individual 
project level which did not provide for oversight. 

232. The CEC submits it would be reasonable for the Commission to review its requirements for 
BC Hydro reporting and require reporting at a lower aggregation than is currently practiced. 

Testimony of Mr. Stuckert 

233. On October 15, 2008 Mr. Stuckert, BC Hydro's Vice President and Chieflnformation Officer 
(CIO) provided testimony at the F09/10 Revenue Requirements Application (RRA) hearing in 
response to Commission questioning regarding upgrades to its PeopleSoft 9 software. 

234. Mr. Stucke1i provided information to the effect that BC Hydro was examining multiple 
options including PeopleSoft, 'just in case [we] want to find a better solution.' 104 

101 BC Hydro Capital Project Filing Guidelines (July 2010) BC Hydro Final Argument page 53 
102 BC Hydro Final Argument page 54 
103 BC Hydro Final Argument page 54 
104 BC Hydro Final Argument Appendix page 8 
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235. At that point, BC Hydro had already determined that SAP Financial was BC Hydro's 
preferred solution and further that the company had made a determination to not only migrate 
to SAP but had selected SAP as the default ERP (SAP Strategy). 

236. As noted by BC Hydro: 

The strategic policy decision to use SAP as the default ERP, as explained above, was 
made in May 2008.25 

237. Also in May 2008, BC Hydro's Audit and Risk Management Committee (ARMC) of the 
Board of Directors was given an update on the IT &T strategy development. Based on an 
executive summary describing that presentation, the ARMC was made aware of consideration 
being given to move to a single software platform, and specifically, SAP: 

We are therefore considering the recommendation of deploying an SAP environment. 
We currently use SAP successfully in the customer side, and could 
INCREMENTALLY deploy it in the financial and operational business groups over a 
3-5 year period.26 

There is further indication that the update given to the ARMC suggested that SAP 
would be used as a "default solution," and consideration would be given to SAP for 
use on any major IT &T project proposed, provided that it met the necessary business 
requirements. Conversely, if SAP would not meet the business need, a bolt-on solution 
would be considered using other software.27 Although the ARMC meeting materials 
included the information quoted above, the minutes of the ARMC meeting do not 
indicate whether there was any discussion of SAP or a strategy to make SAP the 
default solution for IT &T initiative, and the ARMC passed no resolution to any aspect 
ofIT &T strategy105 

238. On October 28, 2008, BC Hydro filed a response to Undertaking 62 which requested the 
approved principles that had been presented to BC Hydro's Executive Team and the ARMC 
of the Board upon which the IT strategic direction would be based. The response, prepared by 
Mr. Stuckert referenced a 2007 document, which was technically accurate in providing a 
response to the question at hand, but outdated in terms of the capital plan strategy. 

239. BC Hydro acknowledges in its Final Argument that testimony of Mr. Stucke1i on October 15, 
2008 at the F09/F10 RRA oral hearing was not open and transparent as is required in an Oral 
Hearing. They state: 

BC Hydro has been clear since its January 2016 Response that the testimony at issue 
and the response to Undertaking 62 at the 2008 hearing did not meet BC Hydro's 
expectations for complete, open and transparent answers. 

105 ARMC meeting May 2008 (see page 11 of Consolidated Information Filing B-3) 
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BC Hydro agrees that complete, open and transparent answers to the questions at the 
hearing and to Undertaking 62 should have included an update on the SAP Strategy 
and information that re-platforming to SAP Financials had become the favoured option 
and work was underway to verify that SAP Financials will meet BC Hydro's 
requirements. 106 

240. BC Hydro goes on to state that it has not found any evidence that the witness was in any way 
directed or encouraged to provide misleading or inaccurate information. Rather, he was 
provided with briefing notes on the recent development with regard to the SAP Financials 
Blueprint work. 107 

241. BC Hydro points to several points in pages of a witness preparation document drafted for Mr. 
Stuckert. The document outlines the reasons for BC Hydro's decision to use SAP instead of 
PeopleSoft for the financial system upgrade ("FSR Project"). BC Hydro offers this as 
evidence that Mr. Stuckert should have informed BCUC of the shift to SAP for that project. 108 

242. Mr. Enn Kiurdorfwrites in his witness statement that: 

The August 21 - September 3, 2008 status report indicates a project risk in regards to 
regulatory alignment between the FSR project blueprinting of the SAP Financials 
solution versus the appendix J RRA submission, which identified the PeopleSoft 
upgrade option as the preferred solution. The status report further indicates that 
George Koyanagi and myself were assigned the task of preparing a draft response to 
"reposition BC Hydro approach" to the PeopleSoft upgrade for review by the FSR 
project steering committee. The draft response was to be prepared by September 18, 
2008. I have attached a copy of the August 21- September 3, 2008 FSR project 
blueprint phase status report to my witness statement at Appendix 1. 

243. The Appendix clearly states that: 

This project is conducting a detailed assessment of SAP Financials to validate the 
initial decision that it will meet BC Hydro's business requirements and provide 
estimates that suppmi completion of a business case. A series of deliverables to 
describe the target system, process and change management implications will also be 
produced. 109 

244. The CEC has reviewed the evidence and agrees that there is no evidence to suggest that Mr. 
Stuckert was directed to provide misleading or inaccurate information at the oral hearing. 

106 BC Hydro Final Argument page 51 
107 BC Hydro Final Argument page 51 
108 Exhibit B-8, Dix, 1.23 .1 

109 Exhibit B-12, BC Hydro Witness Statement Enn Kiudorf 
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245. It appears however, that within a few days the discrepancy between Mr. Stuckert's testimony 
and the BC Hydro IT plan was raised internally. 

246. On October 18th, 2008, Mr. George Koyangi (senior manager in the Finance Group) provided 
an email expressing concerns with Mr. Stuckert's testimony. This was distributed to Enn 
Kiudorf, Cheryl Y amenko and David Wong. The email was forwarded to Raymond Tang, 
Sully Wong and Don Stuckert on October 22, 2008. 

247. Earlier in the year BC Hydro had also already identified a misalignment of information 
between the Commission's understanding the plan; this was recorded in the Risk Register of 
the FSR Project between August 21, 2008 and September 3, 2008 as noted below: 

Regulatory Alignment - In appendix J of RRA submission, BC Hydro indicated that 
they would be proceeding with PeopleSoft upgrade and that SAP option was too 

. N d .c- • 1 RRA . h' 110 expensive. ee to prepare 1or potentrn questions on t 1s. 

248. BC Hydro notes that discrepancy was remedied. 

249. On June 12, 2009, BC Hydro filed reports with the Commission that it had recently completed 
its assessment of the viability of re-platforming its financial system to SAP, and proposing to 
move to SAP Financials. 

250. On July 13, 2009, BC Hydro included the adoption of the SAP Strategy in a compliance 
rep01i related to the F2009/2010 RRA Decision, and on March 3, 2010 BC Hydro included 
reference to the plan in its F2011 RRA. 111 

251. The CEC is concerned that the 'corrections' to BCUC evidence were not timely and took over 
7 months to be executed after being raised internally. 

252. The CEC submits that BC Hydro's awareness of a disparity between the Commission's 
understanding and the actual situation should not have been permitted to extend several 
months. 

253. Given that the inaccuracy of the information was identified within days of the testimony, the 
CEC submits that BC Hydro should have provided immediate disclosure to the Commission. 

254. BC Hydro concludes that no further action on this Scope item is required by the Commission 
because: 
• The current review has not identified any additional issue with regard to BC Hydro 

disclosures beyond the testimony of Mr. Stuckert and response to Unde1iaking 62; 

• There is no evidence of there being direction or encouragement of the witness to mislead 
the Commission; 

110 Exhibit B-12, BC Hydro Witness Statements Enn Kiedorf, Appendix 1 
111 BC Hydro Final Argmnentpage 51 
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• BC Hydro acknowledges the infraction; and 

• The shortcomings were corrected112. 

255. The CEC submits that it is important that it would be reasonable for the Commission to 
establish specific guidelines with respect to conection of errors in evidence in order to avoid 
future issues, and to ensure the Utility and Commission have, and are seen to have, fully 
transparent processes. 

256. The CEC recommends that the Commission require BC Hydro and other utilities to report 
incidents of misrepresentation immediately after they are identified. 

G. SUMMARY OF RECOMMENDATIONS 

257. The CEC recommends that the Commission weigh the evidence with regard to the adequacy 
of the financial assessments of the individual projects, the projects combined into their 
modules, and in particular the level of oversight that occuned for the totality of the 
expenditures. To the extent that the Commission finds the financial assessments of nearly 
$200 million in past IT &T SAP spending to have less than adequate justification 
documentation, the CEC recommends that the Commission enforce a process for ensuring that 
BC Hydro remedies the deficiencies. 

258. The CEC recommends that the Commission find that the governance and repmiing practices 
of BC Hydro did not provide for adequate oversight by the Commission for the SAP 
expenditures. 

259. The CEC recommends that the Commission require BC Hydro to review its governance 
practices and provide the Commission with updated practices that would require cost-benefit 
analyses to be undertaken at a rigorous level for all spending. The CEC recommends that such 
a review be undertaken and completed within 1 year from the date of this inquiry. 

260. The CEC fmiher recommends that BC Hydro be required to incorporate a wholistic view of 
its IT &T project spending such that 'strategies' do not become broken down into individual 
projects which escape appropriate oversight. 

261. The CEC recommends that the Commission alter its reporting requirements to prevent smaller 
projects, which are related to others, or that serve as part oflarger strategies, to escape review. 

262. The CEC submits that the failures in spending oversight might not have occurred if the SAP 
strategy was reviewed independently at the strategy decision level, and might also have been 
reduced if review had occurred even at the SAP module or the individual project level. 

112 BC Hydro Final Argument page 55 
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263. The CEC recommends that the Commission establish an explicit requirement for reporting of 
any strategy which has the potential to affect spending significant future spending. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

David Craig 

David Craig, Consultant for the Commercial Energy 
Consumers Association of British Columbia 
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