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EXECUTIVE SUMMARY 

BC Hydro proposes to purchase from Teck its remaining 2/3 interest in Waneta, for $1.2 

billion, and lease it back to Teck for 20 (or 30) years (the Waneta 2017 Transaction).  

The Waneta 2017 Transaction will generate net revenues that will reduce BC Hydro's 

rate increases, as well as those of FortisBC.  It will also ensure that Waneta becomes a 

"heritage asset", owned and operated by BC Hydro, and dedicated to the public service.  

The transaction will advance most, and not hinder the advancement of any, of "British 

Columbia's energy objectives".  The transaction is in all ways cost-effective and in the 

public interest.   

In this final argument BC Hydro explains why the transaction is cost-effective and in the 

public interest, and why the requested final orders approving the transaction should be 

issued on or before July 18, 2018. 
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PART I: INTRODUCTION AND OVERVIEW 

1. This is BC Hydro’s Final Argument with respect to the orders it seeks in regard to 

the Waneta 2017 Transaction.1  

2. Since 2010, BC Hydro has owned an undivided 1/3 interest in Waneta and 

receives approximately 1/3 of the Waneta generation. BC Hydro purchased its 

interest in Waneta for $825 million from Teck Metals Ltd. (Teck)2 which retained 

the remaining 2/3 interest.  The 2010 transaction, referred to as the Waneta 

2010 Transaction, was approved by the Commission on February 3, 2010, on 

the basis, in part, that it was in the public interest.3 

3. An important aspect of the Waneta 2010 Transaction was BC Hydro’s “right of 

first offer”, or ROFO, in regard to any subsequent sale of Teck’s remaining 2/3 

interest in Waneta.  BC Hydro's ROFO rights allow it to essentially match an offer 

made by a third-party for such a purchase. 

4. The Waneta 2017 Transaction is a result of BC Hydro exercising its right to 

purchase Teck’s remaining 2/3 interest pursuant to the ROFO.  More specifically, 

BC Hydro matched an offer made by Fortis Inc.4 to purchase the Waneta Assets 

for approximately $1.2 billion (the Fortis Transaction).5  A key part of the 

transaction is that the Waneta Assets will be leased to Teck for a 20 year period 

(or 30 years, at Teck's option).  After the Lease Period, BC Hydro will purchase 

Teck’s Transmission Assets for $20 million.6 Aside from certain aspects 

                                            
1 In this argument, defined terms and acronyms have the same meaning as in the Application, Exhibit B-1, unless 
stated otherwise.   
2 Teck is a wholly owned subsidiary of Teck Resources Limited (Teck Resources).  Teck’s corporate predecessors 
included Teck Cominco Metals Ltd. and before that Cominco Ltd.  For convenience, Teck’s corporate predecessors 
are all referred to as “Teck”, except as indicted. 
3 Commission Order No. G-12-10. 
4 Fortis Inc. is the unregulated parent corporation of the regulated electric utility serving the West Kootenays, 
FortisBC Inc. (FortisBC). 
5 The precise amounts to be paid are shown in the expenditure schedule at section 1.5.1, Table 1-1 of the 
Application, pdf page 30. The Waneta Assets are described in detail in section 2.1 of the Application, pdf pages 40-
46. 
6 Dollars at the time of purchase, i.e. $20 million regardless of when they are purchased.  
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regarding the Transmission Assets, BC Hydro's ROFO rights only allowed for a 

transaction substantially the same as the Fortis Transaction.7 

5. If completed, the Waneta 2017 Transaction will result in BC Hydro being the sole 

owner of Waneta with Teck retaining the benefit of its existing 2/3 interest, as a 

lessee, for the next 20 or 30 years.  During the Lease Period, BC Hydro’s access 

to the energy and capacity associated with its 1/3 interest will continue, 

unchanged, and operations are expected to continue as they have since the 

Waneta 2010 Transaction.  Upon expiration or termination of the Lease, BC 

Hydro will be the sole unencumbered owner of the Waneta Dam.  It will also 

acquire the related Transmission Assets, including Line 71.   BC Hydro's 

ownership of Line 71 will ensure that Waneta is directly connected to the BC 

Hydro system, and enable the provision of an import wheeling service to Teck to 

allow it to continue to serve its smelter load from US wholesale markets.             

6. On October 30, 2017, BC Hydro filed its Application for Commission orders with 

respect to the Waneta 2017 Transaction.  Section 1.5 of the Application outlines 

the specific orders BC Hydro seeks, except that BC Hydro no longer seeks 

Commission approval of the Waneta Interconnection Agreement, as explained in 

Part III below.8  In summary, and as shown in the revised draft Order,9 BC Hydro 

seeks:  

(a) Acceptance of the expenditure schedule in regard to the Waneta 2017 
Transaction; 

(b) Approval of the Teck Wheeling Agreement; and  

(c) Approval of three adjustments to the Non-Heritage Deferral Account (i.e. 
accounting orders). 

                                            
7 Under the Co-Ownership and Operating Agreement (COA), BC Hydro did not have the right to significantly vary the 
terms of the offered transaction and any additional terms and conditions could not be materially less favourable to 
Teck. See section 25.3 of the COA. 
8 See also Exhibit B-12. 
9 Exhibit B-13. 
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7. BC Hydro seeks the foregoing orders by no later than July 18, 2018, to ensure 

the transaction can complete by the last day contemplated by the ROFO, namely 

HAugust 1, 2018.10   

8. Oral arguments in regard to the transaction were presented on April 19, 2018.  

Two process matters arise from the oral arguments: 

(a) The evidentiary record was confirmed as closed.11 

(b) Only one intervener seems inclined to oppose the relief BC Hydro seeks in 

this proceeding, namely the Clean Energy Association of B.C. (CEABC). 

In this final argument, BC Hydro provides a high-level response to the 

main points of the CEABC oral argument; it will provide a more fulsome 

written reply argument on May 24, 2018 pursuant to Appendix A of 

Commission Order No. G-70-18. 

9. On some issues, BC Hydro will rely on its submissions made in oral argument on 

April 19, 2018. 

10. As will be described in the sections that follow, BC Hydro submits that in all 

respects the Waneta 2017 Transaction is cost-effective and in the public interest. 

A. Overview of Final Argument 

11. The remainder of this final argument generally follows the outline of BC Hydro's 

oral argument, as follows:  

• Part II provides background information with respect to the Waneta Dam 

and Line 71, Teck's sale process and BC Hydro's ROFO rights, and the 

Waneta 2010 Transaction; 

                                            
10 Pursuant to section 25.3(e) of the COA and section 1.1(p) of the Waneta Purchase Agreement, the closing date of 
the Waneta 2017 Transaction shall be no later than August 1, 2018.  In addition, it is a condition of closing that the 
requested Commission orders be granted prior to closing.  
11 T4: page 152/lines 11-12. 
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• Part III provides an overview of the essential elements and transaction 

documents of the Waneta 2017 Transaction;   

• Part IV provides an overview of the key aspects of the Waneta 2017 

Business Case;  

• Part V provides a high-level response to the evidence and oral argument 

of the CEABC; 

• Part VI provides submissions in regard to issues raised by the 

Commission Panel in Exhibit A-26; 

• Part VII provides a response to issues raised by the Commission during 

oral argument on April 19, 2018;  

• Part VIII addresses transmission and OATT issues; 

• Part IX is a description of the orders sought and other regulatory issues; 

• Part X addresses First Nations issues; and 

• Part XI is a conclusion. 

12. Attached to BC Hydro’s Final Argument are the following attachments:  

(a) Electricity Self-Sufficiency Regulation, BC Reg 315/2010. 

(b) Special Direction No. 10 to the British Columbia Utilities Commission, BC 

Reg 245/2007. 
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PART II: BACKGROUND 

13. The history of hydroelectric development in the West Kootenay region and the 

relationships between the different parties involved is quite complicated.  This 

rich history and complex set of arrangements is summarized in the Application,12 

and was the subject in part of intervener and BCUC staff IRs.  BC Hydro does 

not repeat that history or relationships in this argument, except where required to 

explain and support the Waneta 2017 Transaction. 

14. Notable developments include the Columbia River Treaty (Treaty), which came 

into force in 1964, and resulted in the construction and operation by BC Hydro of 

storage projects at Mica, Keenleyside and Duncan.  The over-arching principle of 

the Treaty is deceptively simple – the coordinated operation of Treaty projects 

would yield greater benefits to each of the parties than uncoordinated operation.   

15. Following the Treaty was the development of the Canal Plant Agreement (CPA), 

originally entered into in 1972.13  The CPA has a similar underlying principle to 

that of the Treaty, namely the maximization of generation from hydro-electric 

projects on the Lower Columbia through coordinated operations.14  In particular, 

under the CPA the owners of those projects receive a firm electricity "entitlement" 

from BC Hydro.15  In exchange, BC Hydro receives the actual generation output 

of those projects including the incremental generation that arises from the 

coordinated operations.16  Teck is an entitlement party under the CPA, and will 

continue to receive its entitlement benefits associated with its 2/3 interest in 

                                            
12 See section 2.5 of the Application, pdf pages 54-62. 
13 The current version of the CPA is attached to BC Hydro’s response to BCUC IR 1.45.5 REVISED, Exhibit B-8-5. 
14 Under the CPA, BC Hydro coordinates the operation of all of the hydroelectric facilities on the Kootenay and Pend 
d’Oreille Rivers within BC (except for those facilities owned by the City of Nelson), including those owned by Fortis 
Inc., FortisBC, CPC/CBT, Teck and BC Hydro. See section 2.5.6.1 of the Application, pdf pages 60-61.  
15 That is, the CPA entitlements are for energy and capacity.  
16 See sections 2.5.3 and 2.5.6 of the Application, pdf pages 55-56 and 58-61.    
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Waneta during the Lease Period.17  The CPA has been amended on a number of 

occasions since 1972 and is now extended to at least December 31, 2035.18   

A. Waneta Dam and Line 71 

16. The Waneta Dam is on the Pend d’Oreille River at the confluence of the 

Columbia River, about 15 kilometers south of Trail, B.C and a few kilometers 

north of the Canada-US border.  It is a concrete hydroelectric dam with a 

capacity of approximately 490 MW.19  Teck built the Waneta Dam, in 1954, to 

serve its smelter load in Trail.  Teck currently owns an undivided 2/3 interest in 

the Waneta Dam. 

17. Teck also built Line 71, the 25 km, 230 kV transmission line from Waneta to the 

US border, in 1964.20  Teck continues to own and operate Line 71.  The purpose 

of Line 71 was and remains to serve Teck’s Trail smelter load through imports of 

electricity from the United States when it is economical to do so.21  Line 71 also 

was and continues to be used by Teck to export electricity to wholesale markets 

in the United States when that is economical.22  Line 71 also provides a critical 

connection between BC Hydro’s system and Waneta. 

18. The Waneta Dam and Line 71 were originally part of a larger hydroelectric 

system owned and operated by Teck.  Much of that system is now owned by 

FortisBC, and the Waneta Dam and Line 71 are Teck’s last significant (regional-

scale) electrical assets in the region.   

                                            
17 The shape of Teck's CPA entitlement does not change from year to year with normal variability in stream flows or 
actual generation, thereby allowing Teck to use it to reliably serve the Trail smelter load. 
18 The CPA was most recently amended in 2011 to account for the Waneta Expansion Project and is dated for 
reference, November 15, 2011. The CPA, as amended from time to time, is exempt from regulation by Commission 
Order No. G-41-06.  The CPA has no termination date, and will continue until it is terminated in accordance with its 
terms. A copy of the CPA is attached to BC Hydro’s response to BCUC IR 1.45.5 REVISED, Exhibit B-8-5. 
19 See section 2.1 of the Application, pdf pages 40-43. 
20 Line 71 is operated in one of two configurations, either connected directly to the transmission facilities of the 
Bonneville Power Administration, or looped through BC Hydro’s Nelway Substation: see section 2.2.5 of the 
Application, pdf page 48 and section 2.4 of the Application, pdf pages 51-54, for a more fulsome description of Line 
71 and the other transmission connections in the region.   
21 Application, pdf page 52.  
22 Application, pdf page 52. 
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19. Teck’s interest in the Waneta Dam and Line 71 have always been unregulated.  

That is, they have never been burdened with the obligation to be used for the 

provision of public utility service.  Instead Teck has always been free to use its 

interest in the Waneta Dam and Line 71 for its own private interests, regardless 

of the service needs of the residents and businesses in the West Kootenay 

region.  The currently unregulated status of Teck's interest in the Waneta Dam 

and Line 71 is maintained through an order that exempts Teck from Part III of the 

Utilities Commission Act (UCA)(the 1996 Exemption Order).23   

20. If the Waneta 2017 Transaction completes, the Waneta Dam and Line 71 will 

belong to BC Hydro, a Crown corporation and a public utility regulated by the 

Commission under the UCA.  The transaction provides for a lease-back to Teck 

of an undivided 2/3 interest in Waneta and thus continues the unregulated aspect 

of Waneta for a period of time.  However, after the Lease Period the assets will 

be regulated and burdened with the obligation to be used for the provision of 

public utility services by BC Hydro.   

B. FortisBC  

21. FortisBC is the regulated electric utility in the West Kootenay region with its own 

load-serving obligations and resources.  It owns transmission assets in the region 

which provide for a connection between Waneta to BC Hydro’s system at the 

Kootenay Canal plant.  To help it meet its service obligations it has had an 

arrangement in place with Teck since 1987 (1987 Letter).24  Under the 1987 

Letter, Teck has provided an (unregulated) wheeling service to FortisBC at a 

relatively low rate, thereby providing FortisBC economical access to US 

wholesale electricity markets.25  BC Hydro understands that FortisBC's 

intervention in this proceeding was primarily to ensure that the Waneta 2017 

Transaction does not unduly upset those arrangements to the detriment, 

potentially, of FortisBC's ratepayers.  Through an agreement between BC Hydro 
                                            
23 The 1996 Exemption Order is attached to BC Hydro's response to BCUC IR 1.60.4, Exhibit B-8-2.  Teck has been 
exempted from provisions of Part III of the UCA under various exemption orders since July 1982.   
24 Dated January 20, 1987, see BC Hydro’s response to BCUC IR 1.36.1, Attachment 1 for a copy of the 1987 Letter. 
25 Ibid. 
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and FortisBC,26 and through an agreement between FortisBC and Teck,27  

FortisBC's concerns in this regard have been ameliorated and FortisBC now 

supports the transaction as being in the interests of its ratepayers.28  Moreover, 

those agreements enhance the value of the transaction to BC Hydro and thus its 

ratepayers.29 

C. Teck’s Sale Process and ROFO 

22. Under the COA, BC Hydro acquired a "right of first offer" with regard to the 

potential sale by Teck of its remaining 2/3 interest in Waneta.  Among other 

things, the ROFO obliges Teck to allow BC Hydro to match an offer made for the 

purchase of that interest by a third party on essentially the same terms and 

conditions.30  In the context of those obligations BC Hydro became aware in early 

2016 that Teck was interested in selling its remaining 2/3 interest in Waneta.  

Teck's ensuing sale process and BC Hydro's involvement in it are discussed 

extensively in the Application and in numerous IR responses.31  Some of the 

more important aspects of that sale process were: 

(a) The sale process was a competitive process, facilitated by investment 

bankers retained by Teck.  From this the Commission can and should infer 

that the potential sale of Waneta had the benefit of rigorous analysis by a 

number of commercially-minded participants.32   

(b) The sale process resulted in the Fortis Transaction, a binding agreement 

to purchase Waneta between Teck and Fortis Inc. subject only to BC 

Hydro's ROFO rights.  From this the Commission can and should infer that 

                                            
26 Dated February 15, 2018, Attachment 1 to Exhibit B-17. 
27 Dated February 16, 2018, Exhibit C1-10. 
28 See T4: page 268/lines 10-14 and page 271/lines 3-4. 
29 Relative to the analysis that BC Hydro undertook in the Waneta 2017 Business Case. 
30 Under the COA, BC Hydro did not have the right to significantly vary the terms of the offered transaction and any 
additional terms and conditions could not be materially less favourable to Teck.  See section 25.3 of the COA. 
31 Section 1.4.2 of the Application, pdf page 28, and BC Hydro's responses to CEABC IR 1.3.1, BCSEA IR 1.7.9 and 
BCSEA IR 1.20.1.2. 
32 There were over 100 different parties who were approached to see if they had potential interest in the acquisition 
and six of those entered into a second round of discussion with Teck, see section 1.4.2 of the Application, pdf page 
28. 
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the Fortis Transaction satisfied Fortis Inc. of the commercial and financial 

merits of the transaction.   

(c) In consequence of the Fortis Transaction and BC Hydro's ROFO rights 

Teck was obliged to issue a Sale Notice to BC Hydro, which it did on June 

1, 2017.33  

(d) Under its ROFO rights BC Hydro was allowed to match Fortis Inc.'s offer 

through the issuance of a Reply Notice, which it did on August 1, 2017.34   

23. BC Hydro also offers the following submissions regarding the Fortis Transaction:   

(a) Fortis Inc. is an unregulated holding company, with no load-serving 

obligations in BC or anywhere else and therefore with no basis to assess 

the value of the transaction on anything other than a commercial basis.  

From this the Commission can and should infer that Fortis Inc. gave no 

consideration to the cost of avoided future supply side resources (i.e. load 

forecasts and LRMC are irrelevant to entities without a load-serving 

obligation) and instead assessed the transaction from the perspective of 

future wholesale market prices. 

(b) Fortis Inc. is an investor-owned company without the benefit of having a 

provincial government as its fiscal agent for borrowing purposes.  From 

this the Commission can and should infer that, all else being equal, Fortis 

Inc.'s financing costs would have been greater than BC Hydro's will be if 

the transaction proceeds.   

24. None of the foregoing is to suggest that either BC Hydro or the Commission 

should rely solely on the fact of the Fortis Transaction to find the Waneta 2017 

Transaction to be cost-effective and in the public interest.  Rather, the Fortis 

Transaction, the way it came about, and the relationship between it and the 

                                            
33 See Application, Appendix B. 
34 See Application, Appendix C. 
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Waneta 2017 Transaction, provide reassurance that BC Hydro's own analysis of 

the transaction is sound and reasonable.    

D. Due Diligence and Operational Experience  

25. The Waneta 2010 Transaction afforded BC Hydro significant time for a thorough 

due diligence analysis of its investment into the Waneta Dam.  The evidence 

regarding that due diligence exercise was described on pages 16-17 of the 

Waneta 2010 Decision.  Here are the Commission's conclusions regarding that 

evidence and BC Hydro's 2010 due diligence exercise: 

The Commission Panel views the due diligence process 
conducted by BC Hydro as satisfactory. The KCB Report 
outlines eight previously unidentified risks. The Commission 
Panel accepts that when costs for remediating these risks 
are added to the unit energy cost, the impact is relatively 
minor and has little impact on the viability of the Transaction. 
The Commission Panel finds no evidence to support any 
assertion that the probability and potential impact of these 
risks would be sufficient to offset the identified benefits of the 
Waneta Transaction. 

26. The COA, between Teck and BC Hydro, was a key agreement forming part of the 

Waneta 2010 Transaction.  The COA defines the relationship between BC Hydro 

and Teck as co-owners of Waneta.  It is detailed, and complex.  Among other 

things, the COA established BC Hydro's participation on the Operating 

Committee which approves operating and management plans and proposed 

capital expenditures for Waneta.35 The Operating Committee structure will 

continue under the COPOA.36    

27. The Operating Committee has two representatives of each of BC Hydro and 

Teck with voting in proportion to ownership.  BC Hydro has received regular 

reports on all aspects of Waneta as a result of being a part-owner and through its 

participation on the Operating Committee.  Additionally, annual operating and 

                                            
35 Application, pdf page 26, see also section 3.2.5.1 of the Application, pdf pages 73-75. 
36 Ibid.  See also Application, Appendix G which provides a summary comparison table of the major differences 
between the COA and COPOA.   



12 

management plans (which includes dam safety, emergency response, 

environmental management, work and public safety plans) are submitted to the 

Operating Committee for approval.37   

28. The design of the Operating Committee approvals was specifically intended to 

ensure that Waneta would be managed in a prudent, cost-effective manner with 

regard to the needs for safety, environment and reliability.38   

29. BC Hydro's close relationship with Teck under the COA and in particular through 

its participation on the Operating Committee have given it close insights into the 

condition and operational characteristics of Waneta.  In effect, the COA 

arrangements have afforded BC Hydro a hands-on, eight year period of due 

diligence.   

30. Through its discussion with Teck and third-party participants in the sale process 

that BC Hydro was able to engage with, BC Hydro was effectively afforded 15 

months, approximately, to consider how its potential purchase of Teck's 

remaining interest in Waneta could most appropriately be assessed.39    

31. BC Hydro engaged in further due diligence specifically with respect to the 

Waneta 2017 Transaction.  Those efforts are described at sections 2.2 and 4.11 

of the Application, the Waneta 2017 Business Case, and numerous IR 

responses.40  Some of the more significant aspects include: 

(a) extensive review of the electronic data room established by Teck to 

facilitate the 2016/2017 competitive sales process which included topics 

related to technical, operations, environmental, financial and legal;41 

                                            
37 Application, section 3.2.5.1, pdf page 73. 
38 Application, section 3.2.5.1, pdf page 74. 
39 Regardless of how it may ultimately be structured. 
40 See BC Hydro’s responses to BCUC IR 1.42.1 for a general discussion of its due diligence efforts; BCUC IR 1.26.1 
in relation to environmental issues, BCSEA IR 1.46.2 in relation to dam safety and BCUC IR 1.41.8 in relation to the 
Transmission Assets assessment. 
41 Application, pdf page 123, see also BC Hydro's response to BCUC IR 1.42.1 and BCUC IR 1.41.9. 
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(b) updated assessment of capital requirements and asset risks (dam safety, 

environmental and legal) based on the due diligence conducted for the 

Waneta 2010 Transaction and on new information available since that 

time;42 

(c) assessment of the consequences of BC Hydro not purchasing Waneta 

(i.e. the “No-Go Scenario”);43 and 

(d) assessment of the extension option risk, counterparty default risk and 

valuation risk.44 

32. BC Hydro has taken a more conservative approach to managing risk associated 

with future capital investment than it did in 2010.  In particular, BC Hydro has 

adopted a "leading utility practice" approach to future capital investments in the 

facility (and specifically, for risks related to dam safety), rather than the current 

"good utility practice" (the standard specified under the COA).45  The "leading 

utility practice" approach generally results in greater capital expenditures and 

lower risk.  Under the COPOA, BC Hydro will bear the incremental cost of the 

"leading utility practice" approach.  Importantly, these incremental costs have 

been factored into the economic analyses of the transaction as described 

below.46   

33. In light of the foregoing, BC Hydro assessed, and continues to assess, the 

overall risk of entering into the Waneta 2017 Transaction as "low-to-moderate".47  

                                            
42 See Appendix B to the Waneta 2017 Business Case which provides a review of Waneta capital expenditure 
forecasts and identifies three capital scenarios: (i) Life Extension scenario with Leading Utility Practice for dam safety 
and water passage items; (ii) Harvest scenario with Good Utility Practice for dam safety and water passage items; 
and (iii) Harvest scenario with Leading Utility Practice for dam safety and water passage items.   
43 See section 4.3 of the Waneta 2017 Business Case, pdf pages 553-558. 
44 See section 4.2.2 and 4.2.4 of the Waneta 2017 Business Case, pdf pages 542–543 and 549-552.   
45 “Good utility practice” corresponds to a standard where capital expenditures are based on regulatory requirements 
and commercial levels of risk tolerance whereas “leading utility practice” corresponds to a standard where risks are 
actively managed when identified irrespective of regulatory requirements.  See Appendix B to the Waneta 2017 
Business Case, pdf pages 571-572 and BC Hydro's response to BCOAPO IR 1.5.2 and CEABC IR 1.36.1. 
46 BC Hydro addresses the difference in cost from adopting a good utility practice standard in Table 13 of the Waneta 
2017 Business Case. 
47 Waneta 2017 Business Case, pdf page 519.   
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Further, BC Hydro submits that this assessment can and should be given 

determinative weight, for the reasons described in the paragraphs above. 

34. Conversely, the unsupported allegations of potential facility-related risks, as 

alleged by CEABC, should be given little weight.48 

E. Waneta 2010 Transaction 

35. The circumstances of the 2010 and 2017 transactions - their similarities and 

differences - bear on the Commission's assessment of the Waneta 2017 

Transaction in a number of important ways.49  The following is not an exhaustive 

list of similarities and differences, but instead identifies those that seem 

particularly relevant to issues raised in the course of the proceeding to date, 

including those issues raised in Exhibit A-26.   

Similarities between 2010 and 2017 

36. In the Waneta 2010 Decision a significant factor in the Commission’s decision to 

approve BC Hydro’s purchase of its 1/3 interest in Waneta was that Waneta had 

a “history of reliability in the generation of clean, renewable energy.”50  That fact 

remains true today.51   

37. In the Waneta 2010 Decision, the Commission found that the transaction would 

not cause any changes to the day-to-day operations of Waneta52 - specifically, 

that the transfer of ownership of the 1/3 interest in Waneta would not change how 

Waneta was operated.  That fact also remains true in the current transaction.53  

That is, nothing in the Waneta 2017 Transaction is expected to cause a change 

in the operation of Waneta.  This similarity is in large measure due to the fact that 

                                            
48 See T4: page 322/line 8, CEABC Powerpoint, page 19, Exhibit C6-8.  
49 See section 1.4.1 of the Application for further background information with respect to the Waneta 2010 
Transaction. 
50 Waneta 2010 Decision, page 1. 
51 Application, pdf page 118. 
52 Waneta 2010 Decision, page 28. 
53 Application, pdf page 28. See also section 3.2.5.1 and 3.2.5.2 of the Application, pdf pages 73-75. 



15 

Waneta was and continues to be a fully licensed facility that is operating and 

connected to BC Hydro's transmission system.54 

38. In 2010, BC Hydro was not constructing or proposing to operate Waneta.  The 

same is true of the current transaction – BC Hydro is not constructing Waneta 

and, during the Lease Period, BC Hydro is not proposing to operate Waneta.  It 

follows that in 2010 and in the Application, the CPCN provisions of the UCA 

(specifically, section 45) were and are not engaged.  As such, BC Hydro did not 

seek and today does not seek a CPCN order from the Commission.   

39. In 2010, BC Hydro filed a schedule of expenditures and sought a public interest 

determination and order from the Commission pursuant to section 44.2(3)(a).  In 

the Application, BC Hydro seeks a similar order from the Commission, that is, 

pursuant to section 44.2(3)(a) of the UCA, the expenditure schedule with respect 

to the Waneta 2017 Transaction be found in the public interest.  BC Hydro 

submits, as it did in 2010, that section 44.2 relief is wholly appropriate for the 

acquisition of an asset that will serve the public interest by reducing rate 

increases and advancing provincial energy policy objectives.55 

40. BC Hydro files section 44.2 expenditure schedule applications substantively in 

accordance with the Commission’s CPCN Guidelines.  BC Hydro approached its 

2010 application in that manner and BC Hydro confirms that it has followed the 

content requirements of the Commission’s CPCN Application Guidelines56 in the 

Application.     

41. Finally, BC Hydro submits that the regulatory framework within which the 

Commission should consider this Application has not materially changed since 

2010 in regard to the central question before the Commission.  Then, as now, in 

assessing the public interest and cost-effectiveness of the proposed expenditure, 

                                            
54 And continues to be subject to the CPA. 
55 See section 4.9 of the Application and specifically, section 4.9.2 for a discussion of how the Waneta 2017 
Transaction addresses British Columbia's energy objectives prescribed by section 2 of the Clean Energy Act (CEA).   
56 Specifically, the 2015 Certificate of Public Convenience and Necessity Application Guidelines, Appendix A to 
Commission Order No. G-20-15. 
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the Commission must have regard to “the interests of persons in British Columbia 

who receive or may receive service from the authority.”  These words expressly 

contemplate consideration of both current and future ratepayers.  Then, as now, 

the Commission is obliged to consider "British Columbia’s energy objectives" as 

set out in the CEA.57   

42. The similarities between the 2010 and 2017 circumstances described above, 

particularly in regard to the regulatory framework and the nature of the relief 

sought, mean that the Commission can take comfort that many of the issues it is 

considering today have been the subject of its deliberations in the past. 

Differences between 2010 and 2017 

43. In 2010, the transaction was the result of bi-lateral negotiations between BC 

Hydro and Teck.58  In 2017, the transaction is the result of a competitive sales 

process undertaken by Teck and the exercise by BC Hydro of its ROFO rights in 

regard to the Fortis Transaction.  The 2010 process left open the possibility that 

BC Hydro was not paying a fair market price for the asset and thus brought into 

consideration Teck's opportunity cost.  The recent process provides reasonable 

assurance that the transaction price reflects fair market value and makes the 

issue of Teck's opportunity cost largely moot.59  It also provides comfort that BC 

Hydro's economic analysis as set out in the Waneta 2017 Business Case is 

reasonable.   

44. In 2010, Waneta was a new asset to BC Hydro and as a result, BC Hydro did not 

have any direct familiarity with the facility.  This factor played a prominent role in 

the 2010 proceeding and BC Hydro’s due diligence and assessment of the risks 

associated with the transaction was a significant consideration by the 

Commission.  Today, and as a direct result of its 1/3 ownership and participation 

on the Operating Committee, BC Hydro has had eight years of experience and 

                                            
57 Referred to in 2010, in the UCA, as the "government's energy objectives". 
58 Waneta 2010 Decision, page 17. 
59 See BC Hydro’s response to BCSEA IR 1.19.2 for a discussion of Teck's opportunity cost in the context of the 
Waneta 2017 Transaction. 
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insight into Waneta’s physical condition, operation and management.  It was with 

that significant knowledge of the asset itself that BC Hydro entered into the 2017 

transaction.  BC Hydro submits that its ability to both assess risk and extract 

value from Waneta is materially greater today than it was when it entered into the 

2010 transaction.   

45. In 2010 the arrangements resulted in an initial increase in revenue requirements 

and upward pressure on BC Hydro’s rates60 which were ultimately offset by rate 

decreases starting approximately 7 years after BC Hydro’s purchase.  As a result 

of the 2017 transaction, there will be an immediate positive downward effect on 

BC Hydro’s rates which will be realized for each and every year of the Lease 

Period regardless of load growth, LRMC at the end of the Lease Period, and so 

on.61   

46. In short, where the 2010 and 2017 transactions differ, the differences noted 

above support BC Hydro's assessment that the Waneta 2017 Transaction is 

cost-effective and in the public interest.   

  

                                            
60 See Figure 6-1 on page 9 of the Waneta 2010 Decision; note that forecast increases in revenue requirements were 
ultimately deferred in the Waneta Regulatory Account. 
61 See Waneta 2017 Business Case, pdf page 560. 
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PART III: KEY ELEMENTS AND TRANSACTION DOCUMENTS 

47. The Waneta 2017 Transaction includes the following key elements:  

(a) BC Hydro will purchase Teck’s remaining 2/3 interest in Waneta for 

$1.203 billion;62 

(b) The Waneta Assets will be leased to Teck for a 20-year period 

(extendable to 30 years at Teck’s option).  During the Lease Period, Teck 

will receive energy and capacity consistent with its 2/3 leasehold interest 

in the facility; 

(c) After the Lease Period, BC Hydro will have unencumbered title to the 

entirety of Waneta and to 100% of all generation attributed to Waneta.63  

At the end of the Lease Period, BC Hydro will purchase the Transmission 

Assets for $20 million. A condition of the transmission asset sale is the 

provision of import wheeling services by BC Hydro to Teck which will 

enable Teck to continue to serve its smelter load after the Lease Period.  

48. A detailed description of the Waneta 2017 Transaction and key agreements 

forming the transaction is the subject of Chapter 3 of the Application and Exhibit 

B-12.64  All key agreements have been filed and are on the record of the 

proceeding and form part of the evidentiary record for the Commission’s 

consideration. 

49. In summary, those agreements are: 

(a) Waneta Purchase Agreement: The WPA sets out the sale by Teck 

Resources and the purchase by BC Hydro of the Waneta Assets for 

$1.203 billion.65  The WPA was executed on August 1, 2017 and was 

attached as an exhibit to the Reply Notice BC Hydro delivered to Teck.  

                                            
62 The specific assets to be purchased are described in detail in section 2.1 of the Application, pdf pages 40-43. 
63 Including what would have been CPA entitlement in favour of Teck.  
64 The Transmission Agreements were filed on January 31, 2018. 
65 The purchase price is broken down in the following way: $1.18 billion for the Waneta Assets and $23 million 
because BC Hydro is unable to make a section 16.1 election under the Income Tax Act. 
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Pursuant to section 1.1(p) of the WPA, closing of the Waneta 2017 

Transaction must occur by August 1, 2018.  The WPA is described in 

section 3.2.3 of the Application and a copy is attached at Exhibit E of the 

Application.  

(b) Waneta Lease Agreement: The Waneta Lease Agreement effects the 

lease to Teck of its 2/3 interest in Waneta for 20 years with an option for 

Teck to extend the term to 30 years.  The leased property does not 

include the Transmission Assets.  For the first 20 years of the Lease, Teck 

makes lease payments to BC Hydro at approximately $74 million per year, 

escalated at 2% per year.  If the extension option is exercised by Teck, 

from years 21 to 30, the lease payments would be approximately $144 

million per year, again escalated at 2% per year. During the term of the 

lease, Teck is responsible for any rental taxes and other amounts payable 

pursuant to the COPOA including 2/3 of the operating costs, 2/3 of 

sustaining capital and insurance costs, and its share of property taxes and 

water rentals.  The Waneta Lease Agreement is described in section 3.2.4 

of the Application and a copy of the form of lease is attached at Exhibit F 

of the Application. 

(c) Co-Possessors and Operating Agreement: The COPOA is based on 

and will, at closing, replace the COA currently in place between BC Hydro 

and Teck.  The COPOA retains many of the provisions governing the co-

ownership arrangements between BC Hydro and Teck that were agreed to 

in 2010 when BC Hydro purchased its 1/3 interest.  Key differences 

between the COA and COPOA are described in the comparison table 

found at Appendix G to the Application.  The COPOA is intended to 

maintain a similar relationship between BC Hydro and Teck regarding 

Waneta operations with one key difference – BC Hydro and Teck will no 

longer be co-owners of Waneta but rather will be co-possessors. Under 

the COPOA, the Operator role continues with BC Hydro continuing to 

have a seat on the Operating Committee.  This will ensure that during the 



20 

Lease Period BC Hydro’s visibility and oversight with respect to both the 

physical characteristics and operational characteristics of Waneta 

continues.  The COPOA is in effect during the Lease Period.  The COPOA 

is described in section 3.2.5 of the Application and a copy of the form of 

the COPOA is attached at Appendix H of the Application.  

(d) Waneta Transmission Agreement: The Waneta Transmission 

Agreement provides for the sale of the Transmission Assets, including 

Line 71, at the expiry or early termination of the Lease for $20 million.66  

During the Lease Period, the Waneta Transmission Agreement continues 

the status quo with respect to transmission arrangements currently in 

effect between BC Hydro and Teck.  Because Teck will continue as 

owner/operator of the Transmission Assets during the Lease Period it is 

required to maintain and operate the assets as a prudent owner and to a 

standard of good utility practice.  The Waneta Transmission Agreement 

was contemplated by the Transmission Agreement Term Sheet (described 

in section 3.2.10 of the Application and attached at Appendix M), is 

described in section 3.2.11 of the Application, and is filed as Exhibit B-12. 

(e) Teck Wheeling Agreement: The Teck Wheeling Agreement provides for 

an import wheeling service to Teck on Line 71, from BC Hydro, after the 

Lease Period.  It will establish BC Hydro’s obligations to deliver electricity 

purchased by Teck in the US from the BC-US border to Teck’s load in 

Trail consistent with Teck’s current Line 71 import scheduling rights.  The 

Teck Wheeling Agreement is for the purposes of Teck supplying its load 

from US imports which is why it becomes effective after the Lease Period 

and only for so long as the smelter continues to operate.  It maintains 

Teck’s long-standing rights to import electricity to serve the smelter when 

it is economic to do so. The Teck Wheeling Agreement is for imports only 

and there is no transmission service provided by BC Hydro with respect to 

                                            
66 In dollars at the time of purchase. 
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exports.  As such, all export capacity that is now effectively reserved to 

Teck through its ownership of Line 71 will be made available to BC Hydro 

and should increase the available transmission capacity for export sales 

pursuant to BC Hydro’s Open Access Transmission Tariff (OATT).   

The Teck Wheeling Agreement also provides for the provision by BC 

Hydro to Teck of some ancillary services.  These ancillary services are 

similar to the type of ancillary services BC Hydro provides under its OATT 

and to its OATT customers.  Because of the provision of import wheeling 

service and ancillary services, both regulated services under the UCA, the 

Teck Wheeling Agreement requires Commission approval.  The Teck 

Wheeling Agreement was contemplated by the Transmission Agreement 

Term Sheet (described in section 3.2.10 of the Application and attached at 

Appendix M), is described in section 3.2.12 of the Application and is filed 

as Exhibit B-12. 

(f) Waneta Interconnection Agreement: the Waneta Interconnection 

Agreement will provide for the interconnection of the electrical system of 

Teck and BC Hydro both during and after the Lease Period.  It was 

originally contemplated that the provision of ancillary services to Teck by 

BC Hydro would be provided for in the Waneta Interconnection 

Agreement.67 However, during the course of negotiating the Waneta 

Interconnection Agreement and Teck Wheeling Agreement it became 

clear that there was no advantage to separate the regulated services into 

two separate agreements and as such, those provisions dealing with 

ancillary services now form part of the Teck Wheeling Agreement.68  As 

such, the Waneta Interconnection Agreement no longer requires 

Commission approval.  To reflect this change, BC Hydro filed a revised 

draft Order as Exhibit B-13.  The Waneta Interconnection Agreement was 

contemplated by the Transmission Agreement Term Sheet (described in 

                                            
67 See section 3.2.13 of the Application, pdf page 87.  
68 For a further explanation see Exhibit B-12. 
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section 3.2.10 of the Application and attached at Appendix M), is 

described in section 3.2.13 of the Application and is filed as Exhibit B-12. 

(g) Contract Bare Trust, Guarantee and Statutory Right of Way: the Trust 

Agreement provides that Teck and Teck Resources’ interests in certain 

contracts will be held in trust for and on behalf of Teck and BC Hydro 

during the term of the Lease.   

The Guarantee provides that Teck Resources will guarantee the 

obligations of Teck to BC Hydro under the Lease and COPOA in the event 

that Teck is unable to pay and/or perform them. 

The Statutory Right of Way provides Teck an easement over real property 

owned by BC Hydro for the purposes of allowing Teck to perform 

environmental investigations and remedial activities.   

The Trust Agreement is described in section 3.2.6 of the Application and is 

attached at Appendix I of the Application; the Guarantee is described in 

section 3.2.7 of the Application and is attached at Appendix J of the 

Application; and the Statutory Right of Way is described in section 3.2.7 of 

the Application and attached at Appendix K of the Application. 

(h) Transaction Closing Matters Agreement: the Transaction Closing 

Matters Agreement sets out a process for negotiating the amendments 

that will be required to certain agreements between and among BC Hydro 

and Teck and certain other parties as a result of entering into the Waneta 

2017 Transaction. The Transaction Closing Matters Agreement is 

described in section 3.2.9 of the Application and attached at Appendix L of 

the Application. 

 

  



23 

PART IV: WANETA 2017 BUSINESS CASE 

A. Introduction  

50. The Waneta 2017 Business Case is the internal BC Hydro document created for 

the purpose of deciding whether to proceed with the Waneta 2017 Transaction.  

It was based, in large part, on the Fortis Transaction and was developed 

concurrently with the development of BC Hydro’s Reply Notice and the key 

transaction agreements described in Part III above.  The Waneta 2017 Business 

Case was finalized just prior to the issuance of the Reply Notice by BC Hydro to 

Teck on August 1, 2017 (specifically, it is dated July 26, 2017).69   

51. The Waneta 2017 Business Case is a robust document: 

(a) it includes a wide range of scenarios recognizing variability in future 

conditions (i.e. about 100 analysis scenarios);70 

(b) it employs a number of analytical tools including discounted cash-flow 

modelling; Black-Scholes option valuation; probability weighted scenario 

analysis; and ratepayer impact analysis;71 

(c) it is founded on the knowledge BC Hydro gained through its initial due 

diligence on the Waneta 2010 Transaction, its role on the Operating 

Committee, the data available in the Teck data room for the Waneta 2017 

Transaction, and its 2016-2017 discussions with Teck regarding a 

purchase of the remaining two thirds interest;72 and  

(d) it reflects more recent information BC Hydro acquired specifically for the 

purpose of entering into the transaction, including the recent due diligence 

described in Part II, section D of this argument; and   
                                            
69 A redacted version of the Waneta 2017 Business Case is attached as Appendix N to the Application and it was 
subsequently re-filed as Exhibit B1-5 where some information previously redacted was made available and put on the 
public record.  An unredacted version was filed in confidence under Exhibit B1-1 which has been made available to 
all interveners who signed the undertaking and confidentiality form with respect to receipt of access to confidential 
information. 
70 See Waneta 2017 Business Case, section 4 generally and sections 4.2.3 and 4.3.2 more specifically.  
71 See Waneta 2017 Business Case, sections 4.2 and 5.  
72 See Appendix B to the Waneta 2017 Business Case, and Part II, section D above. 
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(e) it brings a commercial perspective to a single consideration, namely the 

financial interests of BC Hydro's ratepayers.73 

52. The analysis underpinning the Waneta 2017 Business Case answers three key 

questions: what is the value of the transaction during the Lease Period? what is 

the value after the Lease Period?  and what uncertainties and risks should be 

accounted for in both those periods?  BC Hydro will address each in turn below. 

B. Ratepayer Value During Lease Period 

Summary Explanation 

53. Because the Lease Period will last at least 20 years (and possibly 30 years at 

Teck's election)74 over a 40-year economic assessment period, the value of the 

transaction to ratepayers during the Lease Period has a significant bearing on 

the overall transaction value.  

54. If the transaction proceeds, three significant factors change from a ratepayer 

perspective during the Lease Period: 

(a) Teck will be making annual lease payments to BC Hydro starting at 

approximately $74 million, escalating at 2% per year.  If Teck extends the 

Lease to 30 years, the annual lease payments will be re-set at year 21 at 

approximately $144 million per year, also escalating at 2% per year;  

(b) BC Hydro will incur incremental amortization on both the initial purchase 

price and subsequent incremental capital costs;75 and  

(c) BC Hydro will incur incremental finance charges on both the initial 

purchase price and subsequent incremental capital costs.  

                                            
73 That is, the Waneta 2017 Business Case is based on the economics of the transaction from a BC Hydro ratepayer 
perspective. It does not put any weight on other considerations that the Commission is obliged to or may consider 
including, for example, "British Columbia's energy objectives", the interests of FortisBC's ratepayers, and BC Hydro’s 
self-sufficiency objectives.    
74 Barring default by Teck.  
75 Based on the “leading utility practice” approach. 
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55. Other incremental changes to BC Hydro's cost of service (i.e. administration 

costs) during the Lease Period are relatively minor, as shown at Figure 1 of the 

Waneta 2017 Business Case. 

56. Incremental finance charges arise solely from incremental debt that BC Hydro 

will issue in consequence of the transaction.  As discussed elsewhere, 

incremental debt financing charges are the only financing charges that will be 

reflected in future revenue requirements and are the only appropriate basis for 

considering ratepayer impacts. 

57. Figure 6 of the Waneta 2017 Business Case (modified for the public version) 

demonstrates that the incremental lease payments exceed the sum of 

incremental amortization, finance charges and other incremental elements of BC 

Hydro's cost of service for every year of the Lease from year “0”.76  This results in 

a positive downward effect on BC Hydro rates for every year of the Lease Period.   

Risks during Lease Period 

58. The most material risk to the transaction during the Lease Period is the risk of 

early termination of the Lease due to a default by Teck.  Early termination of the 

Lease would result in lower revenues (i.e. no further lease payments) and 

increased costs (i.e. water rentals, operating costs and capital costs that would 

have otherwise been the responsibility of Teck).  However, early termination 

would also result in BC Hydro being the sole unencumbered owner of Waneta 

sooner than it would otherwise have been and being able to use Waneta 

generation to serve domestic customers or for sales into external markets.  

Depending on when early termination occurs and the LRB and market conditions 

at the time, early termination can therefore either increase or decrease the 

ratepayer value of the transaction.77   

                                            
76 Application, Appendix N-1, Business Case Figures with Extrapolated Market Price Redacted, Figure 6, pdf page 
610.   
77 For example, if BC Hydro is in surplus at the relevant time it would be in a position to sell its Waneta energy into 
the market; conversely, if it is in deficit at the relevant time, BC Hydro would be in a position to defer other 
investments that it might otherwise have had to make.   
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59. An additional significant risk to the transaction is the possibility that Teck 

exercises its lease extension option.78  Because Teck is assumed to exercise this 

option only if it would be more economical to extend the Lease than to purchase 

energy from the market, a Lease extension is assumed to only detract from the 

value of the transaction.   

60. BC Hydro quantified both the default and extension risks,79 and the results are 

shown in Figure 7 of the Waneta 2017 Business Case.80   Figure 7 shows that 

after accounting for both the default risk and the extension risk, the impact of the 

transaction continues to be positive for ratepayers in every year of the Lease 

Period.  

61. Two other key risks have been identified during the course of the proceeding that 

are potentially applicable during the Lease Period: (i) the possibility of interest 

rates being higher than what BC Hydro has assumed, and (ii) a shorter 

amortization period through early retirement or obsolescence.  Other risks, 

including additional extraordinary capital, are described in the Waneta 2017 

Business Case and COPOA.81 

62. In its ratepayer impact analysis BC Hydro used a 3.4% interest rate to determine 

its financing charges arising from the new debt it will be issuing.82  This 

compares to the average 3.18% effective interest rate BC Hydro has secured 

through debt-hedging transactions it has recently entered into (as described 

more fully in BC Hydro’s response to BCUC IR 1.2.3).  BC Hydro submits that the 

risk of interest rates being materially higher than the 3.4% assumed in the 

                                            
78 The possibility of Teck extending the Lease to 30 years arises toward the end of the initial 20 year Lease Period, 
but affects the economics of the transaction to the end of the extended Lease Period. It is included in the discussion 
of Lease Period risks for convenience. 
79 For a description of the methodologies used to quantity the default and extension risks, please refer to section 
4.2.2 of the Waneta 2017 Business Case, pdf pages 541-543.   
80 Application, pdf page 560. 
81 See BC Hydro's response to BCUC IR 1.20.2 which states, in part, that "extraordinary" projects refer to 
Extraordinary Refurbishment Costs as defined in the Lease.  These generally consist of projects that are required to 
meet the applicable standard under the COPOA and thus the 2/3 interest costs are shared between BC Hydro and 
Teck. A copy of the COPOA is attached to the Application at Appendix H.  Extraordinary Refurbishment Projects are 
described in section 1.1 (rrr) of the COPOA and cost allocation is described in section 1.1(q).  BC Hydro upgrades 
are described in section 1.1(s).  See also BC Hydro's responses to CEC IRs 1.26.8 and 1.26.8.1.   
82 Application, pdf page 96. 
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Waneta 2017 Business Case is slight due to the fact that related borrowings will 

be made in the relatively near term and as a result of the hedging activities 

described above.  

63. Higher interest rates could also increase BC Hydro's finance charges associated 

with incremental capital expenditures incurred by BC Hydro in consequence of its 

adoption of the leading "utility practice standard".83  Given that the costs of 

incremental capital are themselves only a component of the already small 

incremental cost of service arising from the transaction, incremental finance 

charges would similarly be small.   

64. In its analysis, BC Hydro assumed a conservative assumption of a 40-year 

economic life for Waneta.84  As explained in BC Hydro’s response to CEC 

Confidential IR 2.1.4,85 if BC Hydro makes investments in Waneta that extend 

the asset life past 40 years (as it expects it will),86 the result would be a 

decreasing effect on the amortization payments BC Hydro would be incurring 

during the Lease Period.   

65. BC Hydro submits that the analysis performed demonstrates that the likelihood of 

the transaction not providing a net benefit to BC Hydro’s ratepayers during the 

Lease Period is very small.  No credible scenarios have been proposed that 

indicate a different result.  

C. Ratepayer Value After Lease  

Summary Explanation 

66. After the Lease Period, BC Hydro will no longer earn lease payment revenues 

from Teck, but Waneta will be fully available to it as a load-serving public utility 

asset.  As such, the ratepayer value beyond the end of the Lease Period is 

                                            
83 Referred to at T4: page 322/lines 2-3. 
84"Conservative" due to the substantial level of capital investments made in the assets.  If a longer and more likely 
economic life were assumed, the NPV benefits of the transaction would be higher, see section 4.1.6 of the 
Application, pdf page 96. 
85 Filed publicly by BC Hydro in Exhibit B-21-1. 
86 See Application, pdf page 96 and Waneta 2017 Business Case, pdf page 549. 
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determined by a number of factors such as BC Hydro’s LRB position, market 

prices, and the cost of alternative resources that Waneta might displace (i.e. 

LRMC).  

67. Because of the inherent uncertainty in these factors that are far out in the future, 

BC Hydro developed five main scenarios (and ~ 100 additional scenarios to test 

sensitivities) which assessed the potential value of Waneta at the end of the 

Lease Period, each of which are briefly described below. Importantly, the Waneta 

2017 Business Case is not premised on identifying a specific future time when 

new generation resources will be required.  Instead, it accounts for the inherent 

uncertainty of long-term forecasting by developing a range of value scenarios 

(referred to in this argument as a Range of Value Approach).  It is in this sense, 

in part, that BC Hydro has said that the Waneta 2017 Business Case reflects a 

commercial valuation approach.87   

LRMC Clean  

68. The LRMC Clean scenario assumes that after the Lease Period, BC Hydro has a 

need for new generation resources and that its ownership of Waneta avoids the 

cost of acquiring those new resources.88  This was the basic logic accepted by 

the Commission in 2010 when it approved the Waneta 2010 Transaction – that 

is, the deferral of otherwise-required resource acquisitions has measurable 

ratepayer value.  The LRMC Clean scenario assumes that BC Hydro’s load-

serving obligations can only be met by clean resources, consistent with current 

provincial policy and the legal framework.89 

69. The LRB shortfall assumption (that is, that BC Hydro would require new 

resources to meet its load-serving obligations after the end of the Lease Period) 

is consistent with BC Hydro’s 2016 Load Forecast that was the subject of the 

                                            
87 Application, pdf page 3. 
88 In oral argument reference was made to a need for energy after the Lease Period under the LRMC Clean scenario 
(T4: page 206/line 18; page 208/line 13; and page 208/line 19).  This was a mis-statement; the need is for both 
energy and capacity. 
89 See section 2 of the CEA.  
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F17-F19 RRA (RRA Forecast).90 The RRA Forecast was in turn based on the 

2013 IRP.91   The LRMC Clean scenario is therefore the only scenario that is fully 

consistent with the law, government policy and a robust forecasting methodology. 

LRMC Clean + Gas 

70. The LRMC Clean + Gas scenario depends on the same logic as the LRMC 

Clean, that is, it assumes that BC Hydro has a need for new resources after the 

Lease Period and that Waneta will avoid the cost of acquiring such resources. 

Where it differs is that the LRMC Clean + Gas scenario assumes that BC Hydro 

can serve a portion of its load through natural gas-fired generation.  This 

scenario is therefore inconsistent with government policy.  Because natural gas-

fired capacity resources are lower cost than clean alternatives, the deferral value 

of Waneta is lower under this scenario than under the LRMC Clean scenario.  

BC Hydro Industrial Tariff 

71. The BC Hydro Industrial Tariff scenario assumes that Waneta energy is required 

by BC Hydro to meet its load-serving obligations at the end of the Lease Period, 

but that the energy does not displace any other resources.  Under this scenario, 

it is assumed that BC Hydro is selling most of the output from Waneta at 

industrial tariff rates.92  This scenario can only arise in the circumstance where 

BC Hydro is obliged or chooses to serve a new industrial load at the end of the 

Lease Period.  Because assumed industrial tariff rates at the end of the Lease 

Period are expected to be lower than the cost of new resources, the value of the 

transaction under this scenario is lower again than the value of the transaction 

under either the LRMC Clean or LRMC Clean + Gas scenarios.   

                                            
90 In the course of the F17-F19 RRA, BC Hydro provided updates to the 20-year LRB outlook that are in its approved 
2013 IRP. It is those updated LRB outlooks that are the basis of the Waneta 2017 Business Case, see specifically, 
Tables 3-8 and 3-9 of the Waneta 2017 Business Case. 
91 Approved by the Province pursuant to Order in Council 514, and a factor the Commission is required to consider 
pursuant to UCA section 44.2 (5.1)(b). 
92 The Teck annual energy requirements were estimated to be less than the total entitlement associated with the 2/3 
interest in Waneta by approximately 48 GWh/year.  In the “BC Hydro Industrial Tariff” scenario BC Hydro assumes 
this extra 48 GWh/year is valued at ABB market prices. See BC Hydro’s revised response to BCUC IR 1.16.4, Exhibit 
B-8-4. 
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Market Prices - ABB 

72. Unlike the three scenarios above, the ABB scenario assumes that BC Hydro is in 

a surplus position for the next 40 years (i.e. to the end of the conservatively-

assumed economic life of Waneta).  This scenario is not based on a forecast or 

even an assumption about zero-to-low load growth, but instead removes the 

question of resource-deferral value from the analysis to test the acquisition solely 

from a commercial perspective.93  In this sense, it is inconsistent with the RRA 

Forecast and the 2013 IRP.    

73. The ratepayer value of the ABB scenario arises from the ability of BC Hydro to 

sell electricity into export markets, and consolidate the revenues from such sales 

into its revenue requirements to the credit (benefit) of ratepayers.  In this sense it 

is consistent with the current regulatory framework, which credits trade income 

against the revenue requirement to the benefit of ratepayers.94 

74. The ABB scenario is based on a forecast of wholesale market prices developed 

by the third-party consultant, ABB.  ABB employs a robust forecasting 

methodology which analyzes all the current and planned generation resources in 

the Western Interconnection, factors in retirement dates, considers wholesale 

market prices and so on.95  

75. The ABB prices after the Lease Period are forecast to be somewhat higher than 

industrial tariff rates and accordingly the transaction has a somewhat higher 

value under this scenario than the Industrial Tariff scenario. 

Market Prices - Extrapolated 

76. Similar to the ABB scenario, the Extrapolated scenario assumes that BC Hydro is 

in a surplus position for at least the next 40 years (i.e. inconsistent with the RRA 

Forecast and the 2013 IRP).  It also assumes that export trade revenues will 

                                            
93 In the way that the Commission can assume that Fortis Inc. would have assessed the Fortis Transaction. 
94 See BC Hydro’s response to BCUC IR 1.3.1.1 for a discussion.  
95 The ABB forecast is described in section 4.1.8 of the Application.  A copy of the ABB Forecast was filed with the 
Commission in confidence and was also filed in confidence with the Commission in the F17-F19 RRA proceeding as 
an attachment to BC Hydro’s response to BCUC IR 2.310.1.  See also BC Hydro's response to BCSEA 1.47.1. 
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continue to be netted against BC Hydro's revenue requirements and thus to the 

benefit of ratepayers.   

77. Instead of relying on the ABB forecast, this scenario relies on forward price 

curves developed by Powerex and then extrapolated to the end of the 40-year 

period.96  Unlike the ABB report, the Extrapolated price curve is purely a 

sensitivity analysis and there is no methodological basis for the extrapolation.97 

78. Because the Extrapolated scenario is based on the lowest post-Lease value of 

Waneta electricity, it results in the lowest ratepayer value of the 5 main scenarios 

BC Hydro analyzed in the Waneta 2017 Business Case. 

D. Combined Ratepayer Value of Waneta 2017 Transaction  

79. Figure 6 in the Waneta 2017 Business Case98 shows that the ratepayer impact of 

the transaction is positive through the entire 40 year evaluation period.  That is, 

after the Lease Period the transaction will reduce rate increases under any of the 

5 main post-Lease scenarios described above.  Figure 7 of the Waneta 2017 

Business Case99 shows the same to be true when default and extension risk are 

accounted for under the LRMC Clean and ABB scenarios.  Finally, BC Hydro’s 

response to BCUC IR 2.91.5100 shows the same downward pressure on rates 

through the entire 40 year evaluation period under both default and extension 

scenarios and on the basis of the Panel Mid-C Market Price.  The figure for the 

IR response is reproduced below for convenience.   

                                            
96 Application, pdf page 88-89. 
97 Application, pdf pages 88-89. 
98 As modified in Appendix N-1 of the Application, pdf page 610. 
99 Waneta 2017 Business Case, pdf page 560. 
100 Exhibit B-18. 
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E. NPV of transaction  

80. In the Waneta 2017 Business Case BC Hydro also performed a net present 

value (NPV) analysis of the transaction that considered both the Lease Period 

and the five post-Lease scenarios. The NPV analysis is based on a discounted 

cash-flow methodology described in section 4.2.2 of the Waneta 2017 Business 

Case. 

81. Under the NPV analysis BC Hydro did not consider its expected actual cost of 

financing (i.e. financing at debt only), but instead assumed a combination of debt 

and equity financing, at its weighted-average cost of capital (WACC).  The 

reasons for assuming a cost of financing at BC Hydro's WACC, and for 

undertaking the NPV analysis, are set out in full in BC Hydro’s response to 

BCUC IR 2.90.3.1.101  In short, the “investment perspective” that is inherent in an 

assumption of financing at the WACC is more consistent with an assessment of 

commercial transactions and allows for comparability of investments.   

                                            
101 Exhibit B-18. 
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82. The NPV analysis was done despite the fact that BC Hydro will not actually issue 

any equity to finance the Waneta 2017 Transaction and despite the fact that any 

incremental investments BC Hydro may make won’t affect its return on equity 

from a revenue requirements perspective.102   

83. For the purpose of its NPV analysis, BC Hydro employed a WACC of 6%.  The 

6% is based on conservative assumptions regarding (i) the cost of debt at the 

time of issuance, (ii) the cost of equity, and (iii) the debt-equity ratio.  The 

methodology has been employed since the Commission's review of BC Hydro's 

2008 Long-Term Acquisition Plan.103 

84. The cost of debt assumption is conservative insofar as it uses an average future 

cost of debt (4.01%) rather than the cost of new borrowings to finance the 

transaction (estimated in the Application at 3.4%).104 It is also higher than the 

3.18% cost of debt BC Hydro recently hedged and which is closely aligned with 

the expected closing date of the Waneta 2017 Transaction.  Had BC Hydro used 

a lower cost of debt rather than the higher cost it did use, the result would have 

yielded a lower WACC and greater NPV benefits.    

85. The use of the benchmark rate of return on equity of 8.75% recently established 

by the Commission with respect to FortisBC is also conservative.  Relative to 

FortisBC, BC Hydro’s rate of return on equity would reasonably be expected to 

be lower than the 8.75% established given its larger size and the fact that it is a 

Crown corporation.  A lower rate of return on equity would have yielded a lower 

WACC and greater NPV benefits.  

86. Finally, the debt-equity ratio that BC Hydro uses for its calculation is also 

conservative.  BC Hydro uses a target debt-equity ratio of 60:40105 rather than 

the current actual debt-equity ratio of about 80:20.  The use of the 60:40 ratio 

gives more weight to the 8.75 rate of return on equity relative to the 4.01 rate of 

                                            
102 BC Hydro response to BCUC IR 1.13.2, Exhibit B-8. 
103 See section 4.1.2 of the Application and BC Hydro’s response to BCUC IR 2.90.3.1.    
104 See Application, footnote 113, pdf page 96 for a fulsome explanation. 
105 Set out in Special Directive No. HC1. 
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debt.  As such, using a ratio of 80:20 would have yielded a lower WACC and 

greater NPV benefits.  

87. In the Waneta 2017 Business Case NPVs are determined for each of the 5 main 

post-Lease scenarios, using the 6% WACC, all as described above.  The 

financial model underpinning the NPV analysis contains about another 100 or so 

analysis scenarios.  In addition, BC Hydro also ran ~400 further scenarios in 

response to IRs.  Many of the scenarios are underpinned by methodologically 

sound forecasts, many by reasonable sensitivity analyses, and some by out-and-

out guesses.106  In the circumstances it is apparent that the record is quite 

overwhelming, as indicated by the submissions of a number of the interveners to 

that effect in oral argument on April 19, 2018.   

88. To help focus consideration of the economics of the transaction, BC Hydro refers 

to the table included in its response to BCUC IR 2.83.3107 (Table 2.83.3).  Table 

2.83.3 shows the NPV of the transaction under the 5 post-Lease scenarios 

discussed above (top 5 rows), as well as a range of additional scenarios that 

show an increased smelter load in the Tariff scenario (next row), progressively 

lower LRMCs (next 3 rows), and then a market price assumption from the Site C 

proceeding (last row).  Each of the NPVs has been risk-adjusted through 

quantitative assessments of default and extension risk (3rd and 5th columns).  A 

copy of the Table 2.83.3 is included here for convenience. 

                                            
106 BC Hydro submitted in oral argument, and reiterates here, that methodologically-underpinned forecasts should be 
given considerable weight; analysis scenarios some weight; and guesses no weight: T4: page 235/lines 12-17.   
107 Exhibit B-18. 
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89. BC Hydro offers the following observations in regard to Table 2.83.3:  

(a) The Range of Value Approach employed by BC Hydro in the Waneta 2017 

Business Case yields a range of benefits of approximately zero to $900 

million under the 5 main post-Lease scenarios. 

(b) The additional scenarios include all the reasonable analysis scenarios 

suggested by interveners and Commission staff during the IR process.  

Those additional scenarios have a similar but narrower range of potential 

benefits from approximately zero to $700 million. 

(c) The only scenarios where the transaction value tends toward zero are 

those in which the possibility that BC Hydro will need any new generation 
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resources for the next 40 years is taken out of the analysis (i.e. ABB, 

Extrapolated and Panel Mid-C).  Conversely, in any scenario in which BC 

Hydro needs new resources sometime in the next 40 years the transaction 

has a positive NPV. BC Hydro suggests that it is simply not credible that 

BC Hydro will not need new resources for the next two generations.   

(d) The range of values shown would in all cases be greater by hundreds of 

millions of dollars if calculated on a ratepayer impact basis rather than an 

investment basis.108 

90. In summary, the evidence clearly demonstrates that the Waneta 2017 

Transaction will provide positive benefits to BC Hydro’s ratepayers in virtually all 

future circumstances.   

F. Range of Value Approach vs LRB Gap Approach 

91. An important issue arose late in this proceeding regarding the approach that the 

Commission should take to assessing the cost-effectiveness and public interest 

of the Waneta 2017 Transaction.  One alternative is the Range of Value 

Approach taken by BC Hydro in the Waneta 2017 Business Case and described 

above.  An alternate approach is the assessment of the transaction from a more 

traditional resource acquisition approach, namely whether the acquisition will 

serve to fill an identified gap in BC Hydro's future LRB, referred to as the LRB 
Gap Approach.  BC Hydro submits that the Commission should not adopt the 

latter approach because doing so:  

(a) would be inconsistent with the evidence developed to support the 

transaction;   

(b) would require the Commission to choose which of the 500 or so scenarios 

is most likely to come to pass, an inherently speculative task;   

                                            
108 See Table 19 of the Waneta 2017 Business Case, pdf page 562. 
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(c) would require the Commission to weigh each of the scenarios on the basis 

of the robustness of the assumptions that inform them (i.e. forecasts, 

sensitivity analyses, or guesses), itself a non-trivial task;   

(d) unnecessarily risks the transaction, because the Range of Value 

Approach adopted by BC Hydro allows for a reasoned decision by the 

Commission without the need to choose one of 500 possible future 

scenarios; and  

(e) would fail to recognize the Commission's own preference for regulatory 

mechanisms that eliminate the need to pick a specific future outcome.109    

92. If the Commission were inclined to adopt the LRB Gap Approach to its 

assessment of the Waneta 2017 Transaction, it would also be required to take 

into account a number of other factors that have not been the subject of much if 

any consideration in this proceeding.110  Most prominent of these would be BC 

Hydro’s self-sufficiency obligations.  Those obligations arise under CEA section 6 

and the Electricity Self-Sufficiency Regulation.111  Moreover, in considering BC 

Hydro’s self-sufficiency obligations the Commission would be obliged to use the 

criterion set out on that issue in Special Direction No. 10 (SD 10).112  

93. The relevant portions of CEA section 6 are as follows (underlining added): 

6 (1) In this section: 

"electricity supply obligations" means 

(a) electricity supply obligations for which rates are filed with 
the commission under section 61 of the Utilities Commission 
Act, and 

(b) any other electricity supply obligations that exist at the 
time this section comes into force, 

                                            
109 See T4: page 114/line 4.  
110 Not given much consideration because BC Hydro has not sought to justify the transaction on a traditional 
resource-need basis.   
111 A copy of the Electricity Self-Sufficiency Regulation is attached to this final argument as Attachment 1. 
112 This topic was referred to at T4: page 213/lines 15-24.  A copy of SD 10 is attached to this final argument as 
Attachment 2. 
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determined by using the authority's prescribed forecasts of 
its energy requirements and peak load, taking into account 
demand-side measures, that are in an integrated resource 
plan approved under section 4; 

*** 

(2) The authority must achieve electricity self-sufficiency by 
holding, by the year 2016 and each year after that, the rights 
to an amount of electricity that meets the electricity supply 
obligations solely from electricity generating facilities within 
the Province. 

94. It is apparent that pursuant to CEA section 6(1) and (2), BC Hydro’s self-

sufficiency obligation is measured on the basis of the prescribed load forecast set 

out in the 2013 IRP.   

95. Section 2 of the Electricity Self-Sufficiency Regulation prescribes which forecast 

from the 2013 IRP is the measure of self-sufficiency as follows (underlining 

added):   

The forecasts of the authority's energy requirements and 
peak load prescribed for the purposes of the definition of 
"electricity supply obligations" in section 6 (1) of the Act are 
the authority's mid-level forecasts. 

96. Section 3 of SD 10 speaks to the way in which the Commission must regulate BC 

Hydro, where its self-sufficiency obligations are engaged, in manner consistent 

with CEA section 6.  It provides as follows:   

3  Subject to section 5 (2) (a), in regulating, and setting rates 
for, the authority, including, without limitation, 

(a ) considering an application made by the authority for a 
certificate of public convenience and necessity under section 
46 of the Act, and 

(b) Repealed. [B.C. Reg. 17/2012] 

(c) considering an energy supply contract under section 71 
of the Act, 
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the commission must use the criterion that the authority is to 
achieve energy and capacity self-sufficiency by becoming 
capable of 

(d) meeting, by 2016 and each year thereafter, the electricity 
supply obligations 

(e) Repealed. [B.C. Reg. 17/2012] 

solely from electricity generating facilities within the 
Province, assuming no more in each year than the firm 
energy capability from the assets that are hydroelectric 
facilities. 

97. "Electricity supply obligations" is a defined term in SD 10 as follows (underlining 

added): 

(a) electricity supply obligations for which rates are filed with 
the commission under section 61 of the Act, and 

(b) any other electricity supply obligations that exist at the 
time this Special Direction comes into force 

determined by using the authority's mid-level forecasts of its 
energy requirements and peak load, taking into account 
demand-side management initiatives, that are accepted by 
the commission from time to time. 

98. In light of the foregoing, BC Hydro submits that if the Commission were to 

analyze the Waneta 2017 Transaction on the basis of an LRB Gap Approach, it 

would be obliged to define that gap in terms of BC Hydro’s mid-level load 

forecast to lawfully account for BC Hydro's self-sufficiency obligations.113  

Whether that load forecast is the one in the 2013 IRP, or the RRA Forecast 

based on the 2013 IRP, the need for Waneta would be made out.  

99. The Waneta 2017 Business Case does not attempt to justify the transaction on 

the basis of filling an LRB gap, and BC Hydro does not attempt to justify the 

transaction on that basis in this proceeding.  It follows that the foregoing 

                                            
113 At T4: page 122/line 25 BC Hydro offered some reasons and examples why the Commission's conclusions from 
one proceeding should be adopted only with care in another, particularly where the proceedings are unrelated or 
conducted under different regulatory frameworks.  SD 10 and its potential applicability to this proceeding is a further 
example.   
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enactments are only relevant if the Commission rejects the Range of Value 

Approach adopted by BC Hydro and concludes that it must employ an LRB Gap 

Approach.  As is apparent, the enactments referred to above and their 

requirement to use mid-level forecasts in consideration of BC Hydro's self-

sufficiency obligations would seem to make that a self-fulfilling exercise.   
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PART V: SUMMARY RESPONSE TO CEABC 

100. In its April 19 submissions the CEABC raised a number of concerns regarding 

the Waneta 2017 Transaction, and BC Hydro's assessment of it, but did not ask 

the Commission to deny the requested orders.114  CEABC’s final position 

regarding the requested orders will be known, presumably, when it files its written 

argument on May 17, 2018.  In the meantime, BC Hydro provides a summary 

response to the CEABC's April 19 submissions.  BC Hydro reserves the right to 

provide a more fulsome response after it has received the CEABC written 

submissions, consistent with the Commission's procedural order G-70-18.   

101. Before addressing the specific CEABC submissions, BC Hydro observes that the 

organization represents independent power producers that wish to sell their 

electricity to BC Hydro115 and who in that sense can be expected to see BC 

Hydro's acquisition of Waneta from a competitive perspective.  This is not to say 

that the CEABC's evidence and submissions should be given no weight; rather, 

they can and should be given less weight than those of the intervenors who can 

be expected to look at the transaction more objectively.  In BC Hydro's 

submission those latter interveners include (at least) the interveners who 

expressly represent ratepayer interests. 

A. Assumed Cost of Financing  

102. CEABC argue that the transaction should be analysed on the basis that BC 

Hydro's cost of financing the transaction will be 7%.116 

103. As noted at paragraphs 62 and 84 above, BC Hydro’s expected actual cost of 

financing the transaction will be at the cost of debt, forecast for the purposes of 

the ratepayer impact analysis at 3.4%.  This is higher than the average cost of 

debt hedges that BC Hydro recently entered into, at an average rate of 3.18%,117 

                                            
114 BC Hydro reviewed the transcript of the April 19, 2018 CEABC submissions, and confirms that the CEABC has not 
expressly stated a position regarding the relief BC Hydro seeks in this proceeding.  
115 Exhibit C6-1.   
116 T4: page 197/line 2. 
117 See paragraph 62 above and as described more fully in BC Hydro’s response to BCUC IR 1.2.3. 
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and is thus a conservative forecast (i.e. its use will underestimate the value of the 

transaction). 

104. There is no basis to use anything other than cost of debt in the ratepayer impact 

analysis because ratepayers will only ever “see”, through BC Hydro’s revenue 

requirements, a cost of financing equal to cost of debt.  Alternatively, the purpose 

of the ratepayer impact analysis would be nullified if it did not reflect the actual 

impact of an investment on BC Hydro’s revenue requirements. 

105. During oral argument, the CEABC submitted that the current regulatory 

framework is necessarily tied to the 10 Year Rates Plan, and that in the future BC 

Hydro might earn incremental returns on incremental investments under a 

different regulatory framework.  The key element of the current framework, in the 

context of this issue, is Heritage Special Directive No. HC1.118  That enactment 

imposes a legally binding obligation on BC Hydro with respect to dividend 

payments to the Province; the corollary obligations on the Commission are set 

out in Direction No. 7.119  Importantly, there are no "sunset" provisions in those 

enactments that would cause them to terminate or self-amend upon the 

fulfillment of the 10 Year Rates Plan.  Indeed, no mention of the 10 Year Rates 

Plan can be found in any of the relevant enactments.  Generally, and with 

respect, neither BC Hydro nor the Commission, in their assessments of the 

transaction, can or should speculate about amendments to those enactments or 

an unknown future regulatory framework.120  

106. As noted, BC Hydro’s assumptions regarding debt-equity ratio, cost of debt, and 

cost of equity are in each case conservative.  Using less conservative 

assumptions would have decreased the assumed cost of financing and increased 

the apparent value of the transaction.  Nevertheless, the CEABC posits the use 

of a cost of equity of 11.84% on the basis that BC Hydro is not taxable, and from 

                                            
118 Discussed in response to BCUC IR 1.13.2, Exhibit B-8.   
119 Section 4(d)(ii).   
120 The CEABC submission that BC Hydro makes “no payments to the shareholder”, at T4: page 328/ line 2 is 
incorrect.  BC Hydro currently earns no incremental return on any incremental investment, and it is on that basis that 
BC Hydro undertook its ratepayer impact analysis of the Waneta 2017 Transaction.  
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that proposes an assumed cost of financing of 7%.  The CEABC offers no 

support, in argument or evidence, for the proposition that BC Hydro’s tax status 

is relevant to the assumed cost of equity used for NPV analysis.  Moreover, in 

the Commission's reasons regarding Order G-129-6 no consideration was given 

to setting a benchmark ROE rate on a pre-tax basis. 

107. Nor does the CEABC offer any basis in argument or evidence for the use of a 

cost of equity of 11.84%.   An earlier and since amended version of Direction No. 

7 referred to 11.84%, but why that would be relevant is not said.  BC Hydro 

submits that in this context the previous regulatory framework is no more relevant 

than a hypothetical future framework.   

108. Moreover, and assuming for the sake of argument only that the 11.84% cost of 

equity has relevance because of its appearance in a previous version of an 

enactment, then the debt-equity ratio referred to Heritage Special Directive No. 

HC 1 at the same time - 80:20 - would have equal relevance.121  An 80:20 debt-

equity ratio, cost of debt at 4.01% and cost of equity at 11.84% yields an 

assumed cost of financing equal to 5.58%,122 and the use of an assumed cost of 

financing equal to 5.58% would yield a more favourable NPV than the 6% used 

by BC Hydro. 

109. CEABC also argued more generally for the use of a higher cost of financing on 

the basis that the Waneta 2017 Transaction is particularly risky.  However, no 

explanation of how and why that alleged risk can be translated into an assumed 

7% cost of financing is offered.  Moreover, the evidence is clear that Waneta is 

no riskier than BC Hydro’s current fleet of hydro-electric assets, bearing in mind 

BC Hydro’s previous due diligence associated with the Waneta 2010 

Transaction,123  its knowledge of the condition and operational characteristics of 

                                            
121 The prescribed 11.84% rate of ROE was part of Direction No. 7 for F2015 and F2016 only, and during those fiscal 
periods BC Hydro's target debt-equity ratio was 80:20 per Heritage Special Directive No. HC1 (as amended).   
122 80%x11.84% + 20%x4.01% = 5.58% 
123 See paragraph 25 above and BC Hydro's response to BCUC IR 1.41.1 for a more fulsome discussion of BC 
Hydro's due diligence efforts.  
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Waneta,124 the analysis and risk-assessment that has been undertaken since 

early 2016,125 and the fact that until the end of the Lease Period the Waneta 

2017 Transaction is particularly low risk.126 

110. With respect, the proposed 11.84% cost of equity paired with a 60:40 debt-equity 

capital composition, and consequential use of 7% cost of financing are self-

serving guesses that should be ignored by the Commission in its consideration of 

the Application.   

B. LRMC  

111. As noted, the Waneta 2017 Transaction was analyzed by BC Hydro, and should 

be analyzed by the Commission, on a Range of Value Approach rather than an 

LRB Gap Approach.  The CEABC itself (and a number of other interveners), 

made the point in oral argument that it is “impossible” to determine with precision 

what BC Hydro’s load-serving obligations will be, and what its LRMC will be, after 

the Lease Period.127  Instead, the Commission needs only to accept that 

sometime in the next 40 years BC Hydro will need to acquire new resources to 

meet its load-serving obligations.  On that wholly uncontroversial assumption, the 

transaction will turn out to have a positive value.   

112. Contrary to its submission regarding the impossibility of precisely forecasting BC 

Hydro’s LRB and LRMC at the end of the Lease Period,128 the CEABC has done 

exactly that, by apparently arguing for an LRMC at the end of the Lease Period 

that is in a very narrow range, namely mid-to-high forty dollars per megawatt 

hour ($44-$49 CEABC Range).129  That narrow range of LRMCs is inconsistent 

with the CEABC's arguments in favour of the need to account for interest rate 

                                            
124 See paragraphs 26-29 above. 
125 See paragraph 31 above, sections 2.2 and 4.11 of the Application and BC Hydro's response to BCUC IR 1.42.1. 
126 See paragraph 33 above and the Waneta 2017 Business Case, pdf page 519. 
127 CEABC Powerpoint, page 16, Exhibit C6-8. 
128 But entirely consistent with a perception of the transaction as a competitive threat to the interests of the CEABC's 
members.   
129 See page 4 of the CEABC's responses to BCUC IRs, Exhibit C6-7.  As noted in oral argument, it is and remains 
unclear how comparable the $44-$49 CEABC Range is to BC Hydro's post-Lease unit energy cost of $48/MWh at pdf 
page 538 of the Waneta 2017 Business Case.   
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risk,130 and inconsistent with its own evidence that "the CEABC accepts that the 

$60 price for wind … represents a more realistic proxy for the current LRMC".131 

113. The only substantive basis the CEABC offers in support of the $44-$49 CEABC 

Range is the result of the recent call for energy under Alberta’s Renewable 

Energy Program (REP).  BC Hydro’s evidence explains why those prices are 

unlikely to be available in British Columbia, now or in the future.132 Despite 

having the opportunity to do so,133 the CEABC’s evidence offers only a cursory 

response to BC Hydro’s evidence and, importantly, offers no evidentiary basis to 

accept the underlying premise that 2018 Alberta REP prices could be seen in 

British Columbia.134  In short, the CEABC’s evidence on the applicability of the 

REP prices to BC Hydro's LRMC is largely anecdotal, and stands in contrast to 

the analytical approach BC Hydro has taken to the assessment of the range of 

LRMCs after the Lease Period.135 

114. Only at pages 3 and 8 of its IR responses (Exhibit C6-7) does the CEABC offer 

analytical support, of a sort, for the $44-$49 CEABC Range it predicts after the 

Lease Period.  On the basis of anecdotes regarding the percent of wind 

generation costs in BC attributable to turbine costs;136 without explaining why 

private IPP developers in Alberta would have the same cost of financing as the 

Alberta government; and despite being unaware of any studies comparing wind 

costs between BC Hydro and Alberta, the CEABC grosses up the average 

Alberta REP price by 40% to posit a $44/MWh LRMC.  The use of "40%" implies 

a methodological underpinning which is simply not borne out by the analysis from 

which it is derived. 

                                            
130 The CEABC argued at T4: page 204/line 1 that BC Hydro's interest rate forecasts were too low.  Higher interest 
rates would increase the cost of new resources and thus BC Hydro’s LRMC as much as they would increase BC 
Hydro’s cost of service. 
131 See page 3 of the CEABC's responses to BCUC IRs, Exhibit C6-7.   
132 See BC Hydro’s response to BCUC IR 2.80.1, Exhibit B-18. 
133 BC Hydro's response to BCUC IR 2.80.1 was filed on March 8, 2018; CEABC’s evidence, Exhibit C6-6, was filed 
on March 12, 2018.   
134 See page 5 of Exhibit C6-6.   
135 See for example BC Hydro’s response to BCUC IR 1.58.1, and the attachments thereto.  
136 "These figures are based on informal discussions with CEABC members and they are highly dependent on site 
conditions."  
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115. Even if one were to conclude that an appropriate LRMC after the Lease Period 

was in the posited $44-$49 CEABC Range, that figure still compares poorly to 

the $48/MWh that is BC Hydro's cost of the Waneta generation after the Lease 

Period bearing in mind the fact that Waneta exists, and does not face the siting, 

construction, interconnection, financing, and permitting risks associated with any 

alternative.137  That is, from the "cost-effective" perspective that the Commission 

has determined is the appropriate measure of alternatives,138 Waneta remains an 

attractive alternative to even the lowest-cost hypothetical alternatives.   

C. Additional Sustaining Capital 

116. CEABC has argued that BC Hydro has failed to consider the scope of potential 

future investment required in Waneta.  It has pointed to two particular items: 

(a) the possibility of a $200 million investment to protect against a probable 

maximum flood (PMF) event;  and  

(b) the possibility of needing to remediate "toxic sediments". 

117. Before addressing the specific items, BC Hydro notes the following: 

(a) The CEABC raised similar concerns in regard to the Waneta 2010 

Transaction, which were given little weight by the Commission as being 

unfounded in the evidence.139  Once again, there is no evidence 

supporting the CEABC’s assertions.  BC Hydro's experience on the 

Operating Committee since that time has given it close knowledge of the 

physical and operational characteristics of Waneta140 and ought to make 

BC Hydro's evidence on capital cost risks determinative.  Note that the two 

specific risks identified by the CEABC were present in 2010 (i.e. they have 

not arisen as a result of any changed circumstance).   

                                            
137 For further discussion of "cost-effectiveness" as the appropriate measure of alternatives, rather than least-cost, 
please refer to T4: page 245/line 25 – page 250/line 18. 
138 See T4: page 248/line 10.  
139 Page 15 of the Waneta 2010 Decision. 
140 See section 3.2.5.1 of the Application, pdf pages 73-75, paragraphs 26-29 above and BC Hydro’s response to 
BCUC IR 1.42.1. 
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(b) BC Hydro's NPV analysis already assumes a "leading utility practice" 

approach to capital investment, and thus a higher degree of capital 

investment than the standard "good utility practice".141  All else being 

equal, this approach reduces risk and results in conservative NPV 

analysis (i.e. lower NPVs than they would otherwise be).  

118. Regarding the potential need to upgrade the spillways to account for a probable 

PMF event, there is currently no requirement or expectation by way of regulation 

for an increase in spillway capacity at Waneta Dam.142  BC Hydro's un-

contradicted evidence is that a PMF event is an extreme event and therefore has 

extremely low risk associated with it.143  Further, the likelihood of a natural flood 

event at Waneta exceeding the capacity of the spillway is estimated at less than 

1:10,000 per year.144  The Canadian Dam Association Guidelines speak to the 

ability to pass the PMF only in the context of Extreme Consequence Dams and 

Waneta is not an Extreme Consequence Dam.145   

119. With respect to the potential need to remediate toxic sediment, as outlined in BC 

Hydro's response to BCUC 1.48.1,146 as part of the Waneta 2010 Transaction BC 

Hydro negotiated a remediation covenant which has been carried over into the 

current transaction.147  The remediation covenant commits Teck to continued 

responsibility for any obligations or liabilities, including investigations, studies, 

remediation activities and any other obligations or actions required to address 

contamination caused by past smelter operations.  These provisions also restrict 

Teck’s ability to transfer or assign these obligations such that BC Hydro could 

look to Teck to fulfill these obligations in the future should a requirement arise.  

BC Hydro submits that based on the above, there is no change in exposure to 

                                            
141 See paragraph 32 above. 
142 See BC Hydro's response to BCSEA 1.46.4.2. 
143 See BC Hydro's response to CEABC IR 1.7.4 and 2.18.3. 
144 See BC Hydro's response to CEABC IR 2.18.2 and 2.19.2. 
145 See BC Hydro's response to CEABC IR 2.18.3 and attached Table of BC Hydro Extreme Consequence Dams. 
146 Exhibit B-8-2. 
147 See section 3.16 of the COA and carried over into section 4.7 of the Waneta Purchase Agreement and COPOA. 
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environmental liability as between Teck and BC Hydro during the Lease 

Period.148 

120. Finally, and also with respect to the alleged "toxic sediment" risk, BC Hydro 

submits that it could only arise if and when Waneta is decommissioned,149 and 

BC Hydro has no expectation that Waneta is more likely to be de-commissioned 

than any of the other generation assets of similar vintage in its fleet.150  

Alternatively, if decommissioning Waneta in the foreseeable future is a 

reasonable assumption, then it is equally reasonable to assume that the bulk of 

BC Hydro's generation assets will be de-commissioned on a similar timeline.  

There is absolutely no basis for such an assumption, and no basis to assume 

Waneta is different than any other similar generation asset.  

D. Dispatchability of Waneta  

121. In oral argument the CEABC argued that Waneta’s generation profile is 

dominated by freshet energy, and that in consequence Waneta “will not 

contribute to BC Hydro’s system storage and shaping capabilities” and will be a 

“net consumer of shaping resources”.151  These observations are incorrect.  

Under the CPA BC Hydro receives the actual output of Waneta (and the other 

CPA plants)152 and in return provides entitlement energy to Teck (and the other 

CPA parties).  That entitlement energy is used by Teck to serve its smelter load, 

which is largely flat through the year. To assert as the CEABC does that after the 

Lease Period BC Hydro will be getting freshet energy that will need to be shaped 

ignores the reality of the CPA entitlement framework; Teck’s current load 

profile;153 the fact that Teck's load is served by its 2/3 interest in Waneta during 

the Lease Period; and that BC Hydro will have that 2/3 interest for its purposes 

after the Lease Period.   

                                            
148 See BC Hydro's response to BCUC IR 1.48.1. 
149 See BC Hydro’s response to CEABC IR 2.17.2 and 2.19.2. 
150 See BC Hydro’s response to CEABC IR 2.20.2. 
151 CEABC Powerpoint, page 6, Exhibit C6-8. 
152 Including the incremental output of all the CPA plants that arises from coordinated operation. 
153 See BC Hydro’s response to BCUC IR 2.106.1 and 1.5.5.  Teck’s monthly smelter load is also provided in Exhibit 
B-7, Valuation Model, Inputs worksheet, cells C174:D187. 
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122. In other words, BC Hydro’s acquisition of the remaining 2/3 interest in Waneta 

from Teck, if it proceeds, will reduce BC Hydro’s entitlement obligation under the 

CPA after the Lease Period by an amount equal to the generation output of 

Waneta that would be available if it were operated solely for Teck’s benefit.154  In 

consequence, and by reference to the CEABC’s analogy, the acquisition will 

result in BC Hydro getting all the “beer” associated with the 2/3 interest.  

123. The CEABC tacitly admitted the foregoing in oral argument by raising the 

question of an expiry date of the CPA.155  In fact, the CPA has no expiry date – it 

is an “evergreen contract” that continues indefinitely unless and until terminated 

in accordance with its provisions.156  It is speculative at best to assume that the 

CPA will be both terminated and then not replaced with a similar arrangement in 

light of its long history, its central role in hydro developments in the region, and 

the clear benefits of coordinated operations that it affords.  But even if one makes 

that assumption, BC Hydro’s CPA obligations are, in the case of Teck, effectively 

back-stopped by the COA.  Under section 17 of that agreement BC Hydro and 

Teck are obliged to negotiate a new arrangement that continues the basic 

concept of the CPA, namely an entitlement obligation in exchange for actual 

output (including the incremental benefits of coordinated operation).  Importantly 

the term of the COA is 900 years.157  It follows that by entering into the 2017 

transaction BC Hydro, “buys back” its CPA entitlement obligations regardless of 

the continued existence of the CPA.   

124. For all these reasons, BC Hydro continues to assert, as set out in the Application, 

that the energy shaping and coordination benefits of Waneta “are comparable 

                                            
154 Taking into account historical streamflows and the generating capability of the facility. 
155 T4: page 326/lines 10-18. 
156 The current version of the CPA is attached to BC Hydro’s response to BCUC IR 1.45.5 REVISED, Exhibit B-8-5.  
Section 13.2 provides that the CPA will continue in force and effect unless terminated by agreement of all the parties, 
or by one party with a minimum five year notice which may not be given any earlier than December 31, 2030. 
157 See Application, Appendix G which provides a summary comparison table of the major differences between the 
COA and COPOA, at pdf pages 306 and 315. 
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with highly dispatchable resources such as the Seven Mile facility, and are 

superior to most other resource options available to BC Hydro.”158  

                                            
158 Application, pdf page 121. 
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PART VI: SUBMISSIONS RE: EXHIBIT A-26  

125. In regard to the questions raised by the Commission Panel in Exhibit A-26, BC 

Hydro refers to and relies on its submissions made in oral argument at T4:  page 

227/line 8 – page 267/line 5.   

126. BC Hydro also offers the following submissions in response to a few submissions 

made by the CEABC in regard to Exhibit A-26. 

127. In response to question #1,159 and in a handful of other occasions in oral 

argument, the CEABC characterizes the Waneta 2017 Transaction as a 20 to 30 

year “pre-build”, acquired in anticipation of needing the assets for the purpose of 

meeting load-serving obligations in the future.  In doing so the CEABC ignores an 

essential aspect of the arrangement, namely the lease revenue that will accrue to 

BC Hydro during the Lease Period which in every year results in a beneficial 

ratepayer impact.  That is, to the extent the transaction can be characterized as a 

“pre-build” it should be characterized as one that comes with an off-take 

agreement and no construction risks.  The consequence of the off-take aspect of 

the transaction is that it will yield a material positive ratepayer impact if the 

acquisition of Waneta defers the acquisition of any new resource in the next 40 

years, or a material positive ratepayer impact regardless of a need for new 

resources provided that market prices are closer to those in the ABB scenario 

than those in the Extrapolated scenario. 

128. In response to question #6160 CEABC argues that the Province could have 

acquired Waneta, or that BC Hydro could have acquired Waneta through a 

subsidiary, and that in either case the acquisition would have been done on a 

non-regulated basis.  These submissions are incorrect.  With regard to the 

Province, it did not have the ROFO rights that BC Hydro has, and so could not 

have acquired Waneta on the basis of the Fortis Transaction in the way BC 

Hydro did.  In the case of an acquisition of Waneta through a BC Hydro 

                                            
159 T4: page 326/line 23 – page 327/line 4. 
160 T4: page 329/line 19 – page 330/line 5. 
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subsidiary, BC Hydro refers to its response to Commission Panel IR 1.3.1.1, 

confirming that its revenues, for revenue requirements purposes, includes all 

revenues including those of its subsidiaries (and that there is no regulatory basis 

for allocating non-regulated revenues and costs to different entities).  As such, 

acquisition of Waneta through a BC Hydro subsidiary would have no meaningful 

effect on the economics of the transaction.   

129. BC Hydro also notes that in response to question #6,161 the CEABC allowed that 

a section 44.2 order was available for the approval of the expenditures 

associated with the transaction.   

 

 

 

 

 

 

 

 

 

 

 

 

                                            
161 T4: page 330/lines 9-10. 
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PART VII: RESPONSE TO ISSUES RAISED IN ORAL ARGUMENTS 

130. In this part of the argument, BC Hydro responds to a few issues that arose in the 

course of oral argument. 

A. Could a CPCN be Required by BC Hydro at the end of the Lease Period? 

131. This question was posed by Commissioner Morton at T4: page 258/line 10 – 

page 259/line 5.  The hypothetical scenario under which the question was posed 

was that the Commission issues the orders that BC Hydro has requested, the 

transaction completes, and then some time before the end of the Lease Period 

the Commission might issue an order under section 45(5) of the UCA requiring 

BC Hydro to seek a CPCN in regard to the operation of Waneta as a service-

providing asset.  

132. BC Hydro submits that the answer to the question is “no”.  In order for the 

Commission to issue the requested orders in this proceeding it will have to 

conclude that the transaction is in the public interest,162 and the transaction 

clearly contemplates that BC Hydro will after the Lease Period own and operate 

the entirety of Waneta as a regulated public utility asset.  While the “public 

interest” test under UCA section 44.2 may not in all circumstances be precisely 

the same as the “public convenience and necessity test” under UCA section 45, 

BC Hydro cannot in the context of this hypothetical scenario envision how those 

tests might differ.  It follows that the substantive basis of the hypothetical CPCN 

would already have been determined in this proceeding. 

133. BC Hydro also notes the submissions of counsel for MoveUP, at T4: page 

348/lines 1-13, regarding the practical problems that would arise if a CPCN were 

required and then denied, given that BC Hydro will in fact through the operation 

of the agreements that make up the Waneta 2017 Transaction be the owner and 

operator of Waneta.  In that circumstance the denial of the CPCN would result in 

an operating hydro-electric facility being unavailable for utility purposes.  Under a 

                                            
162 Specifically, that incurring the expenditures shown in Table 1-1 of the Application, pdf page 30, is in the public 
interest.  
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different regulatory framework in which BC Hydro could engage in non-regulated 

activities that are insulated from its ratepayers, it might be conceivable that BC 

Hydro could perhaps operate the facility as an unregulated merchant plant, but 

that is not the regulatory framework within which BC Hydro and the Commission 

operate.  As noted in response to BCUC Panel IR 1.3.1.1,163 it is not possible for 

BC Hydro to divert unregulated revenues away from its ratepayers to the benefit 

of the Province, and it would be inconsistent with regulatory principles to 

separate such revenues from associated costs.   

B. Do the Rate Impact Curves shown in Figures 6/8 of Appendix N-1 Reflect 
Incremental Costs and Revenues Arising from the Purchase of the Line 71? 

134. This question was posed by Commissioner Fung at T4: page 199/lines 7-10, and 

answered in the affirmative at T4: page 205/lines 16-22.  BC Hydro takes the 

opportunity to confirm that Line 71 is part of the Transmission Assets that would 

be purchased by BC Hydro for $20 million at the end of the Lease Period, and 

that all anticipated costs and revenues associated with those assets were 

included in both the ratepayer impact analysis and the NPV analysis.164  What 

was not included were the incremental OATT revenues that BC Hydro is more 

likely to be able to obtain as a result of the recent agreement with FortisBC165 as 

described in BC Hydro’s response to BCUC IR 2.123.1.    

C. Do the Rate Impact Curves shown in Figures 6/8 of Appendix N-1 Reflect 
Incremental (Extraordinary) Capital Expenditures? 

135. This question was posed by Commissioner Fung at T4: page 201/line 1-20, and 

answered in the affirmative, in part, at T4: page 205/line 23 – page 206/line 6.  In 

particular, BC Hydro confirms that: (i) both the ratepayer impact analysis and the 

NPV analysis include incremental capital costs that BC Hydro expects to incur as 

a result of the transaction, and (ii) those incremental capital costs arise from the 

capital forecast BC Hydro developed for the purpose of this transaction and 
                                            
163 Exhibit B-24. 
164 The ratepayer impact analysis assumes that the $20 million payment for the Transmission Assets occurs at the 
start of the Lease Period, rather than at the end of the Lease Period as turned out to be the case.  In consequence 
actual ratepayer benefits will be somewhat greater than analysed, all else being equal.   
165 Filed as Exhibit B-17. 
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which itself is based on a “leading utility practice” standard, rather than the “good 

utility practice” under the current arrangements.166  Those analyses were 

informed by BC Hydro’s on-going participation on the Operating Committee 

established under the COA in consequence of the Waneta 2010 Transaction.  

BC Hydro’s analysis did not include costs arising from speculative risks that it 

does not otherwise forecast in regard to its generation fleet.   

  

                                            
166 Please refer to the Waneta 2017 Business Case, pdf pages 542-544, and BC Hydro’s response to BCOAPO IR 
1.5.2. 
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PART VIII: TRANSMISSION AND OATT ISSUES  

136. Other than the concerns of FortisBC, described in paragraph 21 above, 

transmission and OATT issues do not seem to be the subject of particular 

interest in this proceeding.167  BC Hydro offers these summary submissions for 

the sake of a complete record. 

137. As noted, Teck built Line 71 over 50 years ago to avail itself of US wholesale 

electricity markets for its own commercial purposes, namely to import and export 

electricity when it was economical to do so.  Because Line 71 was and remains 

an unregulated asset, Teck has also been free to provide wheeling service to 

third-parties on an unregulated basis when it has available transmission capacity.  

The 1987 Letter between Teck and FortisBC referred to in paragraph 21 above is 

an example of such an unregulated third party use.   

138. Since the 1970s, when the CPA was first entered into, BC Hydro has been the 

control area operator for all transmission to and from the US.168  The Line 71 

Agreement has, among other things, provided the basis upon which BC Hydro 

allocates transmission capacity across the border between Line 71 and its own 

transmission connections to the US consistent with its control area 

responsibilities.169  Because of Line 71's historical purpose, its historical use by 

Teck, and Teck's continued ownership of Line 71, the Line 71 Agreement 

effectively gives a priority to service on Line 71 over service on BC Hydro's own 

interties under its OATT.170  This is true for both for imports and exports, 

regardless of whether by Teck or any third-party with which Teck has contracted.  

It would be true indefinitely in the absence of the Waneta 2017 Transaction. 

                                            
167 For example, no transmission or OATT issues were raised by the Commission Panel in Exhibit A-26, nor did 
interveners or BCUC staff raise them in any depth in the course of oral argument on April 19, 2018. 
168 Application, pdf page 56. 
169 Filed as an attachment to BC Hydro's response to BCUC IR 1.36.1, Attachment 1.   
170 Application, pdf page 57. 
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139. In addition, the Line 71 Agreement has long been held in confidence.171  

Conversely, the Teck Wheeling Agreement is not confidential, and would be 

approved as a tariff document and thus generally available for public inspection.  

140. Under the Waneta 2017 Transaction, the status quo on these issues will continue 

during the Lease Period.172   

141. After the Lease Period BC Hydro will own Line 71 and, pursuant to the Teck 

Wheeling Agreement, will provide a wheeling service to Teck that continues to 

have a priority over the services BC Hydro provides under its OATT.  However, 

relative to the status quo currently and during the Lease Period, there will be a 

significant reduction in the priority status afforded to Line 71 wheeling services:  

(a) the priority service to Teck will only be for imports, and not for both imports 

and exports as is currently the case; 

(b) the import priority service will only be available to Teck for the purpose of 

serving its load, unlike the current circumstances in which it is available to 

Teck for all uses;  and  

(c) the service will be restricted to no more than 300 MW, compared to as 

much as 370 MW as is currently the case. 

142. The agreement between BC Hydro and FortisBC173 also contemplates the 

provision by BC Hydro to FortisBC of a wheeling service during a transition 

period upon an expiry of the Lease prior to its initial 20 year term.  However, this 

service would, among other things, be no more favourable to FortisBC than what 

Teck currently enjoys and is anticipated to enjoy through the Lease Period, and 

in any event would be subject to a Commission order approving it.   

143. It has been recognized across North America for over 20 years that it is generally 

preferable from a public interest perspective that wheeling services be provided 
                                            
171 Ibid. 
172 Excepting that the Line 71 Agreement has now been filed on the public record in this proceeding. 
173 Filed as an attachment to Exhibit B-17.   
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under transparent and non-discriminatory tariffs.174  BC Hydro's OATT reflects 

those principles.  Under the Waneta 2017 Transaction, these OATT principles 

are significantly advanced, relative to the status quo.  In BC Hydro's submission, 

these public interest benefits of the Waneta 2017 Transaction should be 

expressly recognized in any reasons that accompany the requested orders 

(assuming they are forthcoming).   

 

 

 

 

 

 

 

 

 

 

 

  

                                            
174 See for example the Commission’s July 25 1996 decision regarding BC Hydro’s Wholesale Transmission Services 
Application.  
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PART IX: LEGAL/REGULATORY ISSUES 

144. As described in section 1.5 of the Application,175 BC Hydro seeks the following 

three Commission orders: (i) acceptance of the expenditure schedule in regard to 

the Waneta 2017 Transaction, (ii) approval of the Teck Wheeling Agreement, and 

(iii) approval of three adjustments to the Non-Heritage Deferral Account. BC 

Hydro seeks the foregoing orders by no later than July 18, 2018, to ensure the 

transaction can complete by the last day contemplated by the ROFO, namely 

August 1, 2018.    

A. Expenditure Schedule 

145. Pursuant to section 44.2(3)(a) of the UCA BC Hydro seeks a Commission 

determination that the following capital expenditures are in the public interest and 

an order accepting the associated expenditure schedule:176 

(a) $1.203 billion for Waneta Assets; 

(b) $20 million for Transmission Assets; and  

(c) up to $50 million in transaction costs (i.e. property transfer tax, legal and 

consulting fees). 

146. In its consideration of an expenditure schedule filing by BC Hydro, there are a 

number of factors the Commission must consider.177  Those factors are:  

1) the interests of persons in British Columbia who receive or may receive 
service from BC Hydro;  

2) British Columbia’s energy objectives;  

3) an applicable IRP approved under section 4 of the CEA;  

4) the extent to which the expenditure schedule is consistent with the 
requirements under section 19 of the CEA; and 

                                            
175 With one exception, BC Hydro no longer seeks approval of the Waneta Interconnection Agreement, described in 
Part III above and Exhibit B-12. 
176 The expenditure schedule is found at section 1.5.1, Table 1-1 of the Application, pdf page 30. 
177 As outlined in section 44.2(5.1) of the UCA. 
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5) if the expenditure schedule includes DSM, the extent to which the DSM 
are cost-effective.178 

147. BC Hydro set out the reasons it believes the Waneta 2017 Transaction meets 

each of the first two factors in section 4.9.1 and 4.9.2 of the Application and 

provided reasons why factors 3-5 are not applicable in sections 4.9.3 – 4.9.5 of 

the Application.  It does not repeat those submissions here but at a high level, 

BC Hydro submits that the interests of BC Hydro’s ratepayers now and in the 

future are well-served by the Waneta 2017 Transaction for the reasons 

summarized in this final argument and section 4.1.3 of the Application.  BC Hydro 

also submits that the Waneta 2017 Transaction advances most of the British 

Columbia energy objectives, is at worst neutral to them, and does not undermine 

or run counter to any of them.179 

B. Rate Order 

148. BC Hydro also seeks approval of the Teck Wheeling Agreement which 

agreement provides for the provision of regulated services to Teck.180  As 

described in Part III above, BC Hydro and Teck originally contemplated that the 

provision of ancillary services would be provided for in the Waneta 

Interconnection Agreement.  As such, the Application describes approval by the 

Commission of the Waneta Interconnection Agreement.  All regulated service 

provisions are now contained in the Teck Wheeling Agreement and as such, 

separate approval by the Commission of the Waneta Interconnection Agreement 

is no longer required.181    

                                            
178 These factors are numbered for the purposes of this final argument for convenience. 
179 See section 4.9.2 of the Application for a more fulsome discussion of the 16 energy objectives in relation to the 
Waneta 2017 Transaction. 
180 A description of the rate order is found at section 1.5.2 of the Application. 
181 All as more fully described in Exhibit B-12.  
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C. Accounting Orders 

149. Finally, BC Hydro seeks accounting orders approving three adjustments to the 

Non-Heritage Deferral Account (NHDA).182  The specific form of order is set out 

in paragraphs 3a., 3b. and 3c. of the draft Order.183 

150. The first accounting order is intended to ensure that if the transaction proceeds 

and lease payments are made by Teck to BC Hydro this year (i.e. F2019) BC 

Hydro’s ratepayers get the benefit of such payments.  Currently, BC Hydro’s 

regulatory accounts don’t contemplate the possibility of payments under the 

Lease.  Without the requested accounting order, the benefit of any F2019 lease 

payments would accrue to the Province.   

151. The second set of accounting orders arises because the accounting for the 

Waneta Lease Agreement will be within the scope of IFRS 15, and because 

pursuant to the COPOA Teck is required to pay the operating and sustaining 

capital costs associated with its leasehold interest.  IFRS 15 requires Teck's 

costs to be recognized as BC Hydro costs, and the Teck payments to BC Hydro 

as BC Hydro revenue.  However, these amounts do not completely offset each 

other. 

152. With respect to the operating costs, BC Hydro will be required to recognize a 

portion of Teck's water rentals, but variances between BC Hydro's forecast and 

actual water rentals are already deferred to the NHDA, and in consequence 

those water rentals would be to the account of BC Hydro's ratepayers.  BC Hydro 

therefore seeks an accounting order allowing it to exclude the variances between 

forecast and actual water rentals in a given year arising from the Waneta 2017 

Transaction from the water rental variances that are deferred to the NHDA.   

153. With respect to the capital expenditures incurred by Teck, BC Hydro will be 

required to recognize the resulting capital additions and will also be required to 

                                            
182 A description of the requested accounting orders is found at section 1.5.3 of the Application, pdf pages 32-35. 
183 Exhibit B-13.   
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recognize a corresponding amount as revenue in the year of each addition.  BC 

Hydro proposes to defer the revenue to the NHDA and to allow the associated 

incremental amortization to flow through the existing regulatory accounts. 

D. Miscellaneous 

154. BC Hydro filed a draft Order as Appendix A to the Application which was 

subsequently revised to account for the change with respect to approval of the 

Waneta Interconnection Agreement.  A copy of the revised draft Order is now 

found at Exhibit B-13. 

155. BC Hydro has argued that the Waneta 2017 Transaction is cost-effective and in 

the public interest.  Its response to BCUC IR 2.109.1 provides a discussion of 

some aspects of the "public interest" test.  Its submissions at T4: page 247/line 

18 - page 250/line 18 elaborate on the "cost-effectiveness" test. 
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PART X: FIRST NATIONS 

156. A description of BC Hydro’s First Nations engagement efforts and its views with 

respect to BC Hydro’s obligations with respect to potentially affected First 

Nations, are set out in Chapter 5 of the Application.  BC Hydro provided an 

update with respect to the engagement activities in Exhibit B-23.  

157. BC Hydro relies on its oral submissions regarding First Nations issues made on 

April 19, 2018.184 

 

  

                                            
184 T4: page 222/line 1 - page 223/line 8. 
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PART XI: CONCLUSION 

158. If the Waneta 2017 Transaction completes it will result in BC Hydro being the 

sole owner of Waneta, a facility with a long history of providing clean, reliable 

energy and capacity.  

159. During the Lease Period, the status quo with respect to operation and cost-

sharing between BC Hydro and Teck is largely maintained however BC Hydro 

will see an immediate financial benefit that will be to the account of customers 

from the outset.  More specifically, it will generate net revenues that will reduce 

BC Hydro's rate increases.    

160. During the Lease Period, BC Hydro's access to the energy and capacity 

associated with its 1/3 interest will continue, also unchanged.  Upon expiration or 

termination of the Lease, BC Hydro will be the sole unencumbered owner of the 

Waneta Dam and will also acquire the related Transmission Assets.   

161. Through its 1/3 ownership, BC Hydro has had 8 years of experience with the 

operation and management of Waneta which gave it the unique ability to assess 

relative risks and benefits.   

162. Before entering into the transaction, BC Hydro ran a wide range of scenarios 

(~100) recognizing variability in future conditions and ran a further 400 scenarios 

during the IR process.  The evidence outlined in BC Hydro's Application, the 

Waneta 2017 Business Case and described in the paragraphs above clearly 

demonstrate that the transaction will provide positive benefits to BC Hydro's 

ratepayers in all reasonable future scenarios.  
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164. The transaction advances most of the BC energy objectives and is in all ways 

cost-effective and in the public interest.   

165. BC Hydro requests that the requested final orders be issued by no later than July 

18, 2018. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED THIS 3rd DAY OF MAY 2018. 

                                         
By:   By:   

Jeff Christian  Clara Ferguson 
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Attachment 1 – Electricity Self-Sufficiency Regulation, BC Reg 315/2010   
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Attachment 2 – Special Direction No. 10 to the British Columbia Utilities 
Commission, BC Reg 245/2007 
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B.C. Reg. 315/2010

[includes B.C. Reg. 16/2012 amendments (effective Feb. 3, 2012)]

Contents

1. Definitions
2. Prescribed forecasts
3. Critical water conditions

[Provisions of the Clean Energy Act, SBC 2010, c. 22, relevant to the enactment of this regulation:
 section 35]

Definitions
(AM)
Feb
03/12

1. In this regulation:

"Act" means the Clean Energy Act;
(ADD)
Feb
03/12

"average water conditions" means the average stream flows occurring within the
authority's historical record.

[am. B.C. Reg. 16/2012.]

Prescribed forecasts

2. The forecasts of the authority's energy requirements and peak load prescribed for
the purposes of the definition of "electricity supply obligations" in section 6 (1) of
the Act are the authority's mid-level forecasts.

Critical water conditions
(AM)
Feb
03/12

3. The water conditions prescribed for the purposes of the definition of "heritage
energy capability" in section 6 (1) of the Act are average water conditions.

[am. B.C. Reg. 16/2012.]

[Provisions of the Clean Energy Act, SBC 2010, c. 22, relevant to the enactment of this regulation:  section
35]
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SPECIAL DIRECTION NO. 10 TO THE BRITISH
COLUMBIA UTILITIES COMMISSION (B.C. Reg.

245/2007)
B.C. Reg. 245/2007

[includes B.C. Reg. 17/2012 amendments (effective Feb. 3, 2012)]

Contents

1. Definitions and interpretation
2. Application
3. Self-sufficiency
4. Biomass contracts
5. Rates
6. Interim planning criteria

[Provisions of the Utilities Commission Act, RSBC 1996, c. 473, relevant to the enactment of this
regulation: section 3]

Definitions and interpretation
(AM)
Feb
03/12

1. (1) In this Special Direction:

"Act" means the Utilities Commission Act;
"assets" means the generation and storage assets set out in the Schedule to the BC
Hydro Public Power Legacy and Heritage Contract Act;

(ADD)
Feb
03/12

"average water conditions" means the average stream flows occurring within the
authority's historical record;
"biomass contract" means an energy supply contract entered into by the authority and
a proponent of a project selected by the authority as a result of the call for power;
"call for power" means the process to acquire electricity solely from wood biomass
being conducted by the authority on the date this Special Direction comes into force;
"electricity supply obligations" means

(a) electricity supply obligations for which rates are filed with the commission
under section 61 of the Act, and

(b) any other electricity supply obligations that exist at the time this Special
Direction comes into force

determined by using the authority's mid-level forecasts of its energy requirements and
peak load, taking into account demand-side management initiatives, that are accepted by
the commission from time to time;
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(AM)
Feb
03/12

"firm energy capability" means the maximum amount of annual energy that a
hydroelectric system can produce under average water conditions;
"integrated area" means the geographic areas in the Province, other than the
non-integrated areas, in which the authority serves customers under its schedules of
rates filed with the commission from time to time;

(AM)
Jul
30/10

"non-integrated area" means Anahim Lake, Atlin, Bella Bella, Bella Coola, Dease
Lake, Eddontenajon, Haida Gwaii and Telegraph Creek District;
"wood biomass" means

(a) wood residue within the meaning of the Forest Act,
(b) wood debris from logging, construction or demolition operations,
(c) organic residues from pulp and paper production processes,
(d) timber, within the meaning of the Forest Act, infested by the mountain pine

beetle.
(AM)
Feb
03/12

(2) The definition of "firm energy capability" in subsection (1) must be interpreted
for the purposes of this Special Direction so as to be consistent with the fact that,
in 2011, the authority's firm energy capability was 48 200 gigawatt hours.

[am. B.C. Regs. 251/2010; 17/2012.]

Application

2. This Special Direction is issued to the commission under section 3 of the Act.

Self-sufficiency
(AM)
Feb
03/12

3. Subject to section 5 (2) (a), in regulating, and setting rates for, the authority,
including, without limitation,

(AM)
Feb
03/12

(a) considering an application made by the authority for a certificate of public
convenience and necessity under section 46 of the Act,

(REP)
Feb
03/12

(b) Repealed.   [B.C. Reg. 17/2012]

(c) considering an energy supply conract under section 71 of the Act,
the commission must use the criterion that the authority is to achieve energy and
capacity self-sufficiency by becoming capable of

(d) meeting, by 2016 and each year thereafter, the electricity supply
obligations.

(REP)
Feb
03/12

(e) Repealed.   [B.C. Reg. 17/2012]

solely from electricity generating facilities within the Province, assuming no
more in each year than the firm energy capability from the assets that are
hydroelectric facilities.

[am. B.C. Reg. 17/2012.]

Biomass contracts

4. In considering a biomass contract under section 71 (2) of the Act, the commission
may not find that a biomass contract is not in the public interest solely by reason
of the factor described in section 71 (2) (d) of the Act and must be primarily
guided by the following factors, which are of material value to the authority's
ratepayers:
(a)
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the acquisition of energy by the authority under a biomass contract will
reduce the risk to the authority of future costs associated with the
production of gasses that contribute to global climate change;

(b) energy acquired by the authority under a biomass contract will contribute
to diversification of the authority's electricity supply portfolio;

(c) a biomass contract will assist the authority to meet its requirements for
electrical capacity.

Rates

5. (1) In setting rates for the authority, the commission must ensure that the authority's
rates and classes of service available to customers in the non-integrated area,
including rates available to customers whose electricity demand is or is likely to
be in excess of 45 kV.A, are available to customers who receive electricity
service under section 2 of the Remote Communities Regulation.

(2) In setting rates for the authority, the commission must ensure that those rates
allow the authority to collect sufficient revenue in each fiscal year to enable the
authority to
(a) achieve energy and capacity self-sufficiency as described in section 3 of

this Special Direction,
(b) recover costs incurred as a result of the call for power, including costs

incurred in purchasing electricity under a biomass contract, and
(c) recover costs related to the provision of electricity service under section 2

of the Remote Communities Regulation.

(ADD)
Feb
03/12

Interim planning criteria

6. (1) In deciding whether to issue a certificate to the authority under section 46 of the
Act for the Ruskin Dam and Powerhouse Upgrade Project, the commission must
assume that the authority requires, in order to meet its electricity supply
obligations, the 334 gigawatt hours per year of firm energy and 114 megawatts of
dependable capacity that the project is capable of delivering by 2018 and
continuing to deliver over the expected life of the project.

(2) In deciding whether to issue a certificate to the authority under section 46 of the
Act for the John Hart Generating Station Replacement Project, the commission
must assume that the authority requires, in order to meet its electricity supply
obligations, the 806 gigawatt hours per year of firm energy and 128 megawatts of
dependable capacity that the project is capable of delivering by 2018 and
continuing to deliver over the expected life of the project.

(3) In determining under section 71 of the Act whether the authority's energy supply
contract in respect of the Conifex Mackenzie Power Project is in the public
interest, the commission must assume that the authority requires, by 2013, in
order to meet its electricity supply obligations, the 200 gigawatt hours per year of
firm energy that would be provided under the contract.

(4) In considering under section 44.2 (3) of the Act whether to accept or reject all or
part of the authority's expenditure schedule relating to proposed expenditures on
demand-side measures for the authority's 2012 and 2013 fiscal years, the
commission, despite sections 44.2 (3) (a) and (5.1) of the Act, must accept an
expenditure respecting a demand-side measure if
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(a) the demand-side measure is cost-effective in accordance with the
Demand-Side Measures Regulation, and

(b) the expenditure has not been shown to the satisfaction of the commission
to be unreasonable for achieving the reductions in demand attributable to
the demand-side measure.

(5) In setting rates for the authority, the commission must ensure that those rates
allow the authority to collect sufficient revenue in each fiscal year to enable the
authority to recover costs incurred in carrying out demand-side measures
accepted under subsection (4).

[en. B.C. Reg. 17/2012.]

[Provisions of the Utilities Commission Act, RSBC 1996, c. 473, relevant to the enactment of this regulation:
section 3]
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