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INTRODUCTION 

1. Following is the Reply Argument of Creative Energy Vancouver Platforms Inc. (“Creative 

Energy”) regarding the final submissions of the Commercial Energy Consumers Association of 

British Columbia (the “CEC”) and the BC Old Age Pensioners’ Organization, Active Support 

Against Poverty, Council of Senior Citizens’ Organizations of BC, Disability Alliance BC and the 

Tenant Resource and Advisory Centre (collectively, “BCOAPO”). 

 

CEC ARGUMENT 

2. The central and repeating theme from the CEC is that the only appropriate form of rate 

regulation for Creative Energy’s steam system is active cost of service regulation by the 

Commission (coupled with the extensive use of deferral accounts), that the Commission 

should disregard the burden and cost of regulation, and that the proposed IBR mechanism 

“confers few, if any, benefits to ratepayers”.  According to the CEC, the Commission should 

reject the IBR mechanism and direct Creative Energy to file a cost of service based revenue 

requirement “forthwith”. [paras. 2 and 3]. 

3. The CEC’s submissions turn the Commission’s TES Guidelines on their head.  In direct 

contradiction to the CEC’s views, the TES Guidelines specifically state that a regulated cost of 

service rate-setting mechanism will be considered “as a method of last resort”.  The Guidelines 

also state that the rate-setting mechanism adopted by Stream B TES utilities should use the 

least deferral mechanisms possible, restrict the ability of the utility to pass controllable costs 

onto ratepayers, and use the least amount of regulatory oversight to protect ratepayers 

(minimize the regulatory burden and costs on the utility, ratepayers and the Commission).  

The IBR mechanism achieves these objectives; what the CEC advocates does not. 
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4. The submissions of the CEC also ignore the evidence.  Contrary to the CEC’s submissions, the 

proposed IBR mechanism confers significant benefits on Creative Energy’s customers.  The 

mechanism will provide steam customers with a level of rate stability and predictability over a 

five-year period, while significantly reducing the regulatory burden and costs to the benefit of 

all stakeholders.  Under the mechanism, the 2018 Steam Rate increase is a modest 1.77%, and 

thereafter Steam Rate increases will be limited to an index factor based on actual consumer 

price inflation from the preceding year.  Creative Energy will be at risk for managing its overall 

system costs and system load over the five-year period, not ratepayers.  The mechanism 

encourages increased efficiency and, given the competitive environment in which it operates, 

Creative Energy will have every incentive to maintain high levels of steam service reliability and 

customer service. 

5. CEC Submission:  The CEC submits that: 

“…the evidence shows that there is an inadequate case for cost savings 
relative to regulatory costs not imposed by Creative’s expansive 
activities and/or its deficiencies with regard to its regulatory 
applications”, that “the regulatory costs to which Creative Energy 
objects are largely of its own making”, and that “an increase in costs is 
not an appropriate rationale for changing a form of regulation away 
from Cost of Service…”  [paras. 20, 23 and 29] 
 

Response:  Creative Energy will ignore the rhetoric and point out that, unlike the Commission’s 

TES Guidelines, the CEC does not appear to accept that reducing the burden and cost of 

regulation is a worthwhile rate-making objective.  The cost of the 2016 - 2017 RRA Application 

was $180,000.  Creative Energy considers this a significant cost (for context, this amount 

represents about 18% of Creative Energy’s allowed return on equity), and doubts that it would 

escape the CEC’s review threshold for individual  line items in a cost of service regulatory 

proceeding.  The cost is largely made up of internal time and resources and would have been 
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significantly higher if Creative Energy had relied more heavily on outside consultant and 

advisors to prepare the application and participate in the Commission hearing process.  

Moreover, the dollar costs alone do not reflect the burden and cost to Creative Energy of 

diverting time and attention away from managing and operating its business, which is 

significant given Creative Energy’s small size and limited resources, nor does it reflect the cost 

of Commission and other stakeholder resources. 

Creative Energy believes that reducing the burden and cost of regulation is a worthwhile and 

important rate-making objective, one also highlighted in the TES Guidelines.  The IBR 

mechanism achieves this objective, while producing Steam Rates that are fair and reasonable 

and providing steam customers with a level of rate stability and predictability over the 2018 to 

2022 period. 

6. CEC Submission:  The CEC states that: 

“… Central Heat was regulated under cost of service at nominal cost for 
many years.”  [para. 31] 

“In late 2013/early 2014 Central Heat filed for its revenue 
requirements.  The CEC submits that the application was well laid out 
and reflected a steady state of operations.  IRs were limited to 2 short 
rounds by the Commission with a total of approximately 26 question 
sets.”  [para. 32] 

 

Response:  The CEC seems to suggest the 2013/14 application was submitted prior to the 

acquisition of Central Heat by Creative Energy.  It was in fact submitted well after the 

acquisition was completed.  Although Creative Energy had not rebranded the company, the 

application was submitted under the direction of Central Heat’s new shareholder.  Neither the 

CEC nor any other intervenor or customer group participated in that proceeding, which was 

the first rate application from Central Heat in five years.  
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It is no wonder that Central Heat’s regulatory costs were “nominal” for many years.  Central 

Heat did not submit a rate application for over five years prior to the 2013/2014 filing and 

neither the Commission nor customers or intervenors requested that it do so at any point 

during that period.  During that period, Creative Energy was effectively operating under a de 

facto IBR rate mechanism with a zero percent inflation index factor.  Central Heat managed all 

costs and expenses relative to a fixed tariff and assumed 100% of the load risk.  So while the 

CEC argues for cost of service regulation, as the 2009 to 2014 period demonstrates Creative 

Energy has undergone long periods in the past with no rate applications at all (and hence 

“nominal” regulatory costs) and a far less formal approach to indexing and oversight than is 

proposed in the current Application.  There were no complaints about Central Heat’s rates 

during these previous periods and no evidence that customers were harmed or disadvantaged. 

7. CEC Submission:  The CEC submits that: 

“Cost of Service ratemaking should be considered the ‘gold standard’ 
of ratemaking… ”  [para 64] 

“As noted above the CEC considers Cost of Service ratemaking to be 
the gold standard of ratemaking for utilities which should not be 
dispensed with absent good reasons and customer protection.”  [para. 
79]. 
 

Response:  While this may be the view of the CEC, the Commission’s TES Guidelines state 

that rates based on a regulated cost of service rate-setting mechanism “will be considered as a 

method of last resort”.  Creative Energy has already explained the “good reasons” why the IBR 

mechanism should be adopted.  Moreover, Creative Energy is not proposing that the 

Commission “dispense” with cost of service altogether.  First, the starting point for the 

mechanism is the approved 2017 Revenue Requirement, which was determined entirely on a 

cost of service basis after an extensive review by the Commission.  Second, Creative Energy 
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has not proposed that the index mechanism be used indefinitely.  The proposal covers a five-

year period.  As noted above, Central Heat operated under fixed rates for similar periods of 

time in the past without complaint or incident. 

8. CEC Submission: 

“Creative Energy considers Cost of Service ratemaking to be a last 
resort” [para. 63] 
 

Response:  As noted, this is actually the Commission’s view as expressed in the TES 

Guidelines. 

9. CEC Submission:  The CEC makes a number of assertions regarding the market in which 

Creative Energy operates: 

“… Creative Energy does have a monopoly-like presence in the steam 
heat market, in that the cost structure of steam heat has a natural 
monopoly foundation, rather than a competitive market foundation, 
and there are no other utilities providing steam heat to multiple 
customers in the City of Vancouver.”  [para. 47] 

“Ratepayers have no direct alternative to distribute steam heat to them 
and the current customers of Creative Energy are captive to the utility 
for this service.”  [para. 50] 

“… customers who provide their own steam service are not the 
equivalent of direct utility ‘competition’, and in fact the threat of 
substitute products is actually very low.”  [para. 51] 

“… there is in fact very limited competition for Creative Energy, and 
that substitute products exist for virtually all monopolies in some form 
or another.”   [para. 61] 

 

Response:  These assertions have no basis in evidence and mischaracterize the market.  The 

CEC focuses on the lack of alternatives to “steam heat distribution”.  The fact that there is no 

other distributor of “steam heat” is irrelevant.  Steam heat is only one of many means of 
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providing thermal energy.  Creative Energy’s customers are not obligated to take steam service 

from Creative Energy and existing and new buildings in the downtown core of Vancouver can 

reduce or avoid service from Creative Energy by installing their own on-site thermal solutions, 

including modern and natural gas boilers or electric heat. 

10. CEC Submission:  The CEC asserts that: 

“The utility is not at risk for their capital, operational costs or return on 
equity, which is established at 9.5%.”  [para. 48] 

 

Response:  It is not clear whether the CEC is referring to cost of service regulation or the 

proposed IBR mechanism.  In either case, the assertion is patently wrong.  Creative Energy is 

not guaranteed that it will earn its allowed return on equity.  In fact, Creative Energy failed to 

achieve its allowed return in five out of the last seven years.1  

11. CEC Submission:  The CEC asserts that: 

“… Creative Energy is applying for “Index Based” rates which are 
significantly along the ‘Market Forces Dominant’ and not ‘Performance 
Based Rates’.” [para. 62]. 

 

Response:  Creative Energy is not, obviously, proposing that its rates be unregulated and 

determined by market forces.  The IBR mechanism starts with Creative Energy’s 2017 Revenue 

Requirement and load forecast approved by the Commission in its 2016 – 2017 RRA Decision.  

The resulting rate adjustments over the five-year period are then limited to an inflation index 

                                                
1 Exhibit B-7, BCUC IR 27.4. 
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factor.  Under the mechanism Creative Energy, not its customers, will assume cost and load 

risk over the five-year period. 

12. CEC Submission:  The CEC claims that Creative Energy has “expansive activities” [para. 20] 

and that: 

“… consideration of utility ‘size’ must also be accompanied by 
consideration of the complexity of the utility and its actions.”  [para. 
72] 

“… Creative Energy has made significant changes in the recent past 
with the creation of district energy systems…”.  [para. 73] 

“…Creative Energy should no longer be considered a small and simple 
utility.”  [para. 74] 

 

Response:  Here and elsewhere in its argument the CEC confuses the company and its other 

activities with the downtown core steam system that is the subject of this Application.  

Creative Energy’s steam system is a small, simple and stable utility.  The fact that Creative 

Energy is pursuing other TES opportunities is irrelevant with regard to the size and regulation 

of the steam system.  FAES, for example, has numerous TES systems and is owned by an even 

larger utility - FEI.  The Commission, however, regulates the individual systems, like Creative 

Energy’s steam system, on a stand-alone basis and it is the size of the individual system that is 

relevant. 

13. CEC Submission:  The CEC asserts that: 

“…the NEFC application and resulting service is also a natural 
monopoly and the Creative Energy approach to providing this service 
was to seek regulatory barriers to competition.”  [para. 76] 
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Response:  While the NEFC system and application have nothing to do with the current 

Application and Creative Energy’s proposed IBR rate-setting methodology for the steam 

system, the Commission might wonder why, as the CEC seems to believe, an alleged natural 

monopoly would need to seek regulatory barriers to entry.  In response to the Commission’s 

NEFC decisions2 the City of Vancouver has decided to extend its own utility to the remainder 

of NEFC, so clearly Creative Vancouver has no monopoly, natural or otherwise.  In any event, 

this proceeding is about the appropriate rates for steam customers and the Commission 

should reject the irrelevant linkages that the CEC attempts to make here and elsewhere in its 

argument to other initiatives and systems. 

14. CEC Submission:  In paragraphs 83 to 88, under the heading “Appropriateness of Formulaic 

Ratemaking for Creative Energy”, the CEC makes a number generalized assertions regarding 

the “appropriateness of utilizing formulas as a form of alternative regulation”. 

Response:  Creative Energy believes that the approach to formulaic ratemaking should have 

regard for and be commensurate with the nature and size of the utility, in this case Creative 

Energy’s steam system.  The facts in this case are: 

• The steam system is a small, simple and stable utility (which, as noted, is the 
relevant fact and not the nature and size of Creative Energy’s other activities). 

• The proposed and projected rates under the IBR mechanism do not deviate 
substantially from current rates and the mechanism seeks to provide customers 
with a level of rate stability and predictability over a five-year period. 

• Central Heat had similar periods of time in the past during which there was no 
direct reviews of costs of service (and no customer complaints) and in fact no 
formal prior approval by the Commission (and no reference to any formal index).  

• The Commission has accepted far less oversight for on-site TES systems (many of 
which are developed by the same company and in aggregate of equal or greater 

                                                
2 Reasons for Decision dated December 8, 2015 (Order G-88-16) and Reasons for Decision dated September 26, 

2016 (Order G-151-16). 
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size of investment than Creative Energy’s depreciated core steam system), with 
starting rates and indexes negotiated between the TES utility and building 
developers (and contracts imposed on end-users). 
 

15. CEC Submission:  The CEC states that: 

“While the CEC acknowledges that the [O&M] costs have generally 
risen at a rate exceeding the proposed IBR formula, the evidence does 
not support formulaic rates.”  [para. 96] 

“…Creative Energy may have opportunities to underspend that result in 
savings to the utility and profits to the shareholders that would be 
detrimental to ratepayer interests.”  [para.98]. 

“Creative Energy’s Admin and General Salaries 2017 actuals were 
approximately $225,000 lower than the approved RRA.”  [para.99] 

“Similarly, in 2016 Actual Management salaries were approximately 
$100,000 lower than approved.”  [para. 100] 

“Under formulaic ratemaking such opportunities are extended from 2 
years to 5 years.”  [para. 101] 

“The CEC notes that O&M represents one half of the Revenue 
Requirement.”  [para. 102] 

 

Response:  Citing two individual line items of actual O&M costs that were less than the 

forecasts costs, while ignoring individual line item of costs that exceed forecast, is not 

evidence that “does not support formulaic rates”.  In the context of an overall budget there will 

always be individual costs that exceed budget and individual costs that will be lower than 

budget.  The issue is whether the overall costs, and resulting rates, are reasonable.  Excluding 

the LTRP costs, Creative Energy’s actual 2017 O&M costs were virtually the same as the 2017 

O&M costs approved by the Commission.3 

                                                
3 Exhibit B-3, Appendix 2. 
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Under the proposed IBR mechanism, adjustments to Creative Energy’s steam rates (the 

determination of which start from the 2017 approved Revenue Requirement) will be limited to 

an inflation index factor, and it will be up to Creative Energy to manage its overall costs over 

the five-year period.  As the CEC itself acknowledges [paras. 95 and 96], Creative Energy’s 

O&M costs (which, as the CEC notes, represent 50% of the Revenue Requirement) over the 

last four years have significantly exceeded the 2018 IBR index factor of 1.84% (by 6%, 4.7%, 

2.7% and 10.2% in 2014, 2015, 2016, and 2017, respectively).  Contrary to the CEC’s 

submissions, the IBR mechanism encourages increased efficiency and requires Creative Energy 

to manage its cost carefully. 

16. CEC Submission:  The CEC notes that: 

“…in the event that costs over the five-year IBR period are under the 
revenue requirement then ratepayers will have experienced a loss.  In 
the event that costs over the five year period exceed the revenue 
requirement, then when the IBR ends, customers could face substantial 
rate increases.”  [para. 105] 

 

Response:  The CEC might have noted that if Creative Energy’s costs over the five-year IBR 

period are higher than the revenue requirement then ratepayers would have paid higher rates 

under cost of service regulation than they would have under the IBR mechanism.  The fact that 

rate increases under the IBR mechanism will be limited to the inflation index factor, and that 

Creative Energy will be at risk to manage its overall system costs, is of significant benefit to 

ratepayers.  Moreover, if Creative Energy’s costs are higher over the five year period it does 

not follow that customers will face “substantial rate increases” at the end of the period.  First, 

there is no catch-up to allow Creative Energy to recover the revenue deficiency incurred over 

the IBR period.  Second, in its next rate filing Creative Energy will have to satisfy the 
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Commission that all of its costs for the steam system going forward are necessary and 

reasonable. 

17. CEC Submission:  The CEC states that: 

“The CEC has already pointed out that Cost of Service regulation does 
not by necessity result in higher intervenor costs.”  [para. 118] 

 

Response:  It is not clear where the CEC has pointed this out, but it is hard to envision how 

intervenor costs, and regulatory costs incurred by Creative Energy and others, could possibly 

be lower under annual cost of service regulation by the Commission over the 2018 to 2022 

period in comparison to the proposed IBR mechanism.  One of the objectives of the proposal is 

to reduce the regulatory burden and costs on the utility, ratepayers and the Commission, 

consistent with the TES Guidelines.  Creative Energy would not have made the proposal if it 

believed otherwise. 

18. CEC Submission:  The CEC submits that: 

“…lower regulatory costs may not be in ratepayers interests where 
there is a possibility that lighter or formulaic regulation results in 
higher than necessary cost bases established due to a lack of 
transparency and accountability.”  [para.156] 

 

Response:  The CEC does not explain what “lack of transparency and accountability” it is 

referring to.  The starting point for the IBR mechanism is Creative Energy’s 2017 Revenue 

Requirement and load forecast approved by the Commission.  The adjustments made by 

Creative Energy to the approved 2017 Revenue Requirement are explained in the Application 

and in Creative Energy’s Final Argument, and the CEC itself says that three of the four 

adjustments are reasonable or appropriate [paras. 208 to 212].  The IBR Base Revenue 



 

 - 12 - 

Requirement is then divided into the approved 2017 load forecast resulting in a 2017 average 

base rate, which is then adjusted by an annual inflation index factor which itself is readily 

available and transparent from public sources. 

19. CEC Submission:  Regarding the stability and predictability of rates, the CEC states that: 

“… to the extent that there is a significant requirement for rate and 
revenue requirement smoothing it can be undertaken with deferral 
accounts at much less jeopardy to ratepayers than the removal of Cost 
of Service regulation and the imposition of the IBR formula.”  [para. 
162] 

“Creative Energy argues that the TES Guidelines state that ‘rate setting 
principles should use the least deferral mechanisms possible’.”  [para. 
163] 

“… deferral accounts for rate smoothing represent a significantly lower 
risk to customers than formulaic rate-setting as long as they are 
amortized over appropriate periods and not permitted to grow beyond 
a ‘reasonable’ limit.”  [para. 164] 

 

Response:  Creative Energy does not “argue” what the Commission’s TES Guidelines state.  

The TES Guidelines speak for themselves and they expressly provide that the rate-setting 

mechanism adopted by Stream B TES utilities should “use the least deferral mechanisms 

possible”.  The proposed IBR mechanism does this. 

20. CEC Submission:  The CEC asserts that: 

“…while there may be incentive [under the IBR mechanism] for the 
utility to reduce its costs, the customer receives no benefit under the 
proposed IBR if the company reduces costs below those provided 
under the formula.”  [para. 166] 

“…the utility incentive to reduce costs [under the IBR mechanism] 
provides little to no benefit to ratepayers and should not be weighed 
heavily by the Commission as a customer benefit.”  [para. 170]  
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Response:  Again, the CEC might also have noted that customers benefit under the IBR 

mechanism if the company’s costs exceed its revenue under the IBR rates.  Under the IBR 

formula, Steam Rate adjustments will be limited to the annual inflation index.  This is expected 

to provide stable and predictable rates, itself a significant benefit to customers.  It is Creative 

Energy’s evidence that there is little opportunity for it to reduce costs over the five-year 

period.4  It will, however, have every incentive to manage its costs over this period. 

21. CEC Submission:  The CEC submits that: 

“…ratepayers are at a greater risk under the IBR than under Cost of 
Service due to the extended time frame, the inability to examine costs, 
the opportunity for manipulation by the utility and the risk that 
inappropriate costs will be incorporated into the utility before the next 
opportunity for regulation.”  [para. 178] 

“If actual revenues are above those anticipated and/or costs are lower 
during IBR then the shareholder will benefit.”  [para. 179] 

“…absent a change in load, if the revenue requirements increases more 
slowly than inflation the utility will earn a higher rate of return than 
planned for in its IBR.”  [para. 180] 

 

Response:  Creative Energy submits that ratepayers will in fact enjoy greater rate stability and 

predictability under the IBR mechanism than under cost of service regulation due to the five-

year time frame because steam rate increases will be limited to the inflation index factor over 

this period.  The IBR mechanism does not require an examination of costs within the IBR 

mechanism and any costs outside the mechanism (such as major capital items) would be 

subject to Commission review.  Moreover, there are no opportunities for “manipulation by the 

utility” under the mechanism and any so-called “inappropriate costs” can be reviewed by the 

                                                
4 Exhibit B-1, Application p. 13. 



 

 - 14 - 

Commission and ratepayers at the end of the five-year period in connection with Creative 

Energy’s next rate filing. 

If actual revenues are below those anticipated and/or costs are higher than anticipated during 

the IBR, then ratepayers will benefit.  Creative Energy submits that there is a greater likelihood 

that costs will exceed the inflation index factor, not be lower than the inflation index factor.  

Similarly, absent a change in load, if the revenue requirements increase faster than inflation the 

utility will earn a lower rate of return than planned for in its IBR (i.e., 9.5%). 

22. CEC Submission:  The CEC notes that: 

“Creative Energy’s proposal has no expectation for productivity 
improvement or X factor.”  [para. 184] 

 

Response:  Creative Energy disagrees.  The principle behind the IBR mechanism is that an 

inflation index factor will be applied to Steam Rates, not revenue requirements or costs, and 

Creative Energy will be at risk for managing its overall costs and system load over the five-year 

period.  By its very nature the mechanism encourages increased efficiency and, given the 

competitive environment in which it operates, Creative Energy will continue to have every 

incentive to maintain high levels of steam service reliability and customer service. 

Creative Energy also submits that X factors are normally applied to controllable costs and 

Creative Energy’s proposed IBR mechanism is a simple price cap that incorporates both 

controllable and non-controllable costs. While Creative Energy has not proposed an X factor 

on controllable costs, it has also proposed a mechanism that includes non-controllable costs 

with minimal deferral accounts.  
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Creative Energy submits that the proposed IBR mechanism must be judged in its entirety and 

specific context, not on the basis of any individual item or comparison to much larger utilities 

or to utilities that do not provide the same service (heat).  The IBR mechanism achieves an 

appropriate balance between risks and rewards and already has adequate incentive for 

productivity improvements in light of the other risks Creative Energy is assuming under the 

proposal.   

23. CEC Submission:  After acknowledging that the revisions made by Creative Energy to the 

2017 Adjusted Base (i.e., the IBR Base Revenue Requirement) as a result of the information 

request process are “comprehensive” [para. 196], the CEC then states that: 

“… to the extent the Commission determines the 2017 Adjusted Base is 
a useful starting point and the revisions to the Adjusted Base are 
appropriate improvements but with appropriate cost of service 
information would likely require further reductions.”  [para. 197] 
 

Response:  The CEC does not explain what “appropriate cost of service information” it is 

referring to that “would likely require further reductions” to the 2017 Adjusted Base (i.e., the 

IBR Base Revenue Requirement).  The 2017 Adjusted Base is the 2017 Revenue Requirement 

approved by the Commission, with the four adjustments outlined in paragraphs 8 and 9 of 

Creative Energy’s Final Argument, and no further adjustments are required.  

24. CEC Submission:  Of the four adjustments made by Creative Energy to the approved 2017 

Revenue Requirement, the CEC state that they accept the first three adjustments (namely, the 

adjustment for SG&A costs allocated to Other Projects, the adjustment for the revenue 

deficiency carried over from 2016 to 2017, and the removal of the deferral account 

amortization amounts) to be reasonable or appropriate [paras. 208 to 212].  With regard to 
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the fourth adjustment to account for the significant increase in Creative Energy’s 2018 

property tax assessment, the CEC states that it: 

“…does not object to Creative Energy’s ability to recover its taxes and 
recommends allowing for the Tax Adjustment being recovered on a 
cost of service basis as all other costs should be.”  [para. 214] 
 

Response:  As outlined in paragraph 9 of Creative Energy’s Final Argument, this adjustment is 

necessary otherwise Creative Energy’s rates under the IBR mechanism will be understated in 

each year of the five year period by the significant increase ($237,360) in Creative Energy’s 

2018 property tax assessment.  While Creative Energy believes that it can manage its business 

and costs within the approved 2017 forecast Revenue Requirement, the property tax increase 

is a significant departure from that forecast outside of Creative Energy’s control that will 

endure each year over the five-year period. 

25. CEC Submission:  The CEC submits that: 

“…including the tax increase in the IBR base assumes ongoing 
increases that may or may not occur, and indeed could be reduced at a 
loss to ratepayers and a benefit to shareholders”.  [para. 216] 
 

Instead, the CEC: 

“…recommends the Commission remove all taxes and other partially 
controlled expenditures from the IBR formulaic index and instead 
provide deferral accounts to be trued up the following year.”  [para. 
217] 
 

Response:  The increase in 2018 property taxes is a structural cost increase faced by all 

property owners in downtown Vancouver that is beyond Creative Energy’s control.  A 

reduction in property taxes as suggested by the CEC is highly unlikely.  The more likely 

scenario over the five-year period is further increases above the inflation index factor (or 
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greater) that Creative Energy will have to manage as part of the overall management of its 

costs over the period.  The use of deferral accounts for “all taxes and other partially controlled 

expenditures” (the CEC does not identify what these “partially controlled expenditures” might 

be) is inconsistent with the IBR mechanism and the objective of providing customers with a 

level of rate stability and predictability over the five-year period.  It is also inconsistent with the 

Commission’s TES Guidelines that stipulate that the rate-setting mechanism for Steam B 

utilities should use the least deferral mechanisms possible. 

26. CEC Submission:  The CEC submits that: 

“…it is not appropriate to inflate capital additions/expenditures by the 
IBR formula.”  [para. 227] 
 

Response:  The CEC does not explain this submission or indicate what it is referring to.  The 

approved 2017 Revenue Requirement reflects approved 2017 capital expenditures of $1.27 

million.  This is a fair and reasonable amount given the age of the system, the fact that capital 

expenditures between 2011 and 2016 averaged $1.06 million per year, and that forecast capital 

expenditures between 2018 and 2022 average $ 1.498 million.  Moreover, Creative Energy is 

not “inflating capital additions/expenditures by the IBR formula”.  The inflation index factor is 

applied to the Steam Rates for the prior year, not to the Revenue Requirement or any particular 

element of the Revenue Requirement. 

27. CEC Submission:  The CEC submits that: 

“…Creative Energy’s approach to capital exclusion criteria is loose and 
sufficiently discretionary to not afford adequate ratepayer protection.”  
[para. 233] 
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Response:  The IBR mechanism covers spending on predictable, planned and recurring 

maintenance capital, the primary focus of which from 2018 to 2022 is on the distribution 

system and customer improvements.  Any major capital projects not contemplated by ordinary 

course maintenance capital in the five-year period would be subject to a CPCN application and 

the manner in which the capital costs would be recovered in customer rates either within the 

five-year period or beyond would be addressed in the CPCN application.  Since the IBR 

mechanism only covers spending on normal course maintenance capital, Creative Energy has 

no incentive under the IBR mechanism to not seek approval of major capital projects and the 

Commission and ratepayers will have the opportunity to review those projects during the 

CPCN process, including prudency and how those expenditures will be recovered. Creative 

Energy cannot recover excluded capital unless it applies to do so and the Commission then 

approves the expenditure and its recovery outside the IBR. Creative Energy also notes that the 

Commission can review actual capital expenditures incurred during the proposed IBR 

mechanism period when reviewing the prudency of Creative Energy’s capital budgets following 

the IBR period. 

28. CEC Submission:  The CEC states that: 

“Creative Energy states that its ‘growth opportunity is to add additional 
customers to the steam system.  Additional customers to the steam 
system increase the load, and add long-term stability to the load.’”  
[para. 176] 

“Under such circumstances the utility would collect additional revenue 
under IBR but would not have concomitant and proportional costs 
negatively impacting ratepayers and providing a windfall to the utility 
shareholder.  The CEC submits that the evidence supports 
continuation of Cost of Service regulation.”  [para. 177] 

“The CEC notes that in the event of a significant increase in customer 
loads Creative Energy would receive an increase in its ROE, all else 
being equal and ratepayers would not receive the benefit until the 
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conclusion of the IBR period.”  [para. 246] 
 

Response:  The evidence does not support the CEC’s assertions regarding new customer 

additions and the alleged windfall to the utility shareholder, and the CEC ignores the potential 

for customer losses during the IBR period.  First, new gas-fired steam load is limited by new 

green building requirements in Vancouver that require substantial sources of low-carbon 

energy and by competition from on-site thermal energy solutions.  Second, in the case of a new 

customer addition, there will be additional costs to connect the customer.  So while Creative 

Energy will bear all of the loss in revenue associated with the loss of a customer under the IBR 

mechanism, it is not true as the CEC suggests that 100% of the additional revenue from a new 

customer will increase Creative Energy’s ROE.  The relationship is asymmetric.  All things 

being equal, $100,000 of lost revenue will have a greater impact on Creative Energy’s achieved 

ROE (because the current revenue requirement is largely fixed) than a $100,000 increase in 

revenue associated with new load.  The actual cost to connect a new customer can vary widely 

depending on size and location, and the impact on Creative Energy’s revenue will also depend 

on the new customer’s load factor.  There is no customer for which connection costs would be 

zero and it is also conceivable that Creative Energy would connect customers for whom 

connection costs just equal the incremental revenue. 

The facts remain that under the IBR mechanism: 

• Regardless of customer connections or losses, Creative Energy faces considerable 
weather risk with a 100% variable tariff (this also extends to temporary shutdowns 
by customers for major renovations). 

• Creative Energy faces more risks during the five-year period from load losses than 
load increases, for the reasons noted above. 

• Creative Energy has no greater insight on development in downtown Vancouver 
than the CEC.  Developers file rezoning applications with the City years in advance 
of actual development.  Whether Creative Energy is aware of opportunities before 
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a rezoning application or not, this information is virtually of no value in trying to 
forecast load additions given the length of the rezoning and subsequent 
development processes. 

• Load additions happen far more slowly than losses.  Changes in building usage, 
additions of on-site heat production or many efficiency upgrades can occur far 
more rapidly (and with less notice). 

• New load additions are limited by new green building requirements in Vancouver 
that require substantial low-carbon energy for new developments. 
 

Furthermore, while Creative Energy is not changing its requested approvals, if the Commission 

were to determine that the type of ROE rate adjustment mechanism discussed by Creative 

Energy in paragraphs 40 to 46 of its Final Argument would be appropriate as part of the IBR 

proposal, then that mechanism itself would address any concerns about Creative Energy over-

earning (or under-earning) its allowed ROE during the 2018 to 2022 period due to material 

variations or changes in system load. 

29. CEC Submission:  The CEC states that: 

“…it has reviewed the evidence with respect to the calculation of the 
Massachusetts formula and notes that there is not an alternative 
methodology on the evidentiary record.”  [para.256] 
 

Response:  This is not the case.  In the cost allocation study attached as Appendix 4 to the 

Application, Creative Energy compared the allocation of costs to projects outside the steam 

system using both the Massachusetts formula and the cost driver methodology.  Both 

methodologies resulted in similar allocation amounts. 

30. CEC Submission:  The CEC states that: 

“The total [LTRP] costs incurred prior to the Commissions directive to 
file an LTRP were $472,148.53”.  [para. 296] 
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Response:  This amount is simply the sum of the LTRP costs shown in CEC para. 295 for 2013, 

2014 and 2015.  The Commission’s directive to file an LTRP came in June, 2015, so it is 

incorrect to include all of the 2015 costs with the costs that were incurred prior to the 

directive.  Moreover, the amounts shown in para. 295 are net of the grants received by 

Creative Energy, at the time each grant was received.  This is why the amount shown for 2017 

is negative (negative $126,160.03).  But the grant money received in 2017 relates to the project 

as a whole.  In fact, the grant applied to activities during the period between 2013 and 2015 

and was payable in two tranches (the second in 2017 being by far the largest amount) and the 

second tranche only became payable after the final report from earlier activities was 

submitted.  Accordingly, it is incorrect to credit the grant money received by Creative Energy 

only against costs incurred after June, 2015. Creative Energy also submits that the timing of 

activities or costs in relation to the directive is not an indication of the value of those activities 

or costs in responding to the directive. The information produced in the Fuel Switch study was 

necessary for responding to the directive. Further the benefits of the Fuel Switch study to 

Creative Energy’s steam system and existing customers extend beyond the Commission 

directive. 

31. CEC Submission:  The CEC asserts that: 

“…the LTRP costs related to the Fuel Switch study are more 
appropriately classed as business development expenses and are not 
appropriately included in regulatory costs, since they do they [sic] 
provide any particular benefit to core steam service ratepayers.”  [para 
301] 
 

Response:  Creative Energy does not understand how the CEC can characterize a study of 

resource options for existing customers as “business development”.  The study focussed on 

low-carbon options for existing load.  Given economies of scale in thermal energy supply and 
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in particular economies of scale from a fuel switch for core customers, Creative Energy did 

consider potential additional loads.  But the study report and record are clear that the primary 

focus of the project was existing customers. 

Creative Energy also vehemently disagrees with the assertion that the study costs do not 

“provide any particular benefit to core steam service ratepayers”.  First, all utilities in the BC 

undertake long-term strategic planning, the cost of which is recoverable in rates. Historically 

Central Heat has had virtually no internal staff time or resources dedicated to long-term 

planning.  Second, the existing steam system is over 50 years old and requires various 

renewals and upgrades.  Third, the Clean Energy Act is clear that utilities in BC must consider 

carbon reductions.  Fourth, all of Creative Energy’s customers face carbon taxes, and also the 

growing prospect of higher carbon taxes or other regulations (not only based on City of 

Vancouver targets and commitments, but targets and commitments of all levels of 

government).  Fifth, some of Creative Energy’s customers are public sector entities who 

already face additional costs associated with purchasing carbon offsets under BC’s carbon 

neutral government requirements.  Sixth, some existing customers have already implemented 

much costlier low-carbon energy sources in response to their unique market drivers and other 

customers have expressed interest in low carbon energy.  Seventh, there are very stringent 

requirements emerging for new development in Vancouver.  Even for existing customers with 

no desire for carbon reductions or no desire to pay any premium for carbon, points six and 

seven are still of concern because there are both sunk costs in the system and economies of 

scale.  Retention of existing customers and the addition of new customers clearly benefit 

existing customers through shared overheads and shared sunk distribution costs.  Accordingly. 

it is odd that the CEC would expect a utility not to undertake long-term planning and for that 

long-term planning not to consider low carbon energy (particularly when the form and cost of 
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conventional energy is clear and well established), or to argue that Creative Energy 

shareholders should bear the risk of proactive planning (particularly in light of the CEC’s 

assertions that Creative Energy’s existing customers have no choice but to take service from 

Creative Energy).  

32. CEC Submission:  The CEC ends its comments regarding the LTRP costs by recommending: 

“… that the Commission disallow all actual costs in excess of approvals 
by the Commission or subsequent finding of prudently incurred costs.”  
[para. 303] 
 

Response:  It is noteworthy that, apart from its assertion that the Fuel Switch study costs are 

“business development” expenditures, the CEC make no substantive submissions regarding 

the reasonableness of the LTRP costs. 

Creative Energy has already provided its submissions on why the cost of the Fuel Cost study 

are not unreasonable in relation to the size of the utility and the size of the project.  However, 

Creative Energy wishes to reiterate these points in light of the CEC’s position that these costs 

should be disallowed as “business development” expenditures that “do not provide “any 

particular benefit to core steam service ratepayers”: 

• The Fuel Switch study built on past studies (paid for by others). 

• Creative Energy sought and obtained the highest level of grant funding available, a 
testament to both the concept and study design.  

• The study answered many questions of general relevance including current and 
prospective steam loads;  policy and other market drivers for low carbon energy vs. 
gas-fired energy; technically viable sources of low carbon energy for a steam 
system; prospects for switching from steam to hot water distribution (to increase 
system efficiency and open up possibilities for other forms of low carbon energy); 
long-term forecasts of gas and carbon prices; plant location and routing options 
(which integrate with considerations of load growth); integration with surrounding 
systems; impacts of multiple plants on capital requirements, redundancy, 
reliability, resilience, operator requirements, etc.; and assessment of other low-
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carbon alternative including on-site customer alternatives and benchmarks with 
other low-carbon utilities).  

• The study included in-depth interviews with specific customers and stakeholders, 
which should be part of any normal utility planning. 
 

As noted in response to BCUC IR 47.65, the annual study and LTRP filing costs between 2013 

and 2017, net of grants, amounted to 1.4% of the steam tariff revenue requirement (0.7% of 

gross revenues including fuel recovery).  Creative Energy maintains this is a reasonable level of 

costs to address the range of issues noted above, particularly in light of the fact that utility had 

never done such analyses prior to the acquisition of Central Heat  by Creative Energy, and had 

no in-house staff dedicated to long-term planning.  Moreover, while Creative Energy considers 

this a reasonable amount of spending on long-term planning for a small utility (which does not 

have the benefit of economies of scale in long-term planning of much larger utilities), Creative 

Energy also notes that these costs are not ongoing but periodic in nature. 

 

BCOAPO ARGUMENT 

33. BCOAPO Submission:  BCOAPO notes as follows: 

“BCOAPO notes that while, at the point of entry, Creative operates in a 
limited competitive market in that a prospective customer can choose 
between the Utility or one of its competitors, after the building is 
added to any thermal system such as the one provided by Creative, 
they become a de facto monopoly: no one realistically sees the 
provider as continuing to operate in a competitive market in regards to 
that customer building.”  [page 2] 
 

Response:  Creative Energy would agree with BCOAPO with respect to the connection of a 

new building under a long-term contract (whether that connection is to a district system or an 

                                                
5 Exhibit B-12. 
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on-site system).  Heating systems are capital intensive and once investments are sunk there 

are reasonable limits on switching and little economic incentive to switch, at least initially.  

Creative Energy would also note that it is most often the developer or landlord making this 

initial decision on behalf of future ratepayers, and ultimate consumers have or exercise little 

choice over heating systems given limited real estate (location) choices, high real estate costs, 

and numerous other considerations that go into decisions about where to live or do business. 

However, Creative Energy disagrees with respect to the relevance of this to its existing 

customer base.  The facts are that i) the majority of Creative Energy’s customers were 

connected many years ago and virtually all of them are on month to month contracts; ii) some 

customers have in fact added or completely switched to on-site alternatives (both gas 

alternatives and more costly low-carbon alternatives such as electric boilers or heat pumps, 

notable examples being BC Hydro’s headquarters and a large portion of Pacific Centre Mall); 

and iii) Creative Energy cannot charge different rates for existing and new customers (unlike 

Stream A TES utilities which can negotiate site-specific rates that differ and in fact do not need 

to bear any direct relationship to cost of service under the Commission’s light-handed 

regulation of Stream A utilities) and, as noted by BCOAPO, Creative Energy does compete for 

new customers and those rates must be less than the cost of new systems (which means they 

must also be less than the cost of new systems for existing customers).  It is simply not the 

case that customers have no technical or economic choices, particularly given the age of the 

system and lack of long-term contracts. Creative Energy would also note that in a small 

integrated system where decisions by a handful of customers can have large impacts on rates 

and/or returns, not every individual customer must have or feel they have choice for Creative 

Energy to face market discipline by those that do. 
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34. BCOAPO Submission:  BCOAPO also notes that: 

“…from a ratepayer perspective those who buy or rent in Creative-
serviced buildings have no right to seek out and then receive a 
competitor’s service, no matter how unhappy they are with their rates, 
the reliability of their service, or the quality of customer service they 
receive.”  [page 2] 
 

Response:  Creative Energy concurs, but again this applies to all forms of energy provided in 

multi-owner or multi-tenant buildings and it applies whether thermal energy is provided on-

site (by the owners collectively or by a third party) or off-site (by Creative Energy).  But this 

does not alter the fact that Creative Energy’s customer (the building owner or owners as a 

whole) have technical and economic alternatives. 

35. BCOAPO Submission:  BCOAPO submits that: 

“In BCOAPO’s view, it is essential to calibrate the first year of any 
indexed plan, no matter what it is called, with the actual rate base: the 
actual return on equity and debt and the actual capital depreciation.  In 
our submission, this is known.  Absent any information to the contrary, 
it is more than reasonable to use the 2017 actual closing rate base as 
the 2018’ opening and that is what we submit should be used to 
determine the 2018 capital costs and taxes (equity, debt, depreciation, 
associated income and capital taxes for 2018) rather than a forecast.”  
[pages 2 and 3] 

 

Response:  The IBR mechanism uses Creative Energy’s 2017 Revenue Requirement that was 

approved by the Commission in it 2016 - 2017 RRA Decision.  The 2017 costs that make up the 

2017 Revenue Requirement, including the 2017 rate base and capital related costs, were 

subject to extensive review by the Commission and intervenors in the 2016 - 2017 proceeding.  

Creative Energy submits that using the approved 2017 costs, including the approved 2017 rate 

base, is a fair and reasonable approach.  Actual capital additions in any particular year will vary 

from forecast for a variety of reasons, including the timing and prioritization of maintenance 
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work, obtaining required permits and the time required to complete a project.  Maintenance 

work in 2017 was no different in this regard and in that particular year actual capital additions 

turned out to be lower than forecast due to delays in some of the major projects due 

conflicting project demands and delays in completing projects due to weather conditions and 

obtaining City approvals.  Nevertheless, these projects still need to completed, along with the 

other planned maintenance work (primarily on the distribution system) over the five-year IBR 

period. Creative Energy’s projected actual capital for 2018 is in excess of the average annual 

forecasted during IBR period due to the delay and carryover of some 2017 projects6. 

As noted above in response to the CEC’s submissions, the $1.27 million for 2017 capital 

expenditures reflected in the 2017 Revenue Requirement is well within the level of actual 

capital expenditures between 2011 and 2016 ($1.06 million on average per year) and, more 

importantly with regard to the IBR rates, even lower that forecast capital expenditures 

between 2018 and 2022 ($1.49 million on average per year). 

36. BCOAPO Submission:  BCOAPO make a number of submissions regarding annual and mid-

term reviews (pages 4 to 7) and states that: 

“BCOAPO is not persuaded that the arguments advanced by the 
applicant against any reporting or mid-term review on the grounds of 
costs have any merit, not that its arguments against this reporting on 
any other basis have any basis in law, logic, or the duty owed to the 
public by this Commission.  It would, in our submission, be entirely 
improper to operate in this manner during a period of light-handed 
regulation like the proposed IBR.”  [page 5] 
 

Response:  Creative Energy is not proposing that there be no reporting during the IBR period.  

Creative will make rate adjustment filings by October 1 of each year to seek Commission 

                                                
6 Exhibit B-12 BCUC IR 40.11 
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approval of Steam Rates for the next year based on the IBR mechanism.  Creative Energy will 

also continue to file an annual report and audited financial statements with the Commission in 

April.  The annual report that Creative Energy is required to file with the Commission contains 

detailed financial information, including information regarding rate base, cost of capital, 

depreciation, income taxes, O&M expenses, steam revenue and net income.  Creative Energy 

believes that these filing will continue to allow for an appropriate level of review of Creative 

Energy’s operations and costs and revenue over the IBR period. 

With regard to mid-term reviews, if the Commission approves the IBR mechanism then 

Creative Energy does not believe that any formal mid-term reviews would be required, and that 

the information that Creative Energy will be filing with the Commission will continue to allow 

for appropriate oversight of the utility by the Commission. Creative Energy is a small utility and 

the proposed IBR mechanism is much simpler than the form of PBR applied to large utilities 

such as FEI (most notably Creative Energy’s IBR proposal is a form of price cap, with far more 

risk transferred to Creative Energy versus the form of revenue cap established for FEI).  The 

Commission, of course, always has the ability to request additional information and undertake 

reviews as it considers appropriate. And as noted below the Commission will continue to 

consider any complaints from customers regarding service quality. In addition, if the 

Commission were to determine that the type of ROE rate adjustment mechanism discussed by 

Creative Energy in its Final Argument would be appropriate as part of the IBR proposal, then 

that mechanism itself would constitute a form of review. 

37. BCOAPO Submission:  BCOAPO make a number of submissions regarding Service Quality 

Indicators (“SQI’s”) and states that: 

“Service Quality Indicators are tools used during periods of light-
handed regulation to assist regulators in fulfilling their responsibility to 
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ensure that monopolistic utilities are not setting excessive prices, 
providing an inadequate or unsatisfactory quality of service, or both.”  
[page 8] 

 

Response:  With regard to price setting, under the IBR mechanism Steam Rate increases will 

be being limited to the annual inflation index factor.  The rate adjustments will be fully 

transparent and approved each year by the Commission.  Unlike perhaps in the case of utilities 

that are permitted to set or adjust their own rates under a scheme of light-handed financial 

regulation or have complicated PBR methodologies, it is difficult to see how SQI’s are 

necessary to ensure that Creative Energy is not setting rates other than the very rates 

approved by the Commission under the IBR mechanism. 

With regard to quality of service, as a small utility Creative Energy believes that its system 

reliability and customer service has been a long-standing differentiator in the market place.  

Creative Energy has not had an unplanned service interruption in over thirty years.  Creative 

Energy also has a small customer base, meets with all of its individual customers on a regular 

basis and has a clear understanding of their needs and issues.  As many customers have other 

options for thermal energy that are cost competitive, Creative Energy is always striving to 

maintain high levels of system reliability and excellent customer service and will continue to do 

so under the IBR mechanism. 

Creative Energy has reviewed the SQI’s of FEI. In a small system like Creative Energy’s steam 

system, with a handful of operating staff and about 200 customers, it is difficult to see what 

value statistically-derived SQIs provide over a complaints-driven approach to service quality, 

particularly when all Creative Energy’s steam customers are served from a single plant. The 

Commission has accepted a complaints-driven approach for on-site TES utilities. Creative 

Energy submits that from the perspective of an individual customer there is no distinction 
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between an on-site provider or an off-site provider such as Creative Energy. In fact, because an 

issue in an integrated system is likely to affect multiple customers simultaneously, Creative 

Energy has far greater incentive than an on-site TES utility to deal with issues before they 

result in multiple customer issues and complaints. 

The fact remains that Creative Energy’s customers have received high levels of reliability and 

customer service for many years without SQI’s, including during periods when there was no 

direct oversight of Creative Energy’s rates.  The IBR mechanism was designed to create a 

simple and predictable methodology for setting fair and reasonable rates, that would reduce 

regulatory burden to the benefit of all stakeholders.  While Creative Energy understands the 

conceptual appeal of SQI’s, it does not believe there is any added customer value in 

introducing a new requirements to establish and report on SQI’s in conjunction with the IBR 

methodology given the number of steam customers and the fact the Commission has already 

accepted a complaints-driven process for on-site TES utilities. 

 

 

 

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

Dated August 20, 2018 
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