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REQUESTOR: Commission Counsel (Mr. Fulton) 
 
 
QUESTION: 
 
Please confirm the following: 
 
1) With regards to the response to BCUC IR 1.48.3, Exhibit B-3, please confirm that if a 

regulatory asset were not created for DSM expenditures, they would be expensed in 
the current year. 

 
2) With regards to the testimony of Mr. Wong in BC Hydro’s F2009/F2010 Revenue 

Requirements Application (F09/F10 RRA) hearing (Exhibit A-2-10), please confirm 
that the use of regulatory accounts would not be applicable under the current 
International Financial Reporting Standards (IFRS) rules. 

 
3) Does BC Hydro agree that IFRS currently does not explicitly permit regulatory 

accounts? 
 
4) If the regulatory accounts in F2012 were not allowed under IFRS, but BC Hydro 

continued to defer the recovery of DSM expenditures over a 10 year period, would 
that cause lower earnings in the financial statements since these costs must be 
expensed? Would this in turn cause BC Hydro to have an earnings disconnect 
between the regulatory schedules and the IFRS financial statements? 

 
5) Would a shorter amortization period reduce the disconnect between the regulatory 

expenses and the financial statement expenses under IFRS? 
 

With respect to the discussion on DSM amortization noted on Transcript Volume 13, 
Page 2366, Lines 7 to 13 and Commission Order No. G-55-95 (Exhibit A2-10): 

 
6) Please confirm that BC Hydro has not followed the Uniform System of Accounts 

because it has taken the position that it does not apply to it. 
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7) Hypothetically, if Order No. G-55-95 did apply to BC Hydro, how would the DSM 

expenditures that were placed in a regulatory account (a regulatory asset) meet Item 
2, sub-paragraph (b) of that Order which directs that program costs, indirect 
administration costs, and allocated overhead shall be deferred according to the intent 
of section 3450, Research and Development Costs, of the Canadian Institute of 
Chartered Accountants (CICA) Handbook. 

 
8) In BC Hydro’s view, with respect to Exhibit B-1, Page 3-1, Lines 24 to 25, does the 

statement "... but did not include general rate increases which are a load forecasting 
issue" mean that amortization of DSM costs which impacts rates is a load forecasting 
issue? Does BC Hydro have an additional accounting explanation? 

 
9) With respect to the following excerpts from the response to BCUC IR 1.115.6, Exhibit 

B-3, does BC Hydro agree that the concept mentioned is not an accounting concept 
or an accounting principle according to GAAP? "The purpose of amortizing DSM 
costs is to match DSM costs and benefits over time. ...However, an approach that 
expensed DSM costs would deviate from the concept of matching expenditures with 
the time period when the resulting benefits are realized." 

 
10) Please explain why there should be a variance from the recommendation in the 

CICA Handbook. 
 
 
RESPONSE: 
 
1) Confirmed. 
 
2) Confirmed. Regulatory accounts for financial reporting purposes are currently not 

applicable under the IFRS rules but may still be applicable for rate setting purposes. 
 
3) Currently IFRS do not explicitly permit regulatory accounts for financial statement 

purposes. 
 
4) As IFRS are still changing, and the many other possible implications of IFRS are still 

being assessed, specific impacts on earnings due to any one year’s DSM 
expenditures would be conjecture. However, all else being equal, expensing DSM 
costs as incurred, as opposed to deferring and amortizing over 10 years, would lower 
IFRS reported earnings in the first year, but then would increase earnings in the 
following nine years. Accordingly, there would be a difference between earnings 
reported on the regulatory schedules and the IFRS financial statements. 

 
5) Yes, a shorter amortization period would reduce the difference between the 

regulatory expenses and the financial statement expenses under IFRS. 
 
6) BC Hydro does not confirm that it has taken the position that the BCUC Uniform 

System of Accounts for Electric Utilities does not apply to it. During the F09/F10 RRA 
oral hearing, BC Hydro explained that with the implementation of a new financial 
system and the move to IFRS, BC Hydro is “in the process of developing a system to 
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allow us to match our activities to the code of accounts represented by the BCUC 
uniform system of accounts.” (T7: 1088/5-8) and testified that BCUC staff recognized 
the difficulties that BC Hydro has encountered in matching to the Uniform System of 
Accounts. (T7: 1092/17-22) 

 
7) For clarity, BC Hydro recognizes that BCUC Order No. G-55-95 does apply to it. 

Section 3450 of the CICA Handbook, referred to in Appendix A, item 2, 
subparagraph (b) of Order No. G-55-95, has been withdrawn and replaced by 
Section 3064, Goodwill and Intangible Assets. The impact of both the previous and 
new standards is that costs that BC Hydro currently places in the DSM regulatory 
account would not meet capitalization criteria and thus be eligible for deferral. 

 
8) Amortization of DSM which impacts rates is not considered a load forecasting issue, 

any more than any other expenditure item that impacts rates would be a “load 
forecasting issue.” BC Hydro has no further accounting explanation to add. 

 
9) Deferring and amortizing DSM costs is an accounting concept supported by the rules 

provided under Canadian GAAP that outline the criteria for creating regulatory 
accounts. The matching of expenditures with the time period when the resulting 
benefits are realized reflects the economic realities of rate-regulated operations, is 
the rationale for supporting regulatory accounting practices, and promotes 
inter-generational equity for rate-payers. 

 
10) For clarity, BC Hydro presumes the question about the variance refers to the use of a 

regulatory account for DSM costs. As regulatory accounts are currently accepted 
under Canadian GAAP, there is no variance from the CICA Handbook. Once IFRS 
rules and definitions are finalized and BC Hydro’s IFRS impact assessment has been 
completed, BC Hydro may determine that regulatory accounts continue to be 
required for rate-making purposes. 


