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46. Reference: Exhibit B-9, CEC 1.1.1 

RESPONSE: 

Generally, a failure of the Waneta Transaction to complete would not result in any 
of BC Hydro, Fortis Inc., or Teck suffering any legal liabilities. However, Teck 
would be free to enter into another transaction for the sale of Waneta with other 
third parties, including Fortis Inc. Tack's rights to enter into such a further 
transaction would not be subject to BC Hydro's ROFO rights for a 12-month 
period after the termination of the Waneta 2017 Transaction. 

46.1. Does BC Hydro have ROFO rights after 12 months following the termination of the 
Waneta 2017 Transaction? Please explain and elaborate on any r_estrictions that might 
apply at that time. 

47. Exhibit B-9, CEC 1.1.2 

1.1.2 Please provide BC Hydro's viev.;s of the Commission's options in 
denying all or part of the Application. 

RESPONSE: 

The Commission can issue all, none, or some of the requested orders. It could not 
compel a new transaction between Teck and BC Hydro, or between Teck and any 
other third-party. Subject to the terms of such a new transaction, the Commission 
may not have any jurisdiction in regard to it. 

4 7 .1. Please explain under what circumstances and why the Commission might not have any 
jurisdiction in regard to a new transaction. 

{ 00946348; I) 
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48. Reference: Exhibit B-9, CEC 1.2.1 

1.2.1 When does BC Hydro expect to update tl1e 2013 Integrated 
Resource Plan? 

RESPONSE: 

Tl1e timing of BC Hydro's next IRP will be informed by t11e Government's review of 
BC Hydro and the energy roadmap development. 

48.1. Does BC Hydro require completion of the Government's review of BC Hydro and/or the 
energy roadmap development to update its Integrated Resource Plan? 
48.1.1. If yes, please explain why this is necessary. 
48.1.2. When does BC Hydro expect to complete the Government's review of BC Hydro? 

48.2. When does BC Hydro expect to complete the energy roadmap. 

49. Reference: Exhibit B-9, CEC 1.3.4 

1.3.4 Why did BC Hydro elect not to participate in a bid with the third 
party? Please explain. 

RESPONSE: 

Tl1rougl1 discussions with the Third-Party, BC Hydro came to realize that if the 
Third-Party bid, (as contemplated by the third-party at the time), was ultimately the 
winning bid, then BC Hydro expected we otherwise would have been able to 
acquire Teck's two-thirds interest in Waneta through a ROFO sale notice process 
at a price at least equal to and likely lower than the price being offered by the 
Third-Party to Teck. 

49 .1. Please confirm that BC Hydro's response assumes that without BC Hydro the Third party 
bid would not win, and a lower price would prevail allowing for the ROFO to meet a 
lower price. 
49 .1.1. If not, please explain how BC Hydro could have acquired a lower price under the 

ROFO if the ROFO required BC Hydro to at least meet what would presumably 
be the highest bid? Please explain and use a theoretical example if necessary. 

49.2. If BC Hydro had participated in the bidding process with the Third party, and the bid did 
not win, would BC Hydro have been precluded from utilizing its ROFO? Please explain. 

{ 00946348; 1} 
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50. Reference: Exhibit B-9, CEC 1.4.3 and BCSEA 1.19.5 

1.4.3 Please confirm that if Fortis wished to purchase the dam, and was 
aware that BC Hydro had a right of first offer, it could be perceived 
to be more in Fortis' interest to make a less favourable agreen,ent 
than if BC Hydro did not have the right of first offer, because a 
highly favoLirable agreement would likely be met by BC Hydro. 

RESPONSE: 

The Sale Notice was only issued upon Teck reaching a binding agreement with 
Fortis Inc. In the event that BC Hydro did not elect to exercise its ROFO rights, 
Fortis Inc. would have been required to complete the transaction. Given the 
binding nature of the agreement, it is difficult to envision a situation where 
Fortis Inc. would agree to a less favourable transaction in the hopes of BC Hydro 
electing to exercise the ROFO. 

Please refer to BC Hydro's response to BC SEA IR 1.19.5. 

RESPONSE: 

BC Hydro agrees that third parties would have taken into account other potential 
buyers' {potentially including BC Hydro) estimate of the value of the Waneta 
Assets in preparing any offers to purchase the Waneta Assets, including the value 
{or impact) of BC Hydro's ROFO rights under the COA. 

50.1. The CEC's question contemplated Fortis Inc. agreeing to a less favourable transaction in 
the hopes of avoiding having BC Hydro exercise its ROFO. Please confirm that given 
Fortis Inc.'s awareness of BC Hydro's ROFO it would likely be considered to be in its 
interest to present its highest possible offer both to secure the bid initially and avoid 
having BC Hydro exercise its ROFO. 
50.1.1. If not confirmed, please explain why not. 

{ 00946348; 1} 
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51. Reference: Exhibit B-9, CEC 1.6.1 and 1.6.3 

RESPONSE: 

No, BC Hydro could not handle all costs and revenues related to the Waneta 2017 
Transaction in one regulatory account as suggested in the IR. The reason for this 
is that, as noted in Appendix N, page 14 of the Application, BC Hydro finances on 
a portfolio basis and thus there would be no debt (and thus no finance charges) 
directly attributable to the Waneta 2017 Transaction. This is further complicated 
by any hedging by BC Hydro, also done on a portfolio basis, and amounts that will 
reside in the Debt Management Regulatory Account, some of which could be 
related to the Waneta 2017 Transaction. As a result, it is not possible to accurately 
segregate forecast or actual finance charges (or amounts in the Debt Management 
Regulatory Account) related to a specific project such as the Waneta 2017 
Transaction. 

Additionally, it will be difficult for BC Hydro to accurately segregate amortization 
variances related to Teck incurred-capital associated with the Waneta 2017 
Transaction and capital incurred by BC Hydro in respect of the Waneta Assets. 

Notwithstanding the above-mentioned concerns, BC Hydro is not aware of any 
issues that would prevent the Commission from ordering BC Hydro, as a matter of 
law, to account for the Waneta 2017 Transaction in a single regulatory account. 

Please also refer to BC Hydro's response to BCUC IR 1.57.3. 

RESPONSE: 

BC Hydro recognizes the intergenerational equity concern with the approach 
proposed in the Application as this may result in a shorter recovery period for 
revenues that BC Hydro will be required to recognize related to capital 
expenditures incurred by Teck. However, as noted in section 1.5.3.2 of the 
Application, BC Hydro expects the annual incremental revenue and offsetting 
amortization will be relatively modest amounts - not more than a few million 
dollars in any given year compared to a revenue requirement in the order of 
$6 billion. 

As noted in BC Hydro's response to BCUC IR 1.57.5.2, if BC Hydro's request was 
not approved, BC Hydro would recognize revenues equal to the capital 
expenditures incurred by Teck in the year the capital expenditures are incurred. 
BC Hydro would capitalize the expenditures and amortize (expense) the costs of 
the capital asset over the useful life of the asset. This would result in a timing 
difference between the recognition of the revenues and the recognition of the 
expenses which would impact intergenerational equity more than would be the 
case under BC Hydro's request in the Application. 

Please also refer to BC Hydro's response to CEC IR 1.6.1 for further information 
regarding the use of a single regulatory account for the Waneta 2017 Transaction. 

51.1. Please describe BC Hydro's concepts of the intergenerational issues for the Waneta 2017 
Transaction. 

(00946348;1) 
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51.2. If the Transaction is primarily to acquire beneficial assets for the Post-lease period, why 
would it not be appropriate for post-lease customers to pay for it? Please explain. 

52. Reference: Exhibit B-9, CEC 1.10.1 

1.10.1 Please elaborate on why the inability to deliver a section 16.1 
election pursuant to the Income Tax Act results in a $3 million 
premium in the purchase price over Fortis' purchase price. 

RESPONSE: 

BC Hydro's inability to make an election under section 16.1 of the Income Tax Act 
does not alone result in a $3 million premium in the purchase price over 
Fortis lnc.'s purchase price. 

Clause 2.5 of the Waneta Purchase Agreement includes a requirement to increase 
the purchase price by $23 million if Fortis Inc. or BC Hydro is not able to make an 
election under section 16.1 of the Income Tax Act. 

Section 3.2.3 footnote 80 of the Application explains the $3 million difference 
between BC Hydro's purchase price and the Fortis Transaction price. The 
difference results from a decrease of $20 million to reflect the absence of the 
Transmission Assets from the initial purchase in the Waneta 2017 Transaction, 
and an unrelated increase of $23 million to reflect that BC Hydro is unable to make 
an election under section 16.1 of the Income Tax Act. 

52.1. Please explain what a section 16.1 election is in the Income Tax Act and why BC Hydro 
was unable to deliver this. 

52.2. Please explain why it resulted in a $23 million difference to the purchase price. 

53. Reference: Exhibit B-9, CEC 1.10.2 and 1.10.4 

{00946348; 1} 

1.10.2 

RESPONSE: 

Are the excluded transmission assets integral to the value of the 
assets as operated by T eek? 

By "excluded transmission assets" in this IR, BC Hydro understands this to mean 
the Transmission Assets, which were included as part of the Fortis Transaction 
that BC Hydro will be purchasing at the end of the Lease. The Transmission 
Assets consist of Line 71, Lines 14 to17, Emerald Switching Station and Waneta 
Hydro Station. BC Hydro believes that Teck places a significant option value on 
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market access provided by these assets, both for imports to serve potential load 
deficits and for exports to market potential excess power. For the Lease Period, 
BC Hydro is satisfied with the transmission rights as provided currently under the 
COA for our one-third interest in Waneta and these rights are included in the 
Waneta Transmission Agreement. Upon expiration or termination of the Lease, the 
Waneta Transmission Agreement provides for the sale of these Transmission 
Assets to BC Hydro to ensure BC Hydro can receive the full output of Waneta 
generation under certain circumstances. For example, if the smelter load ceases 
operations additional transmission capacity may be required. 

1.10.4 

1.10.4.1 

RESPONSE: 

Could the excluded transmission assets be valuable to BC Hydro 
if acquired? 

If so, please explain and quantify the value. 

As provided in section 6 of the Transmission Agreement Term Sheet, BC Hydro 
will pay Teck $20 million (in dollars of the day) for the Transmission Assets at the 
expiration or termination of the Lease. For the estimated cost for BC Hydro to 
rebuild the Transmission Assets to their current capacity, please refer to 
BC Hydro's response to BCUC IR 1.41.13. Please also refer to BC Hydro's 
response to CEC IR 1.10.2. 

53 .1. Recognizing that BC Hydro is satisfied with transmission rights as negotiated, what, if 
any, additional value could BC Hydro have made for ratepayers by purchasing the 
Transmission Assets as provided for under the Fortis Inc. transaction agreement? 

53.2. Was the deferral of the purchase of the Transmission Assets at Teck's request? Please 
explain. 

53.3. To the extent that Teck was able to negotiate changes to the Fortis Inc. agreement, could 
BC Hydro also apply for changes to the Agreement? Please explain why or why not. 

{ 00946348; 1} 
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54. Reference: Exhibit B-9, CEC 1.11.3 

1.11.3 

RESPONSE: 

Please discuss the implications of having a pre-established 
escalation rate rather than a rate that is adjusted periodically, such 
as every five years, to reflect market conditions. 

Utilizing a pre-established escalation rate will result in lease payments that are 
wholly predictable. Utilization of a rate that is adjusted periodically would result in 
lease payments that are less predictable beyond the period of adjustment. The 
level of variance in lease rates would depend on the market index selected as the 
basis for adjustments. 

It is possible that utilization of a rate adjusted for market conditions could protect 
BC Hydro against the risk that the cost of operating Waneta increases more 
rapidly than the 2 per cent escalation rate, or protect Teck against the risk that the 
cost of operating Waneta increase less rapidly than the 2 per cent escalation rate. 
However, this would require selection of a market index with high correlation to 
Waneta operating costs. 

Please refer to BC Hydro's response to CEC IR 1.11.1. 

54.1. Please provide BC Hydro's views as to whether or not it is likely that the cost of 
operating Waneta will increase more rapidly than the 2% escalation rate. Please 
consider BC Hydro's experiences with the cost of operating BC Hydro's other dams of 
similar vintage and condition, including costs of rehabilitation. 

55. Reference: Exhibit B-8-2, BCUC 1.5.1 and Exhibit B-9, CEC 1.26.7.2 

1.5.1 Please provide the Moody's assessment of the yearly probability 
of Teck ResoLirces Limited clefaL1lting over the next 10 years and 
elaborate on the main findings of that report. 

RESPONSE: 

The Teck Resources cumulative default probabilities were sourced from Moody's 
Analytics Inc. (Moody's) data. Moody's uses a proprietary analytical model to 
calculate an annual probability of default for individual corporate entities. The 
calculation is based on a combination of macro, industry and firm specific factors. 
The probabilities were available for Teck Resources out to 10 years. 

The probabilities provided by Moody's represent the probability of an entity 
defaulting in a particular year in the future. The cumulative default probabilities 
were calculated using these as an input. As an example, the cumulative default 
probability for a three-year period are based on the individual year default 
probabilities for years one, two and three. 

Longer term default probabilities are fairly stable compared to the near term as 
they are impacted less by the current business cycle. Taking this into account we 
assumecl that the individual year default probabilities for years 11 to 20 would be 

{00946348;1} 
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Cumulative default probability for Teck Resources Limited 

(from Moody's CreditEdge as of Feb 28) 

{00946348;1) 

Cumulative Annual Default 

Default Probability Probability 

2018 1.0% 

2019 3.0% 

2020 5.1% 

2021 7.2% 

2022 9.2% 

2023 11.1% 

2024 13.0% 

2025 14.3% 

2026 15.4% 

2027 16.4% 

2028 17.4% 

2029 18.3% 

2030 19.3% 

2031 20.3% 

2032 21.2% 

2033 22.1% 

2034 23.1% 

2035 24.0% 

2036 24.9% 

2037 25.8% 

·J .26.7.2 

RESPONSE: 

1.0% 

2.0% 

2.1% 

2.1% 

2.0% 

2.0% 

1.9% 

1.2% 

1.1% 

1.0% 

1.0% 

1.0% 

1.0% 

1.0% 

0.9% 

0.9% 

0.9% 

0.9% 

0.9% 

0.9% 

In the event of clefault, please quantify tl1e worst case potential 
costs to BC Hyclro and contrast them witl1 tr1ose acljustecl by the 
tl1ircl-part}1 assessment of tl1e likelil1oocl of Teck defaulting in 
Section 4.4.3 

In the event of default, BC Hydro expects the potential additional costs to primarily 
result from BC Hydro taking on sole responsibility for ongoing operations and 
capital costs at Waneta rather than its one-third share. Capital costs are expected 
to be the most material of these two cost components. Please refer to the 
confidential attachment to BCUC IR 1.20.2 for BC Hydro's estimate of Teck's sl1are 
of future capital costs that BC Hydro would become responsible for. 

The potential to become fully responsible for Waneta operating and capital costs, 
as adjusted by the assessment of the likelihood of Teck default, is already reflected 
in the assessment of the risk of default in the Waneta 2017 Business Case. 
BC Hydro is therefore unable to provide the "contrast" requested. 
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55.1. Please provide the confidential materials provided to the BCUC, including BCUC 
1.20.2. 

56. Reference: Exhibit B-9, CEC 1.23.5 

'1.23.5 

RESPONSE: 

If Teck is importinQ pov,;er from US markets can BC Hydro benefit 
by selling its surplus to Teck rather than exprniin~J it to US 

markets? Please explciin and provide quantificcition of any benefits 
that could accrue. 

There is no current contractual arrangement for BC Hydro to swap Teck imports 
for BC Hydro exports. 

If sllch an agreement was made in the futllre, the benefits that could accrue would 
be dependent on the commercial terms. In general, the available benefits would be 
driven by the difference between Teck's import price and BC Hydro's export price 
(generally wheeling costs pills losses). Tl1e levellzed gap between these import 
and export prices Is approximately $16/MWh for the 20-year period following the 
initial Lease Period, as shown in the attachment to BC Hydro's response to 
BCUC IR 1.7.4 (refer to cells AB12 and AC12). 

56.1. Does BC Hydro have any plans to create such contracts with Teck? Please explain why 
or why not. 

{ 00946348; 1} 



- 10 -

57. Reference: Exhibit B-9, CEC 1.26.1 

L2G.1 Please elabornte on the substnntial rehabilitntion project lil<ely 
required at the end of the Lease Period. 

RESPONSE: 

The substantial rehabilitation project that may be required at the end of the Lease 
Period refers to the capital required to bring the project up to BC Hydro's standards 
at the end of the Lease Period, assuming that these capital projects do not occur 
during the Lease Period. Please refer to BC Hydro's response to CEC IR 1.26.2 for a 
discussion of the potential timing of tflls rehabilitation project. 

The scope of the potential rehabilitation project will depend on the condition of the 
Waneta Assets and BC Hydro's asset standards and capital allocation framework at 
the time. Based on information available at this time BC Hydro expects the 
rehabilitation project to Involve additional anchoring of the spillway pier and dam, as 
well as enhancements of the spillway gates and chute. 

57.1. Please provide an expected range of costs for additional anchoring of the spillway pier 
and dam. 

57.2. Please elaborate on the types of enhancements of the spillway gates and chute that might 
be required. 

57.3. Please provide an expected range of costs for the enhancements identified. 
57.4. Please provide an expected range of costs that might apply to the entire refurbishment 

required. 

58. Reference: Exhibit B-9, CEC 1.26.5 

'1,26.5 

RESPONSE: 

Would BC Hydro be any more or less likely to uncle1icJke the 
rel,abilitation project if BC Hyclro were in surplus versus belng in 
deficit Dt the time? Please explain. 

Waneta will be considered a "Key Facility" from a BC Hydro asset management 
point of view. Key Facilities represent the largest and most important generating 
facilities, and are generally the lowest cost source of generation. 

The Waneta rehabilitation project at the end of the Lease Period would need to be 
assessed against other projects across the portfolio to determine which represent 
the best value. Whether or not BC Hydro is in a surplus position, as a Key Facility, 
it is likely that Waneta would be a relatively lower cost generation source, 
meaning that investments in Waneta would be more likely to proceed. 

( 00946348; 1} 
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5 8 .1. To the extent that BC Hydro wished to proceed with rehabilitation of Waneta as a low 
cost Key Facility, would BC Hydro expect the rehabilitation to displace more expensive 
IPP energy? Please explain why or why not. 

59. Reference: Exhibit B-9, CEC 1.27.1 

(Present v,lue to F2.0l8 In$ mllllom) 

Position 
Tran,actio11 I BCH does not BCH doe, not 

Value Net of I purcha:e, purehase, 
ROFO Offer I Smelter not Smelter served 

Valuation Index LRB 

_ __ Price ___ 

1

. _ serml_by BCH ____ b_y_BCH ____ _ 
Deficit 38/ o (87~) 

LRMC (Clc;;n , Gas) Deficit 662 I O (682) 

lnJusl!lalTdriff(RS 1832) ltn111aterial 82 / ,ya rr/d 

-~-~:--~-~-:-~-~-,~-:::-:i~):->~t~~~~~p-ol-~t-c~-l--,--1-~-;~-~-:~--: -i-~t,~~~---+--t-- --- (~~} -- --
·J.27:1 Please elaborate on the assumptions to explain why BC Hydro 

would experience a negative Present Value under all scenarios 
except Market Prices (extrapolated) if BC Hydro die! not purchase 
Waneta and BC Hyclro se1vecl the smelter. 

RESPONSE: 

The primary driver of the results in the "BCH does not purchase, Smelter served 
by BCH'' column is the relative cost of new supply or market exports for the 
post-Lease Period as compared to BC Hydro's expected industrial tariff. 

BC Hydro expects to be in an LRB deficit position by tl1e end of the Lease Period. 
As a result, additional load as a result of the smelter being served by BC Hydro 
would result in incremental requirements for new resources. The cost of new 
resources is higher than the revenue that BC Hydro assumes we would receive 
from Teck's load (based on our expected industrial tariff), and as a result there are 
expected to be net costs (i.e., a negative present value) to ratepayers for the two 
LRMC scenarios. 

The table in the IR also considers two scenarios in which BC Hydro is in a net 
surplus position for the post-Lease period. In these cases the additional load 
would serve to reduce market exports. For the ABB Forecast, the lost revenue 
from market exports is expected to be greater than the revenue received from 
Teck's load, and as a result there are expected to be net costs to ratepayers. For 
the extrapolated Forecast, the lost revenue from market exports is expected to be 
less than the revenue received from Teck's load, and as a result there are 
expected to be net benefits to ratepayers. 

59.1. Please provide BC Hydro's assumptions as to its expected Industrial Tariff. 
59.2. Please update the table to include the cost of new resources in a deficit situation at both 

ABB and Extrapolated market prices. (ie. assuming BC Hydro acquired supply from the 
market instead of new clean resources). 

{ 00946348; 1} 
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60. Reference: Exhibit B-9, BSEA 1.12.2 

RESPONSE: 

BC Hydro would generally expect Teck to opt for the most cost-effective source of 
supply from the following three options: 

• BC Hydro supply (as available); 

• External market imports; and 

• Supply from a third party such as Fortis BC (as available). 

BC Hydro's forecast industrial tariff for the 20-year period following the initial 
Lease Period ($69/MWh, real dollars) is lower than forecast market import prices 
for this period ($80/MWh, real dollars). As a result we expect Teck utilizing 
BC Hydro supply following the Lease to be more likely than them utilizing external 
market imports. 

BC Hydro does not have access to a forecast of FortisBC industrial rates for the 
20-year period following the initial Lease Period and is thus unable to offer an 
assessment of the comparative likelihood of Teck obtaining supply from FortisBC. 

60 .1. Please provide the assumptions behind BC Hydro's forecast for the Industrial tariff as 
being $69/MWh, real dollars. 

61. Reference: Exhibit B-8, BCUC 1.19.3 and Exhibit B-9, CEC 1.19.2 and Exhibit B-1, 
Appendix N page 13 of 90 and Exhibit B-9, CEC 1.26.2 

Good Utility Practice - Good Utility Practice is used in the Waneta 2017 Business 
Case to generally refer to the level of investment in assets. Applying Good Utility 
Practice may result in different types of capital investments, which may result in 
assets with different L1sefL1I lives than may be the case when applying Leading 
Utility Practice. The assets would be amortized over their expected useful lives, 
which would be determined at the time the work is being considered. 

Operating Standard: 

The COPOA continues to require that the Operator exercise the degree of care and 
skill that an experienced dam operator would exercise In the conduct of its own 
affairs acting in accordance with good utility practice. This obligation provides a 
standard to which the assets must be operated and maintained based on 
regulatory requirements and commercial levels of risk tolerance. 

{00946348; I) 
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BC Hydro has reviewed the Teck capital forecast and carried om a technical due diligence 
process on the asset condition and expected capital requirements. Based on this due diligence 
BC Hydro has arrived at a base set of assumptions for the capital costs and project life. These are 
as follows:: 

\/vit!1in the lease Term: 

Teck's capital forecast as estimated by Hatch {although SCH is not responsible 

for these costs as they relate to the 2/3 Interest and they are thlls irrelevant to 

the modelling except in case of default;. 

Additional capital within the Lease Term of "$300 million for the full facility to 

reflect investments that are anticipated to be required based on BC Hydro's 

assessment of asset condition against current BC Hydro standards. Note that a 

portion of the5e costs would be con,ldered extraordmar1 capital with coots and 

shared by Teck, while BCH would be responsible for those projects rnnsidered 

1.1pgrades. Sharing of e:,traordinary capital costs is clone via pro-rating Teck's 

share based on tr1e ponion of the economic life cf the itwestment tl1at occurs 

during the Lease Term. 

Following the Lease Term: 

Ongoing generation sustainmg capital of approximate Iv S0.5 million per vear .. 

Transmission capital of approximately $'.l..5 million per \'ear reflecting an 

expected pole replacement program in this period. 

Rllnner refurbishments on Units 1, 2 and 4 at appro:<imately $12 million each. 

(Mote: all values above are in 2013 real dollars and are for the full facility) 
Further details on BC Hydro's capital forecast are provided in Appendi;.: 8. 

Based on BC H','dro'~. review of Tec!:'s capita! forecasts, during the Lease A.greemem period Teck 
is planning to irwest the amounts required to keep the asset operating for the term of the Lease, 
1Nhich rneans the purchaser will likelv have a substantial rehabilitauon project to u1,dertake 

following the end of the Lease Agreement. Due to this expected approach BC Hydro limits the 
economic life to 40 vears and applies no terminal value following this life as tile required 
investment to keep the asset operating may be comparable to the asset value. 

Given the higher level of investment and operating stand arc! assumed by BC Hydro, a longer 
economic life mav be obtainable and may provide additional vallJe to the base as,l!rnptions. Tl,e 

potential for extension of the project life through additional capital investment is discussed in 
the sensitivity ana!~•sis provided in Section 4.2.3. 

( 00946348; I} · 
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Please confirm t11at the substantial rehabilitation project at tl1e encl 
of the lease terrns is fully accounted for in the above assumptions 
of sustaining capital $0.5 million per year; tronsmission capital of 
approximately $2.5 million per year, and the runner refurbishments 
on Units ·1,2 and 4 at approximately $12 million per year. 

The assumptions provided in section 2.4 of the Waneta 2017 Business Case are 
for a scenario assuming leading utility practice. 

In the leading utility practice scenario the anticipated rehabilitation Is performed 
during the Lease Period, and is included in the capital amounts within the Lease 
Period. 

In the good utility practice scenario a portion of the anticipated rehabilitation is 
deferred until following the Lease Period. This would result in a portion of the 
major capital spending forecast in the Lease Period occurring during the 
post-Lease Period instead. 

61.1. Please rationalize BC Hydro's statements that (1 ). BC Hydro's base set of assumptions 
on capital due diligence and expected capital requirements assume 'Leading Utility 
Practice' in which the anticipated rehabilitation is primarily performed during the Lease 
Period and included in the capital amounts within the Lease Period, with (2) BC Hydro's 
statements that Good Utility Practice is used in the Waneta 2017 Business Case to 
'generally refer to the level of investment in assets' and is the established level of 
Operator Care. 

61.2. Please provide the expected capital requirements assuming 'Good Utility Practice' 
together with quantification of the expected rehabilitation requirements. 

62. Reference: Exhibit B-1, Appendix N, page 32 of 90 and Exhibit B-9, CEC 1.35.1 

{00946348;1} 

I he ba~r ;,•;sumption nt ~ 40-vrar ;,r;~et lift=> .:ind rapitc1I fnrPrn,t rnrre,ponrling tn 

Leading Utility Practice 

A scenario where the co~t of major (>$5M) cilpitol works ore increased by 50% 

A 5cem1rio where Uiere b ctn unanticipated rnajor Cd pi Lal project ir1 year 21 (e.g. a $200 

mllllon proJect to upgrade the wrnwav capacltVl 
A srenarin wherP the additional capital work, expPrterl tn he n=,q11ired to rne1ct HC Hvrlro 

;tandar-ds are not required (i.e. the Good Utility Practice approach as specified under 

the CO/\ is sufficient to meet BC Hydro rcquiren.cntB), .:md continue, to use ;:i 110 ye Jr 

a$set life. 

A scenc11 lu wlie1e BC Hydro ddopl, ct Lec1dlng Utility Priictlce approad1 to LdPILdl 

spending and extends the asset life to 70 years. 
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1.35.1 Please elaborate on and distinguish between the reqL1irements of 
the base assumption of a 40-year asset life and capital forecast 
corresponding to Leading Utility Practice (first bullet) and a 
'scenario where BC Hydro adopts a Leading Utility Practice 
approach to capital spending and extends the asset life to 
70 years (last bullet). 

RESPONSE: 

The life extension forecast (last bullet) is described in section 2 of Appendix B to 
the Waneta 2017 Business Case. 

The 40-year asset life with leading utility practice (first bullet) is described in 
section 3.1 of Appendix B to the Waneta 2017 Business Case. 

The main difference between these two forecasts is the level of investment in the 
generation, electrical and mechanical assets. In the 40-year asset life scenario 
investments are made that are sufficient to maintain a 40-year asset life. In the life 
extension scenario investments are made to extend the life beyond 40 years. 

RESPONSE: 

The life extension forecast (last bullet) is described in section 2 of Appendix B to 
the Waneta 2017 Business Case. 

The 40-year asset life with leading utility practice (first bullet) is described in 
section 3.1 of Appendix B to the Waneta 2017 Business Case. 

The main difference between these two forecasts is the level of investment in the 
generation, electrical and mechanical assets. In the 40-year asset life scenario 
investments are made that are sufficient to maintain a 40-year asset life. In the life 
extension scenario investments are made to extend the life beyond 40 years. 

62.1. What is the asset life under a Good Utility Practice assumption where the Good Utility 
Practice is not sufficient to meet BC Hydro requirements? 

{00946348;1} 
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63. Reference: Exhibit B-1, Appendix N, page 13 of 90 

Based on BC H•,dro's review· of Teck's capital forecasts, during the Lease Agreement period Teck 
is planning to invest the amounts required to keep the asset operating for the term of the lease. 
which means the purci1aser will likel)' have a substantial rehabilitation project to undert.~ke 

fellowing the end of the lease Agretment. Due to this ex.pectecl approach BC Hl•dro limits the 
economic life to 40 years and applies no terminal value following this life as the required 
investment to keep the a,sset operating may be comparablt to the asset value. 

Given the higher levtl of investment and optrating standard assumed by BC Hydro, a longer 
econornic life may be obrnina!Jle and ma')' provide additional value to the bose assumptions. The 

potential for extension of the project life throl1gh additional capita! investment is discussed in 
the semitrvity analysis prov1cled 1n Stction 4.23. 

Note that with respect to its ownership of tht 1/3 lntert,t and under the COA, BC Hvdro will 
rttain the ability i:o havt a vote on the Operating Committee and the ability to inilutnce 

decismns on capital expenditures. Decisions on tilt Operating Committee ri:quirt ti,t·,er majority 
or unanimous decisions. See Table 2 for an ovcr,iew of these deci,mn,:;. 

63 .1. Has BC Hydro considered the potential costs for decommissioning the dam if the asset is 
at the end of its economic life following the Lease period? 

63.1.1. If yes, please provide the potential decommissioning costs. 
63 .1.2. If not, please explain why not. 

64. Reference; Exhibit B-9, CEC 1.26.3 

1.26.3 

RESPONSE: 

Why is the timing of the rehabilikition project conclitionc:11 upon the 
term of the Lease rather t11an the condition of the asset? Pleuse 
explain. 

The statement that BC Hydro expects to undertake a substantial rehabilitation 
project at the end of the Lease Period reflects that BC Hydro expects to become 
the Operator upon expiry of the Lease, and will need to bring the Waneta Assets 
up to BC Hydro facility standards. Please refer to BC Hydro's response to 
CEC IR 1.26.2 for a discussion of the timing of the potential rehabilitation project. 

64.1. Please confirm or otherwise clarify the CEC's understanding that the contract does not 
require the facility to be maintained to BC Hydro's standards during the Lease period. 

64.2. Please explain why BC Hydro does not expect the facility to be up to 'BC Hydro 
standards'. 

64.3. Is the facility currently up to BC Hydro standards? 
64.3 .1. If not, please identify which areas are not up to BC Hydro standards and provide 

an estimate of the costs to bring those areas up to BC Hydro standards. 
64.4. If yes, please elaborate on the prospective contractual arrangements. 

{00946348;1} 
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65. Reference: Exhibit B-9, CEC 1.31.1 

31.0 Reference: Exhibit 8-1, page 4-9 

Table 4·1 Attributes of Waneta Electricity 

Attribute Waneta Electricity 

Capacity Dependable. firming, shaping and storage capability similar to that provided 

,-~~-- ---.-~~·-·-----
by the other large_hydroeledricstornge resources_owned by BC_Hydro ___ 

Energy Buyback of firm entitlement energy 

Availability Plant exists, transniission exists, available on contract execution 

Terrn Permanent (20-year economic life i, assl1med post the initial Lease Period) 

I Self Sufficiency BC-based resource, and self-sufficiency as defined in and required by 
section 6(2) of the Clean Energy Act 

Clean or Renewable As defined In section 1 (I) of the Clean Energy Act 

1.31.1 

RESPONSE: 

---------

Please confirm that BC Hydro is already compliant with section 
6.1 of the Clean Energy Act regarding Self Sufficiency, and does 
not require energy from Waneta to meet its self-sufficiency 
requirernents. 

Confirmed. Note that the Waneta 2017 Transaction maintains the status quo 
regarding BC Hydro's LRB until the end of the Lease Period. 

65 .1. If BC Hydro were to purchase market power to supply the full Teck load, would that 
make BC Hydro non-compliant with the Clean Energy Act or other legislation? Please 
explain. 

65 .2. If yes, please discuss the options BC Hydro might have to acquire permission to 
purchase market power supply. 

66. Reference: Exhibit B-9, CEC 1.32.3 and Exhibit B-8, 1.17.4 and 1.17.5 

1.32.3 

RESPONSE: 

Please confirm that the values provided in Table 7 do not consider 
the likelihood of Teck exercising its option, depending on the 
prevailing market prices under the Market Prices (ABB) and 
extrapolated prices scenarios. 

Not confirmed. The values in Table 7 of Appendix N directly consider the 
likelihood of Teck exercising the extension option depending on the market prices 
Teck is expected to be exposed to at the time. 

{00946348;1} 
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17.0 Topic: Risks and potential value of the Transaction 

Reference: 10-Year extension option 
Exhibit B-1, Business Case, pp. 27-28 

BC Hyclro states that: "In orcler to address this. BC Hydro used the probability of 
option exercise frorn the scenario with ABB market prices (58%) ancl applied this 
to t11e expected reduction in value if the extension option is exercised uncler the 
LRMC: scenarios." 

1.17.4 What are the probabilities of option exercise from the other pric:e 
scenarios? 

RESPONSE: 

BC Hydro has calculated that the probabilities of Teck exercising its extension 
option for the other two price scenarios are: 

• Industrial Tariff pricing scenario: 52 per cent; and 

• Extrapolated pricing scenario: 11 per cent. 

RESPONSE: 

See Revised Table 7 below. Table 7 in the Waneta 2017 Business Case 
inadvertently swapped the Market Prices (ABB) and BCH Industrial Tariff values 
as referred in BC Hydro's errata to the Application. The revised Table 7 below 
reflects the correction. 

Revised T.ible 7 Cost of Teck Le.ise Extension Option 

B.isls for Post-lease V.ilue Option Cost to BCHydro 

($ million) 

LRMC - Cle.in only 291 

LRMC - Clean+ G.is 196 

M.irket Prices (ABB) 93 

BCUC P.inel Mid C energy price 56 

BCH lndustri.il Tariff 45 

Extr.ipolated Prices 6 

Please identify If the values in Revised Table 7 are probability adjusted please provide 
the probability used. 
If they are not probability adjusted, please provide the values in Revised Table 7 with 
probability adjustments. 

{00946348;1} 
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67. Reference: Exhibit B-8, BCUC 1.6.7 

Net Present Value of Transaction for Various Default 
Scenarios 
(Present value to 2018, $ millions) 

B.isis for Post-Lease Scenarios #'s Teck Default Teck Defoult 
V.ilue in Waneta .ifter 5 ye.irs .:1fter 10 years 

Valuation 
Model 

LRMC - Clean only 7, 8, 9 1,549 1.567 

LRMC - Clean + Gas 14,15,16 1,075 1,093 

BCH Industrial Tariff 35. 36, 37 405 315 

Market Prices (ABB) 21, 22. 23 164 199 

Extr-1polated Prices 28, 29. 30 - • 

Teck Default 
Mter 15 years 

1,413 

1,039 

239 

194 

• 
67.1. Please provide the same table and include the Commission panel's Mid-C prices. 

68. Reference: Exhibit B-8, BCUC 1.7.1 

{ 00946348; 1} 

"BC Hyclro uses a third-party vendor, ABB, to prepare a long-term !v1icl-C 
electricity spot market price forecast. BC Hydro then makes ocljustrnents. for the 
cost of wl1eeling or losses depending on whetl1er BC Hydro is exporting energy 
from the BC Border to l'vlid-C (BC Borel er sell price) or irnportin~1 energy from 
rvlicl-C to t11e BC Border (BC Border buy price)_'' 
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I. 7 .1 Please reference u-,e page, fi(1ure ancl table from the "ABB Pov,1er 
Reference Case WECC I Spring 201!3," attached as Appendix B to 
Exhibit B-1-1 BC Hydro used for its lonG1-term Micl-C electricity 
spot rnmket price forecast. 

RESPONSE: 

The Mid-C market electricity price forecast data is from Appendix B, Table B-2, 
p. B-6 of the ABB report attached as Appendix B to Exhibit 8-1-1. Data for 
''NW-Mid-C, All hours" was used, with a long term exchange rate of C/US$1.2533 
(as per Treasury Board of the Province of BC May 30, 2017 update), and inflation 
per Statistics Canada CPI to convert to fiscal 2018$. 

The price forecast range is determined from the high and low scenario data 
provided by ABB in Excel format. These files are submitted in confidence as part 
of this IR. Confidential Attachment 1 shows tbe data for the high scenario and 
Confidential Attachment 2 sbows the data for the low forecast. The attachments 
are filed in confidence because the data contained therein was provided to 
BC Hydro subject to contractual confidentially obligations. 

68.1. Please provide the Treasury Board of the Province of BC May 30 2017 update. 
68.2. For how long is the 'long term exchange rate' representative? 
68.3. Please provide any update that has occurred since May 30, 2017. 
68.4. How could a change to the exchange rate, either lower or higher, be expected to affect 

the forecast? Please explain and provide quantification as possible. 

{00946348;1} 




