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PART 1 – INTRODUCTION 

A. Final Submission of BCSEA-SCBC 

1. This is the final submission of the B.C. Sustainable Energy Association (BCSEA) 

and Sierra Club B.C. (SCBC) to the B.C. Utilities Commission in the Commission’s 

proceeding regarding British Columbia Hydro and Power Authority’s (BC Hydro) 

Waneta 2017 Application.  

2. This submission supplements the oral submissions by counsel for BCSEA-SCBC 

to the Commission Panel on April 19, 2018.1 BCSEA-SCBC endorse those 

submissions. 

3. This submission responds to BC Hydro’s May 3, 2018 Final Argument2 and to BC 

Hydro’s oral submissions to the Commission Panel on April 19, 2018.3  

B. BCSEA-SCBC interests in the proceeding 

4. BCSEA is a non-profit association of citizens, professionals and practitioners 

committed to promoting the understanding, development and adoption of 

sustainable energy, energy efficiency and energy conservation in British Columbia. 

BCSEA supports the province’s transition to a lower-carbon economy. BCSEA has 

five chapters across B.C. and approximately five hundred individual and corporate 

members. Many of BCSEA’s members are ratepayers of BC Hydro. BCSEA 

represents individuals and corporations in BC who care about energy sustainability 

and climate change, and who want the energy they purchase and use to be 

sustainably produced and transmitted. 

5. SCBC is a non‐profit organization of British Columbians from all walks of life. 

SCBC represents individuals in BC who care about a broad range of 

environmental issues, including climate change and clean energy, and who want 

the energy they purchase and use to be produced and transported in ways that 

minimize harm to the natural environment. SCBC has five local groups and over 

                                            
1 T4:280-305. 
2 http://www.bcuc.com/Documents/Arguments/2018/DOC_51451_05-03-
2018_BCH_Final-Argument.pdf  
3 T4:151-267. 

http://www.bcuc.com/Documents/Arguments/2018/DOC_51451_05-03-2018_BCH_Final-Argument.pdf
http://www.bcuc.com/Documents/Arguments/2018/DOC_51451_05-03-2018_BCH_Final-Argument.pdf
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12,000 members and supporters across the province. Many of SCBC’s members 

are ratepayers of BC Hydro. 

6. BCSEA and SCBC have participated in all of the major proceedings regarding BC 

Hydro's supply-side and demand-side resource acquisition, long-term planning, 

rate design and revenue requirements applications in the past ten years. BCSEA-

SCBC participated as interveners in the Commission's 2009 proceeding regarding 

BC Hydro's purchase of an undivided one-third interest in the Waneta Dam and 

Associated Assets.4 BCSEA-SCBC serve on BC Hydro's Technical Advisory 

Committee for the 2018 Integrated Resource Plan. 

7. BCSEA-SCBC’s interests in this proceeding are as a non-profit public interest 

environmental and energy policy organizations, and as representatives of their 

members’ interests as ratepayers.  

C. BCSEA-SCBC involvement in the proceeding 

8. BCSEA-SCBC have participated fully in this proceeding. They made two rounds of 

information requests to BC Hydro on its evidence and responses to information 

requests. They made information requests to Clean Energy Association of BC on 

its evidence. They participated in the February 16 and April 3, 2018 procedural 

conferences and the April 19, 2018 Oral Argument session.  

9. Two representatives of BCSEA-SCBC entered confidentiality undertakings and 

reviewed certain BC Hydro evidence that the Commission had accepted for filing 

on a confidential basis. The contents of the confidentially filed evidence is 

consistent with and supports the publicly filed evidence on which the submissions 

in this final argument are made.5 

Part 2 – BCSEA-SCBC KEY POINTS 

10. BCSEA-SCBC support Commission acceptance under section 44.2 of the Utilities 

Commission Act of BC Hydro’s $1.2 billion expenditure for the Waneta 2017 

Transaction.  

                                            
4 Decision and Order G-12-10, at 
http://www.bcuc.com/Documents/Proceedings/2010/DOC_24831_G-12-
10_BCH%20Waneta%20Reasons%20-%20WEB.pdf  
5 T4:282, lines 13-18. 

http://www.bcuc.com/Documents/Proceedings/2010/DOC_24831_G-12-10_BCH%20Waneta%20Reasons%20-%20WEB.pdf
http://www.bcuc.com/Documents/Proceedings/2010/DOC_24831_G-12-10_BCH%20Waneta%20Reasons%20-%20WEB.pdf
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(a) Completion of the Transaction would enhance the prospects for low-carbon 

electrification in B.C. by putting downward pressure on BC Hydro rates.6  

(b) Transaction has a positive impact on BC Hydro and BC Hydro’s ratepayers in 

all realistic scenarios.
7
 

(c) The business terms and the structure of the Transaction directly reflect the 

outcome of a free competitive bidding process (between Teck and Fortis Inc.).8  

(d) The Transaction would eventually add a pre-existing, major, clean renewable 

generation resource and pre-existing transmission assets to B.C.’s “Heritage 

Assets.”
 9  

(e) The Transaction would provide insurance, in effect, against the possibility that 

BC Hydro is required to meet the Trail smelter load in the future.10  

(f) The Transaction would likely extend the economic life of the dam and 

generation facility, and it would improve the standard of capital spending to that 

of “Leading Utility Practice,”11 providing safety and environmental benefits.12 

(g) Completion of the Transaction would have no adverse environmental impacts 

and would enable future environmental improvements through the potential for 

adoption of a Water Use Plan for the facility.13  

(h) There is no evidence of any deficiency in BC Hydro’s fulfillment of its 

obligations to First Nations.14  

                                            
6 Exhibit B-9, response to BCSEA-SCBC IR 1.15.13, pdf 126; Exhibit B-1, p. 4-23, pdf 
p. 115. 
7 Exhibit B-1, Appendix N-1, Figure 6 and 8, pdf p.610 and Appendix N, Figure 7, pdf 
p.560; Exhibit B-18, BCH response to BCUC IR 2.91.5, Revised Figure 7. 
8 Exhibit B-1, section 1.4.2, Events Leading to Waneta 2017 Transaction, pdf p. 28. 
9 Exhibit B-9, response to BCSEA-SCBC IR 1.3.1. 
10 Exhibit B-1, Appendix N, Business Case Executive Summary, Table, pdf 581 
11 “Leading Utility Practice corresponds to a standard where risks are actively 

managed when identified irrespective of regulatory requirements, and with a lower risk 
tolerance than Good Utility Practice.” Exhibit B-1, pdf p.572. 
12 Exhibit B-1, Appendix N, section 4.3.2, pdf 547, Economic Life & Capital Cost 
Sensitivities. 
13 Exhibit B-1, section 4.10.3, pdf 119. 
14 Exhibit B-1, section 5.6, Summary with Respect to Discharging Aboriginal 
Consultation Obligations, pdf 135; Exhibit B-22. 
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Part 3 – PUBLIC INTEREST FACTORS 

A. Low-carbon electrification 

11. BCSEA-SCBC’s objective that is especially relevant to this proceeding is low-

carbon electrification. Low-carbon electrification means the displacement of fossil 

fuels with clean renewable electricity. Low-carbon electrification is essential to B.C. 

meeting our legislated GHG reduction targets. 

12. The price of electricity relative to the price of fossil fuel energy will be crucial to the 

success of low carbon electrification in B.C. In BCSEA-SCBC’s view, it is essential 

that the price of electricity be held down, or that it not be allowed to rise 

unnecessarily, so that clean electricity is more advantageous compared to fossil 

fuels. 

B. Financial benefits to ratepayers 

13. The financial issue in the current proceeding is whether acceptance of the 

expenditures for the Transaction would exert downward pressure on BC Hydro’s 

electricity rates, on balance and considering the uncertainties, compared to 

upward pressure on rates. In addition, public interest topics include environmental 

consequences, the longevity of the Trail smelter, and First Nations impacts. 

14. The financial benefits and costs of the Transaction are analyzed in the July 2017 

Business Case.15 The Business Case estimates a Transaction Net Present Value 

(NPV), on an unrisked basis and on a risked basis. This analysis has been 

conducted on numerous combinations of parameter values (scenarios). In 

addition, the Business Case includes a rate impact analysis.  

15. In BCSEA-SCBC’s view it is appropriate to analyze the Transaction primarily on an 

investment basis, and secondarily on a planning basis. This is because the base 

transaction involves a 20-year (or 30-year) lease back upon purchase. In the base 

case (in which the Lease is not prematurely terminated), BC Hydro’s acquisition of 

the use of the facility for load serving purposes occurs 20 years (or 30 years, at 

Teck’s option) out. 

                                            
15 Exhibit B-1, Appendix O. 
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C. Environmental factors 

16. Consideration of the environmental factors supports the conclusion that the 

Transaction is in the public interest.  

17. First, the Waneta 2/3 Interest is a clean and renewable resource. In particular, the 

Waneta facility emits no or negligible GHG emissions and so is an ideal resource 

to support low carbon electrification. This furthers the B.C. Energy Objective of 

reducing BC GHG emissions, articulated in the Clean Energy Act, and also 

furthers objectives regarding the use of renewable electricity.16 

18. Second, the Waneta 2/3 Interest is an existing resource, complete with existing 

transmission infrastructure. No new incremental environmental footprint is 

required. 

19. Third, BC Hydro employs the Leading Utility Standard of maintaining its large 

capital assets, and would do so with the Waneta 2/3 Interest. This is higher than 

the Good Utility Standard used by Teck or that would likely be used by a third party 

owner of the asset. In BCSEA-SCBC’s view, the Leading Utility Standard is likely 

to result in generally better environmental performance and reduced environmental 

impacts. 

20. Fourth, BC Hydro is the only operator of hydroelectric dams in B.C. that enters into 

water use plans, WUPs, under the Water Act. Water Use Plans are a valuable 

environmental mechanism for mitigating the potential negative impact of the 

operation of hydro dams on fish, fish habitat and other downstream values. 

Currently, there is no WUP for Waneta, because Teck, as the historical owner of 

the whole facility and the current owner of the 2/3 Interest, does not enter WUPs. If 

the Waneta 2/3 Interest is owned by BC Hydro, a WUP becomes a possibility and 

this would be a positive environmental outcome. 

D. The longevity of the Trail smelter and impacts on the community 

21. At the Commission Panel’s community input session in Castlegar on January 13, 

2018, presenters from the Regional District of Kootenay Boundary Area A, the 

United Steelworkers Local 480, and the local area expressed a strong desire for 

long-term continued operation of the Trail smelter. They noted that the community 

                                            
16 Clean Energy Act [SBC 2010], section 2, (c), (d), (f), (g), (h), (i), (m), (n). 
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benefits from the continuing operation of the smelter, and that the smelter has 

relied on the Waneta facility for low-cost power since completion of the Waneta 

facility in 1954. They expressed concerns whether the purchase of the Waneta 2/3 

Interest by BC Hydro could jeopardize the viability of the smelter and eventually its 

continued operation, to the detriment of the community.17 BCSEA-SCBC 

acknowledge these concerns.  

22. The question regarding community impacts in the current proceeding is not 

whether a sale and lease-back would impact the longevity of the smelter, but 

whether BC Hydro would be better or worse than Fortis Inc. (or some other third 

party) as the counterparty for a sale and lease-back (in terms of the longevity of 

the smelter).  

23. BC Hydro’s 2010 purchase of a one-third interest in the Waneta facility from Teck 

(Waneta 2010 Transaction) was on the basis that one-third of the Waneta power 

was in excess of what Teck needed to operate the smelter.18 By retaining 

ownership of the 2/3 Interest, Teck continued with its self-supply model. The Panel 

in the Waneta 2010 Decision said: 

“...the evidence of BC Hydro and Teck is that the capacity being sold is 
surplus to Teck’s smelter power capacity requirements, and that the 
parties have taken steps within the structure of the Transaction to 
ensure sufficient low cost power to be available for Teck to continue 
running its existing smelter operations.”19 

24. While the Waneta 2010 Transaction did not itself change Teck’s self-supply 

approach, the Transaction did contemplate the possibility of Teck selling its 2/3 

Interest at some time in the future. This is evident in the Right of First Offer 

(ROFO) that BC Hydro acquired in the Waneta 2010 Transaction.  

25. In May 2016, Teck announced its desire to monetize non-core/non-mining related 

assets including Waneta, and in June 2016 it issued the 2016 Sale Notice.20 This 

marked a significant departure from the self-supply model of powering the smelter 

and a move to a purchased power model. Teck’s approach in this regard was 

confirmed with the May 2017 sale and lease back to Fortis Inc. (subject to BC 

                                            
17 T1.  
18 The Panel in “ 
19 Decision and Order G-12-10, pdf p.25, underline added. 
20 Exhibit B-9, BCSEA 1.14.2. 
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Hydro’s ROFO.) BC Hydro’s exercise of its ROFO and the ensuing Waneta 2017 

Transaction is consistent with Teck’s move to a purchased power model.  

26. Notably, Teck’s move to a purchased power model is not before the Commission 

for decision. Therefore, as stated above, the Commission’s determination of the 

impact of the Transaction on the longevity of the smelter hinges on a comparison 

between BC Hydro and Fortis Inc. (or another third party) as the counterparty.  

27. In BCSEA-SCBC’s view, there is no evidence that the longevity of the smelter 

would be detrimentally affected by BC Hydro, as opposed to an alternative, being 

the counterparty. On the contrary, the opposite is more likely. For example, 

implementation of Leading Utility Practice is likely to extend the economic life of 

the facility. And, if the continued operation for the smelter becomes financially 

challenging at some point in the future then the Provincial Government, as BC 

Hydro’s shareholder, would have more available options if BC Hydro held the 2/3 

Interest than if it was owned by a third party. In terms of community impact, it 

would be better for the 2/3 Interest to be owned by BC Hydro than by a third party.  

28. A similar conclusion was stated by counsel for the City of Trail at the Oral 

Argument on April 19, 2018. Counsel stated: 

“So ideally, obviously, the city supports Teck retaining the two-thirds 
interest in the Waneta Dam. And they've made that clear back in 2010 
as well as now.  [However,]...if Teck has this business model of wanting 
to sell the remaining portion of the dam, then in that context the City 
considers it's likely in the public interest that at the very least Waneta be 
under the control of a Crown entity rather than a private non-utility 
entity.”21 

E. Impact on likelihood of decommissioning of Waneta 

29. BC Hydro acknowledges that the likelihood of Waneta being decommissioned is 

“very low in all scenarios.” Nevertheless, BCSEA-SCBC agree with BC Hydro that 

the Waneta 2017 Transaction decreases the likelihood of Waneta being 

decommissioned as compared to both the Fortis Transaction and the status quo of 

Teck ownership. There are two reasons for this conclusion.  

30. First, sale of Waneta removes the economic link between the smelter and Waneta. 

As BC Hydro explains: 

                                            
21 T4:339, lines 11-20, underline added. 
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“Currently the two-thirds interest in Waneta is economically tied to the 
smelter load, as the smelter is the primary load for the generation. If the 
smelter is closed, the loss of the primary source of load may result in 
immediate exposure of Waneta economics to uncertain market prices. 
This will create economic uncertainty for the continued operations of 
Waneta. However, if the two-thirds interest is owned by a utility with an 
existing customer base and a current or future need for new resources, 
there will be available use for the generation unassociated with 
uncertain market prices. As a result, any future loss of the smelter as a 
load is less influential on long-term Waneta economics...”22 

31. Second, sale of Waneta to BC Hydro puts Waneta under the control of a Crown 

entity. BC Hydro states: 

“Currently the two-thirds interest in Waneta is owned by a private non-
utility entity (and would be similarly owned under the Fortis Transaction), 
who will make decisions in their own commercial interest. Sale of 
Waneta to BC Hydro puts the asset into Crown control, which will result 
in the inclusion of other public interest considerations in any decision on 
future operations of Waneta. Further, the entirety of Waneta will become 
a heritage asset and subject to significant restrictions on disposition of 
the facility.”23 

32. In BCSEA-SCBC’s view, this is a positive factor contributing to the public interest 

in acceptance of the expenditures. 

PART 4 – COST-EFFECTIVENESS 

33. For convenience, the submissions in this Part are organized roughly according to 

the headings in BC Hydro’s Final Argument.  

A. Background 

34. BCSEA-SCBC take no exception to BC Hydro’s description of the background in 

paragraphs 13-23 of its Final Argument. 

35. BCSEA-SCBC agree with BC Hydro in paragraph 24 that the Commission should 

not rely solely on the Fortis Transaction to find the Waneta 2017 Transaction to be 

cost-effective and in the public interest. However, the Fortis Transaction, and the 

fact that the Waneta 2017 Transaction is on substantially the same terms, does 

provide reassurance that BC Hydro’s analysis of the Waneta 2017 Transaction is 

sound and reasonable.  

                                            
22 Exhibit B-9-2, BCSEA 1.4.1. 
23 Ibid. 
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B. Due diligence 

36. In response to BC Hydro’s paragraphs 25-32, BCSEA-SCBC accept that BC 

Hydro has conducted a thorough and proper analysis in support of its decision to 

enter the Waneta 2017 Transaction. This is evidenced by: 

(a)  BC Hydro’s  due diligence conducted for the Waneta 2010 Transaction, 

(b) its experience on the (Waneta) Operating Committee under the COA,  

(c) its involvement with Teck and third-parties during the 2016-2017 sale process, 

and  

(d) its post-Notice of Sale due diligence and Business Case development. 

37. BC Hydro is correct in stating in paragraph 32 that by taking a Leading Utility 

Practice approach to future capital investments in the facility, including for dam 

safety, and incorporating the additional costs (compared to the Good Utility 

Practice approach) into the financial analysis, the risk management approach is 

relatively conservative. 

38. While the Transaction is not entirely free of risk, the evidence supports BC Hydro’s 

assessment of the risk of entering the Waneta 2017 Transaction as "low-to-

moderate."24 

C. Waneta 2010 Transaction 

39. In approving the Waneta 2010 Transaction the Commission panel noted features 

that, as BC Hydro argues in paragraphs 36-37, are also present in the Waneta 

2017 Transaction. These include Waneta’s history of reliability in the generation of 

clean, renewable energy, the transaction not being expected to the change the 

operation of the facility, and the facility continuing to be a fully licensed facility that 

is operating and connected to BC Hydro's transmission system. 

40. BCSEA-SCBC agree with BC Hydro in paragraphs 38-40 that an application for 

acceptance of a schedule of capital expenditures under section 44.2 of the UCA, 

rather than a CPCN application, is the appropriate mechanism under the Act 

regarding the 2017 Transaction, as it was regarding the 2010 Transaction.  

                                            
24 Exhibit B-1, Appendix N, Waneta Business Case, pdf p.519, cited in para.33 of BC 
Hydro’s Final Argument.  
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41. BCSEA-SCBC agree with BC Hydro in paragraphs 41-42 that the regulatory 

framework requires the Commission to assess the public interest and cost-

effectiveness of the proposed expenditure, having regard to the interests of current 

and future ratepayers, and the British Columbia energy objectives set out in the 

CEA. 

42. In response to BC Hydro’s paragraph 43, BCSEA-SCBC agree that Teck’s 

opportunity cost is “largely moot” because the Fortis Transaction was the result of 

a competitive sales process and provides reasonable assurance that the 

Transaction price represents fair market value.  

43. On a similar point, BCSEA-SCBC agree with BC Hydro’s response to BCSEA-

SCBC IR 1.7.9 to the effect that it would not be appropriate for the Commission to 

reject the proposed expenditure “because [hypothetically] Teck may be compelled 

to enter into a future arrangement less favourable to it, which BC Hydro could then 

get the benefit of through the exercise of on-going ROFO rights.”25  

44. In paragraph 45, BC Hydro expresses in a single sentence the main financial 

consideration regarding the proposed expenditure: 

“As a result of the 2017 transaction, there will be an immediate positive 
downward effect on BC Hydro’s rates which will be realized for each and 
every year of the Lease Period regardless of load growth, LRMC at the 
end of the Lease Period, and so on.” 

D. Key elements and transaction documents 

45. In paragraphs 47-49, BC Hydro describes the key elements and transaction 

documents forming the Waneta 2017 Transaction. BCSEA-SCBC take no issue 

with this description. 

E. Waneta 2017 Business Case 

46. In paragraphs 50-99, BC Hydro addresses the Waneta 2017 Business Case. 

BCSEA-SCBC note that while the Business Case is highly important it is not the 

only factor the Commission must consider. As BC Hydro states: 

“...the Waneta 2017 Business Case is based on the economics of the 
transaction from a BC Hydro ratepayer perspective. It does not put any 
weight on other considerations that the Commission is obliged to or may 

                                            
25 Exhibit B-9, pdf p.63-64.  



-11- 

consider including, for example, "British Columbia's energy objectives", 
the interests of FortisBC's ratepayers, and BC Hydro’s self-sufficiency 
objectives.”26 

47. BCSEA-SCBC agree with BC Hydro that the Waneta 2017 Business Case is a 

“robust document.”27 The methodologies applied in the Business Case remain 

unchallenged despite intensive scrutiny through two rounds of information 

requests from the Commission staff and multiple interveners.  

48. For example, CEABC says it “has no issue with the fundamental principle of 

analyzing the Transaction from these two different perspectives [as a commercial 

transaction and in terms of ratepayer impact].” However, CEABC does take issue 

with “some of the underlying assumptions being used by BC Hydro in those 

analyses, in particular the appropriate cost for BC Hydro’s capital and its assumed 

discount rate.”28 CEABC’s argument regarding the cost of capital is addressed 

below.29 

i. Ratepayer value during the Lease Period 

49. BCSEA-SCBC agree with BC Hydro in paragraphs 53-54 that the revenues and 

costs during the 20- or 30-year Lease Period loom large in determining the 

Transaction value over the 40-year economic assessment period. During the 

Lease Period, the three main factors are BC Hydro’s lease revenues, its 

amortization of the purchase price and incremental capital costs, and incremental 

finance charges on the initial purchase price and the incremental capital costs. 

50. BCSEA-SCBC agree with BC Hydro in paragraph 56 that incremental debt 

financing charges are the only financing charges that will be reflected in future 

revenue requirements and are the only appropriate basis for considering ratepayer 

impacts. 

51. As shown in the unredacted version of Figure 6 of the Business Case, in the Base 

Case, the incremental lease payments exceed the sum of incremental 

                                            
26 BC Hydro Final Argument, footnote 73, para.51(e). Regarding the interests of FBC 

customers, counsel for FBC said at the Oral Argument session that FBC “support[s] the 
completion of this transaction as being for the benefit of FBC ratepayers.” T4:268, lines 
10-14. 
27 BC Hydro Final Argument, para.51. 
28 Exhibit C6-7, CEABC Response to BCSEA IR 1.4, pdf p.31. 
29 CEABC does not address the discount rate in its evidence (Exhibit C6-6). 
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amortization, finance charges and other incremental elements of BC Hydro's cost 

of service for every year of the Lease from year “0”.30
 This results in a downward 

effect on BC Hydro rates for every year of the Lease Period, in the Base Case.  

52. It is clear that the most material risk to the value of the Transaction is the risk of 

early termination of the Lease due to a default by Teck (Default Risk). Default 

would cause BC Hydro to receive lower revenues and to incur increased costs.31 

Default would also result in BC Hydro becoming the unencumbered owner of the 

entire Waneta facility (the 2/3 Interest in addition to BC Hydro’s ongoing ownership 

of the 1/3 Interest) immediately rather than at the end of the 20- or 30-year Lease 

Period. This would enable BC Hydro to use the generation associated with the 2/3 

Interest to serve domestic customers or for sales into external markets. Default 

would either increase, or decrease, the value of the Transaction depending mainly 

on when it occurred during the Lease Period and the value of the generation at the 

time. The value of the generation from the 2/3 Interest at the time of Default and 

afterward would be determined by the avoided cost of serving domestic customers 

if BC Hydro had a deficit Load Resource Balance (LRB) or by the net revenue from 

export sales if BC Hydro had a surplus LRB.  

53. A second material risk to the value of the Transaction is the risk that Teck 

exercises its option to extend the Lease for ten years, from Year 21 to Year 30 

(Extension Risk). In the Business Case, this is characterized as an event that 

could only reduce the value of the Transaction because it is appropriately 

assumed for analytical purposes that Teck would not exercise the Option unless it 

was to Teck’s financial advantage to do so. In particular, the assumption is that 

Teck would exercise the Option if and only if its cost of power under the Lease 

would be less than its cost to buy power on the market. In that situation, BC 

Hydro’s revenue from lease payments during the Option Period would be less than 

either BC Hydro’s export revenue (if the LRB is in Surplus) or the cost of new 

generation (if the LRB is in Deficit). In either case, Teck’s decision to exercise the 

Option would reduce the overall value of the Transaction to BC Hydro. 

                                            
30 Exhibit B-1, Appendix N-1, Figure 6 and 8, pdf p.610. 
31 I.e. water rentals, operating costs and capital costs that would have otherwise been 
the responsibility of Teck. BC Hydro Final Argument, para.58. 
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54. As shown in Figure 7 of the Business Case, under both the Default scenario and 

the Extension scenario the Transaction continues to have a beneficial (i.e., 

downward) impact on rates in every year of the analysis period.32  

55. Two additional potential key risks during the Lease Period are interest rate risk and 

early retirement risk.  

56. In the rate impact analysis, the Business Case assumed a 3.4% interest rate for 

financing charges on the borrowing for the purchase price.33 This compares to the 

average 3.18% effective interest rate BC Hydro secured in September and 

October 2017 hedging $1.25 billion of long-term debt in anticipation of the Waneta 

2017 Transaction and other borrowing requirements.34 BCSEA-SCBC concur with 

BC Hydro in paragraph 62 that the risk of interest rates being materially higher 

than the 3.4% assumed in the Business Case is slight. 

57. Similarly, while there is a risk of higher interest rates on borrowing for incremental 

capital expenditures due to BC Hydro’s Leading Utility Standard, the incremental 

finance costs would be small, as BC Hydro states in paragraph 63. 

58. The Business Case uses a 40-year economic life for Waneta. This is conservative, 

particularly in light of BC Hydro’s stated intention to make investments to extend 

the life the facility under the Leading Utility Standard. BCSEA-SCBC are of the 

view that the likelihood of premature retirement of Waneta (and accelerated 

amortization that would reduce the financial benefit of the Transaction) is low. 

59. BCSEA-SCBC agree with BC Hydro that the evidence supports a conclusion that 

the Waneta 2017 Transaction would provide ongoing value to ratepayers 

throughout the Lease Period. 

                                            
32 Exhibit B-1, Appendix N, Figure 7, pdf p.560. See also BCH Revised Figure 7: 
Exhibit B-18, BCH response to BCUC IR 2.91.5, reproduced in BCH Final Argument, 
para.32. 
33 “[T]he revenue requirements are based on a 3.4% financing rate, while the implicit 

financing rate in the free cash flow methodology is equivalent to the discount rate (6% 
nominal). Ratepayers benefit from this lower cost of financing.” Exhibit B-1, Appendix 
N, p.47, pdf p.562. 
34 Exhibit B-8, BCUC 1.23.3, pdf p.193. 
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ii. Ratepayer value after the Lease Period 

60. After the Lease Period, the 2/3 Interest will be available to BC Hydro as a load-

serving asset. The ratepayer value will depend on whether BC Hydro’s LRB is in 

deficit or surplus at the time, and, correspondingly, the current level of avoided 

cost of new generation or market prices.   

61. The Business Case uses five main indices for valuing the 2/3 power post-Lease: 

LRMC Clean, LRMC Clean + Gas, Industrial Tariff, Market Prices ABB, and Market 

Prices Extrapolated.  The two LRMC valuation indices are relevant if the LRB is in 

Deficit. The two market price indices are relevant if the LRB is in Surplus. The 

Industrial Tariff values the Waneta output at RS 1832, which would be applicable 

if, for example, BC Hydro served the smelter load in the post-Lease period. 

62. By using these five different valuation indices (or scenarios), the Business Case 

accounts for the substantial uncertainty associated with predicting the LRB, market 

prices and the cost of new generation decades into the future. BCSEA-SCBC 

agree with BC Hydro in paragraph 67 that the Business Case is not premised on 

identifying a specific future time when new generation resources will be required.  

63. Regarding LRMC Clean and LRMC Clean + Gas, BCSEA-SCBC have the 

following comments. 

(a) BCSEA-SCBC oppose the concept of new gas-fired generation. However, they 

recognize that “LRMC Clean + Gas” is used strictly here strictly as a valuation 

parameter and not as a planning option. 

(b) BCSEA-SCBC are of the view that the dollar value BC Hydro currently uses for 

“LRMC Clean” is likely higher than it would be if it was updated using the most 

recent information. This is best dealt with using sensitivity analysis, rather than 

attempting to derive a new LRMC Clean value in the current proceeding. For 

example, at the Commission’s request BC Hydro ran scenarios using “LRMC 

minus 40%.” This is appropriate. 

iii. Combined (before and after Lease Period) ratepayer value  

64. BCSEA-SCBC agree with BC Hydro in paragraph 79 that the ratepayer impact of 

the transaction is positive through the 40-year evaluation period. This is a robust 

conclusion that holds up under the scrutiny of the sensitivity analyses.  
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65. This is illustrated by Revised Figure 7,35 reproduced in paragraph 79 of BC 

Hydro’s Final Argument. This figure shows “Estimated Cumulative Rate Impact 

(%)” in various scenarios, including:  

(a) “10yr default, then LRMC clean -40%”; 

(b) “10yr default, then Panel Mid-C market price”; 

(c) “Lease extension, then LRMC clean -40%”; and 

(d) “Lease extension, then Panel Mid-C market price.” 

66. In BCSEA-SCBC’s view, the results of the financial analysis presented in Revised 

Figure 7 show that the proposed expenditures would be substantially beneficial to 

BC Hydro ratepayers in a broad and reasonably representative range of future 

scenarios.  

iv. NPV of the Waneta 2017 Transaction 

67. BCSEA-SCBC agree with BC Hydro’s description of the NPV analysis of the 

Transaction in the Business Case. Notably, the NPV analysis assumes the cost of 

financing is at BC Hydro’s weighted-average cost of capital of 6%. This is 

consistent with an assessment of commercial transactions and allows for 

comparability with other investments.  

68. BCSEA-SCBC accept BC Hydro’s evidence that 6% is the appropriate WACC 

figure for use in the NPV analysis of the Transaction. This figure is conservative, 

for the reasons set out in paragraphs 83-86 of BC Hydro’s Final Argument. 

69. In BCSEA-SCBC’s view, CEABC has not made a persuasive case for using 7% as 

the cost of financing the transaction for the NPV analysis. BC Hydro’s arguments 

in paragraphs 104-110 are reasonable.  

70. BC Hydro reproduces Table 2.83.336 at paragraph 88 of its Final Argument. This is 

a valid summary of the results of the sensitivity analyses. The range of financial 

benefits is from approximately zero to $900 million in the five main scenarios (or 

valuation indices) in the Business Case. Using reasonable additional sensitivity 

assumptions yields a range from approximately zero to $700 million.  

                                            
35 Exhibit B-18, BCUC IR 2.91.5, pdf p.316. 
36 Exhibit B-18, BCUC IR 2.83.3, pdf p.251. 
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71. BCSEA-SCBC concur with BC Hydro’s observation in paragraph 80(c) that “the 

only scenarios where the transaction value tends toward zero are those in which 

the possibility that BC Hydro will need any new generation resources for the next 

40 years is taken out of the analysis (i.e. ABB, Extrapolated and Panel Mid-C).” 

And, that “Conversely, in any scenario in which BC Hydro needs new resources 

sometime in the next 40 years the transaction has a positive NPV.” 

72. BCSEA-SCBC agree with BC Hydro that “it is simply not credible that BC Hydro 

will not need new resources for the next two generations [i.e., the next 40 years].” 

It follows that the NPV financial analysis shows that Waneta 2017 Transaction has 

a substantial positive value on an investment basis in all reasonable scenarios. 

73. In addition, BCSEA-SCBC concur with BC Hydro in paragraph 89(d) that “The 

range of values shown would in all cases be greater by hundreds of millions of 

dollars if calculated on a ratepayer impact basis rather than an investment basis.” 

v. Range of Value Approach vs. LRB Gap Approach  

74. In paragraphs 91-99, BC Hydro addresses what it characterizes as the “Range of 

Value Approach,” used in the Business Case and most of the information requests, 

versus the “LRB Gap Approach,” i.e., whether the acquisition will serve to fill an 

identified gap in BC Hydro’s future LRB.  

75. As stated above, in BCSEA-SCBC’s view, the financial issue in the current 

proceeding is whether acceptance of the expenditures for the Transaction would 

exert downward pressure on BC Hydro’s electricity rates, on balance and 

considering the uncertainties, compared to upward pressure on rates. This (of 

course) includes consideration of the Post-Lease Period.  

76. The Waneta 2017 Transaction is a unique historical opportunity for BC Hydro to 

make an investment that puts significant downward pressure on rates for 40 or 

more years and in the mid- to long-term adds reliable clean renewable generation 

with environmental benefits, existing transmission infrastructure and no First 

Nations conflicts to B.C.’s Heritage Assets. The Waneta 2017 Transaction is 

completely unlike the acquisition of new generation as the outcome of BC Hydro’s 

long-term planning process.  
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77. In BCSEA-SCBC’s respectful submission, the Range of Value approach is the 

appropriate basis for the Commission’s determination of whether the proposed 

expenditures (and related orders) are cost-effective and in the public interest.  

78. In the alternative, in the event that the Commission chooses to apply the “LRB 

Gap Approach,” BCSEA-SCBC support BC Hydro’s alternative argument set out in 

paragraphs 92-99 of its Final Argument.  

F. BCSEA-SCBC Responses to CEABC 

79. CEABC’s evidence37 goes to the size of the long-run marginal cost (LRMC) that it 

says should be used in the business case analysis of the Waneta 2017 

Transaction.38  CEABC says its evidence highlights the difference between BC 

Hydro’s forecasts of future prices for new clean renewable generation in B.C. and 

the actual price of new wind generation recently contracted in Alberta.39 CEABC 

says “The proper LRMC value to be used for alternative energy options for future 

dates beyond 2039 is highly likely to be well below that used by BC Hydro, and 

also below the 40% sensitivity value.”40  

80. In response, as stated above, in BCSEA-SCBC’s view BC Hydro’s LRMC would 

be lower if it was updated with the most recent information. However, the results of 

the recent call for wind power in Alberta, while certainly encouraging, cannot be 

simply translated into a new LRMC for BC Hydro. 

81. BC Hydro gives a reasonable response to Commission staff’s IR regarding the 

AESO weighted average bid price for wind energy.41 The AESO information is not 

sufficiently detailed or substantiated to automatically substitute for BC Hydro’s 

$85/MWh figure (or $100/MWh delivered to the Lower Mainland), which is based 

on a robust methodology, transparently developed. 42 Using the LRMC less 40 

percent scenario as a sensitivity test43 is appropriate; and under this scenario the 

Transaction remains beneficial to ratepayers. 

                                            
37 Exhibit C6-6. 
38 Exhibit C6-7, CEABC response to BCSEA-SCBC 1.1, pdf p.28. 
39 Ibid.  
40 Exhibit C6-7, CEABC response to BCSEA-SCBC IR 1.2, pdf p. 29. 
41 Exhibit B-18, response to BCUC IR 2.80.1, pdf 232. 
42 Exhibit B-8, response to BCUC IR 1.10.1, pdf 106. 
43 Exhibit B-18, response to BCUC IR 2.83.3, pdf 250. 
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82. Put another way, BCSEA-SCBC are of the view that the cost of new clean 

renewable resources in B.C. will decline significantly in the coming years. 

However, that expectation does not negate the financial value of the Transaction 

to BC Hydro ratepayers. This is largely for two reasons.  

(a) The Transaction has ongoing positive financial value to ratepayers throughout 

the Lease Period, which could be 20 or 30 years.  

(b) The difference between the embedded cost of the Waneta 2/3 Interest resource 

and the cost of new clean renewable generation (and necessary transmission) 

at a point in time 20 or 30 years in the future is impossible to predict with 

accuracy, is diminished in significance by the discount rate, and is small in 

relation to the overall value of the Transaction to ratepayers.   

83. In the Oral Argument, CEABC raised a concern that the 2/3 Interest is freshet 

energy and mostly unreliable. In BCSEA-SCBC’s view, this not accurate. The 

Waneta 2/3 Interest is actually the entitlement under the Canal Plant Agreement, 

which is mostly firm energy.  

84. In the Application, BC Hydro states: 

“In aggregate, the energy shaping and coordination characteristics of 
Waneta are comparable with highly dispatchable resources such as the 
Seven Mile facility, and are superior to most other resource options 
available to BC Hydro.”44 

85. This issue was canvassed in IRs, where BC Hydro justified its view that the 

Waneta facility provides “highly dispatchable” power.45  

G. Other Issues 

86. BCSEA-SCBC agree with BC Hydro in paragraphs 131-133 that if the Commission 

accepts the expenditures for the Waneta 2017 Transaction under s.44.2 of the 

UCA and the other orders requested in this proceeding, then there would not be a 

need for a CPCN application associated with the 2/3 Interest becoming a load-

serving asset. In BCSEA-SCBC’s view, a future CPCN application for the 2/3 

                                            
44 Exhibit B-1, 4.10.7 Energy Shaping and Coordination, pdf 120-1. 
45 Exhibit B-8-2, responses to BCUC IRs 1.43.5 and 1.43.6. See also: Exhibit B-8-2, 
attachment 1 to BCUC IR 1.26.1, Waneta Technical Due Diligence Review, 1.3.1 Pend 
d’Oreille System Operations – Boundary Dam to US Border on the Columbia River, pdf 
89 – for a description of load shaping & relation to US upstream. 
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Interest would be moot.  

87. Regarding the transmission and OATT issues, BCSEA-SCBC are satisfied that BC 

Hydro’s requested remedies are appropriate, assuming the expenditure schedule 

is accepted.   

88. In paragraphs 144-155, BC Hydro addresses Legal/Regulatory Issues. BCSEA-

SCBC do not disagree with these submissions. 

89. In paragraphs 156-157 and it the Oral Argument, BC Hydro describes its First 

Nations engagement obligations and efforts. In BCSEA-SCBC’s view there is no 

evidence indicating any unresolved First Nations issues associated with the 

Transaction.  

PART 5 – CONCLUSION 

90. For the reasons set out above, BCSEA-SCBC support Commission approval of the 

orders requested in this proceeding regarding BC Hydro’s Waneta 2017 

Transaction. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED. 
 
May 17, 2018 
 

 
 
____________________________ 
William J. Andrews 
Counsel for B.C. Sustainable Energy Association and Sierra Club B.C.  

 


