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VIA E-FILING 
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Commission Secretary 
BC Utilities Commission  
6th Floor 900 Howe Street  
Vancouver, BC V6Z 2N3                                                                             Our File:  7500.231 

Dear Mr. Wruck: 
 

Re: British Columbia Hydro and Power Authority Supply Chain Applications 
Project Phase Two 

 
Please be advised that we continue to represent the following organizations in this 

regulatory process: British Columbia Old Age Pensioners’ Organization, Active Support 

Against Poverty, BC Poverty Reduction Coalition, Council of Senior Citizens’ 

Organizations of BC, Disability Alliance BC, Together Against Poverty Society, and Tenant 

Resource & Advisory Centre (“BCOAPO et al.” or “BCOAPO”). Our client groups have 

participated in numerous regulatory proceedings before the British Columbia Utilities 

Commission (“the Commission” or “BCUC”) representing the interests of low- and fixed-

income residential energy consumers, and in this process the interests of BC Hydro’s low- 

and fixed-income residential electricity ratepayers.  As such, all BCOAPO’s member 

organizations have a direct and material interest in the outcome of this Application. 

We regret the necessity of submitting this final argument before the Commission Panel 

has issued a decision regarding our application for an extension to noon on February 7, 

2019.  We understand that should our application be denied, this document will not go on 

the record, but we did wish to submit it as soon as possible in order to give BC Hydro the 

maximum amount of time to review and respond to our submission should our application 

be granted. 

INTRODUCTION 

On December 21, 2016 BC Hydro filed an application with the BCUC seeking acceptance, 

pursuant to section 44.2 of the Utilities Commission Act (UCA), of the capital expenditures 
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up to the end of the Definition Phase of the Supply Chain Applications (“SCA”) Project.  

In the Application, BC Hydro indicated that it would seek acceptance of the remainder of 

the capital expenditures for the Project upon completion of the Definition Phase.  This 

second (Phase Two) application would:  i) include a verification report updating the cost, 

benefit, scope and schedule information and ii) seek acceptance of the Implementation 

Phase costs.   

In Order 32-17 the Commission agreed that a two-phase process was appropriate. 

On October 19, 2017 the BCUC issued Decision and Order G-158-17 in which it 

determined “capital expenditures in the amount of $22.2 million to $29.7 million required 

to complete work up to the end of the Definitions Phase of the SCA project as described 

in BC Hydro’s Application are in the public interest”.  In making this determination the 

Commission found that BC Hydro had provided enough justification of the need for the 

project, reasonably examined the alternatives and completed enough work on the 

identification, analysis and valuation of project benefits to justify moving forward to 

complete the Definition Phase. 

In the same Decision, the Commission confirmed that it was only approving the 

expenditures for the Definition Phase of the project and were not accepting capital 

expenditures for the entire project as being in the public interest such that further 

regulatory process would be required to do so.  To this end the Commission directed BC 

Hydro to file a Phase Two Verification Report at the end of the SCA Project Definition 

Phase and indicated the information that it should be included. 

CURRENT APPLICATION 

On October 12, 2018 BC Hydro filed its Supply Chain Applications Phase Two Verification 

Report (the “Verification Report”).  In the Verification Report BC Hydro requested that the 

BCUC accept, pursuit to Section 44.2 of the UCA, the Implementation Phase capital 

expenditures for the SCA Project at a cost range of $38.5 M to $45.4 M.  In the Verification 

Report BC Hydro provided updated reports regarding the costs, benefits, scope, risks and 
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schedule for the project along with the Quality Assurance Advisor’s Design Review Report 

as directed by the Commission in Order G-158-17. 

Project Need 

BC Hydro currently uses an information technology software application called PassPort 

to carry out and manage its supply chain activities and approximately 85 percent of BC 

Hydro’s capital spending and 55 percent of its operating costs are for third party services 

that must be procured using its supply chain system.  In its Phase One Application BC 

Hydro identified 13 capability gaps in its current supply chain, which the Supply Chain 

Applications Project is expected to close. With the closure of these capability gaps BC 

Hydro expects to realize financial (in the form of reduced costs and reduced work effort) 

and risk-minimization benefits.   

In its Phase One Decision, the Commission found that the current supply chain system 

employed is inadequate given the size and complexity of BC Hydro and determined there 

is a need to address this. In the same Decision the Commission found that the work BC 

Hydro had done to identify and evaluate alternative supply chain applications was 

reasonable and the selection of SAP was justified.  Early in the current proceeding the 

BCUC indicated that “the issues of project need and alternatives for the SCA Project have 

been resolved in the Phase One Decision, and therefore are out of the scope for this 

proceeding”. 

While the need for the SCA Project is out of scope for the current proceeding, BCOAPO 

notes that, as part of the Design Phase work, PricewaterhouseCoopers was engaged to 

refine and validate the benefits of the project and, in doing so, also validated that the 

Project will close the capability gaps identified in the current supply chain IT system  and, 

therefore, continues to meet the needs identified in Phase One. 

Project Scope 

Since the Phase One Application there have been four changes to the scope of the 

project: 
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o The selection of Flextrack VMS for the management of all contingent labour resources 

which resulted in the removal of plans to expand the use of SAP’s cross-application time 

sheet to also cover contract resources; 

o No interface will be built from SAP to Unifier, which is currently being used to manage 

a number of contracts; 

o The removal of the Graphics Work Design Project; and 

o The removal of dynamic discounting. 

Details regarding these four changes are provided at pages 4-7 and 4-8 of the Verification 

Report and in response to BCUC 1.19.1.2.  The changes were the result of determinations 

that the items were either no longer required or the needs thy were intended to address 

were being addressed by other means. 

As discussed in the following section, these changes have minimal impact on the Project’s 

cost, benefits, schedule or risks.  As a result, BCOAPO agrees with BC Hydro that the 

scope of the project has not materially changed.  

Project Cost 

Definition Phase 

In Order 158-17 the Commission accepted capital expenditures in the amount of $22.2 

million to $29.7 million for work up to the end of the Definition Phase of the SCA project 

were in the public interest.  This range represented the lower and upper bounds of BC 

Hydro’s cost estimate.  The capital expenditures associated with the mid-range (i.e., 

expected) estimate were $23.5 M.  When operating costs are included the total expected 

mid-range cost was $27.1 M while the upper bound was $32.4 M.  The $32.4 M also 

represents BC Hydro’s Authorized Cost estimate. 

Table 2-2 in the ‘Current Application sets out the capital and operating cost expenditures 

to-date and those anticipated to the end of the Definition Phase.  Currently the anticipated 
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overall cost for the Definition Phase is $25.4 M which is less that the Expected Cost (per 

the Phase One application and approval) of $26.1 M.  However, meeting this anticipated 

cost required draws on the contingency allowance of $2.3 M included in the Expected 

Cost estimate.  The reasons for the contingency draws are outlined in the Verification 

Report and explained further in the information request responses. 

BCOAPO has no issues with the BC Hydro’s costs for the Definition Phase of the Project. 

Total Supply Chain Applications Project Cost 

In BC Hydro’s Phase One Application, the total Expected Cost of the SCA Project was 

$65.9 M (including contingency and interest during construction of $8.5 M).  In the current 

Application the Expected Cost is $71.3 M (including contingency and interest during 

construction of $8.0 M).   

Looking just at the direct costs associated with the Implementation Phase of the Project 

these costs have increased from $31.3 M to $37.9 M (inclusive of both capital and 

operating costs).  BC Hydro attributes this to an overall increase in the complexity of the 

required solution which has led to increase in both the project schedule and the resources 

that will be required to complete the project.  The $6.6 M variance is split roughly 50/50 

between increases in the costs of the System Integrator contract and BC Hydro’s internal 

costs. 

In response to information requests BC Hydro has provided an explanation as to the 

reason for the increase in project complexity and documented the increase in cost for 

both the System Integrator and it.  It is noted that the changes in the SCA Project’s scope 

discussed above did not impact the overall cost of the Project.  It is not at all surprising to 

BCOAPO that the direct implementation costs of the SCA Project have increased as result 

of the additional work undertaken throughout the Definition Phase.  In fact, BCOAPO 

considers this outcome to be consistent with the BCUC’s comment in Order 158-17 that 

“IT implementations rarely go exactly according to plan”. 
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BC Hydro suggests that parties can take some comfort from the fact that the System 

Integrator has agreed to a fixed price contract for the remaining scope of the work for the 

Implementation Phase.  While the System Integrator’s fixed price contract does provide 

some comfort, it is important to note that the scope of the System Integrator’s work can 

change even if the scope of the project does not materially change.  While the needs of 

the Project are now better understood than at the start of the Definition Phase, BCOAPO 

is concerned that additional complexities and project requirement will emerge during 

Implementation Phase that will further increase the overall cost of the project, including 

the System Integrator’s costs. 

The Expected Cost for the project also includes allowances for contingency and interest 

during construction.  BC Hydro has based the contingency allowance on 15% of the future 

direct cost of the project (i.e., the $37.9 M for the Implementation Phase).  This contrasts 

with the Phase One Application, where the contingency included in the Expected Cost 

was 20% of future direct costs.  BC Hydro explains that the reduction in the contingency 

allowance is due to the scope of the SCA Project now being more clearly defined and the 

implementation plans more fully developed such that a higher percentage of project 

activities being defined within the SCA Project’s direct costs and a lower percentage being 

covered by contingency.  BC Hydro also notes that 15% is its standard contingency rate 

for IT projects advancing into the Implementation Phase. 

BCOAPO accepts that a lower contingency allowance can now be ascribed to the Project 

as compared to that used in the Phase One Application.  At the same time, consistent 

with the comments made above, it is BCOAPO’s expectation that some or all the 

contingency will be required in order to complete the project. 

The Expected Cost is based on the Target In-Service date for the SCA Project which 

reflects a two and a half month increase in the duration of the Implementation Phase.  

The extended duration is also attributed to the increased complexity of the Project. 

In its response to information requests BC Hydro presented information comparing actual 

project cost to First Full Funding approval (cost estimate at the beginning of 
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Implementation Phase) for projects completed over the last three years and indicated that 

BC Hydro came within 4 per cent of total approved funding for completed technology 

projects.  What is not clear from the response is whether the First Full Funding approval 

amounts represent the Expected (i.e., mid-range estimated) Costs of the various projects 

or the Authorized Costs.  If it is the Expected Cost that is being used for comparison 

purposes, then the response provides BCOAPO some comfort that the current Expected 

Cost is reasonable.  However, if the First Full Funding approval amount represents the 

Authorized Cost of the various projects (which is typically higher) then, in BCOAPO’s 

view, this would suggest that the actual costs will be higher than “expected”.  BCOAPO’s 

position is that BC Hydro should clarify its Reply the basis for the First Full Funding 

approval used in the comparison. 

The Authorized Cost Estimate for the SCA Project is based on the Expected Cost with 

adjustments for:  i) known risks ($1.3 M); ii) unknown risks ($6.5 M) and iii) additional 

interest during construction for the preceding adjustments ($0.2 M).  The total Authorized 

Cost as presented in the Verification Report is $71.3 M. 

The adjustment for “known risks” includes two items:  i) the risk that the use of lower cost 

offshore development resources proves to be infeasible ($1.0 M) and ii) the risk that the 

Unifier to SAP interface may be required ($0.3 M).  The first risk (i.e., related to offshore 

development) was recognized as an Implementation Phase risk in the Phase One 

Application and the amount ascribed to this risk at that time was the same - $1 M.  With 

respect to the second known risk, as explained above, the scope of the project has been 

revised to remove the development of an interface between Unifier and SAP.  However, 

at the time the Verification Report was filed the Unifier interface was identified as a 

potential requirement to support the Site C project and hence might need to be brought 

back into scope.   

As a result, this item ($0.3 M) was included as a specific reserve amount.  Analysis on 

whether integration between SAP and Unifier is required for the Site C Project has been 

carried out since the Verification Report was filed which indicates that the integration is 

most likely not required as the absence of an interface would not result in any additional 
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manual effort.  BC Hydro expects to finalize its decision on this matter by the end of 

February 2019. 

The reserve for unknown risks is calculated based on 15% of the sum of the Future Direct 

Implementation Costs ($37.9M) and the contingency allowance on Future Direct 

Implementation Phase Costs ($5.7 M).  The 15% factor for calculating the reserve for 

unknown risk is the same as that used in the Phase One Application.   

Overall, the Authorized Cost Estimate ($71.3 M) is the same as in the Phase One 

Application.  While the Direct Implementation Costs have increased this has been offset 

by a reduction in both the contingency and reserve allowances associated with the 

Implementation Phase.  The contingency allowance has decrease due to the use of a 

lower contingency factor percentage (15% as opposed to 20%), which is attributed to the 

SCA Project requirements now being better understood and defined.  Indeed, some of 

what were previously “contingency costs” can now be viewed as being captured in the 

direct cost of the Project.  The reserve allowance has decreased as it is based on 15% of 

“future costs” and these have been reduced as Definition Phase of the project is now 

virtually complete. 

BCOAPO has no issues with BC Hydro’s Authorized Cost Estimate for the SCA Project 

Project Benefits and Net Benefits 

 

Project Benefits 

 

In Order 158-17 the Commission stated1, “while the SCA project is still in the Early 

Definition Phase, the Panel finds that the work BC Hydro has done to identify and quantify 

the value of benefits resulting from the implementation of the project is reasonable”. 

 

BC Hydro’s benefits analysis is like that undertaken for the Phase One Application and is 

based on the discrete benefits flowing from closing the 13 capability gaps which will result 

                                                
1 Page 32 
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in reduced cost, reduced effort or reduced risk for the Corporation2.  During the Definition 

Phase further work was undertaken by both BC Hydro and PricewaterhouseCoopers 

(PwC – the System Integrator) to validate and refine the Phase One benefits analysis3.   

 

Project Scope Changes 

As noted above, there have been four changes in the SCA Project’s scope since the 

Phase One Application.  However, these changes in scope have not impacted the 

valuation of the expected benefits attributable to the Project4. 

 

Refinement of Discrete Project Benefits 

The further benefits analysis undertaken during the Definition Phase, resulted in the 

identification of 67 discrete benefits as compared to the 64 identified in Phase One, the 

net impact of adding 11 newly identified benefits and removing 8 of the previously 

identified benefits5.  These changes are identified in Table 3-2 of the Verification Report.  

In the Phase One Application the annual Expected Benefits from the Mid Benefits 

Scenario was $26.2 M6.  Adjusting for the new and removed discrete benefits reduces 

this value by $2.6 M as set below7. 

 

                                                
2 Exhibit B-1, page 3-5 
3 Exhibit B-1, pages 3-7 to 3-8 and Exhibit B-3, BCUC 1.10.4 
4 Exhibit B-4, BCOAPO 1.7.1 and Exhibit B-3, BCUC 1.19.1.6 
5 Exhibit B-1, page 3-6 
6 Exhibit B-1, page 3-10 
7 Exhibit B-1-2, Appendix F-Revised.  Note:  Total has been added to BC Hydro table. 
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Benefit Calculation:  Realization Ratios and Baseline Assumptions 

In the Phase One Application BC Hydro assumed that 50% of identified quantifiable 

benefits would be realized.  In the Verification Report a specific realization rate of between 

50% and 100% was assigned to each discrete benefit based on the design work and 

confidence in the ability to achieve the benefits8.  The overall effective realization ratio is 

now approximately 54%9. 

 

Similarly, during the Definition Phase BC Hydro refined its quantification of each of 

discrete benefits.  Overall, this assessment resulted in a change in the quantified benefits 

(i.e., Phase One Mid-Scenario Expected Benefits vs. Verification Report Expected 

                                                
8 Exhibit B-4, CEC 1.13.1 
9 Exhibit B-1, page 3-8 

Table 3-2A - Changes to Identified Benefits

BC Hydro's Response to 

IR:

CEC 1.12.1

Benefit ID Benefit Name Change

Category 

(Cost/ 

Effort/ Risk)

Phase One Mid 

Scenario Benefits / 

Verification Report 

Expected Benefit

('000s)*

92 Reduced spend due to systematic communication of change in the demand New Cost 0.0

102 Improved excess project material visibility New Cost 816.1

103 Improve reel return management New Cost 400.0

104 Reduction in inventory obsolescence write-offs New Cost 425.0

60 Reduction of expedited purchasing on non-stock material Removed Cost -4500.0

66 Reduced cost to compile spend reports Removed Effort -195.0

93 Inventory process effort reduction New Effort 0.0

94 Reduction of efforts to process manual POs New Effort 401.9

96 Reduction of effort to process manual change requests New Effort 36.5

97 Reduced effort for scheduler via improved material visibility New Effort 0.0

100 Reduced effort with system blocks on closing charge codes with open Orders New Effort 265.5

105 Reduction in project forecasting effort New Effort 1121.0

13 Reduced effort by streamlining demand management on long-lead time items Removed Effort -2.0

15 Effort reduction through automated inventory level management Removed Effort -293.0

23 Reduced effort via evaluated receipt settlement (ERS) Removed Effort -59.0

35 Reduced effort via centralized kitting Removed Effort -390.0

44 Reduced effort to execute material return from projects Removed Effort -65.0

56 Eliminate maintenance of duplicate work orders in PassPort Removed Effort -513.0

98 Reduced risk of receiving and paying for non-compliant material New Risk 0.0

TOTAL -2551.0

* Negatives are indicating a removed benefit
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Benefits) for 15 of the discrete benefits analyzed which totalled $11.14 M.  The details are 

provided in Appendix F (Tab F1) and summarized below by capability gap10. 

 

 

Out of the 15 discrete benefits where the quantified benefits changed in the Verification 

Report, there were only three where the change was greater than $500 k (which 

represents less than 5% of the overall impact).  In two cases, these changes resulted in 

an increase in the quantified benefits while, in the third case, the change led to reduction 

in the quantified benefits.  The overall impact of the changes in these three areas is 

$10.45 M.  The three areas are: 

i. Benefit ID #5 where currently the lack of information regarding historical and 

anticipated future demand inhibits ability to negotiate lower prices.  The benefit 

value is $10.3 M higher in the Verification Report due to an increase in the 

calculated benefit from 0.5 per cent of addressable spend to 1.5 per cent of 

addressable spend11. 

ii. Benefit ID#14 where currently without accurate visibility of demand BC Hydro 

must carry higher stock to ensure material availability. This adds to the internal 

                                                
10 Exhibit B-4, BCOAPO 1.8.1 
11 Exhibit B-3, BCUC 1.17.5 

Table 3-3A –Phase Two Annual Expected Benefits versus Phase One Annual Mid Benefits Scenario at Full Ramp-Up ($ million)

12.04 10.85 -1.18 0.00 -1.18

5.98 16.29 10.30 0.00 10.30

6.04 3.55 -2.49 -3.97 1.48

0.20 0.00 -0.20 -0.20 0.00

0.00 1.12 1.12 1.12 0.00

0.10 0.09 -0.01 0.00 -0.01

0.07 0.82 0.75 0.75 0.00

0.39 0.00 -0.39 -0.39 0.00

0.00 0.00 0.00 0.00 0.00

0.62 1.33 0.72 0.44 0.28

0.06 0.00 -0.06 -0.06 0.00

0.02 0.29 0.27 0.27 0.01

0.68 0.43 -0.24 -0.51 0.27

26.17 34.77 8.59 -2.55 11.14

BC Hydro's Response to IR: 

BCOAPO 1.8.1

Phase One 

Mid 

Scenario 

Benefits

(A)

Verification 

Report 

Expected 

Benefits

 (B)

Variance

 (B - A)

New/Removed 

Benefits

 (C)

Changes in 

Calculation of 

Benefits

(D)

Capability Gap

1 - Inability to manage service related spend 

2 - Poor contract management 

3 - Poor inventory management

4 - Poor management of individual supplier performance 

5 - Difficulty planning capital projects 

6 - Lack of order, delivery and payment tracking 

7 - Inability to support return of unused materials 

8 - Inability to pre-assemble materials for field crews 

Total

9 - Lack of mobile access to inventory information

10 - No self-serve option for routine service requests 

11 - Inability to pay suppliers without an invoice 

12 - Inability to streamline controls and approvals process 

13 - Inability to integrate with work management systems
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cost of materials (cost of capital, cost of storage, etc.).  The benefit value is 

$1.5 M higher in the Verification Report due to an increase in the realization 

rate (75% vs. 50%) and updated inventory levels and existing turn rates12. 

iii. Benefit ID#26 where currently there is no automated 3-way match for most 

services received and no visibility to the unit price on a contract which leads to 

extra effort approving invoices.  The benefit value in the Verification Report is 

$1.3 M lower due to updates in the number of invoices (F2018) and a more 

refined segmentation of the invoices being used for the Verification Report13. 

In the case of Benefit ID#14 BC Hydro explains that the increase in the realization rate 

was based on the success observed in other utilities14.   

 

BCOAPO has no issues with BC Hydro’s re-evaluation of the benefits in this area. 

 

In the case of Benefit ID#5, the increase in benefits from 0.5% to 1.5% of addressable 

spend is based on PwC's report 'A Holistic Approach to Third-Party Contracts'15 which 

indicates that cost leakage from contract non-compliance can generate between 0.5 per 

cent and 3 per cent in contract specific savings.  The choice of 1.5% was based on the 

following16:  

i. the potential for leakage or non-compliance is higher with organizations with a 

higher service-to-goods procurement ratio and BC Hydro’s procurement ratio 

typically exceeds 70 per cent services procurement to 30 per cent goods 

procurement;  

ii. BC Hydro also procures a very wide variety of products and services from a 

significant number of vendors, across a variety of business verticals with a high 

variation in complexity of transaction. Managing the procurement of this wide 

variety of products and services creates an increased risk of leakage; and 

                                                
12 Exhibit B-3, BCUC 1.17.5 
13 Exhibit B-3, BCUC 1.17.5 
14 Exhibit B-3, BCUC 1.17.5 
15 Exhibit B-4, CEC 1.23.1 
16 Exhibit B-3, BCUC 1.12.4 and Exhibit B-4, CEC 1.26.1 
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iii. BC Hydro is at a lower level of technological maturity with respect to supply 

chain technologies than the average company that may be reflected in PwC’s 

report. 

In the Phase One Application the benefits associated with Benefit ID#5 accounted for 

roughly 22% of the total Mid Scenario Benefits.  However, in the Verification Report this 

discrete benefit now accounts for 46% of the Expected Benefits.  As a result, the 

estimation of its benefits is critical to the overall benefit analysis.   

 

BCOAPO considers the choice of 1.5% cost leakage reduction factor in conjunction with 

a 50% realization rate to be reasonable.  However, it is BCOAPO’s view that any net 

benefits analysis should include sensitivity analyses focusing specifically on the 

implications of this assumption. 

 

Capital vs. Operating Costs 

In Phase One BC Hydro estimated that 76% of the cost benefits were attributable to 

capital activities and 24% to operating activities.  Based on more refined analyses, these 

percentages have been changed in the Verification Report to 65% for capital activities 

and 35% for operating activities.  Similarly, in the case of effort reduction benefits further 

analysis has refined the percentages from the 40% capital and 60% operating used in 

Phase One to 65% capital and 35% operating for purposes of the Verification Report17.     

 

It should be noted that these changes will not impact the NPV in the discounted cash flow 

analysis but will impact the NPV in the revenue requirement impact analysis. 

In response to information requests BC Hydro has explained the basis for the changes18.   

 

BCOAPO has no issue with the changes to the capital/operating savings percentages. 

 

                                                
17 Exhibit B-1, page 3-8 
18 Exhibit B-3, BCUC 1.12.1 & 1.12.2 
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Quantified vs. Monetized Benefits 

In the Verification Report the calculation of “benefits” has been further refined and a 

distinction made between quantified benefits and monetized benefits.  The refinement 

recognizes that for some effort reductions it may be difficult to “monetize” the full financial 

value of the expected benefit such as when the effort reductions are in short time 

increments distributed across large working groups19. 

 

Focusing on those areas where effort reductions are likely to be concentrated, BC Hydro 

determined the total Monetized Benefits relating to effort savings to be $2.6 million, 

representing a targeted reduction of 20 full time equivalent (FTE) positions20.  When 

combined with the Expected Cost Reduction benefits the result is total Monetized Benefits 

of $23.0 M21. 

 

BCOAPO has no issue with BC Hydro’s refinement regarding monetized benefits.  

Indeed, BCOAPO views this refinement as being consistent with the issues it raised in its 

Phase One final submissions wherein BCOAPO stated22: 

“Over one-half of the savings are due to effort reduction. Furthermore, this effort 

reduction is spread across multiple employees and departments. Again, it would 

be unrealistic to assume that 100% of the reduction will be translated into staff 

savings dollars.” 

However, BCOAPO does note that, in terms of the Monetized Benefits, the contribution 

of the ID#5 discrete benefit is significant as its value23 ($16.1 M) represents almost 70% 

of the $23.0 M in total Monetized Benefits. 

                                                
19 Exhibit B-1, page 3-13 
20 Exhibit B-3, BCUC 1.13.2 
21 Exhibit B-1, page 3-15 
22 Page 15 
23 Exhibit B-1-2, Appendix F-Revised, Tab F1 
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Ongoing Costs 

 

While not part of the SCA Project costs, it is now anticipated that the Project will incur 

incremental annual operating and capital costs of between $2.3 M and $3.4 M to provide 

ongoing business support and sustainment.  In comparison, the Phase One Application 

had ongoing support costs of $1.8 M to $2.9 M24.  In response to information requests25 

BC Hydro has explained that the increase is due to the Verification Report also 

recognizing incremental Supply Chain business unit support and sustainment costs and 

well as head count reduction costs.  In other responses BC Hydro has explained how the 

ongoing operating costs were determined26. 

 

BCOAPO has no issues with BC Hydro’s forecast for ongoing costs. 

 

Project Net Benefits 

 

BC Hydro has performed two sets of net present value (NPV) analyses:  one focusing on 

cash flows and one focusing on the annual revenue requirement. 

 

Cash Flow NPV 

For the cash flow NPV BC Hydro has run four cost and benefits scenarios: 

o Base Case – Expected Cost / Monetized Benefits Scenario; 

o Authorized Cost / Monetized Benefits Scenario; 

o Expected Cost / Expected Benefits Scenario; and 

o Authorized Cost / Expected Benefits Scenario. 

 

The results of each are set out below27. 

                                                
24 Exhibit B-1, page 2-17 
25 Exhibit B-3, BCUC 1.9.1.1 & 1.9.2 
26 Exhibit B-4, BCOAPO 1.6.1 and Exhibit B-3, BCUC 1.9.3 & 1.9.4 
27 Exhibit B-1, pages 3-20 to 3-21 
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BC Hydro notes that in comparison to the $41.8 M NPV for the Expected Costs/Monetized 

Benefits scenario, the equivalent mid scenario NPV values of discounted cash flows in 

Phase One was $68.3 M.  The difference is due to several factors including:  i) only 18% 

of the financial value of the expected efforts reductions being monetized in the Verification 

Report and ii) the increase in the expected cost of the Project.  However, the NPV analysis 

in Verification Report uses lower nominal discount rate of 6% than the Phase One 

Application28 based on BC Hydro’s current weighted cost of capital, which serves to 

increase the NPV of the discounted cash flows29. 

 

As already noted, discrete benefit ID#5 accounts for a significant portion of both the 

Expected and Monetized Benefits.  Indeed, utilizing the functionality of Appendix F-

Revised BCOAPO estimates that using 1.0% cost leakage reduction factor (as opposed 

to the 1.5% used in the Verification Report) would reduce the NPV of the Discounted 

Cash Flows to:  i) $18.0 M in for the Expected Costs/Monetized Benefits Scenario (i.e., 

BC Hydro’s Base Case) and ii) $8.1 M for the Authorized Costs/Monetized Benefits 

Scenario.  Furthermore, using the original 0.5% leakage reduction factor would lead to a 

negative NPV value for both scenarios. 

 

In the foregoing submissions BCOAPO has agreed that the 1.5% cost leakage reduction 

factor used by BC Hydro is reasonable.  However, this sensitivity analysis highlights the 

                                                
28 BC Hydro used 7% in Phase One 
29 Exhibit B-1, pages 3-20 and 3-21 

Table J.-6 NPV' of Discon, led Cash Plows: 
Sens1iliviirt.y amil Brn1akeven An al ys~s 

Scenarios NPV of Dis,oounted Benefit Pementag,e 
Caslh Filows IReq,uir:ed to Break,even 

($, million) r1o:t 
Expected Oosts J Monetirz.ed Benefits 41.8 60 

A.l!ltholiz:ed Oosts I Moneti!zed Benefits 31.9 69 

Expected Oosts J Expected Benefits 102.5 38 
Atitholiz:ed Oosts .I Expected !Benefits 92.6 44 
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importance of achieving and maintaining the anticipated cost savings in this area.  With 

this caveat, BCOAPO agrees that the SCA Project provides positive net benefits from a 

financial perspective.   

 

Revenue Requirement NPV 

The revenue requirement NPV analysis differs from the cash flow analysis in that it does 

not focus on the timing of the cash flows but rather on changes in the revenue 

requirement.  It also differs in that the revenue requirement analysis includes sunk costs30.  

In principle, the revenue requirements analysis would also incorporate the accelerated 

write-off of the remaining supply chain PassPort IT system costs.  However, these costs 

($0.3 M) were considered to be immaterial and were not included in the analysis31. 

 

The results of this analysis are set out below32. 

 

 

This analysis indicates that SCA Project results in favourable revenue requirement 

impacts over the long term.  However, the Project does put upward pressure on rates in 

the short term as indicated by the following figure.  This impact is the greatest in in fiscal 

2021, ranging from 0.21 per cent in the Base Case scenario to 0.23 per cent in the 

Authorized Cost / Monetized Benefits scenario33. 

                                                
30 Exhibit b-1, page 3-19 
31 Exhibit B-4, BCOAPO 1.6.3 
32 Exhibit B-3, BCUC 1.16.5 
33 Exhibit B-4, BCOAPO 1.16.1 

Soenariios Rev iised 

INPVof Benefit 
Revenue Pernentage 

Req11JJ irem ent Requi red to 

r m"ll iiont Breakeve:n 
{%} 

Expected Cost I Monetized 28.6 164 
Be11e•fits 

Auttiorni\zed Cost I M oliletized 19.4 75 
Be,lilefits 
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Subject to the preceding caveats regarding the need to ensure the anticipated savings 

are achieved (particularly with respect to ID#5), BCOAPO agrees that the SCA Project 

provides positive net benefits over the long term from a revenue requirement perspective.   

 

Project Risks 

 

The BCUC’s Phase One Decision directed34 that that the Verification Report document 

any material project risks that were not identified in the Phase One Application but were 

identified during the Definition Phase.  As part of the Verification Report BC Hydro has 

provided an updated risk assessment35.  This updated assessment notes that some of 

the risks identified in Phase One (e.g., those associated with the Definition Phase) have 

passed and that for a number of others the probability of occurrence is now reduced.  

However, one new risk has been identified36.   

 

The newly identified risk is the potential for low data quality and/or data not being ready 

according to the Project Schedule.  The main type of data relevant to this risk is 

information on BC Hydro’s contracts37.  If this risk materializes, it would not impact project 

costs, but it could result in increased operating cost pressures as BC Hydro works to 

                                                
34 Pages 42-43 
35 Exhibit B-1, Section 5.3 
36 Exhibit B-1, pages 5-4 to 5-15 
37 Exhibit B-1, page 5-3 
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increase the data quality and availability38.  This risk could impact the Project’s schedule, 

although any impact would be addressed through the project schedule contingency39.  

However, if this risk materializes it could also affect benefit realization in the years 

immediately after implementation (i.e., up to the end of fiscal 2022) including benefit ID 

#540.   

 

On balance BCOAPO considers the overall Project risk to be no greater than that at the 

time of the Phase One Application. 

 

Reporting 

 

The Verification Report proposes that there will be both Project Reporting and Benefit 

Reporting. 

 

Project Reporting 

 

BC Hydro proposes to file semi-annual progress reports with the Commission on the SCA 

Project consistent with other BC Hydro project-specific progress reports.  The Project’s 

final completion report would be filed three months after receiving Board of Directors’ 

approval of the SCA Project’s final completion report41. 

 

BCOAPO has no issues with BC Hydro proposal with respect to project reporting. 

 

Benefits Reporting 

 

BC Hydro plans to internally track and monitor the realization of the SCA Project benefits 

on an annual basis at least until benefits are fully realized.  BC Hydro has indicated that 

it will report to the Commission on the realization of the SCA Project benefits in the Project 

                                                
38 Exhibit B-3, BCUC 1.21.1 
39 Exhibit B-3, BCUC 1.21.2 
40 Exhibit B-4, CEC 1.32.2 
41 Exhibit B-1, pages 1-13 to 1-14 and Exhibit B-3, BCUC 1.1.1 



 

20 

Closure and Evaluation Report (PCER) as well as future revenue requirement 

applications42.   

 

The benefit reporting will track all cost reduction benefits plus effort reduction benefits 

with an annual expected cost benefit above $500,000.  Overall, this means BC Hydro will 

be tracking 12 discrete benefits that account for 96% of the total Expected Benefits and 

99% of the Monetized Benefits43.  BC Hydro intends to track and measure its progress 

towards achieving the forecasted benefits until they are fully realized which will be three 

to five years depending on the benefit44. 

 

BC Hydro plans on using “benefit tracking sheets” to track and measure progress towards 

achieving the forecasted benefits.  BC Hydro has included benefit tracking sheets for each 

of the 12 discrete benefits as part of the Verification Report45.  However, it indicates that 

the baselines, metrics and measures to be used will be finalized in the Implementation 

Phase and updates will be provided as part of the project-specific progress reporting46. 

 

BCOAPO notes that out of the $22 M in forecasted annual Monetized Benefits that BC 

Hydro plans on tracking almost 75% will be based on “estimated” baselines (i.e., 

estimates of what would have occurred without the SCA solution)47.  As a result, BCOAPO 

sees the establishment of credible “baselines” for the two discrete benefits involved (ID#5 

and ID#102) as being critical in over plan for benefits tracking and reporting.  BC Hydro 

has indicated that it plans to report on SCA Project benefits in future revenue 

requirements applications.  Given that the details of the benefit tracking are still a “work 

in progress” BCOAPO submits that one condition of any approval should be that full 

documentation regarding the benefits tracking plan and, in particular, the baselines and 

metrics to be used for benefits tracking be provided as part of the first revenue 

                                                
42 Exhibit B-3, BCUC 1.1.2.2 
43 Exhibit B-1, page 3-18 and Exhibit B-3, BCUC 1.14.3 
44 Exhibit B-3, BCUC 1.14.5 
45 Appendix I 
46 Exhibit B-1, pages 3-17to 3-18 
47 Exhibit B-4, BCOAPO 1.12.1 
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requirements application following Project completion and that BC Hydro be prepared to 

address any concerns or issues as part of the associated proceeding. 

 

CONCLUSION 

 

Subject to the foregoing comments, BCOAPO submits the BCUC should the proposed 

capital expenditures of $38.5 M to $45.4 M for the Implementation Phase of the Supply 

Chain Project accept as being in the public interest. 

 

All of which is respectfully submitted.  

 
Yours truly, 
BC Public Interest Advocacy Centre 
 
Original on file signed by: 
 
Leigha L. Worth 
Barrister & Solicitor 
Executive Director  
 
 
 




