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1.0 OVERVIEW 

 These submissions are limited to addressing FAES’s calculation of the annual carrying costs on the 

District Deferral Account (the “DDA”). The DSD has no submissions regarding the balance of the 

matters addressed in the Application. 

2.0 BACKGROUND 

 In BCUC Information Request No. 3.1 to FAES, the BCUC asked FAES to provide the calculation 

of the $576,000 amortization of the DDA balance (Exhibit A-3, Page 2). In its response to this 

Information Request (Exhibit B-2, Page 8), FAES explained that it calculates the amortization of the 

DDA balance as an annual payment using the following inputs: 

(a) The AFUDC rate of 5.78% as the discount rate, where: 

a. the rate of ROE is 9.25% (50 bps over the benchmark of 8.75%) at 40% equity;  

b. the rate of debt is 4.75% provided in Table 8 of the Application at 60% debt; and 

c. the income tax rate is 27% that prevails at this time. 

(b) The remaining years in the initial term as the period. 

(c) The opening value of the DDA as the present value. 

(d) Full payment of the DDA to zero as the future value. 

 In its response, FAES also provided a table labelled “DDA Continuity Schedule” (“Table 1”). 

 Based on its review of Table 1, the  DSD understands that FAES’ calculation of the annual carrying 

costs on the DDA for any given year does not account for the contributions made by the DSD in that 

same year towards the DDA balance. For example, in Table 1, the opening DDA balance for the 

fiscal year 2021/22 is projected to be $4,589,000. FAES has calculated the AFUDC for the fiscal year 

2021/22 based on the opening balance of $4,589,000, plus adjustments (which are equal to zero) plus 

half of additions (also zero), all multiplied by the AFUDC rate of 5.78% to arrive at a carrying cost 

(labeled by FAES as “AFUDC”) of $265,000. The DSD’s payments throughout the year towards the 

balance of the account (labeled as “Amortization Expense” of $575,000) do not factor into the 
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calculation of annual carrying costs. They are subtracted from the balance below the line, after FAES 

has calculated annual carrying costs using the opening balance. The practical impact of FAES’ 

calculation is that: 

a. the annual carrying cost is calculated as if the DSD were making a single payment towards 

the DDA balance on December 31, when in fact the DSD is making monthly payments 

towards the DDA balance throughout the year; and 

b. the annual amortization payment made by the DSD is increased by approximately $16,000 

per year. 

 In short, when calculating the annual carrying costs for the DDA, FAES is accounting for 50% of the 

impact of additions to the DDA but is not accounting for any of the reductions to the DDA (See also 

Exhibit B-3, Pages 1 and 2). 

3.0 THE DSD’S POSITION  

 The DSD submits that, when calculating the carrying costs for the DDA, FAES should be required 

to account for both increases to the DDA and decreases to the DDA due to cost recovery or 

repayment, as this approach is fairer to the DSD, is consistent with the RDA (which does not 

expressly specify how this calculation must be done) and is consistent with ordinary utility practice.  

 For the BCUC’s reference, an example of ordinary utility practice regarding the calculation of the 

carrying costs for deferral accounts can be found in Appendix A of Exhibit B-1 filed in the British 

Columbia Hydro and Power Authority F2020 to F2021 Revenue Requirements Application – Project 

No. 1598990.   Tabs 2.1 and 2.2 of this appendix contain information regarding the British Columbia 

Hydro and Power Authority’s deferral accounts and other regulatory accounts, respectively. Both of 

these tabs illustrate that, when calculating the carrying cost for deferral accounts and other regulatory 

accounts, the British Columbia Hydro and Power Authority accounts for both increases to the account 

and decreases due to cost recovery or repayment (See, for example, Tab 2.1 cells W11, W20, and 

W28). 

 

 


