
FortisBC Energy Inc. and FortisBC Inc. 

Multi-Year Rate Plan Application for 2020–2024 

MoveUP Final Argument 

 

Introduction 

 

In accordance with the Commission’s Order of November 6, 20191, the following sets out 

the argument of the Movement of United Professionals (“MoveUP” or the “Union”) in this 

proceeding. 

 

MoveUP represents the “inside” workforces of Fortis Energy Inc. (“FEI”) and Fortis BC Inc. 

(“FBC”) (collectively “FortisBC” or the “Utilities”) and has participated in proceedings 

before the Commission related to the Utilities for a number of years. In this case MoveUP 

participated actively in the various workshops and procedural conferences that were held 

both before and after the filing of the Application and filed Round 1 information requests to 

FortisBC. 

 

MoveUP generally supports the Application, subject to the comments that follow. It 

believes that the proposed MRP’s are an improvement on the current PBR mechanism, and 

that the ratemaking principles and mechanisms proposed by FortisBC are reasonable and 

balanced having regard to the historical experience with the current PBR, changes in 

FortisBC’s operating environment, and the challenges that will face the Utilities in the 

future. 

 

MoveUP believes that as a general matter its interests are aligned with those of customers, 

particularly in relation to ensuring that the Utilities maintain a stable and productive 

workforce that has a long term commitment to the success of the system, understands the 

                                                           
1  Exhibit A-13, BCUC Order 272-19 
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direction the Utilities are taking, and is confident in the future of the utility business in 

British Columbia. 

 

The Union’s particular concerns with respect to the design of rates for the Utilities fall into 

two broad categories. First, MoveUP seeks to ensure that the ratemaking mechanisms 

approved by the Commission do not distort FortisBC’s behaviour and commercial 

incentives in a way that leads it to make operating and capital investment decisions that 

unfairly and inappropriately disadvantage the Utilities’ workforces relative to the Utilities’ 

shareholders. Such distortions are likely to harm ratepayers in the long run by leading to 

expenditure levels that are not adequate to maintain efficient, safe, and reliable operations 

and good customer service, and capital investments that are inefficient from a customer 

perspective. These concerns are discussed in more detail in relation to specific aspects of 

the MRP plans in the comments that follow.  

 

The Union’s second broad area of concern is with maintaining the long run viability of the 

Utilities in the face of growing social and governmental pressure towards 

“decarbonization” and the need to address greenhouse gas emissions in the interests of 

mitigating climate change. The issue here is the ability of the Utilities, especially FEI, to 

adapt and respond to those pressures in a way that enables them to continue to provide 

economical energy delivery services in the emerging energy sector environment. 

 

Challenges Facing Energy Utilities and their Regulators in 2020 

 

In the most important area – equipping the companies and their customers to adapt to 

impending energy sector transformation – if anything, the Application is too timid. It is 

highly probable that this will become obvious before the expiry of the proposed five-year 

MRP cycle, and the Plan’s mechanisms should not necessarily be regarded as rigidly locked-

in for the duration if the context and assumptions upon which they were designed become 

unreliable. 
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If necessary, the Utilities and their regulator must be prepared to accelerate strategies to 

flourish through a period of fundamental change that is coming upon us. Intensifying 

weather disasters everywhere are beginning to inject greater urgency into demands for the 

decarbonization of our economy and communities. This can only increase, even in the near 

term. The coming period will impose new imperatives on energy utilities, their workforces, 

their customers, and their regulators. That future is already coming into focus.  

 

Business-as-usual is increasingly inadequate and would become positively destructive if 

permitted to persist. Utilities and regulators who limit their focus to a quest for marginal 

(and shrinking) efficiencies, as though the world were not changing around them, would 

squander opportunities to avoid harm to the companies and their ratepayers, and to 

productively navigate the turbulent waters ahead. 

 

From today’s vantage point, like an approaching storm-front we can discern forces that will 

shake the energy sector off its trajectory. The earliest weather-system impacts of global 

climate change, caused by two centuries of unrestrained burning of hydrocarbons, are 

already raising alarm. Early developments like lethal heat-waves, droughts, floods and 

wildfires are rapidly transforming public discourse. Led by municipalities, governments are 

responding with increasing vigour. 

 

For example, the City of Vancouver has adopted an aggressive plan to drastically reduce 

GHG emissions within city limits. This is already having an impact on FEI’s prospects for 

customer growth: 

 

In anticipation of the implementation of Big Move #4 which recommends that all 

buildings’ space and water heating becomes zero emissions by 2025, FEI 

understands that many builder/developers with projects in the CoV are considering 

an earlier switch than 2025 as they believe it will facilitate a more streamlined 

zoning and permitting approval process. This policy remains under development; 
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however, FEI believes it will place downwards pressure on customer attachments, 

retention and demand.2 

 

Today we are witnessing the early onset of climate-change’s weather impacts. Extreme 

weather events will grow more deadly and intense as the result of changes already set in 

motion. As a result, we are at only the leading edge of a changing political and policy tide. 

As weather disasters intensify, it will become increasingly clear that the dislocation and 

suffering flowing from inaction will vastly outweigh the economic costs of more effective 

mitigation measures. Climate change deniers are rapidly joining the ranks of flat-earthers. 

 

At a minimum, the Commission must ensure that it provides the Utilities with the necessary 

space to adapt proactively to their emerging new context. The proposed five-year 

ratemaking period can provide the Utilities space to adapt, or can bind them into a 

straightjacket at a time when room to manoeuvre will be critical to the welfare of the 

companies and ratepayers.  

 

For FEI, the choice is between a non-adaptive future where a shrinking core customer base 

bears the weight of under-utilized and even of stranded assets, or an adaptive one where 

the Utility moves proactively to find its place as part of the climate solution. We agree with 

FortisBC’s characterization of the risks and opportunities: 

 

The transition to a low-carbon economy will require a myriad of climate action 

solutions provided in a timely manner. The transition creates both opportunities 

and challenges for utilities like FortisBC. For example, as discussed in Section 

B1.2.6.1 of the Application, renewable gases are critical for meeting GHG reduction 

objectives. As shown in the CleanBC Plan, renewable gas accounts for 75 percent of 

the reductions expected in the buildings sector. As such, there are considerable 

opportunities for FortisBC to advance the development of renewable gas and an 

imperative to pursue them quickly and efficiently. 

                                                           
2 Exhibit B-9, MoveUP IR 1.3.3 at p. 10 



5 

 

. . . . 

Failing to adjust would mean that FortisBC’s climate solutions become less 

attractive or irrelevant in the face of other energy choices such as the electrification 

of the buildings sector. Assets could become underutilized over time if FortisBC 

failed to offer solutions and consumers were to choose energy delivery means other 

than FortisBC. 3 

 

For FBC, an obvious need will be responding to a world where electricity displaces many 

applications of fossil fuels, including gasoline, diesel and natural gas. This will not be a 

simple matter of ramping up capacity and supply: developments like the replacement of 

internal combustion with electric motors for transportation, and the resultant massive 

resource of battery storage dispersed through load centres, will have major impacts on 

infrastructural needs, electrical resource choices, and rate structures. 

 

As electricity moves into roles previously filled by the combustion of hydrocarbons, we 

should expect demands to emerge for a more diverse array of electrical energy services, 

delivery profiles and rates better tailored to optimize emerging needs and circumstances. 

Electric vehicle charging is but one example. BC Hydro has developed proposals for 

Transmission Service Market Reference-Priced Rates, currently before the Commission for 

approval. These may well be harbingers of future modes of electric utility service. Electric 

utilities and their regulators will need to fashion ways to maintain full recovery of fixed 

costs from all customer groups in a more complex and variegated operating environment. 

 

Continuation of Index-Based Ratemaking 

 

An initial question, to which FortisBC devoted considerable time in its Argument4, is 

whether it is appropriate to continue with a “PBR-style” indexing mechanism under which 

rates are fixed by a formulaic mechanism over a relatively long term, as opposed to 

                                                           
3 Exhibit B-9, MoveUP IR 1.3 at p. 3 & 4 

4 FortisBC Final Argument at pages 7-17. 
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returning to a shorter term “Cost of Service” or “COS” approach that fixes rates for a one or 

two-year term based primarily on regulatory review of the Utilities’ forecasts. 

 

MoveUP’s position is that either approach can be reasonable if appropriate care is taken 

with the approval of forecasts and the design of indexing mechanisms, and that in the long 

run the results of the two approaches are likely to be similar. Given FortisBC’s apparently 

strong desire to continue with an indexing mechanism, the Commission’s previous support 

for the indexing approach, and the fact that no intervener filed evidence opposing the 

general concept of indexing, the Union is prepared to accept FortisBC’s proposed approach 

in this case. Both approaches involve certain short- and long-term risks to the Utilities and 

ratepayers, but in general MoveUP is satisfied that FortisBC’s specific approach to 

developing an indexing mechanism deals with the associated risks in a reasonable way. 

 

In this connection MoveUP notes that the current PBR mechanism appears to have worked 

reasonably well in constraining the Utilities’ rates and returns to a just and reasonable 

level. In his evidence Mr. Bell pointed out that the Utilities consistently earned at least their 

allowed equity returns during the current PBR period, which indicates that the current 

scheme has not been punitive to the Utilities5. At the same time, the Utilities’ actual equity 

returns did not exceed the allowed level by an appreciable amount, which indicates that the 

PBR mechanism was rigorous enough to ensure that the Utilities were not able to generate 

significant excess returns6.  

 

For MoveUP the main benefits of the indexing model are that it reduces regulatory burden 

for the Utilities, interveners, and the Commission, and that it creates a stable and 

predictable funding model for the Utilities that allows them to plan effectively and operate 

flexibly and proactively in response to changing market conditions. We caution, however, 

that it would be an error to give decisive weight to the issue of regulatory cost. As the 

                                                           
5  Exhibit C-7-5, Bell Evidence at pages 6-7. 

6 See, e.g.  Exhibit B-9, Responses to MoveUP Information Request No.1, response to Q.4.1. and Bell 
Evidence at p. 7.  
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Commission has recently acknowledged, “regulation is a cost-effective proxy for 

competition.”7 Excessive focus on minimizing the cost of a utility’s accountability to the 

public through its regulator can constitute a false economy. 

 

The most commonly identified benefit of indexing models is that they create “efficiency 

benefits” for customers in the long run by incenting more efficient behaviour by utilities. 

The notion is that by “decoupling” costs from rates for an extended period, e.g. five years, 

the indexed structure creates an incentive for the Utilities to operate more efficiently, i.e. at 

a lower cost, because their shareholders are able to retain the financial benefit of cost 

reductions for a longer period than is normal under COS regulation. If at the end of the term 

the cost reductions that the Utilities generate are reflected in new base rates, customers 

ultimately capture that benefit over the long term. 

 

While MoveUP understands that reasoning and the potential for long run efficiency 

improvements in principle, it believes that it is easy to overestimate that benefit, 

particularly in the modern era when many utilities have been subject to PBR-type 

regulation for a long period. Any expectation of significant efficiency benefits from 

implementing an indexing mechanism depends on the idea that the utilities in question are 

somehow inefficient now, prior to subjecting them to the indexing program. 

 

That is certainly not the case in 2020 for either of the FortisBC Utilities, as was 

demonstrated by the benchmarking studies that the Utilities  included in the Application 

and discussed with interveners at a workshop.8 That conclusion is also implied by the fact 

that neither Utility was able to generate large excess returns during the PBR period, 

presumably because there were never significant inefficiencies in their operations to begin 

with. Moreover, the incentives-driven efficiency benefits theory predicts that if the Utilities 

ever were highly inefficient, e.g. at the beginning of the current PBR, or the one before that, 

                                                           
7 BC Hydro 2020-21 Revenue Requirements: Appendix A to Order G-311-19 at p. 5 
8  Exhibit B-1-1, Appendix C-2, Benchmarking Reports, at pdf 142 et seq. See the discussion of the 
results of those studies at FortisBC Final Argument at paragraphs 145-152. 
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those inefficiencies have already been wrung out of the system by the current PBR 

mechanism. In fact most of the major distribution utilities in Canada are now on at least 

their second or third generation PBR programs, and when FortisBC was compared to them 

in the benchmarking study it compared very favorably on most measures of efficiency. 

 

That is not to say that there are no efficiency benefits associated with indexing 

mechanisms, where “efficiency benefits” are broadly construed, and the Utilities did 

manage to generate some modest O&M reductions during the term of the current PBR9. The 

decoupling of rates from costs in the 2020-2024 period will provide FortisBC with an 

incentive to avoid backsliding on its efficiency achievements so far, although it is not clear 

that a two-year conventional COS approach would not do that just as well. To the extent 

that there are incremental efficiency benefits available to the industry in general, e.g. 

through technological advances, it is presumably of some value to ensure that FortisBC 

takes advantage of those, although again one would expect a COS approach to do that as 

well. 

 

In its evidence and argument FortisBC referred to efficiency gains that are “low-hanging 

fruit”10 and claimed, essentially, that the low-hanging fruit has all been picked. That is 

empirically true, as shown by the benchmarking study, and is exactly what the standard 

rationale for PBR predicts. In fact, it is not clear that there is any fruit left at all, low-

hanging or otherwise. 

 

This is not a new observation. As the PBR term progressed, it was an ongoing matter of 

discussion in the Annual Reviews. Here, we reproduce a portion of the Union’s Final 

Argument in FEI’s Annual Review of 2019 Delivery Rates, which we submit is apposite: 

                                                           
9 Both Utilities generated net savings on O&M throughout the term of the current PBR, although 
those benefits steadily declined over the term and were de minimis in 2019 relative to the formula. 
See FortisBC Final Argument at paragraph 13 and Tables B2-2 and B2-3 reproduced there. As 
shown in those tables savings were more significant relative to the formulas calculated without the 
productivity factor. 

10 E.g. FortisBC Final Argument at paragraph 101 and 142 where the term is used in relation to the 
reasonableness of “stretch” productivity factors, and paragraph 152.  
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Prospects Looking Forward: “Low-Hanging Fruit” 
 
9. The rationale for a further PBR term becomes much weaker in light of the 
decayed availability of realizable efficiencies. This is particularly the case given Fortis’ 
own acknowledgment, in response to a series of MoveUP IRs, that (as we put it) the 
“low-hanging” efficiency opportunities were harvested early in the 2014-19 PBR, and 
that significant further gains are getting thinner on the ground, and that there is little 
basis to expect that this trend would not continue into a second consecutive PBR cycle. 
 

MoveUP IR 2.9:   
 
As a general proposition, has FEI sought to implement the most substantial and 
realizable efficiencies and savings for ratepayers in the early phase of the PBR 
term, that were reasonably achievable at that time? If not, please explain why 
not. 
 
Response: 
 
Confirmed. 
 
Since the start of the current PBR Plan, FEI has sought to undertake initiatives 
that are achievable and provide attractive financial and/or customer service 
returns to the benefit of customers and the Company. Additionally, under the 
current PBR Plan, the Company is incented to implement initiatives earlier on in 
the PBR term, as the efficiencies and savings can be evaluated over a longer time 
frame. 
 
MoveUP IR 2.10: 
 
To what extent has this strategy (of first harvesting low-hanging fruit) produced 
an erosion of incremental annual ratepayer benefit from the PBR plan? 
 
Response: 
 
Generally, the strategy of “first harvesting low hanging fruit” produces the 
greatest overall O&M savings for ratepayers under PBR, as the benefits of 
initiatives begin to be realized sooner rather than later. Nonetheless, as time 
passes under the PBR Plan, it is natural to see the level of incremental annual 
formula O&M savings decline, as there are fewer financially attractive and 
achievable opportunities to undertake, new cost pressures emerge, and the cost 
challenge of the Productivity Improvement Factor in the PBR formula 
accumulates year over year. Despite the natural decline in incremental annual 
formula O&M savings over the term of the PBR, there have been no rate 
increases in the last three years of the PBR Plan. As such, overall, FEI does not 
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see that there has been an erosion in the overall incremental annual ratepayer 
benefit from the PBR Plan. 
 
MoveUP IR 2.12: 
 
If there is a renewal or continuation of the PBR plan after its 1 current expiry, 
what basis, if any, is there for the Commission to expect that this trend will not 
continue (i.e., to expect that the renewal or continuation would re-create more 
substantial realizable efficiencies than were available through the latter years of 
the present PBR plan?)  [editing error in original corrected] 
 
Response: 
 
FEI cannot speculate on what efficiency initiatives may be undertaken in the 
upcoming PBR plan. 
  
FEI agrees that finding new productivity opportunities will continue to be 
difficult.11 

 

Our purpose in making this observation is to point out a risk that exists with all index-

based or decoupling mechanisms, particularly once the industry is past the point at which 

it might be thought necessary to impose decoupling as a remedial measure in order to 

eliminate perceived existing inefficiency. The risk is that the on-going cost reduction 

incentives created by continuing with an indexing scheme start to go too far, by functioning 

not to reduce existing waste and inefficiency, but to reduce the quality of the overall 

product that is being provided below the level that is optimal from a customer perspective. 

 

An indexing mechanism provides a utility with a type of “market signal” that it should 

reduce its costs as far as possible, but the utility business is still a monopoly business, and 

there is no corresponding “market signal” to tell the utility when its cost-cutting efforts 

have gone too far by reducing the quality of its service below the level that is optimal for 

consumers given the price being charged. Energy utilities are not like pizza restaurants, 

where, if zealous cost cutting by management leads to poor quality pizza, customers will 

vote with their wallets by patronizing competing restaurants. Utility customers cannot 

                                                           
11 FortisBC Energy Inc. - Annual Review for 2019 Delivery Rates, MoveUP Final Argument at pages 
3-4 
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“vote” in that way for higher levels of expenditure, even if that would provide a net benefit 

to them by driving an increase in quality that more than offsets the added cost. 

 

Utility regulators like the Commission are of course aware of this problem and have 

addressed it by implementing “service quality indicators” as a safeguard against service 

degradations driven by imprudent or overly aggressive cost reduction efforts by utilities 

subject to PBR-type regulation. SQI’s are an essential component of index-based rate 

regulatory regimes. However, it must be noted that compared with dynamic feedback 

mechanisms like customer response in a competitive market, SQI’s are static and limited 

mechanisms, and far less responsive to subtle trends or faults in the evolution of a utility’s 

services and operations. 

 

That being said, MoveUP is not raising any objections to the service quality indicators or 

“SQI’s” that have been proposed by FortisBC. The Union argued for a more stringent regime 

of SQI’s stiffened with meaningful penalties in the 2014-18 PBR proceedings. The 

Commission did not agree with MoveUP’s proposal. We candidly acknowledge that 

experience under the PBR did not furnish fresh evidence in support of penalties, and we 

are not seeking their inclusion in the MRP. 

 

MoveUP supports FortisBC’s proposal to replace the Telephone Abandonment Rate SQI 

with Average Speed of Answer. The Union agrees with FortisBC’s submission regarding the 

superiority of the ASA metric: 

 

472. The Average Speed of Answer more directly relates to the customer because 

shorter wait times are preferable to longer ones. The Average Speed of Answer will 

measure the time it takes for a caller to speak to a customer service representative 

after they have selected a menu option and are placed in a specific queue (i.e., 

emergency, non-emergency, trouble or non trouble queues) A call is considered 

answered where a customer is connected to a representative and not when a caller 

receives an automated message (e.g., a callback offer or balance inquiry). This 

metric allows for easier analysis of results. For example, wait time at certain times 
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on certain days can be better isolated and explained in terms of staffing levels, 

unexpected absences, technology issues, etc. 12 

 

Nevertheless, SQI’s are a blunt tool, essentially designed to detect and deter flagrant 

deviations from acceptable past service levels in a PBR-type environment. They likely do 

not detect more subtle losses of functionality within the utility organization that are in 

some way harmful to customers and that are driven by the asymmetrical nature of the 

incentives that utilities face under index-based ratemaking. 

 

If we assume that past index-based schemes like the current PBR were effective in driving 

efficient behaviour, so that the Utilities are now (so far as this can be measured) in an 

optimally efficient state, then any unnecessary cost pressure on the Utilities created by the 

design of the indexing formula may lead to an overall loss of value for customers.  

 

In principle any indexing mechanism that decouples costs from rates leaves the utility with 

an incentive to reduce costs as much as it can as long as it does not run afoul of the SQI 

requirements, so in a sense that risk always exists simply because of the natural 

asymmetry of the incentives the Utilities face. As a practical matter, however, it is usually 

reasonable to assume that utilities do not focus exclusively on short-term profit 

maximization, and instead understand that it is in the long-run interests of shareholders to 

have an effective and dedicated workforce,  happy customers (or at least customers who 

are content with the service provided) and a happy regulator, even if the Utilities enjoy a 

monopoly position and customers have no reasonable alternatives.  

 

There does not appear to be any reason to suggest that the FortisBC Utilities have so far 

been overcome by a radical “short-termism” that has led them to sacrifice quality of service 

in return for short term profit maximization, but in MoveUP’s view the Commission should 

be aware of that possibility and ensure that its ratemaking decisions do not push the 

Utilities in that direction.  

                                                           
12 FortisBC Final Submission at page 210-211 
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That will become a risk if the new index-based rate-making mechanism over-emphasizes 

the drive for efficiency improvements that may not be realistically possible, while failing to 

recognize, on a prospective basis, the likely actual costs of providing the efficient, safe, and 

reliable services that customers want. 

 

O&M Indexing Mechanism 

 

The proposed MRP’s will determine an annual O&M revenue requirement by escalating a 

calculated 2019 base O&M by an inflation measure and forecast customer growth, where 

customer growth is later trued up to actual values13. The major changes from the current 

PBR relate to the base O&M amount, the elimination of a productivity or “X” factor as a 

discount to the inflation factor, and the elimination of the practice under the current PBR of 

discounting customer growth by 50% to account for assumed economies of scale in the 

provision of incremental services. 

 

MoveUP is satisfied that the proposed base O&M is reasonable. A critical factor in renewing 

a PBR-type mechanism is to ensure that the initial promise to ratepayers, that they will 

eventually get the benefit of any efficiency benefits the utility generates, is kept. In this case 

FortisBC has essentially done that by using actual 2018 O&M as its starting point, 

recognizing that 2019 figures were not available when the Application was prepared. 

FortisBC has made adjustments to account for the additional year of inflation, as well as a 

number of technical adjustments to account for various specified one-time circumstances, 

including exogenous factors, temporary savings, deferrals, and flow-through amounts.14.In 

                                                           
13 See the discussion at FortisBC Final Argument at Paragraph 78. The actual formula escalates a 
calculated 2019 per customer Base O&M by inflation and multiplies it by forecast customer 
numbers that are subsequently trued up. As FortisBC explains at paragraph 79 and 81 this is 
arithmetically equivalent to escalating total O&M by inflation and 100% of forecast customer 
growth. 

14 For FEI, for example, see FortisBC Final Argument at paragraphs 258-259 identifying the 
adjustments and the discussion at paragraphs 260-278 explaining and justifying the proposed 
adjustments. See also the parallel discussion for FBC at paragraphs 313-321. FortisBC has provided 
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addition Fortis has proposed for each utility “new funding” for incremental requirements in 

the amount of $0.763 million for FBC, which is 1.4% of the calculated $53.279 million 2019 

O&M before adjustments, and $10.416 million for FEI, which is 4.5% of the calculated 

$232.653 million 2019 O&M before adjustments15.  

 

It is reasonable for the Commission and customers to be wary of such “new funding” 

proposals in the context of renewing a PBR-type mechanism because it is important to 

ensure that they are not simply a subterfuge for returning to shareholders efficiency gains 

made during the previous PBR term. On the other hand, the point of limiting the initial PBR 

term to five years must have been to give the Utilities an opportunity, if necessary, to adjust 

their baseline costs in light of current circumstances and expectations. If such adjustments 

were not allowed it would make the PBR scheme effectively perpetual, subject only to 

periodic rebasing. In this case FortisBC has provided extensive and detailed justifications 

for its proposed new funding in its Application, IR responses, and Argument16. In MoveUP’s 

view those should be evaluated on the same basis as they would be in a conventional COS 

application. All of the proposals appear to reflect genuinely new spending requirements 

driven by changes in circumstances and new cost pressures that FortisBC has identified 

and explained. 

 

FortisBC has also proposed to eliminate the “growth factor” discount in calculating allowed 

O&M amounts and FEI growth capital. It pointed out that such mechanisms are rare in 

Canadian index-based ratemaking mechanisms and are not found in the PBR schemes in 

Alberta or Ontario17 . Intuitively it may perhaps seem natural to expect that there are some 

economies of scale in utility O&M expenditures. However, that is a factual question, and 

there is no a priori answer to the question of how large that effect is, if it exists at all in the 

                                                           
references to sections of the Application and IR responses that further explain and support its 
proposals. 

15 See FortisBC Final Argument at paragraphs 311 (for FBC) and 280 (for FEI) 

16 FortisBC Final Argument at paragraphs 279-308 (for FEI) and 322-325 (for FBC) and the 
references cited there. 

17 FortisBC Final Argument at paragraph 178-179. 
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circumstances of a particular utility. FortisBC provided correlation and regression analyses 

that suggested that for it, the relationship between customer numbers and total O&M 

expenditures is basically linear18. While FortisBC admits that this analysis has limitations 

and uncertainties associated with it19, those studies appear to support FortisBC’s claim that 

a forecast growth factor with no multiplier is appropriate20. 

 

FortisBC also argues that the current system-wide O&M per customer number already 

reflects the effects of whatever economies of scale exist for that metric21. Finally, as 

FortisBC pointed out, the growth factor discount effectively double counts the productivity 

factor because the assumed economies of scale are simply an assumed productivity gain 

when customers are added to the system22.  

 

The final major change to the formulas for determining allowed O&M expenses is the 

elimination of the “X” or productivity factor in the approved escalator. FortisBC did not 

undertake a new productivity study for this proceeding and relied instead on information 

from recent proceedings in other jurisdictions23. Although those studies produced results 

that varied considerably, both negatively and positively from zero, FortisBC’s conclusion is 

that the overall trend appears to be one of declining productivity growth and that a 

reasonable estimate is forecast productivity growth that is negative or zero24.  

 

Where regulators have nevertheless approved a reduced but still positive productivity 

factor it has been characterized as including a “stretch” factor based on the particular 

circumstances of the utilities involved, e.g. the combination of the Union Gas and Enbridge 

                                                           
18 FortisBC Final Argument at paragraphs 163-172 

19 FortisBC Final Argument at paragraph 170 

20 FortisBC Final Argument at paragraph 172. 

21 FortisBC Final Argument at paragraph 174 

22 FortisBC Final Argument at paragraph 175-177. 

23 FortisBC Final Argument at paragraph 108.  

24 FortisBC Final Argument at paragraphs 113-126. 
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gas utilities in Ontario, a relatively brief experience with PBR, and the significant excess 

returns earned by some of the Alberta utilities25. FortisBC’s position is that those factors 

are not relevant to it, and that the most reasonable expectation for the Utilities is likely 

negative productivity growth, with an approved X factor of zero effectively representing a 

“stretch” target. 

 

MoveUP recognizes that the changes proposed by FortisBC will tend to increase the 

Utilities’ allowed O&M amounts by some amount, and that the Commission must consider 

those proposals carefully. The risk to customers in approving a mechanism that is too 

generous is that the Utilities will not actually need to spend the additional amounts so the 

additional O&M dollars will simply end up as excess returns. On the other hand, the risk to 

customers if the allowed O&M amounts are not adequate given the changing circumstances 

and cost pressures faced by the Utilities is that they will feel compelled by short-term 

return expectations to cut O&M costs in a way that ultimately reduces the quality of service 

and compromises the long-run viability of the business. 

 

MoveUP’s position is that FortisBC’s proposals reflect a reasonable balance between these 

competing concerns. The proposed continuation of the “ESM”, or earnings sharing 

mechanism, significantly mitigates the risk that the proposed changes will create large 

excess returns for shareholders. The proposed adjustments to the treatment of customer 

growth and the productivity factor appear to be in line with the practice in other major 

Canadian jurisdictions for second and third generation PBR-type mechanisms, and 

FortisBC does not have a history of abusing or exploiting the PBR mechanism to generate 

unreasonable returns. 

 

This analysis must be grounded in an appreciation of the Utilities’ operating environment, 

situated in an energy sector that is on the cusp of significant transformation driven by the 

intensifying response of governments on all levels, and of the public, to the accelerating 

climate crisis. Energy utilities will need to remake themselves, to varying degrees, over the 

                                                           
25 FortisBC Final Argument at paragraphs 129-144. 
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next relatively few years. They need financial as well as regulatory room to execute the 

necessary manoeuvres demanded by imperatives that are increasingly coming into focus 

today. In this situation, predicting the future by reference to the past will not work. 

 

Capital Expenditure Forecasting 

 

In the Application FortisBC proposed to significantly revise its approach to forecasting and 

accounting for capital in the MRP. Under the new proposal much of FortisBC’s capital 

investment will continue to be dealt with outside the MRP mechanism as separately 

approved and accounted for special projects. For the “regular capital” that is dealt with 

within the MRP most capital expenditures will now be fixed for rate-making purposes for 

the five-year term based a forecast that has been generated by FortisBC. The exception to 

that is FEI’s growth capital, which will be forecast annually via a formula that multiplies a 

capital cost per incremental customer figure by an inflation factor and forecast customer 

growth, with the allowed amounts trued up later to reflect actual customer growth26. 

FortisBC also proposes to include additional costs, including debt cost, depreciation, and 

income taxes, in the ESM mechanism27.  

 

The forecasting of incremental capital appears to have been a weak point in the current 

PBR. FEI, for example, consistently overspent on growth capital. That appears to have been 

the result of a combination of a lagging customer growth measure and the application of a 

50% growth discount analogous to the growth discount for O&M28. For the components of 

regular additional capital that were fixed by an I-X formula MoveUP has been concerned 

about the adequacy of the funding levels for replacement and reinforcement capital. 

 

                                                           
26 FortisBC Final Argument at paragraphs 87-94. 

27 FortisBC Final Argument at paragraphs 180-188 explaining and justifying a return to a 
“traditional” ESM calculation that is simpler and creates greater incentives in relation to capital. 

28 FortisBC Final Argument at paragraphs 155-157. 
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The record from successive Annual Reviews is replete with commentary indicating that the 

capital incentive mechanisms were a failure. For example, the Commission made the 

following observation in its Reasons in the FEI Annual Review for 2018 Delivery Rates:29 

 

Commission determination  

The Panel is concerned about the continuing trend of capital expenditures exceeding 

the capital dead-band, particularly given the significant amount by which FEI 

projects its capital expenditures to exceed the dead-band in 2017. The Panel also 

has concerns that, contrary to FEI’s statements in IR responses, the incentive 

properties of the PBR Plan are diminished as a result of FEI’s proposed approach of 

adding the capital expenditures in excess of the dead-band to the next year’s 

opening plant in service. The Panel notes that under FEI’s proposed approach, 

which was approved by the Commission in the 2017 Annual Review, the actual 

capital expenditures added to 2017 opening plant in service were $3.058 million or 

50 percent higher than the amount projected during the 2017 Annual Review. 

 

At the same time, MoveUP’s understanding is that under the current PBR FortisBC has 

faced relatively little revenue risk from forecast error because, apart from the approved 

“dead band”  mechanism for growth capital, rate base was trued up regularly through the 

annual review process.  

 

A structural concern with all “PBR-type” indexing mechanisms is the symmetry between 

the incentives faced by the Utilities in relation to O&M and capital investments. In a “pure” 

price cap PBR scheme the entire cost structure is indexed to some measurement of 

inflation, with or without an offsetting productivity discount. With that kind of structure 

utilities face very similar cost and profit incentives in relation to operating and capital 

costs, and in theory will be incented to choose the lowest-cost mix of capital and operating 

expense. As a practical matter, however, it seems that very few indexing mechanisms are 

structured in that way, likely because for distribution utilities an I-X escalator fails to 

                                                           
29 Appendix A to Order G-196-17 at page. 9 
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accurately reflect ongoing capital requirements. In order to mitigate that risk indexing 

schemes usually include some type of separate tracking for capital that ensures that the 

utility’s capital cost risk is kept within reasonable bounds. 

 

The concern with disconnecting O&M risk from capital-related risk in that way is that it 

confuses the economic incentives sent to the utility. If the utility is at risk for O&M 

expenses, in the sense that it must live within an inflation index with no true-up, but has 

little or no risk in relation to capital costs as a result of tracking or true-up mechanisms, the 

risk to customers is that the utility will attempt to substitute capital for labour and other 

O&M even if that is not an optimal strategy from an overall cost perspective. If a utility is 

compensated through the PBR scheme for all of its capital-related costs, but is at risk for its 

O&M costs, it may make inefficient capital investments that give its shareholders 

incremental returns through O&M reductions even as customers bear the incremental 

capital-related costs that create the O&M savings. The utility “sees”, from a profit 

perspective, the O&M savings but not the associated capital-related costs, and may be 

incented to make uneconomic capital investments.  

 

Although MoveUP has no reason to believe that distorted incentives of that kind had any 

practical impact during the current PBR period, it believes that the proposed MRP 

approach to dealing with capital is an improvement on the current PBR mechanism. That is 

because it results in O&M and capital-related incentives that are, if not identical, at least 

much more closely aligned than they were under the current PBR. Our understanding is 

that for regular capital FortisBC is proposing not to true-up variances from forecast in 

relation to capital through rate base adjustments during the MRP term30. In other words, 

our understanding is that FortisBC proposes to “live with” its initial capital forecasts and 

the FEI growth capital formula for ratemaking purposes during the entire term. If the initial 

forecasts are reasonable the Utilities will likely have very little scope to alter their 

behaviour to profit from potentially inefficient capital/O&M trade-offs at the expense of 

                                                           
30  Exhibit B-9, Responses to MoveUP Information Request No. 1, Response to Q. 8.1(pdf 25) 
referring to  Exhibit B-10, Responses to Commission Information Request No. 1, Q. 64.2 (pdf 515). 
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employees and ratepayers. At any rate it appears that they would have less scope to do that 

than they have under the current PBR.  

 

FortisBC’s proposal to rely on internally generated capital expenditure forecasts, as 

opposed to formula-driven forecasts, is an unusual feature of the MPR proposal that 

FortisBC is obliged to defend. MoveUP’s position is that the approach is reasonable given 

FortisBC’s assumption of increased risk in relation to capital expenditure variances.  

 

As between an inflation-driven formula and internally generated forecasts of future capital 

expenditures, it seems likely that a properly-done forecast will be usually be more accurate 

than a formula index in estimating a utility’s actual capital requirements. There is no 

particular reason to suppose that a utility’s capital expenditures and capital-related costs, 

especially those related to replacement or sustainment activities, are causally linked to 

customer growth, inflation, and productivity measures in any meaningful way in the short 

run, and certainly not in the way that O&M expenses are. That is presumably why approved 

PBR-type ratemaking mechanisms almost invariably include special mechanisms to deal 

with and track capital-related costs that reduce utility risk relative to what would be seen 

under pure I-X price or revenue caps.  It is reasonable to suppose that part of FortisBC’s 

rationale for accepting greater term risk in relation to capital related costs under the MRP 

is that it is more comfortable with its internally generated capital forecasts than it would be 

with an inflation-driven index for all capital, which by definition would fail to account for 

the Utilities’ particular physical circumstances, asset mixes, asset life cycles, and system 

designs. 

 

From a customer and regulatory perspective, the obvious risk with FortisBC’s forecasting 

approach is that its forecasts may not in fact be “properly done”, but instead involve some 

amount of systemic over-forecasting that will translate into excess returns, if the Utilities 

simply do not want or need to invest the forecast amounts. While that concern is legitimate 

in principle, our view is that in FortisBC’s case the risk that the forecasts are materially 

overstated is likely small. The ESM essentially cuts the risk in half, by returning 50% of any 

benefit to customers very quickly. FortisBC has provided extensive explanations of the 
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bases for its forecasts31 and the forecasts appear to be reasonable, in line with expected 

inflation, and consistent with FortisBC’s past behaviour, given that it was subject to the 

constraints of the formulaic approach under the current PBR.  

 

Perhaps most importantly, FortisBC has indicated that it will review its 2023 and 2024 

forecasts in its Annual Review for 2023 and apply for any adjustments that are necessary32. 

Although the details of that process appear not to have been explained in detail it should 

give the Commission and interveners an opportunity to review the Utilities’ variances from 

forecast for 2020-2022 and take remedial action if it appears at that time that the original 

forecasts for 2023 and 2024 may be systematically overstated.  In that sense the five-year 

forecasts are more like the two- or three-year forecasts the Utilities would rely on under a 

conventional COS approach than a rigid five-year forecast. 

 

Clean Growth Innovation Fund and Targeted Incentives 

 

As noted in the Introduction, one of MoveUP’s two broad areas of concern in relation to the 

Utilities’ ratemaking process is “maintaining the long run viability of the Utilities in the face 

of what appears to be growing social and governmental pressure towards decarbonization 

and the need to address greenhouse gas emissions....” 

 

MoveUP is deeply concerned about the future evolution and development of the Utilities 

given the potential for large-scale legislative and policy changes related to climate change 

and other sustainability issues that could negatively impact the Utilities over the next years 

and decades. One of our major reservations about FortisBC’s apparent determination to 

pursue a renewal of a PBR-type ratemaking mechanism has been that such an approach 

could limit the Utilities’ flexibility to respond appropriately and pro-actively to new 

legislative and policy directives and to commercial challenges created by those directives 

and by decarbonization initiatives and social trends in general. The Union wants the 

                                                           
31 See general Part Six of FortisBC Final Argument at, e.g. pages 161-200 

32 FortisBC Final Argument at paragraphs 449-452, Part Six, Section F 
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Utilities to remain robust and economic for their customers as well as their employees in 

the long run, and is concerned that locking in a business-as-usual structure and approach 

for a five-year term could compromise that goal. Part of the difficulty is that neither we nor 

the Utilities have a precise view of what changes might be coming, or when they might be 

coming; however, it is obvious from any objective perspective that both the need and the 

demand for more vigorous responses to the existential threats of climate change are 

intensifying, and that we must expect a powerful acceleration of qualitative transformation 

in the way we source, use and distribute energy resources. Maintaining flexibility to 

respond on short notice as conditions change has obvious value. 

 

MoveUP would prefer the Utilities to have a detailed long run plan in place now for 

addressing those challenges, but recognizes that we are situated early in an emergent 

period of massive change, whether it is led by rational policy decisions or imposed on us 

more destructively by relentless and ineluctable forces of nature that are being set in 

motion. 

 

In light of current uncertainty as the world gropes its way forward, MoveUP believes that 

the Clean Growth Innovation Fund and the targeted incentives that have been proposed by 

FortisBC are modest, reasonable and necessary early steps towards adapting the Utilities’ 

business models to the likely new environment, whatever that might turn out to be. 

 

The proposed Clean Growth Innovation Fund would maintain flexibility for the Utilities and 

the Commission by being, as we understand it, financially separate from the broader rate 

and service structure of the Utilities, with a stand-alone revenue stream, specified 

governance structure and process, separate tracking of revenues, costs, and investments, 

and ongoing evaluation of results33. In our view the Commission should approve the 

proposal; if the program is successful in meeting its objectives it can be continued or 

                                                           
33 See generally FortisBC Final Argument at Part Eight, pages 223-240 and the references cited 
there. 
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expanded, and if it is not successful it can be modified, expanded, or contracted as 

circumstances warrant. 

  

The targeted incentives similarly seek to achieve concrete, long run social goals that are 

consistent with the broader societal trends and objectives that are likely to affect the 

Utilities over the next five years and beyond34. Targeted areas include growth in renewable 

gas and natural gas transportation, reductions in GHG emissions internally and for 

customers, and enhanced customer engagement. Achievement of the targets would benefit 

shareholders to a minor extent but would benefit customers and British Columbia as a 

whole much more. MoveUP supports the proposed targeted incentives and urges the 

Commission to approve them.  

 

Conclusion 

 

MoveUP submits that the Application should be approved. We anticipate that there will be 

a number of suggested modifications and refinements, particularly from representatives of 

ratepayer groups. Fine-tuning the mechanisms is a valuable exercise; however, the 

enduring impact of the MRP will rest with the broad strokes in its design, which MoveUP 

submits move the Utilities in the right direction. FortisBC, the Commission and interveners 

will need to understand the MRP as part of a larger work-in-progress as we learn and adapt 

to new challenges and opportunities in a changing world. 

 

All of which is respectfully submitted. 

 

                                                           
34 See FortisBC Final Argument at Part Nine, pages 241-274 and the references cited there.  


