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A. INTRODUCTION 

1. The Delta School District (“DSD”) has been receiving service from FortisBC Alternative 

Energy Services Inc. (“FAES”) since 2012, based on a BCUC-approved rate agreement.  

Successive applications, and the associated BCUC decisions, have addressed the proper 

approach to determining the various elements of the forecast cost of service (“COS”).  FAES 

prepared the Application in a manner consistent with the BCUC-approved rate agreement and 

successive BCUC decisions.   

2. FAES understands that the sole contentious issue in this proceeding is the appropriate 

deemed debt rate to be used for forecasting FAES’s financing costs.  The DSD wants FAES to use 

a methodology that departs from the methodology (a) to which the DSD previously agreed, and 

(b) which the BCUC has directed.  FAES submits that the current approach remains reasonable.   

3. FAES submits that the forecast COS rate is reasonable.  The BCUC should approve the 

requested order in the form included in Appendix B of the Application. 

B. THE COS IS NOW STABLE 

4. The forecast COS is the lowest since 2015/16.  It is $176 thousand lower than originally 

(in the 2012 CPCN Application) forecast for 2020/21.1  The COS is now relatively stable absent 

an event such as the COVID-19 pandemic.2 

C. PARTIES AGREE ON THE APPROPRIATE WAY TO ADDRESS COVID-19 IMPACTS 

5. The COVID-19 pandemic school closure has not yet had an identifiable impact on the 

District Deferral Account (“DDA”) balance, although the potential exists for variances in 

revenues and variable costs to occur.3  The Parties appear to be broadly aligned on the 

treatment of any potential variances.  

                                                      
1  Ex. B-1, Application, p. 4. 
2  Ex. B-1, Application, p. 13.  
3  Ex. B-2, BCUC IR1 1.1. 



 

 

6. FAES expects that the COVID-19 pandemic would be the source of any variances 

captured in the DDA after March 17, 20204, since the COS is now stable.  FAES will record the 

impacts, if any, of the COVID-19 pandemic in the DDA as they occur.  FAES will amortize any 

COVID-19 pandemic impact in the COS according to the existing approved amortization period 

for the DDA.5   

7. This approach has advantages for the DSD:  

In this manner, the DDA will provide a payment deferral mechanism that delivers 
immediate relief for the duration of the COVID-19 pandemic, including 
maintaining rate stability into 2020/21, which has already been factored into the 
DSD budgeting process. Further, should the COVID-19 pandemic result in any 
balance in the DDA, the approved amortization for the DDA allows for a 
manageable and smooth repayment over time.6 

8. FAES also confirmed it would support the DSD paying out the DDA balance as a lump 

sum, if the DSD chooses to do so.7     

9. The approach of using a regulatory account to manage uncertain and uncontrollable 

costs is reasonable, is fair to both the customer and the utility, and reflects common regulatory 

practice.8   

D. DEEMED DEBT RATE REFLECTS PRIOR AGREEMENT, BCUC DIRECTION AND SOUND 
REGULATORY POLICY  

10. FAES and the DSD discussed the debt rate during a review of the draft Application.9  

FAES understands that the DSD will not support this Application as long as it includes the 

                                                      
4  Exhibit B-2, BCUC IR1 1.1. 
5  Amortization will be over the remaining 10 years in the initial term of the RDA, starting with the 2021/22 COS 

Rate.  Ex. B-1, Application, p. 13. 
6  Ex. B-1, Application, p. 14. 
7  Ex. B-1, Application, p. 2.  The response to Ex. B-2, BCUC IR1 1.2 describes the regulatory accounting treatment 

of any lump-sum payments from the DSD. 
8  The BCUC’s Regulatory Account Checklist identifies variance accounts as one type of regulatory account: 

https://www.bcuc.com/Documents/Guidelines/2017/05-03-2017_RegulatoryAccountFilingChecklist.pdf.  FAES 
also referenced in the Application, p. 13, fn 13, two examples of BCUC endorsements of the use of regulatory 
accounts to manage uncertainty.   

9  Ex. B-2, BCUC IR1 2.1. 

https://www.bcuc.com/Documents/Guidelines/2017/05-03-2017_RegulatoryAccountFilingChecklist.pdf


 

 

deemed debt rate calculated based on the methodology previously agreed between the parties 

and previously directed by the BCUC.  FAES submits, for the reasons outlined below, the 

approach used to date and reflected in the Application remains reasonable.   

(a) The BCUC Directed the Proposed Treatment, then Applied it in Seven Consecutive 
Decisions 

11. The BCUC directed the approach to determining debt costs that FAES has used in this 

Application.  The BCUC has since reviewed seven annual rate applications10, in which FAES 

employed the same methodology.  The chronology of events is:  

(a) In 2012, the DSD and FAES agreed to use a 20-year rate and to derive it by linear 

interpolation between the 10 and 30-year rates.  The DSD’s signature on the 

Compliance Filing to Order G-31-12, which detailed the agreed methodology, 

evidenced its agreement.11 

(b) The BCUC then directed FAES to use the agreed 20-year interpolation 

methodology, with a further direction to update the deemed date rate 

annually.12   

(c) FAES has used the same agreed/BCUC-directed methodology every year since 

2012, and it was reflected in the BCUC-approved rates for those years.13  

(d) In the current Application, FAES has updated the cost of debt at 4.55% for the 

upcoming 2020/21 COS rate calculations, using the methodology approved by 

the BCUC.14   

                                                      
10  2013/14 approved by Order G-81-13; 2014/15 approved by Order G-100-14; 2015/16 approved by Order G-

213-15; 2016/17 Directed to do a compliance filing only as part of Order G-53-16; 2017/18 Directed to do a 
compliance filing only as part of the same Order G-53-16; 2018/19 approved by Order G-84-19; 2019/20 
approved by Order G-310-19. 

11  A quote from the Compliance Filing is included in the response to BCUC IR1 2.2. 
12  Order G-71-12, Directive 1(d), quoted in Ex. B-2, BCUC IR1 2.2. 
13  Ex. B-1, Application, p. 18, Table 9. 
14  The methodology is quoted and detailed in Ex. B-1, Application, pp. 14-16. 



 

 

(e) This Application is the first time that DSD has raised any issues with the deemed 

debt rate since 2012.15 

12. We infer from the DSD’s information requests that the DSD wants two changes to the 

agreed / BCUC-directed methodology, each of which is addressed in the following sections:  

(a) Switching to a 10-year debt rate, which tends to be lower than a 20-year rate;   

(b) Discontinuing the long-standing, BCUC-directed practice of updating the deemed 

debt rate each year.   

(b) Long-Term Debt Rates Reflect Long-Lived Assets and Ongoing Contractual Obligations 

13. The 20-year debt rate is more appropriate than a 10-year debt rate.  If anything, the 

evidence would suggest using longer-term debt rates (i.e., 30 years), not a shorter term.   

14. The BCUC’s Generic Cost of Capital Phase 1 Decision identified considerations for 

determining the debt term, including the long-lived nature of the assets and contractual 

obligations.16  Both of these considerations favour long-term financing and are dispositive of 

the issue.  FAES explained:  

The long-term nature of the utility assets. There will be a significant rate base 
remaining at the end of the initial term, as some of the assets will be in service 
for up to 40 years or more while FAES will replace other assets. The depreciation 
rates for each piece of equipment equal the useful life of that equipment, and 
equipment replacements have been and will be necessary to maintain service 
from time to time and there will be a significant rate base remaining at the end 
of the initial term. The Compliance Filing to Order G-31-12 also discussed the 
rate base that would remain in year 20. Moreover, the assets will have 
significant useful life and undepreciated balance remaining in perpetuity due to 
the requirement to provide service and reinvest on an ongoing basis.  FAES must 
continue to finance these assets with debt for the duration of their service life, 
and it is reasonable for the deemed debt rate to reflect that a reasonable 
financing strategy would be to use long-term financing. Use of a 10-year 
benchmark is inconsistent with the expected life of the asset mix. 

                                                      
15  Ex. B-3, DSD IR1 1.9. 
16  GCOC Stage 1 Decision, pp. 107 to 108. 



 

 

… 

FAES also has an obligation in perpetuity and, therefore, must be able to finance 
the project for longer than 20 years. While the contracts include an initial term, 
and ten-year renewal terms, it is important to note that FAES must continue to 
provide service in perpetuity unless the DSD defaults, or terminates the contract. 
Even at the conclusion of the initial 20-year term, FAES has no option to 
terminate. Accordingly, the use of the 20-year interpolation benefits the DSD 
relative to a 30-year benchmark, which would be more appropriate to use in 
perpetuity. Whereas, a 10-year benchmark is inconsistent with the ongoing 
contractual obligations of FAES that may extend in perpetuity.17 

(c) The DSD Has Benefitted from Annual Debt Rate Updates in a Falling Interest Rate 
Environment, but Now Wants FAES to Assume All the Risk of Rising Interest Rates  

15. In 2012, the BCUC had explicitly rejected the approach of fixing a debt rate for the 20-

year term.  It ordered FAES to recalculate the deemed debt rate annually.18  It is “…common 

practice to recalculate the deemed interest rate for utility rates on an ongoing basis.  This 

reflects the perpetual nature of utility service and the fact that regular investment occurs as 

part of the ongoing delivery of service.”19   

16. The approach of recalculating the deemed interest rate annually has, to date, been 

highly beneficial to the DSD in an environment of declining interest rates.  FAES calculated the 

savings to date at over $200 thousand.20  Having benefitted in this manner, DSD now seeks to 

lock-in for the duration of the initial contract term at historic low interest rates.  FAES submits 

that the approach the DSD is advocating would be unbalanced and unfair.   

17. Maintaining the approved approach to updating debt rates maintains the same risk / 

reward allocation on a consistent basis, and is thus fair to both parties.   

                                                      
17  Ex. B-2, BCUC IR1 2.4. 
18  Order G-71-12: “…FAES is directed to review its deemed cost of debt rate in its revenue requirements annual 

filing using the same methodology as directed in this Order and accompanying Reasons for Decision.” See Ex. B-
3, DSD IR1 1.3. 

19  Ex. B-3, DSD IR1 1.9; see also BCUC IR1 2.4. 
20  Ex. B-3, DSD IR1 1.9. 



 

 

E. CONCLUSION 

18. FAES’ proposed rates reflect the reasonable forecast COS, determined in accordance 

with the rate agreement between the Parties, past BCUC directions and sound regulatory 

policy.  They are just and reasonable and the BCUC should approve them as sought. 

ALL OF WHICH IS RESPECTFULLY SUBMITTED 

    

Dated: July 27, 2020  

 

   Matthew Ghikas 

Counsel for FortisBC Alternative Energy 
Services Inc.   
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