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Association of Major Power Customers of BC (“AMPC”) 

BC Hydro Fiscal 2022 Revenue Requirements Application (“RRA”) 

FINAL ARGUMENT 
_________________________________________________________________________ 

I. INTRODUCTION 

1. This is the Final Argument of the Association of Major Power Customers of BC ("AMPC"). 
AMPC is a long-standing industry association of BC Hydro industrial customers who take 
service at the transmission level. AMPC members are large BC businesses that provide 
jobs across the province, spanning pulp and paper, forestry, electrochemical production, 
mining and other electricity-intensive operations. Electricity rates are important to 
members’ ability to compete in their respective markets and grow in the province. 

2. AMPC and its predecessor organizations have participated in the oversight of BC Hydro 
by the BC Utilities Commission (“BCUC” or “Commission”) since the early 1980s. AMPC 
has likewise actively participated in this proceeding to identify areas where BC Hydro’s 
rates can fairly be made more competitive, and measures to improve BC Hydro services.  

A. Background to this Proceeding 

3. The F2022 Revenue Requirement Application (“RRA”) process was structured to readjust 
the overall general BC Hydro rate review schedule.1   

4. AMPC supports this scheduling effort because rate changes should be tested before 
occurring and announced with sufficient notice to allow customer planning. Broad use of 
interim rates introduces uncertainty to customer finances and operations. Electricity is a 
significant portion of AMPC members’ operating expenses, and changes in electricity 
pricing drive business planning and process adjustments. AMPC accordingly requests BC 
Hydro to return to its past practices of providing 10-year load and rate forecasts. This will 
help support large customers' business and capital planning processes. 

5. While AMPC supports restructured timing of rate proceedings moving forward, the 
expedited process in this proceeding, combined with some of the cost increases that BC 
Hydro has chosen to bring forward, have exacerbated information asymmetry.  BC Hydro 
was able to provide all of the evidence it deemed necessary to support its forecast revenue 
requirement, while interveners were unable to fully test the Application, or respond with 
evidence.  

6. The concerns raised by the hearing panel in BC Hydro’s F2020-F2021 RRA are therefore 
germane: “Not allowing sufficient time to review a revenue requirements application (RRA) 
contributes to regulatory inefficiency and diminishes the effective role of the regulator, 
thereby putting both the ratepayer and the shareholder at risk.”2 

                                                
1 Exhibit A-2, BCUC Order G-345-20. 
2 BCUC Decision and Order G-246-20, page 185 (the “F2020-F2021 RRA Decision”). 
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B. Overview and Structure of Argument 

7. AMPC notes that with Fiscal 2022 (“F2022”) commencing on April 1, 2021, the 
unprecedented impacts of COVID-19 have been sustained for much of the province of BC 
and BC Hydro’s customer base. There have been and continue to be real and persistent 
impacts both on the public and economic health of the province and country.  

8. Given the “streamlined” lens of the F2022 RRA process, and the financial pressures on 
customers from COVID-19, any rate increases at all at this time should be subject to a 
stringent review and meet a higher threshold of reasonableness and necessity.  

9. AMPC has focused its submission on six key topics, which are discussed in two main 
sections below. The limited scope and shortened timeline for this proceeding have 
excluded areas of expenditures and topics that would typically be canvassed in a RRA.  
AMPC expects that many of these areas and topics will be addressed in BC Hydro’s 
F2023-F2025 RRA and future proceedings.  Where AMPC does not address a specific 
topic, its silence should not be taken for agreement or disagreement. 

10. The first section contains recommendations that directly affect the F2022 test year.  These 
include vegetation management expenses, mandatory reliability standards-related 
operating expenses, and pension service costs.   

11. For vegetation management expenses and mandatory reliability standards related 
operating expenses, BC Hydro has not provided sufficient information (or information that 
interveners were able to review) to justify the increased levels of expenditures.  
Specifically, BC Hydro’s vegetation management costs have increased by nearly 50%, 
ahead of filing a comprehensive plan, and going well beyond the concerns raised by the 
hearing panel in the F2020-F2021 RRA Decision. Instead, AMPC recommends the 
Commission approve distribution expenses that respond to the hearing panel's concerns, 
and otherwise only approve an inflationary level increase to transmission-related 
vegetation spending pending the filing and assessment of a larger plan in the next RRA. 

12. For mandatory reliability standards (“MRS”) related operating expenses, AMPC requests 
the BCUC to clearly articulate that interveners retain the ability to participate in the review 
of MRS-related costs and practices, subject to confidentiality undertakings where 
necessary, as is done elsewhere and in other regulatory proceedings.  The Commission 
should reject the implication that interveners should be largely barred from participating. 

13. For pension service costs, BC Hydro’s continued application of the current methodology 
for forecasting discount rates results in large rate swings which are affected by timing 
choices that have no impact on the actual service being provided to ratepayers. AMPC 
submits that the Commission should stabilize these costs by directing BC Hydro to adopt 
a five-year average of discount rates, as proposed by both BC Hydro and AMPC in past 
applications. In addition, the Commission should direct that interest not be charged to 
ratepayers on the Non-Current Pension Costs Regulatory Account, since interest should 
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already have been taken into account in the discount rate and BC Hydro has stated that 
there is no interest being charged on pension costs. 

14. The second section contains longer-term recommendations with respect to BC Hydro’s 
debt management strategy, the Deferral Account Rate Rider (“DARR”) and BC Hydro’s 
return on equity and Load Variance Deferral Account. BC Hydro’s decisions and practices 
about these items during the present test period will impact rates in the pending F2023-
F2025 RRA and Cost of Capital applications. AMPC accordingly flags its concerns now. 
Briefly, in the next RRA, the BCUC should assess whether the costs of BC Hydro’s recent 
hedging practices were prudently incurred and consider approving the DARR at that time, 
and during the Cost of Capital application ensure that the level of shareholder return is 
limited given BC Hydro’s entitlement to transfer the risk of “black swan” event impacts – 
like the COVID-19 pandemic – to future ratepayers.  

15. AMPC elaborates on each of these points below.   

II. F2022-SPECIFIC OPERATING EXPENDITURES  

16. BC Hydro’s Final Argument contains introductory remarks that describe the broad theme 
of “system investment [that] should not only aim to “keep the lights on”, but also to equip 
the system to withstand and recover from an increasing array of external threats.”3  

17. AMPC agrees reasonable efforts should be undertaken to ensure future reliability, 
especially where they reduce long-term costs and threats to service. However, a least-
cost approach should remain the starting point to BC Hydro’s system investment and 
planning, with any expenditures above this amount first undergoing analysis that identifies 
the costs, benefits and risks associated with expenditures and potential alternatives. In 
other words, it is easy for BC Hydro and others to identify potential system risks, but harder 
to manage the pacing and prioritization of all of these risks.  This is imperative to ensuring 
ratepayers are paying the fair cost of service in the year charged and not underwriting the 
cost for future service. 

18. In relation to this proceeding, the Commission in the F2020-F2021 RRA Decision 
specifically identified that an “inflationary adjustment” could be appropriate for certain BC 
Hydro expenditures:  

As for the scope and form of the fiscal 2022 RRA, the Panel finds that the 
comprehensive details in this Decision should be used to inform BC Hydro of the 
areas of particular concern to the BCUC.  

Finally, it may be appropriate to apply an inflationary adjustment to some elements 
of BC Hydro’s cost of service while other components may require a different 
indexing mechanism or consideration. We rely on BC Hydro to bring forward 
evidence to support its positions for any adjustments beyond inflation and further 

                                                
3 BC Hydro Final Argument, page 5, paragraph 5. 
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expects BC Hydro to equally identify and incorporate any anticipated cost 
decreases along with its costs increases for review in its fiscal 2022 RRA.4 

A. Vegetation Management Expenses 

19. BC Hydro’s vegetation management expense forecast for F2022 is $74.4 million (before 
recoveries), which includes an increase of $25 million from F2021 and 18 additional 
FTEs.5 BC Hydro intends to file its new Vegetation Management Strategy in the next 
RRA.6 Additionally, BC Hydro filed some of its vegetation management material 
confidentially, which AMPC could not review or test.7 

20. BC Hydro’s approach is inconsistent with the direction that the Commission provided to 
BC Hydro for this RRA, and unfair to customers as a result.  AMPC submits that it is 
instead appropriate to apply an inflationary adjustment to BC Hydro’s forecast 
transmission vegetation management costs, and only approve distribution vegetation 
maintenance costs increases that reflect the Commission’s concerns from the F2020-
F2021 RRA.   

21. Specifically, the cost increase for BC Hydro’s Vegetation Management Strategy in F2022 
is approximately 50%, well beyond inflationary levels. BC Hydro filed limited information 
in this proceeding, and interveners were unable to fully test BC Hydro’s vegetation 
management expense due to broader procedural and confidentiality issues.  BC Hydro 
instead intends to file its broader Vegetation Management Strategy in the next review.  
AMPC submits that BC Hydro has not justified a 50% general increase in vegetation 
management costs for F2022 rates. 

22. BC Hydro stated that additional vegetation management expenditures in F2022 respond 
to a directive to address the adequacy of its vegetation management funding in the next 
RRA.8  Directive 22 arose in response to F2020-F2021 RRA concerns that forced outages 
caused by vegetation had been steadily increasing on BC Hydro’s distribution system from 
F2015 to F2019, when vegetation management expenditures were relatively stable.9 

23. While the F2020-F2021 RRA concerns were specific to the distribution system, BC 
Hydro’s F2022 forecast primarily includes increased vegetation management expenses 
for its transmission system ($15.5 million). Additionally, BC Hydro forecasts increased 
expenditures for its distribution system ($5.4 million) and includes forecasts for Light 
Detection and Ranging (“LiDAR”) surveys and planning resources as shown in Table 5-
11 from its Application, reproduced below. 

 

                                                
4 F2020-F2021 RRA Decision, page 188. 
5 Exhibit B-2, BC Hydro F2022 RRA, pages 1-9 & 1-10. 
6 Exhibit B-5, Response to CEC IR 1.27.1. 
7 Exhibit B-6, BCUC (Confidential) IR 1.6.1, 1.6.5,1.6.6, 1.7.1 and 1.7.3.   
8 Exhibit B-2, BC Hydro F2022 RRA, page 1-9 and 1-10. 
9 F2020-F2021 RRA Decision, pages 72-73. 
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24. Although asked, BC Hydro did not provide substantive evidence to support the 
expenditures nor justification that vegetation management spending is prudently incurred 
and managed – noting inflation and market demand as factors for cost increases.10 BC 
Hydro also noted in its Final Argument that a fast-paced ramp up of expenditures is 
required for F2022, even without justification or a strategy in place, as the need only 
became “recently apparent.”11 Yet in the same explanation, BC Hydro notes that 
vegetation growth rates have been “gradual”, which in AMPC’s submission, by definition, 
means that they are foreseeable. 

25. BC Hydro provided the following graph in its information request (“IR”) responses to show 
activity cost increases:12 

 

26. The overall trend does show cost growth on a $/tree removed basis for distribution 
vegetation management, but it also shows clear outlier years with lower costs in F2017 
and F2018. BC Hydro has not filed any evidence of demonstrated or pursued cost 
efficiencies or cost management strategies with regard to vegetation management, 
including any attempts to try to replicate these lower cost years, beyond stating that it uses 
a “unit-based approach” for specific types of vegetation works.13 Absorbing cost pressures 
by reducing activity levels does not demonstrate cost efficiency.14 Benchmarking is 

                                                
10 Exhibit B-5, BCOAPO IR 1.33.1 – 1.33. 
11 BCH Final Argument, page 27, paragraph 50. 
12 Exhibit B-5, BCOAPO IR 1.36.2. 
13 Exhibit B-5, CEC IR 1.24.2. 
14 BCH Final Argument, page 27, paragraph 51. 
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important for cost efficiencies and should be the approach used before costs are 
approved. 

27. Interveners were not able to provide their own evidence on this topic in this proceeding.  
With the asymmetrical nature of the evidence on the record for vegetation management 
spending, and without an available comprehensive strategy and plan, BC Hydro can justify 
any level of expenditure it proposes. BC Hydro has not demonstrated that a substantial 
large increase is prudent, includes responsible pacing over the longer-term (given the 
work undertaken provides longer-term benefit) or is required in F2022 to maintain reliable 
service. If anything, BC Hydro has admitted its budget is the opposite of this and reflects 
the maximum level of efforts that can be effectively managed.15 With respect, AMPC 
submits the goal should instead be least-cost efforts and levels that can be sustained year-
over-year while maintaining reliability standards and safe operations. 

28. This is the hazard of the expedited review process, and BC Hydro appears to take 
advantage. An expedited regulatory process does not justify subjecting BC Hydro’s new 
overall approach to vegetation management costs to a less rigorous level of scrutiny, 
especially when costs are forecast to increase to the extent proposed.  

29. Approving this level of increased expenditure in F2022 rates would put the cart before the 
horse. As a result, AMPC recommends only approving an inflationary level increase to 
transmission spending segments, and those distribution vegetation maintenance cost 
increases necessary to respond to the Commission’s direction.  BC Hydro can properly 
apply for further increases if necessary in its F2023-F2025 RRA. 

30. AMPC also recommends that in the F2023-F2025 RRA, vegetation management 
expenditures in rates should be reviewed using a benchmarking approach that takes into 
account unit-based metrics (hazard trees removed, etc.) and performance results (SAIFI, 
SAIDI, CHL). BC Hydro should include benchmarking analysis with its Vegetation 
Management Strategy, including comparisons to other jurisdictions. In this manner, the 
Commission can address informational asymmetry issues, encourage cost efficiencies, 
and balance spending increases with protecting reliable service.   

B. Mandatory Reliability Standards-Related Operating Expenses 

31. BC Hydro’s F2022 revenue requirement forecast includes an increase in mandatory 
reliability standards operating expenses of $21.7 million from past levels and an additional 
21.5 FTEs.16 The majority of information provided on this item was filed confidentially with 
the Commission only. BC Hydro explained that the MRS compliance framework 
contemplates confidentiality, and is designed to encourage open dialogue between the 
entity and the regulator without fear of reputational harm.17 

                                                
15 BCH Final Argument, page 29, paragraph 55. 
16 Exhibit B-2, BC Hydro F2022 RRA, page 1-10 & 1-11. 
17 Transcript, Volume 1, pages 88 – 89. 
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32. AMPC did not seek access to confidential MRS material under the BCUC’s Rules given 
the short timeline for the proceeding and the intended streamlined approach.  AMPC 
opposes BC Hydro using the abbreviated process in this fashion as well, and further 
opposes any presumption that confidentiality agreements and customer undertakings are 
inadequate to protect BC Hydro.  AMPC expects to apply to review and understand MRS 
costs in the future.  Large industrial customers like AMPC members are familiar with MRS 
obligations and reasonable cost expectations for MRS-related compliance costs. 

33. Specifically, AMPC is concerned by BC Hydro’s oral comments at the technical session 
that suggest any requests to participate in MRS matters via confidentiality undertakings 
would be unworkable and should be rejected.  There is a legitimate balance to be struck 
between ratepayers’ ability to understand and participate in the review of the costs they 
bear, and BC Hydro’s actual need for confidentiality protection (concerning its reputation, 
or otherwise), that must be carefully and transparently articulated by the BCUC.  This topic 
is not unique to BC Hydro, as other utilities and jurisdictions have found a way to review 
MRS-related costs and practices. Interveners can add value and expertise in this area.  
The premise of utilities commission type processes is that the regulator benefits from 
contending points of view, leading to better understanding and better decision-making. 

34. Absent its own efforts to review the reasonableness of BC Hydro’s increased MRS costs, 
AMPC relies on the BCUC to ensure that prudent cost management and efficiencies in 
spending have been demonstrated, and that all of BC Hydro’s spending reflects a least-
cost approach for ratepayers, while maintaining reliable and safe operations. 

C. Pension Service Costs  

35. BC Hydro’s F2022 RRA includes a major increase in current and non-current pension 
operating costs, which is completely driven by changes to the underlying discount rate 
used to assign a present value to BC Hydro’s future pension liability. BC Hydro labels this 
cost increase as “uncontrollable”.18  

36. AMPC submits, however, that the Commission can and should stabilize these costs by 
directing BC Hydro to adopt a five-year average of discount rates, as proposed by both 
BC Hydro and AMPC in past applications (as well as other interveners including the 
BCOAPO). 

37. In the F2020-F2021 RRA, AMPC recommended alternative treatment of pension-related 
costs through the use of a five-year average of the discount rate used to evaluate the 
allocation of pension costs in revenue requirement, as previously proposed by BC Hydro.19 
AMPC noted that this approach would provide greater consistency of the discount rate 
year-over-year and would help to alleviate large swings in revenue requirement.20 This is 
because small changes in the underlying discount rate result in large variations in the 

                                                
18 BC Hydro Final Argument, page 39, Section G. 
19 AMPC Final Argument, F2020-F2021 RRA, paragraph 22(c). 
20 AMPC Final Argument, F2020-F2021 RRA, paragraphs 179-185. 
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pension costs passed on to ratepayers, with no corresponding change in the level of 
service provided that underlies this liability. 

38. However, in the F2020-F2021 RRA Decision, the Commission was “not persuaded that 
there is sufficient evidence to revisit a methodology that the BCUC had reviewed relatively 
recently.”21 As a result, the Commission adopted the five-year average recommended by 
AMPC. 

39. The evidence in the present proceeding, however, reinforces that the Commission should 
revisit this methodology, in order to ensure the best matching of costs to the underlying 
service being provided by BC Hydro and to allow for better rate stability year-over-year by 
smoothing the impacts of the current volatile methodology.  

40. The rate impacts of changes to the pension discount rate are large, and are affected by 
timing choices that have no impact on the actual service being provided to ratepayers. As 
BC Hydro noted in the review session that in relation to pension costs: 

The primary increase here is due to higher current service pension costs, 
which is an impact from the falling discount or interest rates. So when 
discount rates fall, pension costs increase. The discount rate we use is 
determined by our external actuary, it is market valued. We haven't 
changed our pension offer to our employees or retirees, and this valuation 
methodology is consistent to what we've used in the past.22 

41. The discount rate used in this proceeding was provided to BC Hydro by its external actuary 
in July 2020 and is 2.59%.23 This is a substantial decrease from the F2020-F2021 RRA 
discount rate (originally forecast at 3.83% but subsequently re-evaluated and approved in 
rates at 3.33%) which results in increased revenue requirement in a few places: 

 Current service pension costs are increasing from $132.5 million to $188.5 million, of 
which 60% is charged through operating costs with the remaining 40% capitalized. 
This results in increased operating costs of $33.6 million for F2022.24  

 BC Hydro’s applied-for total recovery in rates for the Non-Current Pension Costs 
Regulatory Account in F2022 is $114.6 million,25 which represents the annual 
amortization of deferred Other Comprehensive Income (“OCI”) and the recovery 
finance charges for the future liability. The recovery for this regulatory account 
included in revenue requirement for F2022 is a significant increase – roughly double 
– when compared to recent past year allocations (for F2017-F2021, the annual 
recovery was approximately $50-60 million). This is not due to under- or over-
collection in past years and does not impact a cash flow or operating expense in the 

                                                
21 F2020-F2021 RRA Decision, page 167. 
22 Transcript, Volume 1, page 22. 
23 Exhibit B-2, BC Hydro F2022 RRA, page 5-103 & 5-104. 
24 Exhibit B-2, BC Hydro F2022 RRA, page 5-103 & 5-104. 
25 Exhibit B-2-2, Financial Schedules Appendix A, Schedule 2.2, line 80. 
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test year. Rather, it is specifically due to the change in the discount rate underlying 
the valuation of BC Hydro’s future pension liability. 

42. With respect, this is the second proceeding in a row where large increases to rates are 
being driven by a point-in-time calculation of discount rates and the resulting pension 
costs. In the F2020-F2021 RRA Evidentiary Update, pension-related costs increased by 
over $55 million in each test year due to an update to the discount rate during the 
proceeding (for instance, in F2021 there was a $40.8 million increase for non-current 
pension costs and a $16.1 million increase for current service pension costs).26 Now for 
F2022, pension costs are increasing revenue requirement and rates a further $96.8 million 
compared to F2021 ($63.2 increase in non-current pension regulatory account recoveries 
and $33.6 million increase in operating-related current service pension costs).27 

43. Further, in the last RRA, even though BC Hydro updated its discount rate in August 2019 
from 3.83% to 3.33% for F2020, by year end F2020 (March 31, 2020) BC Hydro had re-
evaluated its pension costs and returned to the original discount rate of 3.83%. This initial 
adjustment, as part of the F2020-F2021 RRA Evidentiary Update, resulted in increased 
operating costs of $16.1 million for F2021, but the change back to the 3.83% discount rate 
at year end only resulted in an addition to the PEB Current Pension Cost Regulatory 
Account of $5.8 million. When asked why these amounts were not equal, BC Hydro noted 
only that the updated valuation also “includes updated assumptions and demographic 
data” resulting in cost changes unrelated to the discount rate.28  

44. Thus, while BC Hydro’s F2021 revenue requirement was increased by $16.1 million due 
to a change in the pension discount rate (with a corresponding rate increase), and even 
though the actual discount rate reverted back to the originally-forecast level (3.83%), 
customers will only receive $5.8 million back through the use of the regulatory account.29 
Further, there appears to be no corresponding discount rate correction in the non-current 
pension costs – i.e., customers will not be refunded for the discount rate difference from 
3.33% to 3.83%. Due to these large variations in cost, which in this case ultimately result 
in higher costs for ratepayers without justification, AMPC does not support relying on BC 
Hydro regulatory accounts to clear up pension discount rate fluctuations due to the timing 
of actual valuations. 

                                                
26 Exhibit B-19, F2020-F2021 RRA, Evidentiary Update Financial Schedules, Schedule 5.0: Operating 
Costs and Provisions, lines 44 and 45 showing the ‘difference’ between the Original Plan and the 
Evidentiary Update; Exhibit B-11-2 noting an update to current service pension costs, which were 
decreased by $1.0 million in F2021. 
27 Exhibit B-2-2, Financial Schedules Appendix A, Schedule 2.2, line 80; Exhibit B-2, BC Hydro F2022 
RRA, page 5-103 & 5-104. 
28 Exhibit B-9, BC Hydro Undertaking No. 25. 
29 As discussed at the review session: Transcript, Volume 1, pages 80-81 (although Mr. Layton was 
referring to the full amount of $9.7 million, this includes the capitalized portion of the costs, which is 
clarified in Exhibit B-9, Undertaking 25). 
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45. Finally, BC Hydro’s pension costs are extremely sensitive to the timing of the discount rate 
calculation undertaken by its external actuary. This was discussed in the review session 
using the following graph from AMPC’s aid-to-cross:30 

 

46. BC Hydro’s external actuary updated the discount rate used in the F2022 RRA as of July 
31, 2020.31 The above graph shows that this corresponds to the lowest point of the long-
term yields for Government of Canada benchmark bonds, which will result in higher 
pension costs in the test year than if the discount rate had been updated at any other point 
during the last twelve months.32 BC Hydro noted the timing of the updated discount rate 
analysis is consistent with past applications,33 but also acknowledged that this will likely 
result in a higher pension cost forecast than the costs BC Hydro will incur when the 
discount rate is updated for financial statements at year end.34 

47. As noted above, this change to the discount rate is driving cost increases of over $96 
million in the present RRA (compared to the F2021 amounts that the Commission 
approved based on a 3.33% discount rate). The cost increases are even higher if they are 
compared to the 3.83% definitive year-end discount rate used by BC Hydro for F2021.35 

                                                
30 Exhibit C11-3, AMPC Aid in BC Hydro F2022 RRA Review Session - March 4, 2021. 
31 Exhibit B-5, BC Hydro’s response to AMPC IR 1.2.1. 
32 As discussed at the review session: Transcript, Volume 1, pages 82-86. 
33 Transcript, Volume 1, pages 83-84. 
34 Transcript, Volume 1, pages 85-86. 
35 Exhibit B-2, BC Hydro F2022 RRA, page 5-103; Exhibit B-5, BC Hydro’s response to AMPC IR 1.2.2. 
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By comparison, BC Hydro’s entire requested rate increase of 1.16% is intended to recover 
a revenue deficit of $59.5 million.36 

48. While the BCUC has previously declined to change the methodology used for setting 
pension-related costs in the test years, the current methodology is driving large rate 
swings. As AMPC mentioned in its Introduction, especially as ratepayers continue to be 
financially impacted by COVID-19, any costs resulting in a rate increase at this time 
deserve careful consideration. 

49. BC Hydro’s continued use of this methodology will likely decrease pension costs in the 
next RRA, which, although they may serve to benefit ratepayers in the short-term, will 
continue to cause instability in rates. The March 31, 2021 year-end discount rate and 
pension cost evaluation from BC Hydro’s external actuaries will also likely cause a refund 
of some of the F2022 pension costs to ratepayers. It is less certain, however, whether 
ratepayers will be adequately allocated the full cost differential of this benefit through BC 
Hydro’s regulatory account recovery methods, which BC Hydro has indicated include 
further adjustments in addition to discount rate changes. 

50. The BCUC should accordingly direct BC Hydro to adopt a five-year average of discount 
rates, as proposed by both BC Hydro and AMPC in past applications. This method 
provides the best matching of costs to the underlying service being provided, results in 
better rate stability year-over-year by smoothing the impacts of the current volatile 
methodology, and will reduce BC Hydro’s reliance on the pension-related regulatory 
accounts to recapture variances from discount rate adjustments. It will have corresponding 
smoothing impacts on the capital cost side as well (where 40% of costs are allocated). 

51. Finally, it also appears that ratepayers are being charged interest on the Non-Current 
Pension Costs Regulatory Account (labelled “Recovery – Finance Charges” in BC Hydro’s 
financial statements), despite the fact that it is a non-cash regulatory account and that the 
use of the discount rate to determine the present value of this liability should already take 
interest into account. Although BC Hydro noted in the March 4, 2021 review session that 
there is no interest charged on pension costs,37 BC Hydro’s financial schedules state that 
finance charges of $106.2 million in F2021, included in the F2022 opening balance, are in 
fact being applied to the Non-Current Pension Costs Regulatory Account.38 Given that 
interest should already have been taken into account in the discount rate and BC Hydro’s 
own statement that there is no interest being charged on pension costs, AMPC submits 
that the Commission should direct that interest should not be charged to ratepayers on 
the Non-Current Pension Costs Regulatory Account. 

                                                
36 Exhibit B-2-2, Financial Schedules Appendix A, Schedule 1.0, line 30 (“Revenue Shortfall”) for F2022. 
37 Transcript, Volume 1, page 86. 
38 Exhibit B-2-2, Financial Schedules Appendix A, Schedule 2.2, line 81. 
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III. LONGER-TERM RECOMMENDATIONS 

A. Finance Charges – Debt Management Strategy 

52. AMPC reiterates its earlier concerns that BC Hydro’s debt management strategy 
emphasizes cost certainty rather than minimizing the cost of debt. In light of the evidence 
filed by BC Hydro in this proceeding, it appears that BC Hydro did not take reasonable 
steps that would have resulted in hedging its debt at a lower cost, and in doing so, caused 
harm to ratepayers. 

53. In its Final Argument in the F2020-F2021 RRA, AMPC took issue with BC Hydro’s 
hedging strategy, stating that:  

BC Hydro appears to have overvalued the risk of increasing interest rates 
without fully assessing the market conditions and potential benefits of a 
sustained low interest rate environment. BC Hydro’s hedging strategy 
increased from 50% to 75% of long-term debt issuances during a time of 
sustained low interest rates, without justification on the record. BC Hydro 
appears to be overly focused on cost certainty, rather than protecting 
ratepayers from the risk of higher interest rates. The Commission should 
assess the performance of BC Hydro's current debt hedging strategy to 
date and make findings about its relative success and impact on rates . 
The Commission should also direct BC Hydro to identify and report, at the 
next RRA, on its hedging strategies and outcomes, including how 
successfully BC Hydro has minimized its cost of debt.39 

 
54. In the F2020-F2021 RRA Decision, the Commission noted that: 

Since BC Hydro is exempt from section 50(1) of the UCA, the BCUC 
cannot disallow BC Hydro from entering into future debt hedges and it 
cannot direct BC Hydro to alter its debt management strategy. It is not in 
the BCUC’s jurisdiction to determine if the debt management strategy has 
been successful and therefore the Panel makes no such finding. 
However, the BCUC does have the jurisdiction to determine if the costs 
resulting from BC Hydro’s hedging activities were prudently incurred and 
reasonable to recover from ratepayers. As such, the Panel sees value in 
BC Hydro providing additional information regarding its hedging activities 
and the resulting rate impact in its future RRAs. 

… 

The Panel recognizes that as part of Order G-42-16, the BCUC directed 
BC Hydro to provide information regarding its Debt Management 
Regulatory Account. Accordingly, BC Hydro’s annual filing to the BCUC 
includes an annual status report of the Debt Management Regulatory 
Account. In the Panel’s view, this report contains much of the information 
suggested by AMPC for BC Hydro to report on. However, having similar 
information provided as part of BC Hydro’s RRAs would assist the BCUC 

                                                
39 AMPC Final Argument, F2020-F2021 RRA, paragraph 23(a). 
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and interveners in examining the transactions that flow in and out of the 
Debt Management Regulatory Account and the impact of BC Hydro’s 
hedging activities on rates. Therefore, the Panel directs BC Hydro to 
provide in all future RRAs an updated Debt Management Regulatory 
Account Annual Status Report as provided in its Annual Report to 
the BCUC.40 [Footnotes omitted; emphasis in original] 

55. BC Hydro filed its Debt Management Regulatory Account Annual Status Report for F2020 
as Appendix V in the F2022 RRA, which outlines that BC Hydro did not enter into any 
further future debt hedges during fiscal 2020.41 BC Hydro confirmed this was not due to a 
change to its hedging strategy for F2021 to F2024, which is reviewed annually, but rather 
because its hedging strategy has been fully realized,42 i.e., 75% of forecast total 
borrowings between F2021 and F2024 were hedged, totalling $10 billion. 

56. BC Hydro has, however, adjusted its hedging strategy for F2025 to 25% of long-term 
borrowings. In the review session, Mr. Wong noted that: 

The reason [for this adjustment] being that -- one is the -- we have a reduced 
amount in the further years out, future years out. Second is taking a look at 
the total borrowing requirements versus the long-term debt issuances and 
felt it was more appropriate in that longer term year to do the long-term debt 
issuances.43  

 
57. Over the last year, BC Hydro has thus adjusted its hedging strategy down from 75% to 

25% for F2025, and it has also not undertaken any new hedges since January 2019 as its 
hedging strategy was fully realized. At the same time, borrowing yields have been in a 
persistent state of decline, reaching their lowest point in July 2020.44 

58. Of the $10 billion in hedged debt, $5 billion remains outstanding, with net unrealized losses 
of $1.011 billion (or over 20% of the underlying debt issue) and $71 million in realized 
gains on the settled future debt hedges (“FDHs”).45 To date, BC Hydro has taken a loss 
on all of its realized hedges since F2018.46  Combined, the current balance of the Debt 
Management Regulatory Account is a $953 million balance owing from customers as of 
March 31, 2020.47 For F2022, even though BC Hydro reports a net positive position for its 
realized hedges, there is a $9.1 million charge to ratepayers to recover the amortized cost 
of the realized FDHs.48 

                                                
40 F2020-F2021 RRA Decision, page 170. 
41 Exhibit B-2-2, Appendix V, page 3 of 9. 
42 Transcript, Volume 1, pages 72-73 and 77-78. 
43 Transcript, Volume 1, page 73. 
44 Exhibit B-2-2, Appendix V, page 6 of 9; Transcript, Volume 1, page 85. 
45 Exhibit B-2-2, Appendix V, pages 3 and 6 of 9. 
46 Exhibit B-2-2, Appendix V, page 6 of 9. 
47 Exhibit B-2-2, Appendix V, page 3 of 9. 
48 Exhibit B-2-2, Appendix A, Financial Schedules, Schedule 2.2: Other Regulatory Accounts, Line 148 
Recovery, F2022. 
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59. From BC Hydro’s reporting, of its outstanding $5.025 billion in hedges: 

 $1.8 billion of swaps and bond locks are settling in F2021, of which $800 million are 
for 30 year terms, and $1 billion are for 10 year terms; 

 $1.35 billion of swaps are settling in F2022, of which $650 million are for 30 year 
terms and $700 million are for 10 year terms; 

 $1.15 billion of swaps are settling in F2023, of which $550 million are for 30 year 
terms and $600 million are for 10 year terms; 

 $650 million of swaps are settling in F2024, of which $300 million are for 30 year 
terms and $350 million are for 10 year terms; and 

 $75 million of swaps are settling in F2025, all with a 10 year term.49 

60. Over the next few years, as these hedges reach their respective settlement dates, 
ratepayers will incur a significant cost if interest rates do not increase enough. BC Hydro 
notes there is considerable sensitivity to changes in long-term yields, with a 100-basis 
point change resulting in a $0.8 - $1 billion change in the value of its outstanding hedges.50 

61. As noted above, AMPC remains concerned that BC Hydro’s hedging strategy prioritizes 
cost certainty for its own internal purposes and priorities and is not in the best interests of 
ratepayers, as it has not led to least-cost service and competitive prices. This is evidenced 
by its own justifications on the record,51 by BC Hydro’s decision to stop hedging while bond 
yields were in a persistent state of decline,52 and more generally because BC Hydro 
pursued its 75% hedging strategy. 

62. Further, for its last year of hedges in F2019, hedges undertaken totaled $3.325 billion and 
were all executed within a one-month period from mid-December 2018 to mid-January 
2019.53 It is unclear why BC Hydro decided to hedge such a considerable amount of future 
long-term debt in such a compressed timeframe, given that bond yields continued to 
persistently decline during this timeframe, over the course of F2019, and beyond. Put 
another way, if BC Hydro had prioritized cost reduction in its debt management strategy, 
it would have timed its borrowings with drops in the market. Given that future yield rates 
are unknown, it presumably would have spaced out its borrowings to take advantage of 
future low cost opportunities instead of undertaking $3.325 billion in borrowings within a 
one month timeframe (which could in itself oversaturate the market and drive up prices). 

63. Finally, if BC Hydro’s debt management strategy focused on cost reductions as well as 
cost certainty, it would constantly re-evaluate its hedging strategy against the option of 

                                                
49 Exhibit B-2-2, Appendix V, page 6 of 9. 
50 Exhibit B-2-2, Appendix V, page 4 of 9. 
51 Exhibit B-2-2, Appendix V, page 4 of 9 (“Lower long-term interest rates result in lower interest costs on 
the associated future long-term debt issues when issued. These lower interest costs on the associated 
debt issues provide an offset to the impact of the FDH losses. This results in the net effect of locking in 
the interest rate and mitigating interest rate risk on future long-term debt that BC Hydro intends to issue.”) 
52 As explained by Mr. Wong on Transcript, Volume 1, Review Session, page 77. 
53 Exhibit B-2-2, Appendix V, page 6 of 9. 
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holding the long position (i.e., not hedging), instead of doing this just once a year, as 
financial markets are constantly changing. 

64. The likely results of BC Hydro’s current strategy are additional costs and foregone 
potential cost savings to ratepayers, as the costs of BC Hydro’s hedges are recovered in 
rates, including the applied-for F2022 rates.  

65. The recent significant increases to Site C capital costs raises AMPC’s concern about 
focusing on cost certainty at the expense of minimizing costs.54  AMPC also notes that, 
when it becomes relevant, these are the types of considerations which undermine the 
justification for the level of return BC Hydro currently collects in rates. The BCUC should 
consider this when it is again able to set BC Hydro’s rate of return for F2024 and F2025. 

66. AMPC submits that, in light of the foregoing, the Commission should, in the appropriate 
future proceeding, if and when losses from these hedges crystallize, closely scrutinize 
their prudence,55 as BC Hydro has failed to adapt its hedging practices to protect 
ratepayers in a sustained low interest rate environment.56 

B. Deferral Account Rate Rider Approval   

67. In its Application, BC Hydro requests approval to continue using the DARR and the 
previously approved “Table Mechanism” to calculate the size of the DARR surcharge 
applied to rates.57 However, due to the size of the variances in the corresponding Cost of 
Energy Variance Accounts, BC Hydro is not proposing to make use of the recovery/refund 
rider for F2022. 

68. Due to the limited timeframe and scope of this proceeding, AMPC requests that the BCUC 
defer any ruling on the continued use of the DARR and its current implementation 
methodology until BC Hydro’s F2023-F2025 RRA, in order to allow BC Hydro’s proposal 
and methodology to be fully reviewed for continued relevance and fairness.    

69. BC Hydro describes the DARR table mechanism, which was approved as part of BC 
Hydro’s F2009-F2010 RRA, as just and reasonable, and states that a +/- 5 percent cap 
remains appropriate to avoid potential rate shock.58 AMPC submits that whether a 5 
percent cap can be considered rate shock or not, or otherwise have a material adverse 

                                                
54 Recent announcements provided an updated capital cost forecast from $10.2 billion to $16 billion 
55 As noted at page 170 of the F2020-F2021 RRA Decision, “the BCUC does have the jurisdiction to 
determine if the costs resulting from BC Hydro’s hedging activities were prudently incurred and 
reasonable to recover from ratepayers”. 
56 When BC Hydro brought its proposed hedging strategy to the Commission, it emphasized that “its debt 
management strategy was developed under the view that interest rates are at historical lows and there is 
greater risk associated with higher interest rates versus reward from lower interest rates”, and that 
“execution of Future Debt Hedges as described in its Application, are part of a prudent debt management 
strategy to protect ratepayers from the risk of higher interest rates”: Order G-42-16, p. 7 of 10, pdf p. 9, 
available online at:  
https://www.bcuc.com/Documents/Proceedings/2016/DOC_46024_G-42-16_Reasons.pdf  
57 BC Hydro Final Argument, page 51. 
58 BC Hydro Final Argument, page 51. 
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effect on overall rate competitiveness, is a matter for contending evidence and hence the 
next RRA. 

70. In the F2020-F2021 RRA, BC Hydro reallocated what would have been a balance owing 
to ratepayers in the Cost of Energy variance accounts to offset cost increases elsewhere 
in revenue requirement. BC Hydro reduced the DARR from 5 percent to 0 percent, and as 
a result, it appeared to ratepayers that the DARR would be permanently absorbed within 
revenue requirement and eliminated.  

71. Customers have now been without a deferral account rate rider for several years, and 
AMPC suggests that it is situationally timely as well as appropriate for the BCUC to 
purposefully reconsider use of the DARR and its impacts on customers, rather than re-
approving it in this proceeding without considering alternative approaches in evidence. 

72. As noted above in a previous section in this Final Argument, this F2022 RRA proceeding 
was undertaken in an expedited manner with a narrow focus. Interveners were limited in 
the extent of follow-up they could do in the technical review session, and could not file 
their own evidence on DARR-related issues.  

73. Given the DARR is set at zero for F2022 and there is an expected opportunity for 
interveners to fully examine and test BC Hydro’s application in the F2023-F2025 RRA as 
well as file their own evidence, AMPC requests that the BCUC defer ruling on the 
continued use of the DARR and its current implementation methodology until that time.   

74. Deferring a ruling will not adversely affect BC Hydro. BC Hydro can still propose a DARR 
and methodology in its F2023-F2025 RRA Application if it chooses. 

C. Return on Equity and Load Variance Deferral Account 

75. While this proceeding was ongoing, by Order in Council No. 172, the BC Government set 
BC Hydro’s net income for F2022 and F2023 at $712 million for each year.59  As a result, 
submissions on BC Hydro’s return for F2022 are moot. Government has determined the 
dollars that ratepayers are required to send to taxpayers.  

76. Under current legislation, the BCUC will regulate BC Hydro’s return for the F2024-F2025 
test years. BC Hydro is also preparing a “cost of capital” application. Events during F2022 
and elements of the current application will be relevant to those determinations and AMPC 
accordingly provides certain comments now. 

77. AMPC understands that BC Hydro will seek to recover revenue that did not materialize in 
2020 or 2021 due to the effects of the COVID-19 pandemic in F2024-F2025 rates through 
the Load Variance deferral account,60 as BC Hydro believes it is appropriate to defer 

                                                
59 B.C. Reg. 88/2021. 
60 See for example Exhibit B-4, BCUC 1R 1.60.1 – 1.60.4 and Exhibit B-5, AMPC IR 1.4.2 – 1.4.3. 
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revenue variances that are beyond BC Hydro’s control, including as a result of the COVID-
19 pandemic, to collection from future ratepayers.61   

78. To the extent that the risk of “black swan” type events lies with future ratepayers, and not 
the shareholder, the BCUC must take this into account when establishing BC Hydro’s 
return.  Conversely, removing this future rate burden from ratepayers would help provide 
a strong signal to recovering ratepayers about stable, predictable and competitive rates.  

IV. CONCLUSION AND NEXT STEPS 

79. For the reasons set out in the sections above, AMPC seeks the following relief: 

(a) regarding vegetation management expenditures, the Commission should:   

(i) deny the significant F2022 vegetation management expenses that depend 
on a strategy that will be filed in the F2023-F2025 RRA; and 

(ii) instead only approve an inflationary level increase to transmission 
segments pending receipt of a comprehensive strategy in the next RRA, 
and the distribution vegetation maintenance cost increases that respond to 
the Commission’s F2020-F2021 RRA direction; 

(b) regarding pension costs, the Commission should: 

(i) direct BC Hydro to adopt a five-year average of discount rates; and 

(ii) direct that interest should not be charged to ratepayers on the Non-Current 
Pension Costs Regulatory Account; 

(c) regarding BC Hydro’s debt management strategy, the Commission should assess 
the prudence of BC Hydro’s recent hedging costs in the F2023-F2025 RRA; and 

(d) regarding the DARR, the Commission should defer any ruling on the continued 
use of the DARR and implementation methodology to the F2023-F2025 RRA. 

 

All of which is respectfully submitted this 6th day of April, 2021. 

Norton Rose Fulbright Canada LLP 

 
Per: Matthew D. Keen 

Counsel to the Association of Major Customers of BC 

                                                
61 Exhibit B-5, response to AMPC IR 1.4.2. 


