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June 1, 2021 

 

Patrick Wruck 

Commission Secretary 

British Columbia Utilities Commission 

Suite 410, 900 Howe Street 

Vancouver, BC, V6Z 2N3 

Commission.Secretary@bcuc.com    

 

Re: British Columbia Utilities Commission Review of British Columbia Hydro and Power Authority’s Performance 

Based Regulation (PBR) Report - Project No. 1599045 - Residential Consumer Intervener Association – Final 

Argument 

 

Dear Mr. Wruck, 

Enclosed please find the Residential Consumer Intervener Association’s (“RCIA”) final argument with respect 

to the above-noted matter. 

If you have any questions regarding the foregoing, please do not hesitate to contact the undersigned.  

Sincerely, 

Original on file signed by: 

Fredrik Ambrosson 

Residential Consumer Intervener Association 

  

 

 

  

@ RCIA 
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Filing Background 

This is the final argument of the Residential Consumer Intervener Association (“RCIA”) in the British Columbia 

Utilities Commission’s (“BCUC”) proceeding regarding the review of British Columbia Hydro and Power 

Authority’s (“BC Hydro”) Performance Based Regulation (“PBR”) Report. 

RCIA is a society recently formed to represent the interests of all residential customers in a non-

discriminatory manner regarding electricity, natural gas, and heating in proceedings before the BCUC.  
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1 Outline of RCIA Argument 

RCIA believes that PBR comprises any regulatory process or mechanism that prompts or incentivizes 

improved performance by the utility.  RCIA believes that there are many different processes or mechanisms 

that can be developed within the PBR context.  RCIA does not believe that the incentive measurement for the 

desired outcome must necessarily be linked with an incentive to exceed baseline ROE.  PBR mechanisms can 

be designed to promote lower costs, for example.   

The outcomes-based PBR mechanisms proposed by RCIA in the submissions below are intended, at least in 

part, to mitigate the consequences of the unavoidably asymmetrical access to information that utilities enjoy 

relative to the regulatory board and intervening parties.  The mechanisms are designed to be simple, easily 

compiled, objectively driven and even-handed in outcomes.  BC Hydro’s asset management, asset condition 

and risk management systems represent rich sources of information that can and should be leveraged as 

high-quality inputs into the proposed PBR mechanisms.  The adoption of the mechanisms as proposed below 

could reduce BC Hydro’s regulatory burden while improving transparency and increasing the public’s trust in 

the utility and its decision-making.   

RCIA proposes that BC Hydro report information regarding a portfolio of cost, reliability and risk metrics and 

trends.  The PBR mechanisms are designed to facilitate the desired outcome, which is predominantly 

(although not exclusively) to lower costs without detrimentally impacting reliability or risk profiles.   

RCIA recommends that the PBR mechanisms be periodically reviewed to confirm whether they are having the 

desired effect or whether alternative mechanisms may prove more effective.  Greater transparency of 

information, including information sourced from BC Hydro’s asset management, asset condition and risk 

management systems and additional outcomes-based mechanisms, could facilitate a review and potential 

enhancement of the proposed mechanisms.  Lastly, RCIA is concerned that BC Hydro’s regulatory accounts 

may potentially mitigate or circumscribe the effectiveness of PBR incentive mechanisms and therefore this 

topic should be considered and revisited in future regulatory hearings. 

 

1.1 Purpose of Hearing and PBR 

RCIA understands that the purpose of this hearing is to agree on steps and processes to be adopted by BC 

Hydro which are intended to provide incentives to encourage improved utility performance.  

RCIA defines performance broadly as achieved outcomes that are objectively demonstrated using an 

appropriate combination of cost, reliability, and risk measures (referred to in this document as the 

performance metrics).  Performance improvement is achieved when one or more of the metrics is improved 

while at least maintaining the same level for the other metrics.  For example, using a scoring system of 1 to 5, 

@ RCIA 
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with higher figures representing a better outcome, a performance of cost = 4, reliability = 3 and risk = 3 is an 

improvement compared to cost = 3, reliability = 3 and risk = 3.   

In the example above, cost is measured in (real) dollars, reliability is measured using common industry 

metrics (e.g., System Average Interruption Duration Index (“SAIDI”) and System Average Interruption 

Frequency Index (“SAIFI”)), and risk is a metric derived from BC Hydro’s risk management process (which is 

embedded within its asset management process).  These metrics can and should be quantified in order to 

enable objective tracking and facilitate PBR mechanism improvements.  Appropriate quantitative metrics can 

simplify and streamline regulatory reporting while promoting increased transparency. 

 

1.1.1 PBR as Tool to Drive Higher Level Outcomes. 

RCIA broadly agrees with the statement from BC Hydro’s final argument that “all forms of regulation provide 

incentives to encourage improved performance by utilities, falling on a continuum in terms of the strength of 

those incentives …”.1   More precisely, RCIA believes that traditional cost-of-service regulation (“COSR”) and 

the different forms of PBR represent points along a continuum, and the PBR mechanisms RCIA is proposing 

are mechanisms that will incrementally encourage improved performance relative to the status quo and 

relative to the mechanisms proposed by BC Hydro in its final argument. 

However, RCIA strongly disagrees that PBR incentive mechanisms function only or primarily based upon the 

utility’s motivation to exceed allowed ROE.2   

RCIA believes that PBR mechanisms directed at improving BC Hydro performance should primarily target cost 

performance metrics, on the supposition that BC Hydro’s other performance metrics – reliability and risk – 

have remained and will continue to remain relatively consistent (and acceptable) over time.   

If BC Hydro’s risk tolerance and measurement of that risk tolerance change materially in the next few years 

relative to historic periods, RCIA believes that the PBR mechanisms proposed below – which are based upon 

transparent metrics and objective information – will remain appropriate.  For example, if BC Hydro decides to 

improve its risk performance (which we assume has been quantitatively defined by BC Hydro), the proposed 

PBR mechanisms should incentivize these actions while simultaneously incentivizing BC Hydro to maintain its 

cost and reliability performance at status quo levels.  The PBR mechanisms should be transparent enough to 

enable third parties to judge BC Hydro’s performance and understand the trade-offs BC Hydro is choosing. 

 

 
1 See BC Hydro’s Final Argument for BC Hydro PBR Report, Page 1, Paragraph 1 

2 See BC Hydro’s Final Argument for BC Hydro PBR Report, Page 2, Paragraph 5 
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1.2 Promoting Transparency 

The tension between the interests of ratepayers and utilities is recognized in the adversarial structure of 

typical Canadian regulatory processes.  The regulatory board adjudicates applications in consideration of 

both the evidence provided by the utility applicant and the questions and counterpoint arguments submitted 

by interveners. 

To function effectively and balance interests, a revenue requirement or capital budget approval process 

requires the applicant to provide complete and accurate supporting information for its planned capital and 

operating expenditures.  It is important to recognize that even if the application is full, complete and 

accurate, a significant unavoidable informational asymmetry always exists between the applicant (i.e., utility) 

and the interveners and regulatory board.  As a result, interveners need time to review and digest the 

application, ask questions about unclear or missing information, and submit counterpoint evidence (if 

desired), before all parties submit their final arguments to the regulatory board.  If the process is transparent 

and fair, interveners will have at least sufficient information to challenge the applicant about any areas of 

disagreement and develop an effective argument that will inform regulatory board decisions.  Well-informed 

arguments from both the applicant and interveners are critical to enable the regulator to make fair and 

considered decisions. 

BC Hydro’s final argument acknowledges the importance of public scrutiny and transparency.3 RCIA agrees 

that public scrutiny is important, but notes that the level of scrutiny possible is directly linked to and bounded 

by the quality, depth, and clarity of the information provided by BC Hydro.  All PBR mechanisms proposed by 

RCIA are intended to improve information transparency and comprehension.  Transparency enables better 

attribution of accountability relative to forecasts.  Transparency can also help reduce the regulatory burden 

by rendering reporting more quantitative thus facilitating its automation, while moving away from the need 

for excessive written, subjective, and qualitative commentary. 

The most comprehensive set of information that could conceptually be shared are reports derived from BC 

Hydro’s asset management4 system and associated processes, including the risk management system. 

In practice, asset management is the systematic approach a utility uses to collect, analyze, and evaluate 

information on its physical assets, which in turn is used to inform, prioritize, and optimize planned 

expenditures.  Risk management systems are typically embedded in the overall asset management process.  

The risk management process will necessarily incorporate safety, legal and other relevant constraints. 

 
3 See BC Hydro’s Final Argument for BC Hydro PBR Report, Page 17, Paragraph 49 

4 “Effective control and governance of assets by organizations is essential to realize value through managing risk and opportunity, in order to 
achieve the desired balance of cost, risk and performance.”  International Standard, ISO 55000, Asset Management – Overview Principles and 
Terminology. First edition 2014-01-15.  
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Consequently, BC Hydro should be encouraged to provide regulators and ratepayers with transparent access 

to the performance measurement information produced by its asset management and risk management 

systems, and to link that information into the PBR metrics that RCIA is proposing below. 

 

1.3 Key PBR Mechanisms 

RCIA is proposing that BC Hydro undertake the following actions: 

a) Report on a specified portfolio of performance metrics 

b) Utilize formulas to determine budgetary envelopes for non-volatile utility expenditures, based on 

historical trends with appropriate adjustments for escalation and productivity improvements 

c) Develop longer term capital and operating expenditure forecasts and outlooks, informed by the 

asset management system 

 

1.3.1 Metrics and Plotting of Metrics Trends 

RCIA agrees with BC Hydro’s statement that “it is hard to demonstrate that the productivity gains achieved by 

the utility throughout the PBR term are actually passed on to customers at the end of the PBR term”. 5 RCIA 

believes this problem can be materially mitigated by reporting relevant metrics and tracking historical trends 

and discontinuities derived using those metrics. 

The proposed metrics can be easily compiled because they are based upon information that BC Hydro is 

almost certainly already collecting to monitor its operations, its budgeting and forecasting processes, and its 

actual results.  The suggested metrics are listed in Table 1 below. 

Table 1 – PBR Reporting Metrics 

Category Metric Unit 

Overall 

Total revenue requirement per customer $/count 

Total revenue requirement per MWh delivered $/MWh 

Total operating cost per customer  $/count 

Total operating cost per MWh delivered $/MWh 

Total capital expenditures per customer $/count 

Total capital expenditures per MWh delivered $/MWh 

 
5 See BC Hydro’s Final Argument for BC Hydro PBR Report, Page 45, Paragraph 117 
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Category Metric Unit 

Overall growth capital expenditures by added customer count $/count 

Overall growth capital expenditures by load growth $/MWh 

Total number of FTEs Count 

Total labour cost per FTE $/count 

Percentage of total labour cost over total revenue requirement  % 

Total deferral account (expense) divided by O&M [Ratio] 

Total deferral account (capital) divided by rate base [Ratio] 

Generation 

Generation operating cost per MWh delivered $/MWh 

Generation growth capital expenditures by incremental Generation energy 
added 

$/MWh 

Generation growth capital expenditures by incremental Generation capacity 
added 

$/MW 

Transmission 

Transmission operating cost per transmission km $/km 

Transmission operating cost per MWh delivered $/MWh 

Transmission net capital rate base per coincident peak MW $/MW 

Transmission net capital rate base per transmission km $/km 

Transmission growth capital expenditures by incremental transmission km 
added 

$/km 

Transmission growth capital expenditures divided by incremental MWh 
delivered 

$/MWh 

Distribution 

Distribution operating cost per distribution km $/km 

Distribution operating cost per MWh delivered $/MWh 

Distribution net capital rate base per distribution km $/km 

Distribution net capital rate base per customer $/count 

Distribution growth capital expenditures by incremental distribution km 
added 

$/km 

Distribution growth capital expenditures by incremental MWh delivered $/MWh 

Distribution growth capital expenditures by added distribution customer 
count 

$/count 

 

Each metric should be reported on an annual basis.  For ease of use, BC Hydro should report each metric 

along those of the prior decade to facilitate trend analysis.  Although the above list may seem long, RCIA 

notes that these same metrics were requested during the RRA 2022 hearing, and BC Hydro was able to 

provide the information.  Reiterating RCIA’s earlier point, RCIA suspects that the information contained in 

@ RCIA 
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these metrics is likely already being compiled by BC Hydro, as well as potentially being reported (internally or 

externally). 

 

1.3.2 Formula-Driven Budget Envelopes for O&M and Non-Volatile CAPEX Expenditures 

In addition to reporting on metrics, RCIA proposes that segments of BC Hydro’s annual expenditures should 

be scrutinized against prior years’ average expenditures (e.g., 3 or 5 year real dollar averages).  In other 

words, a formula-driven budgeting approach is where the budget level will be prescribed based upon the 

average of prior period actuals, adjusted as appropriate to account for escalation and productivity gains.  

The areas most suitable for prescribed budgets are operations and maintenance (“O&M”) for the generation, 

transmission and distribution teams, as well as each department’s routine and non-volatile capital 

expenditures.  RCIA defines routine and non-volatile capital expenditures as ones where the aggregate 

budgets are similar from year to year (such as pole-top transformer replacement programs).  RCIA favours 

the aggregation of budgets (for the purpose of comparison) at a higher level within each asset silo.  This 

methodology affords BC Hydro appropriate flexibility to meet its performance improvements in a manner it 

considers optimal, which could take the form of procurement or contracting cost efficiencies, or process re-

engineering, for example. 

In the event BC Hydro’s costs in future Revenue Requirement Applications (“RRA”) exceeds a prescribed 

budget, BC Hydro should anticipate extra scrutiny, and they in fact should be expected to address it clearly in 

their filing. 

RCIA is not proposing (in the current proceeding) any specific penalties tied to non-compliance. 

RCIA does not object to initially using a three-year test period for future RRAs.  However, RCIA does not agree 

that the three-year budgeting process proposed by BC Hydro represents a compelling PBR mechanism, 

because BC Hydro is developing “bottom-up” three-year budgets, rather than having to live within formula-

driven three-year budgets derived from historic expenditure trends.  Being forced to manage costs within a 

pre-approved budget is difficult if the pre-approved budget is frugal, which is more likely to be achieved using 

a formula-driven approach rather than relying upon the applicant’s traditional budget development 

processes. 

RCIA believes that following a formula-driven approach to budgeting O&M and non-volatile capital 

expenditures is easier and simpler for all parties, and is less prone to the natural tendency of parties to argue 

for budgets that will achieve their preferred financial outcomes.  
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1.3.3 Cost, Reliability and Risk Trends 

To complement the metrics mentioned above, RCIA also proposes that BC Hydro report the following 

performance-related information: 

1) Summary of System Reliability trends (historic and forecast): 

a. SAIDI and SAIFI graphs and tables for the overall electrical system as a whole and 

any relevant sub-segments (e.g., individually or collectively as a grouping). 

i. Historical: Past 10 years with and without Externally Caused Outages6, and 

with and without Major Events7. 

ii. Forecast or Target: Next 5 years without Externally Caused Outages and 

without Major Events). 

2) Summary of Rate Impacts (historic and current): 

a. Graphs & tables of customer rates for the overall electrical systems as a whole and 

any relevant sub-segments (e.g., different rate zones), excluding pass-throughs over 

which the utility has no control (e.g., 3rd party utility rates). 

i. Historical Rates: Actual electricity rates for the past 10 years. 

ii. Proposed Budget Impact: Indicative electricity rates assuming that the 

proposed capital budget is approved in full. 

3) Summary of Capital Spending (historic, current, & forecast) categorized by driver8: 

a. Graphs & tables of annual capital expenditures and budgets: 

i. Historic Capital: Actual capital for the past 10 years. 

ii. Current Test Period Capital Budget 

iii. Forecast Capital: Capital spending outlook for the next 15 years. 

4) Summary of O&M Spending (historic, current, & forecast) categorized by driver9: 

a. Graphs & tables of annual O&M expenditures and budgets: 

i. Historic O&M: Actual O&M for the past 10 years. 

ii. Current Test Period O&M Budget 

iii. Forecast O&M: O&M spending outlook for the next 15 years. 

 

 
6 Externally Caused Outages are generally outages that result from upstream outages or issues created by 3rd parties that are outside the 
Utility’s direct control (e.g., upstream utility) or influence (e.g., 3rd party not under direct supply contract with the Utility). 

7 Major Events include events such as major weather events (e.g., ice storms, hurricanes/typhoons/tropical storms, wind storms), natural 
disasters (e.g., flood, wildfire, earthquake), and acts of aggression (e.g., major civil unrest/riots, terrorism, war). 

8 Representative capital driver categories might include: Mandatory, System Access, System Growth, Asset Renewal, Service Enhancement, etc. 

9 Representative O&M driver categories: Corporate Overheads/Management, Security (IT & Facilities), Energy Purchases/Sales, System Control 
& Operations, Scheduled & Predictive Maintenance, Forced Maintenance, Storm Response, etc. 
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RCIA is skeptical that the exercises to benchmark BC Hydro’s performance against the performance of other 

utilities provides useful insight into BC Hydro’s activities.  Benchmarking exercises can be very subjective, and 

each utility has its own set of unique circumstances.  RCIA believes that comparisons of BC Hydro’s 

performance against its own historic performance are more appropriate than comparisons against third-

party utilities.  However, if a benchmarking exercise is approved, RCIA prefers the benchmarking exercise be 

managed by a third party – such as the BCUC – rather than by BC Hydro, in order to minimize perceptions of 

subjectivity in the design of the exercise and the selection of comparator utilities. 

RCIA reiterates that the PBR mechanisms proposed above can contribute to reducing BC Hydro’s regulatory 

burden, while simultaneously improving the quality of information available to the regulator and the 

intervener groups.  In all cases, RCIA targets transparency and objective measurements against which to 

ascribe accountability, while reducing and simplifying regulatory reporting by making reporting more 

quantitative, and less labour intensive (i.e., enable the avoidance of long descriptive sections of prose).  

Preparing tables and graphs (of information that is already being collected) is fundamentally easier and less 

time-consuming than providing written descriptions of the same information – a picture is worth a thousand 

words. 

 

1.4 Iterative and Evolving Metrics 

RCIA believes PBR mechanisms should be periodically reviewed to confirm whether they are having the 

desired effect or whether alternative actions may prove to be more appropriate.   

RCIA wants to be sure that future regulatory hearings provide interveners with the opportunity to revisit the 

PBR mechanisms and confirm that the metrics and reporting are accomplishing their intended objectives, and 

that areas of improvement are discussed. 

Asset management and risk management processes are expected to evolve, affording improved or 

streamlined information gathering in furtherance of achieving the PBR objectives.   

The quantified results produced by mature formal asset management, risk management and asset condition 

assessment processes should help mitigate stakeholder concerns regarding the informational asymmetries 

that impede effective participation and intervention in the capital budget approval process.  Properly 

implemented, these processes are also able to demonstrate trade-offs being made between rates (revenue 

requirement), reliability and risks.  The quantified results can also enhance regulator and intervener 

confidence in application evidence by substituting more objective metrics for subjective judgments.  
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Finally, RCIA is concerned that BC Hydro’s regulatory accounts may potentially mitigate or circumscribe the 

PBR incentive mechanisms.  For example, regulatory accounts may temporarily sequester costs and 

consequently alter the reported metrics for a time period. 

In this regard, RCIA recommends a mechanism be implemented to monitor BC Hydro’s use of regulatory 

accounts, to ensure that their use does not directly or indirectly negatively impact the information quality 

utilized by the PBR mechanisms.  

@ RCIA 
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2 Suggested Next Steps 

RCIA is proposing the following PBR mechanisms: 

a) Report on a specified portfolio of performance metrics 

b) Utilize formulas to determine budgetary envelopes for non-volatile utility expenditures, based on 

historical trends with appropriate adjustments for escalation and productivity improvements 

c) Develop longer term capital and operating expenditure forecasts and outlooks, informed by the 

asset management system 

RCIA believes the PBR mechanisms should be periodically reviewed to confirm whether they are having the 

desired effect or whether alternative actions may prove to be more appropriate.  Additionally, RCIA 

recommends a mechanism be implemented to monitor BC Hydro’s use of regulatory accounts, to ensure that 

their use does not directly or indirectly negatively impact the information quality utilized by the PBR 

mechanisms.  

The outcomes-based PBR mechanisms proposed by RCIA in the submissions are designed to be simple, easily 

compiled, objectively driven and even-handed in outcomes.  The adoption of the mechanisms as proposed 

could reduce BC Hydro’s regulatory burden while improving transparency and increasing the public’s trust in 

the utility and its decision-making. 

 

@ RCIA 


