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A. INTRODUCTION 1 

1. AMPC Explained 2 

The Association of Major Power Customers of BC (AMPC) is a registered not-for-profit society whose 3 
members are major industrial customers of BC Hydro.  AMPC’s membership includes the forestry, pulp 4 
and paper, electro-chemicals and coal and metal mining sectors.  AMPC exists for the primary purpose 5 
of representing its members’ interests concerning electricity regulatory and policy issues arising with 6 
respect to electricity supply within B.C. and, in particular, reliability, security of supply, and BC Hydro 7 
rates and tariffs.  8 

AMPC and its predecessors (the Council of Forest Industries (COFI) together with the Mining 9 
Association of BC, and the Joint Industry Electricity Steering Committee (JIESC)), have participated in 10 
every major BC Hydro revenue requirement or rate design regulatory proceeding since BC Hydro came 11 
under active regulation in the early 1980s.  AMPC has an executive Director, Richard Stout, and a 12 
Board of Directors.  13 

AMPC is very concerned by the recent statements of this Commission in the Reasons for Decision 14 
accompanying Order G-40-11: 15 

All of the Interveners that are in support of the NSP process represent, in the words of 16 
BC Hydro, “major BC Hydro customer segments.” However, the Panel does not agree 17 
with BC Hydro that any of these groups necessarily are representative of broad 18 
customer interests. While it may be true that, taken as a whole, they do represent a large 19 
number of existing customers, each group has its own particular interests, which they 20 
will presumably actively promote in any NSP process. However, there is no broad 21 
representation of the existing ratepayers. Further, there is no representation of 22 
potentially affected future ratepayers. The Panel considers this a public interest issue 23 
and one that is of significant concern. (underlining added) 24 

With the possible exception of rate design proceedings, AMPC’s experience has been that the interests 25 
of these intervener groups are generally closely aligned.  This is particularly the case in Revenue 26 
Requirement Applications where all consumers have a common interest in maintaining reliable supply 27 
at the lowest reasonable cost.  More specifically, AMPC represents a broad range of industrial 28 
customers’ interests and has done so for many years.  AMPC has been consistently viewed by a wide 29 
range of organizations – including BC Hydro, the BCUC and the Provincial Government – as a credible 30 
and well informed spokesperson for large industrial interests.  To the extent that the quoted section of 31 
the Commission Reasons is intended to indicate that AMPC is not representative of a broad range of 32 
industrial customer interests, AMPC takes strong objection to it.   33 

2. AMPC’s Concerns  34 

For at least five years AMPC has expressed concerns about the rapid increases in BC Hydro's 35 
Revenue Requirement.  AMPC believes that continued increases will seriously detract from the 36 
competitiveness of existing industries in British Columbia and render British Columbia a less attractive 37 
location for business expansion, new business and associated investment.  Unfortunately, for an 38 
extended period it appeared that BC Hydro and the government thought that ongoing rate increases in 39 
the 7% to 10% range were acceptable. 40 
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Fortunately, that situation changed in the spring of 2011 when Premier Clark and Minister of Energy 1 
Coleman, both of whom were troubled by impending BC Hydro rate increases, appointed an 2 
independent review panel (Review Panel).  The Review Panel comprised John Dyble, Deputy Minister 3 
the Premier, Cabinet Secretary and Head of the Public Service, Peter Milburn, Deputy Minister, Ministry 4 
of Finance, and Cheryl Wenezenki-Yolland, then Associate Deputy Minister, Environmental 5 
Assessment.  The Review Panel’s purpose was to conduct a comprehensive review of the operations 6 
of BC Hydro to determine what could be done to make BC Hydro a more cost efficient and effective 7 
organization. Their report was issued in June, 2011 (“the Review Panel Report”), and provides a unique 8 
and objective view of BC Hydro and its role in energy policy. 9 

3. The Review Panel Report 10 

The Review Panel Report provides an unprecedented look into BC Hydro, its culture, and most 11 
importantly its expenditure patterns.  12 

The review was carried out by three of the most senior Deputy Ministers in the Provincial Government.  13 
They had objective expert resources available to them to look at BC Hydro in a manner never before 14 
undertaken. The approach of the Review Panel was described as follows: 15 

The panel was supported by a multi-disciplinary team who, with the support of expert 16 
consultants, conducted a broad scan of BC Hydro, and performed in depth work where 17 
they observed gaps, had possible concerns or identified opportunities for improvement. 18 

The team included up to 20 professionals, mostly working on-site at BC Hydro for almost 19 
seven weeks. BC Hydro executive, management and staff provided utmost cooperation 20 
and support, which was essential in completing the review in the short timeframe. The 21 
approach included: 22 

• the review of relevant legislation, contracts, agreements and other 23 
documentation; 24 

• interviews and consultation senior company executives, BC Hydro staff, the 25 
province and other stakeholders; 26 

• research for comparable information from other relevant organizations and 27 
other jurisdictions; and 28 

• review of recent annual reports of the entity and comparators.1 29 

While the Review Panel Report expressly stated: “This government review does not replace the normal, 30 
more-detailed revenue requirements examination conducted by the BCUC to establish rates, which will 31 
resume after the conclusion of this review,”2 the Commission must not ignore it.  Indeed, AMPC 32 
believes that the Review Panel Report is just the start and the cited passage is intended to make it 33 
clear that the government expects the BCUC to continue the process of implementing the cost control 34 

                                                 

1 Exhibit B-1-3, Appendix BB, Page 18  
2 Exhibit B-1-3, Appendix BB, Page 17 
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opportunities and encouraging the identified policy changes.  Figuratively, the Review Panel has 1 
passed the torch to the Commission. 2 

In AMPC’s opinion the authors of the Review Panel report had the best look at BC Hydro that has ever 3 
been granted to outsiders. A multidisciplinary team of 20 professionals worked at Hydro for almost 4 
seven weeks, receiving the “utmost cooperation and support". With all respect, this look, directed by the 5 
shareholder, was far more comprehensive, and presumably candid, than anything any Intervener with 6 
limited resources, or the Commission, could ever hope to obtain.  It is the best evidence of what is 7 
happening at BC Hydro that anyone not working there can hope to get.  It must not be downplayed and 8 
remains highly relevant. 9 

The full access contrasts with interveners’ efforts to digest and attempt to draw conclusions from 10 
multiple massive pre-filed documents justifying BC Hydro's expenditures – made more difficult by 11 
extensive reorganizations and accounting changes between filings.  Interveners’ opportunity to 12 
challenge BC Hydro's justifications is by way of information requests and external consultants who, of 13 
necessity, do not work at BC Hydro and who do not have the access to BC Hydro’s internal operations 14 
that the Review Panel experts had.  Furthermore outside experts hired by interveners are invariably 15 
challenged by utilities on their lack of knowledge of the Corporation. 16 

The Review Panel Report is truly special. It cannot credibly be attacked or discredited as being ill 17 
informed, representing a limited perspective or lacking objectivity.  The report also embodies the views 18 
and goals of the BC Hydro shareholder.  AMPC urges the Commission to read the report, to absorb it, 19 
and to give effect to its strong and clear messages. 20 

The Review Panel concludes that: 21 

Strategies to reduce short term rates (1-3 years) will be primarily derived through 22 
operating cost efficiencies, while longer term rate declines will be achieved through 23 
continued operational efficiency, in addition to an examination of long term capital 24 
planning and policy decisions.3  25 

----------- 26 

In addition to the management and cost containment strategies (both capital and 27 
operational) needed by BC Hydro, the panel also recommends that government review a 28 
number of current energy administrative policies that directly affect BC Hydro’s cost 29 
effectiveness to support achievement of these reduced rates.4 30 

The purpose of AMPC’s evidence is to review, in the context of the Review Panel Report, BC Hydro’s 31 
Operating, Maintenance and Administrative costs and trends, BC Hydro’s ability to prioritize and control 32 
its Capital Expenditures, and the levels and treatment of BC Hydro’s Regulatory Deferral Accounts.   33 

In addition, AMPC’s evidence will comment on some of the policy issues addressed by the Review 34 
Panel that have yet to be dealt with by the government.  While strictly speaking these policy issues may 35 

                                                 

3 Exhibit B-1-3, Appendix BB, Page 20  
4 Exhibit B-1-3, Appendix BB, Page 21 
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be outside the jurisdiction of the Commission to change, AMPC submits that the public interest would 1 
be well served by the Commission providing context and insight into the Review Panel Report’s policy 2 
recommendations.  A transparent discussion of the proposed policy changes and how they relate to the 3 
Commission rate determination would be valuable to the shareholder, ratepayers and public alike. 4 

4. Appropriate and Achievable Outcomes for this Revenue Requirements Review 5 

AMPC agrees with the Review Panel and BC Hydro that “BC Hydro can, with careful management, 6 
reduce the original rate increase for Fiscal 2012 – 2014 from the unacceptable 9.73% each year to a 7 
rate half that.”5  AMPC also accepts the conclusion that doing this will take considerable work. 8 

In this evidence AMPC does not propose how this goal of 8.0%, 3.9% and 3.9% rate increases should 9 
be achieved, but rather points out many of the opportunities for savings that do exist, including some of 10 
those exposed by the Review Panel (these amounts should be inclusive of any changes to the Deferral 11 
Account Rate Rider, absent which further reductions should be sought).  In the end AMPC believes it is 12 
for the Commission to set the goal and any restrictions on how it may be achieved, and then leave it to 13 
BC Hydro to get there. 14 

AMPC does not support BC Hydro's Updated Application as a methodology that is sufficient or 15 
appropriate for achieving the targeted rate levels because it relies in part upon the deferring of current 16 
period costs and credits to revenue requirements.6  In other words, some costs will be paid later, while 17 
some credits are taken advantage of early, reflecting the application of inconsistent principles to benefit 18 
current ratepayers at the expense of future ratepayers.  AMPC rejects deferrals of current period costs 19 
and takes the position that the targeted reductions in rate increases must come from legitimate cost 20 
reductions and savings – not putting off today's costs for tomorrow's customers to pay.   21 

B. IMPORTANCE OF BC HYDRO’S CORPORATE CULTURE 22 

AMPC’s view is that BC Hydro's rising rates are due to a failure to control costs and originate not only 23 
with Operating Costs but also with a lack of capital restraint in recent years.  Some Review Panel 24 
comments supporting AMPC’s perspective follow below: 25 

It is the panel’s opinion that, due to the regulatory environment and the corresponding 26 
corporate culture in BC Hydro, "being the best” and the resulting desire to have the gold 27 
standard is not necessarily for lowest cost or greatest value for money. The corporation 28 
is focused on justifying incremental rate increases and associated costs rather than 29 
employing a zero-based operating budget development methodology to understand its 30 
underlying cost structure. Understanding the base costs will provide BC Hydro greater 31 
opportunity to challenge the current costs and improve overall cost effectiveness. 32 

Also, the corporation has traditionally operated by silo, reducing efficiency and 33 
hampering the synergies from a more collaborative working environment. 34 

As a result of the regulatory environment and corporate culture BC Hydro has become 35 
very risk adverse, increasing both operating and capital costs and limiting the potential 36 

                                                 

5 Exhibit B-1-3, Appendix BB, Page 21 
6 Exhibit B-1-3 
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effectiveness of the organization. We observed many examples of excessive planning, 1 
over engineering of projects and the use of multiple layers of contingencies and reserves 2 
in order to satisfy various stakeholders and regulatory agencies. 3 

BC Hydro’s strong focus on service, safety and being the best are very good objectives, 4 
however, they need to be pursued in the context of balancing need and costs.7  … 5 

----------- 6 

BC Hydro must find operating cost savings of $35M, $72M and $115M in the fiscal years 7 
from 2012 to 2014 in order to reduce the electricity rates charged to customers by 1% for 8 
each year of the three year Revenue Requirements Application. However, the challenge 9 
to reduce costs can be complicated by a culture in BC Hydro where the company strives 10 
for “gold standard” (to be the best). BC Hydro needs to make immediate changes. 11 
Specific areas to address include staffing levels, labour costs and travel and contracting 12 
policies. Cost saving initiatives already underway need to be expedited.8 13 

----------- 14 

The challenge to reduce costs can also be complicated by a culture in BC Hydro where 15 
the company strives for “gold standard” (to be the best), with a regulatory environment 16 
and historical management culture that supports the company to manage cost pressures 17 
through rate increases as opposed to cost containment.9 18 

----------- 19 

As a result of the regulatory environment and corporate culture, BC Hydro has become 20 
very risk adverse, increasing both operating and capital costs and limiting the potential 21 
effectiveness of the organization.  We observed many examples of excessive planning, 22 
over engineering of projects and the use of multiple layers of contingencies and reserves 23 
in order to satisfy various stakeholders and regulatory agencies.10 24 

----------- 25 

BC Hydro, recognizing that it has not been operating to optimum efficiency, has 26 
initiatives to streamline processes, eliminating low value work and leveraging 27 
technology, but there is some question as to the effectiveness of these initiatives as they 28 
have not demonstrated significant reductions to operating costs. 29 

In order for these initiatives to be successful, a change in culture and a commitment to 30 
revisit current operational norms is required.11 31 

The fact that BC Hydro applied for and received approval for the excess employees and the excess 32 
costs is not relevant to the decision by the Commission about how to deal with those costs in the 33 

                                                 

7 Exhibit B-1-3, Appendix BB, Page 2-3 
8 Exhibit B-1-3, Appendix BB, Page 5 
9 Exhibit B-1-3, Appendix BB, Page 30 
10 Exhibit B-1-3, Appendix BB, Page 19-20 
11 Exhibit B-1-3, Appendix BB, Page 40 
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current application and into the future.  Interveners do not have the same level of resources or 1 
cooperation from BC Hydro that the Review Panel had to audit the operations and accordingly are 2 
particularly appreciative of its work.  The Review Panel Report confirms that significant changes are 3 
required within BC Hydro.  Given elements such as the expanded deferral of current period costs 4 
AMPC’s view is that those changes are not contained within the current application. 5 

As the Review Panel suggests, BC Hydro’s culture needs to be changed.  Clearly the pressure for 6 
change has started with the Government, and it is the mandate and responsibility of the Commission to 7 
continue to apply that pressure to BC Hydro.   8 

C. OPERATING, MAINTENANCE AND ADMINISTRATIVE & GENERAL (OM&A) 9 

1. General Comments 10 

The following graph, reproduced directly from page 38 of the Review Panel Report, shows the scale of 11 
the increase in operating costs, before and after deferrals (the upper line of the shaded area relative to 12 
the bottom line of the shaded area).  13 

 14 

It is clear from this graph that Operating Costs and deferrals are climbing rapidly.  This is of concern to 15 
AMPC, the Review Panel and the Government.  As the Review Panel put it: 16 

Despite BC Hydro’s attempts to decrease costs to lower the impact of rate increases to 17 
the ratepayers to 9.73% per year in the current Revenue Requirements Application, 18 
government viewed these reductions as insufficient.12 19 

The following graph from the Review Panel Report also demonstrates that the performance of BC 20 
Hydro relative to its peers is declining.   21 

                                                 

12 Exhibit B-1-3, Appendix BB, Page 39 
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 1 

Given declining production per employee and increasing operating costs, AMPC is concerned that at a 2 
macro level BC Hydro needs to better control costs. The record of this proceeding provides several 3 
examples that show AMPC’s concerns remain.   4 

For example, BC Hydro eliminated approximately 300 FTEs in October, 2011, “in communications, 5 
customer care, environment, finance, human resources, information technology, properties, enterprise 6 
risk and strategy” with “the majority in the Corporate Groups.” The reductions were enabled by 7 
“centralizing management of enterprise–wide functions”, streamlining processes and reducing various 8 
business service levels.13  The focus appears to have been identifying existing areas where service 9 
levels could be reduced.  This should be a constant activity in any large organization.  AMPC supports 10 
these efforts, but would have expected a focus on achieving industry-leading staffing efficiencies and 11 
consideration of how to re-structure internal operations to achieve the reductions recommended by the 12 
Review Panel. 13 

Also, following the Review Panel Report BC Hydro entered into service agreements for business 14 
process outsourcing, data centre operation and facilities management services.  These functions were 15 
formerly provided by Accenture.  Following the expiry of the Accenture contract, these services will be 16 
provided by Accenture, Telus and SNC Lavalin, respectively.  While the gross savings are expected to 17 
be between $35-40 million dollars, one time transition costs are high: $31 million.  The transition costs 18 
include wind-down and start-up costs and outsourcing and advisory services.  AMPC supports efforts to 19 
find savings in the market, but would expect that BC Hydro would take further advantage of outsourcing 20 
and advisory services expenditures and test other aspects of its business in the market.14   21 

                                                 

13 Exhibit B-1-3, Page 5-14 
14 Exhibit B-1-3, Pages 5-15 – 5-17 
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2. Employees  1 

BC Hydro’s employment costs are a major driver of its revenue requirement, particularly, as noted 2 
previously, in the short term.  In the medium to longer term, deferrals and capital expenditures which 3 
include those excess employment costs will have a significant effect on longer term rates. 4 

Several critical employment related observations of the Review Panel include:  5 

Net operating costs (plus non-current post employment benefits) have increased 6 
approximately 27% between 2008 and 2010. 7 

In particular, between 2006 and 2010, prior to British Columbia Transmission 8 
Corporation reintegration, BC Hydro experienced a 41% employee growth, rising from 9 
3,976 to 5,615 employees resulting in a significant impact to costs during these years. … 10 

In addition to the direct labour associated with operations and capital projects, BC Hydro 11 
executive also acknowledged that back office and support functions experienced similar, 12 
uncontrolled expansion. The panel concurs that the level of employee growth was 13 
excessive and significant changes are needed. . In comparison to other larger or similar 14 
size organizations the panel observed functions such as communications, finance, 15 
human resources and information management had extremely high staffing 16 
complements. For example, BC Hydro has 142 staff dedicated to external and internal 17 
communications for its 6,000 employees. This appears high compared to government’s 18 
187 communications staff for its 28,000 employees. 19 

…The panel believes that a more reasonable staffing level would be in the order of 20 
4,800 employees.  While this would be a challenging target, the panel believes that with 21 
strong oversight from the board and the executive management team, the goal is 22 
achievable through more effective utilization of internal and external resources, 23 
increased efficiencies in processes, as well as a direct reduction of work and utilization 24 
of technology. 25 

The panel also found labour costs contribute significantly to operating cost pressures 26 
and that they need to be managed more effectively. 27 

In order for BC Hydro’s cost reduction initiatives to be successful, the panel found that 28 
BC Hydro requires an immediate and more aggressive approach to achieve savings. As 29 
well, the panel would like to see BC Hydro introduce specific operating cost reduction 30 
targets.15 31 

----------- 32 

BC Hydro experienced excessive growth in its employee population between 2006 and 33 
2010 which required the organization to undergo numerous organizational changes.16 34 

----------- 35 

                                                 

15 Exhibit B-1-3, Appendix BB, Pages 5-6 
16 Exhibit B-1-3, Appendix BB, Page 23 



BCH F2012/F2014 RRA Evidence of AMPC 

  9

BC Hydro needs to reduce operating costs to lessen the impact of the cost of electricity 1 
to ratepayers. Reduction in operating costs may be achieved by accelerating the pace 2 
and magnitude of current initiatives that include streamlining processes, leveraging 3 
technology and consolidating functions across business groups. BC Hydro needs to 4 
work towards a more reasonable staffing level.17 5 

----------- 6 

BC Hydro contends that they are facing cost pressures due to inflation, customer growth, 7 
maintenance activities and improving public, employee and contractor safety. However, 8 
during the review, the panel noted BC Hydro still has inefficient processes and practices 9 
and considered some expenditures significant at the expense of the ratepayers.18 10 

AMPC asked questions about performance measures.  While BC Hydro’s response indicates 11 
anticipated improvement, there are no peer comparisons in this Application, or consideration of 12 
economies of scale or customer density benefits.19  Unlike its past practice, BC Hydro has not 13 
considered Canadian Electricity Association (CEA) comparative metrics.  14 

The Review Panel identified approximately 6,000 employees as the current employment level, and 15 
4,800 employees as a reasonable level.  Overtime amounts to the equivalent of another 800 16 
employees.20  To put this in context, assuming a cost of $150,000 per employee21 per year, a surplus of 17 
1,200 employees represents $180 million per year of unnecessary costs and rates.  This cost is too 18 
large to be ignored.22 19 

The result of excess staff is that BC Hydro has also incurred excess costs for salaries, benefits, 20 
equipment, tools, furniture, computer hardware and software, training, vehicles, office furniture, office 21 
improvements, rent, etc.  In addition, the hiring of so many new employees in so short a time must have 22 
resulted in material inefficiencies.  Customers have paid those costs, and are also being asked to pay 23 
the restructuring and reorganization costs of correcting the situation. 24 

While these results are not surprising to those familiar with BC Hydro’s rapid growth in employees, they 25 
are nonetheless concerning and must be reversed.  The answer to this problem is obvious – identify 26 
and eliminate duplication by matching the number and talents of the employees to the work that needs 27 
to be done.   28 

                                                 

17 Exhibit B-1-3, Appendix BB, Page 35 
18 Exhibit B-1-3, Appendix BB, Page 36 
19 Exhibit B-25, AMPC IR 1.90.1 and Exhibit B-15-2, Revised BCUC 1.91.1 
20 Exhibit B-1-3, Appendix A., Schedule 16.0 
21 AMPC is using $150,000 per FTE as a proxy, recognizing that loaded costs will vary by position. Labour rates 
and average salary, before loading (benefits, overhead/burden), are set out in Exhibit B-15, BCUC IR 1.95.1, 
1.103.2.  $150,000 represents approximately 2x average salary. 
22 While the split between OM&A and Capital (including “overheads”) is unknown, the cost is real. The harm to the 
employees who will lose their jobs and the disruption to the organization are real, but those costs and effects are 
the responsibility of BC Hydro and not the customers. 
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The Review Panel recommended a material staff reduction with a “zero-base” approach.  BC Hydro has 1 
resisted.  Reducing the Revenue Requirement and rationalizing deferrals will provide the incentive to 2 
BC Hydro to undertake appropriate and efficient changes.   3 

3. Pay and Benefits 4 

The Review Panel expressed concern that BC Hydro management salaries may fall on the high side of 5 
the spectrum of comparable enterprises (a Crown corporation, schools, universities, colleges and 6 
hospitals), cautioning that its comparison was broad-based and did not consider incentive pay.  AMPC 7 
supports additional investigation of management salaries, with the goal of ensuring that ratepayers do 8 
not fund leading salaries that do not provide commensurate results.  This need is acute in light of the 9 
Review Panel’s observation that “net operating costs plus non-current post employment benefits have 10 
increased approximately 27% between 2008 and 2010.”23 11 

The Review Panel also observed that the COPE and IBEW collective agreements expired on March 31, 12 
2012 and currently contain particularly generous benefits provisions.  Sick leave entitlements exceed 13 
government union entitlement by 33%, overtime is “double time” rather than “time and a half”, and the 14 
work week is only 35 hours.24  The Commission should expect BC Hydro to negotiate less expensive 15 
agreements that are fair to both workers and ratepayers. 16 

The Review Panel identified post retirement benefits that BC Hydro ought to adjust: 17 
 18 
BC Hydro’s current post retirement group benefit provides for full premium payments of 19 
Medical Service Plan, life insurance and extended health care ($25,000 lifetime 20 
maximum) and up to $250 for dental per annum.  The BC government’s Public Service 21 
Pension Board of Trustees has, over the years, made changes to the post-retirement 22 
group benefits provided through the Public Services Pension Plan. Effective April 1, 23 
2012, changes to the plan include eliminating any extended health or life insurance 24 
benefits subsidies (dental premium has already been removed). The cost associated 25 
with these benefits comes from BC Hydro’s operating budget. BC Hydro’s 2012 non-26 
current post employment benefit cost is estimated at approximately $56M.25  27 
 28 

This is a significant cost to BC Hydro and its customers in absolute terms and as a percentage of 29 
OM&A.  Clearly the Province has come to the conclusion that this level of benefits and their costs is not 30 
sustainable within government.  This is both a current and long term issue. 31 

The table below shows that the number of employees enrolled in post retirement benefits is significant 32 
relative to the number of active employees.26  Assuming active employees are reduced to 33 
approximately 5,000, the enrolment of retirees represents 69, 85 and 91% of active employees for the 34 
three largest programs. 35 

                                                 

23 Exhibit B-1-3, Appendix BB, Page 48 
24 Exhibit B-1-3, Appendix BB, Pages 29, 46 and 52 
25 Exhibit B-1-3, Appendix BB, Page 56 
26 Exhibit B-15, BCUC IR 1.166.1 
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 1 

The tables below sets out the total pension and post employment benefits costs (figures are millions of 2 
dollars). 3 

Cost / Source/Year Exhibit B-1-3 F2011 F2012 F2013 F2014 

Current Pension Cost Table 5-55 54.1 76.1 78.7 81.3 

Non-current Pension Cost Table 5-56 21.2 27.3 38.3 31.9 

OPEB Table 5-57 30.0 29.6 21.0 21.7 

Amortization of Pension 
Liability 

Schedule 2.2 

(Original/Update)

  45.0/38.9 45.0/34.7 

Total (Original/Update) 105.3 133.0 183.0/176.9 179.9/169.6

 4 

 5 
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Cost / Source/Year Exhibit B-1-3 F2011 F2012 F2013 F2014 

Unfunded Pension Liability Schedule 2.2 

(Original/Update) 

n/a n/a 900.0/761.9 
n/a 

Unfunded PEB Pension 
Liability 

Exhibit B-23, 
BCUC IR 
12.115.4 

n/a n/a 68.5 
(deferral 
account) 

n/a 

 1 

The need to control total employments costs is reflected by the following existing pension obligations: 2 

(a) The unfunded pension liability is now $762 million (down from $855 million).  AMPC estimates 3 
that a 20 year recovery will require an approximately 1.1% rate increase.  The annual amortization 4 
is $39 million (previously $45 million), commencing in F2013. 5 

(b) The current period pension costs are $76.1 in F2012, $78.7 in F2013 and $81.3 in F2014. 6 

BC Hydro has stated that: “A Post-Retirement Benefits review is underway to determine their 7 
comparative position.  A legal review is underway to understand the extent of any possible changes 8 
that could be made to post-retirement benefits.”27  While AMPC is encouraged that some action is 9 
being taken, some sense of urgency to deal with these commitments is required.  The Commission 10 
should be clear that BC Hydro’s cost reduction efforts need to be ambitious. 11 

4. Performance & Incentive Pay (Bonuses) 12 

BC Hydro has delayed correcting its bonus structure in response to the following concerns of the 13 
Review Panel : 14 

Only 1% of Management and Professional staff have not qualified for some amount of incentive 15 
pay in the last four years.28  16 

----------- 17 

However, in order to be effective, the Variable Pay Program should be awarded only to 18 
the employees who achieve superior performance; otherwise the program qualifies 19 
virtually every employee for the benefit.… 20 

As well, any incentive pay received to 15% of base salary is considered in staff’s 21 
pensionable earnings resulting in additional related costs for BC Hydro.29 22 

                                                 

27 Exhibit B-16, AMPC IR 1.16.6 
28 Exhibit B-1-3, Appendix BB, Page 50 
29 Exhibit B-1-3, Appendix BB, Page 51 
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Any changes are put off until F2013, when BC Hydro will implement spot audits and “[ensure] that all 5 1 
levels of performance ratings are used effectively”.30 2 

Management practices that give bonuses to 99% of employees cause employees to view such bonuses 3 
as base compensation and not as an incentive.  That is not prudent and ratepayers should therefore 4 
not be responsible for a significant portion of the bonus costs.   5 

5. Consultant and Contract Services 6 

Consistent with its positions in past years, AMPC is concerned that BC Hydro incurs excessive 7 
consultant and contractor costs.  The Review Panel clearly identified the scale of the issue, and it 8 
demands the Commission’s attention:  9 

Both Consultant and Contracting costs increased approximately 40% between Fiscal 10 
2007 and Fiscal 2010. Consultant costs are scheduled to increase by approximately 11 
70% and contract services costs are to increase by 10% between Fiscal 2010 and Fiscal 12 
2014. …31 13 

AMPC supports using contractors where doing so is cheaper, or reduces duplication – but the record 14 
shows that the use of consultants/contractors expanded at the same time as staffing levels were 15 
expanding rapidly, and that no changes to these trends are planned:32 16 

 17 

BCH FTEs by Year 18 

 F2007 F2008 F2009 F2010 F2011 F2012 F2013 F2014 

Regular
  

4075 4661 5377 5635 5743 6002 5900 5799 

Total 4670 5316 6108 6353 6405 6756 6659 6484 

 19 

                                                 

30 Exhibit B-1-3, New Appendix CC, Page 5 of 18, #14 
31 Exhibit B-1-3, Appendix BB, Page 55 
32 Exhibit B-15, BCUC IR 1.107.2 and Exhibit B-1-3, Appendix A, Schedule 18.0 
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Greater restraint needs to be imposed upon the extent that BC Hydro relies on outside consultants and 1 
contractors.   2 

6. Procurement Enhancement Initiative  3 

BC Hydro has applied to continue to recover $38.5 million from its Procurement Enhancement 4 
Initiative’s (PEI) deferral account:33  Pursuant to the F2011 negotiated settlement decision $5.5 million 5 
of the balance was written off and the F2011 closing balance is being amortized over ten years.  This 6 
decision was not made with the benefit of the findings of the Review Panel, however.  The Review 7 
Panel identified the PEI as a problem to solve rather than a solution to procurement challenges, and 8 
noted cheaper options that are available.  The Review Panel states that: 9 

… many initiatives remain only partially implemented. BC Hydro Executive should accelerate 10 
the transition. Currently, it will take years to fully implement. The longer the Procurement 11 
Enhancement Initiative takes the more money it costs. The key to accelerating the transition is 12 
organizational change in administrative processes and the culture of doing business in a more 13 
robust way to maximize efficiencies and lower costs. This practice will in turn lower the rates 14 
that are charged to the citizens of BC.34 15 

----------- 16 

Technological advancements will require dramatic changes to BC Hydro’s culture. 17 
Before a procurement process is automated, the process must be streamlined. 18 
Streamlining historical practices to create efficiencies in an organization is heavily 19 
dependent on change management and to date, this cultural transformation has been 20 
slow at BC Hydro. BC Hydro’s tendering process remains manual and an e-commerce 21 
module to support electronic ordering, receipt and payment of goods and services is in 22 
the pilot stage…. 23 

The BC Bid service is available to BC Hydro for free and does not require any 24 
investment of capital.35    25 

This is the third time that the PEI program has surfaced as a problem area.  These costs were of clear 26 
concern to interveners in the last two BC Hydro Revenue Requirement proceedings and assurances 27 
were received as to potential benefits.  Despite real need to deliver change, little has been achieved by 28 
spending $38.5 million.36  It is evident that the initiative has not delivered the expected benefits and will 29 
not do so for some time, if ever.  Most of these costs should therefore be denied.  30 

7. Pensions and Post Employment Benefits 31 

The benefit costs related to pensions and post employment benefits are material and must be 32 
addressed by BC Hydro.  These costs, which are discussed above in section 3, “Pay & Benefits”, 33 
illustrate why the current number of employees must be controlled.   34 

                                                 

33 Exhibit B-1-3, Page 7-14 and Appendix A, Sch. 2.2 
34 Exhibit B-1-3, Appendix BB, Page 58 
35 Exhibit B-1-3, Appendix BB, Page 62 
36 Exhibit B-1-3, Appendix A, Sch. 2.2 
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8. Recommendations on OM&A 1 

Without detracting from any additional recommendations of the Review Panel, AMPC recommends that 2 
any order of the Commission in this matter include the following: 3 

(a) The revenue requirements and rates (present and future) of BC Hydro be set to reflect the costs 4 
of 1,200 fewer employees effective April 1, 2011 and not 600 over time – this will drive restructuring 5 
and restraint. 6 

(b) BC Hydro must reorganize and restructure into an efficient operation, but the costs of doing so 7 
must not be borne by the ratepayer - reorganization and restructuring costs should be denied in 8 
both revenue requirements and deferral accounts. 9 

(c) Disallowance of capital and related return (debt and equity) should be made to reflect the 10 
facilities, equipment, etc. related to excess employees. 11 

(d) BC Hydro and the shareholder should be responsible for 50% of the bonuses each as both 12 
benefit. 13 

(e) Reduce duplicative consultant costs, affecting both revenue requirements, deferrals and capital 14 
expenditures.   15 

(f) Disallow 75% of the deferred PEI costs of $38.5 million with interest and disallow any further 16 
additions of operating costs to the deferral account.   17 

 D. CAPITAL EXPENDITURES 18 

1. General 19 

AMPC recognizes that the determination of need and approval of specific large capital projects will be 20 
addressed in the Integrated Resources Plan (IRP) and in some cases in their individual Certificate of 21 
Public Convenience and Necessity (CPCN) applications.  There are nonetheless some capital spending 22 
issues relevant to this Application observed by AMPC and the Review Panel that should be considered.  23 

Even where the Commission determines that capital expenditures are the necessary result of 24 
legislation, it can require BC Hydro to disclose information, such as the costs of a policy and the policy 25 
alternatives.  This provides a more transparent view of what the public interest is, and in turn may better 26 
inform legislative discussion – potentially facilitating future policy improvements.  It is particularly 27 
important to include information on least cost supply alternatives for IRP and CPCN applications, given 28 
that utility capital investments may remain in rate base for 40 years or more.  The potential costs of the 29 
different aspects of “self sufficiency”, and the government’s recent changes to it, are a good example. 30 

The Review Panel made a number of relevant observations and recommendations: 31 
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BC Hydro tends to exert significant control over their capital projects which limits vendors’ 1 
flexibility to deliver the project in a way that may be advantageous to both parties.37 2 

----------- 3 

Currently, the planners and project managers are not constrained by a price cap.38  4 

----------- 5 

Also, the fact that projects are often coming in under budget is an indicator that budgets 6 
are too high and BC Hydro is being very risk adverse. The large contingencies are 7 
needed to allow for the high degree of project risks that BC Hydro takes on and to 8 
accommodate change orders. There appears to be a tendency to reduce contingencies 9 
by performing more work to remove uncertainty associated with the risks.39 10 

----------- 11 

… on the two projects where the information was available, we found that the internal 12 
engineering costs were considerably higher than what we would have expected. As 13 
such, while the rates are comparable to the private sector, BC Hydro may incur greater 14 
overall costs from using internal resources due to the risk of over engineering or 15 
managing a project.40 16 

----------- 17 

Also, the Properties Capital Plan includes major renovations or rebuilds of five field 18 
offices because the buildings are in poor condition or do not adequately meet the 19 
business needs. One Business Case reviewed showed the preliminary budget to be 20 
high, based on inflated costs per square foot and high overall contingencies and 21 
reserves totalling 40%.41  22 

In the Update to the RRA, BC Hydro made a general reduction to Capital expenditures of $47 million or 23 
only 0.97% of capital.42 This, like its response to the Review Panel’s OM&A recommendation, is not in 24 
line with the tone of the Review Panel observations and is too small.  The Commission needs evidence 25 
that BC Hydro has moved away from the “Gold Standard” approach to project development, costing 26 
and management practices.  AMPC has not observed significant changes in BC Hydro’s capital cost 27 
control or attitudes since the issuance of the Review Panel Report.  Neither the Ruskin Dam CPCN 28 
application nor the Dawson Creek / Chetwynd Area Transmission Reinforcement (DCAT) projects were 29 
revised following the Review Panel’s comments.  The Ruskin Dam was subsequently approved by the 30 
Commission and the DCAT project was reactivated without changes or reconsideration of alternatives. 31 

                                                 

37 Exhibit B-1-3, Appendix BB, Page 73 
38 Exhibit B-1-3, Appendix BB, Page 78 
39 Exhibit B-1-3, Appendix BB, Page 79, 80 
40 Exhibit B-1-3, Appendix BB, Page 81 
41 Exhibit B-1-3, Appendix BB, Page 82 
42 Exhibit B-16, AMPC IR 1.60.1 
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2. Information Technology 1 

AMPC’s experience has been that the risks associated with capital cost overruns and under 2 
performance are significantly higher for IT projects than other capital projects, and benefits are harder 3 
to measure.  Accordingly AMPC is addressing IT projects as a separate capital spending category.  BC 4 
Hydro’s exposure to IT capital costs is particularly worrisome because BC Hydro has undertaken a 5 
number of significant and costly IT initiatives that are completed, underway and planned.43   6 

BC Hydro’s current IT initiatives (with their forecast costs) are $225.8 million, excluding SMI/SG, for the 7 
three year application.  Annual operating costs are approximately $100 million per year.   8 

IT projects suffer from a number of common risks, including:  9 

• Scope creep and sometimes scope leap resulting in projects being late, over budget and overly 10 
complex as a result of confusing wants and needs. 11 

• Rejection of or modification to software packages, at considerable cost and risk to the project  12 

• The development of custom software and support, with even greater cost risks. 13 

• Optimistic cost and difficult to measure (soft) benefit projections resulting in cost overruns and 14 
un-measurable or unachievable benefits.  15 

As the Review Panel’s comments below illustrate AMPC is not the only party concerned about the 16 
success of these projects.  If these projects are not successful in delivering measurable benefits as 17 
identified in the business cases, ratepayers pay the cost of the initiatives and receive none or few of the 18 
benefits. 19 

The Review Panel noted that: 20 

BC Hydro, recognizing that it has not been operating to optimum efficiency, has 21 
initiatives to streamline processes, eliminating low value work and leveraging 22 
technology, but there is some question as to the effectiveness of these initiatives as they 23 
have not demonstrated significant reductions to operating costs. 24 

In order for these initiatives to be successful, a change in culture and a commitment to 25 
revisit current operational norms is required. The panel has recommended BC Hydro 26 
take a more aggressive approach in executing these initiatives to achieve additional 27 
savings…44 28 

----------- 29 

Technological advancements will require dramatic changes to BC Hydro’s culture. 30 
Before a procurement process is automated, the process must be streamlined. 31 
Streamlining historical practices to create efficiencies in an organization is heavily 32 

                                                 

43 Exhibit B-16, AMPC IR 1.58.1 
44 Exhibit B-1-3, Appendix BB, Page 40 
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dependent on change management and to date, this cultural transformation has been 1 
slow at BC Hydro. BC Hydro’s tendering process remains manual and an e-commerce 2 
module to support electronic ordering, receipt and payment of goods and services is in 3 
the pilot stage.45 4 

Given its long-standing concern about IT project costs at BC Hydro, and given the challenges identified 5 
by the Review Panel, AMPC asked BC Hydro for additional information about this aspect of its 6 
application.  AMPC specifically requested a table of IT projects with descriptive information, costs and 7 
benefits, but was left to wade through a multitude of business cases.  A list of the projects that this 8 
spending is directed towards is contained in the response to an AMPC information request.46  BC Hydro 9 
also stated that an IT audit was underway, giving the impression that the audit was comprehensive, but 10 
as AMPC understands it only the HRIS/EmPower project was being audited47  11 

AMPC is unable to concretely identify the history of cost estimates and approval history, actual or 12 
current forecast costs and any benefits whether measurable, immeasurable, hard or soft, real or 13 
speculative.  AMPC is concerned that assessing whether BC Hydro is appropriately leveraging 14 
technology is not possible with the information provided.  15 

AMPC also believes that the IT project approval policy should be reviewed and changed so that an 16 
independent review and approval of scope changes and cost increases is necessary for project cost 17 
changes of less than $3 million and that the approval cannot be made by a project sponsor or 18 
participant. The current policy is as follows:48 19 

 20 

Total Request (Capital and CMA) FAAP Approval 

$0 to $500 thousand OCIO Leadership Team Member 

$500 thousand to $3 million CIO 

$3 million to $20 million CFO 

$20 million to $50 million CEO 

Greater than $50 million Board of Directors 

 21 

                                                 

45 Exhibit B-1-3, Appendix BB, Page 62 
46 Exhibit B-16, AMPC IR 1.58.1 
47 Exhibit B-15, AMPC IR 2.97.1 
48 Exhibit B-25, AMPC IR 2.101.1 
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3. Capital Recommendations: 1 

Given the above challenges, AMPC recommends that the BCUC adopt the following recommendations. 2 

(a) require BC Hydro to provide lowest cost alternative information, even when facing policy 3 
conflicts. 4 

(b) BC Hydro review and report on progress and budgets quarterly on all IT projects with total 5 
authorized expenditure over $10 million. 6 

(c) BC Hydro identify the project benefits and be put at risk for delivering the benefits of capital 7 
projects on-time and on-budget, and in particular IT projects. 8 

E. REGULATORY DEFERRAL ACCOUNTS 9 

1. General 10 

BC Hydro’s forecast Regulatory Account balances will grow from $2.4 billion in F2011 forecast to an 11 
estimated $4.7 billion in Plan F2014.  BC Hydro’s total revenue in F2011 was $3.1 billion and is 12 
estimated to be $4.0 billion in F2014.49  On their face these numbers are of serious concern, attracting 13 
the attention of many, including the Auditor General:50 14 

…two significant concerns remain for me. First, growth of deferral accounts cannot 15 
continue indefinitely. I am concerned that there does not appear to be a plan to reduce 16 
the balance of these accounts, let alone halt their growth. Rate-regulated accounts must 17 
be managed carefully. If overused, rate-regulated deferrals can mask the true cost of 18 
doing business, distort the financial condition of an enterprise and place undue burdens 19 
on future ratepayers. 20 

To some extent this is a normal outcome of the capital program BC Hydro has undertaken, the ebb and 21 
flow of water related costs ($800 million), income associated with a major hydro-electric system, and  22 
market sales and purchases.  Unfortunately, AMPC also believes a significant portion of the growth is 23 
due to a desire by BC Hydro to minimize current rate impacts, by deferring $430 million in current 24 
period energy costs and other costs such as equipment repairs and storm restoration costs.   25 

AMPC believes there are simply too many Regulatory Accounts, transferring too much risk from the 26 
shareholder to the ratepayer.  Examples include: 27 

• Unanticipated expenditures over $1 million, which BC Hydro should be able to manage within its 28 
total budget. 29 

 30 
• Capital Project Investigation Costs for projects that do not proceed, which provides no incentive 31 

for expedited cancellation of the work and no requirement to do the investigation within the 32 
operating budgets. 33 

                                                 

49 Exhibit B-1-3, Page 1-19, Amended Table 1-1 
50 Exhibit B-1-3, New Appendix GG, Page 5 of 19 
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 1 
• Sales and related Cost of Energy variances without a dead-band. 2 

This risk transfer removes the regulatory incentive to manage within a budget, to take corrective action 3 
and to control spending.  4 

AMPC believes Regulatory Accounts are used to postpone and dampen rate increases by: 5 

(a) In some case crediting annual positive (credit) balances to the revenue requirement 6 
immediately rather than amortizing over time while large negative (debit) balances are 7 
deferred; and  8 

(b) Charging current period costs to regulatory accounts solely to reduce current rate 9 
 impacts. 10 

These approaches reduce the incentives for economic scrutiny and cost control by transferring the 11 
responsibility for cost overruns from the shareholder to the ratepayer.  It also makes the real rate of 12 
increases and trends in BC Hydro’s expenditures and revenue requirements much less transparent.  13 

AMPC believe that the regulatory account problems are complex and that they need careful 14 
consideration to arrive at the right solutions and avoid intergenerational inequity.  The time has come 15 
for a major review of each of BC Hydro’s regulatory accounts: why each exists, what is included, how 16 
they are amortized, how they are reduced, and how they are written off.   17 

This is consistent with the Review Panel’s recommendation: 18 

(53) Work with the province to perform a more in-depth review of the growth of 19 
regulatory accounts and determine a more sustainable approach to utilizing them over 20 
the long term.51 21 

In AMPC’s submission the Commission is the right body to do such a review.  The Commission should 22 
be aware of the proper use of core Regulatory Accounts, an appropriate matching of costs and 23 
benefits, and the issues of intergenerational equity that can arise when regulatory accounts are abused.   24 

Table 2-3  below from the Application Update sets out the current and forecast state of BC Hydro’s 25 
Regulatory accounts.  As such it is a good point to start a discussion.52  AMPC’s comments are 26 
organized by BC Hydro’s groupings, starting at the top and working down. 27 

                                                 

51 Exhibit B-1-3, Appendix BB, Page 114 
52 Exhibit B-1-3, Page 2-6 
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 1 
2. “Deferral Accounts” 2 

These “Deferral  Accounts” are what we commonly think of as the Cost of Energy (CoE) deferral or 3 
regulatory accounts.  They include the Heritage Deferral Account (HDA), Non-Heritage Deferral 4 
Account (NHDA) and Trade Income Deferral Account (TIDA).  They are accounts that can be expected 5 
to increase when water levels are low, and increased purchases are necessary and decrease when 6 
water levels are high, less purchases are necessary and there may be some surplus for sale.  AMPC 7 
recognizes that these swings have been substantial in the past. 8 
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Unfortunately, large non-energy costs are being deferred into these accounts for rate increase 1 
management and rate smoothing purposes.  This leads to confusion about what the level of the 2 
accounts really means and what the appropriate deferral account rate rider (DARR) level is.  In 3 
addition, BC Hydro has recently deferred $433 million in current period non-water inflow related energy 4 
costs and rolled in operating and maintenance costs.53 5 

The forecasting of Trade Income has been and remains a concern.  BC Hydro is proposing changing to 6 
a 5-year rolling average for forecasting while the current forecast by year is not disclosed or available.54  7 
The difference in the forecast will affect the deferral accounts. 8 

Each of these three accounts need to be analyzed and cleaned out of all items such as Storm 9 
Restoration costs, BCTC costs and GMS 3 failure costs55 that are not truly cost of energy related costs 10 
relating to the intended purpose of the accounts.  These costs can then be expensed (if they are found 11 
to be real current period costs) or transferred to another Regulatory Account where they can be 12 
appropriately amortized or recovered in a separate rate rider in accordance with their own nature. 13 

AMPC believes that a 10 year recovery of variances in the CoE deferral accounts will reasonably reflect 14 
the precipitation and water inflow cycles and the period of time over which the rate volatility is 15 
minimized.56  The year to year variations and costs of precipitation fluctuations and storage are not 16 
intergenerational matters.  Rate volatility due to weather is not something that should affect customers 17 
from year to year and rates going up and down for this reason is not appropriate and does not send a 18 
necessary or useful price signal.   19 

In the view of AMPC these accounts are the accounts that the Deferral Account Rate Rider (DARR) is 20 
intended to recover and would recover if an appropriate amortization period (10 years) that reflects the 21 
longer term nature of swings in water levels were used.   22 

AMPC expects that appropriate treatment of these CoE accounts would lead to re-establishing the 23 
DARR at 2.5% or lower. 24 

3. “Capital-Like Accounts” 25 

This grouping is a catch-all for a group of not very similar accounts.  AMPC believes each needs to be 26 
dealt with on its own merits. 27 

                                                 

53 Exhibit B-1-3, Page 1-15:  “In total, the additional amounts that BC Hydro is proposing to defer related to the 
increase in the forecast net Cost of Energy are $65.9 million in F2012, $103.2 million in F2013 and $46.2 million 
in F2014. As in previous years, BC Hydro is proposing that these additional deferrals be included in the Non-
Heritage Deferral Account (NHDA).” And Exhibit B-1-3, Page 1-29: “The one-time deferral in F2011 of $223 
[Update: $218.5] million of energy costs for later recovery from customers in accordance with the F11 RRA NSA 
which does not continue in the test period.” 
54 Ex. B-1-3, p. 8-11 
55 Exhibit B-1-3, Appendix A, Sch. 2.1 
56 Slide 35 from the June 2007 Regulatory Workshop on Electricity hedging is attached as Attachment A for 
reference and clearly shows that 9-10 years minimizes the rate volatility 
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(a) DSM 1 

We want to be clear that AMPC supports cost-effective DSM, but that does not mean these 2 
expenditures can escape a thorough review of their cost effectiveness.  The size of BC Hydro’s DSM 3 
expenditures, uncertainty over the magnitude of conservation that would otherwise occur and the 4 
deferral of its rate impacts is of concern to AMPC.  5 

The term DSM is generally understood to mean conservation measures adopted as a result of utility 6 
expenditures intended to encourage conservation. DSM program and related administration costs 7 
generally place upward pressure on rate levels. Use of ratepayer funding is based on the premise that 8 
the conservation measure would not have occurred without utility funded intervention in the 9 
marketplace. Various economic tests are usually applied to individual programs in order to demonstrate 10 
that the benefit to electric consumers through reduced bills exceeds the costs of the particular DSM 11 
program.  12 

Conservation measures may also occur without direct influence or significant utility expenditures as 13 
customers make informed choices from marketplace options, react to economic pressures from rate 14 
levels, rate structures, and government regulations, or make cultural and lifestyle choices that are 15 
normally considered beyond the responsibility of a provider of electric service. The justification of DSM 16 
expenditures therefore depends on credibly forecasting the electrical demand that would occur absent 17 
the DSM program, and the electrical demand that would occur with the program in place, and 18 
comparing the difference to the cost of the program.  Deferral of DSM administration costs more 19 
properly treated as current expenses or amortized over a longer period than justified will also disguise 20 
the true rate impact of DSM programs.  21 

Consumption data for the last 10 years shows little or no decline in per capita electricity use, despite 22 
large and growing costs of BC Hydro’s DSM programs.57  The costs of these programs are a major 23 
driver of increases to deferred costs, deferred cost recovery and future rate impacts.58  AMPC believes 24 
the time has come for a major review of the PowerSmart structure and programs.  AMPC is concerned 25 
that the legislated objective to meet 66% of new growth by DSM is at odds with the objective of 26 
reducing the size of rate increases.  27 

This was recognized by the Review Panel in the following recommendation: 28 

(54) Re-evaluate its various energy conservation programs to reduce the overall costs to 29 
ratepayers while still achieving value for money.59 30 

In addition to its general DSM concern, AMPC is concerned that this Application’s proposed Regulatory 31 
Account treatment of DSM expenditures is imprudent as it tends to understate the current cost of DSM 32 
and is building towards a transfer of costs to future generations.  If BC Hydro’s proposed increase in the 33 
amortization period from 10 to 15 years is permitted, the associated Regulatory Account balances are 34 

                                                 

57 Exhibit B-16, TV IRs 1.1.1, 1.2.2, 1.4.2; Exhibit B-25, TV IR 2.5.2 
58 Exhibit B-1-3, Page 2-6, Table 2-3 
59 Exhibit B-1-3, Appendix BB, Page 116 
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projected to increase from $0.3 billion in F2007 and $0.5 billion in F2012 to $1.9 billion in 2032 before 1 
declining.60    2 

If one is going to spread the costs of DSM over 15 years one must be certain the benefits will last for 15 3 
years and are attributable to the programs.  AMPC does not feel there has been a sufficient review of 4 
the current DSM expenditures to support such a finding.  It is our understanding that no other utility in 5 
North America currently uses a general 15 year amortization period for DSM.61  There must be a 6 
reason why. 7 

 8 

BC Hydro’s DSM expenditures, their justification and appropriate amortization should be subjected to a 9 
critical review before more money is committed and before the amortization period is extended.  The 10 
Commission should not leave such a review to BC Hydro.  The Commission should retain, or pay for, 11 
independent experts to review these matters.  The expenditures and issues are too important and 12 
complex and the knowledge base too small to leave to Interveners or Commission Staff to come up 13 
with the solutions alone. 14 

AMPC questions the persistence used to justify the 15 year amortization based on the trend of 15 
increased electricity use per residential customer.  AMPC also disagrees with including elements that 16 
are not within the control of BC Hydro or a direct result of BC Hydro DSM program expenditures in the 17 
average persistence and amortization period, e.g., legislation and rate design.  AMPC is therefore 18 
concerned that the 15 year amortization period proposal is not appropriate.  While deferring 19 
expenditures reduces the immediate impact of expenditures, every dollar put into a regulatory account 20 
will be ultimately be paid by rate payers, with the addition of a return.   21 

In summary, AMPC recommends retaining the amortization at 10 years, and ordering a review of the 22 
effectiveness of DSM programs and the appropriate amortization term by an independent third party. 23 

                                                 

60 Exhibit B-16, AMPC IR 1.11.7 
61 Ex B-15, BCUC IR 1.488.8.2; Exhibit B-16-1, COPE IR 1.38.2 
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(b) Site C 1 

The Site C deferral account is forecast to hold $411 million in F2013 and $532 million in F2014.  Site C 2 
is currently in the environmental assessment process and will not be approved until 2013 at the earliest.  3 
Until the project is given approval there is no asset for the benefit of ratepayers, and AMPC is therefore 4 
concerned about the level of expenditures.  It is difficult to test the prudency of these expenditures, and 5 
the impact of not proceeding with Site C should be minimized as long as the risk exists, i.e., until all key 6 
approvals are obtained.     7 

AMPC would like to see all investigation costs expensed when and as occurred.  Cost control should be 8 
maintained over bona fide design costs given the current scale of the deferral account. 9 

(c) Smart Metering & Infrastructure 10 

The Review Panel included the Smart Metering & Infrastructure (SMI/SG) program in its review and 11 
expressed concern about the current costs and future benefits.  It made the following 12 
recommendations: 13 

(55) Re-evaluate the cost estimates of the SMI project to determine if there are 14 
opportunities to reduce the overall costs of the project, decreasing costs to ratepayers 15 
over the longer term, including reassessment of high project contingencies.62 16 

----------- 17 

(56) Re-evaluate the SMI in home display rebate program to actively track real time use 18 
of electricity and to assess the benefits of the program versus the impact of the program 19 
costs on ratepayers. Consider whether this element of the program should require prior 20 
BC Utilities Commission approval.63 21 

BC Hydro is proposing to defer SMI costs until the benefits are realized.  Also, in Revenue 22 
Requirements and rates BC Hydro will continue to assume that Accenture costs will continue, though 23 
they will not, and apply an offsetting credit to the Smart Metering & Infrastructure deferral account.64  24 
The assumed credit and deferred costs create an intergenerational equity issue. 25 

While the estimated life of the smart meters is 20 years, AMPC expects that the associated software, 26 
computer hardware and communications systems will have a much shorter life, potentially as little as 27 
five to seven years.  A four year delay in recovering current costs will leave only one to three years of 28 
life for some costs before replacement expenditures are added to the deferral account.  At the same 29 
time, there is no assurance that the benefits in the business case will be achieved, further compounding 30 
the future impact on ratepayers.   31 

                                                 

62 Exhibit B-1-3, Appendix BB, Page 117 
63 Exhibit B-1-3, Appendix BB, Page 118 
64 Exhibit B-1-3, Appendix BB, Page 23 
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In summary, there are two concerns: 1 

• The cost of assets and operations are not being recovered while they are in service and rates 2 
will be higher in the future to recover the costs over a shorter period; and 3 

• The benefits that may offset the higher future costs may not be achieved, again pushing up 4 
rates. 5 

One option to address this risk is to identify the business case benefits and require that they be 6 
reflected in the revenue requirements and rates whether they are actually realized or not.  Current costs 7 
could be reflected in rates and the anticipated benefits credited to the revenue requirements starting 8 
now. 9 

4. “Non Cash Liabilities” 10 

(a) First Nations Provisions 11 

It is hard for Interveners to say anything about these expenditures or what they may ultimately be in 12 
total because so little detail is known.  The Commission needs to look at the expenditures and to decide 13 
what is current and what is long term.  It should only then afford regulatory treatment to the long term 14 
capital-like costs. 15 

(b) IFRS Pension 16 

AMPC understands that the IFRS Pension liability recognition has no effect on the revenue 17 
requirements and rates compared to pre-IFRS accounting, but the magnitude of the unfunded liability 18 
should be cause for concern and exploration of alternatives.  The Review Panel noted that “any 19 
incentive pay received to 15% of base salary is considered in staff’s pensionable earnings.”65  While BC 20 
Hydro has committed to a more comprehensive review of compensation, including pension 21 
entitlements, AMPC suggests that more urgency is needed than the BC Hydro response reflects.66  22 

(c) IFRS PP&E 23 

Like the IFRS Pension accounts, AMPC understands that the IFRS deferred costs related to Property, 24 
Plant & Equipment result in no change to revenue requirements as compared to leaving the costs in 25 
PP&E.67   26 

5. “Forecast Variance Accounts / Other Regulatory Accounts” 27 

These accounts are immaterial and are not of concern.   28 

                                                 

65 Ex B-1-3, Appendix BB, p. 51 
66 Ex. B-1-3, New Appendix CC, #13 
67 Exhibit B-15, BCUC IR 1.173.4 
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6. “Other Regulatory Accounts” 1 

For PEI, AMPC believes that given the failure of this initiative to deliver benefits BC Hydro should only 2 
recover 75% of the deferred costs ($38.5 million plus any further deferred operating costs and carrying 3 
costs). 4 

AMPC will be arguing based on the record in this proceeding and the last proceeding before this 5 
Commission that the GMS 3 costs were solely due to the imprudent actions of BC Hydro.  They are 6 
properly BC Hydro’s responsibility and not be recovered from ratepayers.  If for any reason the GMS 3 7 
costs are allowed by the Commission AMPC would still argue that they are not CoE costs and should 8 
be set up in a separate regulatory account and amortized over a period of at least 10 years. 9 

7. Summary of Regulatory Account Recommendations: 10 

AMPC makes the following recommendations with respect to the CoE, Regulatory and Other Deferral 11 
Accounts. 12 

1. The CoE (HDA, NHDA and TIDA) deferral accounts be recovered through the DARR in 13 
accordance with the F2011 NSA which in the absence of unusual deferrals will result in 14 
recovery over a 9-10 year period. 15 

2. Recovery of 75% of PEI costs should be disallowed on the basis that the implementation has 16 
not progressed as expected and the benefits have not been achieved. 17 

3. GMS3 should be the responsibility of BC Hydro. 18 

4. The Revenue Requirement should contain a full accounting of SMI/SG costs and benefits by 19 
year.   20 

5. First Nations category expenditures should be reviewed by the Commission and regulatory 21 
treatment only applied to long term costs. 22 

F. POLICY ISSUES 23 

1. General 24 

According to the BC Hydro 2011/12 – 2013/14 Service Plan (p. 9), $1.1 billion or about 30% of every 25 
dollar collected from ratepayers goes to the government in the form of earnings, taxes or water rentals: 26 
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 1 

The graph below also shows AMPC’s projected speed of the growth of payments to the government – 2 
note that property taxes reflect payments to the Province, grants in lieu and payments to municipalities:  3 
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At about 30%, government payments are a significant driver of BC Hydro’s escalating rates. 1 

The Review Panel Report recognized problems and made recommendations for review of these policy 2 
issues by the Government.  Some have been acted on and some remain outstanding.  In AMPC’s view 3 
the Commission should carry on the Review Panel’s work and transparently identify the rate effects of 4 
particular policies.  This role is part of explaining why ultimate rates are just and reasonable, and also 5 
part of the Commission duty to generally supervise utilities.  Providing rate transparency is in the public 6 
interest and should benefit ratepayers, BC Hydro and the Provincial Government - which is clearly 7 
working hard to reduce the level of rate increases in a difficult time.   8 

The policy areas addressed by the Review Panel, namely self-sufficiency, clean energy (and the 9 
proportion that could be provided by natural gas), Burrard Thermal, water rental rates, and return on 10 
equity, are commented on individually below.  Other policies that will materially impact rates and the 11 
energy supply balance in the future are oil and gas electrification and LNG electrification.  The costs of 12 
these policies should be recognized when the CPCN applications are dealt with. 13 

2. Self Sufficiency 14 

The BC Energy Plan of 2007 established electricity “self-sufficiency” by 2016 as a major target.68  This 15 
target included the concepts of “insurance” and “critical water”.  The Review Panel reviewed this target 16 
and recommended a general change: 17 

(46) Evaluate alternative definitions and timelines for government’s self-sufficiency policy 18 
that meet the needs of the province and ratepayers in a way that is sustainable for the 19 
long term.69 20 

The government has already taken action to change the requirements for self-sufficiency from requiring 21 
BC Hydro to purchase enough firm power to meet critical water conditions, to meeting average water 22 
conditions.  AMPC strongly supports this important step, which will reduce the amount of power BC 23 
Hydro must purchase in most years by about 4,400 GWh of firm energy in an average year, saving 24 
hundreds of millions of dollars per year.  This removes an enormous future burden on ratepayers and 25 
the Government is to be commended for the change.  AMPC recommends that the BCUC and BC 26 
Hydro continue to evaluate the benefit provided by the current definition and report on its relative cost 27 
as internal generation and external markets change with time. 28 

3. Clean Energy 29 

The Review Panel highlighted BC Hydro’s inability to capitalize on cheap domestic natural gas 30 
resources for electricity generation:  31 

Natural gas is currently not considered clean under the Clean Energy Act. Therefore, BC 32 
Hydro is limited in its ability to leverage this resource beyond 7% of total generation. 33 
However, market analysis indicates that natural gas prices will continue to be low over at 34 

                                                 

68 http://www.energyplan.gov.bc.ca/bcep/default.html#5 
69 Exhibit B-1-3. Appendix BB, Page 93 
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least the medium term, making natural gas potentially a desirable and inexpensive 1 
electricity generation choice.70 2 

As a partial result, BC Hydro expenditures on higher cost IPPs have increased 64% over the last 3 3 
years, to $568 million in 2010 (more than BC Hydro’s entire labour force costs).  New generation using 4 
domestic natural gas, or even cheaper imported power, is prohibited.  While the Review Panel did not 5 
recommend adjusting the 93% criterion in light of other declared climate change policies, the Review 6 
Panel concluded generally that BC Hydro needs to be able to acquire its energy needs more flexibly 7 
and cost-effectively than government policy allows.  The 93% target, and the definition of “clean” 8 
energy, are both choices that have cost consequences.    9 

It is incumbent on the Commission to complete the work of the Review Panel by ensuring that BC 10 
Hydro provides a full assessment of IRP alternatives and projected revenue requirements (including the 11 
current application).  Given BC’s position as an exporter of natural gas, BC Hydro’s IRP should 12 
consider the costs and benefits resulting from a less restricted use of natural gas. 13 

4. Water Rentals 14 

The Review Panel notes that B.C. water rentals are approximately twice those of Manitoba and 15 
Quebec.71  Water rentals provide a price signal and recover costs attributable to the environmental 16 
effects of generation and transmission activities.  But B.C. water rental rates are disproportionately 17 
high, and have become a form of indirect taxation.  This effect is exacerbated by the stepped-rate water 18 
rental design that charges BC Hydro more than it does other generators.  The Review Panel 19 
accordingly recommended: 20 

 21 
Determine collaboratively, as the economy improves, government’s water rental rates 22 
charged to BC Hydro, which balance the needs of the province and the utility.72 23 

To facilitate this collaboration, AMPC recommends that the BCUC clearly identify the proportion of rates 24 
that are attributable to water rental fees. 25 

5. Dividend and Shareholder Equity Policies 26 

The Review Panel compared BC Hydro’s dividend policy to other private and public utilities’ dividend 27 
policies.  BC Hydro is required to pay 85% of net income as a dividend, subject to maintaining an 80/20 28 
debt/equity ratio.  Private electric utilities paid less than 70% of earnings in dividends, and Hydro 29 
Quebec must pay 75%.  Other public utilities pay smaller dividends, and on a discretionary basis.  30 

For most of its capital, like most utilities, BC Hydro is allowed either an equity return or a debt return.  31 
However, BC Hydro under unique provincial direction is mandated both an equity return (14.37%) and 32 
interest recovery (various low rates based on the provincial debt rating) on 10% of its capital.  This is 33 
because BC Hydro is mandated  an equity return on a deemed equity of 30%, not its actual 20% equity 34 

                                                 

70 Exhibit B-1-3. Appendix BB, Page 94 
71 Exhibit B-1-3, Appendix BB, Pages 95-96 
72 Exhibit B-1-3, Appendix BB, Page 96 
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ratio, and recovers interest costs on actual debt equal to about 80% of its capital.  Put another way, it is 1 
getting a return on 110% of the Capital of BC Hydro.  This results in larger payments to the province 2 
and higher rates for customers.  While this may have been affordable in the past it is not today. 3 

Given this information, the Review Panel made the following recommendation: 4 

(49) Determine collaboratively, as the economy improves, a capital structure to support 5 
the desired debt to equity ratio and dividend payout policy that balances the needs of the 6 
province and the utility.73 7 

AMPC recommends that the BCUC make clear in any rates that it sets what proportion is expected to 8 
be directed to shareholder dividends and any other payments to the province. 9 

G. CONCLUSION 10 

In conclusion, AMPC: 11 

• Agrees with BC Hydro’s proposed rate increases, provided they are inclusive of the DARR, and 12 
provided they are not achieved by adjusting the DSM amortization period or deferring current 13 
period costs; 14 

• Suggests the BCUC set BC Hydro’s Revenue Requirement at the above amount as an incentive 15 
for BC Hydro to achieve appropriate cost reductions, to be identified by BC Hydro; 16 

• Suggests cost reductions by steps such as reducing the number of employees, exploring 17 
restructuring and outsourcing options and the appropriate use of consultants to reduce 18 
duplication, denying PEI and salary bonus costs, and reducing DSM expenditures;  19 

• Suggests the BCUC direct BC Hydro to:  20 

o Amortize CoE and DSM deferral accounts over an appropriate (10 year) period; and 21 

o Provide additional information during IRP and CPCN applications in relation to lowest 22 
cost alternatives. 23 

• Requests the Commission to identify and discuss the effect of government policies driving 24 
increased BC Hydro rates. 25 

                                                 

73 Exhibit B-1-3. Appendix BB, Page 101 
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