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CEC Information Request on the AMPC Evidence

We are counsel to the Commercial Energy Consumers Association of British Columbia (CEC).

Attached please find the CEC's Information Requests on the AMPC Evidence.

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

undersigned.

Yours truly,

OWEN BIRD LAW CORPORATION

feafer

CPW/acb

(g) 1NTERLAW MEMBER OF INTF.RI.AW, AN INTERNATIONAL ASSOCIATION

OF INDEPENDENT LAW FIRMS IN MAJOR WORLD CENTRES
{00699573;!}

C10-9

markhuds
BCH F2017-19 RR



CEC Information Request #1

AMPC Evidence

7. Reference: Exhibit C9-7, page 3 and Exhibit B-15, CEC 2.135.1
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AMPC members build and maintain businesses that support BC's overall economy. A
reliable supply of reasonably priced energy is extremely important to remain competitive

in global markets. However, BC Hydro's industrial load has declined by 17% between
2006 and 2015, which reduces total revenues. As a result, remaining customers pay

more in rates, creating a vicious cycle that challenges the retention and/or expansion of
current industrial customers, and impairs the addition of new industrial customers.

BC Hydro Average % Over Forecast of

Electricity Load by Decade
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The CEC has developed the above graphic from data contained in response to CEC

2.135.1. Would AMPC agree that BC Hydro has significantly over-forecast its load

over the last several decades, and should be carefully reviewed to correct for over-

forecasting?

Would AMPC agree that over-acquisition of expensive energy based on overly high

forecasts can also contribute to increased rates and the 'vicious cycle that challenges

the retention and/or expansion of current industrial customer'?

7.2. 1 . If not, please explain why not.

7.1.

7.2.

8. Reference: Exhibit C9-7, page 4

BC Hydro's rates are typically cited as a relative strength for industries looking to locate

in BC, offsetting some of the higher operating costs in the province. However, a review

of the Hydro Quebec annual rate survey ("Hydro Quebec Report") reveals some

alarming trends regarding BC's competitive position relative to other utilities in Canada.3
AMPC's analysis of the report's data in Appendix "A" shows that BC Hydro's industrial

rates have risen faster than any other Canadian jurisdiction since F201 1 , increasing 42%

based on Tier 1 pricing (an increase of 51% if the cumulative impact of PST is included).

8.1 . Please provide AMPC's evidence of the 'higher operating costs' in BC that are offset

by BC Hydro rates.

9. Reference: Exhibit C9-7, AMPC pages 5, 7 and 8

AMPC is concerned that BC Hydro is over-optimistic about the effect that its applied-for

and future rate increases will have on industrial sales - in particular, that BC Hydro's

price elasticity assumptions and probability estimates do not adequately reflect the

stepwise nature of industrial customers' electricity demand. Steady sales volumes from

traditional industrial sector sales volumes will be critical to BC Hydro achieving its

revenue requirement. AMPC is also concerned with the accuracy of the growth

assumptions for the natural gas and LNG sector and the associated "knock-on" GDP

effect built into BC Hydro's LNG load forecast.

{00699514;2}
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As mentioned, BC Hydro applies a common small demand elasticity factor (the extent to

which rate increases discourage load growth) of -0.05 to each of residential,

commercial, light industrial, and large industrial rate classes:

"Consistent with prior load forecasts, the residential, light

industrial/commercial, large industrial and other sector sales forecasts

before Demand-Side Management reflect the result of future rate

increases, which is known as rate impacts. The forecast with rate impact

applies an elasticity of -0.05 to each of the main customer sectors. This

calculation uses rate increase projections in real dollar terms, including

the Deferred Account Rate Rider."10

BC Hydro confirmed in IRs that it applies the same elasticity factor "to all rate classes,

except for FortisBC and Seattle City Light", that 'has not been applied for specific

income level, end uses of electricity, season, electricity rate level, customer rate classes,

location on the system, or duration of the forecast period."11

BC Hydro also explained that individual customer estimates played a larger role for the

industrial rate class instead of elasticity studies:

BC Hydro's projections for current large industrial customers appear to reflect high level

estimates that are workable for rate classes with thousands of smaller customers, where

electricity costs are a relatively small proportion of overall costs and exposure to

international competition is not a major consideration. But the TSR class is a small one,

and the departure of a few large customers could have disproportionate effects.

AMPC's EITE members are also increasingly sensitive to cumulative price increases.

AMPC expects the effect of continued rate increases on future electricity consumption

will be more complex than depicted, inconsistent with the simple application of linear

percentages. Rather, AMPC expects non-linear threshold effects that are not

immediately apparent, however individualized the industrial sales volumes may be.

Industrial electricity consumption typically does not change in lockstep with incremental

energy price changes, but instead changes in larger blocks when the electricity price hits

a level that shifts a facility's production from economic to uneconomic.

9.1. Does AMPC believe that the rate increases proposed for the 2017-2019 test period

will negatively influence industrial sales volumes?

9.1.1. If yes, please explain and provide quantification if possible as to how load

may be impacted.

9.1.2. If not, please explain why not.

9.2. Please confirm that AMPC believes that an alternative elasticity factor may be the

reality.

9.2.1. If yes, please explain and identify what alternative elasticity factor AMPC

would recommend or what alternative to elasticity factors AMPC would see

as being relevant.

{00699514;2}
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9.2.2. If confirmed, does AMPC believe it would be preferable to eliminate the use

of the elasticity factor altogether for the Industrial class? Please explain why

or why not.

9.2.3. If confirmed, what alternative methods would AMPC use to include price

sensitivity into BC Hydro's forecasting? Please explain.

10. Reference: Exhibit C9-7, page 6 and BC Budget and Fiscal Plans

What is AMPC's concern with BC Hydro's load forecast?Q5.

AMPC is concerned that BC Hydro is over-optimistic about the effect that its applied-for

and future rate increases will have on industrial sales - in particular, that BC Hydro's

price elasticity assumptions and probability estimates do not adequately reflect the

stepwise nature of industrial customers' electricity demand. Steady sales volumes from
traditional industrial sector sales volumes will be critical to BC Hydro achieving its

revenue requirement. AMPC is also concerned with the accuracy of the growth

assumptions for the natural gas and LNG sector and the associated "knock-on" GDP

effect built into BC Hydro's LNG load forecast.

A5.

In AMPC's view BC Hydro and the Commission should be prepared to take steps to

maintain sales volumes to existing core industrial loads if the revenue requirements are

to be achieved in practice.

Extent of BC Hydro GDP Growth Over Forecast by Year After

Forecast
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The CEC has analyzed the recent BC Government GDP forecasting recorded in their

historical Budget and Fiscal Plans and found at http://bcbudget.gov.bc.ca/. Please

confirm that over-forecasting of general GDP growth also has the effect of creating

an overly high forecast and could contribute to the inability of BC Hydro to achieve

its revenue requirement.

10.1.

Does AMPC believe that measures to maintain business productivity should be

extended equally to other rate classes? Please explain why or why not.

10.2.

Please confirm that to the extent that the forecast is over-forecast and resulting in

acquisition of additional energy which becomes surplus to BC Hydro's customers'

10.3.

{00699514;2}
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need, adjusting the forecast downward to remove over-forecasting bias would

contribute to lower revenue requirements and equally preserve the ability of all

customers to utilize electricity.

1 1 . Reference: Exhibit C9-7 page 6

Graph of Fig. 3-3: "Fiscal 2017 to Fiscal 2036 -

Large Industrial Sales Forecasts" (GWh)8
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7 Exhibit B-15, BC Hydro response to AMPC IR 2.1.1.
8 Forecast data only presented. LNG low/med/high figures derived from subtracting total sales before
LNG from each of the three total sales with LNG cases and setting to 0 where negative.

11.1. Please extend the graph to 2036.

12. Reference: Exhibit C9-7, page 9 and page 10

A9. BC Hydro is frank that its oil and gas forecast projects significant growth, but is highly

uncertain:

AMPC supports continued natural gas production and export efforts, and considers them

important to BC's economic development. But, for rate-setting purposes, the forecast

that BC Hydro has presented is quite bullish concerning natural gas production and LNG

exports. AMPC is concerned that the fluid nature of the global natural gas market leaves

this aspect of BC Hydro's forecast uncertain.

{00699514;2}
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Notably, BC Hydro's sensitivity analysis provided in IR responses shows that the

economic picture of the base case is quite similar to a scenario where non-LNG natural

gas production is omitted.18 This suggests that much of the effects of BC's future natural
gas development growth are linked to LNG exports. The U.S. Energy Information

Administration, for example, likewise projects the following picture for US imports and

exports, suggesting that the Canadian export market will have to become LNG-oriented

as new U.S. production displaces traditional Canadian sources:19
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The Commission should recognize the risk that BC Hydro's industrial revenue will

depend on traditional industries for the time being, pending LNG investment decisions.

In its Application (B-l-1, page 3-6) BC Hydro states that the LNG forecast increases

to 2662 GWh by 2024, which represents the total of announced loads. What are

AMPC's views with regard to the appropriateness of including 'announced' loads as

the basis for the forecast.

12.1.

Does AMPC believe that some probability weighting or decrement could be applied

to the LNG load forecast to reflect the significant uncertainty? Please explain why or

why not.

12.2.1. If yes, please provide any probability or decrement that AMPC might consider

suitable.

12.2.

12.3. Does AMPC have historical data on the international price for LNG trade?

12.3.1. If so, please provide.

13. Reference: Exhibit C9-7 pages 11 and 12

{00699514;2}
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AMPC recognizes that BC Hydro's future holds significant cost challenges: continued

reliable supply, infrastructure maintenance costs, new capital spending, and paying

down its significant liabilities, including deferral account balances and the fixed 5%

deferral account rate rider ("DARR"). In addition, there are transfers to the shareholder

by way of dividend payments, water rentals and tax revenues. While these latter costs

are outside of the Commission's jurisdiction to change, AMPC recommends that the

Commission's decisions going forward clearly identify the role that these costs play in

rates, and direct BC Hydro to carefully take into account the price sensitivity and

competitive risks of EITEs as the 10-year rate plan winds down

Five years later, BC Hydro proposes to continue a similar approach with its targeted rate

increases of 2.6% during the final years of the 10-year rate plan. AMPC supports

continuing a "capped" approach that drives BC Hydro to find efficiencies in its

operations, and recommends that the Commission support BC Hydro in such efforts.

The Commission can do so here by recognizing industrial customers' sensitivity to

continued rate increases. Providing industrial customers with a certain degree of cost

certainty also supports potential reinvestment.

To be clear, if BC Hydro finds it has insufficient revenues to meet its infrastructure

investment and operational needs as it approaches F2020, the Commission should insist

on limiting rate increases to 2.6% as currently planned, to reduce the risk of industrial

demand destruction. This may imply options such as requiring BC Hydro find further

efficiencies beyond the good work it has already done, relying on the rate-smoothing

account longer than anticipated, or reducing revenues directed to the shareholder in the

form of dividend, water rentals, debt costs, or taxes.

Please confirm, or otherwise explain, that AMPC's proposed rate cap approach would

provide rate stability to all customer classes, and would not just be applied to the

Industrial sector.

13.1.

13.2. Would AMPC agree that planning for a reduction in the requirement for new energy

supply could work well in conjunction with BC Hydro's improved efficiency to cap

rate increases?

13.2.1. If not, please explain why not.

13.3. Does AMPC believe that certain costs incurred by BC Hydro should be considered

for denied recovery as opposed to being rolled over into the rate smoothing accounts?

Please explain why or why not.

13.3.1. If so, what types of costs would AMPC recommend for denial?

{00699514;2}
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14. Reference: Exhibit C9-7, AMPC page 12 and Appendix A

Rate cap structures are only as fair as the underlying rate design. In the case of BC

Hydro, rate rebalancing during F2017-F2019 was prohibited by an amendment to s. 9(3)
of SD 7. Absent rebalancing, inter-class subsidies occur. The industrial rate class, like

some others, continues to pay more than the cost of its service, for the benefit of other

rate classes. It is important for the Commission to remove this subsidy at the earliest
opportunity to make BC Hydro's rates more fair and competitive. A review of the Hydro

Quebec data notably shows a disconnect between BC's ranking of industrial rates

(eighth) and residential rates (fifth) relative to other Canadian provinces.

Appendix "A" - AMPC Analysis of Hydro-Quebec Rate Survey Report F2011-F2017

A11.

Price, S.Ol/kWh Relative Ranking

F2017F2014 F2015 F2016Residential F2P16 F2017 F20I1 F2012 F2QI3F2012 F2013 F2014 F2015F2011

i6.82 6.76 6.87 7.06 7.19 7.23Montreal. QC 6.88

10 1011.66 10i4Q 1210.65 17.47 13.89 14.81 13.41Calgary,

Char'otteto-.vn, PD

A3

:: 1016.02 10 :: ii n14.51 14.51 14.87 15.24 15.62 1216.15

1155 10.37 119.27 16.40 12,90 13.90 1LS3Edmonton, A3

12H 12 12 1215.01 15.45 16.03 16.03 15.88Halifax, NS 12.89 13.62

12.30 12.5011.66 1182 1L82 1182 12.06Moncton, m

1114,20 16.1512.44 13.14 12.39 13.45Ottawa, ON 1L0Q

10 3013.15 13.95 14,37 14.65 13Regina,

St. John's

SK 13.15 13.79 12.54

1155 11.961180 12.55 11.34NL 10.73 10.99

1213.78 14.31 17.8111.82 12.90 13.57 12.48Toronto. ON

38.91 9.71 10.29 10.70Vancouver, 7.79 7.68 8.78BC

8.437.31 7.46 7.63 7.89 3.11Winnipeg, MB 7.03

industrial - 1823A

4-73 4.90 4.90Montreal. 4.55 4.53 4.51 4.62QC

4.80 123-28 14,02 7.40 4.74Calgary,

Chariottetown, PEI

AB 5.03 6.80

11 118.71 8.90 9.12 129.58 8.36 8.36 8.53

4.02 10 118.49 6.97 13.13 7-51 4.22Edmonton. AB 6.98

12 123fl 109.86 10.02 10.02Halifax, NS 7.61 8.07 9.00 9.33

10 107.256.86 6.86 6.86 7.00 7.14NB 6.66Moncton,

12 116.20 10.87 6.13 4.52 10 118.64 9.51 10.58Ottawa, ON

6.716.24 5.67 5.95 6.32 6.55Regina, SK 6.09

3.98 4.77 4,77 4-90St. John's 3.98 3.98 3.98NL

10 125 55 4.99 11 12 119.40 9.64 10.46 10.81 1L03Toronto. ON

5.06 5.51 5.84 6.03BC 4.40 4.34 4.99Vancouver,

4.02 4.183.55 3.62 3.69 3.78 3.91Winnipeg. MB

Please provide the most recent BC Hydro Cost of Service ratios for each rate class.

Please provide the BC Hydro Quebec data for the Commercial rate classes.

14.1.

14.2.
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