
 

 
Patrick Wruck 
Commission Secretary 
 
Commission.Secretary@bcuc.com 
bcuc.com 

 
Suite 410, 900 Howe Street 
Vancouver, BC  Canada  V6Z 2N3 
P:    604.660.4700 
TF:  1.800.663.1385 
F:    604.660.1102 

 

File 52486 | Commission IR on Amended Application 1 of 1 

December 1, 2017  
 
Sent via eFile 
 
 BC HYDRO   F2017–F2019  

REVENUE REQUIREMENTS      EXHIBIT A-33 
 
Mr. Fred James 
Chief Regulatory Officer 
Regulatory & Rates Group 
British Columbia Hydro and Power Authority  
16th Floor – 333 Dunsmuir Street 
Vancouver, BC  V6B 5R3 
bchydroregulatorygroup@bchydro.com 
 
Re: British Columbia Hydro and Power Authority – F2017 to F2019 Revenue Requirements Application – 

Project No. 3698869 
 
Dear Mr. James: 
 
Further to Commission Order G-171-17, enclosed please find Commission IR on the Amended Application. In 
accordance with the regulatory timetable, please provide your responses no later than Friday, December 8, 
2017. 
 
Sincerely, 
 
Original signed by: 
 
Patrick Wruck 
Commission Secretary 
 
 
/kbb 
Enclosure 
 



 

 
 
 
Suite 410, 900 Howe Street 
Vancouver, BC  Canada  V6Z 2N3 
bcuc.com 

 
 
 
P:    604.660.4700 
TF:  1.800.663.1385 
F:    604.660.1102 

 

BC Hydro F2017-F2019 RRA – BCUC IR on Amended Application 1 of 6 

British Columbia Hydro and Power Authority  
F2017–F2019 Revenue Requirements Application 

 
INFORMATION REQUEST ON THE AMENDED APPLICATION TO BC HYDRO’s F2017–F2019 RRA 

 
Notwithstanding the context of BC Hydro’s Application is focused on the 3 year test period, the amended 
request for a rate freeze may have implications beyond the current test period. It is with this context in which 
the following questions should be responded. 

 Reference: Deferral and regulatory account forecast balances 1.0
Exhibit B-23, Amended Application, p. 1; Exhibit B-9, BCUC IR 1.24.2; Transcript Vol. 8, 
p. 451 

BC Hydro states that its amended request from a 3 percent to 0 percent rate increase in F2019 results in 
an increase to the transfer to the Rate Smoothing Regulatory Account (RSRA) in fiscal 2019 of 
approximately $140 million, for a total of $439.4 million.1 
 
In BCUC IR 1.124.2, BC Hydro provided each of its actual and forecast regulatory account balances for 
the years from F2012 to F2024. 
 
Section 7 (k) of Direction No. 7 states that subject to setting rates for BC Hydro in the test period, the 
Commission: 

… must set the authority’s rates in such a way as to allow the regulatory accounts to be 
cleared from time to time and within a reasonable period. 

 
During the Procedural Conference, Mr. Andrews stated: 

This 3 percent increase is a permanent rate increase. Therefore, a rate freeze with a 
zero percent means failure to recover $140 million not only in the test year, but in every 
year therefore, unless and until there's a change in the rates.2 

 
1.1 Please comment on the above statement by Mr. Andrews. 

1.2 Please provide an estimate of the annual carrying cost of an additional $140 million to the RSRA 
and show calculations. 

1.3 Please provide an updated table, as was provided in BCUC IR 1.124.2, as a result of the amended 
request. 

1.4 Please discuss how the amended request impacts the Commission’s mandate under section 7(k) 
of Direction No. 7. 

                                                           
1 $299.9 million + $140 million 
2 Transcript Vol. 8, p. 451 
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 Reference: Regulatory justification and government policy 2.0
Exhibit B-1-1, p. 1-17; Transcript Volume 8, pp. 403, 404 

In the original Application, BC Hydro states: “If the caps on rate increase set out in Direction No. 7 were 
not in place, it is estimated that BC Hydro’s proposed rate increases for these years would have been 8.9 
per cent, 5.0 per cent and 3.0 per cent respectively.” 
 
2.1 Please discuss the impact on intergenerational inequity as it relates to the amended request 

from a 3 percent rate increase to 0 percent rate increase in F2019. 

During the Procedural Conference held on November 23, 2017, BC Hydro stated that the Minister’s 
mandate is “a statement of government policy” and that “it should be given considerable weight.”3 
 
2.2 In addition to BC Hydro’s position that considerable weight should be given to a statement of 

government policy, please discuss any further basis on which the Commission can approve the 
amended request based on established regulatory principles. 

Section 7 (h) of Direction No. 7 states that the Commission: 

(h) must allow the authority to establish the following regulatory accounts: 

(i) an account to defer for recovery in rates in future fiscal years of the authority 
those portions of the authority's allowed revenue requirement in a particular 
fiscal year that were not or are not to be recovered in rates in that particular 
fiscal year; 

Section 9 (2) of Direction No. 7 states: 

 If the base line rate change exceeds 4% in F2017, 3.5% in F2018 or 3% in F2019, the 
commission must order the authority to defer to the rate smoothing regulatory account 
the amount that is determined by subtracting the amount in paragraph (b) from the 
amount in paragraph (a) 

 
2.3 In the scenario that the amended request of a 0 percent rate increase is approved for F2019, 

please discuss whether the Commission has the jurisdiction to disallow the transfer of the 
$140 million into the RSRA. 

2.4 Please discuss whether there is regulatory justification for the Commission to attribute the 
$140 million F2019 revenue deficiency to the account of BC Hydro’s shareholder.  

2.5 Please discuss whether there is regulatory justification for the Commission to attribute the 
financing costs related to the $140 million to the account of BC Hydro’s shareholder.  

2.6 Please discuss the short-term and long-term implications to ratepayers of BC Hydro’s amended 
request. What is the value proposition for ratepayers? What are the risks? 

2.6.1 Please calculate the NPV impact to ratepayers of deferring the $140 million in F2019 
over 5, 10 and 15 years and compare this to the cost of recovering the $140 million in 
rates in F2019. 

                                                           
3 Transcript Volume 8, pp. 403, 404 
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 Reference: Minister’s Mandate letter 3.0
Exhibit B-23, Attachment 1, p. 2; BC Hydro Final Argument, p. 21 

The Minister’s Mandate letter attached in Exhibit B-23 states: 

Freeze BC Hydro Rates and develop a refreshed plan to keep electricity rates low and 
predictable over the long-term while making significant investments to expand the 
system and maintain aging infrastructure. 

BC Hydro states in its Final Argument that it: 

…re-prioritized capital expenditures and additions. BC Hydro cancelled some growth 
projects and delayed others to later years when the load will have increased to the point 
that they will again be required. This exercise resulted in a $381.2 million reduction in 
planned capital expenditures and a $392.5 million reduction in planned capital additions 
over the test period. 

3.1 Given that BC Hydro has re-prioritized its capital expenditures and cancelled or delayed other 
projects in order to reduce capital additions over the test period, please discuss what additional 
capital projects will be delayed, cancelled or re-prioritized as a result of the amended request. 
Provide a list, where appropriate.  

3.2 Please provide BC Hydro’s interpretation of the above portion of the Mandate letter. Please 
discuss how BC Hydro plans to make significant capital investments while keeping rates low and 
predictable over the long term. 

 Reference: Previous Commission decisions 4.0
Transcript Volume 8, p 404 

At the Procedural Conference, BC Hydro submitted that a number of past Commission orders and 
decisions provide precedent for the manner in which the Commission can interpret Ministerial letters to 
be government policy and therefore provide regulatory justification for the amended request.  
 
4.1 Please confirm that all of the orders and decisions relied upon by BC Hydro (apart from the 

Ministerial letter related to the rate re-balancing arising from the 2007 Rate Design) also had 
other evidence  which the Commission could rely on as regulatory justification for approval of 
the orders sought. 

4.2 Please confirm that the Ministerial letter related to the order and decision on rate re-balancing 
arising from the 2007 Rate Design contained a definite statement that legislation would be 
introduced to make changes to the Commission’s prior determination. 

4.3 Please discuss whether BC Hydro is aware of any past Commission orders or decisions where the 
sole regulatory justification for the approval sought, in the absence of a definitive statement of 
impending change in legislation, was a Ministerial letter. 

 Reference: Cost savings and cost management 5.0
BC Hydro Final Argument, pp. 20–22; Exhibit B-1-2, line 2 of Table 1-1, p. 1-23 and line 
7 of Table 5-5, p. 5-19; Exhibit B-10, BCOAPO IR 31.1 

In its Final Argument, BC Hydro states that in the years leading up to this test period, it has:  
• reduced the number of executive and senior managers by 10;  

• implemented a process to improve efficiency and enhance internal control over key 
business functions; 
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• reduced planned capital expenditures from an average of approximately $2.1 billion per 
year to $1.7 billion per year (not including the Site C Clean Energy Project); 

• eliminated a further 341 non-operational positions; and  

• terminated or deferred 27 Electricity Purchase Agreements with Independent Power 
Producers (“IPPs”) since 2013, thereby reducing electricity purchase commitments by 
$2.1 billion. 4 

 
BC Hydro also states that it: 

• limited forecast base operating costs (before sustainment costs related to the Smart 
Metering and Infrastructure program) to an annual average of 1.2 per cent over the test 
period; 

• re-prioritized capital expenditures and additions by cancelling some growth projects and 
delayed others to later years creating a $381.2 million reduction in planned capital 
expenditures and a $392.5 million reduction in planned capital additions over the test 
period; 

• Delayed and cancelled capital projects which enabled BC Hydro to reduce its forecasted 
operating costs related to dismantling of existing facilities slated for replacement by $70 
million over the test period; 

• re-examined its energy portfolio by negotiating lower energy prices upon renewal of 
Electricity Purchase Agreements; 

• initiated a process to modernize and improve the cost-effectiveness of its DSM 
programs and reducing its overall level of planned DSM expenditures; 

• introduced a debt management strategy for future debt that is expected to yield savings 
of approximately $45 million over the three-year test period.5  

 
In the Application, BC Hydro forecasts incremental test period savings (relative to fiscal 2018) of $0.2 
million for F2019.6 BC Hydro also states that other lines in Table 5-5 show further incremental 
reductions (relative to fiscal 2017) in fiscal 2018 and/or fiscal 2019 as a result of BC Hydro’s efforts to 
manage its operating costs, “including on lines 11, 16, 17, 18, 22, 32 and 39.” 7 Commission staff note 
the incremental reductions on these lines total $1.3 million for F2019. 
 
5.1 In the context of the amended requests to set rates for F2019 at 0 percent instead of 3 percent, 

please discuss what additional cost cutting and cost reduction measures BC Hydro will commit 
to in F2019 in order to further align its costs with the revenues it anticipates to receive (and 
hence reduce its rate impact to customers). Please provide a detailed plan.  

5.1.1 Please explain why these additional measures were not cost cutting and cost reduction 
measures were not identified in the original Application. 

5.1.2 If no additional cost reduction efforts can be made in F2019, please discuss whether 
there are commitments BC Hydro can make at this time (to be implemented in the next 
test period) which may give the Commission the assurance that BC Hydro will have a 
fully developed plan in place to control future risks and further impacts for its 

                                                           
4 BC Hydro Final Argument, p. 20. 
5 BC Hydro Final Argument, pp. 21–22. 
6 Exhibit B-1-2, line 2 of Table 1-1, p. 1-23 and line 7 of Table 5-5, p. 5-19. 
7 Exhibit B-10, BCOAPO IR 31.1. 
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ratepayers. 

5.2 Please discuss whether BC Hydro has considered applying for a Performance Based Plan in 
future test periods, in particular with a mechanism where cost caps are implemented to match 
rate caps, and the utility manages it owns operating costs within the cost caps. Please discuss 
the pros and cons for such a mechanism. 

 Reference: 10-year rates plan 6.0
BC Hydro Final Argument, pp. 19, 25; Exhibit B-10, NIARG IR 1.1.1; Transcript Volume 
8, pp. 444, 457, 461 

BC Hydro submits that: 

The Commission should find that BC Hydro has taken appropriate and significant steps 
to manage costs and focus on important priorities during the test period, given the 
context of the 2013 10 Year Rates Plan and the Minister’s Mandate Letter of 
Expectations. The Commission will review BC Hydro’s rates and revenue requirements 
and deferral account balances for fiscal 2020 to fiscal 2024 in future proceedings, 
making it unnecessary for the Commission to make findings at this time regarding BC 
Hydro’s progress towards achieving the 2013 10 Year Rates Plan rate targets for years 
after the test period. BC Hydro expects to file its next revenue requirements application 
prior to fiscal 2020. 

The 10 Year Rates Plan to be implemented by BC Hydro was built on the basis of average rate increases 
of 2.6 percent in the last five years of the plan from F2020 to F2024, including full recovery of the 
balance in the Rate Smoothing Regulatory Account (which captures the unrecovered portion of the 
revenue requirements from the earlier years of the 2013 10 Year Rates Plan)8 
 
BC Hydro also stated that “We are not currently anticipating that any factors will put us off track to 
achieve these targets. We have taken actions outlined in the Application to remain on track despite 
forecasting approximately $3.5 billion less revenue over the period covered by the 2013 10 Year Rates 
Plan. We will continue to take actions, working with Government, to remain on track by adapting to 
changing circumstances and challenges.”9 
 
At the Procedural Conference, when asked about the status of the 10 year rates plan, BC Hydro states 
that “…the government has identified that they’re going to be looking at a different rates plan, a 
refreshed rates plan going forward.10 …the refreshed rates plan would take care of [the recovery of the 
deferral account balances] going forward in future years.”11 
 
6.1 Given the context of the expectation that the RSRA balance will be fully recovered by F2024, 

does this equate to a 10-year revenue deficiency deferral account?  

6.2 Please discuss what impact the amended request will have on BC Hydro’s ability to meet its 
stated commitment to fully recover the balance in the Rate Smoothing Regulatory Account by 
2024. 

6.3 In the context of the current 10-year rate plan, please provide an updated estimate of the 
average rate increase in the last five years of the plan from F2020 to F2024, which includes full 
recovery of the balance in the RSRA in F2024 (including any incremental additions to the RSRA 

                                                           
8 Ibid., p. 19. 
9 Exhibit B-10, NIARG IR 1.1.1. 
10 Transcript Volume 8, p. 457. 
11 Ibid., p. 461. 
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as a result of the amended request). 

6.4 Please provide an update on the status of the government’s proposed review of BC Hydro and 
what impact might this have on the current 10-year rate plan. 

 
At the Procedural Conference, Mr. Keen stated that there is: “potential for intergenerational inequity, 
and that arises in the context of a very discreet amount. We don't think that that's something you need 
more information to deal with. It's a small amount in the grand scheme of things...”12 

 
6.5 What is BC Hydro’s view on AMPC’s suggestion that the $140 million addition to the RSRA is a 

“very discreet amount?” 

                                                           
12 Transcript Volume 8, p. 444 
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