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Anarchist Mountain Community Society and 
Regional District Of Okanagan-Similkameen (AMCS-RDOS) 

Response to BCAOPO IR No. 1 
FortisBC Inc. 2017 Cost of Service Analysis and Rate Design Application 

1.0 Reference: Exhibit C3-7, page 5 

Preamble: The Evidence states: A properly designed two-tier RIB Rate must be cost-based, 
using the following design principles:  

1. Tier 1 Rate equal to the Flat Rate;

2. Tier 2 Rate equal to the marginal cost of new supply; and

3. Threshold(s) set so that each customer has some consumption in Tier 2 but
not so much as to be unable to avoid a bill increase by improving energy
efficiency,

1.1 Assuming the marginal cost of supply exceeds the Flat Rate, won’t these principles lead 
to utility revenues that are above the level required to earn a fair rate of return? 

AMCS-RDOS Response 

Please refer to AMCS-RDOS response to BCSEA-Sierra Club IR#1, Q 2.4 

BCAOPO Preamble to 1.2 

Reference: Exhibit C3-7, page 6 

1.2 Please discuss the practicality of using the PG&E approach in FBC’s service area, 
particularly when (as noted on page 5) variation in use depends not only on the climate 
zone the customer is in but also the energy form used for space and water heating. 

AMCS-RDOS Response 

Please refer to AMCS-RDOS response to BCSEA-Sierra Club IR#1, Q 5.1 and Q 12.1 

1.3 Given the characteristics of FBC’s service area and its Residential customers, how would 
Mr. Marty propose the thresholds for an FBC’s RIB rate be established? 

AMCS-RDOS Response 

BC Hydro conducted an extensive examination of rate structures in other jurisdictions as part of 
its 2008 RIB Application, February 2008, Appendix C.   

BC Hydro identified two approaches to establishing RIB rate thresholds: 
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1. the Customer Baseline Load (CBL) structure that sets the individual customer thresholds 
based on a percentage of historic use (2008 BC Hydro RIB Application, BCUC Reasons for 
Decision, September 24, 2008, Section 3.2), and  
 

2. the Segmentation structure (PG&E’s approach) that sets different thresholds for 
different sub-classes of residential customers defined by their characteristics including, 
for example location or type of primary heat source (2008 BC Hydro RIB Application, 
BCUC Reasons for Decision, September 24, 2008, Section 4.2).   
 

Both approaches are valid, but difficult to design and implement.  Due to their complexity, the 
BCUC decided, in 2008, to proceed instead with a single, fixed threshold for all customers.  
However, that resulted in a RIB Rate that did not meet its objective of promoting energy 
efficient consumption and caused many unintended adverse impacts. 
 
The AMCS-RDOS is proposing the elimination of the RCR and a return to the flat rate on January 
1, 2019.   
 
If the BCUC decides to proceed with a RIB Rate beyond January 1, 2019, it must have a threshold 
that is designed using one of the above two approaches.  Otherwise the RIB Rate would not 
meet the government’s energy and environmental objectives and would continue to cause 
unintended adverse impacts.         
 

2.0 Reference: Exhibit C3-7, page 24 

2.1 Please confirm that it is the author’s position that “price discrimination” occurs when all 
customers are billed using the same rate structure/schedule but customers have 
different average rates. If not confirmed, please clarify the author’s views as to what 
constitutes “price discrimination” for purposes of the Evidence presented. 

AMCS-RDOS Response 

Not confirmed.   

Undue price discrimination occurs when customers are charged rates that do not reflect the cost 
of providing them with the service.  Thus, a Declining Balance Rate or a Flat Rate with a fixed 
Customer Charge may not constitute undue price discrimination even though they result in 
customers paying different average rates.   

The per-unit cost of serving higher consumption customers is generally lower than that of 
serving lower consumption customers.  As long as the Declining Balance Rate or the fixed 
Customer Charge appropriately reflects that cost differential, there is no undue price 
discrimination.   

The RCR constitutes undue price discrimination because “there is no cost basis for the current 
levels of the Tier 1 and Tier 2 rates that form the RCR, nor for any particular threshold and tiered 
pricing” (FBC Application, p 71).  
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2.2 Please confirm that customers will have different average rates under a flat rate 
structure or the rate structure illustrated in Table 2.1 if the rate structure also includes 
as customer charge. In such circumstances, would such “rates” be discriminatory? 

AMCS-RDOS Response 

Please refer to AMCS-RDOS response to BCAOPO IR#1, Q 2.1.  

3.0 Reference: Exhibit C3-7, pages 31-32 
Exhibit C2-6, pages 10-13 

3.1 In his Evidence (Exhibit C2-6) prepared on behalf of BCSEA-SCBC, Mr. Raphals contends 
that the relevant avoided cost for the Residential class is one that includes transmission 
and distribution (T&D) avoided costs and would be in the order of $150/MWh. Does Mr. 
Marty have any views on the appropriateness of: i) using an avoided cost that also 
includes T&D costs and ii) using the $150/MWh as the avoided cost for purposes of 
assessing FBC’s residential rate design? 

AMCS-RDOS Response to 4.1 

In its 2008 RIB Application, BC Hydro explained why marginal cost pricing theoretically results in 
the economically efficient level of consumption (BC Hydro, Final Argument, July 9, 2008, pp 15-
18): 

“Consider a customer making an energy-efficiency investment. In doing so, the 
customer reveals his/her expectation that the future bill savings would exceed the 
incremental payment for energy-efficiency. If electricity is priced at the utility’s long-run 
marginal cost, the customer’s expected bill savings are the utility’s long run supply cost 
avoided by the customer’s investment. Thus, the customer’s investment decision is 
efficient, with benefits (i.e., the avoided cost of electricity supply) exceeding costs (i.e., 
the incremental payment for energy efficiency)." 

 
The avoided costs should be the costs avoided as a result of the customer’s investment decision, 
so that the marginal cost of demand is equal to the marginal cost of supply.   
 
Mr. Marty has not assessed the different approaches to estimating long-run marginal cost and 
has no view as to which approach is the most accurate.  However, Mr. Raphals appears to 
suggest that FBC should continue with its RIB Rate using his estimate for the Tier 2 rate.   
 
For the RCR to meet its objectives and avoid creating adverse impacts, the Tier 1 rate and the 
threshold would also need to be re-evaluated to make the entire rate structure appropriately 
cost-based.     
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