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September 26, 2019 

 

Sent by E-mail 

British Columbia Utilities Commission 
Suite 410, 900 Howe St. 
Vancouver, BC  V6Z 2N3 
 
Attention: Patrick Wruck, Commission Secretary 

 

Dear Mr. Wruck: 

BC Hydro and Powerex 2019 Letter Agreement – Association of Major Power 
Customers of BC (“AMPC”) – Information Requests No. 1 

We are legal counsel to AMPC in this matter and write to enclose AMPC’s IR No. 1 to BC Hydro.  

Please contact the writer if you have any questions. 

Yours very truly, 
 

 

per Matthew D. Keen  

MDK/roe 

Encl. 
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REQUESTOR NAME: Association of Major Power Customers of BC (AMPC) 
INFORMATION REQUEST ROUND NO: 1 
TO: BC Hydro 
DATE: September 26, 2019 
PROJECT NO: 1599038 
APPLICATION NAME: BC Hydro 2019 Powerex Letter Agreement Proceeding 

 

1.0 Transfer Pricing Agreement 

Reference: Exhibit B-1, pp. 5-6 

On pages 5-6 of the Application, BC Hydro describes the relationship between the Letter 
Agreements and the 2003 TPA as follows: 
 

Since 2003 BC Hydro and Powerex have purchased and sold wholesale 
electricity exclusively through the Transfer Pricing Agreement (2003 TPA). 
The 2003 TPA has proved to be a reasonably robust and relatively flexible 
mechanism to facilitate BC Hydro purchases of imported wholesale electricity 
from Powerex, and sales to Powerex for export. However, purchases and 
sales under the 2003 TPA are effected on a day-ahead, pre-schedule basis, 
and are mechanistically allocated to the account of Powerex (via the Trade 
Account) or BC Hydro. The 2003 TPA has worked well in the context of a 
consistently liquid wholesale day-ahead market for electricity in the Pacific 
Northwest. As such, the 2003 TPA did not provide, and did not need to 
provide, any mechanism for forward physical sales or purchases between BC 
Hydro and Powerex. 
 
[…] 
 
Finally, it is apparent that an alternative solution to the on-going operational 
supply issues arising from the liquidity decline in day-ahead markets would be 
a revised Transfer Pricing Agreement. BC Hydro and Powerex are 
considering updating the 2003 TPA, including considering how the 2003 TPA 
might usefully be revised to accommodate forward transactions. That 
consideration is underway, but is not a trivial exercise because of the central 
role that the 2003 TPA plays in the BC Hydro-Powerex relationship. 
Nevertheless, and to the extent that Powerex and BC Hydro do update the 
2003 TPA for that purpose, the 2019 Letter Agreement can be considered a 
bridging mechanism. 
 

AMPC seeks to better understand why BC Hydro is applying for approval of the 2019 Letter 
Agreement instead of amending the TPA.  

 
1.1 Please explain why BC Hydro did not include the ability for BC Hydro to make 

forward physical wholesale electricity purchases in the 2003 TPA.  

1.2 Please explain why BC Hydro is applying for approval of the 2019 Letter Agreement 
instead of applying to amend the 2003 TPA. In your response, please fully explain 
why the “central role that the 2003 TPA plays in the BC Hydro-Powerex relationship” 
is a reason not to amend it at this time to permit BC Hydro to make forward physical 
wholesale electricity purchases.  
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1.3 Please confirm, that prior to the 2018 Letter Agreement, BC Hydro had never 
transacted with Powerex for wholesale electricity on a forward basis. If not confirmed, 
please fully explain your response, including identifying when these transactions 
occurred, the conditions under which the transactions occurred and why a Letter 
Agreement was not needed at that time. 

2.0 Day-Ahead Market 

Reference: Exhibit B-1, pp. 5-6 
 
On pages 5 to 6 of the Application, BC Hydro provided the following charts, which reflect 
declines in liquidity for both on-peak and off-peak hours at the Mid-Columbia wholesale 
electricity trading hub.  
 

 

 
 
BC Hydro then states: 
 

In summary, the impending physical supply issue in 2018/2019 was largely 
caused by low system inflows and the Enbridge pipeline explosion in October 
2018. The 2018 Letter Agreement was a response to those conditions and 
also accounted for the declining liquidity in Pacific Northwest wholesale day-
ahead markets by providing for more certainty of supply through the forward 
physical purchases.  
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On a go-forward basis BC Hydro observes that, since the beginning of the 
current fiscal year, it has continued to have low system inflows, and has no 
basis to believe that the long-term decline in day-ahead market liquidity will 
quickly reverse itself. There are numerous other events that could result in 
similar supply shortfalls that threatened BC Hydro last winter, which may not 
reliably be addressed through purchases from Powerex on a day-ahead basis 
under the 2003 TPA. In these circumstances, BC Hydro believes it is prudent 
and in the interests of its ratepayers to have in place an additional mechanism 
that will allow it to respond to system conditions and reliably manage potential 
electricity shortages in a timely and cost-effective way. The 2019 Letter 
Agreement serves this objective. 

 
AMPC wishes to better understand these graphs, BC Hydro’s suggestion that day-ahead 
market liquidity in the Pacific Northwest is in a long-term decline, and BC Hydro’s quarterly 
supply needs under the 2018 and 2019 Letter Agreements.  

 
2.1 Please provide updated copies of each graph which extend to the current quarter.  

2.2 Please fully explain BC Hydro’s understanding of the causes of the long-term decline 
of liquidity on the day-ahead market. In your response, please identify and discuss: 

(a) any regulatory and market factors in the Pacific Northwest jurisdictions that 
may have contributed to the decline; and 

(b) the effects of clean energy policies and the increasing prevalence of solar and 
wind generation technologies in these jurisdictions.  

2.3 Please confirm that in each graph Quarter 1 is the period of January – March of each 
year. If not confirmed, please explain the months included in each quarter presented 
in the graphs. 

3.0 Industrial Rate Impacts and Long Term Planning 

Reference: Exhibit B-1, pp. 8-10 

On page 8 of the Application, BC Hydro states:  

The Commission must also consider BC Hydro's 2013 Integrated Resource 
Plan (2013 IRP). Like the 2018 Letter Agreement, the purpose of the 2019 
Letter Agreement is to enable BC Hydro to address electricity supply issues in 
the operational time horizon. The 2013 IRP is a long-term planning document 
that, among other things, assumes average inflows and no reliance on 
imports to serve domestic load, regardless of BC Hydro's needs in the 
operational time horizon. In BC Hydro's submission the 2013 IRP is not 
relevant to the Commission's assessment of the 2019 Letter Agreement. 

 
 

Reference: Province of BC, Ministry of Energy, Mines and Petroleum Resources.  
Comprehensive Review of BC Hydro:  Phase 1 Final Report.  

 
On p. 16 of the Comprehensive Review of BC Hydro, the Province states: 
 

The Clean Energy Act required BC Hydro to submit its IRP to government for 
approval by November 2018. The legislation has significantly limited the BCUC’s 
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oversight of BC Hydro’s long-term plan, which hampers the BCUC’s decision making 
on various BC Hydro activities, including its applications on capital projects.  
 
The government has amended the deadline for the submission of the next Integrated 
Resource Plan to February 2021 to allow time for the IRP to be informed by the 
second phase of the Review and the actions required to support the CleanBC plan.  
 
The government intends to introduce legislation in Spring 2019 to restore the BCUC’s 
oversight authority to review and approve BC Hydro’s IRP. Government’s policy 
objectives will continue to inform BC Hydro’s development of the IRP under this 
process moving forward. 

 
AMPC seeks to better understand BC Hydro’s view of the relationship between the 2019 
Letter Agreement and both the 2013 IRP and future Integrated Resource Plans (“IRPs”). 
Because the 2019 Letter Agreement does not have a set expiration date and is intended to 
be a continuing tool to address BC Hydro’s operational needs in the long-term, AMPC seeks 
to understand why BC Hydro states it is not relevant to BC Hydro’s long-term integrated 
resource planning, or implementation of long-term IRPs.  
 
3.1 Given that the 2019 Letter Agreement does not have a set expiration date and is 

intended to address BC Hydro’s operational needs in the long-term, please confirm it 
is reasonable for BC Hydro to consider the 2019 Letter Agreement in its next IRP 
within long-term planning considerations.  If not confirmed, please fully explain your 
response. 

3.2 How does BC Hydro propose to incorporate forward volume transactions into the 
next IRP?   

3.2.1 Please confirm it is reasonable for the BCUC to conduct a review of the 2019 
Letter Agreement and its impacts in 2021, when BC Hydro submits its IRP to 
the BCUC for approval. If not confirmed, please fully explain your response 
including when BC Hydro proposes for the BCUC to review the 2019 Letter 
Agreement and its impacts.   

3.3 In the long-term, given that the Site C project is coming into service and the energy 
surplus expected until approximately 2030, has BC Hydro considered longer-term 
export/import dependable arrangements with Powerex, including for example 
dependable export contracts with other jurisdictions and/or diversity agreements like 
seasonal import/export exchanges (e.g., where BC Hydro imports in winter and 
exports in summer)?  

3.3.1 Please explain the potential benefits for ratepayers of these types of export 
and import arrangements. 

4.0 Energy Supply Contract Considerations 

Reference:  Exhibit B.1, pp. 8-10 
 
On p. 10 of the Application, BC Hydro provides the following explanations of whether the 
2019 Letter Agreement meets British Columbia Energy Objectives 2(f) and (k): 
 

 2(f) – Ensure BC Hydro's rates remain competitive:  The 2019 Letter Agreement is a 
cost-effective means by which BC Hydro plans to manage short-term operational 
needs, and therefore it advances this energy objective and is in alignment with it. 
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 2(k) – Encourage economic development:  The 2019 Letter Agreement allows for the 

management of short-term operational needs and has no bearing on economic 
development in B.C. The 2019 Letter Agreement neither advances nor conflicts with 
this objective and therefore is in alignment with it. 

 
AMPC seeks to better understand whether the 2019 Letter Agreement displaces other forms 
of optional programs that could also meet BC Hydro’s operational needs and comply with 
British Columbia Energy Objectives 2(f) and (k).  
 
4.1 Please confirm that at least some of BC Hydro’s operational needs could be met by 

optional programs with industrial customers, such as the Load Curtailment Pilot and 
other demand response programs.  In your response, please discuss why the 2019 
Letter Agreement is a preferable means of addressing short term operational 
electricity requirements as opposed to the alternatives identified above.  If not 
confirmed, please fully explain your response and include any reports or documents 
that support BC Hydro’s conclusions. 

4.2 Why does BC Hydro conclude that the 2019 Letter Agreement has “no bearing on 
economic development” in BC?   In your response, please discuss the relevance of 
the 2019 Letter Agreement to BC Hydro’s system planning and rate structures.  

4.3 Please provide further detail regarding how the 2019 Letter Agreement is a “cost-
effective” means for BC Hydro to manage short-term operational needs. In your 
response, please discuss why the 2019 Letter Agreement is a preferable means of 
addressing short term operational electricity requirements as opposed to alternatives, 
such as optional programs with industrial customers.  

5.0 Reporting of Forward Purchase Transactions  

Reference: Final Order E-15-19 regarding the 2018 Letter Agreement 

In section 3 of this Order, the BCUC ordered as follows with regard to the 2018 Letter 
Agreement: 

3.  BC Hydro is directed to file the following with the BCUC no later than 
August 1, 2019: 

a)       All additional transactions made under the Agreement 
executed between May 23, 2019 and June 30, 2019; 

b)       The total volume of purchases made under the Agreement that 
were re-exported through the Transfer Pricing Agreement 
(TPA) between BC Hydro and Powerex, and surplus to 
domestic load requirements; 

c)        The dates on which forward purchases made under the 
Agreement were re-exported through the TPA; and 

d)       The total revenues generated by re-exporting volumes 
purchased under the Agreement through the TPA. 

Reference: Exhibit B-1, p. 7 

At page 7 of the Application, BC Hydro states: 
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Pursuant to paragraph No. 3 of Order E-15-19 BC Hydro is required to report 
to the Commission information regarding transactions made under the 2018 
Letter Agreement (paragraph No. 3). BC Hydro proposes to file the same 
information in regard to any transactions entered into under the 2019 Letter 
Agreement, at the end of a 90-day period following the calendar quarter in 
which any deliveries of electricity are made pursuant to the 2019 Letter 
Agreement. Such disclosure is accommodated by the 2019 Letter Agreement 
and appropriately balances transparency objectives and the interests of BC 
Hydro ratepayers. 

Reference:  BC Hydro F2020 to F2021 Revenue Requirements Application, Exhibit B-
8, pp. 14-16 

BC Hydro stated in this submission regarding procedural matters that its updated Cost of 
Energy forecast should be filed on October 18, 2019, as it expected that by that date the 
updated Cost of Energy can be made public “without giving rise to undue harm to 
customers”. BC Hydro also stated that at this time it will also publish its previously-
confidential responses to the BCUC information requests on the Cost of Energy.  

Reference: 2018 Letter Agreement Application Materials, Appendix 2 

In Appendix 2 of the 2018 Letter Agreement Application, BC Hydro provided the 
Confirmations that had been received to date under the 2018 Letter Agreement. BC Hydro 
has since published the 2018 Letter Agreement Application on its website, now that its non-
redacted contents are no longer considered commercially sensitive. In making this 
Application public, BC Hydro has not redacted the Confirmations set out in Appendix 2.  

AMPC understands that as of October, 2019, actual Cost of Energy results from F2019 are 
no longer deemed confidentially sensitive and as a result the following can be made 
available publicly. AMPC would like to learn more about the purchases that occurred under 
the 2018 Letter Agreement, to better assess whether the 2019 Letter Agreement is in the 
public interest.  

5.1 Please provide a table, and supporting calculations in excel format, that details all 
F2019 deliveries (both volumes and dollar values) that occurred under the 2018 
Letter Agreement, as BC Hydro was required to provide under s. 3 of Order E-15-19. 
For greater clarity in our request, please separately identify gross transaction 
amounts, amounts used for domestic use, and amounts re-exported that were not 
required for domestic usage.  

5.1.1 Please identify how the amounts provided in this table are reflected in the line 
item amounts in BC Hydro’s Evidentiary Update in the F2020 and F2021 
RRA. 

Reference:  Exhibit B-1, p. 7 

On page 7 of the 2019 Letter Agreement Application, BC Hydro states that:  

BC Hydro will also file a confidential monthly report with the BCUC, 
commencing at the end of August 2019, disclosing any purchases that have 
been made under the 2019 Letter Agreement, similar to the information the 
BCUC has requested under Directive 3(a) of Order No. E-15-19 related to the 
2018 Letter Agreement. 

AMPC would like additional information on the reporting that BC Hydro will do in relation to 
purchases made under the 2019 Letter Agreement, and further details on why it is being filed 
confidentially.  
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5.2 Please confirm that these confidential reports will be made available for public review 
and consideration after they are no longer commercially sensitive. In your response, 
please identify what concerns require this information to be filed confidentially and 
the duration for which these concerns will apply to require confidential treatment of 
this information.  

5.2.1 Please specify what other measures or analysis BC Hydro intends to 
undertake to track and demonstrate that these transactions are financially in 
the interest of ratepayers. 

5.2.2 Please confirm that the same confidentiality concerns, and relative timing at 
which those concerns dissipate, will apply to reporting under the 2019 Letter 
Agreement as applied to the confidential reporting done for purchases under 
the 2018 Letter Agreement. If not confirmed, please fully explain.  

6.0 F2009 Losses from Forward Electricity Purchase Contracts and the 2011 RRA 

Reference: 2018 Letter Agreement Application Materials, p. 2, pdf p. 9 

At page 2 of the application for the 2018 Letter Agreement, originally filed confidentially, BC 
Hydro states as follows regarding the F2011 Revenue Requirements Application: 
 

In the F2011 Revenue Requirements Application Negotiated Settlement 
Agreement dated December 2, 2011 (F2011 NSA), BC Hydro committed to 
not enter into any forward market electricity purchase arrangements without 
the approval of the Commission. The circumstances of that commitment were 
very different than the current circumstances, as described below, and BC 
Hydro does not believe that the F2011 NSA commitment is applicable to the 
current situation. Nevertheless, in the interests of transparency and in 
recognition of the fact that others may have a different view on the scope of 
the F2011 NSA commitment, BC Hydro is bringing the F2011 NSA 
commitment to the Commission's attention. Further, BC Hydro considers that 
the requested relief above, if granted, amounts to an "approval" as 
contemplated by the F2011 NSA if determined to be required notwithstanding 
BC Hydro’s view that it is inapplicable.  [Emphasis added] 
 

Reference:  Order  G-180-10, Appendix B, Negotiated Settlement Agreement 
 
In the Negotiated Settlement Agreement that was approved by the Commission as settling 
all issues arising from BC Hydro’s F2011 RRA, BC Hydro committed at section 9(iii) to “not 
enter into any forward market electricity purchase arrangements (energy hedges) without the 
approval of the BCUC”. 
 
Reference:  British Columbia Hydro and Power Authority Fiscal 2011 Revenue 

Requirements Application, Exhibit B-6, pdf p. 1679 
 
In BC Hydro’s F2011 RRA, in response to BCUC IR 1.243.2, BC Hydro stated as follows: 
 

The $90.2 million of losses in F2009 relate to mark to market losses on 
various forward contracts BC Hydro enters into with Powerex for the purchase 
of electricity in order to mitigate some of the commodity risk on domestic 
energy costs. Generally Powerex matches these forward contracts with a 
third party but may choose to take on the risks/benefits of these contracts as 
it uses a portfolio based approach in managing its energy contracts The 
transactions between BC Hydro and Powerex are eliminated on 
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consolidation. With respect to the Deferral Accounts, any gain or loss on the 
derivative instruments on the Powerex side would flow through the Trade 
Income Deferral Account (assuming actual trade income is between $ zero 
and $200 million) and the corresponding gain/loss on the BC Hydro side 
would flow through the Heritage and Non-Heritage Deferral Accounts. 

 
AMPC seeks to better understand what BC Hydro has learned from the $90.2 million loss 
BC Hydro suffered in F2009 that resulted from forward contracts with Powerex, including the 
risk that BC Hydro could suffer a similar loss, to the $90.2 million that resulted in F2009, in 
making forward electricity purchases under the 2019 Letter Agreement.  
 

6.1 Please confirm that BC Hydro could, as a result of forward electricity purchases it 
would make under the 2019 Letter Agreement, incur market losses similar to $90.2 
million loss realized in F2009. Please fully explain if not confirmed.  

6.2 Please identify and fully explain the steps and measures that BC Hydro has taken to 
ensure that forward electricity purchases made under the 2019 Letter Agreement will 
not result in market losses.  

In the application for the 2018 Letter Agreement, BC Hydro stated that “The circumstances 
of that commitment were very different than the current circumstances, as described below, 
and BC Hydro does not believe that the F2011 NSA commitment is applicable to the current 
situation.” 
 

6.3 Please discuss how the circumstances surrounding the 2018 Letter Agreement were 
different than the circumstances surrounding the F2011 NSA commitment.  

6.3.1 Please confirm that the differences in circumstances that BC Hydro referred to 
in the application for the 2018 Letter Agreement are not still present and 
applicable in relation to the 2019 Letter Agreement. If not confirmed, please 
fully explain.  

6.3.2 Please compare and contrast the current circumstances against those that 
surrounded the F2011 NSA commitment, and fully explain why forward 
electricity purchases from Powerex are in the public interest now when they 
were not necessary in 2011.  

6.4 Please discuss why BC Hydro committed in the F2011 NSA to not enter into any 
forward electricity market purchase arrangements without the approval of the 
Commission.  

6.4.1 Please describe the continuing legal effect, if any, of the F2011 NSA and BC 
Hydro’s commitment therein to not enter into any forward electricity market 
purchase arrangements without the approval of the Commission.  

 




