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Dear Ms. Worth: 
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noted application, enclosed please find British Columbia Utilities Commission Information Request No. 1. In 
accordance with the regulatory timetable established by Order G-241-19, please file your responses on or 
before Tuesday, November 19, 2019.  

Sincerely, 

Original signed by Ian Jarvis for: 

Patrick Wruck 
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FortisBC Energy Inc. and FortisBC Inc. 
Application for Approval of a Multi-Year Rate Plan for 2020 through 2024 

 
INFORMATION REQUEST NO. 1 TO BC OLD AGE PENSIONERS’ ORGANIZATION ET AL.  

 
 
A. CAPITAL 

 Reference: CAPITAL 
Exhibit C7-5, BC Old Age Pensioners’ Organization Et Al (BCOAPO)  
Evidence, p. 7 and p. 12 
Controllable Capital 

In Q/A #7, Mr. Bell states that, conceptually, the structure of the Multi-Year Rate Plan (MRP) does not 
need to change from the last one. Mr. Bell also states, “this is particularly true if, going in, O&M and 
Capital are correctly set upon rebasing.” 
 
Q/A #12, states:  

Q12. Does there need to be a change in the way capital is treated in the MRP? 

A12. No, as noted above, both FEI and FBC were able to earn an adequate return under 
the old model. Also, reconnecting the capital to a forecast dulls some of the incentives 
of the PBR model, as it moves back to a Cost of Service type of rate making. 

1.1 Does Mr. Bell agree with FortisBC Energy Inc. and FortisBC Inc.’s (collectively, FortisBC) 
assertion that actual capital expenditures have significantly exceeded formula amounts during 
the current Performance Based Ratemaking (PBR) term, and that both FortisBC Energy Inc. 
(FEI) and FortisBC Inc. (FBC) have exceeded the capital formula dead bands in certain years of 
the current PBR? 

1.1.1 If yes, please explain in detail how this variance in capital expenditures (formula vs 
actual) is indicative of an effective capital mechanism for a PBR plan. If no, please 
explain why not. 

1.2 Please discuss in detail how Mr. Bell proposes FEI and FBC’s capital should be rebased, if the 
structure of the MRP were to not change from the last one. 

1.3 Please discuss the effect that exceeding the dead band has on Return on Equity (ROE) in the 
current model. Does Mr. Bell believe that amounts above the dead band form part of the rate 
base, and thus earn a return? Please explain why or why not, and how this would affect 
FortisBC’s return in the context of Mr. Bell’s statement that “FEI and FBC were able to earn an 
adequate return under the old model.”  

1.4 Please discuss the effect that exceeding the dead band has on the Earnings Sharing Mechanism 
(ESM) in the current model, including whether Mr. Bell believes amounts spent above the dead 
band offset any of the potential sharing amounts. Why or why not? 

1.5 Please discuss whether Mr. Bell believes that a large variance between capital funding provided 
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by the formula and actual capital spent provides a disincentive for companies to invest in long-
term projects. 

 Reference: CAPITAL 
Exhibit C7-5, BCOAPO Evidence, p. 11 
Capital Methodology 

In Q/A #10, Mr. Bell states: 

There appears to be a step change in the level of capital funding for FEI and FBC in their 
forecasts. I point this out, as it appears that the change to a forecast for much capital 
benefits the shareholder through increased revenues. 

2.1 Please explain in detail how changing to a forecast for capital benefits shareholders. 

2.2 Please clarify whether increased revenues benefits shareholders alone? Do increased utility 
revenues also benefit ratepayers? Please discuss.  

 Reference: CAPITAL 
Exhibit C7-5, BCOAPO Evidence, p. 14 
Incremental Capital 

In Q/A #15, Mr. Bell states: 

In Alberta, the issue of incremental funding for capital was an issue in the first 
generation PBR. In the second generation the AUC moved to a more formulaic method 
of providing incremental capital funding known as the K Bar model. In the K Bar model, 
incremental capital funding is determined by averaging the first four years of capital on 
an inflation adjusted basis. 

It is interesting that in Alberta, the AUC is moving to a more formulaic approach to get 
away from testing forecasts, while in BC, both Fortis utilities are moving away from a 
formulaic approach. 

3.1 In Mr. Bell’s opinion, has the K Bar method in Alberta been proven to be an effective method for 
providing incremental capital funding for the Fortis utility? Please provide any documentation to 
support your response. 

3.2 Please discuss other formulaic approaches that could be used for providing incremental funding, 
including those used by other jurisdictions. Does Mr. Bell recommend the use of any one over 
another? Why or why not? 

3.3 Please discuss the advantages and disadvantages for each of the alternative methods. 

 
B. O&M 

 Reference: O&M 
Exhibit C7-5, BCOAPO Evidence, p. 8 and 9;  
Exhibit B-10, FortisBC response to British Columbia Utilities Commission (BCUC) IR 21.1 
O&M 

In Q/A #9, Mr. Bell states, “the change to O&M per customer enhances the MRP in the favour of the 
utilities.” 
 
In response to BCUC IR 21.1, FortisBC states, “Using O&M per customer as proposed in the Application 
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or applying a growth factor to total O&M as in the Current PBR plan produces the same resulting total 
O&M.” 
 
4.1 Does Mr. Bell disagree with FortisBC’s statement in response to BCUC IR 21.1? Why or why not? 

Please explain the statement in Q/A #9 with reference to FortisBC’s response in BCUC IR 21.1. 

 
On page 9 of Exhibit C7-5, Mr. Bell then states: 

The use of forecast data is problematic. Forecast data can be manipulated to the 
advantage of the utility. This issue was addressed by the Alberta Utilities Commission 
(AUC) in its Second Generation PBR decision. In that process there was a concern that 
the use of forecasts would provide improper incentives in rebasing. The AUC then 
confirmed that rebasing on actual results minimizes those concerns. Similarly, using 
forecast 2019 data to measure the relationship between customers and costs can be 
misleading as the full incentive properties of the PBR can be muted. 

4.2 Does Mr. Bell agree that the starting point for 2019 base O&M is 2018 actual base O&M? Please 
explain what “forecast data” Mr. Bell is referring to, and explain in detail how this can cause the 
full incentive properties of the PBR to be muted. 

4.3 Please explain whether Mr. Bell believes that each of FBC’s proposed adjustments between 
2018 actual base O&M and 2019 base O&M are warranted. 

4.4 Please explain whether Mr. Bell believes that each of FEI’s proposed adjustments between 2018 
actual base O&M and 2019 base O&M are warranted.  

 
C. GENERAL 

 Reference: GENERAL  
Exhibit C7-5, BCOAPO Evidence, p. 7; Appendix 2 
Comparison of MRP and PBR plans 

In Q/A #8, Mr. Bell states: 

In Appendix 2 to my evidence I have prepared a comparison of the terms of the current 
MRP and the prior one. For the Current MRP, data is taken from Table A1-1: Summary of 
Proposed MRPs from Exhibit B-1 of the current Application. The data from the prior 
MRP is taken from Table B6-1: Summary of 2014 PBR Plan Proposal of the FEI 2014-2018 
MRP, Exhibit B-1, and from Table B6-1: Summary of 2014 PBR Plan Proposal of the FBC 
prior MRP, exhibit B-1. 

5.1 Please confirm that the comparison provided in Appendix 2 does not compare the current 
proposed MRP to the approved elements of the PBR plans currently in place for both FEI and 
FBC. 

5.1.1 If confirmed, please explain why the proposed MRP was not compared to the approved 
elements of the PBR plans in place, including an explanation of what value the BCUC 
should place on a comparison to elements that were not approved. 

5.1.2 If not confirmed, please explain, for each element presented in the table, whether the 
data presented from the prior MRP column is the same as the current approved plan in 
place. If not the same, please explain the difference. 
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 Reference: GENERAL 
Exhibit C7-5, BCOAPO Evidence, p. 13; 2014 FEI Decision1; 
2014 FBC Decision2 
Efficiency carry-over mechanism 

In Q/A #13, Mr. Bell states that FortisBC appears to have changed the Efficiency Carry-Over Mechanism 
(ECM) to be based on two years data, and not a five-year rolling average. Mr. Bell then proposes that if 
the ECM is to be based on the last two years data, then the base should be the achieved return for the 
first three years of the MRP. 
 
In both the 2014 FEI Decision and the 2014 FBC Decision, the BCUC stated: 

Given these reasons, the [BCUC] Panel denies the Fortis request for the proposed ECM 
methodology. 

… 

Accordingly, the [BCUC] Panel determines that the following steps are required in order 
for Fortis to receive approval for an ECM initiative; 

… 

Based on these submission, the [BCUC] will make a determination as to the justification 
of each ECM proposal on a case-by-case basis. 

6.1 Please provide reference to previous decisions and quote the sections that state the current 
approved ECM is based on a five-year rolling average. 

6.2 Please provide a comparison of Mr. Bell’s ECM proposal to ECM’s approved in other 
jurisdictions, including advantages and disadvantages. 

 Reference: GENERAL 
Exhibit C7-5, BCOAPO Evidence, p. 13;  
2014 FEI and FBC Decision 
Off-ramps and reopeners 

In Q/A #14, Mr. Bell states that FortisBC added a reopener for 150 Basis Points (Bps) for two consecutive 
years and removed the reopener for a serious degradation in Service Quality Indicators (SQI). 

 
In both the 2014 FEI Decision and the 2014 FBC Decision, the BCUC stated: 

The [BCUC] Panel further directs that should earnings average more than +/- 150 basis 
points (post sharing) from the approved ROE for two consecutive years, the off-ramp 
will be triggered. 

7.1 Please provide reference to previous decisions and quote the sections that show that the 
reopener for 150 Bps for two consecutive years did not exist in the previously approved plan.  

 
Mr. Bell goes on to state: 

While I have no issue with the inclusion of the second level for returns, the removal of 
                                                           
1 FortisBC Energy Inc. Multi-Year Performance Based Ratemaking Plan for 2014 Through 2018 Decision, September 15, 
2014. 
2 FortisBC Inc. Multi-Year Performance Based Ratemaking Plan for 2014 Through 2018 Decision, September 15, 2014. 
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SQIs is a concern. If there is a serious degradation of service levels, customers may 
suffer. As an example, if there are serious and prolonged outages, and SAIDI and SAIFI 
increase dramatically, there should be an understanding of the reason for the outage, 
and if it relates to delayed or avoided maintenance or inspections, that should be reason 
to reopen the PBR plan. 

7.2 Please discuss whether the use of the Annual Review process provides parties with the 
opportunity to understand the reasons for increased outages. Does Mr. Bell believe that the 
BCUC could examine the reasons for increased outages on a case-by-case basis within the 
annual review? Why or why not? 

7.3 Please discuss if there are any other mechanisms that can be used by regulators to ensure that 
there are no serious degradation of service levels. Please include in your discussion a description 
of how other jurisdictions, which are under PBR, ensure that there is no degradation of service 
levels, and how these are linked to plan reopeners. 
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