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Topic: Achieved ROEs and evaluation of PBR performance 

1.0 Reference: Investor Owned Utilities Achieved ROEs submitted per AUC Rule 005 

FortisBC prepared the following tables based on reports filed by Alberta’s investor owned 

distributors pursuant to AUC Rule 005. 

Table 1: Realized ROEs for Alberta’s Investor-owned Distribution Utilities 

Achieved ROE 

  2013 2014 2015 2016 2017 

Fortis Alberta 9.49% 9.77% 11.12% 9.70% 9.32% 

ATCO Electric 10.99% 9.74% 9.90% 13.03% 13.21% 

Atco Gas 11.86% 10.95% 11.10% 12.93% 16.03% 

 

Table 2: Average Achieved ROEs vs Average Allowed ROEs for Gas Distribution 

Utilities during their Respective PBR Terms 

Gas Utilities 

Avg Achieved ROE 
Avg Allowed 

ROE 

Earnings above Allowed 
ROE 

Pre ESM After ESM Pre ESM After ESM 

ATCO Gas (2013-2017) 12.57%  8.34%1 4.23%2 

FEI (2014-2019)3 9.30% 9.09% 8.75%  0.55% 0.34% 

 

Table 3: Comparison of Average Achieved ROEs vs Average Allowed ROEs for Electric 

Distribution Utilities during their Respective PBR Terms 

Electric Utilities Average Achieved ROE Average 
Allowed ROE 

Earnings above Allowed 
ROE  

Pre ESM After ESM Pre ESM After ESM 

Fortis Alberta (2013-2-17) 9.88% 
8.34% 

1.54% 

ATCO Electric (2013-2017) 11.37% 3.03% 

 
1 The allowed ROE for 2013 to 2016 was set at 8.3%. For 2017, the AUC increased the allowed ROE to 8.5%. 
2 The Alberta PBR model does not include any ESM and all of the achieved earnings over the allowed ROEs are to 
the account of shareholders. 
3 For FEI’s annual realized ROEs, as well as the 2019 forecast, please refer to FortisBC’s response to MOVE UP IR 
1.4.1. 

I I 

I I 

I I 
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FBC (2014-2019)4 9.36% 9.28% 9.15% 0.21% 0.13% 

 

Table 4: Comparison of Variances Between Average Approved and Realized ROE for 

FEI and FBC vs their Peers in Alberta during their Respective PBR Periods 

Comparison 

Extent of Higher Earnings of 
Investor-owned Alberta Utilities 

Compared to FEI and FBC  

PRE-ESM AFTER ESM 

 Atco Gas vs FEI 3.68% 3.90% 

Atco Electric vs FBC 2.83% 2.89% 

Fortis Alberta vs FBC 1.34% 1.40% 

 

Reference: Evidence of Mr. Bell, Exhibit C7-5 – Page 6 

 

On page 6 of his evidence Mr. Bell states: 

 

One must assume that FortisBC sought efficiencies and achieved them and 

the objectives of the MRP were achieved. In fact, the only quantitative 

measure is achieved returns. In each of the five years from 2014 through 

2018, both FEI and FBC exceeded the allowed return … While achieved 

ROE is not a perfect indicator, it is the only one that one can look at to see 

if the utility had a reasonable opportunity to recover prudently incurred 

costs. 

1.1 Please confirm that the annual realized ROEs and calculations of variances 

between average realized ROEs and average approved ROEs shown in Tables 1 

to 4 in the preamble above are correct.  If not confirmed, please provide any 

corrections.  

Response 

Confirmed. 

 
4 For FBC’s annual realized ROEs, as well as the 2019 forecast, please refer to FortisBC’s response to MOVE UP IR 
1.4.1 
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1.2 Please confirm that, in AUC Decision 23604-D01-20195 regarding the AUC-

Initiated Review Under the Reopener Provision of the 2013-2017 Performance-

Based Regulation Plan for the ATCO Utilities, the AUC concluded that there was 

“no evidentiary basis to conclude that the earnings achieved by the ATCO 

Utilities above the Commission’s generically approved ROE were the result of a 

problem with the design or operation of the ATCO Utilities’ 2013-2017 PBR 

plans.”    

Response 

Confirmed.  The returns triggered a detailed review of the ATCO Gas 

and ATCO Electric results. 

 

1.3 Please confirm that in AUC Decision 23604-D01-20196 the AUC allowed the 

ATCO Utilities to retain their earnings over the off-ramp threshold. 

Response 

Confirmed.  The returns triggered a detailed review of the ATCO Gas 

and ATCO Electric results. 

 

Topic: Comparison with Alberta 

2.0 Reference: FortisBC 2014 PBR Proceeding, Exhibit C5-12  

In FortisBC’s 2014 PBR proceeding, Mr. Bell stated that the building block approach 

proposed by FortisBC is not significantly different from cost of service and that a price cap 

or revenue per customer cap models similar the ones adopted in Alberta would be 

preferable.  For example. Mr. Bell provided the following response to BCUC IR 1.7 in 

FortisBC’s 2014 PBR proceeding: 

BCUC IR 1.7 Please clarify whether Mr. Bell is proposing that the 

Commission consider a price cap plan for both the gas and electric side of 

the utilities? 

Response: Mr. Bell is concerned that the proposed hybrid approach does 

not provide the incentives that a pure price cap or revenue per customer 

cap will produce, and in fact is not dissimilar to Cost of Service regulation. 

 
5 Availble online: http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2019/23604-D01-2019.pdf 
6 Availble online: http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2019/23604-D01-2019.pdf 

http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2019/23604-D01-2019.pdf
http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2019/23604-D01-2019.pdf
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Mr. Bell provided the ENMAX PBR as an example of a successful price cap 

PBR in Alberta. 

Reference: Evidence of Mr. Bell, Exhibit C7-5, Page 12  

In this proceeding, Mr. Bell commented that the use of forecast for capital dulls some of 

the incentives as it is a move back to cost of service, as follows:  

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. 

Reference : AUC Decision 20414-D01-2016 (Errata), Paragraph 208 

In the AUC’s second generation PBR proceeding, Mr. Bell proposed the use of a building 

block approach similar to the PBR plans approved for FEI and FBC.  AUC Decision 20414-

D01-2016 (Errata) states at paragraph 208: 

In addition to his preferred position of limiting capital tracker availability, Mr. Bell, 

on behalf of the UCA, proposed the use of a building blocks model PBR plan based 

on what is approved for FortisBC Inc. in British Columbia.262 Mr. Bell explained 

that this version of building blocks starts with base capital and base O&M revenues 

and then adjusts the revenues by I-X and a growth factor to generate the revenue 

for each year. Base O&M and base capital amounts are determined from past 

actual amounts which are adjusted to arrive at the opening figures.263 Mr. Bell 

noted that K-bar and the building blocks model are similar.264  

Reference: Evidence of Mr. Bell, Exhibit C7-5, Page 14 

In this proceeding, Mr. Bell recommends the continuation of FEI and FBC’s building block 

approach as approved by the BCUC in the 2014 PBR proceeding.  Mr. Bell’s evidence 

states: 

Q16.  What are your recommendations?  

Response 

Regarding O&M and Capital, I recommend that the same determination of O&M 

and Capital as was used in the 2014-2018 MRP be used in this 2020-2024 MRP. 
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2.1 Please confirm that despite Mr. Bell’s objections to the building block approach 

expressed in FortisBC’s 2014 PBR proceeding, Mr. Bell is now in favour of the 

building block approach over the Alberta PBR plans as indicated by Mr. Bell’s 

position in the AUC’s 2016 PBR proceeding.  

Response 

 

Confirmed.  At the time of Mr. Bell’s evidence in the 2014-2018 MRP 

proceeding, the AUC had not allowed the pervasive use of capital 

trackers.  Given the evolution of PBR in Alberta, Mr. Bell would support 

the MRP as approved in the 2014-2018 plan.  In fact, Mr. Bell would 

support the use of a building block type plan for transmission utilities in 

Alberta. 

 

2.2 Please explain why in Alberta’s second generation proceeding Mr. Bell proposed 

a move away from Alberta’s model to a building block approach similar to the one 

used in B.C.? Does this relate to the higher achieved ROEs in Alberta? 

Response 

 

The evolution of capital trackers in Alberta provided a virtually unfettered 

pool of incremental capital funding.  It also created significant regulatory 

burden in the review and testing of the capital tracker forecasts.  Both 

were not sustainable.  In response to this, Mr. Bell proposed a building 

block approach as a more formulaic approach.  The ultimate adoption of 

a K Bar model for most capital in fact provides a formulaic approach to 

incremental capital, which is not dissimilar to the building block 

approach. 

 

2.3 As indicated in the preamble to this question, in FortisBC’s 2014 proceeding Mr. 

Bell stated the incentives associated with the proposed hybrid building block are 

not dissimilar to the incentives available in a cost of service approach. In this 

proceeding, Mr. Bell writes “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”. Please reconcile the two statements. 

Response 

 

Mr. Bell does not see the two statements as inconsistent.  A pure PBR 

with limited or no incremental funding for incremental capital provides the 
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most incentive properties.  When Mr. Bell wrote his evidence in the 2014 

proceeding, the Alberta PBR provided limited opportunity for incremental 

capital funding, and provided the most incentive properties, compared to 

the building block model.  In Decision 2013-237 the AUC provided an 

extensive reversal on its position on capital trackers and allowed material 

incremental funding.  Mr. Bell’s position has evolved based on changing 

circumstances. 

 

In this proceeding, Mr. Bell sees no point to revisit issues that have been 

previously decided.  Mr. Bell has seen utilities criticize interveners that 

appear to relitigate previously decided issues. 

 

Topic: Growth Factor In Alberta Models 

3.0 Reference: AUC Decision 2012-237, paragraph 1417 

The Commission agrees with the parties to this proceeding that the incentive 

properties of both price cap and revenue-per-customer cap plans are largely the 

same. Both types of plans rely on an I-X indexing mechanism that decouples 

revenues from the costs of service, thus creating efficiency incentives. 

Additionally, both price cap and revenue-per-customer cap formulas use 

customer growth as a driver for revenue growth, thus providing incentives to 

continue connecting new customers [Emphasis added]. 

Reference: AUC Decision 2013-435, paragraph 4998 

499. To determine the amount of revenue the I-X mechanism will provide in a PBR 

year for a project or program proposed for capital tracker treatment, the calculated 

going-in revenue requirement associated with the capital expenditure category 

similar to that project or program, shall be escalated by the I-X index and adjusted 

by the forecast percentage change in billing determinants. In the formulas below, 

the Commission will designate the forecast percentage change in billing 

determinants in any given PBR year as “Q.” As the Commission explained in 

Section 4.3.2 of this decision, multiplying the going-in revenue requirement for 

similar capital expenditures by the I-X index and adjusting for the percentage 

change in billing determinants results in a proportional allocation of the impact on 

revenue of any changes in billing determinants. As set out in Section 4.3.2, for the 

companies under the price cap PBR plan, this percentage change will be 

calculated across all billing determinants, including energy, demand, and the 

 
7 Available online: http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2012/2012-237.pdf 
8 Available online: http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2013/2013-435.pdf 

http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2012/2012-237.pdf
http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2013/2013-435.pdf
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number of customers.582 For the companies under the revenue-per-customer cap 

PBR plan, the percentage change will be calculated as a forecast weighted 

average change in the number of customers among rate classes.583 By way of 

example, the amount of revenue that would be provided under the I-X mechanism 

in 2013 for project i proposed for capital tracker treatment shall be determined as 

follows: 

(Revenue from the I-X mechanism)2013i = 

(Going-in revenue requirement)i × (1+I-X)2013 × (1+Q)2013. 

 

Reference: AUC Decision 22394-D01-2018, paragraph 2349 

However, the Commission agrees with Ms. Sullivan that because the K-bar 

calculation takes into account the change in revenues arising from the change in 

billing determinants, captured by Q, it is reasonable to recognize the effect of that 

change in billing determinants on the utility’s costs. Therefore, the Commission 

finds that in the second component of the K-bar calculation, in each year 2018 

through 2022, the distribution utilities should inflate the average capital additions 

to that year’s dollars using the I-X index and Q approved for that year. The 

Commission has modified Step 2(iv) of the 2018 base K-bar calculation earlier in 

Section 5.4.1 to this effect. [Emphasis added] 

3.1 Please confirm that the PBR formulas in Alberta contain an explicit growth factor 

(as is the case for k-bar calculations and revenue per customer cap formulas) or 

an implicit growth factor (the case for price cap formula).  

Response 

The PBR formula for Natural Gas includes a growth factor for the PBR 

formula as it is a revenue requirement per customer plan.  The PBR 

formula for electricity does not include a growth factor as it is a price cap. 

There is a growth factor included in the determination of Y factor 

adjustments and in the K Bar calculation. 

 
9  Available online: http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2018/22394-D01-
2018.pdf 

http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2018/22394-D01-2018.pdf
http://www.auc.ab.ca/regulatory_documents/ProceedingDocuments/2018/22394-D01-2018.pdf
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3.2 Please confirm that the implicit or explicit growth factors in the PBR formulas in 

Alberta consider 100 percent of the achieved growth. 

Response 

The PBR formula for Natural Gas includes a growth factor for the PBR 

formula as it is a revenue requirement per customer plan.  The PBR 

formula for electricity does not include a growth factor as it is a price cap.  

The growth factor is a full growth factor.   

Mr. Bell notes that the AUC created an integrated plan where all 

components are intended to be taken as a whole.  One example of a 

difference between the FortisBC proposal and the Alberta PBR, is that in 

Alberta there is an X factor, which FortisBC has proposed to remove 

from its MRP.   

 

Topic: Regression Analysis and statistical analysis 

4.0 Reference: Evidence of Mr. Bell, Exhibit C7-5, Page 9 

On page 9, when discussing the statistical relationship between O&M costs and 

customer numbers for FEI and FortisBC, Mr. Bell writes that “the slopes decrease 

materially for each of FEI and FBC when only actual data is used” in the respective 

regressions. 

4.1 Does Mr. Bell’s conclusion that “the slopes decrease materially” indicate that Mr. 

Bell found a statistically significant difference between the slope coefficients 

derived using 2014-2018 FEI and FBC data and the slope coefficient derived using 

2014-2019 (as provided in response to BCOAPO IR 1.23.1)? 

 If so, please provide all supporting statistical evidence showing a 

statistically significant difference in slopes. 

 If not, please explain the empirical basis for determining that any 

observed differences in slopes were “material.”      

 Response 

Mr. Bell has not concluded that the differences are statistically significant 

or not.  Mr. Bell notes that the slope for FEI reduces from 0.332 to 0.261, 

a reduction of 0.071 or 21.4%.  Similarly, the intercept for FEI changes 

from (96,883) to (27,684), a change of 69,199 or 71.4% 

4.1.1 

4.1 .2 



FortisBC Energy Inc. and FortisBC Inc. (collectively FortisBC) Application for Approval 
of a Multi-Year Rate Plan for 2020 through 2024 

Submission Date: 

November 19, 2019 

Response to FortisBC Energy Inc. and FortisBC Inc. (FortisBC) Information Request No.1 
on the Evidence of Mr. Russ Bell (Exhibit C7-5) 

 
Page 9 

 
 

Similarly for FBC, the slope reduces from 0.377 to 0.245, a reduction of 

0.132 of 35% and the slope changes from 2,537 to 19,816, a change of 

17,279 or 681%. 

 

The inclusion of the forecast appears to skew the analysis. 

 

Topic: Efficiency Carry-over Mechanism (ECM) 

5.0 Reference: Evidence of Mr. Bell, Exhibit C7-5, Page 13 

On page 13 of his evidence, Mr. Bell discusses FortisBC’s proposed ECM. 

5.1 Please compare the ECM approved by the AUC for the PBR plans in Alberta with 

the ECM proposed by FortisBC in this proceeding.  

Response 

Alberta Second Generation ECM: 

• Rule 005 filing results to be used for ECM calculations10 

• One half of the difference between the simple average ROE 

achieved over the term of the Plan and the simple average 

approved ROE over the term of the Plan (providing the 

difference is positive), multiplied by 50%, to a maximum of 

0.5%.11 

 

FortisBC proposed ECM: 

• FortisBC proposes an ECM in the form of an add-on to the 

approved ROE for two years after the end of the Plans’ term. 

The ROE add-on is equal to one-half of the difference between 

the average achieved and authorized ROE, to a maximum of 50 

basis points, over the last two years of the Plans (providing the 

difference is positive).12 

  

 
10 The AUC Decision 20414-D01-2016 (Errata) paragraph 81 
11 Ibid, paragraph 75 
12 Exhibit B-1, page A-5 
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Topic: Comparison of the existing PBR plans with the proposed MRPs 

6.0 Reference: Evidence of Mr. Bell, Exhibit C7-5, Page 7 

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 

Reference: Exhibit B-10; FortisBC response to BCUC IR 1.19.8 

In response to BCUC IR 1.19.8, FortisBC provides a comparison of its existing, 

approved PBR plans with the proposed MRPs. 

6.1 Please explain why, in Appendix 2 of his evidence, Mr. Bell compares FortisBC’s 

proposed MRPs in this proceeding with FortisBC’s PBR plan proposals in 2014 

rather than the 2014-2019 PBR plans approved by the BCUC, as  provided in the 

referenced IR response.  

Response 

Mr. Bell recognizes that the BCUC made changes to the as applied for 

plan.  Despite those changes FortisBC was able to recover prudently 

incurred costs and earn a reasonable return.  Had the changes not been 

made in the BCUC decision, the FortisBC returns would have been even 

higher.   

Mr. Bell compared the as applied for plan from the last plan to the as 

applied for plan in this plan to demonstrate that even if there are changes 

to the plan Fortis BC earned a reasonable return in the last plan, and in 

this plan, the BCUC can be comfortable in making changes.   

 




