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January 10, 2020 

 

By Electronic Filing 

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

 

Dear Mr. Wruck: 

BC Hydro F2020-F2021 Revenue Requirements Applications (RRA) 
Association of Major Power Customers of BC (AMPC) 
First Set of Responses to Information Requests (IRs) on AMPC Intervener Evidence 

We are legal counsel to AMPC in this matter and write on its behalf to enclose the first set of AMPC’s responses 
to IRs on InterGroup’s Intervener Evidence from the following interveners: 

• MoveUP; 

• Zone II Ratepayers Group; and 

• BC Sustainable Energy Association.   
 
Further to our letter dated October 23, 2019 and Commission Order G-268-19 dated November 1, 2019, we will 
be filing the remaining responses to IRs from the following interveners on Monday, January 13, 2020, as these 
IR responses require further input from Mr. Bowman: 

• BC Utilities Commission; 

• Clean Energy Association of British Columbia; and 

• Commercial Energy Consumers Association of British Columbia. 
 
If you have any questions, please contact the writer. 

Yours very truly, 

 

(for) Matthew D. Keen  
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A 
NORTON ROSE FULBRIGHT 
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1.0 Topic:  Cost of Service Study 

Reference:  Exhibit C11-11 at page 8: 

“The BC Government’s Directive No. 8 limits the BCUC’s authority to 

rebalance rates based on the cost to serve each of BC Hydro’s rate 

classes, and therefore discourages reviewing the cost of service 

methodology.  

“Section 58.1 (7) was added to the UCA effective May 16, 2019 stating that: 

58.1 (7) The commission may not set rates for a public utility for the 

purpose of changing the revenue-cost ratio for a class of customers 

except on application by the public utility.” 

And Reference Exhibit C11-11 at 33: 

“RECOMMENDATION/CONCLUSION: BC Hydro should bring forward the 

Cost of Service study for an open and transparent review with a clear intent 

to produce defensible Revenue to Cost ratios for each class. Cost of 

Service studies and fair Revenue to Cost ratios are important to setting the 

just and reasonable rates required by the Utilities Commission Act.” 

1.1 Given that the Commission must not adjust rates for the purposes of rebalancing, 

what is the practical purpose of the Fully Allocated Cost of Service Study that 

AMPC recommends? What would be the practical benefit of such a study to the 

Commission and its processes? How would AMPC justify the cost and other 

resources required to conduct a FACOS study in relation to its value? 

Reference Exhibit C11-11 at page 3: 

“12. BC Hydro should bring forward the Cost of Service study for an open 

and transparent review with a clear intent to produce defensible Revenue 

to Cost ratios for each class. Cost of Service studies and fair Revenue to 

Cost ratios are important to setting the just and reasonable rates required 

by the Utilities Commission Act” 

1.2 In order to provide a fully informative and transparent cost of service review, and 

in order to satisfy the Bonbright principle of efficiency, does AMPC agree that it 

would be necessary to consider marginal costs of service in addition to a FACOS 

analysis? Please fully explain AMPC’s rationale in either event. 

1.3 Does AMPC agree that the Commission has the discretion to rely on Marginal 

Cost considerations rather than (or in addition to) Fully Allocated Cost of Service 
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considerations in setting rates? If not, please explain the basis for that 

contention. 

Response: 

1.1  

First, the completion of a Cost of Service study would likely not be a material cost in light of the 

scale of BC Hydro. Utilities which are a small fraction of BC Hydro’s size routinely complete 

Cost of Service studies within far more limited regulatory budgets. Please see AMPC’s 

response to Zone II RPG 1.1 for examples of other jurisdictions. 

Second, the quoted section 58.1 (7) of the UCA provides that the Commission may set rates to 

adjust revenue-cost ratios on application by the applicable utility. So, even under the existing 

policy framework, a utility requires proper information about revenue-cost ratios (from a Cost of 

Service study that has been properly adjudicated to the satisfaction of the regulator) to 

determine whether it has an issue that should be brought forward in such an application. 

Third, the policy determination that revenue-cost ratios should not be addressed by the 

Commission may reflect incomplete or incorrect information available to policy makers. Up-to-

date and correct information (as provided by a Cost of Service study) may be the basis for 

reconsidering the policy. 

Producing a Cost of Service study is normal and appropriate for any regulated utility. It is an 

anomaly that BC Hydro explicitly rejects completing normal and appropriate utility assessments, 

like Cost of Service or depreciation studies. 

1.2  

No. 

Mr. Bowman’s view is that rates, at their core, should best achieve both fairness and efficiency. 

Fairness is best measured by comparing rates to costs via an embedded cost FACOS analysis.  

Efficiency is best achieved at a later step, in the rate design process, with consideration to both 

long-run and short-run marginal costs as appropriate. 

1.3  

AMPC does not agree that the Commission has discretion to rely on marginal cost 

considerations to the exclusion of other factors. Doing so would ignore embedded costs and 

impose cross-subsidies between rate classes, inconsistent with well-established regulatory 

precedent in British Columbia and elsewhere concerning fair and reasonable rates.1 AMPC 

 
1 BCUC Decision and Order G-5-17, pp. 57-59 
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does not understand any party to propose setting rates based exclusively on marginal cost 

considerations, however. 

AMPC agrees that the Commission has discretion to rely on marginal cost considerations, in 

addition to other factors. The marginal cost of new electricity supply is a current component of 

the industrial transmission rate, for example (Tier 2 pricing within Rate Schedule 1823). 

Importantly, RS 1823 was designed to be both revenue neutral for the customer class and 

customer bill neutral at consumption of 100 percent of a full properly calculated baseline. 
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2.0 Topic:  Depreciation Study 

Reference:  Exhibit C11-11 at page 54: 

“RECOMMENDATION/CONCLUSION: There is significant basis for 

concern that BC Hydro’s depreciation rates do not reflect reliable 

estimates of asset life and the consumption of service value in the test 

years. The BCUC should direct BC Hydro to complete a full depreciation 

study including assessment of the adequacy of accumulated depreciation 

balances. Such study should be completed prior to the next RRA and be 

slated for detailed review and testing at that time.” 

2.1 To what extent would a new depreciation study need to take account of the 

current and anticipated rate of technological change in the energy sector to 

avoid unfairly burdening future generations of ratepayers with excessive 

undepreciated, but no longer economic, utility assets? Please explain how this 

problem should be approached in the proposed depreciation study. 

Response: 

2.1  

Depreciation studies address the loss of service value. This includes wear and tear, 

deterioration, action of the elements, inadequacy, obsolescence, changes in the art, changes in 

demand, and the requirements of public authorities. 

Accordingly, addressing technological change is a normal part of depreciation studies. 

To be clear, though, a utility shareholder bears risks relating to future uneconomic assets as 

part of the concept of “stranded assets”. It is not a given that future ratepayers should be 

financially burdened by uneconomic assets resulting from technological change. 
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3.0 Topic:  Rate Pressures on Ratepayers 

Reference:  Exhibit C11-11 at page 19: 

“RECOMMENDATION/CONCLUSION: The BCUC should recognize and 

indicate a high priority to addressing issues of industrial rate 

competitiveness. The issue is important. Load reductions or and 

permanent load loss harm BC Hydro’s ability to recover its costs, and 

ultimately affects all ratepayers through higher rates. . . . A clear BCUC 

finding in this proceeding will facilitate a consistent approach across the 

multiple near-term BCUC proceedings where industrial rate 

competitiveness concerns can be expected to arise (e.g., return on equity 

and rate design).” 

Comment: 

It is a valid concern that BC Hydro rates have been markedly increasing in 

recent years, but this should be recognized as a concern for all ratepayers, 

not just large industrial customers. For residential customers, particularly 

low-income households, there is the issue of affordability and ’energy 

poverty’. For smaller industrial and other general customers there is the 

issue of affordability and business viability. 

3.1 Does AMPC agree with the comment stated above? If not, to what extent and on 

what basis? 

3.2 Does AMPC take the position that in relation to the impact of rising BC Hydro 

rates upon ratepayers, higher priority should be given to its members than to 

members of other rate classes? If so please explain on what basis. 

Comment: 

InterGroup argues that if uncompetitive rates lead to load reductions and 

loss that will impair BC Hydro’s ability to recover costs. But that is true for 

the loss of load from any group of customers (e.g. loss of residential and 

general load to self and distributed generation) and in any event calls for a 

fundamental rethinking of the appropriate principles governing the setting 

of rates. There is an increasingly strong case for energy rates to be 

designed to recover short run marginal energy costs with fixed charges 

designed and implemented to recover in fixed system costs. That would 

greatly mitigate the spillover impact of reductions in load. 
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3.3 Does AMPC agree with the comment stated above? If not, to what extent and on 

what basis? 

Response: 

3.1 and 3.2 

While increasing costs are a problem for many different categories of ratepayers, they have a 

unique impact on large industrial customers. Energy poverty is a serious concern, and the 

situation of all residential customers merits consideration, but the practical impact of 

uncompetitive rates for residential customers on the ability of BC Hydro to recover its costs is 

relatively small. So long as there are homes that are occupied, there will likely be material 

purchases. Many jurisdictions with rates well above BC’s still have material residential loads. 

Unlike the industrial sector, in the smaller commercial sector, electricity generally makes up a 

materially smaller proportion of a firm’s production costs, so while rate increases may affect 

profitability to some degree, they are unlikely to lead to closures on their own.  

In the large industrial sector, particularly the energy intensive sector, electricity can make up a 

very substantial part of a firm’s costs. As such, uneconomic rates threaten the very operations 

of the firm’s plant and can lead to load migration or outright loss. This undermines BC Hydro’s 

industrial loads, as well as the related downstream residential loads of workers and commercial 

loads of suppliers. It can be very difficult for BC Hydro to replace this revenue from domestic 

sources, and therefore the same power may be exported. This threatens to make other 

jurisdictions more competitive at the very time BC Hydro is becoming less competitive, and may 

cause further cost increases to other classes, along with obvious economic and social concerns 

for the region.  

3.3  

As indicated in AMPC’s response to CEC 1.1, while the issue of competitiveness is obviously a 

concern for all customer classes, the impact between customer classes is not the same. For 

AMPC members, energy costs can range from 10% - 60% or more of total operating costs. As a 

result, the financial risk for industrial customers, and correspondingly the risk to BC Hydro’s 

revenue, is higher compared to the risk for other customer classes. 

Regarding short-run rates, AMPC historically has not supported such rates. In the case of BC 

Hydro, a hydro generation-based utility, fixed capital costs also dominate cost of service and 

reduce practical options to recover all fixed costs through fixed customer charges. Large 

industrial customers generally make more significant investments into their facilities than 
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members of other customer classes, and therefore long-term rate stability is particularly 

important to them. Please also see AMPC’s response to MoveUP IRs 3.1 and 3.2.  
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4.0 Topic:  Tier 1/Tier 2 Rate Structure 

Comment: 

Another area where InterGroup seeks to protect large industrial customers 

at the expense of all other customers concerns the Tier 1 / Tier 2 rate 

structure that has enabled industrial customers to significantly reduce the 

average energy rate they pay. By reducing consumption to 90% of their 

customer base load, industrial customers have been able to reduce their 

average cost of energy to the low Tier 1 rate. InterGroup argues that this 

should not be seen as unfair to other customers as that was the intent of 

the two-tier rate structure – to encourage industrial customers to ‘supply’ 

conservation up to 10% of their base load. 

The problem with their argument however is that just as BC Hydro has 

overpaid for IPP supply (which InterGroup acknowledges), it has overpaid 

for industrial load reductions. The Tier 2 rate was justified by a LRMC of 

energy that was based in part on the inflated cost of IPP supply and in any 

event exceeds BC Hydro’s latest estimates of the LRMC. Moreover, in 

terms of current rate impacts of industrial conservation (which is after all 

load loss), the revenue loss far exceeds the actual value of the energy 

‘freed up’ by reductions in industrial consumption. 

InterGroup’s analysis would support doing whatever is possible to reduce 

purchases of over-priced IPP supply. Logically that suggests BC Hydro 

should do whatever is possible to reduce ‘purchases’ of over-priced 

industrial conservation (the foregoing of revenues at the tier 2 rate). 

4.1 Does AMPC disagree with the comment stated above? If so, to what extent and 

on what basis? 

Response: 

4.1  

AMPC disagrees with the above comment and agrees with InterGroup’s analysis (see page 32 

of InterGroup’s evidence). InterGroup explains that industrial customers have not received the 

benefits that should have arisen from the Tier 2 framework. Specifically: 

“Combined, the above framework appears to be one key reason for industrial 

competitiveness issues: 
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1. Customers did not receive the benefits that should have arisen from the Tier 

2 framework, as the Tier 1 energy is effectively now priced at average price and 

not a price that is below average. 

2. Customers have had their investment in efficiency deemed stale and Tier 2 

credits either expire or approach expiry. 

3. While at the same time, the financial impacts of the other policy the 

Government put in place to incent private sector energy supply, providing 

access to marginal pricing for IPP supplies to BC Hydro (via EPAs), remain in 

place and is driving the average cost of energy materially higher for industrials.” 

Industrial customers are currently losing access to a below-average energy price (i.e., Tier 1, 

both through flawed COS analysis, and through expiring DSM credits) while still shouldering the 

effects of IPP contracts with rates above the market (marginal) cost of power. As the DSM 

credits expire and expose a percentage of load to Tier 2 prices, industrial customers are limited 

in their ability to reduce electricity bills other than by reducing operations (and therefore 

decreasing usage). The expiry of DSM credits coupled with Tier 2 pricing above the market cost 

of power represents a double hit to industrial customers. 

In any event, several premises of the question are flawed:  

• Industrial conservation reflects efficiency investments and not merely “load loss”.  

• BC Hydro overspending on IPP energy does not support the claim that BC Hydro 

overpaid for industrial load reductions. The marginal cost of power is the proper 

value that industrials should receive from conservation efforts to reduce 

consumption at the margin irrespective of the dollar value.  

• Likewise, other customer groups benefitted from the conservation signal at the 

level of the marginal cost of power, in that the effect allows BC Hydro to defer 

investing or acquiring new generation. 

The further assumption that there would be no industrial load loss if average industrial rates 

were even less competitive (i.e., higher) after phasing out credit for conservation efforts is 

incorrect. Please also see AMPC’s response to MoveUP IR 3.1. 
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1.0 Topic:  Industrial Cost of Service Study and Rate Rebalancing  

Reference: Exhibit C11-11 (AMPC Evidence), pages 14 and 33. 

In Table 4-1 of Exhibit C11-11, the following is provided: 

 

On page 33, AMPC Evidence states: 

Formal review of BC Hydro’s cost-of-service study and any specific actions intended as 

rate rebalancing are now considered outside BCUC jurisdiction unless requested by BC 

Hydro,51 based on government’s stated ground that revenue-cost ratios are “a policy 

decision”. This rationale is not applied in other jurisdictions and directly conflicts with the 

fundamental objective of achieving cost-based, just and reasonable rates. Insisting on 

utility authority to retain cross-subsidization of some customer classes by others is highly 

unusual within Canadian utility and BC Hydro history of regulation. 

On page 33, AMPC Evidence states: 

BC Hydro should bring forward the Cost of Service study for an open and transparent 

review with a clear intent to produce defensible Revenue to Cost ratios for each class. 

1.1 Please provide details on how often other utilities perform a Cost of Service 

study. 

1.1.1 For any of these utilities, is there any regulation, mandate, etc. requiring 

when/if to bring forward a Cost of Service study. Please identify and 

provide further details. 

1.2 Please confirm or explain otherwise that the Cost of Service Study and Rate 

Rebalancing will need to assess all BC Hydro rate classes and not only the 

Industrial rate class.  

Table 4-1 : Summary of Key Issues Addressed in BC Government's 
Comprehensive Review 

I Issue Current BCUC I Subsequent BCUC I Unaddressed 
Proceeding1 Proceeding1 Issues 

Indust11ial Cost of Uncertaln 
Service Study and Rate 
Rebalancing (as well as 
paten ally other 
d asses) (Sect ion 4 . 7) 

I 
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Response: 

1.1 and 1.1.1 

Cost of service studies are an integral mechanism for setting just and reasonable rates. 

Bonbright for example, states in the Principles of Public Utility Rates that, “[w]ithout doubt the 

most widely accepted measure of reasonable public utility rates and rate relationships is cost of 

service.”1 There is no comparable alternative means available to assess the relative fairness of 

a given rate (and correspondingly fairness between classes of ratepayers, and regarding 

applicable rates as a whole). For this reason, it is important that cost of service information 

properly accompany all rate applications.  

In practice, as discussed in the enumerated examples below, other utilities (including entities 

comparable to BC Hydro, e.g., Newfoundland and Labrador Hydro (NLH) and Manitoba Hydro) 

include cost of service studies as part of their rate applications before regulators. In atypical 

circumstances, utilities have made the case to their regulators that for a short period cost of 

service analysis may not be required (for example, when it is well known which direction rates 

need to move to achieve better fairness, a detailed analysis may not be required). 

Although the details of the requirement for and practice of submitting cost of service studies 

may vary, the jurisdictions that InterGroup is experienced with routinely rely on cost of service 

studies to assess rates. Specific examples based on publicly available information follow: 

• NLH includes a cost of service study in each general rate application and rates are set 

based on cost of service study information for the test years included in the rate 

application.2 NLH also maintains cost of service studies with actuals for each year (not 

for rate setting purposes, but for informational purposes).3 Under the Hydro Corporation 

Act, 2007 and Electrical Power Control Act, 1994 the Board of Commissioners of Public 

Utilities of Newfoundland and Labrador (NL PUB) has the general supervision of public 

 
1 Principles of Public Utility Rates, 1961, James C. Bonbright, page 294 
2 For example, 2013 GRA Volume II, Exhibit 13 provides 2013 test year COS 
http://pub.nf.ca/applications/ARCHIVE/NLH2013GRA/files/application/Application-VolumeII.pdf [accessed on January 
2, 2020].; 2013 Amended GRA Volume II, Exhibit 13 provides 2015 test year COS 
http://pub.nf.ca/applications/NLH2013GRA-Amended/files/application/NLH-2013-GRA-Application-Volume-2-
AMENDED-2014-11-10.pdf [accessed on January 2, 2020].;  
2017 GRA Volume III, Exhibit 14 provides 2018 test year COS, Exhibit 15 provides 2019 test year COS 
http://pub.nf.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-
%20Volume%20III%20-%20Revision%205%20-%202018-07-04.PDF [accessed on January 2, 2020]. 
3 For example, see Newfoundland and Labrador Hydro’s response to IC-NLH-002 from 2013 Amended GRA that 
provides forecast and actual COS for the test years and intervening years between GRAs. 
http://pub.nf.ca/applications/NLH2013GRA-Amended/files/rfi/IC-NLH-002%20rev%201.pdf [accessed on January 2, 
2020]. 

http://pub.nf.ca/applications/ARCHIVE/NLH2013GRA/files/application/Application-VolumeII.pdf
http://pub.nf.ca/applications/NLH2013GRA-Amended/files/application/NLH-2013-GRA-Application-Volume-2-AMENDED-2014-11-10.pdf
http://pub.nf.ca/applications/NLH2013GRA-Amended/files/application/NLH-2013-GRA-Application-Volume-2-AMENDED-2014-11-10.pdf
http://pub.nf.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-%20Volume%20III%20-%20Revision%205%20-%202018-07-04.PDF
http://pub.nf.ca/applications/NLH2017GRA/applications/NLH%202017%20General%20Rate%20Application%20-%20Volume%20III%20-%20Revision%205%20-%202018-07-04.PDF
http://pub.nf.ca/applications/NLH2013GRA-Amended/files/rfi/IC-NLH-002%20rev%201.pdf
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utilities.4 Generally, NLH retains an external consultant to review COS methodology5 and 

the NL PUB also retains consultants to review the NLH proposals.  

• Manitoba Hydro most recently reviewed its Cost of Service methodology in a separate 

proceeding before the Public Utilities Board for F2014.6 As a result of that methodology 

review, rate class specific rate adjustments were undertaken for the F2019 rate 

increase.7 Prior to that proceeding, Manitoba Hydro has filed Prospective Cost of Service 

studies (PCOSS) as part of its General Rate Applications, including for F2008, F2010 

and F2011. Before this, a Cost of Service methodology review was undertaken for 

F2006. 

• SaskPower reviews its cost allocation methodology on average every 5 years;8 

specifically, reviews occurred in 1998, 2002, 2008, 2012 and 2017.9 Recent reviews 

include two prepared by Elenchus for SaskPower, dated June 30, 2017 and January 25, 

2013, respectively.10 

• FortisBC Inc. (FBC) filed its 2017 Cost of Service Analysis (COSA) and Rate Design 

Application (RDA) on December 22, 2017. Prior to this Application, FBC and its 

 
4 Cost of Service Methodology Application, cover letter pages 1 and 2. 
http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-
%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF [accessed on January 3, 2020]. 
5 For example, the latest COS methodology review application was filed in 2018 which was reviewed by Christensen 
Associates Energy Consulting as NLH’s external consultant 
[http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-
%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF], NL PUB hired Brattle Group to review 
NLH’s proposal and report to the PUB and intervenors 
http://pub.nf.ca/applications/NLH2018CostofService/reports/From%20The%20Brattle%20Group,%20Inc.%20-
%20Report%20-%202019-05-03.PDF.  
6 Proceeding record available online: http://www.pubmanitoba.ca/v1/proceedings-decisions/appl-previous/mh-
coss/index.html 
7 As outlined in Manitoba PUB Order 59/18, starting on page 196, available online: 
http://www.pubmanitoba.ca/v1/proceedings-decisions/orders/pubs/2018%20orders/59-18.pdf 
8 SaskPower 2015 Base Embedded Cost of Service Study, May 29, 2017, page 5., available online: 
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Base-
Embedded-COS-Study-May2015.ashx?la=en&hash=A0F783BD07117FC6ED0B134F2D7713D515D99BA7. 
9 SaskPower 2018 Rate Application, SaskPower’s response to the Review of SaskPower’s Cost Allocation and Rate 
Design Methodologies final report of June 30, 2017, Prepared by Elenchus Research Associates Inc., page 1 of 12, 
available online: https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-
Service/Letter-SaskPowerFinalResponseElenchusReport-Sept2017.ashx; Review of Cost Allocation and Rate Design 
Methodologies, Elenchus Research Associates Inc, June 30, 2017, available online: https://www.saskpower.com/-
/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-
RateDesign-June2017.ashx. 
10 Review of Cost Allocation and Rate Design Methodologies, Elenchus Research Associates Inc, June 30, 2017, 
available online: https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-
Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx;  
Review of Cost Allocation and Rate Design Methodologies, Elenchus Research Associates Inc, January 25, 2013, 
available online: https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-
Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-
Jan2013.ashx?la=en&hash=0404C807F02669A9D51DC24F71D782DFB1942FED. 

http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF
http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF
http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF
http://pub.nf.ca/applications/NLH2018CostofService/application/Application%20-%20Cost%20of%20Service%20Methodology%20-%202018-11-15.PDF
http://pub.nf.ca/applications/NLH2018CostofService/reports/From%20The%20Brattle%20Group,%20Inc.%20-%20Report%20-%202019-05-03.PDF
http://pub.nf.ca/applications/NLH2018CostofService/reports/From%20The%20Brattle%20Group,%20Inc.%20-%20Report%20-%202019-05-03.PDF
http://www.pubmanitoba.ca/v1/proceedings-decisions/appl-previous/mh-coss/index.html
http://www.pubmanitoba.ca/v1/proceedings-decisions/appl-previous/mh-coss/index.html
http://www.pubmanitoba.ca/v1/proceedings-decisions/orders/pubs/2018%20orders/59-18.pdf
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Base-Embedded-COS-Study-May2015.ashx?la=en&hash=A0F783BD07117FC6ED0B134F2D7713D515D99BA7
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Base-Embedded-COS-Study-May2015.ashx?la=en&hash=A0F783BD07117FC6ED0B134F2D7713D515D99BA7
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Letter-SaskPowerFinalResponseElenchusReport-Sept2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Letter-SaskPowerFinalResponseElenchusReport-Sept2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-June2017.ashx
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-Jan2013.ashx?la=en&hash=0404C807F02669A9D51DC24F71D782DFB1942FED
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-Jan2013.ashx?la=en&hash=0404C807F02669A9D51DC24F71D782DFB1942FED
https://www.saskpower.com/-/media/SaskPower/Accounts-and-Services/Rates/Cost-of-Service/Report-Rates-Elenchus-ReviewCostAllocation-RateDesign-Jan2013.ashx?la=en&hash=0404C807F02669A9D51DC24F71D782DFB1942FED
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predecessors have filed three major rate design applications with the BCUC, in 1983, 

1997 and 2009.11 

• The Yukon Energy Corporation (YEC) last filed a COSS in 2009. Orders-in-Council in 

2012 and 2014 prohibited rebalancing.12  

• NTPC typically produces a COS study for every GRA, handled in a Phase II proceeding 

to its General Rate Application (where Revenue Requirement is set in Phase I). Most 

recently, cost of service and rate design were reviewed in the 2016/19 Phase II GRA.13 

Prior to that Phase II cost of service and rate design was reviewed for the 2012/14 test 

year period.14 

• Qulliq Energy Corporation filed its cost of service studies in each 2010/11, 2014/15 and 

2018/19 GRAs.15 

1.2 

Review of cost of service methodology requires the inclusion of all customer classes, not just 

industrial classes. Generally, rate design and rate rebalancing include all customer classes as 

well.  

  

 
11 BCUC Decision and Order G-40-19 from February 25, 2019 on Fortis BC Inc. 2017 COSA and RDA, pdf page 4 of 
131, available online: https://www.bcuc.com/Documents/Proceedings/2019/DOC_53486_2019-02-25-Decision-FBC-
2017-CoS-RDA.pdf. 
12 http://yukonutilitiesboard.yk.ca/pdf/YEC_2017-18_GRA/UCG_IRs_FINAL_filed_2017-09-22.pdf [accessed on 
January 2, 2020]. 
13 Proceeding available online: https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-
corporation-201619-phase-ii-general-rate-application 
14 Proceeding available online: https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-
corporation-201214-phase-ii-general-rate-application 
15 QEC’s 2018/19 GRA, page 7-2 https://www.qec.nu.ca/sites/default/files/2018-
2019_qec_general_rate_application.pdf and https://www.qec.nu.ca/customer-care/general-rate-application [accessed 
on January 2, 2020]. QEC was directed to provide alternative COS and rate design options for territory-wide, capital 
zone and community-based cost of service studies and customer rates. 

https://www.bcuc.com/Documents/Proceedings/2019/DOC_53486_2019-02-25-Decision-FBC-2017-CoS-RDA.pdf
https://www.bcuc.com/Documents/Proceedings/2019/DOC_53486_2019-02-25-Decision-FBC-2017-CoS-RDA.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC_2017-18_GRA/UCG_IRs_FINAL_filed_2017-09-22.pdf
https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-corporation-201619-phase-ii-general-rate-application
https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-corporation-201619-phase-ii-general-rate-application
https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-corporation-201214-phase-ii-general-rate-application
https://www.nwtpublicutilitiesboard.ca/applications/northwest-territories-power-corporation-201214-phase-ii-general-rate-application
https://www.qec.nu.ca/sites/default/files/2018-2019_qec_general_rate_application.pdf
https://www.qec.nu.ca/sites/default/files/2018-2019_qec_general_rate_application.pdf
https://www.qec.nu.ca/customer-care/general-rate-application
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2.0 Topic: Industrial Rate Competitiveness 

Reference: Exhibit C11-11 (AMPC Evidence), page 16 – 18. 

AMPC Evidence provides the following tables on pages 16, 17 and 18: 

 

Figure 4-1: Comparlson of average electricity prices in Vancouver for Large
Power Customers t o other Canadian cities where the power source is 
predominantly from hydro20 
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Figure 4-2: Comparison of average electricity prices growth in Vancouver for 
Large-Power Customers to other Canadian cities where the power source is 
predominantly from hydro21 
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2.1 For Figures 4.1, 4-2, 4-3 above, confirm or explain otherwise, that these same 

trends in comparison of average electricity prices are similar for BC Hydro’s 

residential customer class. 

Response: 

2.1 

Please see Figures 2-1, 2-2 and 2-3 below, which are comparable to Figures 4-1, 4-2 and 4-3, 

but that instead address the average electricity prices applicable to residential customers (with 

1,000 kWh monthly consumption). Brief comments on each figure follow: 

Figure 2-1: Whereas Figure 4-1 showed that in 2013, 2018 and 2019, Vancouver large-

power customers paid the highest average electricity prices compared to other 

predominately hydro-powered Canadian cities, Vancouver residential customers only 

paid the second most, with a lower average price than in St. John’s.  

Figure 2-2: Similar to Figure 4-2, Figure 2-2 shows that Vancouver residential 

customers’ average electricity prices increased more over the last 16 years than in the 

other predominately hydro-powered Canadian cities. Notably, the relative growth in 

average electricity prices was slightly higher for Vancouver large-power customers in 

2013, 2018 and 2019 than it was for Vancouver residential customers — whereas Large-

power electricity prices grew 51, 93 and 96 percent since 2003 for 2013, 2018 and 2019 

respectively, residential customer electricity prices only grew 46, 87 and 90 percent.  

Figure 2-3: While Figure 4-3 showed that Vancouver electricity prices grew more in the 

last 16 years than other major North American cities, Figure 2-3 shows that prices for 

residential customers in Vancouver experienced similar growth but not as much as in 

Boston.  
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Figure 2-1: Comparison of average electricity prices in Vancouver for Residential 

Customers (with 1,000 kWh monthly consumption) to other Canadian cities where the 

power source is predominantly from hydro16 

 

  

 
16 Data Source: Hydro-Quebec reports on Comparison of Electricity Prices in Major north American Cities for 
Residential Customers with 1,000 kWh monthly consumption. 
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Figure 2-2: Comparison of average electricity prices growth in Vancouver for Residential 

Customers (with 1,000 kWh monthly consumption) to other Canadian cities where the 

power source is predominantly from hydro17 

 

  

 
17 Data Source: Hydro-Quebec reports on Comparison of Electricity Prices in Major north American Cities for 
Residential Customers with 1,000 kWh monthly consumption. 
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Figure 2-3: Electricity Prices Growth in Major North American Cities in last 16 years in 

local currency (from April 1, 2003 to April 1, 2019) for Residential Customers (with 1,000 

kWh monthly consumption)18 

 

  

 
18 Data Source: Hydro-Quebec reports on Comparison of Electricity Prices in Major north American Cities for 
Residential Customers with 1,000 kWh monthly consumption. Highlights: Green - City of Vancouver (BC), Yellow - 
average increase in all cities, Blue - cities of the Canadian provinces where ratio of the hydro source in total 
generation is approximately 90% and above. US dollar cents for US cities converted using exchange rates for 2008 
from Statistics Canada Table 10-10-0008-01 (formerly CANSIM 176-0067) Noon Spot Rates and for 2019 from Bank 
of Canada Daily Exchange Rates. 
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3.0 Topic:  Independently Establish Fair Return on Equity 

Reference: Exhibit C11-11 (AMPC Evidence), page 21. 

A significant role for regulators in jurisdictions where the utility is expected to earn a 

financial return for shareholders is to determine a fair level of ROE. This regulatory role 

is not universal. For example, jurisdictions which prioritize competitive rates and a cost-

of-service model for utility service delivery, such as Manitoba, do not include any return 

to the government shareholder. In BC, however, the Government-imposed regulatory 

framework does presently include a targeted return to the shareholder. 

3.1 Please identify the Manitoba legislative provision (or policy statement), which 

makes it clear that Manitoba utilities do not include any return to the government 

shareholder. 

3.2 Please identify any other jurisdictions in Canada that do not provide a return to 

the government shareholder. 

Response: 

3.1 

This issue was reviewed at length in Manitoba Hydro’s 2017/18 and 2018/19 General Rate 

Application. The Public Utilities Board noted: 

Manitoba Hydro reiterated that there is no policy or policy discussion in Manitoba 

for paying dividends to the Province and the Utility’s rates are not set on the 

basis of generating a rate of return for the Province.19  

In this review the PUB followed its common practice of setting rates to provide sufficient 

revenues for financial purposes, including cash flow and payments of operating expenses, 

interest expense, and capital expenses.20 In terms of including appropriate collection of reserves 

within rates, the PUB also ordered a technical process to consider the establishment of a 

minimum reserve earnings or similar test to use as guidance in setting rates using a rules-based 

approach.21 

The Manitoba Hydro Act sets out in s. 39(1) a general framework that prices for power should 

include operating costs (s. 39(1)(a)), debt related costs (s. 39(1)(b)) and reserves (s. 39(1)(c)). 

Section 40(1) states that reserves should permit amortization of capital costs, self-insurance, 

 
19 PUB Order 59/18, page 177. Available online: http://www.pubmanitoba.ca/v1/proceedings-
decisions/orders/pubs/2018%20orders/59-18.pdf 
20 PUB Order 59/18, page 172-173, Ibid. 
21 PUB Order 59/18, Directive 9, page 267, Ibid. 

http://www.pubmanitoba.ca/v1/proceedings-decisions/orders/pubs/2018%20orders/59-18.pdf
http://www.pubmanitoba.ca/v1/proceedings-decisions/orders/pubs/2018%20orders/59-18.pdf
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and rate stabilization for extraordinary contingencies. There is no reference to profits, equity, 

return on equity, or shareholder dividends.22 

Specifically, these subsections state: 

Price of power sold by corporation 

39(1) The prices payable for power supplied by the corporation shall be such as 

to return to it in full the cost to the corporation, of supplying the power, including 

(a) the necessary operating expenses of the corporation, including the cost of 

generating, purchasing, distributing, and supplying power and of operating, 

maintaining, repairing, and insuring the property and works of the 

corporation, and its costs of administration; 

(b) all interest and debt service charges payable by the corporation upon, or in 

respect of, money advanced to or borrowed by, and all obligations assumed 

by, or the responsibility for the performance or implementation of which is an 

obligation of the corporation and used in or for the construction, purchase, 

acquisition, or operation, of the property and works of the corporation, 

including its working capital, less however the amount of any interest that it 

may collect on moneys owing to it; 

(c) the sum that, in the opinion of the board, should be provided in each year for 

the reserves or funds to be established and maintained pursuant to 

subsection 40(1). 

Establishment of reserves 

40(1) The board shall establish and maintain, and may adjust as required, such 

reserves or funds of the corporation as are sufficient, in the opinion of the board, to 

provide 

(a) for the amortization of the cost to the corporation of the property and works, 

(whether as a whole or in its component parts), of the corporation during the 

period, or remaining period, of the useful life thereof; 

(b) insurance, for which provision is not otherwise made, against loss or 

damage to any property of the corporation, or to the persons or property of 

others, caused by or arising out of the works or operations of the 

corporation; 

 
22 Available online: https://web2.gov.mb.ca/laws/statutes/ccsm/h190e.php [accessed on January 8, 2020]. 

https://web2.gov.mb.ca/laws/statutes/ccsm/h190f.php#39
https://web2.gov.mb.ca/laws/statutes/ccsm/h190f.php#40
https://web2.gov.mb.ca/laws/statutes/ccsm/h190e.php
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(c) for the stabilization by the board of rates or prices for power sold by the 
corporation, the meeting of extraordinary contingencies, and such other 
requirements or purposes as in the opinion of the board are proper. 

3.2 

Generally, the provincial and territorial governments provide policy guidelines to reduce or 

remove a portion of the return to the government to support competitive rates. The examples 

that InterGroup is aware of include:  

• SaskPower’s long-term ROE target is 8.5%.23 In recent years, SaskPower requested 

rate increases that fell short of meeting financial targets in order to keep rate increases 

more manageable for ratepayers. This has meant SaskPower has not earned its 

targeted return on equity of 8.5% since 2011.24 

• Northwest Territories Power Corporation’s “thermal zone” ROE has been set to 0% to 

manage rate levels, and outside of the thermal zone the ROE is 8.50%.25 In addition to 

this, the Northwest Territories Power Corporation’s ROEs have never been paid as a 

return to government in the classical sense, in that all funds theoretically earned as a 

“return” from the utility were put back into subsidy programs to address affordability 

issues in rural areas. 

• YEC’s ROEs are not provided as a dividend to government,26 but to the policy-oriented 

Yukon Development Corporation which reinvests in the utility to help maintain lower 

rates. The following is also noted for YEC: 

o The Yukon’s Rate Policy Directive (1995) directed that YEC’s rates should be set 

so as to allow “a fair return on [YEC’s] equity, less one-half of one per cent 

(.5%).”27  

o YEC has received “flexible” debt provisions on debt borrowed from the territorial 

government to reduce rate impacts to the customers, including negative interest 

rates if rate impacts exceed the expected target due to lower loads.28  

 
23 SaskPower 2018 Rate Application, page 18, available online: 
https://www.saskratereview.ca/docs/saskpower2017/saskpower-2018-rate-application.pdf 
24 SaskPower 2018 Rate Application, page 3, available online: 
https://www.saskratereview.ca/docs/saskpower2017/saskpower-2018-rate-application.pdf 
25 NTPC General Rate Application 2016/19, page 7-2, available online: http://www.ntpc.com/docs/default-
source/default-document-library/ntpc-2016_19-general-rate-application.pdf?sfvrsn=2 
26 Yukon Energy calculates dividend or equity injects to/from Yukon Development Corporation to maintain 60/40 debt 
to equity ratio. When equity is higher than 40%, a dividend is calculated and that amount is reinvested as long-term 
debt to the utility; and when equity is lower than 40%, the portion of the debt from Yukon Development Corporation is 
transferred to equity. 
27 OIC 1995/90, Rate Policy Directive (1995), pdf p. 3, s. 2(2) http://www.gov.yk.ca/legislation/regs/oic1995_090.pdf 
[accessed on January 3, 2020]. 

https://www.saskratereview.ca/docs/saskpower2017/saskpower-2018-rate-application.pdf
https://www.saskratereview.ca/docs/saskpower2017/saskpower-2018-rate-application.pdf
http://www.ntpc.com/docs/default-source/default-document-library/ntpc-2016_19-general-rate-application.pdf?sfvrsn=2
http://www.ntpc.com/docs/default-source/default-document-library/ntpc-2016_19-general-rate-application.pdf?sfvrsn=2
http://www.gov.yk.ca/legislation/regs/oic1995_090.pdf
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o The territorial government has financially contributed to YEC’s major capital 

projects to reduce impacts to ratepayers.29  

• As noted on page 22 of InterGroup’s evidence, the Newfoundland and Labrador 

proceeding undertaken by Newfoundland and Labrador Board of Commissioners of 

Public Utilities, which is still underway, includes review of recommendations to mitigate 

rate increases, including the ability of government to earn a return on investment. The 

Commission has hired independent experts to undertake an independent review, in 

addition to intervenor participation. The provincial government in Newfoundland and 

Labrador has already acknowledged the need to forego shareholder returns as a result 

of these circumstances. 

  

 
28 Mayo B Promissory Note, YEC’s 2012/13 GRA, page 3-26 and Promissory Note for Mayo-Dawson projects, YEC’s 
2012/13 GRA, page 3-25. 
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1338_YEC%202012_2013%2
0GRA%20FINAL_2012%2004%2027%20Tabs%201-11.pdf [accessed on January 3, 2020]. 
29 For example, about $18 million contributions towards transmission project [response to LE-YEC-1-2, 
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-
IR_Responses_Consolidated.pdf]; $30 million contributions towards Mayo B hydroelectric project [response to LE-
YEC-1-20, http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-
IR_Responses_Consolidated.pdf]; $22.4 million contributions towards LNG and other projects [2017/18 GRA, page 1-
3 http://yukonutilitiesboard.yk.ca/pdf/YEC_2017-18_GRA/YEC_2017-
2018_General_Rate_Application_FINAL_WEB_VERSION.pdf]. 

http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1338_YEC%202012_2013%20GRA%20FINAL_2012%2004%2027%20Tabs%201-11.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1338_YEC%202012_2013%20GRA%20FINAL_2012%2004%2027%20Tabs%201-11.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-IR_Responses_Consolidated.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-IR_Responses_Consolidated.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-IR_Responses_Consolidated.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC%202012%20General%20Rate%20Application/1419_YEC-IR_Responses_Consolidated.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC_2017-18_GRA/YEC_2017-2018_General_Rate_Application_FINAL_WEB_VERSION.pdf
http://yukonutilitiesboard.yk.ca/pdf/YEC_2017-18_GRA/YEC_2017-2018_General_Rate_Application_FINAL_WEB_VERSION.pdf
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4.0 Topic:  IPP and Other Cost Issues Impacted by Government 

Reference: Exhibit C11-11 (AMPC Evidence), page 29-30. 

The current proceeding, however, has been structured to ensure the Government 

receives its desired ROE, while taking advantage of circumstances (favourable account 

forecasts and IFRS transition impacts) to avoid rate impacts and cleanup some issues, 

without targeting solutions for the excessive cost growth (notably through IPPs) and 

resulting uncompetitive rates. 

• RECOMMENDATION/CONCLUSIONS There are costs included in BC Hydro’s 

Application that contribute materially to the uncompetitiveness of rates but are 

understood to be beyond the regulatory jurisdiction of the BCUC at this time, 

4.1 Clarify what is meant by “clean-up some issues”. Please identify the specific 

issues that AMPC suggests were “cleaned up”, if that is the intended meaning of 

this statement. 

4.2 Please provide some examples of key costs that AMPC says “contribute 

materially to the uncompetitiveness of rates but are understood to be beyond the 

regulatory jurisdiction of the BCUC at this time” with a brief rationale as to why 

those costs have that impact on rates. 

Response: 

4.1 

The phrase “clean-up some issues” was meant to refer to BC Hydro’s efforts to respond to the 

concerns raised by the Auditor General for British Columbia,30 including that:  

• BC Hydro’s accounting standards were not appropriate, which is currently being 

resolved, as BC Hydro adopts the IFRS standard; and  

• BC Hydro’s regulatory accounts are uncommonly large, and cause significant 

uncertainty in that there is no clear plan for how several accounts would be resolved. 

While BC Hydro has taken certain actions to mitigate this concern, these accounts 

remain problematic due to their size and complexity, as indicated in section 4.5 of 

InterGroup’s evidence.  

 
30 See the Auditor General’s February 2019 report, Rate Regulated Accounting at BC Hydro , available online at: 
https://www.bcauditor.com/sites/default/files/publications/reports/OAGBC_RRA_RPT.pdf 

https://www.bcauditor.com/sites/default/files/publications/reports/OAGBC_RRA_RPT.pdf
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4.2 

Please see Table 2-1,31 s. 2.532 and s. 2.633 of Chapter 2 of BC Hydro’s 2020/21 RRA 

Application, which enumerate numerous regulations and government directions that operate to 

exempt certain aspects of BC Hydro’s business from BCUC oversight and regulation.  

A notable example is s. 3 of Direction No. 8, which requires the BCUC to set BC Hydro’s ROE 

at $712 million for F2020 and F2021.  

Another significant example is ss. 7 and 8 of the Clean Energy Act, which exempts various 

projects, programs, contracts and expenditures from BCUC review under ss. 45 to 47 and 71 of 

the Utilities Commission Act, and requires that the BCUC allow BC Hydro to collect sufficient 

revenue to recover the costs associated with these projects, programs, contracts and 

expenditures. If these items were not exempted from BCUC prudence review, the BCUC could 

determine that certain associated costs were imprudently incurred and therefore should not be 

recovered through rates. Because the significant costs associated with these projects cannot be 

scrutinized, rates may be higher than they otherwise would be, and material imprudent costs 

associated with these items may have otherwise been disallowed from BC Hydro’s recovery.  

For example, the Application shows that BC Hydro recently capitalized approximately 

$100 million to reflect the adverse outcome of a confidential arbitration between BC Hydro and 

its prime contractor for the Interior to Lower Mainland (ILM) transmission line.34 Typically, public 

utilities cannot recover imprudently incurred costs from ratepayers. However, in the case of ILM, 

even if the Commission were to find that BC Hydro acted incorrectly (as the arbitrators seems 

to) and therefore imprudently, Special Direction 8 requires the Commission to allow BC Hydro to 

recover the cost of the award from ratepayers.  

 
31 Exhibit B-1, RRA, pdf pages 133-139.  
32 Exhibit B-1, RRA, pdf pages 149-153. 
33 Exhibit B-1, RRA, pdf pages 153-156. 
34 The Project Completion and Evaluation Report (PCER) for this project is linked in Exhibit B-17, in 
response to AMPC 3.20.1(a), which states on page 2 of 52 that: “Since finalizing the PCER the arbitration 
award has been updated. The arbitration award of $104.6 million, as referenced in the PCER, should be 
updated to $105.9 million, inclusive of interest (up to June 27, 2018) and the payment of holdback 
amounts. As a result, the amount to be capitalized changes from $97.2 million as stated, to $98.0 million. 
A few issues remain to be resolved, however they are not expected to materially impact the amounts to 
be capitalized.” 
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1.0 Topic:  Industrial Rate Competitiveness 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.1, Industrial Rate Competitiveness, p.15; 

Conclusion and Recommendation 1, p.1 and p.19 

“1. The BCUC should recognize and indicate a high priority to addressing issues 

permanent load loss harm BC Hydro’s ability to recover its costs, and ultimately affects 

all ratepayers through higher rates (Section 4.1). A clear BCUC finding in this proceeding 

will facilitate a consistent approach across the multiple near-term BCUC proceedings 

where industrial rate competitiveness concerns can be expected to arise (e.g., return on 

equity and rate design) (Section 4.1).” 

1.1 What is InterGroup’s definition of “industrial rate” and “industrial customer” in the 

Evidence? 

1.1.1 If InterGroup’s definition of “industrial rate” and “industrial customer” 

extends across customer classes (i.e., including some but not all 

Transmission Service customers and some but not all Large General 

Service customers), is the intention that industrial customers and industrial 

rates should be treated differently than non-Industrial customers within the 

same customer classes? 

1.2 Why does InterGroup focus exclusively on industrial rates and industrial 

customers, as distinct from other customer classes such as Residential, Small 

General Service Medium General Service? Is it because AMPC’s membership is 

mainly industrial customers? Is it because industrial customers are mainly energy 

intensive and trade exposed (“EITE”) customers? 

1.3 Figure 4-1 is based on “Large-Power Customers with 50,000 kW power demand, 

30.6 GWh monthly consumption, 120 kV supply voltage and 85% load factor.” 

Please explain how this relates to the Industrial Customers referred to in the 

Evidence. 

1.4 Do electricity prices for Residential and General Service customers show the 

same pattern as is indicated for Large-Power Customers in Figure 4-1? 

1.5 Please explain what it would mean for the BCUC to “recognize and indicate a high 

priority to addressing issues of industrial rate competitiveness.” 

1.5.1 Would this be simply a general statement? Is it intended to be an 

expression of the Commission’s approach? Is it a recommendation 
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addressed to BC Hydro? To the BC government? To other customer 

classes? 

1.5.2 Does “high priority” mean higher priority than some other objective? Is the 

recommendation that the Commission would put a higher priority on 

containing increases in the rates paid by industrial customers than in the 

rates paid by other customer classes? 

1.6 In addition to return on equity and rate design, what other near-term BCUC 

proceedings (where industrial rate competitiveness concerns can be expected to 

arise) does AMPC anticipate? 

1.7 What effect, legal or otherwise, would Commission recognition in the current 

proceeding of a high priority to addressing issues of industrial rate 

competitiveness have on the Commission panel’s decision-making in future 

proceedings? 

Response: 

1.1 and 1.1.1 

“Industrial Customer” generally refers to a customer served at Transmission voltages, that 

consumes relatively large amounts of power, and operates with a high load factor, with power 

used for industrial purposes (e.g., not for wholesale, IPP station service, etc.). It does not refer to 

any specific subset or sector of customers served at the transmission level. 

“Industrial Rate” refers to a rate that applies to an “Industrial Customer”. 

1.2  

InterGroup’s scope of work was to examine the overall reasonableness of BC Hydro’s proposals, 

as well as specifically in relation to industrial rates. A trend that should concern customers 

generally, including residential and commercial customers, is the increasingly uncompetitive 

nature of BC Hydro’s industrial rates, as this can affect the ability to sustain loads and revenues 

on BC Hydro’s wider system. Please also see AMPC’s response to MoveUP IR No 3.1 and 3.2. 

1.3  

The profile of a 50 MW customer with a high load factor (as shown in Figure 4-1 of InterGroup’s 

evidence) reflects the typical profile of industrial customers as set out in the Evidence, although 

the scale of industrial customers could vary from 1/5th this size up to 5 times this size or more. 

1.4  

Figure 1 and Figure 2 below compare average electricity prices in Vancouver to other Canadian 

cities for Residential customers and General Service customers.  
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As of April 1, 2019: 

• The rate for Residential customers in Vancouver with 1,000 kWh monthly consumption is 

higher than rates in Montreal and Winnipeg; however, it is lower than the rate in St. 

John’s. 

• The rate for Small Power (General Service) customers in Vancouver with 10,000 kWh 

monthly consumption is noticeably higher than rates in Montreal and Winnipeg, and 

slightly higher than the rate in St. John’s. 

Figure 1: Comparison of average electricity prices in Vancouver for Residential 

Customers (with 1,000 kWh monthly consumption) to other Canadian cities where the 

power source is predominantly from hydro1 

 

  

 
1 Data Source: Hydro-Quebec reports on Comparison of Electricity Prices in Major North American Cities for 
Residential Customers with 1,000 kWh monthly consumption. 
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Montréal, QC 6.03 6.81 6.87 7.13 7.30
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Vancouver Price Compared to Other Cities

Winnipeg, MB 4% 8% 17% 27% 24%

Montréal, QC 1% 2% 30% 60% 59%

St. John’s, NL -28% -33% -29% -5% -9%

■ ■ ■ ■ 
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Figure 2: Comparison of average electricity prices in Vancouver for Small Power 

Customers (with 40 kW power demand, 10,000 kWh monthly consumption and 35% load 

factor) to other Canadian cities where the power source is predominantly from hydro2 

 

 

 
2 Data Source: Hydro-Quebec reports on Comparison of Electricity Prices in Major North American Cities for 
Residential Customers with 40 kW power demand, 10,000 kWh monthly consumption and 35% load factor. 
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1.5.1  

The BCUC could recognize and indicate a priority to addressing issues of industrial rate 

competitiveness by addressing the examples and adopting the recommendations from 

InterGroup’s Evidence. 

1.5.2  

Yes, “high priority” means there is a greater emphasis on addressing this issue than on a lower 

priority issue. 

1.6  

Within the next one to three years, AMPC anticipates BCUC proceedings that address revenue 

requirements, rate design, return on equity and the Integrated Resource Planning (IRP) filing. 

Industrial rate competitiveness concerns are expected to arise in all of these proceedings.  

1.7  

This Commission panel cannot legally bind a future Commission panel. But consistent treatment 

across major decisions concerning BC Hydro in the near term should receive significant weight. 

Commission recognition of issues in this proceeding should be treated as persuasive authority in 

future proceedings. The potential for Commission expertise, process and findings to inform BC 

Hydro and the BC Government, externally or internally, is significant.  

For example, Commission recognition of a high priority to addressing issues of industrial rate 

competitiveness could result in careful scrutiny of any growth or maintenance of BC Hydro’s 

costs at levels that adversely affect rate competitiveness in the next revenue requirement 

application. Or, the Commission could promote competitiveness by approving an expanded 

scope of alternative industrial rate offerings including market-referenced rates or market access 

for certain customers and improved Tier 1/Tier 2 structure and credits. 
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2.0 Topic:  Recovery of Full Revenue Requirement 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.2, Recovery of Full Revenue Requirement, p.19; Conclusion 

and Recommendation 2, p.1 and p.19. 

“2. The BCUC should find that absent the redirection of Deferral Account Rate Rider 

(DARR) funds into a Government-directed Return on Equity (ROE), customers would 

have seen a material rate reduction in F2020, all else being equal. (Section 4.2).” 

2.1 Please explain this recommendation. Is the recommendation that the 

Commission Panel should find that if the government had not set requirements for 

BC Hydro’s return on equity then the F2020 revenue requirement would be 

smaller to the point where there would have been a rate reduction in F2020? 

What would the return on equity have been in absence of government direction? 

Is InterGroup recommending that the Panel make a finding that BC Hydro’s return 

on equity would have been nil in the absence of a government direction? For what 

fiscal years? Is it appropriate and desirable for the Panel in the current 

proceeding to make a finding about what BC Hydro’s ROE would have been in 

the absence of government direction? 

“Conveniently, at the time of the Comprehensive Review, the forecast was that the Cost 

of Energy deferral account balances recovered via the DARR would be effectively 

discharged by the end of F2019. In addition, IFRS changes permitted a one-time 

adjustment to the Heritage Deferral Account balances to reduce the amounts owing from 

customers by $318.9 million. Finally, the F2019 actuals indicated that conditions were 

materially improved (largely due to decreased water rentals and IPP purchases from dry 

conditions and increased Powerex Net Income, offset somewhat by increased market 

purchases) compared to forecasts at the time of the Comprehensive Review, yielding a 

net balance owing to customers of $667.7 million. [footnotes omitted] 

This set of conditions permitted setting the 5% DARR collection for F2020 down to 0%, 

offsetting some of the rate increase needed for Government to achieve the desired $712 

million ROE for F2020.” 

2.2 Is InterGroup saying that reducing the DARR to 0% for F2020 was justified and 

appropriate? 

2.3 To be clear, InterGroup’s criticism is of the “desired $712 million ROE for F2020,” 

not the setting of the DARR to 0% for F2020, correct? 

“Including setting the DARR to 0%, BC Hydro is able to propose rate increases to permit 

the full F2020 costs to be recovered, including full collection of the desired $712 million 
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ROE, with limited net increase to customer bills…” 

2.4 Is InterGroup saying, in effect, that “limited net increase to customer bills” is ‘good 

but not good enough’? 

“This means that rate reductions that may have otherwise been mathematically possible 

with the declining balances in the deferral accounts (notwithstanding the past policy that 

locked in the DARR at 5%) will not be seen by customers.” 

2.5 Please explain this statement. What does “notwithstanding the past policy "that 

locked in the DARR at 5%” mean? Is InterGroup saying here that it would have 

preferred continuation of the 5% DARR with F2020 rate reductions over a 0% 

DARR with a rate increase resulting in a “limited net increase to customer bills”? If 

so, wouldn’t this be inconsistent with the stated purpose of the DARR? 

“Mitigating this unfortunate outcome for ratepayers, the F2020 and F2021 rate proposals 

now no longer defer the desired BC Government ROE to future years – the desired ROE 

of $712 million/year is included in full in the respective annual revenue requirements.” 

2.6 What exactly is the “unfortunate outcome for ratepayers”? Is InterGroup saying 

that the “limited net increase to customer bills” is an “unfortunate outcome for 

ratepayers”? 

2.7 In what sense does no longer deferring “the desired BC Government ROE to 

future years” mitigate an unfortunate outcome? Isn’t it InterGroup’s view that the 

ROE for a fiscal year should recovered in the same fiscal year? 

Response: 

2.1 

The issue is not the specific ROE that would have been earned. The issue is that absent any rate 

filing in the current fiscal year, under the original rules for DARR as negotiated with customers, 

there would have been a material rate reduction. For this reason, it is important that customers 

know that what may appear to be a relatively small increase is in fact a material increase in BC 

Hydro’s annual revenue requirement offset which, in effect, usurps a rate reduction that 

customers ought have otherwise had an entitlement to.  

At its core, the issue is transparency, which is of fundamental importance to good regulation, but 

has been materially obfuscated in BC due to the various regulatory accounts, rate riders and 

government directions.  
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2.2  

Yes. The reduction to DARR to 0% or below was justified, appropriate and necessary. 

2.3  

The concern is the lack of transparency that makes it easy for BC Hydro to claim that costs are 

changing little, when in fact the revenue requirement has increased materially and the only 

reason customers are not being harmed to a greater degree is because of the fortunate 

developments on DARR (which are due to factors not under BC Hydro’s control). 

2.4  

No. The Evidence simply focuses on the need for transparency that BC Hydro’s total revenue 

requirement is increasing materially, and one main reason is that the Government of BC is 

demanding a high ROE. This factual finding stands in contrast to the public information that has 

been the focus of BC Hydro and the BC Government’s communication to date. 

2.5  

No. A 0% or negative DARR is appropriate and consistent with the basis on which it was 

originally negotiated (given Cost of Energy deferral accounts are in a negative position at the 

end of F2019). 

2.6  

The failure to secure a rate reduction that arises due to favourable variances is an unfortunate 

outcome. 

2.7  

It is a notional benefit that the BC Government will be earning a full ROE (or more) and 

therefore ratepayers do not need to anticipate the BC Government’s ROE being deferred to 

future years.  
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3.0 Topic:  Uncollectible Rate Smoothing Balance 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.3, Uncollectible Rate Smoothing Balance, p.20; Conclusion 

and Recommendation 3, p.2 and p.21. 

“3. The BCUC should note that, in its capacity as BC Hydro shareholder, the BC 

Government has elected to retain earnings of $2.2 billion over the period F2015- F2019. 

While this represents the Government foregoing a further $1.1 billion in returns for this 

past period, recovery of these amounts would have continued to harm the 

competitiveness of BC Hydro rates. This issue is now addressed and does not require 

further reversal or recovery in future (Section 4.3). 

3.1 For greater certainty, please that “recovery of these amounts” refers to the 

foregone $1.1 billion in returns for this past period. 

3.2 What issue is InterGroup saying has now been addressed: the Government’s 

election to retain earnings of $2.2 billion over the period F2015-F2019, or the 

Government’s decision to forego some $1.1 billion in returns for the past period 

should be considered final by the Commission, or both? 

3.2.1 Is there some doubt that the Government’s decision to forego recovery of 

the $1.1 billion in the Rate Smoothing Regulatory Account is permanent? 

3.3 To be clear, is InterGroup saying that it has no current criticism of the $2.2 billion 

in ROE over the period F2015-F2019? 

Response: 

3.1  

Confirmed. 

3.2 and 3.2.1 

The issue that what is resolved is any further entitlement to more ROE tied to past periods. It is 

understood that these returns are now foregone. 

3.3  

No. InterGroup’s scope of work did not extend to assessing the BC Government’s entitlement or 

lack thereof to the $2.2 billion in ROE. 
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4.0 Topic:  Independently Established Fair Return on Equity 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.4, Independently Established Fair Return on Equity, p.21; 

Conclusion and Recommendation 4, p.2 and pp. 22-23. 

“4. The added jurisdiction for the BCUC to set the Return on Equity is a positive 

development that increases the BCUC’s ability scope to consider a wide and appropriate 

range of factors to assess the fair level of return in future. The BCUC should not be 

limited in its ability to take into consideration relevant funding source, risk, and 

shareholder policy issues in making this determination (Section 4.4).” [underline added] 

4.1 Who is InterGroup saying would limit the BCUC’s ability to take into consideration 

various factors in determining BC Hydro’s ROE in the future? Is this 

recommendation aimed at the Government? Is it in effect advance notice of a 

view that when the Commission determines BC Hydro’s ROE the Commission 

Panel should take into consideration the listed factors? 

Response: 

4.1  

The purpose of the pre-filed testimony was to help address an orderly process for return to 

regulation for BC Hydro. It is understood that the BCUC retains the authority to issue findings 

and directives aimed at addressing the information requirements or scoping of future 

proceedings within its jurisdiction. The recommended findings are aimed at scoping the future 

ROE proceeding. They are also relevant to inform the BC Government about the proper scope to 

help address the potential for future policy decisions that would undermine regulatory authority. 
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5.0 Topic:   Independently Established Fair Return on Equity 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.4, Independently Established Fair Return on Equity, p.21; 

Conclusion and Recommendations 5 and 6, p.2 and p.23. 

“5. The BCUC should issue directives out of this proceeding that provide a clear scope 

for the coming ROE review so as to deal with matters prior to F2022. BC Hydro should 

be expected to provide materials to respond to this scope (Section 4.4). 

6. The BCUC directives to scope the ROE review, in assessing whether the shareholder 

in fact has access to any material “profit” from an entity that has seen into account the 

following factors: 1) the extent to which the “equity” reported is in fact BC Government 

investment in the utility in the first place, 2) the extent of risk actually borne by the 

shareholder considering the range of regulatory directives, tools and deferral accounts, 

and 3) the extent to which an issue caused by Provincial Policy has undermined rate 

competitiveness (Section 4.4). 

5.1 Is InterGroup suggesting that the Panel in the current proceeding should address 

the factors that should be considered by the future Panel that determines BC 

Hydro’s ROE? 

5.2 Is Recommendation 5 that the Panel should direct BC Hydro to apply for 

determination of an ROE for F2022 by some date that would allow a decision in 

time for inclusion of the results in the F2022 revenue requirements? Is the 

recommendation that the current Panel should direct BC Hydro to address the 

listed topics in its forthcoming ROE application? 

5.3 For clarity, please explain what InterGroup means by the shareholder having 

“access to any material “profit” from an entity that has seen this level of extreme 

erosion in rate competitiveness.” Does this mean whether the shareholder is 

entitled to a return on equity considering the alleged erosion in rate 

competitiveness? 

5.4 What InterGroup’s comments on whether the scope of the anticipated BC Hydro 

ROE proceeding should be determined by the Commission panel responsible for 

that proceeding? 

“Among the considerations that the BCUC should ensure are scoped into the 

ROE setting process are the following: 

• An assessment of the extent to which the reported “equity” on which the 

shareholder is to earn a return represents actual investment by the 
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shareholder (e.g., advances by Government at some time in the past to 

fund BC Hydro’s growth and development). This consideration has been 

relevant in Manitoba, where there was no specific Government 

investment in the utility (as shareholder) and the only amounts reported 

as “retained earnings” were collected from ratepayers under a premise to 

fund reserves for rate stability.” 

5.5 Is InterGroup saying that retained earnings are not equity for the purpose of 

determining return on equity, for BC Hydro or generally? 

5.6 Please explain the relevance of the Manitoba situation in which regulatory model 

does not include any return on equity to the government shareholder (per p.21)? 

“• Review of the extent of risk actually borne by the shareholder, particularly 

given the extensive range of deferral and regulatory accounts which appears 

unprecedented. To the extent the shareholder may not carry any material risk of 

loss or variability in earnings, benchmarks need to be considered that are 

appropriately matched in terms of an extreme low-risk nature of investment.” 

5.7 Does InterGroup consider that the Government’s decision to have BC Hydro 

write off $1.1 billion in the Rate Smoothing Regulatory Account is not an example 

of a risk borne by BC Hydro’s shareholder? 

“• The linkage between the actions of Government as policymaker which has 

undermined the competitiveness of BC Hydro’s rates (particularly through EPAs 

and resource planning directives), and Government as shareholder further 

sustaining these rate levels through inclusion of material ROE amounts in rates. 

Similar consideration is underway in Newfoundland at the present time, where 

government decisions and direction (to pursue the Lower Churchill Project and 

Muskrat Falls generation) are expected to be a material upward rate driver 

absent mitigation actions. The Newfoundland proceeding, which is still underway, 

includes review of recommendations against the ability of government to earn 

return on the investment, provided by independent experts hired by the 

Newfoundland and Labrador energy regulator. The provincial government in 

Newfoundland and Labrador has already acknowledged the need to forego 

shareholder returns as a result of these circumstances.” [italics in the original, 

footnotes omitted] 

5.8 Is InterGroup saying that the Panel should determine that in the future 

proceeding on BC Hydro’s return on equity for future test periods the 
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Commission should consider reducing BC Hydro’s ROE due to historic legislative 

and executive actions that are said to have boosted BC Hydro’s revenue 

requirements on an ongoing basis? 

5.9 What does InterGroup mean by “Government as shareholder further sustaining 

these rate levels through inclusion of material ROE amounts in rates”? 

Response: 

5.1  

Yes. It is not atypical for a regulator to indicate the minimum filing requirements or added 

information or studies that it will expect to be provided to deal with future issues. 

5.2  

It would be a reasonable expectation of an orderly regulatory process that decisions on ROE 

would be addressed prior to the next RRA. This may not include determining the precise 

quantum of return or precise percentage but should include all material principle issues related 

to setting the ROE. 

5.3  

Yes. 

5.4  

The ultimate scope should be decided by the regulator at the time, consistent with the legislation 

and good regulatory practice. This is in no way inconsistent with directives or guidance provided 

today to guide BC Hydro in the studies or information that will be required and factors that may 

be assessed. 

5.5  

It should not be taken as a given that balances that BC Hydro’s financial statement reports as 

“retained earnings” or “equity” represent actual shareholder investments on which it is 

appropriate to earn a return. It would be beneficial for the BCUC to clarify this point as being part 

of the ROE assessment earlier rather than later. There was a similar example in 2004 when BC 

Hydro reported the previous Future Removal and Site Restoration Reserve ($233 million) as 

being reclassed to retained earnings and this reported retained earnings balance was rejected by 

the BCUC.3 Please see AMPC’s response to BCSEA IR 5.7.  

 
3 Order No. G-94-04, British Columbia Hydro and Power Authority 2004/05 to 2005/06 Revenue Requirements 

Application and British Columbia Transmission Corporation Application for Deferral Accounts, Reasons for Decision, 
October 29, 2004, p. 164. 

https://www.bcuc.com/Documents/Proceedings/2004/DOC_5430_BCH%202004RR%20Final.pdf
https://www.bcuc.com/Documents/Proceedings/2004/DOC_5430_BCH%202004RR%20Final.pdf
https://www.bcuc.com/Documents/Proceedings/2004/DOC_5430_BCH%202004RR%20Final.pdf
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5.6 

In Manitoba there was clearly no time in which the government as shareholder made an 

investment in Manitoba Hydro. All balances reported as “equity” or “retained earnings” for 

Manitoba Hydro come from ratepayers as contributions to reserves, justified on the basis of 

ensuring future rate stability. As a result these balances are not amenable to earning a return to 

a party who never contributed the funds in the first place. 

5.7  

No. The BC shareholder did not take any write-down of invested amounts.  

Charging customers above-competitive cost levels for power, solely justified by policy directives, 

solely to earn a “profit” which would never be meaningful in the presence of competition, or 

proper unfettered regulation, does not result in a profit on which any return to the shareholder 

would be merited under any economic model intended to mimic competitive forces. 

In short, the concept that BC Hydro is operating in a regulated model intended to mimic 

competition, on which the shareholder earns a competitively benchmarked profit level as a return 

on their investment is not borne out by the facts. 

5.8  

Yes, if these actions indicate a revenue requirement that has been driven upward by decisions 

that were not determined to be prudent (which has already expressly happened in the 

assessment of decisions on power procurement). 

5.9  

Having driven rates to uncompetitive levels through policy, the BC Government should not 

further drive rates higher to secure excessive returns on investment. Cases where shareholders 

make imprudent decisions that drive up costs should adversely affect shareholders’ ability to 

earn a return. 
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6.0 Topic:  Excessive Regulatory Account Complexity 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.5, Excessive Regulatory Account Complexity, p.23; 

Conclusion and Recommendations 7 and, p.2 and p.24 

“7. The BCUC should direct BC Hydro to simplify the regulatory and deferral accounts as 

a long-term priority, to help ensure BC Hydro’s costs are fully regulated, and are 

transparent to the regulator and impacted parties (Section 4.5).” 

6.1 Is it InterGroup’s view that simplification should be achieved by combining 

multiple existing regulatory and deferral accounts into a smaller number of such 

accounts? Or that certain spending that is currently the subject of regulatory or 

deferral accounts should be removed from deferral treatment and included in the 

revenue requirement for a given test year? 

InterGroup states “While the AG identified a range of concerns, from a rate regulation 

perspective, the AG’s view may not be entirely appropriate. Consider the following:” 

InterGroup then discusses Government Direction, Balances, Risk, and Complexity. 

6.2 Please clarify the points on which InterGroup concurs with the Auditor General’s 

findings, the points on which InterGroup disagrees with Auditor General’s 

findings, and the points that InterGroup believes the Auditor General ought to 

have addressed but did not. 

“8. Concerns tied solely to the magnitude of regulatory account balances should be 

viewed with caution. Failing to defer charges in a regulatory or deferral account when the 

costs would otherwise be recorded as current period costs and the benefits arise well into 

the future (such as with Demand Side Management) would be a highly inferior outcome 

from the perspective of fair rates and intergenerational equity, regardless of the fact that 

it might indicate lower deferral balances (Section 4.5).” 

6.3 Is the gist of Recommendation 8 and InterGroup’s discussion of “Balances” that in 

InterGroup’s opinion the existing state of the balances in BC Hydro’s deferral 

accounts is not a problem, and, specifically, not a problem that should be 

addressed by accelerating BC Hydro’s recovery of deferred balances? 

Response: 

6.1  

The scope of deferral accounts means that BC Hydro’s shareholder is at very little risk from 

normal business functions and variances. If the accounts are not simplified and narrowed (both in 

scope and number), the justification for a ROE is significantly undermined (i.e., the justification 
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for reward based on assumed risk diminishes as the risk assumed diminishes). Further, the 

accounts are excessively broad which makes transparent regulation difficult. For these reasons 

the accounts should ideally be narrowed in scope (not just collapsed into fewer accounts). 

Absent such steps, the ROE should be adjusted materially downwards. 

6.2  

The fundamental point in which the Auditor General’s findings reflect an accounting outlook and 

not a rate economics outlook is on matching. The purpose from a rate economics perspective 

would be to have costs appear in the same period as the related benefit. This should be true 

even if a regulatory account balance grows to large values. 

Consider the case of a DSM program and a new generating station. The auditor general’s 

findings would have no issue with the costs of the generating station depreciated over a long 

period consistent with the physical life and ability to generate kWh’s. Even if the generating 

station were expensive, it would receive this accounting treatment without reservation. However, 

a DSM resource which economically could 100% parallel the generating station, would be rolled 

into a “regulatory deferral” account and attract the attention and concern of the AG. From a rate 

economics perspective, it would be an error to record the costs of these two power resource 

assets in any different manner, but from the AG perspective, a large DSM balance would be a 

basis for concern. 

This is not because the AG errs, but that the AG focuses on other considerations (like control) 

rather than economic realities. 

6.3  

For accounts based on improving the matching of costs and benefits, the collection of balances 

should not be accelerated for the sake of bringing the balances down, per se. This should only 

be done if it improves matching. Absent an improvement to matching, it would be an error to 

accelerate the recovery of balances ahead of when the benefits from the resource will arise. 
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7.0 Topic:  Industrial Rate Design and Rebalancing 

Reference:  Exhibit C-11-11, AMPC Evidence, Pre-Filed Testimony of InterGroup 

Consultants, Section 4.7, Industrial Rate Design and Rebalancing, p.30; 

Conclusion and Recommendations 11 and 12, p.2 and p.33 

“11. Given current challenges to industrial rate competitiveness and the changes to BC 

Hydro’s cost of energy, Rate Schedule 1823 (Transmission Service) must be examined 

in the near term, including the design of Tier 1 and 2 rates. 

Otherwise, the policy intent of the rate is at risk, whereby industrial customers 

conservation and self-generation will be treated unequally relative to other long- term 

locked-in marginal-cost-based energy sources, such as Independent Power Producers 

(Section 4.7). 

12. BC Hydro should bring forward the Cost of Service study for an open and transparent 

review with a clear intent to produce defensible Revenue to Cost ratios for each class. 

Cost of Service studies and fair Revenue to Cost ratios are important to setting the just 

and reasonable rates required by the Utilities Commission Act (Section 4.7).” 

7.1 What is the problem with the Rate Schedule 1823 two-tier energy rate that 

requires redesign? Does AMPC want to return to a flat energy rate structure? 

7.2 Is the recommendation that the Cost of Service study be updated and reviewed 

made in the context of a legislative ban on rebalancing? Or is InterGroup (or 

AMPC) calling for both an updated Cost of Service Study (and Revenue to Cost 

ratios) and a resumption of the Commission’s 

Response: 

7.1  

The problem addressed in InterGroup’s pre-filed testimony is that the Tier 1 rate should be lower 

than the average or embedded cost of power on BC Hydro’s system. At present, the rate is only 

slightly below the average cost, as evidenced by the revenue-cost ratio measured by the last 

performed (and problematic) FACOS. A two-tier rate likely remains justified on economic 

efficiency grounds. However, there needs to be appropriate credits for long-term activities which 

affect the customer baseline and would ensure the Tier 1 rate is appropriately set. 

7.2  

Please see AMPC’s response to MoveUP IR 1.1. 
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