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1.0 Topic: Publicly-Held Utilities  
Reference: Exhibit A2-7 (PEG Presentation) slide 66. 
 
On slide 66 of its PowerPoint, Pacific Economics Group Research LLC (“PEG”) states 
that: 

 Many publicly-held utilities have operated under MRPs [multi-year rate plans] 
(e.g., Canada and Australia). 

 
1.1 Have any of these publicly-held utilities been fully-integrated utilities with similar 

characteristics to BC Hydro (size, revenues, customers base, etc.)?   
 
1.1.1 If yes, please provide a list of these utilities, including where they are 

located and their service area. 
 

1.1.2 In each case, please identify whether the implementation of PBR was 
directed by the regulator, stakeholders or the government body, and the 
primary rationale for doing so. 

 
1.1.3 Did implementation of PBR result in lower rates for ratepayers and/or 

increased returns to the shareholder, in any of these cases?  Please 
provide details. 
 

2.0 Topic: Crown Corporations 
Reference: Exhibit A2-7 (PEG Presentation) slide 69; Exhibit B-1, F2020-F2021 
BC Hydro Revenue Requirements Application (RRA), page 11-5; Transcript 
Volume 6 (January 21, 2020), RRA, pages 735, 764. 
 
In its RRA (page 11-5), BC Hydro states that it: 
 

 …does not have a mandate to maximize profits, which can dull the additional 
“carrot” incentive that PBR attempts to provide. This does not mean that BC 
Hydro will not seek out and find additional efficiencies in future years. Rather, it 
means that the incentive to find these efficiencies would come, as it does today, 
from the obligation and commitment on the part of management to deliver on its 
mandate within the budget set by the BCUC, and not from the opportunity to 
increase earnings. 

 
In the RRA proceedings, on January 21, 2020, Ms. Ryan (BC Hydro Chief Human 
Resources Officer) testified that: 
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So the holdback pay, which is what we call incentive pay at Hydro, for our 
directors and executives is based on the service plan, and the service plan has 
the measure around keeping bills affordable.   
 

Further, Mr. Riley (BC Hydro President and CEO) stated that: 
 
 Executives are eligible for up to 20 percent (holdback). 

 
On slide 6 of its PowerPoint, PEG states that: 
 

Management can be stimulated to improve efficiency with incentivized 
compensation. 

 
2.1 Since BC Hydro does not have a mandate to maximize profits, please identify the 

recommended incentives that could be used in a PBR model for regulating BC 
Hydro? 
 

2.2 Describe the types of incentives used for public utilities that are subject to PBR. 
 

2.3 Given that BC Hydro executives already have a significant 20 percent holdback, 
how would you propose to motivate BC Hydro management to improve 
efficiency? 
 

3.0 Topic: Sharing Benefits under PBR 
Reference: Exhibit B-1, RRA, pages 11-5, 11-21 – 11-22. 
 
In Section 11.1.4 of the RRA which discusses Creating and Sharing Benefits Under 
PBR, BC Hydro states: 
 
The goal of adopting PBR is to incent a process through which savings – that were not 
previously identified under cost of service regulation – are discovered.  The strength of 
the incentives provided depends on the extent to which the amount of revenue 
recovered through rates is independent from BC Hydro’s costs, rather than dependent 
on them. 
 
In Section 11.4 of the RRA, BC Hydro discusses various mechanisms to allocate the 
benefits achieved under PBR between BC Hydro and its customers. This section 
addresses those mechanisms as well as others that may be included in a PBR plan as 
follows: 
 

 PBR Term and Efficiency Carry-Over Mechanisms 

 Stretch Factors and Earning Sharing Mechanisms 

 Off-Ramps and Re-Openers 
 
Further BC Hydro states that: 
 

It is important to recognize that mechanisms to allocate benefits achieved under 
PBR may affect the strength of the incentives provided to discover those benefits 
in the first place. 
 



 
 

The strength of the incentives provided depends on the extent to which the 
amount of revenue recovered through rates is de-linked from a utility’s costs, 
over the term of the PBR plan. Incentives are weak when the utility has the ability 
to pass along cost changes in the form of rate changes and are strengthened as 
this ability becomes more limited. 
 

3.1 What are the pros and cons of implementing stretch factors and earning sharing 
mechanisms under PBR, especially for a public utility like BC Hydro? 
 

3.2 Would you recommend stretch factors or earning sharing for BC Hydro or a 
hybrid of both?  Please provide your reasons. 

 
3.3 Confirm or explain otherwise, that the goal of adopting PBR is to incent a process 

through which savings – that were not previously identified under cost of service 
regulation – are discovered.  Please provide your reasoning.   

 
3.4 Confirm of explain otherwise that the strength of the incentives provided depends 

on the extent to which the amount of revenue recovered through rates is 
independent from BC Hydro’s costs, rather than dependent on them.  Please 
provide your reasoning. 
 

4.0 Topic: Does MRP Make Sense for BC Hydro? 
Reference: Exhibit A2-7 (PEG Presentation) slide 70; Workshop Transcript 

(September 8, 2020) – Volume 2; Exhibit B-1, RRA, page 11-5; Exhibit 
B-1, Appendix FF, Executive Summary. 

 

On slide 70 of PEG’s PowerPoint, in support of MRP, states: 
 

 Continued COSR [cost of service regulation] for BC Hydro means biennial rate 
cases entailing WEAK performance incentives and high regulatory cost 

 
 BC Hydro rate cases long and complex  

 
From the Executive Summary of Appendix FF of the RRA, 
 
Finally, if the PBR regime is not developed in accordance with sound economic 
principles, or there is not a strong commitment to the fundamental tenets of PBR on the 
part of either the regulator or the government, the significant resources required to 
design and implement a PBR regime would be difficult to justify. The adoption of PBR 
may simply fail the cost-benefit test under these conditions. 
 
From the RRA, on page 11-5 BC Hydro states: 
 
First, cost of service regulation should be given the opportunity to work.  BC Hydro 
believes that unconstrained cost of service proceedings would address the issues raised 
the BCUC in its Decision on our Previous Application. 
 
Second, given that BC Hydro is only now returning to enhanced regulation, it is likely to 
be more challenging to secure stakeholder support for the principles of PBR.  BC Hydro 
believes that the most effective way to build the familiarity and comfort required to 



 
 

secure stakeholder support for the principles of PBR is through successive cost of 
service proceedings. 
 
Third, cost of service regulation is more intuitive and accessible, while PBR is more 
esoteric and relieve heavily on specialized expertise. 

 
4.1 Please identify the performance incentives that are considered “WEAK”, as 

stated in PEG’s slide 70. 
 

4.2 Describe what costs are being referenced when PEG refers to “high regulatory 
costs” in slide 70. 

 
4.3 Confirm, or explain otherwise, that PBR also has associated regulatory costs.  If 

so, please describe these? 
 
4.4 Provide any evidence/studies that shows that the costs of COSR is less costly 

that PBR, especially for a public utility like BC Hydro?  
 
4.5 Confirm, or explain otherwise, whether BC Hydro returning to enhanced 

regulation and having regular rate cases could result in more stakeholder and 
regulatory familiarity and therefore reduce the complexity and length of rate case 
proceedings going forward?      

 
5.0 Topic: Does MRP Make Sense for BC Hydro for Crown Corporations? 

Reference: Exhibit A2-7 (PEG Presentation) slide 72; Workshop Transcript 
(September 8, 2020) – Volume 2, page 249. 
 
On slide 72 of PEG’s PowerPoint entitled “Does MRP Make Sense for BC Hydro” it 
states:   
 

No 

 

Crown corporation arguments 
 

From page 249 of the Transcript, Mr. Lowry says: 
 
So let me hasten to talk about the downside of this.  I think that these Crown corporation 
arguments do hold some water because, as I’ve said, there’s [sic.] isn’t an impressive 
track record of publicly held utilities doing swimmingly well under PBR. 
 
5.1 Please identify the Crown corporations that are deemed to “hold some water”, 

especially as it relates to implementing PBR for BC Hydro. 
 

5.2 Identify and provide further information about the poor track record of publicly 
held utilities that are regulated under PBR, including names of the utilities and 
the type of PBR used in each case. 

 
5.3 Explain the reasons for why PBR failed for these publicly held utilities. 
 
5.4 Given the above, provide recommendations of how to avoid the same negative 

outcomes in implementing PBR for BC Hydro. 



 
 

6.0 Topic: Baby Steps 
Reference: Exhibit A2-7 (PEG Presentation) slide 74; Transcript (September 8, 
2020) – Volume 2, page 157, 254. 
 
On slide 74 of PEG’s PowerPoint, PEG lists “Shared saving” PIM [Performance 
Incentive Mechanisms] for conservation, PIMs for local “non-wire alternatives” and 
systemwide peak load management  
 
On slide 75, opportunities for pilot programs are included under Multi-year Rate Plan. 
 
From page 157 of the Transcript: 
 
MR. ANDREWS:    Why would innovative pilot programs not be feasible under a cost of 
service regulatory model? 

 
MR. LOWRY:    There would be but there would be less need for them.  I mean, a pilot 
program makes more sense in the context of a multiyear rate plane where you're kind of 
worried about what somebody's going to say about this four years down the road, 
particularly if it goes badly.  And so you want to take a risk but you don't want to be 
unduly exposed to the risks.  And this runs contrary to the kind of happy talk about PBR 
that you sometimes hear that it's kind of created all these -- inspired all this innovation. 
But in reality sometimes even a sophisticated jurisdiction like the Brits have recognized 
that sometimes innovation needs a push, even in the context of a lengthy multiyear rate 
plan.   
 
From page 254 of the Transcript: 
 
…sometimes there are these very complicated shared savings PIMs for conservation 
that a least have the benefit of doing a serious job of looking at the net benefits of 
conservation, and then according the company a share.  That’s just an idea.  I don’t 
know if the higher regulatory cost is worth it, but it’s possible that the amortization of the 
DSM expenses today is a little bit of a crude tool. It’s possible that it’s pushing the 
company in the direction of excessive conservation. 
 
6.1 Provide an example of how a shared saving PIM can be structured for demand-

side management (DSM) programs at BC Hydro. 
 

6.2 Expand on your comment “I don’t know if the high regulatory cost is worth it” in 
the context of shared savings PIMs for conservation.  What high regulatory costs 
are expected in your experience? 

 
6.3 Explain your comment that the amortization of DSM expenses is “a little bit of a 

crude tool” possibly pushing BC Hydro in the direction of excessive conservation.  
Specifically, why is it crude and do you think it is preferred over a traditional COS 
approach? 
 

6.4 Provide an example of how a PIM can be structured for non-wire alternative and 
systemwide peak load management at BC Hydro. 

 
6.5 Provide an example of how pilot programs are included under MRP and how BC 

Hydro would be incented to implement pilot programs. 



 
 

6.6 Confirm, or explain otherwise, that utilities, on average, are less innovative under 
a cost of service regulation regime.  Provide any examples to support your 
reasoning. 

 
6.7 Explain your comment that “sometimes innovation needs a push”.  How could 

this be achieved under MRP?  Provide any examples to support your reason. 
 

7.0 Topic: Does PBR Make Sense in a Recession 
Reference: Exhibit A2-7 (PEG Presentation) slide 78; Workshop Transcript 
(September 8, 2020) – Volume 2, page 263. 
 
On slide 78 of PEG’s PowerPoint, PEG states that a  
 

 Recession will hopefully be winding down by the time that a PBR regime would 
be implemented. 

 Revenue decoupling and tracking of bulk power sales margins would protect BC 
Hydro from unexpectedly we[a]k sales volumes 

 Issues of whether to raise rates at all during recession is legit but arises under 
COSR as well as PBR 

 
Further on page 263 of the transcript, Mr. Lowry states: 
 
I was thinking more in the case about the MRP, that if you decided to do – the 
Commission decided we’re going to do an MRP and we’re going to do it next year, well 
than maybe you would use some work of a simple index to escalate allowed revenue for 
2022.  Then you’re working on something that would kick in starting in the early part of 
2023, right?  And hopefully by then the inflation (audio drops) would be – you know, kind 
of the whole North American economy, so there would be less of an issue about this. 
 
….. 
 
Well, a stair step or hybrid could well be somewhat less risky for the company than an 
index. I mean, the whole use of an actual comprehensive indexing for a vertically 
integrated utility is it’s not widely done. I had mentioned the Hawaiian Commission is 
wanting to go in that direction.  But, you know, this isn’t generally done – hasn’t been 
done since back in the 1990s, really.  So I wasn’t really advocating that for BC Hydro, 
although it is feasible. 
 
7.1 Please explain the timing of the implementation of a PBR regime as it relates to 

whether the BC economy is in a recession. 
 

7.2 Confirm or explain otherwise if it would be prudent for BC Hydro to delay 
implementing PBR if the BC economy is in the midst of a recession. 

 
7.3 Explain what contingencies or mechanisms for escalating allowed revenue can 

be put in place should a recession be in place under a PBR regime.   
  



 
 

8.0 Topic: Shareholder Benefits 
Reference: Workshop Transcript (September 8, 2020) – Volume 2, page 153. 
 
From page 153 of the Transcript: 
 
MR. QUAIL:    But to what extent is the fact that the return on equity is set by order in 
council, the government, make that largely irrelevant?   There's no 
impact on what is retained for the benefit of the shareholder at least, regardless of 
decoupling. 
 

MR. LOWRY:     Well, I mean, I guess I'm not familiar with how literally that is true.  I 
mean, I didn't think that the company's cost -- you know, I didn't think 
there was a true-up mechanism that by dint of some law or order in council insured that 
the company's ROE was always the same.  I didn't think that that existed in British 
Columbia.   
 
MR. QUAIL:     Well, in practice, the government's cut is quantified precisely by order in 
council and at least the practice, I think it's fair to say, has been that 
Hydro hasn't sought to somehow stash away any spare I mean their situation has been 
the opposite and their burden, as people have said, with a large surplus of 
electricity.  I don't see how a lot of these considerations really engage the real life 
circumstances of this utility as it’s right now. 
 
MR. LOWRY:     Okay.  Well, one thing that I will really admit, that I don't know 
everything about BC Hydro's regulation because as I say I wasn't aware that at the end 
of the day the company always earns only it's target rate of return. 
 
MR. QUAIL:    Yeah, there's a stipulated amount by order in council which is set by the 
government and is immutable. 
 
8.1 Since the return on equity is a stipulated amount by order in council that is 

always the same, what impact would this have on any PBR regime that is 
implemented for BC Hydro?  How would this affect BC Hydro’s incentives and 
benefits to implement PBR?  Would this result in lower rates for ratepayers?  
Please provide your reasoning. 
 

8.2 Confirm, or explain otherwise, that this stipulated return on equity would provide 
no benefits for BC Hydro’s shareholder in implementing PBR. Please provide 
your reasoning.   
 

8.3 In order to have an effective PBR regime for BC Hydro, would this order in 
council need to be revised, in your opinion?  Please provide your reasoning. 

 
8.4 How would you recommend that the order in council be revised to implement a 

success PBR regime for BC Hydro?  Please provide your reasoning. 
 



 
 

9.0 Topic:  PBR Implementation 
Reference: Exhibit A2-7 (PEG Presentation) slide 73 - 74; Exhibit B-1, RRA, page 
11-24, 11-25.   
 
On slides 73 - 74 of PEG’s PowerPoint, PEG lists “Baby Steps” for PBR Ideas for BC 
Hydro.  It also states that “Baby Steps” include: “3 forward test years”. 
 
On page 11-24 of the RRA, BC Hydro states: 
 
….we conclude that the PBR term should be at least five years as a longer term would 
provide stronger incentives. 
 
Further on page 11-25 of the RRA, BC Hydro describes two important considerations 
that should inform the length of the PBR term: 
 

 First, as the length of the PBR term increases, the incentives for the utility to 
achieve efficiencies also increases….. 

 Second, the PBR term must be long enough to allow the utility to undertake the 
changes and investments necessary to discover and achieve additional 
efficiencies….. 

 
9.1 In your opinion, which of these “Baby Steps” on slides 73 – 74, would you 

recommend that BC Hydro to implement first, and provide your reasons? 
 

9.2 Of these “Baby Steps” which of these would provide the most benefits to BC 
Hydro, its ratepayers and shareholder in your opinion, and provide your reasons? 

 
9.3 In addition to these “Baby Steps” identified in these slides, are there any other 

recommendations?  Please list these. 
 
9.4 Provide your reasons for suggesting a PBR “Baby Step” of 3 forward test years. 
 
9.5 Confirm, or explain otherwise, if you agree with BC Hydro’s two considerations 

that informed its proposed length of the PBR term.  Provide your reasons. 
 
9.6 Confirm, or explain otherwise, if you agree that a PBR term should be at last five 

years and provide your reasons. 
 

10.0 Topic:  Productivity Factors 
Reference: Exhibit B-1, RRA, page 11-13; Workshop Transcript (September 8, 
2020) – Volume 2, page 249. 
 

On pages 11-3 and 11-4 of the RRA, BC Hydro states that: 
 
..while the utility’s past performance may inform the productivity factor at the start of a 
PBR plan, it cannot be used repeatedly.  Rather, ongoing adjustments to the productivity 
factor should be based on a representative peer group of utilities in the same industry.  
The selection of peer group is fundamental to the fairness of the PBR plan, since 
benchmarking against utilities that are not facing the same operating circumstances 
could result in a formula that is too aggressive or too lenient. 
 



 
 

From page 249 of the Transcript: 
 
So let me hasten to talk about the downside of this.  I think that these Crown corporation 
arguments do hold some water because, as I’ve said, there’s isn’t an impressive track 
record of publicly held utilities doing swimmingly well under PBR. 
 
10.1 Please identify the appropriate peer group that could be used for benchmarking 

BC Hydro, in your opinion.   
 

10.2 Discuss any challenges of choosing a representative peer group of utilities in the 
same industry given your comments that there is not an impressive track record 
of publicly held utilities doing swimmingly well under PBR. 
 

11.0 Topic:  Revenue Caps 
Reference: Exhibit B-1, RRA, page 11-20 - 11-21; Exhibit A2-7 (PEG 
Presentation) slide 81. 
 
BC Hydro states on page 11-21 of its RRA, that the PBR Formula should be a Revenue 
Cap.  Further: 
 
A revenue cap would recognize the continued uncertainty around the load forecast.  A 
revenue cap is also consistent with the approach that the BCUC has previously 
approved for FortisBC’s natural gas and electricity utilities. 
 
On slide 81 of PEG’s PowerPoint: 
 
Progress has recently been made in developing rate and revenue cap indexes for 
VIEUs, transmitters, and hydroelectric generator 
 
11.1 Confirm, or explain otherwise, if you agree with BC Hydro that the PBR Formula 

should be a Revenue Cap.  Please provide your reasons. 
 

11.2 Discuss what progress has been made in developing revenue cap indexes for 
VIEUs, similar to BC Hydro’s operations.   

 
12.0 Topic:  Carve Outs 

Reference: Exhibit B-1, RRA, page 11-19, Table 11-2 (page 11-40). 
 
On page 11-19 of the RRA, BC Hydro states that: 
 
Overall, we believe that a hybrid approach, which includes some “carve outs” from the 
PBR formula, would be appropriate for BC Hydro given our capital investment 
requirements and various uncontrollable costs. 
 
Table 11-2, taken from page 11-40 of the RRA shows which components would likely be 
“carved out” from the PBR formula entirely as well as those component “adders” in a 
PBR formula. 
 



 
 

 
 

12.1 Confirm, or explain otherwise, if you agree that “adders” or “carve outs” may be 
necessary under a PBR Plan for BC Hydro. Please provide your reasons. 
 

12.2 Confirm, or explain otherwise, if you agree with the “adders” and “carve out” that 
BC Hydro has identified in Table 11-2. Please provide your reasons. 
 

12.3 Are there additional “adders” and “carve outs” that you would recommend to be 
incorporated in Table 11-2? Please list and provide your reasons.   
 

13.0 Topic:  Design of a PBR Approach 
Reference: Exhibit B-1, RRA, page 11-19 – 11-20 
 
Dr. Weisman provides some principles to guide the design of a PBR approach that 
appropriately reflects the unique circumstances of a utility: 
 

 It should be more broad-based than targeted so that a utility does not develop 
excessive attention to those items covered by the PBR formula at the expense of 
items that are “carved out” of the formula and so that the utility is not incented to 
make inefficient decisions to push additional costs outside of the PBR formula;  
 

 Items over which the utility has little or no control should be “carved out” of the 
PBR formula; 

 

 With regards to capital projects, the productivity improvements assumed by the 
“X” factor must recognize that increased investment is required in the electricity 
industry. 

 
13.1 Confirm, or explain otherwise, if you agree with Dr Weisman’s comments.  

Please provide your reasons. 
 

13.2 Are there other principles that you would add to these principles?  If so, please 
list these and provide your reasons. 

 

Table 11-2 

Likely subject to PBR formula 
with some "adders" or ''carve 

outs'' 

Operating Costs 

Management of Various Cost 
Components under a PBR Plan 

Various options - approach Likely "carved our from the 
best determined through PBR PBR formula entirely 

application process 

Capital Expenditures Cost of Energy 

Taxes 

Finance Charges 

Demand Side Management 

Revenues and Subsidiary Net 
Income 




