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1.0 Reference: Exhibit A2-5, page 2 

Preamble: On this page the Report discusses the benefits of the Power 
Industry and what contributes to consumer benefits. 

1.1 There no reference in the Report to the benefits 
consumers receive from power that is competitively 
priced and affordable?  Please discuss whether the 
authors of the Report consider these to be “benefits” 
and why. 

1.2 Please explain why competitively priced and 
affordable were not listed as consumer benefits in the 
Report. 

2.0 Reference: Exhibit A2-5, page 3 

Preamble: The Report states: “Regulation should be effective but 
efficient. Regulatory cost tends to be greater to the extent 
that a Commission must regulate numerous utilities and/or 
there are numerous complicated issues to consider.” 

2.1 Should the primary focus be on making regulation 
effective or making regulation efficient? 

2.2 Please explain the specific reasoning behind and 
support for the authors’ prioritization of one goal over 
another, or their determination not to prefer one over 
another. 

2.3 Please confirm that the second sentence quoted 
above is not suggesting that ratepayers face higher 
rates as a result of their regulators’ work for other 
utilities (i.e. that regulatory costs incurred to regulate 
Utility A are not higher than they would be if the 
Regulator was to oversee that utility’s operations 
absent its work to oversee Utility B, Utility C., etc.) 
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2.4 Please confirm whether the Authors view PBR as a 
valid means of avoiding regulatory costs associated 
with the public’s participation in processes where 
complicated issues are being considered.        

3.0 Reference: Exhibit A2-5, page 3 

Preamble: The Report states: “The goal of the PUC should therefore be 
to encourage maximum net benefits from utility operations 
subject to constraints imposed by other branches of 
government on matters such as industry structure, 
environmental impacts, and fairness”. 

3.1 How would the authors propose that “net benefits” be 
measured/assessed? 

3.2 In the authors’ view, does the legislative mandate of 
the BCUC (per the Utilities Commission Act) align with 
this goal? 

4.0 Reference: Exhibit A2-5, page 8 
Exhibit A2-7, Slide 6 

Preamble: The Report states: “Cost containment incentives are 
strengthened to the extent that COSR involves regulatory 
lag.  We define this as the length of time between a change 
in a utility’s cost and a corresponding change in its rates. A 
longer lag gives the utility more time to profit from efforts to 
cut its costs. This strengthens its cost containment 
incentives.” 

4.1 Is it not the case that, under COSR, consumers only 
benefit from such cost containment when the change 
(reduction) in a utility’s costs is reflected in rates?   

5.0 Reference: Exhibit A2-5, page 8 

Preamble: The Report states: “To the extent that key business 
conditions are favorable, revenue growth between rate cases 
roughly matches (and can even exceed) utility cost growth. 
Infrequent rate cases then create regulatory lag that 
strengthens utility performance incentives. Customers 
receive the benefit of base rates that are unchanged in 
nominal terms and falling in real terms.” 

5.1 If revenue growth exceeds cost growth, why wouldn’t 
more frequent rate cases benefit consumers further, in 
that it would lead to rates that fall in nominal terms? 
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6.0 Reference: Exhibit A2-5, page 9 

Preamble: The Report states: “However, incentives to contain tracked 
costs are weakened unless trackers are incentivized and/or 
the prudence of these costs is carefully reviewed”. 

6.1 In the authors’ experience, what types of incentives 
are most commonly used to encourage cost 
containment for “tracked costs”.  Please address the 
incentives that are useful when addressing CapEx in 
this response. 

7.0 Reference: Exhibit A2-5, pages 9 and 13 

Preamble: The Report states (page 9): “We conclude that COSR does 
not work well to the extent that regulatory cost is especially 
high for reasons such as chronically unfavorable business 
conditions.” 

 The Report states (page 13): “We noted above that COSR 
provides weaker incentives for cost management when 
business conditions are chronically adverse.” 

7.1 Are the authors suggesting that COSR does not work 
well under unfavourable business conditions (such as 
when cost growth exceeds revenue growth) because 
this leads to high regulatory costs or because COSR 
is not particularly useful at containing high cost 
growth?  If the latter, is this because the authors do 
not view COSR as being particularly effective at being 
able to:  i) establish what the appropriate costs are 
and/or ii) incent utilities to efficiently manage their 
costs. 

8.0 Reference: Exhibit A2-5, page 10 

Preamble: The Report states: “The cost of gas and electric utilities is 
highly correlated with the number of customers that they 
serve. Thus, the tendency of system use to grow more 
rapidly than cost is often measured by use per customer 
(aka average use).” 

8.1 Please explain more fully both of the sentences in the 
above referenced passage, particularly in the context 
of a fully integrated utility where a significant portion of 
the costs are related to power generation. 

9.0 Reference: Exhibit A2-5, page 13 

Preamble: The Report states: “We call this period the “golden age” of 
COSR because this regulatory system worked well under 
these conditions.” 
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9.1 In what ways was a regulatory system based on 
COSR considered to “work well” under these 
conditions (e.g. infrequent rate cases, resulting rates 
were “fair” per Section 2.3 of the Report, or on some 
other basis)? 

 
10.0 Reference: Exhibit A2-5, pages 14-15 

10.1 The analysis in Section 3.5 implies that the 
effectiveness of COSR (or any other form of 
regulation) can be measured strictly in terms of its 
impact on productivity.  If one is measuring the 
effectiveness of COSR (or any other form of 
regulation) are there other factors besides “impact on 
productivity” that need to be considered?  For 
example, doesn’t need for fairness (as discussed in 
Section 2.3) require that the improvements in 
productivity be passed on to consumers or, at 
minimum, shared between consumers and utility 
owners? 

11.0 Reference: Exhibit A2-5, page 16 

Preamble: The Report states: “Most PBR approaches used today can 
be characterized as incremental reforms to COSR designed 
to address these problems rather than entirely different 
regulatory systems. For example,  
• Multiyear rate plans strengthen the incentive to contain the 
cost of base rate inputs by reducing the frequency of rate 
cases.  
• Revenue decoupling reduces the throughput disincentive to 
bolster system use.  
• Other PBR provisions provide targeted encouragement to 
use disfavored inputs.  
• Performance incentive mechanisms target weak points in a 
utility’s incentive structure. “ 

11.1 With respect to the first bullet, is there not a trade-off 
involved in the multi-year rate plans in that they may 
strengthen the incentive to reduce costs but they also 
increase the period of time between when a utility 
achieves cost reductions and when the benefits of 
such reductions are passed on to consumers? 

11.2 Please explain more fully what is meant by the point 
made in the second bullet. 
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12.0 Reference: Exhibit A2-5, pages 17 and 18 

Preamble: The Report (page 17) states: “PBR can then be said to 
represent progress in “regulatory technology” that increases 
the size of the economic pie available for higher earnings 
and better terms of service”. 

 The Report (page 18) states: “The potential benefits from 
rate regulation are therefore increased and PBR plans can 
be designed so the benefits of performance improvements 
are shared between shareholders and customers.” 

12.1 How can regulators ensure that a portion of the 
increased “economic pie” is used to “better terms of 
service” (or lower rates) as opposed to it all simply 
contributing to higher earnings? 

13.0 Reference: Exhibit A2-5, page 19 
Exhibit A2-7, Slide 24 

13.1 Is the difference between “cost trackers” and “revenue 
adjustment mechanisms” that fact that the former 
adjusts rates in response to changes in costs whereas 
the latter adjusts rates based on change in cost 
drivers such as number of customers? 

13.2 It appears that revenue decoupling mechanisms and 
revenue adjustment mechanisms have fundamentally 
different purposes.  The former addresses the extent 
to which actual revenues differ from forecast due to 
sales volumes differences while the latter addresses 
changes in underlying costs.  Please discuss whether 
this interpretation is correct any why. 

14.0 Reference: Exhibit A2-5, pages 26-27 

Preamble: The Report states: “Utilities tend to resist PIMs involving 
penalties and to propose lenient targets, while consumer 
groups tend to resist PIMs involving awards and to propose 
aggressive targets.” 

 At page 27 the Report makes some observations regarding 
Performance Metric Systems in Practice. 

14.1 In the experience of the authors are PIMs involving 
either penalties or awards common? 

14.2 If yes, which is more common and in what areas of 
performance are either most frequently used? 
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15.0 Reference: Exhibit A2-5, page 29 

15.1 Would it be reasonable for regulators to require that 
any approach used to encourage the use of 
disfavoured inputs be supported by a cost/benefit 
analysis that demonstrates that the approach 
(including any incentives offered) results in overall 
benefits for consumers?  If not, why not? 

16.0 Reference: Exhibit A2-5, page 33 

16.1 Does the use of “cost trackers” require that, for 
purposes of setting rates, the associated costs be 
forecast for the period of the MRP?  

16.1.1 If not, please explain why? 

16.1.2 If yes, does this mean that under an MRP, 
those revenue requirement items dealt with 
through “cost trackers” their treatment is initially 
similar to that under COSR? 

16.2 Would events eligible for Z-Factor treatment be 
subject to the same type of regulatory review as they 
would under COSR? 

16.3 Overall, the more an MRP involves cost trackers and 
Z-Factors for elements of a utility’s revenue 
requirement as opposed to ARMS, would it not be 
similar to COSR? 

17.0 Reference: Exhibit A2-5, pages 37-38 

Preamble: The Report states (page 37): “Under revenue caps, the 
escalator permits growth in allowed revenue (aka the 
revenue requirement). The allowed revenue yielded by a 
revenue adjustment mechanism must be converted into 
rates, and this conversion requires assumptions regarding 
billing determinants.” 

The Report states (page 38): “A revenue cap requires a 
forecast of the (net) cost of service. A price cap requires, 
additionally, a forecast of billing determinants.” 

17.1 The first reference suggests that a billing determinant 
forecast is required under a revenue cap, whereas the 
second reference suggests a billing determinant 
forecast is required under a price cap.  Please 
reconcile. 
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18.0 Reference: Exhibit A2-5, page 45 

18.1 In the opinion of the authors, does BC Hydro’s current 
outlook for the next 5-10 years align more closely with 
the Traditional or the Contemporary Revenue 
Requirement Trajectory of VIEUs and why? 

19.0 Reference: Exhibit A2-5, page 49 
Exhibit A2-7, Slide 31 

Preamble: The Report states: “Some capital cost trackers return all 
capex underspends to ratepayers”. 

19.1 In such cases, is any effort made to distinguish 
between CapEx underspending due to project 
deferrals vs. underspending due to utilities carrying 
out planned capital projects more efficiently? 

19.2 If yes, how do regulators distinguish between the two 
types of underspending? 

20.0 Reference: Exhibit A2-5, pages 50-51 

Preamble: The Report states: “Concerns about exaggerated claims 
about capex requirements exist with supplemental capital 
revenue requests as well as with forecasted ARMS.” 

20.1 What are the authors’ views as to the most 
appropriate way(s) to address the fact that capital 
expenditure forecasts may exaggerated to then trigger 
rewards for underspending? 

21.0 Reference: Exhibit A2-5, pages 51-52 

21.1 Can efficiency/performance incentives be built into 
cost components that are subject to cost trackers, 
particularly capital expenditures? 

21.2 If yes, what are the authors’ views as to the preferred 
way(s) of dong to? 

22.0 Reference: Exhibit A2-5, page 62 

Preamble: The Report states: “ECMs offer several potential benefits. 
These mechanisms can discourage opportunistic cost 
deferrals and encourage utilities to achieve long-term 
performance gains that will benefit customers after a plan’s 
conclusion. Incentive power research by PEG has revealed 
that ECMs can materially strengthen performance 
incentives.” 

22.1 Please explain how ECMs can “discourage 
opportunistic cost deferrals”. 
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22.2 Are there other mechanisms that can be employed to 
discourage opportunistic cost deferrals, particularly 
with respect to capital spending?  If so, what are they? 

23.0 Reference: Exhibit A2-5, page 110 

Preamble: The Report states: “Inflation is expected to be slow in the 
next few years. However, the Company’s most recent load 
forecast suggests slow growth in its load. All residential load 
growth is expected to result from additional customer growth, 
as the Company forecasts no increase in residential use per 
customer. Under COSR, slow volume growth will prevent the 
Company’s revenue growth from keeping pace with cost 
growth between rate cases.” 

23.1 In the past, BC Hydro’s rate applications under COSR 
have generally involved multiple years that accounted 
for forecasts in cost escalation and forecasts of 
volume/customer growth along with the use of deferral 
accounts to track revenue variances.  Does this 
approach address the concern that “slow volume 
growth will prevent the Company’s revenue growth 
from keeping pace with cost growth between rate 
cases”? 

24.0 Reference: Exhibit A2-5, pages 105-106 and 111-112 

Preamble: The Report states (page 105): “BC Hydro has nearly 30 cost 
trackers (often referred to as regulatory accounts) in its 
ratemaking system. Tracked costs include those for 
pensions, storm restoration, and environmental remediation. 
None of these trackers are incentivized.” 

 The Report states (page 111): “For example, the revenue 
adjustment mechanism would not have to be indexed, or 
indexing could apply only to OM&A revenue (and possibly 
also to revenue for routine plant additions, as in the recent 
Fortis plans). Separate regulatory systems could apply to the 
Company’s generation, transmission, and distributor 
services. Should the Commission nonetheless prefer an 
indexed ARM, it should be noted that better ways to provide 
supplemental capital revenue when an indexed ARM is used 
is a major focus of PBR today.” 

24.1 In the view of the authors, which of BC Hydro’s nearly 
30 cost trackers (i.e., regulatory accounts) could be 
incentivized and how could this be accomplished? 

24.2 In the view of the authors what are the “better ways to 
provide supplemental capital revenue when an 
indexed ARM is used”? 
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24.3 Reference is made to the indexing of revenue for 
routine plant additions in Fortis’ recent plans.  Please 
confirm that in the most recently approved MRP for 
Fortis BC Inc (i.e. the electric utility) there is no 
indexing of any portion of the revenue requirement 
related to capital additions. 

25.0 Reference: Exhibit A2-5, pages 99, 112  

Preamble: The Report states: “Moreover, there has recently been 
extensive research undertaken by utilities for Colorado and 
Hawaii proceedings to design revenue cap indexes for 
vertically integrated electric utilities.” 

25.1 Specifically, what lessons/precedents do the authors 
believe can be taken from the Colorado and Hawaii 
proceedings and applied to BC Hydro? 

25.2 Are the results of the MFP growth studies undertaken 
for the Hawaii proceedings (per page 99) applicable to 
BC Hydro in its current circumstances?  Please 
explain in detail why or why not. 

26.0 Reference: Exhibit A2-5, pages 112-113 
Transcript, pages 205 &  

Exhibit A2-7, Slide 77 

Preamble: The Report states (page 112): “Separate regulatory systems 
could apply to the Company’s generation, transmission, and 
distributor services”. 

The Report states (page 113): “For reasons like these, MRPs 
are used in many jurisdictions to regulate publicly-owned 
utilities. A salient example is Hydro-Québec, a utility that is in 
many respects similar to BC Hydro.” 

Mr. Lowry states (page 205): “you could, in theory, have 
different ARMs for generation, transmission. It says here 
"transition", I meant to say "transmission". It's meant to say 
"transmission". And distribution”.   

Similarly, at page 258, Mr. Lowry states: “A different ARM 
might very well apply to different functions”. 

26.1 How does the fact that BC Hydro’s generation, 
transmission and distributor functions are all operated 
by the same entity and its organizational structure 
does not fully separate the three functions impact the 
application of separate regulatory systems/different 
ARMs to the three lines of business? 
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27.0 Reference: Transcript, page 136 

Preamble: Mr. Lowry states: “And one of them is called Custom IR, and 
that is the one that almost all of the big utilities in the 
province take, because that's the easy route to a whole 
bunch of extra money for capital. And so they are all 
proposing these so called custom IR plans, and the thing 
(audio drops) little bit out of control over the years and I'm 
certainly an advocate of somehow reforming the custom IR 
process”. 

27.1 Does the treatment of CapEx in the Ontario custom IR 
differ from the treatment of capex in FortisBC Inc’s 
recently approved MRP?  

27.2 Does the treatment of CapEx in FortisBC Inc’s 
recently approved MRP address the concerns Mr. 
Lowry has regarding Ontario’s custom IR treatment of 
capex? 

27.2.1 If not, why not? 

27.2.2 If yes, how? 

28.0 Reference: Transcript, page 150 

Preamble: Mr. Lowry states: “So I don’t think there is much incentive 
benefit for a forward test year”. 

28.1 Please explain what is meant by “incentive benefit”? 

28.2 Given that forward test years involved “forecasts” 
which can be controversial, what benefit, if any, are 
there to using forward as opposed to historical test 
years? 

29.0 Reference: Exhibit A2-5, page 70 
Transcript, page 152 

Preamble: The Report states: “The objective functions of publicly- and 
privately-owned utilities do differ.  Private utility owners care 
mainly about the level and variability of profits.” 

 Mr. Lowry states: “Well, the margin that might be gleaned 
from it’s passed back to the customer. That's the concern.  I 
mean there's still some incentive there but it's not as strong 
as it would normally be under utility regulations – not less 
strong than there would be under a price cap example either 
– because the margin is not kept by the company, it's passed 
back to the customer”. 

29.1 In the case of publicly-owned utilities such as BC 
Hydro were profit is less of a motive and 
considerations such as reasonable rates also come 
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into play, why is the fact that the “margin” is passed 
back to customers viewed as a “disincentive”? 

30.0 Reference: Transcript, page 201 

Preamble: At the Workshop the following exchange took place:   

“do you punish the shareholder for that imprudent 
expenditure that is made this wholly-owned company, a 
Crown corporation? 

MR. LOWRY: Well, I guess my own view is that -- and I was 
going to talk about this later, that I mean the government 
wants BC Hydro to be efficient, and they don't want to 
charge the ratepayer for imprudent expenditures and they, 
the government has taken pains to slow the company’s rate 
growth.  So why it would somehow be inappropriate to 
disallow the cost of a Crown corporation if they were deemed 
to be imprudent, I guess I'm at a loss as to why that isn't 
acceptable, and why the government wouldn't acquiesce in 
it”. 

30.1 Couldn’t the fact that BC Hydro is a crown corporation 
whose debt is guaranteed by the Province such that 
BC Hydro’s financial strength can impact the 
Province’s cost of borrowing be likely to impact the 
Government’s decision on such matters? 

31.0 Reference: Transcript, page 204 
Exhibit A2-7, Slide 54 

Preamble: Mr. Lowry states: “And so the analogue to a tracker freeze 
for BC Hydro, you might have a CapEx tracker or major plant 
additions like say the Site C project or maybe a big new 
transmission line, if there was one, but otherwise you would 
need some sort of gradual revenue escalation such as you 
might get from just inflation escalation. Customer growth 
would be, you know, less than half that. It might not be 
enough.” 

31.1 How does such an approach account for the fact that 
the revenue requirement associated with capital 
already in-service at the start of the MRP will decline 
over the MRP period as the assets are depreciated? 

32.0 Reference: Transcript, pages 225-226 

32.1 At page 225 Mr. Lowry suggests that the non-Heritage 
deferral account represents a positive move.  
However, on page 226, he suggests that existence of 
deferral and regulatory accounts is not desirable.  
Please reconcile the two statements. 
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33.0 Reference: Transcript, page 251 
Exhibit A2-7, Slide 73 

33.1 How is providing for an automatic escalation in 
revenue until there is another rate case (initiated by 
BC Hydro) in the interest of consumers?  Wouldn’t BC 
Hydro simply choose to continue under such a 
scheme as long as its revenues exceeded those that 
could be justified on a cost-basis?   

34.0 Reference: Transcript, page 253 
Exhibit A2-7, Slide 73 

Preamble: Mr. Lowry states (page 253): “Okay, so the next idea would 
be to have regularly scheduled statistical benchmarking 
studies by the Commission and the company”. 

34.1 Specifically, what type(s) of statistical benchmarking is 
Mr. Lowry suggesting should be undertaken? 

34.2 What role would the results of the “regularly-
scheduled statistical benchmarking” play:  i) in 
establishing the initial MRP framework for BC Hydro 
and ii) in informing the annual rate/revenue 
requirement changes during the MRP period? 

35.0 Reference: Transcript, page 254 
Exhibit A2-7, Slide 74 

Preamble: Mr. Lowry (page 254) states: “sometimes there are these 
very complicated shared savings PIMs for conservation that 
at 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”. 

35.1 What makes “shared savings PIMs for conservation” 
complicated?  Is it these complications (or some other 
factors) that lead to their high regulatory cost? 

35.2 How would the amortization of DSM expenses lead to 
excessive conservation and how would a shared 
savings mechanism address this? 

36.0 Reference: Transcript, page 255 

36.1 Would PIMs for non-wires solutions only be 
appropriate if the non-wires solution (including the 
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“cost” of the PIM) was the most cost-effective 
solution?  If not, why not? 

36.2 Would the application of only a partial true-up of 
estimated electric vehicle sales volumes to actuals be 
symmetric such that BC Hydro would be partially at 
risk if actual volumes were less than forecast? 

37.0 Reference: Transcript, page 258 
Exhibit A2-7, Slide 75 

Preamble: Mr. Lowry indicates that Energy and DSM Expenditures 
would be tracked under a BC Hydro MRP. 

 Mr. Lowry also states that “some amount of marketing 
flexibility could be considered if people are willing to do 
without the earnings sharing mechanism”. 

37.1 Currently BC Hydro regulatory and deferral accounts 
track more than just Energy and DSM expenditures.  
Does Mr. Lowry contemplate that all of BC Hydro’s 
existing regulatory and deferral accounts would 
continue under the MRP or would some of them be 
“eliminated”.  If some should be eliminated, which 
ones and why? 

37.2 Is one of the objectives of increased marketing 
flexibility to increase overall earnings such that non-
participating consumers as well as participating 
consumers benefit? 

37.3 Given that publicly-held utilities are less driven to 
bolster earnings, why is it necessary to do without an 
earning sharing mechanism if marketing flexibility is to 
be considered? 

38.0 Reference: Exhibit A2-7, Slides 73-77 

Preamble: The referenced slides set out Mr. Lowry’s ideas as to how 
BC Hydro might approach MRP in “baby steps”. 

38.1 Apart from the statistical benchmarking, is there other 
foundational work or studies that BC Hydro needs to 
complete in order to support the implementation of 
MRP (e.g., a multi-year capital plan, an integrated 
resource plan, surveys on customer preferences, 
etc.)?  

38.2 Is further direction required from Government (e.g. 
completion of Phase 2 of the Comprehensive Review 
of BC Hydro per Transcript, page 89) prior to the 
implementation of MRP for BC Hydro? 




