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Robert Hobbs 

Email: rhhobbs@shaw.ca 

_____________________________________________________________________ 

October 29, 2020 

Via Email 

 

Ms. Marija Tresoglavic 

Acting Commission Secretary 

BC Utilities Commission 

Sixth Floor, 900 Howe Street, Box 250 

Vancouver, BC V6Z 2N3 

 

Dear Ms. Tresoglavic: 

Re:  FBC Annual Review for 2020-2021 Rates 

 

By letter dated October 27, 2020 (Exhibit  A-40,  the Commission invited the ICG to 

provide a reply submission to FBC response (Exhibit B-11) to ICG’s request (Exhibit C4-

3) that FBC be directed to respond to the ICG IR 8 series of information requests.   By 

this letter, the ICG provides reply submissions to FBC submissions found in Exhibit B-

11. 

 

On three issues, the ICG and  FBC agree: 1) the “cost of capital is a complex and 

important exercise --- that requires a … proceeding for that purpose”1, 2) evidence in this 

proceeding is insufficient for the Commission to approve the cost of capital, and 3) the 

cost of capital is a significant component of the rates to be approved.   However, FBC 

submits that the Commission Panel in this proceeding does not need to make any 

determinations relevant to the cost of capital because the cost of capital for 2020 and 

2012 has been previously determined by the Commission.  The ICG submits the Utilities 

Commission Act, in the circumstances of this Application, compels the Commission to 

determine the cost of capital before final approval of rates. In that regard, the ICG 

submits: 

 

1) The Commission must make a determination, before approving rates, that the 

rates to be approved are just and reasonable;  

2) The Commission cannot determine that the applied for rates are just and 

reasonable without also determining that the cost of capital is fair and reasonable. 

In particular, the Commission must determine the fair and reasonable ROE for 

2020 and 2021;   

3) Because there is insufficient evidence in this proceeding to determine that Order 

G-47-14 and Order G-129-16 can be relied upon for a fair and reasonable cost of 

capital, the Commission cannot determine that the applied for rates are fair and 

reasonable; and  

4) In the absence of sufficient evidence to determine the fair and reasonable cost of 

capital for 2020 and 2021, the Commission should deny FBC’s application for 

                                                           
1 Exhibit B-11, p. 3 
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final approval of rates and approve rates on an interim basis pending the 

necessary determinations regarding the fair and reasonable cost of capital. 

 

As the ICG submitted in Exhibit C4-3, Section 58(1)2  of the Utilities Commission Act 

requires a hearing before rates are set; and a determination that the rates are just, 

reasonable and sufficient before making changes to rates.  That determination cannot be 

made if even one component of the revenue requirement has not been adequately 

explored or is unfair.  

 

There are many established principles that help regulators determine rates that are just, 

reasonable, and sufficient.  One of those principles is that current day conditions must be 

given consideration to ascertain the rate of return to be allowed utilities.  Nevertheless, 

FBC would have the Commission ignore current capital market conditions and apply a 

ROE determined in very different market conditions.  The purpose of the CoC IRs was to 

provide objective market evidence that Order G-47-14 and Order G-129-16 can no longer 

be relied upon.  The ICG has never proposed that the fair ROE should be established in 

this proceeding.     

 

Not only does FBC submit that current market conditions should not be considered but 

that current market conditions should not be considered in the midst of a pandemic.3   At 

the same time, FBC refuses to reduce its expenses or provide any other rate relief. 

Customers of all rate classes are carrying the burden of harsh economic circumstances 

resulting from the pandemic.   And yet FBC would have the Commission increase 

expenses during the pandemic, and not determine a fair ROE.   That is unfair to 

customers and should not be accepted by the Commission because it is unfair, and 

because the Commission is compelled by legislation to determine fair and reasonable 

rates before approving the rate increases sought by FBC in this proceeding.    

 

FBC submits that consideration of current market conditions may lead to the same cost of 

capital or a lower or higher cost of capital.4    Perhaps, but that is no reason to not 

consider current market conditions.  The Commission must ensure the rates are fair and 

reasonable, which is more important, not less important during a pandemic. Again, a 

determination of the fair and reasonable cost of capital is required by Section 58(1) 

before final rates are approved.     

 

The purpose of the CoC IRs was to provide objective evidence regarding those market 

conditions.  That may not be necessary because FBC now agrees that market conditions 

have changed since Order G-129-16 was issued.5  Based on the same FBC submissions, 

                                                           
2 FBC chose to make no submissions regarding Section 58(1) on which it relies for approval of rates in this 

proceeding.  
3 Exhibit B-11, p. 4,  FBC refers to the deferral of the Alberta Generic Cost of Capital proceeding but 

neither mentions the approved ROE,8.5%, approved capital structures of 37%,  the date of the last Generic 

Cost of Capital proceeding, 2018,  nor whether the AUC approved the cost of capital beyond the period 

subject to the previous AUC Generic Cost of Capital Decision, it did not.  .   
4 Exhibit B-11, p. 3 
5 Exhibit B-11, p. 4.  FBC states the pandemic has “brought extraordinary turmoil and uncertainty to the 

capital markets and utilities’ risk profiles”. 
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the ICG submits that the Commission may now conclude that Order G-47-14 and G-129-

16 can no longer be relied upon and not direct FBC to respond to the CoC IRs.   In the 

event the Commission disagrees, the ICG submits the Commission direct FBC as 

requested in Exhibit C4-3. 

 

FBC submits that existing approvals should be relied upon in this Annual Review6  and 

that existing approvals are sufficient to set rates for 2020 and 2021.    The examples listed 

by FBC:  “multi-year ratemaking plan (MRP), CPCNs for projects, power purchase 

agreements” all are specific to a project, agreement or test period.7  FBC then states that 

“it is not feasible to turn Annual Reviews into a forum in which the merits of every past 

order of the BCUC are subject to IRs and argument.”8  In all cases, the Commission must 

determine whether such orders can be relied upon.   

Whether or not such a process is feasible, is not relevant given the clear intent of the 

legislature expressed in Section 58(1).  Each previous order needs to be considered by the 

Commission when the Section 58(1) determination is made.  As the ICG submitted in 

Exhibit C4-3, Order G-47-14 and Order G-129-16 can no longer be relied upon for rate 

setting purposes.  This prompts the need for a review of the cost of capital and interim 

rates.   Again, in all cases, the issue of whether a previous order can be relied upon must 

be within the scope of a rate hearing.   In the examples provided by FBC, there will be no 

need to consider the merits of previous orders because the orders are clear in scope and 

specific to a project, agreement or test period.   However, that is not the case for Order G-

47-14 and Order G-129-16.   

 

There may from time to time be a regulatory lag between capital market changes and the 

rate of return to be allowed.  However, every time the Commission changes rates the 

Commission must first determine that the rates to be approved are fair and reasonable.   

To allow the regulated utility to freely determine when to adjust one component of the 

revenue requirement and not another will inevitably lead to rates that are unfair and 

unreasonable.    The Section 58(1) determination protects customers from such bias in 

ratemaking.   

 

 

Yours truly,  

 

 

(Original Signed) 

 

Robert Hobbs 

                                                           
6 Exhibit B-11, p. 2 
7 The legislature enacted Section 60(1)(b.1) in order to provide jurisdiction for the Commission to approve  

“a mechanism, formula or other method” such as the MRP for setting rates.  Otherwise, the determination 

required by Section 58(1) would have limited the Commission’s use of PBR mechanisms.   Section 

60(1)(b.1) does not extend to Order G-47-14 or Order G-129-16. 
8 Exhibit B-11, p. 2 




