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SECTION 1 - PBR IS NOT THE BEST OPTION GENERALLY 

COST CONTAINMENT NOT THE OBJECTIVE 

1. Reference:  Exhibit A2-5, page 8 

 

1.1      Please confirm that PBR typically gives the utility a financial profit incentive to cut its 
costs.  

PEG Response 

Strengthened financial incentives for cost containment can be and usually is a goal of PBR.  
However, some PBR provisions address non-cost issues such as the quality of service. 

1.2      Please confirm that PBR formulas are typically based on aggregate actual or projected prior 
year cost, less flow-through items or excluded costs, multiplied by inflation factors (I 
factors), customer growth (G factors) and efficiency factors (X factors).  

PEG Response 

This statement is not confirmed.  Dr. Lowry’s concept of PBR, explained on pages 15-18 of his 
February report, is essentially the concept of “incentive regulation.”  He identifies four established 
approaches to PBR. 

• Targeted performance incentive mechanisms (“PIMs”) 

• Relaxing the revenue-usage link 

• Incentives for underused inputs   

• Multiyear rate plans (“MRPs”) 

These approaches can be used separately or in combination.  Multiyear rate plans feature attrition 
relief mechanisms (“ARMs”) that automatically escalate allowed rates or revenue.  Indexes with 
terms like those mentioned in the question are just one of several approaches to ARM design.  
When a regulatory system that changes revenue requirements chiefly using rate cases has any of 
these PBR provisions, it is a hybrid of COSR and PBR.    
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1.3     Please confirm that profit sharing of cost-reductions is not a mandatory part of regulating 

a utility with PBR formulas. 

PEG Response 

This statement is confirmed.  Many approved multiyear rate plans have not had earnings sharing 
mechanisms, especially in the telecommunications sector. 

1.4       Please confirm that a utility operating under PBR formulas is incented to cut costs in the 
immediate term of the PBR because any profit share can be maximized over the term of 
the PBR regulation. 

PEG Response 

Under the MRP approach to PBR, the utility is hopefully incented to cut costs during the plan, and 
some of its initiatives may also cut costs longer term. 

1.5       Please confirm that prudent management of a utility includes managing the efficiency and 
effectiveness of its operations. 

PEG Response 

This statement is confirmed.  However, utilities, like businesses in other sectors of the economy, 
vary in their efficiency.  Prudent management is difficult to recognize (even by managers) and 
regulation does not always incent it. 

1.6     Please confirm that such efficient and effective management of a utility is generally 
implemented through significant projects and programs in regard to which the utility 
management can generally provide accountability for the improvements. 

PEG Response 

Special projects and programs are certainly important ways to improve performance but not the 
only ways. 

1.7       Please confirm that prudent management of a utility would typically have efficiency and 
effectiveness metrics for its significant departmental operations, and that there are 
substantive collaborative utility efforts in the market to share comparative information 
regarding performance related to these metrics. 

PEG Response 

These statements are confirmed but PEG notes that the “collaborative utility efforts in the market” 
typically involve small peer groups, use crude statistical methods, and focus on only a few of the 
pertinent performance areas (e.g., cost/pole replaced).  Further, utilities should generally have 
more incentive to participate in benchmarking studies and to take them seriously to the extent that 
they operate under strong external incentives. 
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2. Reference:  Exhibit A2-5, page 18 

 

2.1      Please describe or otherwise explain situations where COSR can be considered as less 
problematic?  

PEG Response 
COSR is generally less problematic to the extent that 

• Business conditions are generally favorable to utilities so that rate cases are needed less 
frequently. 

• There are fewer utilities to regulate. 

• Each rate case involves fewer complicated and controversial issues. 

• There are fewer concerns about externalities. 

• The regulator and intervenors are well funded so that they can aggressively oversee 
performance. 

2.2    Are there jurisdictions in which regulators have adopted PBR regulation, then and 
subsequently reconsidered and dropped PBR from their regulation?   

2.2.1  If yes, please provide the names of the jurisdictions with the drawbacks cited for 
each, if any. 

PEG Response 

Yes.  Here are some examples. 

• Multiyear rate plans (“MRPs”) were abandoned for Central Maine Power in 2013 and have 
not yet been resumed. 

• MRPs were abandoned for gas and electric power distributors in Massachusetts but have 
since been resumed. 

• Several recent MRPs for U.S. electric utilities (e.g., Arizona Public Service, Cleco Power 
(LA), Northern States Power (MN), and Public Service Company of NH) have not yet been 
renewed after their expiration.  Please see Figure 2.2a below for further details.   

• Revenue decoupling has been abandoned and never resumed in several jurisdictions.  
Please see Figure 2.2b for further details.  In other jurisdictions (e.g., Maine and 
California), decoupling was suspended for several years but later resumed.   
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Figure 2.2a – Multiyear Rate Plans 

 

 
Figure 2.2b – Electric Revenue Decoupling Plans 
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TOO COMPLICATED  

3. Reference:  Exhibit A2-5, pages 16- 17

 

 

3.1      Please confirm that cost of service regulation can be implemented over a number of years. 

PEG Response 

PEG confirms that cost of service regulation can involve multiple forward test years.  However, 
when and if it involves more than two such test years, it becomes non-traditional and often makes 
use of PBR tools like OM&A revenue escalators. 

3.2      Can incentive programs be added to cost of service regulation to deal with perceived 
specific needs? 

PEG Response 
Yes, and this is an option meriting consideration in BC.  However, when this is done the 
regulatory system involves a hybrid of PBR and traditional cost of service methods. 
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4. Reference:  Exhibit A2-5 page 111 and 112 

 

 

4.1       Please confirm that all of the above situational issues could be accomplished under COSR 
if and when needed. 
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PEG Response 
Traditional COSR can operate under a wide range of circumstances but is not ideal in all 
circumstances.  If any of the PBR “baby steps” noted above were added to BC Hydro’s 
regulatory system, it would be more of a hybrid of traditional COSR and PBR approaches. 

COSR CAN BE EFFECTIVE 

5. Reference:  Exhibit A2-5, page 16 

 

5.1       Please explain how utilities could be regulated under COSR oversight and managed by the 
utility with the following: 

a) Other metrics, to generate better results; 

b) decoupling of revenues if needed; 

c) longer regulatory timeframes for reducing the frequency of rate cases; 

d) targeted incentive provisions to use disfavoured inputs if the regulator favours 
them; and  

e) targeted incentive structures to deal with utility weak points in multiyear rate plans. 

PEG Response 
BC Hydro’s regulatory system could have any or all of these PBR approaches.  It would then be 
a hybrid of traditional COSR and PBR approaches. 
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6. Reference:  Exhibit A2-5, page 17 and 18 

 

 

6.1       Please confirm COSR can accommodate the following: 

a) uncertainties about prudent management and those compounded by information 
asymmetries; 

b) automatic rate adjustment mechanisms; 

c) avoid triggering changes that would deprive the shareholder of benefits; 

d) employing the use of empirical data to develop rate adjustments and benchmarks; 
and  

e) providing operating flexibility. 
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PEG Response 

A particularly energetic form of traditional COSR can reduce uncertainties about prudent 
management and provide utilities with some operating flexibility.  However, PBR can help with 
both of these challenges.  As for items b) and d), these are PBR approaches that, if adopted, would 
make BC Hydro’s regulation more of a hybrid of PBR and traditional COSR approaches. 

 

SECTION 2 - BC HYDRO IS NOT HE CORRECT UTILITY FOR PBR 

GOVERNMENT IS THE SHAREHOLDER 

7. Reference:  Exhibit A2-5, page 5 
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7.1       Please confirm that ‘structural’, ‘command and control’, and ‘incentive’ approaches are all 
part of the COSR regime, or can be, with the government as shareholder, legislator, and 
responsible for the regulator.  

PEG Response 

PEG notes that multiyear rate plans, revenue decoupling, and PIMs are not components of 
traditional COSR.  Structural and command and control approaches are sometimes undertaken by 
other branches of government.        

7.2       Please confirm that the PBR incentive for the utility shareholder may not be relevant for 
BC Hydro or the BC government.  
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PEG Response 
PEG discussed the Crown Corporation issue at some length in its February report.  Please also 
see the response to Zone II Ratepayers’ Group question 2.1 
 

8. Reference:  Exhibit A2-5 page 9 

 

8.1 Please confirm that in BC, under COSR with the government, regulator, and utility focused 
on the ‘public interest’, the positive externalities can be and are being addressed in 
significant ways. 

PEG Response 

The BC government, the BCUC, and BC Hydro certainly can encourage realization of positive 
externalities, and government ownership of BC Hydro can be helpful in this regard.  However, 
details of the regulatory system can also affect the outcome.  For example, the current system 
needlessly reduces the benefit to BC Hydro of aggressively promoting electrification of 
transportation (“EOT”). 

8.2       Please confirm that specific directives and policy related to positive externalities are often 
already established for BC Hydro by the BC governments and regulators as well as by the 
utility.  

PEG Response 

PEG acknowledges that certain positive externalities of clean energy use are being addressed today 
by the BC Government and BC Hydro.  However, it may be possible to make the Company’s 
regulatory system more conducive to the optimal realization of these externalities.    

 

9. Reference:  Exhibit A2-5, page 111 

 

9.1      Please compare and contrast how PBR and COSR can accommodate government initiatives 
and interventions. 
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PEG Response 

COSR and PBR can both accommodate government interventions and interventions.  PBR can in 
some cases enhance utility incentives to pursue government goals.   

9.2       Please confirm that government and regulator interventions, at the time, may be considered 
to be ‘in the public interest’ and that the utility is often directed to follow the ‘public 
interest’ at the time.  

PEG Response 

This statement is confirmed.  However, there are limits to the effectiveness of command and 
control regulation.  The government may not set the right goals and, even if it did, the utility may 
not fully comply.  The history of socialism contains many examples of governments establishing 
goals for enterprises that they owned which were not attained. 
 

9.3      Please confirm that the concept of the ‘public interest’ can and does vary from time to time, 
and that the regulatory regimes, be they COSR or PBR, will of necessity make the 
appropriate accommodations.  

PEG Response 
The concept of the public interest changes over time.  Regulators make some attempt to 
accommodate the latest notions whether or not they use PBR.  
 

10. Reference:  Exhibit A2, pages 5-6 

 

 

10.1     Please confirm that the utility could provide incentives internally to individuals to achieve 
desired results versus providing the incentive to the utility shareholder.  

PEG Response 

PEG acknowledges that internal incentives are useful for achieving good utility performance.  But 
external incentives can help.  For example, they can encourage utilities to establish better internal 
incentives.  Internal and external incentives are not mutually exclusive.  External incentives can 
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guide the choice of internal incentives.  Internal incentives are a legitimate area of regulatory 
oversight. 

10.2     Please explain why the utility and the utility regulator cannot provide adequate incentives 
for desired performance outcomes and why only PBR can provide sufficient strength to the 
incentive motivations of the utility.   

PEG Response 

The reasons why traditional COSR may not provide satisfactory incentives are discussed at some 
length in PEG’s February report.  They include frequent rate cases, externalities, and a practical 
need to track some costs.  PBR may provide stronger incentives under some circumstances but is 
a work in progress which often does not provide “sufficient” incentives.   

 

11. Reference:  Exhibit A2-5, pages 15-16  
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11.1     Please confirm that: 

a) Frequency of rate cases can be established by the Commission; 

b) Tracked costs can be regulated under the oversight of the BCUC, which is an 
experienced regulator; 

c) there is no incentive for BC Hydro to add costs at a corporate level for shareholder 
profitability’s sake, which it does not, and that BC Hydro is not regulated to 
produce a profit based on rate base growth; 

d) Incentives for BC Hydro management and personnel can be managed with internal 
management metrics; and  

e) external costs can be monitored and tracked by the utility with BCUC oversight 
providing transparency and accountability.  
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PEG Response 

a) This statement is confirmed.  However, infrequent rate cases may not be 
compensatory when business conditions are unfavorable.  Multiple forward test 
years in each rate case can help, but as a practical matter these often involve 
simplifying revenue escalation provisions that are similar to those used under 
PBR.   

b) PEG acknowledges that the performance of a utility in managing tracked costs 
can be improved by competent commission oversight.  Improved commission 
oversight is usually an option that merits serious consideration.  However, PBR 
approaches can sometimes complement traditional oversight, and reduce the 
incremental cost of oversight.  

c) PEG has not fully analyzed the implications of the fixed return on equity but notes 
that the Company’s revenue requirement is still quite sensitive to capex and that 
capex containment is an important goal of the Company’s regulation.  It is true 
that the revenue requirement does not have a traditional return on equity 
component. 

d) This statement is confirmed.  However, the external incentives provided by PBR 
can be a useful complement to internal incentives.  For example, they can 
encourage BC Hydro to strengthen and fine tune internal incentives. 

e) Please see the response to part b) of this question. 
 

12. Reference:  Exhibit A2-5 page 111 

 

12.1     Please discuss the appropriateness of the BC Hydro management incentives and whether 
or not they can be improved with respect to their link to effective and efficient operational 
performance of the utility.  

PEG Response 
PEG has conducted only a preliminary review of these incentives but notes the following. 

• A sizable portion of income is contingent on performance. 

• The incentives can probably be fine-tuned to make them more effective.  This would be a 
proper issue for a PBR proceeding. 
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12.2     Please confirm that there is a substantial base of information with respect to management 

incentives and organizational performance. 

PEG Response 
PEG confirms this statement as a general observation. 
 

THERE IS A PRE-SET RETURN 

13. Reference:  Exhibit A2-5, pages 3 and 4 

 

 

13.1     Please confirm that the BCUC does regulate the BC Hydro revenue requirement enabling 
its profitability, that the shareholder has established the return it requires from the utility, 
and the BCUC and the utility must regulate the return within this context.  

PEG Response 
This statement is confirmed. 
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13.2     Please confirm that as a matter of fairness, the Commission may determine a fair return for 

BC Hydro investments based on comparisons to market returns and/or on any such 
information the Commission may consider relevant.  

PEG Response 
This statement is confirmed. 
 

14. Reference:  Exhibit A2-5, page 8 

 

14.1     Please confirm that for BC Hydro the profitability return provided by the Commission is 
not necessarily related to any ‘throughput incentives’ that BC Hydro might face.  

PEG Response 

This statement is confirmed.  BC Hydro’s revenue is effectively decoupled from its earnings. This 
treatment weakens the Company’s incentive to maintain/expand large business loads and to 
promote electrification of transportation. 

14.2     Please discuss the implications of the ‘throughput incentive’ with respect to BC Hydro’s 
established targeted net income as compared to a utility incented to increase its ROE.  

PEG Response 

Even if the Company has a net income target it may respond to financial incentives.  This matter 
is discussed in the response to Zone II Ratepayers Group question 2.1. 
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FREQUENCY OF RATE CASES CAN BE MANAGED 

15. Reference:  Exhibit A2-5 page 8-9 

 

 

 

15.1    Please provide the author’s understanding of the BC Hydro regulatory costs as a percentage 
of its revenue requirements, and provide any comparative information on regulatory costs 
that the author may have.  

PEG Response 

PEG has not carefully examined this matter.  PEG has, however, acknowledged that the BCUC’s 
total regulatory burden is small compared to those of some North American and overseas 
commissions. 
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FOSSIL FUEL ISSUES ARE NOT RELEVANT FOR BC HYDRO 

16. Reference:  Exhibit A2-5 page 9 and page 111 

 

 

 

16.1    Please confirm that fuel costs, and particularly fossil fuel costs, are not substantially 
relevant because BC Hydro has limited fossil fuel use.   

PEG Response 
PEG acknowledges that BC Hydro’s limited reliance on fossil-fueled generation reduces concern 
about its incentive to contain fossil fuel generation expenses.  However, the Non-Deferral 
Heritage Account reduces the Company’s incentives to 1) promote electrification of 
transportation and other fossil-fueled activities and 2) boost exports of power to the States when 
U.S. demand peaks because 100% of the short term benefits are passed through to customers.   
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SECTION 3 - REVENUE DECOUPLING MAY NOT BE RELEVANT FOR 
BC HYDRO 

17. Reference:  Exhibit A2-5, page 19 

 

17.1 Please provide any specific revenue/usage links which BC Hydro has that could be relaxed 
or delinked, and provide the associated potential benefits. 

PEG Response 

BC Hydro effectively has full revenue decoupling at present.  The problems are twofold.  First, 
decoupling extends to loads that it is desirable to expand, thereby weakening incentives to expand 
these loads.  Second, there is no companion revenue adjustment mechanism (“RAM”).  Following 
the last rate effective year, growth in billing determinants reduces revenue.  Since rate cases are 
the only basis for growth in the base rate revenue requirement, this has encouraged frequent rate 
cases. 
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18. Reference:  Exhibit A2-5, page 19 

 

18.1 Please identify the rate designs that BC Hydro has in place under its COSR, including BC 
Hydro’s proposed optional rates currently being developed which have elements of revenue 
decoupling included.  

PEG Response 
 

PEG does not understand this question. 

18.2 Please explain how RDMs and RAMs would achieve benefits that are not achieved under 
the current regime.   

PEG Response 

An RDM could either exclude loads that should be maintained or expanded or could 
mechanistically share their benefits.  The Non-Deferral Heritage Account could conceivably be 
revised to accomplish the same.  A RAM would reduce the need for rate cases to escalate allowed 
revenue.  The latter could take the form of a “trailer” ARM that operates only after the last forward 
test year.    
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19. Reference:  Exhibit A2-5, page 21 
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19.1 Please explain the difference in revenue decoupling between electricity and gas, if any, and 

explain why this might occur.  

PEG Response 
 
Revenue decoupling mechanisms are more common for gas distributors than for electric utilities 
due in part to historical differences in average use trends.  Many gas distributors began to 
experience declining average use several years earlier than electric utilities, which encouraged 
them to request revenue decoupling earlier.  Electric utilities in several states have also received 
approval for lost revenue adjustment mechanisms, which address revenue losses that are 
specifically due to conservation (and, in some cases, also due to distributed generation).   
 
Revenue decoupling mechanisms and revenue adjustment mechanisms have tended to be similar 
for gas and electric utilities.  However, there are a few states (e.g., MA) where allowed gas 
revenue has been escalated automatically for customer growth but allowed electric revenue has 
not been.  This reflected a desire by regulators to encourage growth in gas customers.  

19.2 Please provide the same maps, with an overlay of where PBR is and is not applicable. 

PEG Response 

Revenue decoupling and MRPs are both forms of PBR.  In the figures below, states where MRPs 
are currently used are noted as well as states with revenue decoupling.  Examples of 
companies/electric utilities where both MRPs and RDMs have been approved at the same time are 
the large California utilities (e.g., Pacific Gas & Electric, Southern California Edison, Southern 
California Gas, and San Diego Gas & Electric), most New York utilities (e.g., Consolidated Edison 
and Niagara Mohawk), the Hawaiian Electric companies, Green Mountain Power, the 
Massachusetts operations of Eversource Energy, the power distributor service of National Grid in 
Massachusetts, Narragansett Electric, and First Energy Ohio.  Utilities in California have had 
MRPs that included revenue decoupling for most of the last 35 years.  Other utilities that have had 
a recent MRP that included revenue decoupling include Northern States Power – Minnesota, Puget 
Sound Energy, the electric operations of Public Service of Colorado, and Bay State Gas. In Canada 
FortisBC, FortisBC Energy, and Enbridge Gas currently operate with MRPs that include revenue 
decoupling.  
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Figure 19.2a – Current Electric MRPs and RDMs 

 
 

Figure 19.2b – Current Gas MRPs and RDMs 
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20. Reference:  Exhibit A2-5, page 109 

 

20.1 Please confirm that automatic escalations for revenue could be incorporated into COSR if 
the Commission found it to be appropriate.  

PEG Response 

Automatic revenue escalators can be added to COSR but the result is a hybrid regulatory system 
that includes PBR features. 

 

21. Reference:  Exhibit A2-5, pages 110-111  

 

 

21.1 Please confirm that there is nothing preventing BC Hydro or the Commission from 
conducting regulation of BC Hydro with longer than biennial rate cases under the COSR. 

21.1.1 Please confirm that doing so could involve automatic rate adjustments and stronger 
effectiveness and efficiency by the Commission.  
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PEG Response 

These statements are confirmed, and additional forward test years merit serious consideration in 
BC.   

 

22. Reference:  Exhibit A2-5 pages 107, 111 and 113 

 

 

 

22.1 Please confirm that the BCUC PBR experience is primarily with private corporations, such 
as FortisBC and FortisBC Energy Inc., which are driven by shareholder profit interests. 

PEG Response 

The BCUC’s MRP experience is primarily with private corporations.  BC Hydro’s regulatory 
system already includes some PBR features. 

 

23. Reference:  Exhibit A2-5 page 111 

 

23.1 Please describe the increased marketing flexibility that is proposed as being needed, and 
describe why BC Hydro is constrained from achieving it.  
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PEG Response 

BC Hydro already has flexibility in bulk power markets.  As well, PEG acknowledges that the 
BCUC has, by traditional means, permitted the Company to develop some market-responsive rates 
and services.  An MRP would free up more resources for this kind of oversight.  However, the 
current system where the Commission must approve each new rate and service offering is 
cumbersome.    

23.2 Please explain what MRP might have that BC Hydro cannot achieve, and why BC Hydro 
is prevented from achieving the flexibility it requires.  

PEG Response 

Were the Commission willing to approve MRPs without earnings sharing mechanisms, some 
additional marketing flexibility would be possible.  This would likely take the form of light-handed 
regulation of optional rates and services.  EOT is one area where such flexibility might be useful.  
Special green power packages might be another. 

24. Reference:  Exhibit A2-5, page 111 

 

24.1 Please provide any evidence that the Commission is not able to schedule utility rate 
proceedings to times that are efficient and effective for the Commission with respect to the 
utilities that it regulates.  

PEG Response 

The Commission does have some discretion over the timing of rate cases.  However, this discretion 
is limited to the extent that business conditions are unfavorable so that rate cases must be held 
frequently.  The Commission’s ability to avoid overlapping hearings has been increased by the 
MRPs for the Fortis utilities. 
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SIZE OF CAPITAL 

25. Reference:  Exhibit A2-5 page 48 and page 49 
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25.1 Please confirm that the metrics for quantifying the benefits of capital investments can be 
generated and used by BC Hydro independently of the regulatory regime.  

25.2 Please confirm that Commission oversight of such metrics can also be achieved 
independent of the regulatory regime. (i.e. MRPs are not the exclusive preserve of prudent 
management and the cost effective and efficient management of a utility). 

PEG Response 

These statements are confirmed.  Capex planning is warranted for BC Hydro whether or not 
additional PBR provisions are adopted.   
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SECTION 4 - SPECIFICS OF REGULATION 

BENCHMARKING IN RATE SETTING  

26. Reference:  Exhibit A2-5, page 24 

 

 

26.1 Please confirm that when utilities are benchmarking, each utility may be significantly 
different from others and have different circumstances such that the benchmarks may 
provide helpful learning, but likely cannot be definitive with respect to rate setting 

PEG Response 

The statement is confirmed and applies to the more traditional benchmarking exercises in which 
BC Hydro currently engage as well as to more technically sophisticated statistical benchmarking 
exercises.  One advantage of econometric benchmarking is that it does not require peer groups. 

26.2 Please confirm that benchmarking can be achieved by a utility without the need for PBR.   

PEG Response 

PEG confirms that statistical benchmarking can be a constructive addition to COSR.  Statistical 
benchmarking techniques that were initially developed in the context of PBR merit consideration.  
A mechanism that links benchmarking results to earnings is a form of PBR.     
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MULTIYEAR RATE PLAN  

27. Reference:  Exhibit A2-5, page 36 

 

27.1 Please confirm that the electric MRP for FortisBC covers only a small portion of BC and 
is tiny in comparison to that which is not. 

PEG Response 

This statement is confirmed.  However, MRPs have been used repeatedly for this company.  
Futhermore, FortisBC Energy provides most retail gas utility services in BC.   
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28. Reference:  Exhibit A2-5 page 62 -63 
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28.1 Please explain why MRPs require so many different adjustments to accommodate the 
reality of the utility industry and specific utilities, and why most of these adjustments 
cannot be accomplished by utilities under COSR. 

PEG Response 

Regulatory systems should be customized to fit the special circumstances of utilities under MRPs 
or COSR.  Many of the adjustments required in MRP design stem from the desire to escalate 
allowed revenue between rate cases independently of the utility’s actual costs. 
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ATTRITION RELIEF MECHANISMS  

29. Reference:  Exhibit A2-5, page 37 

 

29.1 Please confirm that the Commission could provide for any formula-based automatic rate 
adjustments under COSR that it deems fair, just and reasonable. 
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PEG Response 

Formulaic automatic rate adjustments could be added to BC Hydro’s regulatory system while 
preserving a large role for rate cases.  For example, they could be used to escalate OM&A revenue 
or as a “trailer” to escalate allowed revenue automatically after the last year that is based on rate 
case evidence.  Any use of formulaic automatic rate adjustment would make BC Hydro’s 
regulatory system a hybrid that includes some PBR approaches. 

29.2 Please confirm that in some significant measure the Commission has already done this for 
a number of rates and/or costs for BC Hydro.    

PEG Response 

PEG understands that there has been limited use of automatic rate adjustments for BC Hydro.   
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SECTION 4 - SPECIFICS OF REGULATION (cont’d) 

BENCHMARKING IN RATE SETTING (cont’d) 

30. Reference:  Exhibit A2-5, page 42-43 

 

 

30.1 Please confirm that BC Hydro has had regulated and legislated rate freezes and/or rate cap 
formulas at different times in its past, and did not require MRP/PBR regulation. 

PEG Response 

PEG acknowledges that BC Hydro has had regulated and legislated rate freezes and/or rate cap 
formulas at different times in the past.  These were episodes of MRP/PBR regulation that may 
have prompted postponement of some costs (e.g., replacement capital expenditures). 
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CAPITAL COST TRACKERS 

31. Reference:  Exhibit A2-5, page 49 

 

31.1 Please confirm that BC Hydro’s capital is not recorded on its books and amortized into 
rates at budget amount, and while rates are set on planned capital additions, subsequent 
rates are based on actual costs capitalized.  

PEG Response 

This statement is confirmed. 

 

PERFORMANCE METRIC SYSTEMS 

32. Reference:  Exhibit A2-5, pages 22 and 23 
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32.1 Please confirm that performance metrics can be implemented by a utility and can have 
regulatory oversight review under COSR and without MRP or PBR.  

PEG Response 

PEG acknowledges that performance metrics can be implemented by a utility without an MRP or 
other forms of PBR.  However, since linking revenue to a utility’s performance using metrics is a 
form of PBR, the addition of a PIM to the regulatory system creates a hybrid of PBR and traditional 
COSR.   
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33. Reference:  Exhibit A2-5, pages 109- 110 

 

 

33.1 Please confirm that PBR incentives are not required for a utility to operate with a more 
robust set of performance metrics than BC Hydro uses in its Service Plans.  

PEG Response 

PEG acknowledges that BC Hydro’s performance metric system could be upgraded without adding 
performance incentive mechanisms, and this is an option worthy of consideration.  In principle, 
new and revised metrics without PIMs could lead to improved internal management incentives.  

34. Reference:  Exhibit A2-5 page 23 and page 110 
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34.1 Please confirm that BC Hydro’s Power Smart DSM has numerous performance 
measurement metrics which it uses to manage the entire program and that it does not 
neglect the usefulness of consumer information programs or the importance of customer 
behaviours. 

PEG Response 

This statement is confirmed. 

34.2 Please confirm that additional performance metrics required to improve Power Smart 
metrics could be implemented without the need for PBR.  

PEG Response 

PEG acknowledges that BC Hydro’s current set of Power Smart metrics could be upgraded.  
However, if earnings were linked mechanistically to a performance appraisal using metrics, this 
would be a form of PBR.  
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Z FACTORS 

35. Reference:  Exhibit A2-5 pages 52-53  

 

 

35.1 Please confirm that a Z-factor for PBR enables adjustments to rates set with formulas that 
do not anticipate particular events affecting costs or revenues. 

PEG Response 

This statement is confirmed.  This can be a problem with forecasted revenue requirements, like 
those resulting from multiple forward test years, as well as with revenue cap indexes.  

35.2 Please confirm that in BC under COSR the utility has the ability to apply to the Commission 
for rates and/or deferral accounts for unanticipated costs or revenue impacts.  
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PEG Response 

This statement is confirmed and exemplifies how adjustments may be needed under COSR and 
MRPs alike.   

 

36. Reference:  Exhibit A2-5, page 53 

 

36.1 Please confirm that in BC conservation and efficiency measures are required under 
legislation, and that the Commission regularly approves Pilot Programs for DSM and rates 
which are beneficial to the utility and to customers, and this does not require an MRP. 

PEG Response 

PEG acknowledges that in BC conservation and efficiency measures are required under legislation, 
and that the Commission regularly approves Pilot Programs for DSM and rates which are 
beneficial to utilities and to customers.  Pilot programs are useful in COSR as well as in multiyear 
rate plans.  The Commission also permits BC Hydro to amortize DSM expenses and this is a form 
of PBR.  Additional PBR provisions such as alternative incentives for DSM and light-handed 
regulation of optional rates and services merit consideration.   
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MARKETING FLEXIBILITY 

37. Reference:  Exhibit A2-5, page 54 

 

 

37.1 Please identify any instances where BC Hydro does not have marketing flexibility 
sufficient to achieve its objectives.  
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PEG Response 

PEG understands that new rates and services must be approved individually by the BCUC.  The 
Commission has by this approach afforded BC Hydro some marketing flexibility but the additional 
flexibility that a multiyear rate plan can afford merits consideration.  Alternatively, some of the 
time saved by reducing the frequency of rate cases can be used to spend more time considering 
new rate and service offerings by traditional means.   

37.2 Please confirm that where BC Hydro requires marketing flexibility, such as in gaining 
access to longer term markets in the US, it can apply to the Commission for such flexibility 
and has done so under its current regulatory regime. 

PEG Response 

PEG acknowledges that the Company is afforded flexibility in its bulk power market operations.  
This kind of flexibility is particularly needed in bulk power markets and is commonly granted in 
the North American electric utility industry.  Frequent rate cases make flexibility difficult to grant 
with respect to retail rate and service offerings by increasing concerns about cross-subsidization. 

 

EARNINGS SHARING 

38. Reference:  Exhibit A2-5 page 56 and pages 57-58 
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38.1 Please confirm that earnings sharing with respect to management of any activity in BC 
Hydro would deplete the ratepayer benefit of such earning achieved by BC Hydro.  

PEG Response 

PEG does not understand this statement but notes that earnings sharing generally weakens utility 
performance incentives. 
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OFF RAMPS 

39. Reference:  Exhibit A2-5, page 58-59 

 

 
 

39.1 Please provide any evidence that the author has available with regard to how many utilities 
have resorted to using off-ramps while under MRPs or PBR, and how often this has 
occurred.  

PEG Response 

PEG believes that off ramps have rarely been triggered in MRPs, and even if triggered have rarely 
led to the suspension of the plans. PEG is aware of few examples of off-ramps being triggered, 
none of which led to plan termination.  For example, an off-ramp was triggered in Enmax 
transmission’s PBR plan due to underearning, but this led to changes to the plan rather than plan 
termination.  Similarly, the first generation MRPs for British power distributors were reopened 
due to distributors overearning due to realized efficiencies not reflected in the forecasts 
underpinning the attrition relief mechanisms.  The reopening led to revised ARMs rather than plan 
terminations.   
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An MRP for Northwestern Utilities (now ATCO Gas) in Alberta was reopened due to excessive 
earnings.  This plan was revised to provide less revenue requirement escalation in future years and 
to incorporate an earnings sharing mechanism.  In several instances, parties have argued that an 
off-ramp had been triggered only to see the regulator rule against them.   

 

EFFICIENCY CARRY OVER MECHANISMS 

40. Reference:  Exhibit A2-5, page 60 

 

40.1 Please confirm that efficiency carry over mechanism would not be required for BC Hydro 
because BC Hydro has a fixed net income requirement from the shareholder, and BC Hydro 
performance improvements are all captured for ratepayers’ benefits.  
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PEG Response 

This statement cannot be confirmed.  As noted in response to Zone II Ratepayers Group question 
2.1, PEG reasons that earnings linked to performance can matter for BC Hydro and its owner.  
Furthermore, ECMs can encourage more benefits in later plans and penalize benefit reductions 
like those which result from strategic cost deferrals. 
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SECTION 5 - THIS IS NOT THE CORRECT TIME FOR PBR 

41. Exhibit A2-5, pages 11, 12-13 
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41.1 Please confirm that under modern business conditions, utilities face many more ‘public 
interest’ issues to deal with, and must absorb such costs that are not associated with revenue 
increases and must pass them along to ratepayers. 

41.1.1 Please acknowledge that BC Hydro and other ratepayers face significant costs for 
such issues. 
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PEG Response 

PEG agrees that, due in particular to environmental concerns, the operation of energy utilities 
today gives rise to more public interest issues than in the past.  This has encouraged policymakers 
to interfere in their operations, and this can raise operating costs.  There is a general consensus in 
ratemaking that utilities should be compensated for these costs.  The Y- and Z-factor provisions 
of multiyear rate plans can compensate utilities for these costs.   

41.2 Does the author have any evidence with respect to cost pressures from public interest issues 
versus cost pressures from reduced use of energy or distributed sourcing of alternative 
energy? 

41.2.1 If so, please provide.  

PEG Response 

PEG has never examined this matter. 

 

42. Exhibit A2-5, page 110 -111 

  

42.1 Please confirm that, in part, the choice between COSR and PBR for BC Hydro, depends 
upon the ability for the regulatory regime to produce benefits for ratepayers that cannot be 
provided by the alternative regime while providing a fair return to the utility. 

PEG Response 

PBR approaches should be adopted in lieu of traditional COSR to the extent that the change in 
benefits materially exceeds the change in costs.  Thus, PBR approaches are preferable to the extent 
that they can produce more benefit with the same cost.  They are also preferable to the extent that 
they can produce the same result with less regulatory cost.   
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43. Exhibit A2-5, pages 13-14   

 

 

43.1 Please explain what a VIEU is. 

PEG Response 

VIEU is an acronym for “vertically integrated electric utility.” In addition to transmission, and 
distribution services, these utilities generate an amount of power commensurate with a sizable 
share of their domestic loads.  Notable examples in Canada include Hydro-Quebec, Manitoba 
Hydro, NB Power, and SaskPower as well as BC Hydro. 
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43.2 Please provide any quantitative evidence that the author may have with regard to which 

utility responses to these issues result in optimal ratepayer outcomes. 

PEG Response 

PEG has not carefully considered which utilities are doing the best job of responding to this 
complex set of issues.  However, Minneapolis-based Xcel Energy has done a good job of 
promoting conservation and expanding renewable generation while also excelling at general cost 
management.   

 

OPPORTUNITY FOR COST OF SERVICE TO WORK AFTER LIMITATIONS ON 
BCUC JURISDICTION 

44. Exhibit A2-5 page 94 

 

44.1 Please confirm that setting a baseline for revenue requirements can be accomplished under 
COSR as well as PBR. 

PEG Response 

PEG agrees that statistical benchmarking, like other forms of benchmarking, can play a useful role 
in rate cases whether or not the regulatory system has many PBR provisions.  Benchmarking that 
is linked mechanistically to revenue requirements is a form of PBR.  
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GIVEN THE AUTONOMY TO MANAGE ITS EXPENDITURES FOLLOWING THE 
COMPREHENSIVE REVIEW 

45. Exhibit A2-5, page 96 

 

45.1 Please confirm that parametric formula for rate-setting do not need to result in over or 
under earning for the utility, and all such over- or under-earning can be returned to 
ratepayers if the Commission so determines.  

PEG Response 

PEG acknowledges that parametric formulas like those used in Quebec need not result in over or 
under earning. 
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