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REQUESTOR NAME: Richard McCandless 

INFORMATION REQUEST ROUND NO: 1 

TO: BRITISH COLUMBIA HYDRO & POWER AUTHORITY 

DATE: January 25, 2021. 

PROJECT NO: 1599164 

APPLICATION NAME: F2022 Rate Request Application 

 ______________________________________________________________________  

 

1.0 LOAD FORECASTS AND DOMESTIC SALES REVENUE 

 

The requested rate increase of $59.5 million (1.16%) is the result of various assumptions 
about Domestic sales and operating costs compared to the RRA for 2020/21. The F22 
RRA Domestic sales forecast of 52,430 GWh is based on the COVID-19 (A) forecast. This 
is an increase of 2,024 GWh over the 2020/21 COVID-19 (A) as shown in Table 3-1 (p. 
3-12). 

BC Hydro, in Line 24 of Appendix A, Schedule 1.0, p. 2, (pdf 25/650), shows a revenue 
requirement of $5,211.7 million, less $5,152.2 million (line 29) as the forecasted 
Domestic sales at 2020/21 rates. The increase in the projected sales revenue for 
2021/22 compared to the F2020/21 forecast is $100.6 million, or the equivalent to a 
1.96% rate increase. The increase of $95.o million on Line 25 is, presumably, generated 
by the 2,024 increase in forecasted GWh sales. 

Because the Load Forecast deferral account is available to transfer revenue variances, it 
is important to have a clear understanding of what level of generation and of Domestic 
sales are supported by the approved funding level. The COVID-19 forecast for both 
2020/21 and 2021/22 is lower than the forecast used to justify the F21 component of the 
F20 to F21 rate request. Various key assumptions of the F21 component of the F20 to 
F21 RRA, and the F22 COVID-19 forecast are shown below. 

The F22 RRA GWh amounts for F2021 and for the F2022 plan are from Appendix A, 
Schedule 4.0, p.32. 

 

  F20-F21 RRA 
Plan F2021 

       F22 RRA      
Forecast F2021     

   Difference      F22 RRA 
   Plan F2022 

a Revenue Requirement ($mil)    5,288.3      5,051.6      (236.7)      5,211.7 
      
b Total Supply (GWh)      61,155       59,825       (1,330)      62,663 
c Supply less Market Energy 

and Line Loss 
     53,253       51,940       (1,313)      52,448 

d COVID-19(A) Table 3-1        50,406       52,430 
Source: Line a F20-F21 RRA, Appendix A, Schedule 1.0, p. 2, Line 33; and F22 RRA,   
Schedule A, Schedule 1.0, p. 2, Line 34.  
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Lines b and c for F20-F21 RRA from F20-F21 RRA, Appendix A, Schedule 4.0, p. 38; 
F22 RRA from Appendix A, Schedule 4.0, p. 32. 

 

The F2021 Domestic sales of 52,253 GWh was noted as the planned amount for F21 in 
BC Hydro’s 1 April 2020 final argument (page 14).  

 

1.1 Please reconcile the $5,288.3 shown as planned revenue (line a in the 
above table) for F21 in the F21-F22 RRA to the $5,051.6 million for the F21 
RRA in the F22 RRA. 
 

1.2 Please reconcile the 61,155 GWh forecasted GWh supply for F21 in the 
F20-F21 RRA (line b) with the 59,825 GWh shown as the F21 GWh supply 
in the F22 RRA, from Schedule 4.0 of Appendix A. 

 
 

1.3 Please reconcile the 53,253 GWh forecasted Domestic sales for F21 in the 
F20-F21 RRA (line c) with the 51,940 GWh shown as the F21 Domestic 
sales in the F22 RRA, Schedule 4.0 of Appendix A. 
 

1.4 Please explain why the COVID-19 (A) forecast for F2021 (Table 3-1) of 
50,406 GWh is 1,534 GWh lower than the 51,940 GWh shown as the 
F2021 RRA in Schedule 4.0 of Appendix A. 

 

2.0    COMPONENTS OF THE REQUEST 

 

The following is a summary of Exhibit B-2, Table 1-1 (p. 1-22)  

 

           $=million      Rate Impact % 
 F22 RRA Expenditures (line 24)             5,211.7  
 F21 RRA Expenditures  (line 24)             5,051.6  
    Expenditure Increase (line 24)                160.1            3.12 
    
 Less Revenue Growth (line 29)              (100.6)           (1.96) 
 Net Rate Request                  59.5             1.16 

   Source: Exhibit B-2, Table 1-1, p. 1-22. 
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The main cost increases and offsets from the F21 RRA are: 

                                                        Gross View                Current View 

   Difference 
 $=million 

Rate  
Impact % 

Difference 
$=million 

 Rate 
 Impact % 

 Major Cost Increases     
1 Cost of Energy          3.6       --     132.4      2.58 
2 Operating Costs        91.3     1.78     130.5      2.54 
3 Provisions & Other          6.0       --       26.6      0.52 
4 Amortization        25.7     0.50        15.3      0.30 
5 Defer/Req. Accounts      247.0     4.81        --         -- 
 Subsidiary Net Income         (5.9)       --       97.7       1.90 
      
 Major Offsets     
6 Finance Charges     (187.7)    (3.66)    (241.8)      (4.71) 
7 Misc. Revenue         (8.4)    (0.16)          3.7         -- 
8  Subsidiary Net Inc.       (12.2)    (0.24)       (11.6)      (0.23) 
      

Source:  Appendix, Schedule 3.0, pp. 12 to 14. 

The combined decrease in Finance Charges (down $187.7 million by the Gross View) 
and the increase in the anticipated Domestic sales revenue before the requested rate 
increase (up $100.6 million) more than offset the increase in the total expenditures 
resulting from the ending of the return of the deferral account credit balances in 
2020/21, which is shown as an increase in the deferral/regulatory accounts in the Gross 
View. 

The F20 to F21 test period rates (net bill impact) were slightly lower than the previous 
period rates due to the ending of the DARR and the reduction of the credit balances in 
certain deferral accounts. While these credit balances are no longer available to reduce 
or offset rate increases, their moderating impact on rate increases has been replaced by 
an apparent increase in forecast sales, and a decline in finance charges due to lower 
interest rates. 

2.1  Is this a fair summary? 

 

The F2022 RRA planned net expenditures of $5,211.7 million are summarized in the 
Current View in Appendix A, Schedule 3.0, p. 14. The F2021 base year RRA net 
expenditures are shown as $5,051.6 million.  

The F2021 RRA net expenditures submitted on February 25, 2019 were $5,288.3 
million (Appendix A, Schedule 3.0, p. 12 of the F20-F21 RRA). The evidentiary update of 
August 22, 2019  
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https://www.bcuc.com/Documents/Proceedings/2019/DOC_55184_B-11-BCH-
Evidentiary-Update-Public.pdf reduced the F2021 RRA by $89.9 million, for a revised 
total of $5,198.4. 

2.2  Please explain why the F2022 RRA shows the F2021 RRA net expenditures      
as $5,051.6 million when the revised F21-F22 RRA plan was $5,198.4 million. 
What explains the $146.8 million reduction? 

Further to question 2.2, when comparing the F2021 planned net RRA expenditures after 
the August 22, 2019 evidentiary update by category to the F2021 RRA amounts in the 
F22 RRA shows a relatively close correlation, except for the Subsidiary Net Income. The 
F22 submission shows the F21 RRA with a $60.2 million higher Subsidiary Net Income 
offset compared to the revised F20-F21 planned offset of $229.5 million.  

 

2.3   Please explain this large difference. 

 

3.0  REGULATORY ACCOUNTS 

 

The following questions arise from a review of Appendix A, Schedule 2.1, p. 3. 

3.1   The F2021 forecast for the Heritage DA shows an adjustment of $59.6 million   
and an addition of $127.5 million; what explains these adjustments and additions? 
 
3.2  The F2021 forecast for the N0n-Heritage DA shows an adjustment of ($354.4) 
million and an addition of ($221.7) million; what explains these adjustments and 
additions? 
 
3.3  The F2021 forecast for the Load Variance deferral account shows an adjustment 
of $243.8 million and an addition of $135.5 million; what explains these adjustments 
and additions? 
 
3.4  The Load Variance deferral account for the F2020 RRA shows a transfer of 
$287.3 million from the Non-Heritage DA, but no actuals; please explain why there 
are no actuals. 
 
3.5  The Load Variance deferral account shows an adjustment of $287.3 million for 
F2020, and an adjustment of $234.8 million for F2021; is the first the accumulated 
revenue variance deferral to 31 March 2020? 
 
3.6  When will the Load Variance balance in the F2022 plan be included in rates? 
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Table 7-4 of the submission (p. 7-20) shows the baseline forecast for the Load Variance 
deferral account at $5,195.8 million.  
 

      3.7   How does this amount relate to the requested revenue of $5,211.7 million? 

3.8   Is it correct to assume that any actual variance from the baseline will be added 
to the Load Variance account? 
 

The Debt Management RA records the gains and losses on BC hydro’s future interest 
rate hedging scheme. The recovery of the balance is linked to the remaining term of 
long-term debt issuances. 
 

3.9   What is the current average remaining term of the long-term debt issuances 
that relate to the $1.0 million recorded in the DMRA as of 31 December 2019 (second 
quarter)? 
3.10  What is the average duration of the interest rate hedge contracts?  
 

Appendix 1 of Appendix B of Appendix V (BC Hydro’s classification), found at pdf 
572/650, provides a summary of the future interest rate hedging contracts for 2019/20. 
The last new contract was issued on 17 January 2019. The value of the hedged contracts 
has declined from $6.0 billion as of 31 March 2019 to $3.2 billion as of 30 September 
2020 (see Table 1 in 
https://www.bcpolicyperspectives.com/media/attachments/view/doc/commentary_bc
_hydro_hedging_30_december_2020_2/pdf/commentary_bc_hydro_hedging_30_de
cember_2020_2.pdf ). 
 

3.11   Were any new hedging contracts entered into in the first nine months of 
2020/21? 
 
3.12   Given the poor track record of the hedging scheme, and the declining value of 
the contracts, has BC Hydro decided to phase-out the program? 
 
3.13   If the answer to 3.9 is negative, what evidence does BC Hydro have that the 
large liabilities/losses can be reversed during the next 2-3 years?    

 

4.0   NET INCOME 

 

For several test periods the return on equity (ROE), or the net income, has been 
prescribed by the government. For F20 and F21 the net income was targeted at $712 
million. This year the BCUC may set the ROE at whatever level it deems is appropriate. 
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BC Hydro has requested the same net income ($712 million) as was required by the 
government for F20 and F21. BC Hydro calculates this to be a return on “deemed” 
equity of 10.0% (Appendix A, Schedule 9.0, p. 59). The calculation is made on the mid-
year deemed equity. Most calculations of return on investments use the 
investment/equity at the beginning of the investment period, not the mid-point as this 
would include some of the gain (or loss). 

The proposed $712 million gain for F22 on the forecasted equity as of 31 March 2020 
would result in an ROE of 11.2%, based on the forecast in the above-noted Schedule 9.0. 

4.1 Does BC Hydro agree that calculating the ROE on the mid-year equity 
understates the true size of the return? 
 

The large number and variety of regulatory accounts for both expenditure and revenue 
variances effectively insulates the net income from the vagaries of changes in sales and 
expenditures. This results in a low risk investment environment for the shareholder. 
There are many possible benchmark comparisons for determining an appropriate return 
on a low risk investments. BC Hydro’s 2019/20 annual report (p. 82) showed that the 
return on its pension plan assets was 3.33% as of 31 March 2019, compared to 3.56% for 
the prior year. 

4.2 Given the low yields currently being realized on low risk investments (such as 
high grade bonds) why was a target of $712 million, or a return of some 11%,  
requested? 
 

Recently, Premier John Horgan said that the government would make economic 
recovery from the pandemic a priority for April budget. The intent is to inject economic 
stimulus to revive economic growth (see 
https://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_pape
r_no_75_bch_roe_7_january_2021/pdf/occasional_paper_no_75_bch_roe_7_januar
y_2021.pdf ). 

4.3 Does BC Hydro believe that requesting an 11% return on equity for a low risk 
investment is in keeping with the government’s plan to support economic 
recovery? 
 

4.4 What would be the implications to the shareholder and the ratepayers of a 
target net income (net distributable surplus) of $380 million for F22? 

 
 
 
 

--o-- 
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