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 VANCOUVER, B.C.  

September 8th, 2020 

(PROCEEDINGS COMMENCED AT 9:28 A.M.) 

MS. DOMINGO:     Great, thank you.  If you can all if you 

don’t mind just muting your microphones again.  With 

that we can start our transcription.  Again, welcome 

to everybody, thank you for attending this BCUC Staff-

Led Workshop to discuss the topic of performance based 

rate mechanism.   

  Before I introduce our first presenters of 

the day, I just wanted to have a short background to 

where we've come from and the purpose of today's 

session.  You have heard from the Chair earlier, but 

just procedurally I just wanted to remind everybody 

where we are at. 

  So back in November 2019, that was pre-

pandemic, the panel had held a procedural conference, 

which was attended by I believe all the parties that 

were here today as well.  So in that procedural 

conference there are some parties that had indicated 

that they would like to see an introduction to PBR 

presentation facilitated by the BCUC.  Which then we 

established a regulatory timetable to include the BCUC 

staff expert report, that's filed as the exhibit A2-5 

back at the end of February of this year.  And it had 

also established a workshop which was obviously later 
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rescheduled to today, September the 8th.   

  So in that decision the panel had agreed 

with the submissions of the Clean Energy Association 

of BC who had proposed for a workshop facilitated by 

the BCUC which was meant to be a "level setting 

exercise."  Subsequently the panel also issued a 

clarification letter to parties that was dated March 

the 9th, and we've got that posted as Exhibit A5 in 

this proceeding, and that indicated parties may 

include a bulleted list of high-level topics or 

clarifying questions on our consultant report, which 

we did receive from everybody, that was back in June 

30th.  And the panel also indicated that the BCUC 

consultant will be available in person to provide a 

discussion on the requested high-level topics during 

the workshop.   

  So, Staff's interpretation of the Panel's 

direction for this workshop is meant to accomplish two 

goals.  First, it's a level setting exercise, an 

educational exercise, which was identified as that 

introduction to the PBR, which is also requested by 

some parties in that procedural conference back in 

November.  

 Proceeding Time 9:30 a.m. T5  

  And the second goal is for our staff 

consultant from Pacific Economics Group to respond to 
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those high-level questions that were submitted by 

parties back in June 30th.  So with that in mind, I'd 

like to introduce our first speaker, Jackie Ashley.  

And all of todays presentation materials were sent 

this morning to everybody.  So if you don't have it 

please just send a message in the chat box.  We'll 

monitor and we'll make sure you get a copy of it and 

it will be posted as an exhibit after this workshop.  

And I will do my best to monitor the chat.  So 

further, if anyone has questions for the presenters, 

please, I'd like to ask if you could use the "hands 

up" function and we'll ask that you come and ask your 

question.  I will monitor and I will try to coordinate 

an orderly discussion.  If you prefer to type a 

question in the chat box, I'll try to monitor that as 

well.  But I would encourage you, instead of the chat, 

is to raise your hand and ask your question because I 

think that you can ask the question the right way and 

then we can have a proper dialogue.   

  So, I need to speak slowly is what I've 

been told, I'm speaking too fast.  So, for folks here 

in the room we have a speakers table, as you can see 

here.  Feel free to come up to the microphone and ask 

the question because everybody's on mute so it kind of 

works with the PA system.  And I understand that this 

station will be sanitized after each use. 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  52 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  So we have an original rough agenda, which 

I believe that we are already a bit behind.  We've 

also scheduled two 20-minute breaks, one in the 

morning, one in afternoon and then one hour for lunch.  

And the reason for the longer breaks, obviously, is 

that we have some physical limitations in terms of 

facilities here that we want to make sure that we move 

around the room in an orderly fashion.   

  So, having said that, I'd like to just call 

upon our first speaker, Jacky Ashley, senior 

regulatory specialist from the BCUC.  Perhaps you can 

start and share your screen.  

PRESENTATION BY MS. ASHLEY: 

MS. ASHLEY:   Great, thank you very much Yolanda.  I will 

go through what I've been -- we'll see if this works.  

Okay, are you seeing my screen? 

MS. DOMINGO:   Yes. 

MS. ASHLEY:   Great, lovely.  Good morning and thank you 

for attending this workshop today.  My name is Jackie 

Ashley and I'm a senior regulatory specialist in the 

communications group of the BCUC.  What I hope to do 

today, over the next hour and a half, is to give an 

introduction into performance based regulation.   

  This presentation isn't intended to be a 

nuts and bolts overview of performance based 

regulation and how it differs from traditional 
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practice of cost of service rate setting.  Instead, 

I'm going to start by giving and introduction into 

performance based regulation based on a presentation I 

gave at the GridFWD's 2018 conference in Vancouver.  

My presentation focuses on the higher concepts related 

to performance based regulation and is not intended to 

express any view on the specifics of PBR in this 

proceeding or any other Commission proceeding.   

  It will be followed by an edited pre-

recorded webinar put on recently by the National 

Association of Regulatory Utility Commissioners, 

NARUC, on PRB foundations.  This includes two 

presentations, one from Michael O'Boyle from Energy 

Innovation and a second by Matt McDonald with 

Strategen.   

  After these presentations I will bring the 

discussion back to the B.C. context by highlighting 

the results from the government's Phase 1 and draft 

phase 2 review of BC Hydro.  At the end there'll be 

time for questions. 

 Proceeding Time 9:34 p.m. T06 

  I often find it useful when comparing cost 

of service regulation to performance based regulation 

to refer to my friend, Steve, who recently undertook a 

home renovation project.  He had the option of going 

with a time and materials based approach with his 
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contractor or a fixed price contract which specified 

what had to be done and by when. 

  Steve didn't trust his contactor and they 

couldn’t come to an agreement for a fixed price 

contract, and so Steve thought it would be safer to go 

the time and materials route.  However, Steve isn't a 

home renovation expert, he didn't know how long it 

would take to drywall a basement or whether there as 

any innovative new materials that could do the same 

job at a lower cost, and his contractor had no 

incentive to tell him about any of these new materials 

or to do the job any faster. 

  The end result was that it cost Steve twice 

as much and took him twice as long to have the 

renovation done then he originally expected.   This is 

not to say that a fixed price renovation contact is 

always preferable to a time and materials approach, 

and there are certainly examples going the other way, 

but I think it gives us something to think about. 

  When it comes to utility regulation, we 

often use the same time and materials based approach.  

The utility gives us a budget and we review it.  

However, like Steve, we don't possess the same level 

of knowledge as the utilities do as to whether there 

could be a better way of doing things.  The basic 

concept of PBR is to focus on an output based approach 
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rather than an inputs based approach, where we define 

what we want the utility to achieve and design 

incentives for them to achieve it.  In B.C. we're been 

using PBR in some form or another since the 1990s, 

nearly 30 years. 

  So what are some of the key elements of a 

PBR plan?  To give a high-level overview, the starting 

point for traditional performance based regulation is 

generally the same under a traditional cost of service 

model.  Rates are set based on a review of the 

utility's cost of service.  A PBR period is then set, 

say, for three, five, or eight years and during that 

period rates or revenues are adjusted automatically 

through a formula mechanism.  The focus then shifts to 

outputs, which could include targets for reliability 

and customer services metrics.  If the utility can 

achieve these outcomes at a lower cost, then they get 

to keep some or all of the savings over the PBR 

period. 

  At the end of the PBR period, rates are 

reset based on a review of the utility's costs and the 

efficiency benefits of then passed on to customers.  

Some costs are typically addressed separately using 

cost trackers.  These can include:  material capital 

additions; material recurring events that vary in size 

and are outside of the control of utilities, such as 
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fuel costs; and material unforeseen events outside the 

control of utilities, such as costs related to 

wildfires.  Desired outcomes do not have to just 

related to reduced operations costs.  They could 

include: reducing system losses, reducing theft, 

improving reliability or connection times, encouraging 

customers to reduce energy waste; or just admitting 

good applications or unbiased load forecasts. 

  Trust is a key factor moving from a cost of 

service regulatory model to performance based 

regulation.  Customers could argue that the utility 

should not be paid extra for doing what they should be 

doing anyway.   

 Proceeding Time 9:38 a.m. T7  

 Utilities can be very concerned about entering into an 

agreement when there is a risk of them making less 

money than the status quo, even if there is a greater 

probability that they will make more.   

  However, what they are striving for here is 

win-win, where both the utility and the customer can 

benefit.  For example, consider the concern that you 

shouldn’t need to give the utility incentives to be 

efficient, because they should be striving to be 

efficient anyway.  However, financial markets do not 

make the utilities investment decisions.  The utility 

managers do.  I have a story to illustrate this. 
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  A few years ago I was putting my house on 

the market and decided that it could benefit from 

repainting.  We hired a firm to do the painting, but 

when the painter started setting up, I became worried 

that he was planning to paint the ceiling without 

first covering up our floor.  I was worried that we 

would end up with paint splatter on our hardwood 

floors.  I solved my problem not by trying to 

renegotiation with the painting company, but by going 

directly to the painter, and offering him a cash bonus 

if he was able to finish the painting on time and 

without getting any paint splatter on the floors.  It 

worked out well.  The painter was happy, and we were 

very happy with the end result.   

  Bonuses can be a good way of aligning the 

incentives of workers with customers.  For example, 

the energy regulator in the U.K., Ofgem, requires 

utilities to explain in their business plan how they 

would align the structure of pay and reward of 

employees within the organization should the delivery 

of commitments in their business plan. 

  Another concern that is sometimes raised 

about PBR is that the PBR mechanism increases utility 

risk.  This will increase their cost of capital.  And 

so customer bills will increase as a result.  However, 

under PBR, risk to the utility have upsides as well as 
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downsides, and mechanisms can be set up to avoid 

passing uncontrollable risks to the utility.  But even 

assuming there was an overall increase in the 

utility's risk, it doesn’t mean that the customers or 

the utility will be worse off.  The utility's cost of 

capital is only one item that goes into an electricity 

bill.  The bill also includes recovery of depreciation 

costs, operation and maintenance costs, power of 

purchase agreements, et cetera.   

  Reductions in these line items through 

efficiency gains and innovation, could more than 

offset any increase in the cost of capital.  As we 

have seen in Steve's case, lowering his contractor's 

risk through a time and materials approach did not 

result in a lower overall bill to Steve.  

  Another example is from the U.K.  When 

incentive regulation was first introduced there in the 

1990s, the level of efficiency gains achieved by 

distributors resulted in an embarrassingly high level 

of profits for the utilities, and they were required 

to provide a one-off rebate to their customers.   

  While it could have been argued that the 

utility should have pursued these efficiency gains 

under cost of service regulation, it was only with the 

shift to performance based regulation that they were 

incented to do so.   



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  59 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  I am sure there are people working at BC 

Hydro and in our border energy community with brains 

the size of planets.  With all the disruptive changes 

going on in our market at the moment, if our 

regulatory system is set up to discourage innovation 

and risk taking, then we could lose the opportunity to 

capitalize on this expertise and insight.   

  To identify what we want our utility to 

deliver and find the best ways to incent the utilities 

to deliver it, requires open dialogue.  An open and 

transparent regulatory process ensuring stakeholder 

input is therefore crucial to PBR success.  The 

utility will need to work with its stakeholders to 

identify and define each performance target and the 

incentive mechanism should be tailored to each 

objective. 

Proceeding Time 9:42 a.m. T8  

  This discussion can include identifying 

good things that are not profitable for the utility, 

such as energy efficiency, bad things that are 

profitable to the utility, such as goal plating of 

infrastructure and good things not getting done for 

lack of interest or motivation, such as 

electrification initiatives.  And remember, if we 

identify problems it doesn't mean that there's a 

problem with the utility but instead there could a 
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problem with the regulatory framework they are working 

under, which is why many regulators are now reviewing 

their regulatory approach to see if it can be 

improved.  

  Going back to the U.K. again, their RIIO 

model, which stands for renovation equals incentives 

plus innovation plus output, is a good example of 

this.  The starting point there is not the utility's 

budget but its business plan.  The plan starts out 

with the utility working with its stakeholders to 

identify what the goals of the utility should be and 

the mechanism are put in place to incentivize the 

utility to achieve them. 

  Another example is Hawaii, where their new 

PBR framework gives the utility the opportunity to 

earn additional revenue if it achieves performance 

targets, including setting goals to strengthen its 

relationship with customers and accelerate the 

installation of new clean energy technologies, such as 

faster connection of rooftop solar and battery storage 

systems.  

  In both cases the idea is to give 

relatively less regulatory tension to the tradition 

cost of service question of, "Did we pay the correct 

amount for what we got?"  And instead pay relatively 

more attention to the question of, "What do we want 
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and how do we pay for that?" 

  The first item on the regulatory problem 

list was to identify good things that are not 

profitable for the utility.  For example, one of the 

first issues in designing a PBR mechanism is to figure 

out whether the price path developed for, say, the 

five year PBR period should be a cap on total utility 

revenues or a cap on utility rates.  I have a story 

that could help illustrate how this could affect 

utility incentives to do energy efficiency.   

  A couple of years ago I was at a conference 

and someone said to me that if the goal was to lower 

rates, the cheapest way to do this would be to throw 

stones through people's windows.  I gave them a 

puzzled expression and asked him to explain what he 

meant.  He went on to explain that selling more 

electricity to residential customers can be quite 

profitable to a utility.  The difference between the 

rate the utility charges the residential customer and 

the cost of providing incremental service can be quite 

large.  For example, BC Hydro's residential tier 2 

rate is 14 cents a kilowatt hour, significantly higher 

than its avoided cost and so additional residential 

sales can be quite profitable.  He explained that by 

throwing stones in people's windows, people will get 

cold, turn up their thermostat and if they have 
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electric heating the utility will sell more 

electricity to those customers and so won't have to 

increase the rates for everyone else.  

  I thought about this and could see the 

logic but it makes you wonder, what should the output 

be for a utility?  Is it lower rates, in which case 

broken windows would be good?  Or is it instead lower 

bills for the heat and the light that the customer 

needs?  And if the goal is low bills and not low 

rates, then maybe the price path under PBR should be 

based on utility revenues and not rates.  Just 

something to think about.  

  The next item on the regulatory problem 

list was to identify and address bad things that are 

profitable to the utility, such as goal plating 

infrastructure.  For example, I was at a conference in 

Calgary a couple of years ago and a utility employee 

was talking about their network.  They needed to 

reinforce the grid in one area and had come up with a 

great idea to, instead of investing in new assets, 

encourage customers to shift their consumption away 

from the peak period.  They then mentioned, however, 

that it would be difficult to get buy-in from their 

senior leadership team for this idea as the utility 

was able to earn a return on assets but not on 

innovative rate designs.  



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  63 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  Here was someone with a creative idea who, 

instead of being encouraged, was being told that it 

was unlikely to be supported just because of the way 

the utility was being regulated. 

 Proceeding Time 9:47 p.m. T09 

 It's important that we ensure utility incentives are 

aligned with those of customers to capitalize on 

opportunities for efficiency and innovation. 

  In the U.K. the regulator also made some 

changes to their PBR model specifically to address the 

concern that companies could only grow their profits 

by adding capital expenditures to their regulated rate 

base.  Their RIIO regulatory model instead allows the 

utility to earn a return on a fixed proportion of the 

company's total expenditures, referred to as TOTEX, 

regardless of whether it was a capital or operating 

cost.  This approach is now also being explored in 

other jurisdictions. 

  The last item on the regulatory problem 

list is to identify good things that may not be 

getting done for lack of interest and motivation.  For 

example, when I worked in New Zealand, the government 

wanted customers to be compensated if there was a 

power outage.  I went around to the distributors to 

talk to them about this requirement and they were 

often outraged.  They objected to providing 
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compensation as they said they did not guarantee a 

hundred percent reliable service.  However, the 

utilities are regulated and so would be able to 

recover these costs provided outages were within 

acceptable levels.  The only difference would be that 

customers with a lower level of reliability would 

receive lower bills, and customers with high levels of 

reliability would receive higher bills.  Overall, as 

that is what customers wanted, customer satisfaction 

should increase as a result. 

  It took some of the distributers a while to 

change their mindset from a mindset focused on denying 

responsibility to a more customer focused mindset.  

Moving to performance based regulation can assist in 

this process by encouraging utilities to have these 

kind of discussions with their customers.  The U.K. 

RIIO model also includes items such as a business plan 

incentive to encourage companies to develop a good 

business plan with assessment elements including:  the 

quality of stakeholder engagement, effective proposals 

on dealing with uncertainty, consideration of non-

networked solutions, and enabling competition and 

innovation. 

  Utilities are also subject to penalties for 

submitting poor business plans and are given financial 

incentives to encourage investment in innovation 
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projects.  Electrification could also represent an 

exciting new opportunity, but does our regulatory 

framework discourage utilities from being innovative 

in this area? 

  So now it's time for a bit of a deeper dive 

into the mechanics of PBR.  I will now play a 

prerecorded webinar put on NARUC on PBR fundamentals.  

I edited to remove the introductions and about eight 

minutes of technical discussion from Michael O'Boyle's 

presentation, but the full video is available online 

for those that are interested in viewing the 

additional content. 

(PLAYS VIDEO) 

MR. O'BOYLE:   Hi everyone.  I'm providing an overview of 

performance based regulation for the webinar today.  

In case you guys are not familiar, Energy Innovation 

is a policy think tank and research group located in 

San Francisco, California.  We focus on work directly 

with policy makers to help transform the energy system 

to a low carbon energy system and in the context of 

power sector, I've been working for the last five and 

a half years on a program that recently got rolled in 

to EI's main group called America's Power Plan.  And 

the goal really is to assist policy maker with policy 

design to transform the electricity system to a clean, 

affordable, reliable system. 
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  So we have done work on performance-based 

regulation, which is not just a policy that can help 

with decarbonization, but more broadly just system 

optimization, cost reduction, reliability, and 

resilience and is really an emerging best practice in 

power sector regulation and transformation.  And 

please feel free to reach out after this webinar if 

you want to discuss further.   

 Proceeding Time 9:51 a.m. T10  

  Next slide.  So I am just going to go 

through the sort of why performance based regulation 

is an emerging topic these days, how it works sort of 

in theory, and then some examples that then Matt will 

build upon of performance incentive mechanisms or 

performance based rate making mechanisms.  Next slide. 

  So first, it’s our thesis that the power 

sector has evolved from some old goals and old options 

for system optimization, to a series of new goals that 

build upon those old goals, some of which are still 

really important, most of them, but there are new 

options.  So next slide. 

  From meeting growing demand and building 

new infrastructure, particularly to meet universal 

service, we now see that the goal of power sector 

investment has been toward maintaining and modernizing 

infrastructure.  Resilience is increasingly important 
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with especially increasingly severe weather events, 

clean power is something customers are demanding, and 

is also the cheapest, new option, new build, in most 

of the country.  

  Customer satisfaction and choice become -- 

have always been important, but choice is becoming 

more possible with distributed energy resources and of 

course affordability and safety are still paramount.  

There are also new options to consider for optimizing 

the system around these goals.  All the old stuff of 

course, the centralized, large-scale investments where 

economies of scale still make sense, but also 

increasing opportunities for competition at the grid 

edge with distributed energy resources providing grid 

services and reducing costs for customers, reducing 

carbon, et cetera.  Efficiency, demand response, 

distributed PV, electric vehicles, et cetera.  And 

also big data, advanced ITA and these make it possible 

for more widespread deployment at an advanced rate 

designs that might better serve the goals of the power 

system.  So, next slide. 

  So this creates two new issues.  The first 

is increasing options for power system optimization 

actually lead to greater information asymmetry between 

the utility and regulator, whereas you could sort of 

court on economies of scale as you are expanding the 
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power system to meet more and more customer demand, 

now with customer-side resources being cost effective 

options, and also being better options to serve 

customers the way that they want, there is a lot more 

choices the utility can make in how it plans and 

invests its system, the regulator does not have access 

to all that information.  And so they have asymmetry 

rises.   

  There are also those new goals for the 

power system which mean regulators have to re-examine 

the existing incentives to build more capital and 

maintain existing investments which I will talk about 

in a bit.  So, next slide. 

  So regulation can evolve along with the new 

goals and new options for optimizing the system.  

Again, the old methods or existing methods of line-by-

line investment review, capital investment, sales 

growth driving shareholder value, infrequent rate 

cases and operational expenses as a passthrough, those 

-- many of those will continue to exist, but there are 

new methods that can help deal with the rising 

information asymmetry.   

  Focusing on outcomes and targets for those 

outcomes to sort through complexity and focus on new 

value creating activities for the utility, creating 

incentives to optimize the system using customer side 
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resources, third party providers as alternatives to 

utility investment.  Multiyear rate plans which Matt 

will expand on, and also meeting customer demands for 

clean energy, lower bills, enhanced liability and 

resilience in self-generation.  Next slide. 

  So, performance based regulation really 

changes the central question of regulation from did we 

pay the right amount for what we got?  A sort of 

backward looking assessment of what was the cost of 

service to a forward looking one.  Are we paying the 

right amount for what we want?  And this perspective 

is described in one of the foundational materials for 

America's power plan that is cited on the right by 

former Colorado regulator, Ron Lehr, who still works a 

lot of with energy innovation.  Next slide. 

  So, some examples of common PBR mechanisms 

already in use, and I think it's just worth observing 

that performance based regulation and incentives, you 

know, utility regulation in the utility industry, it's 

already a standards driven industry whether you are 

talking about reliability standards or evaluating 

things for prudency.  There are a lot of more common 

PBR mechanisms like efficiency performance incentives, 

RPS's, these are all performance incentives in their 

own right.  And so here are some that are pretty 

common.  Next.     
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Proceeding Time 9:57 a.m. T11  

  So some additional ideas in the 

affordability category, revenue caps or revenue per 

customer, shared saving mechanisms for utility -- or I 

should say customer participation in time of use rates 

as a metric for utility performance or load factor 

improvements.  These are all either system efficiency 

or cost-saving metrics that can drive a more 

affordable system.   

  If you're looking at clean as an outcome, 

in addition to RPS as an efficiency incentives, 

measuring carbon emissions or setting a target, seeing 

how many customers are able to access clean energy, 

whether it's through a green tariff or, you know, 

customer-side generation.  And then in the reliability 

category, looking at resilience as a new emerging 

field and trying to figure out what metrics and 

targets make sense there so that you know that you're 

getting what utilities promised.  Next slide. 

  So I really tore through it here.  Where to 

start?  I think it's worth considering Minnesota's 

iterative approach.  This sort of wheel of self-

improvement here for performance incentive mechanism 

development.  Minnesota is firmly in number four and 

moving toward five and six.  So they have -- the 

Commission articulated some goals for system 
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optimization, identified desired outcomes, went 

through a massive stakeholder process to -- well, 

massive in terms of, you know, getting input from many 

different stakeholders.  Identifying performance 

metrics and winnowing them down to what was more 

necessary and then establishing some metrics, 

reviewing those and requiring the utility to report 

them.  

  I think that's a solid baseline or solid 

foundation to build upon as you consider, you know, 

whether to go further.  It's kind of a no-regrets 

measure, in my view, to establish metrics and review 

them around outcomes that perhaps the utility is not 

achieving but perhaps you lack sufficient information 

to know that the utility actually won't do it or can't 

do it without some sort of incentive.  So starting 

that process of creating a set of metrics for utility 

performance and perhaps discussions about what targets 

make sense.  And then moving on to steps six and seven 

here, to establishing some incentives as needed in 

evaluating, improving them and repeating them. 

  I think it's also important just to note 

that PBR is a process that I don't think is ever quite 

finished.  Once you set a performance based system in 

place you have to iterate and be willing to try new 

things and improve it. 
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  So that's my whole presentation for now but 

I would love to continue the conversation with any of 

you at a later date.  And here's my contact info, so 

thank you. 

FEMALE VOICE:   And now I will turn over to Matt McDonnell 

from Strategen.  Hi Matt.  

MR. McDONNELL:   Hi, thank you.  Hope everyone can hear me 

all right.  By way of quick introduction, I'm Matt 

McDonnell, a director at Strategen.  And in my role 

with Strategen I support primarily utility commissions 

and consumer advocate across a number of regulatory 

domains from (inaudible) energy resources to power 

system planning, as well as, of instant topic here, 

performance based regulation.  

  Some of what helps inform, you know, my 

views on this topic come from the time that I spent 

with the Hawaii Public Utilities Commission.  I was 

Commission Counsel and staff there and very happy to 

see some of my collogues on the call today and some of 

the concepts that I'll be discussing may look familiar 

to them.   

  So moving forward, Mike did a very nice job 

of sort of setting the table for my portion of this 

discussion.  You know, both as informed by my 

experience in working through PBR issues at the Hawaii 

Public Utilities Commission as well as further 
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research and surveys and investigations of other best 

practices across the U.S. and North America. 

 Proceeding Time 10:02 a.m. T12 

  I want to just start by presenting some key 

takeaways on this subject at a high level.  And then I 

think, Mike did a nice job of pointing this out in 

terms of the nature, sort of the drivers as to why 

performance based regulation is an emerging best 

practice, as Mike put it, the evidence of a changing 

electric industry that's motivating desire for 

regulatory framework evolution as well. 

  Then I'll move to -- provide a summary of 

alternative regulation mechanisms.  So the specific 

mechanics and different mechanisms that can be pulled 

together in a holistic and comprehensive way to 

comprise an overarching PBR framework.  And that's 

when we move to number 4, sort of pulling all the 

pieces together and seeing how balanced portfolio 

mechanisms can really drive enhanced performance 

(inaudible).  Next slide. 

  Focusing on key takeaways.  So just as an 

overview, I think there's clearly a structural shift 

in the way that the traditional utility (inaudible) 

has functioned in the past and there is a range of 

different changing dynamics at play that have resulted 

in a number of different alternative regulatory 
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mechanisms having been built up over time.  And a 

growing number of states, as evidenced in part by the 

interest in this discussion today, are considering or 

actively pursuing changes to their existing regulatory 

frameworks. 

  And so regulators, stakeholders, utilities 

alike, you know, there's a really need to proactively 

engage with and help shape the evolution of discussion 

or risk having others dictate it for them, whether 

that's the legislature or other parties.  Because 

fundamentally, as I'll attempt to demonstrate here in 

terms of the nature of some of the drivers motivating 

this discussion, the very nature of the regulatory 

framework and process needs to change as a result of 

the energy transition that's underway. 

  So some leading examples that we've 

highlighted through our investigations and research in 

the past, New York is clearly an oft touted example.  

New York's regulatory framework includes multiyear 

rate plans and earnings adjusting mechanisms, as well 

as performance mechanisms or PIMs, and we'll get into 

that a little bit later, along with platform service 

revenue.  Illinois is a classic example of a 

performance based formula rate plan.  And Hawaii, 

what's currently in progress is a great example of a 

very comprehensive approach to PBR and the United 
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States which includes multiyear rate plans as well as 

a performance mechanism long shared savings.  And 

Vermont I love to highlight because of the 

incorporation of this concept known as a regulatory 

sandbox.  In Vermont there's this pilot framework that 

permits utility flexibility, it's developed and did a 

pilot, I'll talk a bit about that later on.  Next 

slide, please. 

  So pausing just a moment to reflect on 

evidence of a changing electric industry.  I think 

Mike did a great job again in terms of laying out the 

shift between sort of the old goals of the regulatory 

system and some of the new emerging goals in the 

regulatory system, but let's -- I think it bears sort 

of repeating and taking closer look at, you know, some 

of the driving factors that are transforming the power 

sector system. 

  Next slide, please.  Just very quickly to 

just help underscore the snapshot.  I mean so clearly 

there are some primary drivers that are animating this 

energy transition.  A lot of folks like to use the 

three Ds, which is the sort of decarbonized, 

decentralized and distributed grid or you could also 

think about it as clean, decentralized and intelligent 

grid.   

[NO AUDIO ON PRESENTATION] 
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[VIDEO STOPPED] 

(DISCUSSION OFF THE RECORD)  

[VIDEO RESUMES]  

MR. McDONNELL:   … what they expect to get in terms of 

energy services is very much chancing as well.  And, 

you know, this change in these expectation are coming 

in part from a shift in consumer expectations across 

other industries, whether they be, you know, media 

services such as Netflix, you know, lodging services 

such as Airbnb or, you know, retail platforms like 

Amazon. 

 Proceeding Time 9:51 a.m. T13  

  And the common thread across these is one 

of digital disruption, but with customer centric 

thinking winning out in the end, there is an evolution 

of a platform business model that is emerging and 

disrupting industries across the board.  Next slide 

please. 

  So, continuing now to beginning to sort of 

survey and highlight some of alternative regulatory 

mechanisms that have been in existence for some time, 

and then gathering those according to some discrete 

categories we can just understand the tools in the 

toolkit and how they may all fit together in a 

holistic manner under the rubric of a performance 

based framework.  Next slide. 
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  So, I like to think about organizing 

alternative regulatory mechanisms, specifically those 

that apply to performance based regulatory discussion 

across three primary categories.  You will see those 

on the far left-hand column in each table.  Revenue 

adjustment mechanisms, performance mechanism, and 

other regulatory mechanisms sort of a catch-all for 

some that don’t immediately apply to the first two 

buckets. 

  So what do we mean by revenue adjustment 

mechanisms?  Well, these are alternative regulatory 

mechanisms that focus on target revenues, how they are 

determined, how they are collected and adjusted over 

time, and they help shift and evolve the regulatory 

structure to incentivize cost control and focus more 

on performance.  Mechanisms that fall under this 

bucket include revenue decoupling mechanism, multiyear 

rate plans, formula rates, as well as earnings sharing 

mechanisms.   

  And then looking at the second category, 

performance mechanisms, these are mechanisms that 

provide more specific incentives through reach 

performance targets that are aligned with policy, 

regulatory and customer priority.  And as we'll show 

in a later slide, performance mechanisms can climb in 

a hierarchy of specification from reported metrics, 
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which are just a unit of measurement, to score cards, 

which take the unit of measurement against a target or 

benchmark, and then finally a performance incentive 

mechanism which is a unit of measurement against a 

target where financial dollars are attached as well. 

  The final category, other regulatory 

mechanisms, again a catch-all that can help level the 

playing field in terms of the financial incentives for 

utilities to invest in traditional utility owned 

solutions versus perhaps more cost effective but third 

party owned solutions.  These types of mechanisms can 

include shared savings, as well as other modes of sort 

of this CapEx/OPEX equalization, which is allowing the 

utilities to earn revenues off of pre-paid third party 

contracts.  New York is some leading examples in that 

categories, as well Illinois for treatment of some 

cloud computing expenditures on the parties.  And 

finally the regulatory sandbox example that I 

mentioned at the outset with Vermont falls under this 

bucket.  Next slide. 

  So just double clicking now on revenue 

adjustment mechanisms taking a little bit of a closer 

look at that.  There has been increasing attention to 

this particular category of mechanisms, and they have 

been increasingly adopted in the U.S.  And they can 

help transition a utility towards a more performance 
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based and customer value centric regulatory model.  

And I think decoupling has certainly been a mechanism 

that has been around for quite some time.  You can see 

the figure on the right-hand side.  This is merely 

illustrative and certainly the details as Mike 

mentioned of how these specific mechanisms are 

calibrated, and the risk sharing between customers and 

utility, certainly informs where they would fall on 

this spotted graph here.   

  But just as a general notion, sort of 

moving from sort of less sophisticated, or less 

performance based type mechanisms that impact revenue 

adjustments such as cost trackers in the lower left-

hand side, as you note in climbing that curve towards 

multiyear rate plans in the top right-hand corner of 

the graph.   

  And again, revenue adjustment mechanisms 

focus on how utilities target revenues are first 

determined and collected, and adjusted over time. 

Proceeding Time 10:14 a.m. T14  

  Increasingly what we're seeing throughout 

the country is an enhanced interest in multiyear rate 

plans and that has been one of the primary, I think we 

missed in the examples of revenue adjustment mechanism 

emergence in the recent past. 

  Decoupling has been around for some time 
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and pairs nicely with a number of other PBR mechanisms 

that I'll highlight later on in this presentation.  

But we found some good things like forward test years, 

which may increasingly become important as we are, you 

know, facing an uncertain future and historic costs 

may no longer be as indicative of the types of core 

projections for costs for utilities to look for.  Next 

slide.  

  So here's a couple of maps just sort of 

highlighting where some of these revenue adjustment 

mechanism are in place today across the U.S.  You can 

see revenue decoupling precedents are highlighted on 

the map on the left as well as some multiyear rate 

climb precedents on the right-hand side.  The next 

slide.  

  I just want to talk a bit about performance 

mechanisms as well.  As you can see in the figure on 

the right there is a hierarchy or different levels of 

performance mechanism in this conceptual framework.  

And performance mechanisms can be used to assess 

diverse areas of the utilities' performance and these 

can include things, sort of traditional values and 

outcomes such as safety and reliability, customer 

satisfaction.  But also more emergent outcomes that 

are being visited upon the electric system.  These 

could be types of outcomes that are related or 
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interrelated with the development and integration of 

distributed energy resources or the achievement of 

discreet public policy goals, such as electrification 

and transportation or decarbonization.  

  You know, within the conceptual framework 

there are sort of three levels to performance 

mechanisms.  So the first being reported metrics.  The 

reported metrics are simply a unit of measurement 

against which you can track towards a broader 

regulatory goal, be that reliability or customers 

satisfaction or decarbonization or public policy 

targets.  

  When you take the reported metric, that 

unit of measurement, and you add a target to it, be it 

a threshold value level or a benchmark compared to a 

peer, that transforms that reported metric into a 

score card, an increased level of sophistication as 

well as an increased level of performance 

visualization for that specific metric. 

  And then, finally, when you take a reported 

metric, you establish a target for that metric and 

then you add a financial incentive, either upside or 

downside or both as it may be, that becomes an 

performance incentive mechanism and can be a powerful 

tool to help incent a utility's performance and 

behaviour against the specific outcome.  Next slide 
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please.  

  With respect to the other regulatory 

mechanism category, that third category I've 

mentioned, I just wanted to spend a little bit more 

time highlighting the regulatory sandbox approach as 

well as the leading example of Vermont.  So what do we 

mean when we use this term, regulatory sandbox?  It's 

a concept that's been used across other industries, 

including the financial industry, where fintech 

companies have been exploring new products and 

services that perhaps did not speak -- fit neatly into 

the old regulatory frameworks.   

  (inaudible) concept developed to address 

regulatory uncertainty and it gives companies sort of 

space to innovate and some temporal relaxation of 

traditional regulations for a limited period.  This 

allows for products and services to be wheeled out 

more quickly to customers and a chance for some 

iterative feedback and prototyping on a condensed time 

scale.  

  So how this has been manifest most 

discreetly, I think, in the electric power sector in 

the U.S. has been through that Vermont example.  There 

the Commission has laid out a sort of 18-month sandbox 

time window for Green Mountain Power to be able to, 

upon 15 days' notice, move forward with an innovate 
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pilot so long as it meets certain criteria and does 

not last longer than 18 months.  This vehicle has 

allowed Green Mountain Power to roll out some very 

innovated customer offerings, including the power wall 

program that they rolled out to help shave their peak 

demands on their system. 

Proceeding Time 10:18 a.m. T15  

 That was, I think, received a lot of press at the 

time.  Most recently, they've used this vehicle to 

introduce, sort of, electricity as -- energy as a 

service model, a sort of bundles subscription model 

for customers that allows them to pair rooftop solar 

with an electric vehicle as well as traditional 

electric service under sort of a bundled subscription 

style fee.  It will be interesting to see the types of 

customer responses that come from that. 

  You know, one thing that we're highlighting 

is, you know, as regulators and commissions begin to 

respond to the current COVID-19 crisis, there may be a 

desire to explore and examine, you know, innovative 

rate designs that, you know, specifically target and 

assist low-income populations.  And this sort of 

regulatory sandbox approach or innovative pilot 

framework could be one vehicle to help quickly 

expedite implementation of specific time-limited rate 

design approaches as well.  Next slide please. 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  84 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  So now sort of we've laid out some of the 

cases, some of the tools in the toolkit, just trying 

to quickly pull them all together so we have some time 

here to enter into a Q&A and have a discussion as 

well.  Next slide.  

  So in order to create sufficient space for 

innovation to be able to drive increased performance 

and enhance customer satisfaction, to contain costs 

overall, as well as to help facilitate the transition 

to a model that, you know, allows the utility to 

integrate a diverse set of resources, not just 

utility-owned resources, but third-party grid sale 

resources alongside the more increasing customer-sited 

resources.  It's our view that policy makers should 

really begin to explore and advance PBR framework.  

That includes some critical core elements.  And I've 

laid out, you know, some of those core elements here 

to the right and these largely reflect the experience 

and the developments under way with Hawaii's PBR 

experience as well.  From the revenue adjustment 

mechanism category looking at the pursuit of a 

multiyear rate climb, which could have an extended 

period of three to five years.   

  I didn't get into the details of the 

different structures that can be brought to bear and 

the different details that come into play when 
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evaluating multiyear rate plans, but certainly happy 

to have a deeper dive discussion on that offline at a 

different time.  

  It also includes revenue decoupling, that 

sort of helps facilitate the -- and helps eliminate 

barriers to adoption of energy efficiency measures as 

well as customer-sited resources such as rooftop 

(inaudible) and distributed storage.  As well as 

earning sharing mechanisms that sort of help bound the 

risk as you move towards a more performance based 

approach.   

  What you're really hoping to do in part is 

to help shift more risk from customers back onto 

utilities.  And so as you shift that risk onto 

utilities there's -- you know, it's prudent to have 

some bounding around, you know, where that performance 

may end up manifesting, both on the upside as well as 

the downside, to ensure on the one hand customer 

protection so that utilities are not overearning, but 

on the flipside ensuring that financial integrity of 

the utility is maintained and upheld.  And I think 

that's highlighted even more during this particular 

whole pandemic crises we're experiencing.  

  And then finally performance mechanisms are 

very much a critical part of an advanced PBR framework 

and I think that includes a portfolio approach of some 
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amounts of reported metrics to highlight performance 

and increase transparency, as well a mix of score 

cards and performance incentive mechanisms, as 

appropriate to the specific outcomes being targeted.   

  And then finally, those final two 

categories, our ensured savings approaches can help, 

you know, shift a utility's willingness to begin 

exploring, you know, non-traditional utility owned 

opportunities for a good solution.  And then the 

regulatory sandbox is a way to help foster and create 

space for additional innovation on the system.  Next 

slide please. 

 Proceeding Time 10:23 a.m. T16  

  And again, so many more details to explore 

within each of these mechanisms as well as how one 

might design a comprehensive framework along side the 

different process elements that would go into 

beginning to get started as Mike touched on a little 

bit earlier.   

  So happy to have any and all of those 

conversations in more detail, my contact info is here.  

Looking forward to a bit of discussion now.  Thanks.  

MS. ASHLEY:     Great, so my thanks to NARUC for 

organizing that webinar, and to Mike O'Boyle and Matt 

McDonnell.  So I will now proceed.   

  So now that we have got an idea of PBR 
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fundamentals, I'd like to bring back the discussion to 

the B.C. context.  Over the last few years we've 

witnessed the advent of innovative technologies, 

shifting generation mixes and new customer demands and 

policy imperatives.  For example, in B.C. we've seen 

rapid declines in the cost of new generation, 

flattening utility loads, and a government policy 

initiative aimed at making B.C. industries the 

cleanest in the world through industrial and upstream 

electrification.   

  There are therefore plenty of things to 

think about in deciding what customers want from their 

utility.  The B.C. Utilities Commission Act also 

specifically requires that the BCUC have due regard to 

the setting of rates that encourages public utilities 

to increase efficiency, reduce costs and enhance 

performance.  We have also recently had discussions 

with regulators in the U.K., New Zealand, and 

Australia, as well as across Canada and the U.S. to 

discuss incentive regulation and share our lessons 

learned.  However, not all regulators have the same 

mandate, so it’s important to clarify what our mandate 

is before comparing our region to others.   

  The Government's phase 1 review provides 

useful context in this area.  It’s stated, and I am 

quoting here, 
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"The BCUC undertakes its role so that it applies 

sound utility and regulatory principles to its 

decisions, with a focus on the impact on BC 

Hydro's ratepayers.  This means that the BCUC is 

not required to implement policy that does not 

stand on its own from a regulatory perspective." 

  As a result of phase 1 of the review, if 

there is a priority policy item for the government to 

advance, government would introduce legislation or 

provide direction that supports it.  With this 

approach, the BCUC will be empowered to make decisions 

with respect to BC Hydro in a mostly unencumbered way, 

in alignment with the laws and regulatory principles 

that are applicable to it.   

  The BCUC's role is similar to that of an 

economic regulator, to impose on natural monopolies 

the pricing discipline that competition imposes on 

competitive industries.  While the BCUC does consider 

broader energy policy in its decisions, it would not 

be responsible for delivering on those policies unless 

specifically tasked to do so by the government.   

  This schematic gives an idea of what could 

therefore be in and out of scope.  The items on the 

left-hand side are typical outcomes that an economic 

regulator would be interested in.  You might notice 

that it does not include low rates, but has a lot 
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under economic efficiency, such as promoting efficient 

utility and customer decisions.  The idea is that 

efficient outcomes, innovations, should lead to 

downward pressure on rates over time.  Stakeholders 

will still need to have discussions to define what 

each items mean.  For example, what level of 

reliability customers are willing to pay for.  And 

incentive mechanisms should be tailored to each 

objective.  For example, for safety, the U.K. 

regulator included employee safety as a metric to be 

measured, but did not give a financial incentive to 

the utility to achieve it, out of concern that it 

could result in under reporting of accidents.   

  The items on the right-hand side of the 

schematic, environmental, social and economic 

development, are those where government direction may 

be needed to determine what role the utility should 

play in achieving them.   

  This government direction is the purpose of 

the Phase 2 comprehensive review of BC Hydro.  While 

the final report is not yet available, the interim 

report looked at the role BC Hydro could play in 

several areas, including supporting the 

electrification goals in CleanBC, benefiting from 

technology changes and innovation in the energy 

industry, maximizing the value of surplus electricity, 
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and advancing reconciliation through new partnerships 

with Indigenous nations.  

 Proceeding Time 10:28 a.m. T17 

  These are government goals.  But what are 

the customer goals for the utility?  Are they the same 

or different? 

  If these goals are what we want BC Hydro to 

achieve, is there a way we can use performance based 

regulation to incent BC Hydro's management to archive 

them.  It could also be that the first three items on 

the list are those that would fall under the umbrella 

of an economic regulator anyway under the efficiency 

category.  All ratepayers should benefit from 

beneficial application, efficient utility operations 

and maximizing the value of BC Hydro's surplus. 

  Other non-traditional outcomes could be 

developed.  For example, desired outcomes could 

include developing robust business plans, customer 

engagement, cost effects addressing site security and 

wildfire risks, for example.  Some items will, 

however, remain out of scope, like the BCUC is not 

allowed to regulate Powerex, rebalance BC Hydro's 

rates, direct BC Hydro to allow retail access, or 

disallow recovery through rates of pre-fiscal 2016 

capital or energy supply contracts. 

  We should also continue to bear in mind 
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that it's not the role of the regulator to manage the 

day-to-day affairs of the utility.  However, if our 

regulatory model is not aligning the incentives of the 

utility or the outcomes customers wanted to deliver, 

then we do have a role in changing that.  We are 

therefore focused on ensuring we have an open and 

transparent process and to make is as easy as possible 

to for customers who could be affected by these 

changes to have a voice in these proceedings. 

  There can be a tendency to approach PBR by 

looking at different proposed solutions.  However, I 

think it can be useful to instead start with getting a 

better understanding of the problem.  As I mentioned 

previously, identifying the regulatory problem can 

include conversations around good things that are not 

profitable for the utility, bad things that are 

profitable to the utility, and good things not getting 

done for lack of interest or motivation.  This 

requires a discussion on what we want from our 

utility.  What are those good things that we want to 

incent?  This need to articulate goals first, and then 

align incentives is shown in the Minnesota PUC 

schematic on this slide. 

  And with the time remaining I would welcome 

any questions you have and your ideas on what are the 

good things a performance based regulatory approach 
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could incent BC Hydro to prioritize.  I hope that by 

having this discussion we can start the process of 

shifting away from the traditional cost of service 

question of, "Did we pay the correct amount for what 

we got?" to, "What do we want and how do we pay for 

that?"  Thank you. 

THE CHAIRPERSON:   Thank you, Jackie. 

MS. DOMINGO:     Thank you very much, Jackie.  

  Do we have any questions for Jackie from 

anybody at home or in the room here? 

  Mr. Quail, I see you on screen.  Is there 

something you want to talk about? 

MR. QUAIL:     Maybe this is a very general comment that 

we'll be delving into later and I don't think what I'm 

saying is unique and I think that its recognized in a 

lot of the material, but given the particular 

circumstances of BC Hydro, the way -- who owns it, the 

way it’s regulated statutorily, other things, it 

appears to me that the effectiveness of incentives by 

the regulator to modify the way that it operates are 

relatively weak compared to other utilities, and the 

main story as far as the efficacy of some version of 

PBR for BC Hydro has more to do with regulatory 

efficiency and regulatory optimization, shall we say, 

of that process rather than achieving carrot and stick 

changes in the way that utility operates.  
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Proceeding Time 10:33 a.m. T18  

  That's, again, maybe more of an overarching 

editorial kind of comment about the applicability, but 

it does strike me then that if any of this is correct, 

the way that we approach constructing a different 

regulatory framework for BC Hydro would have to 

proceed very carefully along the lines that are 

outlined here, with a very clear articulation of the 

objectives, limits to what could be achieved and build 

something from the ground up rather than take 

something off the rack and try to modify it to fit BC 

Hydro.   

MS. ASHLEY:   Thank for that, Jim.  Hydro's not the only 

Crown corporation that's gone through this process and 

has gone under an incentive regulatory approach, so we 

do have other models that we could look at.  And as I 

indicated in the presentation, it's not the financial 

markets that make the decisions, it's utility 

management do.  And so there is a way of trying to go 

through bonuses, for example, and make sure that pay 

and performance is aligned with what customers want 

the utility to achieve, to make sure that you can 

still go through that process of having incentives 

that work so that the management of the utility is 

aligned -- what they want to achieve is aligned with 

what customers want to achieve.  But I just reiterate 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  94 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

again going back to having that discussion and that 

more customer-centric -- you know, PBR requires 

utilities to have that discussion with our customers 

and I think that's probably a great first step, 

personally.  

MR. QUAIL:   Yeah, I remember in the early days of PBR in 

British Columbia Bill Grant commenting that it maybe 

made more sense to have incentives for managers than 

for shareholders.  But in the case of BC Hydro, 

management's compensation is regulated by statutes as 

well.  There id some room for movement in that, in 

terms of bonuses and so on, but it's highly 

constrained by a statutory framework through the 

Public Sector Employers Act.   

  So, you know, we'll obviously need to 

discuss all of this in more detail, but there are 

constraints on the various instruments that PBR 

applies to other utilities, potentially to other Crown 

corporations in other jurisdictions, that may be at 

least dampened in British Columbia because of them.  

MS. ASHLEY:   Great, thank you for that.  

MS. DOMINGO:   We have a question in the room here, so. 

MR. AUSTIN:   Jackie, I'd like to set the context for BC 

Hydro's financial condition and like to your comments 

at the end of it, perhaps later on, about how PBR 

applies to a situation such as this.  Jim Quail 
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started this discussion, I want to take it a little 

further.  Certainly, I'd like to get comments of 

others in relation to my mistakes in relation to how I 

viewed BC Hydro's current financial condition.  

  So I'd like to start off by saying that 

without government and government's guarantee BC Hydro 

would have a very low to non-existent credit rating.  

It's book value of assets is far less than the 

replacement costs of repairing those assets.  Its 

fixed costs are increasing, while its load is more or 

less static, which is something, Jackie, you alluded 

to.  It has an 80:20 debt to equity ratio and had been 

trying to move to a 60:40 debt to equity ratio for 

years without any success. 

  Its generation/storage is remote from load.  

It has very high transmission costs and losses.  It's 

essentially the antithesis of distributed generation.  

It has a declining forestry load with huge potential 

for new industrial load in the gas sector, which is 

not being realized.  It has massive capital spending 

to repair its existing assets. 

 Proceeding Time 10:37 a.m. T19  

 And it also has the cost of Site C, which is currently 

at about 10.7 billion dollars, but is expected to 

increase and the Globe and Mail in an editorial 

described this project as a cash bonfire.   
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  It has deferral accounts with balances with 

(inaudible) and shareholder recently infused about 1.1 

billion.  BC Hydro hasn’t had a return on equity in 

relation to new assets addition -- additions, but that 

is (inaudible) and something that has been alluded to 

in the presentations as well is that the marginal cost 

of new generation has declined hugely in the last 10 

years, while BC Hydro's asset base, in terms of 

replacing and repairing it on the generation side has 

not declined, and is essentially increasing at the 

rate of inflation. 

  To me that sets the context for performance 

based regulation.  And how do you go about stabilizing 

BC Hydro's financial condition, let alone incenting 

management to move into the new era?  Perhaps, Jackie, 

you could provide us your comments, or perhaps you may 

want to think about that for a while, that the Clean 

Energy Association of B.C., this is what we are 

dealing with.   

MS. ASHLEY:     My comments again as staff, purely as 

staff, would be I think that you've outlined a lot of 

the drivers that were mentioned in the two 

presentations that we had.  Is that, you know, 

yesterday's utility is not the same, not the same as 

the one today or tomorrow.  The market is in a form of 

transformation.  There is a lot of issues coming 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  97 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

through, but also at the same time there is a lot of 

potential for innovation when we talk about 

electrification, and does BC Hydro have the -- is the 

regulatory structure set up properly to enable people 

that have great ideas about how to innovate, and take 

advantage of all the changes that are occurring in the 

industry, in order to successfully, you know, 

transition Hydro through what is going ahead.  

  And the idea with performance based 

regulation is to start with that discussion.  And not 

for anybody to assume that they know the answers at 

this point, but to be able to have a situation where 

our regulatory framework is definitely -- we don’t 

want to have the situation where our framework is 

holding people back, so that the people that have the 

innovative ideas or approaches that could be very 

valuable, that those great ideas can bubble up to the 

surface and don’t get pushed back down just because 

the regulatory model is a holdback. 

  So, I think the fact that there are these 

issues, I think is why some have -- starting off the 

process of having this discussion can be so valuable. 

MR. AUSTIN:   But do you have any insights in how we can 

provide the medical care to this wounded beast that's 

required through the PBR system? 

MS. ASHLEY:   My general comment in my presentation was 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  98 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

that there are people with brains the size of planets 

in the industry at -- in BC Hydro as well, and so the 

PBR process starts with that dialogue, and it starts 

with that open, honest discussion about what the 

issues are, what innovation is out there, and it 

basically is a means to tap into that area of 

expertise and get that input and insight and bring it 

for the table and allow the starting point of the 

process of then saying, if this is what we want to 

achieve, then what kind of regulatory mechanisms would 

best support that.  It's the starting point, it's not 

the end.  It's the starting point.  

MS. DOMINGO:   So, for the last three minutes, is there 

anybody else that has got any questions?  

  Okay, seeing none so far, I think we will 

take -- start a break now, and then we can come back 

at 11 o'clock.  So that will give us 15 or 20 minutes 

or so, 11 o'clock we'll come back, and we will do a 

quick introduction for our presenters at the Pacific 

Economics Group.   

(PROCEEDINGS ADJOURNED AT 10:40 A.M.) 

(PROCEEDINGS RESUMED AT 1:01 P.M.)   T20/21 

MS. DOMINGO:   So we're back online.  Thank you very much.  

So it's my pleasure now to introduce all the 

representatives from Pacific Economic Group. 

  Director, Mark Lowry.  Mark is the 
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president of the Pacific Economics Group Research, 

which is popularly known as PEG.  He is a noted 

authority on PBR and statistical approaches to utility 

performance measure.  His diverse clientele has 

included utilities and trade associations, regulators, 

government agencies and consumers and environmental 

groups.  He has done numerous projects on PBR for 

vertically integrated electric utilities.  His 

practice is international in scope and has included 

projects across Canada, including recent ones on PBR 

for Hydro-Quebec and the hydroelectric services of 

Ontario Power Corporation.  

  Before joining PEG Dr. Lowry was vice 

president of Christensen Associates and he was for 

several years an Assistant Professor of Mineral 

Economics at the Pennsylvania State University.  He 

has also worked as a Visiting Professor at l'Ecole des 

Etudes Commerciales in Montreal.  I had to Google that 

in fact, the English translation is the School of 

Commercial Studies. 

  In total Dr. Lowry has more than three 

decades of experience in the field of utility 

economics.  He holds a Ph.D. in applied economics from 

the University of Wisconsin and has an extensive 

record of professional publications and speaking 

engagements. 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  100 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  (inaudible) which is Matthew or Matt Makos.  

Matt has held various positions in his 13 years with 

PEG.  Currently as consultant two, he plays a leading 

role in the company's ongoing monitoring of PBR and 

other regulator precedents.  In addition to his plan 

design work he is active in empirical practice.  A 

native of Darlington, Wisconsin, he holds a Bachelors 

of Business Administration degree from the University 

of Wisconsin. 

  So there's our introduction and Dr. Lowry, 

if you'd like to go ahead and share your screen and we 

can begin.  

PRESENTATION BY MR. LOWRY: 

MR. LOWRY:   Okay, just give me a moment.  Okay, I guess 

we're -- thank you for that nice introduction, 

Yolanda, and thank you also for the opportunity to 

advise the BCUC on this very interesting topic of how 

PBR might apply relative the exotic circumstances of 

British Columbia. 

  We're here today, or I'm here today, 

because the British Columbia Utilities Commission 

established a proceeding to consider PBR for BC Hydro.  

And the company in its current RRA submitted PBR 

papers by itself and its consultant, the well known 

regulatory economist Dennis Weisman, along with a 

statistical cost benchmarking study by the Brattle 
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Group.   

  I was commissioned by the BCUC staff to 

prepare an independent PBR paper that was released in 

February.  Over the summer there were a number of 

questions lodged by stakeholders in response to an 

opportunity provided by the Commission.  And so what 

I'd like to do in my presentation today is to review 

some of the highlights of the paper I wrote last 

February.  Also to present new information on a number 

of topics, like information on X-factors for 

vertically integrated utilities, statistical 

benchmarking for vertically integrated utilities and 

to address questions that were lodged by stakeholders 

over the summer.  

  Now, I've been assigned a fairly generous 

amount of time today, a total of about three hours and 

50 minutes and I don't think that the people assembled 

are going to want to hear me talk for anywhere near 

that long.  And so questions and comments are very 

much welcomed, not only at the end of the 

presentation, which will be sometime later this 

afternoon, but also pretty much at any time if you 

would raise your hand or lodge a question in the chat, 

however that works, with Yolanda and then she will 

call upon people.  So please do think of this as a 

more interactive process.  We'll do the best we can to 
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keep the conversation flowing.  

 Proceeding Time 11:06 a.m. T22 

  Now, before I get into the heart of the 

presentation, I wanted to just summarize what some of 

the questions that the stakeholders ask.  

Overwhelmingly what they were interested in is what 

(audio drops) PBR makes sense for BC Hydro, what 

doesn't make sense at all, what are some of the 

benefits and risks of PBR, does PBR make sense for a 

Crown corporation, what about all the special business 

conditions that BC Hydro faces?  And then there were 

lots of questions as well about specific PBR 

mechanisms like performance metrics and revenue 

decoupling and multiyear rate plans. 

  So I am going to structure today's 

presentation as follows, the first big chuck and 

largest chuck is going to be what I call a PBR 

overview.  And it's going to go over some of the 

material that was in my report.  It will overlap a 

little bit and also in small ways contradict some of 

the other comments you've seen about PBR earlier 

today.  It's going to be done at a fairly high level 

of sophistication because I know, having worked in 

BCPCR since the 1990s, that there are a lot of people 

in the province, in the regulatory community there 

that are very familiar with PBR concepts.  So I'm 
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going to try to keep it at a fairly high level of 

sophistication and at the same time there are going to 

be some people who are attending, you must remember, 

that our a little more going up the learning curve.  

So I'm going to try to strike a balance between that.  

I like to call this sort for PBR 301.   

  I am also going to make regular references 

to the report by BC Hydro and the report by Dr. 

Weisman, their consultant.  I do want it to be 

understood that I am not here to rebut particularly on 

any sort of line-by-line basis the comments they make.  

I'm actually just going to refer to their report in 

large measure just so that my presentation does not 

seem disconnected from theirs and to help the 

Commission kind of put together all of the contenting 

views of the experts that have been assembled.  Okay? 

  So, and I will say this too that that PBR 

overview will -- I probably won't even finish all of 

it in the first segment that I have which goes for 

about an hour and 40 minutes.  A little bit of that 

we'll get into in the second session, but the second 

session will mostly be involved with discussing the 

application to BC Hydro.  I'll have a few brief 

concluding remarks.  And I will note that in the 

appendix I just put some summaries of some PBR plans 

that I thought would be good reference.  I'm not 
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planning to go through those, although it's possible 

that someone will ask a question that would induce me 

to go and look up one of those slides.  And I also put 

some of the useful references about PBR at the very 

back of the presentation.   

  Okay, so let's get started then with the 

PBR overview, and I would like to start by creating a 

contrast between what traditional rate regulation is 

all about without beating that horse to death, a lot 

of people in the room know about that as well, and 

then to help explain why PBR became a thing that it’s 

today. 

  So under traditional cost of service 

regulation, financial attrition is averted by 

occasionally rebasing a utility's revenue to its cost 

in a general rate case, which I know in B.C. is called 

a RRA.  And I wrote a paper for Lawrence Berkeley 

National Laboratory years ago in which I had to give 

my take on the good and the bad about cost of service 

regulation.   

 Proceeding Time 11:10 a.m. T23  

  And I think my take was somewhat original 

in its focus.  Because my feeling is that cost of 

service regulation can work fairly well when favorable 

business conditions make rate cases infrequent.  And 

by favorable business conditions, I would mean things 
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like the following:  brisk demand growth that can help 

companies earn extra margins between rate cases and 

help them realize scale of time.  Slow inflation is 

always nice.  A low need for replacement capital 

expenditures, which I will call rep-ex throughout this 

proceeding, are all things that are favorable business 

conditions.   

  Well, at any rate, when rate cases are 

infrequent, and by infrequent I mean every four, five, 

six, seven years, the way it used to be, this approach 

to regulation will produce reasonably strong 

performance incentives, and also involve low 

regulatory cost.  And there actually was a time when 

all this was kind of going, it had it going, and I 

like to call it the golden age of cost of service 

regulation which I took most of the early part of the 

20th Century, but ended around 1967 when inflation 

really started to accelerate in the United States due 

to overstimulation of the economy that was attendant 

upon the Vietnam War.  

  This is conditions today, are unfortunately 

on balance a lot less favorable than they were then.  

Inflation fortunately is slow right now, but demand 

growth is quite sluggish, and there are, as one 

example, a need for a lot of capital expenditures to 

not only replace aging assets, but also to develop a 
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cleaner generating fleet for the continent. 

  And so under these circumstances, rate 

cases are more frequent than they are in the past.  So 

one to three years is more than normal branch now.  

And under these circumstances, not only is regulatory 

cost high, but performance incentives are weaker.   

  Now, in the United States, to make matters 

worse, for the utility you have more attrition, but 

you also sometimes have historical test years for rate 

cases.  And so utilities in the United States and 

various consultants have scrambled over the last few 

decades to develop alternatives to cost of service 

regulation, and commentators like me like to lump them 

all together under the heading of "Altreg," okay?   

  Now, all of those approaches are not equal 

with their affect on the performance of utilities.  

Some approaches have rather bad incentive properties, 

for example.  And that is one of the disagreements I 

have with one of the prior presentations, where they 

almost made it seem like the formula rate plan, for 

example, is an example of a PBR.  It’s actually the 

thing that's most like cost plus regulation, it's 

right down there in incentive spectrum with something 

like an annual rate case.  And so yeah, the utilities, 

they are not above proposing something like that in 

the United States.  In fact most utilities do have it 
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for transmission.   

  So PBR, therefore, you can see why some 

people might have an interest in it, because in 

addition to trying to address the attrition problem of 

utilities, it hopes to do so in a way that creates 

stronger performance incentives.   

  And by the way, may I say that this 

definition of PBR is pretty much in line with Dr. 

Weisman's definition.  It's really maybe a better term 

for it would be incentive regulation, because it's not 

confined just to forms of regulation that try to link 

rewards to some specific measure of performance.   

  As I define PBR, I there are four well 

established approaches:  the targeted performance 

incentive mechanisms; special incentives for underused 

inputs; revenue decoupling; and multiyear rate plans, 

and I am going to discuss these at some length in the 

pages that follow.     

 Proceeding Time 11:15 a.m. T24  

  And you'll note that this kind of breakdown 

of PBR is somewhat different as well from those of the 

other presentations that we saw earlier today, ones 

that came from NARUC or whatever that was, which I 

enjoyed, incidentally.  I just don’t entirely agree 

with the taxonomy.  

  Now, these four basic approaches to PBR are 
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certainly not ones that have to be followed 

exclusively.  And in fact usually they are mixed up.  

Very commonly all four are used in the same regulatory 

system.  Mention was made of the RIIO approach to 

regulation in Great Britain.  And that is an example 

of an approach to PBR that uses all of these tools.  

But there are also many North American examples that 

can be pointed to and I will point to some of these in 

the presentation today.   

  Okay, so let's start with talking about the 

performance metrics approach, performance metric is 

just really a variable that quantifies utility 

activities in a key performance area, sometimes in 

Canadian regulation they might call that a key 

performance indicator.  And you can use these kinds of 

variables in several ways.  You can just monitor them, 

and you could compare their performance, their value 

to a target, and that comparison is implicitly a 

measure of performance.  And then if you link that 

measure of performance to the utilities revenue in 

some fashion, you have created what is called a 

performance incentive mechanism, or a PIM.   

  Now, in reality, utilities usually are used 

in several of these metrics, and they have several 

uses for the metrics.  In fact, for example, some may 

have PIMs, some may have targets, and maybe most of 
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them are just for monitoring.  So I like to call that 

whole main bunch of metrics a performance metric 

system.  And I use the word "scorecard" just to mean a 

public summary of the utilities performance using all 

of these metrics.   

  Common applications of metrics, the two 

most common by far are service quality and demand-side 

management.  And maybe five, ten years ago, or ten 

years ago to 20 years ago, system wide measure of 

service quality would be most carefully examined.  But 

nowadays, often times there are regional measures as 

well, because it's a legitimate concern of the 

regulator that there be reasonable differences between 

say rural and urban service, and not unreasonable 

differences. 

  Demand-side management is another very 

common use of performance metrics, and you also often 

see cost performance metrics.   

  Questions were asked about well, when are 

PIMs used, and are different PIMs used in different 

contexts?  And the answer is yes, that need for PIM --  

THE CHAIRPERSON:     Excuse me, Mr. Lowry, Dr. Lowry, I'm 

sorry.  Just a moment, we have a question here, is 

that -- 

MR. LOWRY:     Sure.  Of course.   

THE CHAIRPERSON:     We don’t have the ability to put my 
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hand up electronically, I'm sorry. 

MR. GHIKAS:     Thank you, Dr. Lowry, I'm Matt Ghikas, I'm 

the lawyer for BC Hydro and I was nominated to 

ask/collect questions from people at BC Hydro and put 

them forward. 

  And one of the questions we had was with a 

scorecard, you would define that scorecard as sort of 

within the PBR rubric as I understand it? 

MR. LOWRY:   Yeah, that's a good -- well, it's a PIM 

rubric.  It's a metrics related rubric, it's all about 

the metrics.  And so sometimes they are just going to 

say "well there was this monitoring metric, and here 

is the company's score."  In other occasions there may 

be a target that go with it, or a comparison to the 

(audio drops) a group of utilities, but the scorecard 

just has, sort of a, just a summary of all the results 

for the various metrics that a company has. 

MR. GHIKAS:     And within the way that you are defining 

PBR, that would be a part of that, if I understand? 

MR. LOWRY:     That would be what? 

MR. GHIKAS:     That would be a part -- that would fall 

within how you are defining the term PBR when you are 

using that term today? 

MR. LOWRY:   Sure.  Sure, particularly when they involve 

PIMs, but yes, I mean, I think that you could even say 

that any use of metrics is going to be a form of PBR 
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kind of falls within that category, yes. 

MR. GHIKAS:     Okay, and one follow-up question for you, 

Dr. Lowry.  You mentioned that one of the common 

performance incentive mechanisms, one of the common 

uses of that was within DSM.  Is that to encourage 

utilities to invest in DSM when it may result in lower 

earnings?  Is that why that's the case? 

MR. LOWRY:     Yes, that is correct.  That, you know, in 

the field they often talk about the need for positive 

demand-side management incentives.  And I will talk 

later about how one thing that is commonly done is to 

track DSM expenses to make the company more willing to 

use them, particularly between rate cases.  And then 

revenue decoupling is going to address the loss 

margins that occur between rate cases due to demand-

side management.  But that still is not amount to a 

positive incentive, when demand-side management could, 

for example, reduce the company's opportunity to make 

some side of the capital investment.  And so there is 

generally acknowledged to be a need for some type of 

additional positive incentives.   

  And I know that BC Hydro does that with the 

amortization of DSM expenses, but in other 

jurisdictions it would be some type of a PIM.  And 

often times it's what they call a "shared savings PIM" 

and here again I have a difference with one of the 
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earlier presenters, because they made it seem like 

shared savings is something different from a PIM, but 

to me it's just a way to do a PIM where you oftentimes 

have an elaborate estimate of the net benefits of 

demand-side management, and then you allow the company 

to keep a share. 

 Proceeding Time 11:27 a.m. T26 

  It's a very complicated way of doing it, 

but it provides a little more control that you're only 

rewarding the utility from something that really 

produced the benefit, a net benefit. 

MR. GHIKAS:     That's really helpful.  I actually -- one 

more question for you while I've got the mike here, 

Dr. Lowry, and I apologizes for monopolizing.  But can 

you just give us a sense, in terms of the big picture 

use of the term PBR as you're using it, is -- and you 

mentioned it's, in your view, quite aligned with Dr. 

Weisman, but can you give us a sense, is that the way 

-- is that sort of a unique thing to peg, the way 

you're defining PBR, or is that something that you see 

as having take-up in the industry generally? 

MR. LOWERY:     Well, I think it's -- well, first of all, 

I mean I am something of a thought leader in the 

industry, so what I think is often listened to by 

others, and I did notice that in the other 

presentations that they were taking a lot of the ideas 
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that I'd advanced in various PBR workshops and things 

like that and kind of putting them all together 

  But I think that, you know, what I've set 

forth here isn't so different from the ones that were 

-- the taxonomies that were provided by those previous 

presentations.  But I mean I just have a little bit of 

a different take on the taxonomy, I've been in the 

business of I've been developing taxonomies for -- 

like for many years.  I used to do a lot of that for 

the Edison Electric Institute, for example. 

  So I mean I have a little bit of a 

different take than others, but generally speaking you 

will notice that in those prior presentations for 

pretty much everything that I am talking about today 

was mentioned.  Sometimes they use a different word 

for it, like they use that word "sandbox" for -- and 

that's sort of a combination of what I would call 

marketing flexibility and inducements to use 

disfavoured inputs that they call a sandbox.   

MR. GHIKAS:     All right, thank you for your time on that 

one, Dr. Lowry.  I'll sit down now.  Thanks. 

MR. LOWERY:     Sure.  Well, thank you.  I mean these 

question are going to be welcome throughout the 

presentation. 

  Okay, so as I was saying, the need for PBRs 

-- for PIMs depends on other features of the 
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regulatory system.  Let's supposed, for example, that 

you have a multiyear rate plan, well there's going to 

be a lot more need for service quality PIMs in a 

multiyear rate plan, as I'll discuss more later.  You 

know, really in the absence of a multiyear rate plan, 

the need for any sort of a PIM attended on service 

quality is less obvious.  I mean like is a company is 

coming in for a rate case every two years, you don't 

necessarily need to have service quality PIMs, and if 

I'm not mistaken, the BC Hydro doesn't have them and 

they come in for rate cases about every two years. 

  Similarly you would have more need for a 

DSM PIM if you didn't have revenue decoupling, if you 

didn't amortize DSM expenses, for example.  And that 

kind of gets to the flavour of what PIMs are in a 

regulatory system.  I like to call it the utility 

infielder that kind of pops up here and there as 

needed to address holes in the incentive structure. 

  Now, I'll also allude here to something 

that was talked about more in the earlier 

presentations.  Several U.S. proceedings have recently 

considered greater use of metrics in electric utility 

regulation and some of the ones that were mentioned by 

that previous discussion apply here.  Certainly that 

New York proceeding was important.  The Minnesota 

proceeding was mentioned.  There's a big proceeding 
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going on in Hawaii now and there's one in Colorado.  

So there's been a lot of interest in these metrics. 

  And that was actually partly induced by the 

so-called RIIO approach to PBR in Great Britain that 

features numerous PIMs and also other uses of metrics.  

So I think that's what kind of got people thinking 

about the metrics approach.  In fact, I believe that 

the British regulator kind of misleadingly makes it 

seem like the whole system is about PIMs, which is far 

from the case. 

  A key issue anyways in these proceedings 

has been, as you'll have noticed from those other 

presentations, the use of metrics and PIMs in 

addressing utility of the future challenges.  

Proceeding Time 11:27 a.m. T26  

 Lot of time people, interested parties that are 

wanting utilities to buy more of what they have to 

sell are interested in PIMS that are going to 

encourage that sort of thing.  Things like distributed 

energy resources, things that energy service companies 

might provide.  So they're big believers in PIMs.   

  Lastly, I'll say about the PIMS in general 

there was a question advanced, and a good one, about 

whether or not PIMS always streamlined regulation.  

And the answer is no, it doesn't.  I mean, there are 

some approach to PBR that are intended to streamline 
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regulation but the PIMs aren't really one of them.  

And each PIM is its own little complicated thing and 

sometimes they're very complicated, like the shared 

savings DSM type PIMs.  And so a big consideration in 

developing a set of PIMs for a utility is going to be, 

is the incremental benefit worth the incremental 

regulatory costs that's involved? 

  Any other general questions about PIMs?  If 

not, I'm going to start talking about cost performance 

PIMs.  

  Okay, so a cost performance PIM would have 

a general form where there was an award and/or a 

penalty that was tied beconistically to a comparison 

or a cost metric for the utility to a cost metric 

target value.  And that cost metric target value is 

usually called a benchmark when you're talking about 

costs.  And so benchmarking is kind of a thing with 

cost performance PIMs.  And in fact, benchmarking is 

also used frequently in multi-year rate plans whether 

or not there's really a PIM involved in it.  

  Benchmarks for cost are often based on 

statistic because there's a lot of detailed data on 

the costs of other utilities available.  So, for 

example, you could compute the average value of, say, 

unit cost metric for a utility peer group.  So that's 

a use of statistics in benchmarking and when you're 
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doing that you're basically engaging in statistical 

benchmarking.  So that's a term that Dr. Weisman uses 

and one that I'm going to use periodically throughout 

this presentation. 

  A question was asked to how long it takes a 

utility and the Commission to kind of get going on 

this benchmarking thing.  And I'm going to say that, 

you know, if you've hired someone who has experience 

in this area, and there are several companies that do, 

then, you know, a typical good benchmarking or, for 

that matter, a productivity study is usually only 

going to take two or three days.  Because, 

fortunately, data, standardize operating data, are 

available for numerous U.S. gas and electric utilities 

and so that one huge step of getting the necessary 

data is fortunately mostly done for you.  There are 

actually vendors that compile that data and you can 

just buy it if you have the money. 

  All right, now let's talk a little bit more 

seriously about what cost benchmarking is all about.  

Cost depends on external business conditions, business 

conditions that are external to the company.  Sometime 

those are called cost drivers.  It also depends on 

management (audio drops) but you cannot lose sight of 

those drivers.  The benchmarks, in other words, should 

properly reflect the impact of drivers. 
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  And so what are the drivers of cost?  Well, 

the two most important by far are operating scale and 

input prices.  And not coincidentally those are the 

two business conditions linked to cost in cost theory 

that you would have in a economic textbook.  For 

example, if you wanted to even begin to compare the 

cost performance of BC Hydro to Fortis BC, well the 

big problem is that there's a huge difference in their 

operating scale.  So if you could control for that, 

you'd at least be beginning to do something 

constructive.   

  Now, in reality there are many, many other 

drivers of utility cost.  Generating capacity, for 

example, is going to be a really big issue.  If I was 

trying to make BC Hydro good I would use their rate -- 

compare their rates to those of other utilities across 

North America because they are fortunate to be in a 

province with lots of mountains and rainfall and so 

they have a lot of excellent hydroelectric resources 

that keeps their costs down. 

 Proceeding Time 11:32 a.m. T27 

  But there are other things.  If you serve a 

really big service territory like Toronto or Chicago, 

there are urban density challenges.  If you serve a 

remote rural area with lots of forestation you're 

talking about rural challenges.  Transmission system 
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configuration can matter, like let's say you want to 

compare BC Hydro to Portland General Electric.  Well, 

Portland General Electric has most of its power 

transmitted from distant power plants by the 

Bonneville Power Administration.  System age is a very 

important driver and is one that we are all in the 

field just really beginning to get our hands around in 

terms of how to model its impact on cost.   

  Now, I talked before about how important 

operating scale and now I want to talk about how 

complicated it’s to discuss the operating scale of a 

vertically integrated electric utility.  Because after 

all, a company like BC Hydro is in the business of 

providing four basic services.  You have your 

generation, your transmission, your distribution, and 

then your customer services like billing and 

accounting.  And so all these things in principle 

could have their own proper output variable and they 

wouldn’t necessarily even overlap very much. 

  So you're really talking about, you know, a 

short list of possible measures of this company's 

operating skill would be its generating capacity, its 

generation volume, the length of its T&D lines, its 

peak delivery capacity, and its customers.  And then 

if you took their cost and you did it per unit of 

capacity, per generation volume and so on, you'd find 
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very different results.  

  So there really is a need for some sort of 

a summary measure of its operating scale.  And that 

can be provided by something that I call a 

multidimensional scale index where you use weights 

that are larger for the variables that have cost 

impact.  And those measures of cost impact, which are 

sometimes called cost elasticity, can be drawn from a 

econometric research using data on the cost of 

utilities and all of these cost drivers, including the 

output. 

  Now, to bring this back to the Brattle 

study that was done in the recent RRA, because they 

use delivery volume, generation volume and customers 

as scale metrics.  Editor's note, delivery volume 

would not be on my short list of measures.  But they 

also didn’t provide any multidimensional scale 

indexes, so it was kind of hard to figure out where 

things stood, you know, at the end of the day. 

  To give you an idea of all the cost drivers 

that could matter, let me show you a cost model that I 

picked up for a benchmarking sturdy for Public Service 

Of Colorado, which is a large electric utility in the 

State of Colorado.  It's vertically integrated, 

doesn't have a lot for hydro, it's mostly coal, gas 

and wind.  But here it just shows how complicated a 
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model like this can really be and just in terms of 

there are a lot of cost drivers out there.  Now, you 

notice there are three output variables here, a number 

of retail customers, generation capacity and volume, 

and then there's a system age measure and some 

measures of capacity mixed in, whether the capacity is 

scrubbed and how many gas customers they have, and how 

long are their transmission lines, and how much of 

their system is overhead.  So that's what a 

sophisticated model would say.  And this one was done 

at the behest of a, you know, well respected American 

electric utility. 

  Now I want to talk about benchmarking 

methods next and I'm going to focus here on two of the 

three approaches that are widely used in North 

American regulation and those approaches are unit cost 

of productivity, and econometric models.  Now, when 

you do unit cost benchmarking, you are comparing the 

unit cost of the utility to the average value for some 

sort of a peer.  A unit cost is the ratio of costs to 

scale metric.  So when you compute a unit cost you're 

already kind of automatically controlling for 

differences in operating scale and, for example, 

you're, you know, you're getting a start on the idea 

of, say, comparing BC Hydro to FortisBC. 

  Now, but remember that I showed you that 
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there are all these other variables that drive cost.  

So for the benchmark to be fair you want those other 

cost pressures facing the peer group to be similar on 

balance to those that would be faced by BC Hydro. 

Proceeding Time 11:36 a.m. T28  

  I'm not going to go into the gory details 

of this slid, but what this slide illustrates is how 

you might do a multi-dimensional unit cost index.  

This is some of the work that I did for Public Service 

of Colorado.  You have -- it was an O&M cost study 

similar to what the Brattle Group did, but it had, 

first of all, different output metrics and then it did 

use a summary scale index.  And if you look at that, 

the columns to the right-hand side, I then proceeded 

to show, well, how do they stack up with dollars per 

customer, dollars per megawatt, dollars per megawatt 

generated.  And you see that the numbers for all those 

are different.  And if you do the summary unit cost 

index, that uses the summary scale index, you get a 

net on balance type of a score for the company.   

  In this particular case the company did an 

excellent job, that's the reason they hired me. 

Because they were trying to get a forward test year in 

a rate case and they continually had that rejected by 

the Colorado Commission.  So they thought if they 

actually benchmarked their forward test year proposed 
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revenue requirement that it would help them get the 

thing approved.  And, editor's note, they were not 

successful.  

  Now, with econometric benchmarking you're 

basically going to start be developing a cost model 

like the one you see here.  Where, let's say, that 

cost is a linear function of a number of customers 

that the company serves, the applying miles and then 

you see the "plus…" so there could be another seven or 

eight variables in addition to those. 

  So you develop a model like that and then 

you go out and estimate model parameters, like A1 and 

A2, using data on utility operations.  And once you've 

stuck those in the model, the last step will be to 

stick in the actual values of BC Hydro.  Well, at that 

that point, you have an econometric cost benchmark for 

BC Hydro that can be compared to their actual cost, if 

it's a historical exercise, or their proposed forward 

test year cost if that's how you want to do the -- to 

be the focus of the benchmarking study.  

  Hearing of no questions, I'll go on then to 

talk about how benchmarking is used in a regulatory 

arena.  And the regulators in some jurisdictions, some 

of the avant garde jurisdictions around the world, do 

their own cost benchmarking.  Sometimes they do it 

themselves, more often they'll hire consultant to help 
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them with these matters.   

  And in the English speaking world probably 

the best known for doing this, the most sophisticated, 

are Australia, Ontario and Great Britain.  And what 

they actually benchmark is oft times limited by the 

quality of the available data.  To do capital cost, 

for example, you have to have data on plant additions 

that go back many years and a lot of the regulators 

don't have data that go back many years that way.   

  And so in Ontario they can do total cost 

benchmarking and they have done it for distribution 

and transmission thus far.  In Australia they don't 

have good capital cost data, so their main focus is on 

OPEX.  But in Great Britain where there was mention 

that there's this interest in TOTEX approach.  Not 

only is that one reason why they might want to 

benchmark TOTEX, but it also happens to be the case 

that their data is even worse than Australia's and so 

they just aren't in a position to do capital cost 

benchmarking.   

  So it will behoove us to look a little 

closely at what the Ontario Energy Board, because they 

are genuinely a world leader in this area and they're 

also a world leader with PBR.  Their power 

distributors, which number more than 60, have had 

multi-year rates plans for most of the last 20 years.  
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And every single year they benchmark their costs using 

an econometric model that was parenthetically 

developed by (audio drops).  And they use this model 

to determine the stretch factors in the price cap 

indexes for most of those utilities.  Not only that, 

but the distributors must use the board's model to 

benchmark their proposed forward test year revenue 

requirements in rate cases.  That's quite innovative.  

And incidentally, the OEB is developing the capability 

to benchmark more granular costs as well, like things 

like distribution line maintenance.   

  And they're doing that less to provide the 

basis for disallowances, it's more like a free 

consulting service for the smaller companies that they 

have to regulate.  Many of the utilities that they 

regulate are small municipal utilities, so in that 

sense it's almost like a free consulting service that 

they're trying to develop right now. 

  Anybody have questions about benchmarking 

and regulation?  Yolanda?  Anybody have a question?  

 Proceeding Time 11:42 a.m. T29  

MS. DOMINGO:     I don’t see any questions. 

MR. LOWRY:     I will just carry on -- sorry? 

MS. DOMINGO:     I don’t see any questions, you can 

continue, Dr. Lowry.   

THE CHAIRPERSON:     Yolanda? 
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MS. DOMINGO:     Oh, we do have, sorry, we do have one 

question from Mr. Austin in the room. 

MR. LOWRY:     Okay.   

MR. AUSTIN:     Based on the follow-up data, how well does 

this benchmarking work? 

MR. LOWRY:     In Ontario? 

MR. AUSTIN:     Anywhere. 

MR. LOWRY:     Well, I'm not sure what you mean by follow-

up data.  I mean, (audio drops) talk about some of the 

problems with regulatory statistic benchmarking.  But 

I mean they have been doing it for a long time in 

Ontario, and they keep adding new studies.  They -- so 

I think they are generally pleased with the concept, 

and lots of times -- I didn't mention this yet, but 

the larger utilities in the province, they come in for 

what they call custom IR plans, and they are going to 

include a company like Toronto Hydro that is going to 

say that "Hey, you can't benchmark this using data for 

a bunch of little municipal power distributors, so we 

are going to submit our own benchmarking study, which 

will turn out to be based on U.S. Data."  The Ontario 

study that I mentioned is for use in only Ontario. 

  So then the board will turn around and 

commission its own study as a counter-study, and 

that's one of the themes that I would like to 

emphasize here.  That it does -- you know, 
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benchmarking doesn’t really work very well if only one 

party does it.  At least if that party is the utility, 

because the utility does not have great incentives to 

provide objective benchmarking and besides, there are 

so much to learn about how to do benchmarking, that 

you need to have some expert pushback on things that 

were done wrong in a study.  Like don’t come back with 

that the next time you do a study, and then over time 

with that interaction between competing studies, I 

think you get more and more -- better and better 

studies that are more useful as a decision-making tool 

for the regulator.  

  I will say that the study that I am talking 

about in slide 18 has not been updated now for like 

five years, so that particular model is getting a 

little stale.  But the best models that are coming out 

of Ontario right now are the ones that use U.S. data 

that are submitted in these custom IR proceedings. 

MR. AUSTIN:    Well --  

MR. LOWRY:     Is that a satisfactory answer? 

MR. AUSTIN:     I'd like to follow-up with another 

question.  In the sense that I think about why I am 

doing benchmarking.  To me that is establishing some 

sort of baseline level of performance which I can 

measure the future performance against.  Now, if I 

don’t have that correct, then please let me know.  But 
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if that assumption is correct, then if I have 

established this baseline, how do I subsequently go 

about measuring subsequent performance relative to 

that baseline which presumably was established because 

it was thought that performance in the future could be 

measured against it? 

MR. LOWRY:     Well, I mean every year your cost is going 

to be -- you know, every new year's cost can be 

considered, after all, and over time the benchmarking 

models get better, so that you don’t want to use one 

from a long time ago.  So, I mean I think that -- I'm 

not necessarily here to advocate the annual benchmark 

in British Columbia, but I think that, you know, it 

makes perfect sense to regularly update these studies.  

If nothing else at the time that the utilities file an 

application for -- you know, file an RRA or a proposal 

for a new multiyear rate plan.  I mean, in Ontario -- 

like when these utilities come in for their custom IR 

plans, they will benchmark -- they will voluntarily 

benchmark every single year of their proposed revenue 

requirements, and the boards consultant will do the 

same. 

  You would think that would be a very useful 

tool for the B.C. Commission to have as well. 

Proceeding Time 11:46 a.m. T30  

MS. DOMINGO:    Thank you, Dr. Lowry.  
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MR. LOWRY:    So let's suppose that the BCUC was 

interested in doing benchmarking, what would be some 

of the strategic decisions that would have to be made?  

Well, they would take an interest in benchmarking 

methods.  Now let's stop right there for a minute 

because you might think, "Well, really, the British 

Columbia Commission is going to decide upon a certain 

method?"  

  Well, I can tell you that there's a 

proceeding going on in Quebec right now where there 

was originally an idea of doing a productivity study, 

they called it a productivity study, for power 

transmission.  And the consumer advocate in the case 

advocated, you know, "We really should do a 

statistical benchmarking study and that study should 

be a comprehensive cost performance."  And the utility 

or Hydro-Québec said, "No, no, no.  We don't want to 

do that."  And the Commission weighed in and became 

fairly specific, not about the exact methods to be 

used, but they definitely said that they wanted a 

comprehensive cost benchmarking study done in addition 

to the transmission productivity study.  So, you know, 

even boards with inexperience can weigh in on these 

matters.  

  Another issue is whether to also benchmark 

quality.  Because, really, do you really to look at 
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cost to the exclusion of quality?  Maybe a particular 

utility is a low cost performer because they also have 

low quality.  Do you want to do high level 

benchmarking, like just focus on total cost?  Or do 

you want to do granular benchmarking?  Like in the 

case of BC Hydro would you want someone to look at 

transmission, distribution, customer services and A&G?  

If you are going to look at total cost, do you want to 

also kind of break it down into O&M expenses and 

capital cost?  That's increasingly what the Ontario 

Energy is doing.   

  Another question is, do you want to look 

just at the recent history?  Which can kind of get 

stale pretty quickly, or do you also want to benchmark 

the forward test year revenue requirements? 

  And then another issue is should the 

Commission do the study or fund an intervener's study?  

In Quebec they went the route of funding an 

intervener's study and my personal preference is that 

the Commission do the study, because let's say it’s 

benchmarking and you're working for an intervener, I 

mean there is a little bit of pressure there to come 

up with a result that is clearly beneficial to the 

party involved.  Whereas if you work for the 

Commission, you know, you can kind of do your best, 

most objective work.  



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  131 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

  All that being said, if the Commission's 

consulting is doing objective work and the utility 

consulting is doing utility friendly work, where does 

that leave the customer?  I mean, there's a little bit 

of a bias between the two studies that has to be 

acknowledged.  

  So pros and cons of benchmarking, before we 

move on.  Well, it’s, in my opinion, a useful 

compliment to traditional prudence reviews.  I mean, 

really, you know, when you're thinking about -- like 

BC Hydro comes in and they're either proposing some 

new rep-ex or they just completed some new rep-ex and, 

you know, who is the Commission to be pushing back on 

that sort of things?  And utilities are very well 

aware that they're not likely to have much in the way 

of disallowances.  So therefore the statistical 

benchmarking can be a useful compliment to traditional 

prudence reviews.  

  I'd also like to think that all parties can 

benefit from benchmarking.  Because lots of times the 

utilities wouldn't do that if they weren't obliged to.  

They might do some, like, really, really micro level 

benchmarking, like dollars per pole replaced but 

they're not going to look at the big pictures as you 

might with a statistical benchmarking study.  So 

sometimes, you know, your senior management is going 
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to learn something from that.  It definitely 

strengthens performance incentives and it's useful in 

discouraging strategic behaviour that I'm going to 

talk about a little bit later. 

  Now, against those benefits of benchmarking 

there are also challenges.  I mentioned there's a lot 

of nice standardized, itemized operating data in the 

United States but that's not true in Canada.  Because 

in the United States it's the FERC, it's the Federal 

Energy Regulatory Commission, that collects all that 

data because they regulate all the transmission in the 

United States and they traditionally also regulated 

some of the generation.  So they got into this 

detailed cost questionnaires to the utilities called 

the FERC Form One. 

 Proceeding Time 11:51 a.m. T31  

  You don’t have that in Canada, and so there 

is really no two provinces that do things alike, 

unfortunately, and only -- the province that has the 

best data would be Ontario, and they do have data in 

Ontario for hydroelectric and generation as well as 

power distribution and transmission.  Another 

jurisdiction that is starting to get decent data is 

Alberta.   

  Another problem, of course, is that there 

are just so many of these external business 
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conditions, and yes, develop a model that has most of 

them in there, but you could not be able to get all of 

them in there, you may not have data on all of them.  

You may not be able to correctly capture the form of 

the relationship between the costs in all these 

conditions.  You can only just get like two-thirds of 

the way towards perfection with these econometric 

models.   

  And there are some really critical data 

that are not in the public domain.  Unfortunately in 

both the U.S. and Canada, the best standardized SAIDI 

and SAIFI data, for example, are collected by groups 

that do not share the data.  And I think the Canadian 

Electricity Association has data.  In the United 

States there is the IEEE, and maybe there are some 

Canadians that participate in that too.  But in any 

rate, you are not allowed to share the data for the 

other utilities.  So you don’t really know.  Like if 

BC Hydro says "hey look, we rank 18th out of 80 

utilities."  But you know, how many of those utilities 

are really proper peers?  You're never going to know 

because you're not going to know the identities of the 

other utilities.   

  Sometimes it's really difficult to control 

for some of the business conditions, like system age 

is the thing that we are working on the most now.  We 
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are developing, we are starting to develop some good 

system age variables for the U.S.  But could we use 

such a model to benchmark a Canadian utility?  Well, 

the jury is very much out on that.   

  Some people are interested in focusing on 

granual metrics, but sometimes in doing so you could 

lose sight of overall performance.  Let's take the 

Brattle Group, and all they looked at was O&M 

expenses, and then you have the labour unions saying 

"Why are you just focusing on the O&M?  I mean it’s 

the balance of capital and O&M that matters?"  If you 

just focus on O&M, you know, there could be undue 

downsizing of the labour force.  It's a legitimate 

concern of them.  Any traditional input vendor is 

going to be made a little bit nervous by PBR and 

benchmarking.   

  Also granular costs you can have 

idiosyncratic cost accounting, how they categorize the 

costs and so that can be problematic.   

  And finally certainly these benchmarking 

studies can be complex and controversial.  In Ontario 

for example, these custom IR benchmarking studies have 

not only led to some controversy.  I mean, amongst the 

parties that do these, the consultants that do these 

things, and we have been trying to kind of make it 

seem like less controversial and try to agree on some 
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things.  Because the ultimate goal is to improve the 

decision making of the panel.  And we don’t want to 

put the panel out to the point where they don’t really 

want to do the benchmarking anymore. 

  So with that I'm done talking about cost 

benchmarking.  Are there any more questions about 

that?  

  Okay, so lets just wrap up talking about 

PIMs by taking a look at a scorecard.  This one came 

out of my report, and this is what the scorecard for 

an Ontario power distributor looks like, and it covers 

a lot of the bases that we have been talking about.  

You've got your service quality metrics, the customer 

satisfaction.  You've got some SAIFI metrics, some 

reliability metrics.  Note the interesting metric 

about distribution system plan implementation 

progress.  That's not a bad idea.  Particularly if 

you're starting down the road of doing a ESPs and 

distribution service plans.   

  Where it mentions cost control here, you 

notice you have a couple of your, you know, simple 

unit cost metrics like the Brattle Group study, but 

then there is something there called efficiency 

assessment, and I believe that that is the econometric 

-- result of the econometric benchmarking study.   

MS. DOMINGO:     Dr. Lowry, we just have a question here.  
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On your, I believe it's slide 21, what is custom IR, 

if you could just explain that to us? 

MR. LOWRY:     Okay, so in Ontario, and there is mention 

of this in Dr. Wiseman's paper, he talks about how 

they have the so-called menu approach to IR.  Where 

there are three different general approaches to IR 

from which the utility can choose.  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.  I'll talk about that a little bit more 

late in the presentation. 

Proceeding Time 11:57 a.m. T32  

MS. DOMINGO:   Sorry, can you just explain what "IR" 

stands for then? 

MR. LOWRY:    Oh, yeah, thank you.  Well, remember I 

started the presentation by saying when I talk about 

PBR I'm really talking about incentive regulation.  

Well, in Ontario they use the term "incentive rate 

making".  So like all of their approaches they don't 

call them multi-year rate plans and although they 

occasionally use the word "PBR", the word that's most 
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commonly used in Ontario is "IR".   

MS. DOMINGO:   Okay, thank you. 

MR. LOWRY:   Yeah.  Just finishing off this idea of a 

scorecard, here on the second page you have some of 

these hip and groovy new types of new age metrics like 

"Renewable generation connection impact assessments 

completed on time" and "New micro-embedded generation 

facilities connected on time."  In other words, these 

are actually sort of new customer service quality 

metrics for the renewable generation community who 

often complains that they don't get good enough 

service.  And then you notice too that in addition of 

having a metric for energy savings, they also have one 

for peak demand.  It's something we'll talk about a 

little more later on.   

  So that's a typical scorecard as I define 

it and how the term I think is most widely used.  

MS. DOMINGO:    Dr. Lowry -- 

MR. LOWRY:    All right. 

MS. DOMINGO:    I just have a -- I know that our original 

agenda was to go to 12:45 initially.  We have a 

request here potentially for a break.  I'm wondering 

if we should take a lunch break? 

  That's the intention here.  So apologies 

for the interruption there.   Can we take a one-hour 

lunch break? 
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MR. LOWRY:     At this time?  Of course we could. 

MS. DOMINGO:     Great.  So it's 12:00 now.  Why don't we 

attempt to come back at 1:00 then? 

  Yeah, sorry, for the interruption.  Thank 

you. 

MR. LOWRY:    That's fine. 

MS. DOMINGO:    Great, thank you. 

(PROCEEDING ADJOURNED AT 11:59 A.M.)  

(PROCEEDINGS RESUMED AT 1:01 P.M.)    T33/34 

MS. DOMINGO:   Thank you.  Welcome back everybody.  I hope 

you guys all had a nice lunch.  

  Dr. Lowry, before we get onto the next 

topic, we do have a couple of questions from Mr. 

Ghikas in the room about benchmarking, is what I 

understand. 

MR. GHIKAS:   I do.  Dr. Lowry, before you change topics, 

I had a question just about the Ontario -- the OEB's 

own benchmarking.  On slide 18 I think is the jumping 

off spot here.  And am I correct that the peer group 

that the OEB is using for that benchmarking is the 

utilities that are regulated by them? 

MS. DOMINGO:   So, Dr. Lowry, you're just going to have to 

take yourself off mute.   

MR. LOWRY:    Okay, I'm just trying to find the slide that 

matches that question.  Can you hear me? 

MR. GHIKAS:     Yes, it's 18, Dr. Lowry, I believe.   
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MR. LOWRY:   Okay.  What was the peer group, did you ask? 

MR. GHIKAS:   Yeah, so is the peer group the utilities 

that the OEB regulates minus the larger ones?  Is  

that -- 

MR. LOWRY:  I believe that it's the case that they 

benchmark all of the utilities for purposes of the 

statistical benchmarking econometric model that the 

board annually updates results for every year.  

However, as I said, a lot of the actual activity of 

the board in recent days has been these custom IR 

proceedings where the larger utilities like Toronto 

Hydro and Hydro One, they come in and they have their 

custom proposals, they have custom benchmarking 

studies because they oftentimes will claim that they 

are different from everyone else and oftentimes with 

some truth, and so in those particular studies they 

are usually done with transnational data.  Sometimes 

it's exclusively American data, and sometimes it's a 

mix of American data and Ontario data. 

MR. GHIKAS:     And can you give me a sense of just how 

many of the smaller distribution utilities there are 

in Ontario?  I understand there are dozens of them. 

MR. LOWRY:     Yeah, that's right.  There used to be over 

80.  Now they are into the -- maybe the low 70s or 

high 60s, I'm not sure exactly but there are still 

many of them.  And that's something that the BCUC 
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should be mindful of because when the Ontario Energy 

Board went to price caps for all these companies, I 

mean, part of it was a matter of a practical -- I 

won't say necessity, but there was a strong inducement 

to come up with a formulaic approach to regulation 

that would ease the board's burden.  

  Another jurisdiction that has that problem 

is Germany where there are, you know, hundreds of 

small power distributors to regulate, and they've also 

gone to a more mechanistic approach to regulation. 

MR. GHIKAS:    Thank you, that's helpful.  And one follow-

up question and this one is based on slide 22, which 

is the Ontario scorecard you had, the example there.  

MR. LOWRY:     Yeah. 

MR. GHIKAS:     Based on the nomenclature that you're 

using, when you are talking about a scorecard, am I 

correct that these are essentially published scores 

but they don't have an incentive associated with them? 

MR. LOWRY:     Well, in the case of the econometric 

benchmarking there is an incent linked to it.  But 

yes, most of these are actually in the form of a -- or 

not -- are in the absence of a PIM.   The Ontario 

Energy Board is one of these commissions that always 

felt they could do service quality without having to 

have PIMs. 

MR. GHIKAS:     Okay, thank you, Dr. Lowry.   
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MR. LOWRY:     Any other questions?    

MS. DOMINGO:     No, why don't you go ahead, Dr. Lowry.  

We are going to try to have one more break this 

afternoon at some point, another twenty-minute break, 

so we'll see when the natural break is.  

MR. LOWRY:     Okay, understood. 

MS. DOMINGO:     Yeah, thank you. 

MR. LOWRY:     And I was just going to say, just since you 

rearranged the timing, I may cut out a few of the 

slides that I was going to present because otherwise 

I'm running for about two hours and fifteen minutes 

without a break.  

 Proceeding Time 1:06 p.m. T35 

 And you might just break it earlier and that would be 

fine.  But at any rate maybe I'll trim out just a few 

of the slides and if anybody objects and wants to go 

back to them, I'll be happy to.  

  I also wanted to say -- and I meant to say 

that before I started pontificating about this and 

that, is that the views that I am giving today are my 

own views and are no way are those of the B.C. 

Commission or Commission staff. 

  Okay, so let's go on to talk about revenue 

decoupling.  Parties here should know a fair bit about 

that because they've been doing revenue decoupling in 

B.C. for just as long or about as long as anywhere in 
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North America.  I mean B.C., a lot of B.C. regulatory 

originally came from California and California was the 

innovator in this area.  So B.C. was pretty quick to 

pick up on the idea of revenue decoupling.  In fact 

the word I think came from California. 

  So what is maybe not as well understood 

here is that there is two parts to revenue decoupling, 

one of which I'll call a revenue decoupling mechanism 

and the other of which I'll call a revenue adjustment 

mechanism or RAM.  The revenue decoupling mechanism is 

what you usually think of when you think of revenue 

decoupling because it's a mechanism that's going to 

cause the utility's actual revenue to track its 

allowed revenue closely, and it's because of this that 

the revenue and earnings of the utility are 

effectively decoupled from the use of its system.  

This type of RDM may apply to some services and not 

others.  Quite often, for example, it only applies to 

residential and commercial services and not to large 

industrial services. 

  Now, the revenue adjustment mechanism has 

the job of escalating allowed revenue automatically 

between rate cases, usually when it's done in the 

United States.  Because really cost is growing all the 

time whether revenue is growing or not and if you're 

going to deny the utility the benefit of the growth in 
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billing determinants that traditionally is a very 

important source of its self-funding, then you're 

going to have to provide some replacement for it.  In 

the United States it's usually growth in the number of 

customers served, but other escalators could also make 

sense, like the growth in an inflation measure.  I 

mean I've been in this business for many years and I 

can pretty much assure you that if BC Hydro were 

allowed to escalate its allowed revenue every year for 

inflation, you're not going to have to worry about its 

earnings.   I mean that would not be a particularly 

generous form of an escalator, but it could be useful 

as I'll just describe a little bit in just a bit.  

Revenue decoupling -- 

THE CHAIRPERSON:     Sorry, Dr. Lowry. 

MR. LOWRY:     Yes. 

THE CHAIRPERSON:     Sorry, we're not -- sorry, I didn't 

catch what you said.  If BC Hydro is to adjust its 

rates by inflation or revenues by inflation, we 

wouldn't have to worry about what exactly did you say? 

MR. LOWRY:     Overcompensation.  They would not be over 

compensated. 

THE CHAIRPERSON:     Thank you. 

MR. LOWRY:     Because that -- they will almost always be 

able to get more that that out of a rate case. 

THE CHAIRPERSON:     Right. 
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MR. LOWRY:     And yet, if you just add customer growth, 

well, there isn't going to be a lot of customer growth 

in B.C., a respectable amount, but not a large amount, 

so that wouldn't give them very much escalation. 

THE CHAIRPERSON:     Thank you. 

MR. LOWRY:     There was a question asked over the summer 

about what are the precedents for revenue decoupling 

and how many people have backed away from it?  Of 

particular note is that the State of Maine found 

itself disappointed in the fact that in the course of 

a big recession, that the company was getting 

automatic rate increases to compensate it for the loss 

of loads.  That did result in a temporary extension of 

decoupling in the State of Maine, but since then Maine 

has actually resumed using revenue decoupling.  

Basically the stories to why decoupling didn't 

continue in some of these states here where it says 

"expired plans," there's no particularly common or 

interesting theme about it.  I think generally 

speaking when people -- after commissions implement 

the coupling they're pretty happy with it. 

Proceeding Time 1:11 p.m. T36  

  So what are the pros and cons of doing the 

decoupling approach?  The idea that's usually trotted 

forward and emphasized by an advocate is that 

decoupling reduces the utilities disincentive to 
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embrace demand-side management.  And in a jurisdiction 

where distributed generation is a big deal, I mean, 

they might talk about that too.  So most obviously the 

utility is going to be more willing to do price 

conservation programs if they're going to be able to 

be compensated for the lost margins that result from 

those programs.  And it really has added up over the 

years all over North America, the effect of these 

conservation programs on load growth. 

  What's maybe less obvious is that it also 

encourages experimental rate (audio drops).  Now, I 

know that in B.C. there isn't much use of time 

sensitive pricing.  I'm not sure entirely why that is 

but, you know, if you do move to time sensitive 

pricing, I mean, there's going to be this risk that 

you could put too much money on the peak price period 

and then there would be more migration than you 

thought away from that period and maybe you'd be short 

changed on the program.  And with revenue decoupling 

that's not going to matter because you're going to get 

your allowed revenue even if you are pretty ambitious 

in moving in the direction of time sensitive rates, 

for example.  

  Decoupling is also going to make our rate 

cases less frequently, except in the odd case where a 

utility really has a rapid growth in their revenue per 
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customer, but that's obviously not the case in B.C.  

The utility is usually, but not always, going to be 

protected from all sources of demand volatility.  

Interestingly enough, the one place where they do sort 

of weather normalize decoupling, for example, is the 

Pacific Northwest, the adjacent states of the United 

States.  But usually it's going to be protected from 

all sources of demand volatility.  So there is going 

to be an appreciably reduction in the utility's 

operating risk because of the decoupling.  And 

sometimes utility commissions have seen fit to reduce 

the allowed ROE because of decoupling.  

  Finally, if you have forward test years, 

which remember many states of the U.S. do not have, 

there is going to be less controversy over volume 

forecasts because it's all going to be decoupled in 

the end.  Similarly, there's less emphasis on the 

estimated DSM savings because they're not really used 

anymore for margin, lost margin recovery like they 

might be with an LRAM approach. 

  There are some cons and there were some 

questioners that were kind of getting at this.  I 

mean, there are some loads in B.C., for example, that 

you don't want to lose.  You want to retain the loads 

of price sensitive large industrial customers.  And 

not only because of their contribution to paying for 
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the company's cost, but because those customers are 

very important bulwark of the economy in many of the 

communities that they serve.  So you don't want them 

to -- you don't want the utility to care less about 

preserving those loads.  You also don't want them to 

care less about going out and cutting deals to attract 

new loads to the service territory.   

  And you would think that B.C. does have a 

selling point there because they have very clean, 

relatively low-cost energy.  So you'd certainly like 

to see aggressive actions taken to expand large 

industrial loads.  Low carbon electrification is 

another example, this has become a high priority in 

British Columbia.  And to the extent that that's true, 

at the moment the utilities' benefits from promoting 

low carbon electrification, I believe, are mostly 

taken away by the revenue decoupling that's undertaken 

there.  So revenue decoupling does not always make 

sense for all customer classes.   

  People who don’t like revenue decoupling, 

they're not done there.  They will point out the fact 

that it destabilizes rates and it can raise rates 

during a recession, which can be an unwelcome thing.  

You know, in the United States many utilities are even 

reluctant to come in for a rate case during a 

recession.  They'll stay out for a year or two.   
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 Proceeding Time 1:16 p.m. T37  

  So, you know, a mechanism that 

automatically raises rates during a recession is not 

entirely welcome thing from the standpoint of the 

regulator, much less the ratepayer.   

  Also, and importantly for B.C., is that 

rate cases are not less frequent if this RAM thing is 

missing, and because then as soon as revenues stop 

escalating automatically, utility has to come in for a 

rate case to keep the allowed revenue growing.  And 

that's exactly what seems to happen in British 

Columbia.  Because what you have with British Columbia 

are typically a couple of forward test years.  But 

what happens next?  In the United States, there would 

then be escalation for at least for customer growth, 

but in B.C. there is no age from billing determinate 

growth after that second test year, and so you have to 

come in for another rate case.  So it's kind of one 

step forward, and a half a step or more backwards due 

to this eccentricity of B.C.'s system. 

  Any other questions about revenue 

decoupling before I move on to the next topic? 

MS. DOMINGO:     Yes, we do have a question here in the 

room.  Mr. Ghikas? 

MR. LOWRY:     Okay. 

MR. GHIKAS:     Thanks.  Sorry, I am monopolizing the 
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microphone, Dr. Lowry.  But I was just wondering if 

you could just expand something that you mentioned, 

you said "don’t forget that a lot of the utilities in 

the United States don’t have a forward test year."  

Does that -- first of all, did I summarize what you 

were saying correctly? 

MR. LOWRY:     Yes, it's roughly half that do not have a 

forward test year.  Even more than half. 

MR. GHIKAS:     And so does that mean that their costs are 

largely trued up each time there is a cost of service 

rate hearing? 

MR. LOWRY:     Well, they will be trued up through 

something other than a historical or forward 

projection at the next rate case, and it's going to 

make the utilities, by come in a little more often, 

for rate cases, because they never quite get enough 

relief from the rate case itself, and that didn’t use 

to be a problem, as much of a problem at an age when 

there was rapid volume growth.  But there isn’t rapid 

volume growth today, so it's more of a problem. 

MR. GHIKAS:     Does the forward test year itself provide 

some sort of an incentive over and above what it would 

be with a historical test year? 

MR. LOWRY:     I would say not much.  I mean, that's 

something that regulatory economists maybe disagree a 

little bit on.  I don’t think there is much benefit of 
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a forward test year.  To the extent that it's based on 

some sort of an automatic escalation, that might help 

a little bit.  But it’s ultimately based on a, you 

know, it ultimately starts with the cost of service in 

a year, it might be a year earlier, and then two years 

of escalation for some reason.  But it's ultimately 

based on cost.  So I don’t think there is much 

incentive benefit for a forward test year. 

MR. GHIKAS:     Thank you. 

MR. LOWRY:     Besides, forward testers don’t do much to 

reduce the frequency of rate cases either.  And so 

they don’t really help out that way, the way you might 

wish that they could.  Because like I mean, let's say 

that, you know, the inflation was five percent every 

year, you might still have to come in for a forward 

test year every year in order to get their 

relationship that you need.  So it's not really 

helping with incentives very much. 

THE CHAIRPERSON:     Dr. Lowry, did I understand you to 

say then, if it's not based on a forward year but 

based on a historic test year, then it would be 

inflated?  The historic test year would be inflated? 

MR. LOWRY:     No, it would not in that case be inflated.   

THE CHAIRPERSON:     Thank you. 

MS. DOMINGO:     Just one more question here, Dr. Lowry.  

Could you clarify what you meant by the "eccentricity 
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of the B.C. system?" 

MR. LOWRY:     Eccentricity, well I mean as I said, that 

you have these two -- you have two test years.  That's 

unusual by North American standards.  But then after 

that, there is no automatic escalation at all, and if 

anything that's what I mean by eccentricity in this 

regard.  There is nothing automatic after that like 

there would be in the United States where maybe they 

will escalate allowed revenue for customer growth for 

example.  It's like the only way that you thought of 

to escalate allowed revenue was through a rate case. 

COMMISSIONER MASON:     Dr. Lowry, it's Commission Mason 

here.  I see you have looked in some detail at BC 

Hydro because you are making references to them.  Are 

you in a position to comment on the extent to which BC 

Hydro already has revenue decoupling through the 

variance accounts that it has? 

MR. LOWRY:     Yeah, I mean I think I said earlier that -- 

okay, I guess I was going to say it later more 

clearly, but yes, it already has, my understanding is, 

a comprehensive revenue decoupling, it true-ups for 

all sorts of billing determinates.  So, you know, 

there is no -- it takes away a lot of the incentive to 

promote low carbon electrification, to retain loads 

for large industrial customers and get new ones.  Bulk 

power sales don’t have the same incentive that you 
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might like, and also other operating revenues also 

flow back margins from other operating revenues all 

flow back to the customer so by dint of all that, 

there are -- my understanding that there is, you know, 

unusually weak marketing incentives and there are 

places where you actually do want some effective 

markets. 

Proceeding Time 1:22 p.m. T38  

COMMISSIONER MASON:     Thank you.  

MS. DOMINGO:     We do have one more question from Mr. 

Bill Andrews here. 

MR. LOWRY:     Okay. 

MR. ANDREWS:     Dr. Lowry, could you explain how it's 

your view, or if it’s your view that BC Hydro's 

decoupling takes away an incentive to do low carbon 

electrification given that Hydro is long on energy? 

MR. LOWRY:     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.  Any extra effort is passed -- the benefit 

of any extra effort on the margin is passed back.  

MR. ANDREWS:     So that's a comparison to a price gap. 
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That's another form of PBR, is it not? 

MR. LOWRY:     Yes, that would be another way you could do 

things and we're going to get into that in a little 

while, price caps versus revenue caps. 

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 
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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. 

MR. LOWRY:     Okay, let's move on to special incentives 

for underused inputs.  To motivate the discussion I'll 

just say that utilities can be reluctant to embrace 

new ways of doing things.  They can be amazingly 

reluctant.    

  I mean an example from the United States is 

-- I personally just can't believe about how 

conservative they've been about promoting 

electrification of transportation vehicles.  You would 

think that would be a no brainer and yet very few 

utilities in the U.S. are known to have been 

aggressive about that. 

  They are also reluctant to use certain 

types of inputs.  I like to use the whimsical example 

of if it's up to the utility to fund the consumer 

advocates, there's not going to be much money for the 

consumer advocate.  But a more relevant example would 

be just any substitutes for CapEx, and for labour 

unions, that's an important consideration.  There can 
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be a reluctance to use labour intensive solutions to 

problems like service quality, like trimming trees 

insofar as it's going to limit CapEx.  So targeted 

inducements have been developed for these kinds of 

actions.  And one thing that we've seen for years, all 

of us, is variance and deferral accounts for costs of 

underused inputs.  So between rate cases if the 

utility wants to buy a little more power or expand its 

DSM programs, it's going to be left whole by the end 

of these, the operations of these counts. 

  Another thing you could do along this line 

would be to capitalize O&M expenditures.  Part of that 

is already done in B.C. for DSM expenses.   

Proceeding Time 1:27 p.m. T39  

 But over in Britain they have what that call a TOTEX 

approach to regulation, which is an interesting thing 

to consider because they're concerned about, 

generally, the tradeoff between the incentive for O&M 

containment and the incentive for capital cost 

containment.  And so they will have a revenue 

requirement where they capitalize a portion of total 

expenditures in a given year and supposedly that's 

going to balance the incentives for CapEx and O&M and 

OPEX containment more better.   Another thing you 

could do is to add an ROE premium to come capitalized 

O&M expenditures.   
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  So those are all interesting idea, but 

another thing that falls into this category is a prior 

approval of innovative strategies.  You know, 

utilities are always loving to get you regulators to 

approve stuff in advance for them.  I mean, they would 

have it where, like, basically it's always your job to 

approve their capital budget in advance.  And they 

also -- but when it comes to these risky things then 

maybe it's more understandable that if they had some 

prior blessing on the part of the regulator that it 

would encourage them to do things that they might not 

do otherwise.  

  A pilot program is sort of a subset of this 

because it's going to involve an implicit approval.  

It may also involve a little extra, a pot of money.  

And this is one of the things that the Brits have been 

particularly innovative about it various little pilot 

programs that are part of this incredibly complex file 

approach to regulation.  So if BC Hydro did have a 

multi-year rate plan, the door would be open for 

starting to cook up some ideas for these pilot 

programs.  

  Does anybody have any questions about this 

before we move on to the next thing? 

  Oh, I wanted to again mention in this 

regard that this is sort of the sandbox idea that the 
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other consultant had been talking about in that one 

slideshow that was taped.  I mean, that also involves 

some marketing flexibility, but it also encompassed 

pilot programs.  I'd never heard that term, "sandbox", 

he mentioned it in that little part of his 

presentation, he did mention these pilot programs. 

MS. DOMINGO:    Dr. Lowry, we do have one more question 

from Mr. Andrews. 

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. 

  Let's move on now to the topic of the 

multiyear rate plan and there are key components and 
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some bells and whistles.  And the keyest of the key 

components are the first two on this slide, the rate 

case moratorium and the attrition relieve mechanism.  

And the rate case moratorium basically takes the form 

of usually a rate case cycle of something like three 

years to five years.  They do go sometimes as long as 

eight and even ten years, but usually they're four to 

five years.   

  Now, between those rate cases there's got 

to be some way for revenue to grow because cost is 

almost always going to grow because of inflation, if 

nothing else.  And so there is this thing called an 

attrition relief mechanism or ARM that escalates 

revenue for growing cost pressure formulaically.  But 

without reference to the utility's actual cost. 

Proceeding Time 1:32 p.m. T40  

 And that's the -- it's this double whammy of these two 

that creates most of the magic of the multiyear rate 

plan, stronger cost containment incentives, 

streamlined regulation -- I mean that's going to be 

achieved just from the less frequent rate cases.  I 

mean that's a big deal right there and it's something 

that's not lost on regulators.  If they can have rate 

cases half as often, that's not lost on them.   

  Potentially also more operating flexibility 

can come out of this combo.  But I was -- I take pause 
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a little bit at what the BC Hydro was saying in its 

paper about economy, that the stakeholders in B.C. are 

going to be nervous about giving up their autonomy due 

to a multi-array plan, because my opinion, if you're 

only going like four or five years between rate cases, 

you're not giving up very much autonomy.    

  Okay, now, other key components.  Some 

costs are going to be addressed by deferral and 

variance accounts.  Almost always energy, for example.  

Probably also conservation programs, DSM generally.  

And you're going to have to have PIMS.  That's a key 

component.  So PIMs that tie revenue to reliability 

and customer service quality, because otherwise with 

these generally stronger cost containment incentives, 

the utility would have an incentive to shade on the 

quality of their service.  There aren't too many 

examples of that for electric utilities.   There are 

examples for telecom utilities that really, really let 

their quality slide in the absence of service quality 

incentives.  So that's where the service quality 

incentives were first used extensively in combination 

with multiyear rate plans.   

  In the bell and whistle category, certainly 

revenue to coupling goes hand in hand with it.  

Additional PIMS, special incentives for under-utilized 

inputs for sure.  These pilot programs, for example, 
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you're more likely to see that with an MRP than in its 

absence.  Integrated resource planning, distribution 

system planning, that's fine.  It goes hand in hand 

with it.  It will help you in fact come up with a just 

and reasonable ARM.   Earnings sharing and off-ramp 

mechanisms are sometimes used.  A good discussion of 

that in Dr. Weisman's paper.   Efficiency carryover 

mechanisms, we'll talk about that briefly.  And also 

marketing flexibility which we'll talk about in a bit. 

  So you've got all these things going at 

once and you've got all four PBR tools, and basically 

when you've got it all going at once, each of these 

tools is going to play a little bit of a different 

role.  Now, the job of the multiyear rate plan is to 

strengthen the general cost containment incentives and 

to streamline regulation, and it may also help to 

increase the utilities operating flexibility in some 

ways.  

  Revenue decoupling is going to remove that 

throughput disincentive.  The special incentives for 

underused inputs, that's kind of self-explanatory.   

But the interesting thing then is that PIMs then play 

a role that I like to call the utility infielder.  

They are kind of shoring up the weak spots in the 

incentive structure and so they don't need to play -- 

they don't need to be the main cause of, for example, 
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strength and cost containment incentives because the 

multiyear rate plan is supposed to do that job.   

  So any questions about that, this breakdown 

before we go on?  If not I'll go onto just an example 

of a multiyear rate plan for a vertically integrated 

utility because I think there has been some skepticism 

as to how this would all work for a real rootin' 

tootin' vertically integrated utility like BC Hydro.   

  Well, here is just one of many examples 

from the United States Northern States Power.  You can 

see they had a four-year plan.  It expired recently.  

Their cost tracker is for the fuel and purchased power 

and for DSM expenses and they'll throw in for good 

measure renewable generation costs there and 

environmental compliance costs.   There is revenue 

decoupling and there were several performance metrics.  

In fact, there was a follow-on proceeding to think of 

some new metrics for the company to use. 

  So there definitely are lots of examples of 

this sort of thing being done for a vertically 

integrated utility.   

 Proceeding Time 1:36 p.m. T41  

  As for the precedence for MRPs, it’s 

important to recognize, and Dr. Wiseman does 

recognize, that they’ve pretty much become the norm 

for energy utilities in populous provinces of Canada.  
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But I think is less widely recognized is that it’s not 

just for energy distribution anymore.   

  For example, in the Province of Ontario, 

they now have PBR for power transmission, and also for 

hydroelectric generation.  And in the Province of 

Quebec, they sort of have a partial PBR mechanism for 

transmission, and they do have PBR for hydroelectric 

generation as well. 

  In the United States you can see from this 

map that there has been a lot of experimentation with 

multiyear rate plans.  It’s really one of the more 

popular forms of Altreg.  There have been some 

examples, recent examples of expiring plans.  You 

might think from that that there is a general 

unhappiness with these plans.  I don’t know if that's 

entirely true, and I was going to ask my colleague 

Matt Makos if he wanted to comment, you know, in a few 

words about what can be said about why there are so 

many expired plans on this page.  Matt? 

MR. MAKOS:     Well, some of these, like in Arizona and 

Louisiana, are actually still in for a potential plan 

renewal.  Then you have a couple where the company is 

just happy to stay out of a rate case for a while.  

That would be say, Minnesota, Iowa, North Dakota, 

Michigan.  And then one state was an experimental PBR 

plan from the '90s, which was Oregon.  And that should 
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cover just about everything. 

MR. LOWRY:     Yeah, and maybe sometimes too isn’t it the 

case that they weren’t quite getting enough money from 

the MRP, and they are kind of taking a pause and 

regrouping to think about how to attack it with their 

next proposal, which is what Fortis itself in B.C. 

did.  It took a break for a year or two, and cooked up 

something then they came back with it, right? 

MS. DOMINGO:     Dr. Lowry, we have a question in the room 

from Mr. Austin. 

MR. AUSTIN:     Slide 31, under the heading "cost trackers 

and deferrals."  It says "Transmission cost (FERC 

regulated)".  Does FERC use PBR in its regulation of 

transmission costs? 

MR. LOWRY:     No, it does not.  The FERC, you know the 

FERC in some ways is now I guess what I was saying 

about the Ontario Energy Board, or the German 

Bundesnetzagentur, who regulates the power 

transmission.  I mean there is a lot of power -- I'm 

sorry, regulates the power distributors in Germany.  

There is a lot of power distributors -- sorry, mixing 

it up.  Power transmitters to regulate in a big 

country like the United States, and the FERC has the 

responsibility for all of it.  So they might have gone 

in the direction of PBR, something that they actually 

did do for oil pipelines.  But instead they went in 
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the other direction of a big step in the direction of 

cost plus regulation, using these things called 

formula rates, which is like a comprehensive cost 

tracker.  Remember I was talking before about how 

attrition problems cause a lot of experimentation, and 

not all of it was the world's greatest idea.  It 

wasn’t necessarily focused on performance, and these 

formula rates are a very good example of that.   

  Under formula rates, ubiquitous use of 

formula rates at the FERC there has been a notable 

decline in the productivity of the United States power 

transmission industry which was discussed at some 

length in that recent Ontario proceeding, and what it 

was all about.  And what was it that was causing that 

decline in productivity, of course the utility thought 

it was just perfect example of the need for rep-ex.  

But our analysis suggested that while that might have 

had something to do with it, there were a lot of other 

factors involved, including going on to the formula 

rates.   

  And I might add too, that when utilities -- 

well, whenever anybody is skeptical about multiyear 

rate plans, and they say why not just stick with cost 

of service regulation?  Well, if you look across to 

the neighbouring Province of Alberta, you can see how 

great things are going with the Alberta power 
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transmission industry, which they finally decided 

could not be regulated under PBR, and so it was 

operating under cost of service regulation. 

 Proceeding Time 1:41 p.m. T42 

 And it’s the biggest problem today in Alberta 

regulation was the very substantial excess 

transmission capacity that has been built in that 

province under cost of service regulation in the last 

ten years. 

MS. DOMINGO:     Thank you for that.  We've got one more 

question from Mr. Bill Andrews.  

MR. LOWRY:     Okay. 

MS. DOMINGO:     Mr. Andrews? 

MR. ANDREWS:     Sorry, I'm just unmuting there. 

MS. DOMINGO:     Thank you.  Yeah. 

MR. ANDREWS:     So the Northern States Power Company is 

an investor owned utility, is that correct? 

MR. LOWRY:     Yes. 

MR. ANDREWS:     So it's an example of a vertically 

integrated utility under a PBR regime -- 

MR. LOWRY:     Yes. 

MR. ANDREWS:     -- but not an -- it's not BC Hydro that  

-- arguably it's not as sensitive to the shareholders' 

earnings or changes in the shareholders' earning 

because of both its regulatory override on earnings 

and because of its political situation? 
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MR. LOWRY:     That's right, and that's a fair point.  But 

if we go back to my mentions of precedents, I guess 

they're here, again to remind you that a number of big 

Crown corporations or partly -- and partly owned -- 

partly publicly owned utilities in Canada do operate 

under multiyear rate plans.  Now, I’m thinking Ontario 

Power Generation and Hydro-Québec. 

  In fact, Hydro-Québec originally was 

really, really resistant to get involved with PBR.  

And they now went in -- and I'll discuss this a little 

bit more later, but having been served up a multi-year 

rate plan by the [French word spoken], they went to 

the Assemblée nationale of Quebec and got a little bit 

different multiyear rate plan approved, where they had 

a little more control over the details of it.  But it 

was multiyear rate plan where there's only a rate case 

every five years.  And they opted for that.   

MS. DOMINGO:     Thank you. 

MR. LOWRY:     And there's the situation of Hydro, I might 

also mention Hydro One, which is about 50/50 owned by 

the province and industrial owned utilities, and they 

also operate on their -- for both their distribution 

and transmission services.  So there are certainly 

plenty of examples of that.  Also examples in 

Australia.  That isn't to say that there are any great 

stories about successful operation of Crown 
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corporations and other publicly held utilities under 

PBR, but there certainly are lots of them that operate 

under (audio drops). 

MS. DOMINGO:     Okay, thank you. 

MR. LOWRY:     Okay.  So now let's get into this whole 

matter of the attrition mechanism, which is the 

biggest issue in most MRP proceedings.  One threshold 

issue is should the ARM cap rates or allow revenue?  

In either case, there are these four well-established 

approaches to the design of these things, these ARMs.  

One would be an indexing approach.  In other words, 

you can use indexing for a rate or revenue cap.  You 

can use a stairstep approach, a hybrid approach, or a 

tracker/freeze approach.   And it's important to 

emphasize that the third -- the second, third and 

fourth of these options, because in the BC Hydro 

reports they really made it seem like there isn't much 

to PBR other than an esoteric indexing approach and 

that's anything but the case.  Of anything there are a 

great many companies in North America that are 

operating under these other three approaches. 

  There was a question over the summer about 

price caps versus revenue caps and what's the 

difference.  So let's talk a little bit about that.  

With a price gap it's the growth in rates that's 

capped and not the growth in revenue.  And the company 
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is then exposed to the risk of changes in billing 

determinants like sales volumes, but they also benefit 

if they're heading in the right direction. 

Proceeding Time 1:45 p.m. T43  

 And usage charges often do exceed the marginal cost of 

service, so there is then an incentive to boost system 

use under price caps.  And so you've tended to see 

price caps in industries where, as Dr. Weisman had 

pointed out, nobody's really quarrelling about whether 

it's good to be using the phone system or good to be 

using the railroad system, they tend to use a price 

cap.  

  Revenue caps, you're allowing -- it's 

allowed revenue growth that's capped.  And so when you 

do that, let's say that allowed revenue is allowed to 

grow by four percent.  Well, you've got to somehow 

convert that to a rate and so to do that you're going 

to have to have some sort of an assumption regarding 

the billing determinants and then, you know, 

approximately at that point revenue will grow by the 

amount of the allowed revenue growth.   

  Now, you can add to that revenue decoupling 

but it's optional.  Oftentimes it’s added and when you 

do that then you can address with the revenue 

decoupling mechanism any difference between the actual 

and the assumed billing determinants.  Once again 
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though, the cautionary tale that revenue is not going 

to grow with billing determinants unless there is some 

sort of allowed revenue escalation.  And that is a bit 

of a problem with the B.C. approach of BC Hydro right 

now.  

  So let's get into the indexed ARMs thing a 

bit.  This is the one that we all suffered through 

with the prior PBR case of the Fortis companies -- or 

the current one, the one that just finished.  Rate and 

revenue caps are going to be indexed to inflation and 

other cost drivers using statistical cost research in 

the design of these indexes.  And, you know, the 

attraction of this approach is that it's going to 

address cost challenges without weakening performance 

incentives.  If you have an automatic escalation for 

inflation and customer growth, for example, you're not 

weakening performance incentives at all.   

  Also, these little indexes have other uses 

than just in multiyear rate planes.  For example, 

supposing that you just need, like, escalation of the 

revenue requirement for one year, a so-called gap 

year, like you've been discussion in B.C.  Well, one 

of these little indexes can do that job and they have 

been used in that way in Ontario, for example.  Also 

the same kind of indexes can be used to escalate 

portions of forward test year revenue requirements.  
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And I believe that the company itself did propose that 

a couple -- you know, a little while back and it was 

the Commission that gave them pushback on it.  That 

approach has also been used by Hydro-Québec over the 

years to escalate its distribution in O&M revenue.   

  So the revenue cap index formula is based 

on the following theoretical results that the trend in 

cost equals the trend in input prices minus 

productivity trend plus the growth in operating scale.  

And actually, interestingly enough, that formula was 

devised by a couple of University of Toronto 

economists in a famous paper back in the 1980s and 

it's given rise to general formulas like this where 

the growth and revenue is equal to inflation minus X 

minus stretch plus some sort of a scale escalator and 

then of the Y and the Z factor.   

  And we'll go and talk about some of those 

terms in a minute, but let's talk about the Y and Z 

first because they do matter for BC Hydro.  The Y 

factor is going to adjust revenue for various kinds of 

separately tracked costs like energy costs.  And I 

know that they have a lot of deferral and variance 

accounts.  The Z factor adjusts revenue for earnings 

impact of miscellaneous, hard to foresee external 

events.  And the first things that come to mind are 

going to be things like severe storms but also -- and 
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maybe tax rate changes, but also other types of 

government activities that are kind of jerking the 

company around.  A highway relocation, "Hey, we're 

going to build a new four lane, you need to move a 

bunch of lines."  Regulatory compliance and 

miscellaneous other changes in government policy.  And 

remember that because, you know, one of the concerns 

about applying a multiyear rate plan to BC Hydro is 

that it’s a government entity and the government's 

always telling them what to do about this and that.  

Okay, so between Y factors and Z factors a lot of that 

type of financial pressure could potentially be 

addressed and it doesn't have to be addressed by any 

index.  

Proceeding Time 1:50 p.m. T44  

  Now, before we get going into an index for 

a vertically integrated electric utility, some people 

might just say, "Well, you know, you can't do that for 

a vertically integrated electric utility because their 

cost just doesn't grow gradually."   Well, you know, 

that used to be true but it's not as true as it used 

to be.  It used to be that the pattern of cost growth 

for a vertically integrated utility was kind of like 

stair step with a little bit of a slant.  You'd have a 

major plant addition like a bit new Hydro plant, a big 

new coal-fired power plant or nuclear power plant, and 
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then as that big asset addition starts to depreciate, 

it slows cost growth for a few years until the next 

big plant addition comes along.  But you don't see as 

much of those major plant additions these days as much 

as you used to.   

  I mean, for one thing, with demand-side 

management there isn't going to be as much demand 

growth as there use to be.  And such demand growth as 

there is could be met by smaller units like a gas-

fired cogen plant or a block of windmills, or maybe 

some distributed generation.  So there is more of an 

opportunity to index the revenue requirement of the 

vertically integrated utility than there used to be in 

the past.  

  With regard to the scale escalator, I would 

just say that, you know, that could be multi-

dimensional like was proposed in a plan in Public 

Service Colorado.  I'll talk about that in a minute.   

That's what they are thinking they might do in Hawaii, 

is take account of that.   

  So you might think, "Well, wow, this is 

getting complicated.  Since when do we need two output 

measures in our revenue cap index?"  Well the fact of 

the matter is that Fortis B.C. Energy already has 

that.  They have two RCIs and they have slightly 

different scale escalators for the two RCIs.  In fact, 
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that's part of the reason why they have two RCIs.  And 

so that's something to consider. 

  Now, in a lot of plans they don't actually 

have a scale escalator.  And when that happens, it’s a 

legitimate thing for the utility to raise, that any 

expected output growth that isn't going to be 

addressed by a tracker is sort of an implicit stretch 

factor that should be considered in setting the X 

factor.    

  All right, now X factor, the point I want 

to make here, most of you have some experience with 

these, you know they typically are based on an 

industry or peer group total factor productivity 

trend, and the drivers of productivity growth are 

mostly about things that improve cost efficiency as 

you normally think about it. Things like technological 

change or scale economies, or maybe that economists 

call X in efficiency of the utility.  Just find some 

inefficiency that keeps it from getting to the 

frontier.  That's what they call X in efficiency.    

  So all those things are not what you think 

of as efficiency.  But I showed you that list of the 

drivers of cost earlier and they include a lot of 

things that don't fall into the category of 

efficiency.  Things like they are made to add on 

expensive pollution controls or increase your system 
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underground, or improve the resiliency of your system.  

Productivity depends on your electric utility, how 

many gas customers, how that's growing, and also 

importantly very much on your system age.   So these 

other business conditions are also drivers of 

productivity and they can actually drive productivity 

growth negative, such that a negative productivity 

target is not necessarily unfair and inappropriate. 

  Now, I'll tell you one commission that's 

having a hard time accepting that is the Ontario 

Energy Board.  I mean they just say that, "Look, we're 

not considering negative productivity targets and 

we'll set it at zero."  In fact, that's what they 

usually do.  When these companies in for these custom 

IR plans they set the base productivity trend at zero 

because they won't accept the negative number. 

  Now, here's another thing, is that when you 

have a lot of drivers of productivity that could 

differ amongst utilities, you get to wondering whether 

some industry trend is actually applicable to your 

utility, and so there is a fancy way of doing a custom 

productivity growth benchmark that's based on the same 

mathematical period and econometric costs research 

that those economists at the University of Toronto 

advised some years ago.  And I'll show you an example 

of that.  Without getting into the gory details, I'll 
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show you an example of that in a minute. 

  Now, another thing you might think about, 

getting involved in this (audio drops) stuff for 

vertically integrated utilities, all that stuff has 

been done for energy distributors.  They don't do it 

for vertically integrated.  They don't do for 

companies like BC Hydro.   That's actually not true.  

There have been studies in recent years for 

hydroelectric generation, power transmission, there’s 

a new study that’s going to come out this fall. 

 Proceeding Time 1:56 p.m. T45  

 Dueling studies by experts in Quebec on transmission.  

And there have been two recent studies of the IEU 

productivity, one for Hawaii and one for -- in 

Colorado.   

  Now, Dr. Weisman does talk about the 

esoteric and controversial nature of those studies, 

and I wish I could say that that wasn’t true.  But I'm 

sorry to say that there has been a lot of controversy 

in recent years.  More so than in the past over how 

you actually measure productivity.  The jurisdictions 

where the biggest gunfights at the OK Corral have been 

occurred would be the Alberta, Ontario, and right now 

in Massachusetts there have been a couple of recent 

proceedings like this.  And a lot of it has to do with 

a study that was done -- that was commissioned by the 
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Alberta Commission using an exotic capital cost method 

that the utilities have found to their liking.  And 

now they tend to push this approach as distinct from 

other more traditional approaches, that are more 

similar to the way that capital cost is actually 

computed in cost of service regulation.  So not to say 

that there isn’t some controversy, there is, 

unfortunately. 

  Now let's just take a look at the results 

of one of these recent productivity studies for 

vertically integrated utilities.  This was one that my 

company did in Hawaii.  And in fact I am going to be 

doing a Zoom hearing on this evidence in a couple of 

weeks time.  And this is comparing the total factor 

productivity of vertically integrated utilities to 

that of the U.S. Economy, and you see that both of 

them are trending downward over the years, but it's a 

lot worse for the vertically integrated utility than 

it’s for the economy, and it's a negative territory.  

So, like in the last 15 years the productivity trend 

of the U.S. vertically integrated utilities is 

negative 0.46.  In other words, if you were to do 

something like this in B.C. you'd be -- you know, 

you'd have to be saying why that's not a number that 

applies to BC Hydro.   

  Now, there are reasons why it might not 
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apply to BC Hydro.  Because we have done research 

using this University of Toronto method to look into 

what were the drivers of this negative productivity 

growth.  And some of them don’t apply to BC Hydro, 

things like new pollution controls, or AMI.  Or the 

addition of new generation capacity, maybe because you 

needed cleaner energy, so you've gone and you've built 

a bunch of windmills.  Well, that might not apply -- 

the latter two might not -- BC Hydro already has the 

AMI, so that doesn’t apply, and as for new generation 

capacity, well that might be addressed by some sort of 

a tracker.  So that kind of motivates getting to the 

next slide. 

  I'm not going to go into all the details of 

it, but it's one of these econometric growth 

projections that we did for the Hawaiian electric 

company using just this sort of logic.  That hey, we 

are not going to be adding any scrubbers.  We are 

going to be adding AMI but that's going to be tracked.  

We're not going to be adding any generation capacity 

that wouldn’t be addressed by a tracker, we don’t have 

any gas customers, but we do have growing need for 

rep-ex, because Hawaii became a state in 1959 and then 

in the next 15 years there was a whole bunch of 

expansion of the system.   

  So, this econometric approach, if you go to 
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the far right-hand column, and again not to go into 

all the gory details, turned out that a custom 

projection for Hawaiian Electric was negative 0.56 

percent, which really isn’t that different from the 

result of the T&P study.  So, just kind of an 

interesting idea.  I mean, you could do something like 

that for BC Hydro, probably wouldn’t want to, but it 

has been done. 

MS. DOMINGO:     Dr. Lowry? 

MR. LOWRY:    Here’s an example of -- 

MS. DOMINGO:    Dr. Lowry, we have a question in the room 

here.  

MR. LOWRY:     Yes, go ahead. 

THE CHAIRPERSON:     Thanks, Dr. Lowry.  The list of 

possible explanations why an electric utilities 

productivity is declining, the list that you just went 

through, those seem to me pretty particular to the 

electric utility business, obviously. 

MR. LOWRY:     Yes. 

THE CHAIRPERSON:     But there didn’t seem to be any sort 

of general productivity trends in that list.  So, 

given that, what's the significance of comparing the 

blue line to the dotted orange line?  Because the 

dotted orange line is the economy generally.  So 

presumably those would be different trends that would 

be driving the dotted orange line.  Like what is the 
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significance of this graph then?  What am I looking 

at? 

MR. LOWRY:     Well, I mean, maybe you have preferred I 

hadn't put in the U.S. economy.  I thought it was 

interesting.  And the reason -- it's always put into a 

graph in the United States, because unlike Canada, 

where they tend to use like a weighted average, might 

say multi-dimensional input price index like maybe AWE 

and CPIBC or something.  That's what you'd do in 

Western Canada, right?    

Proceeding Time 2:01 p.m. T46  

  But instead they are just used -- say the 

gross domestic product price index, which in Canada 

it's called the gross domestic product implicit price 

index.  They would just use that.  And then there is 

supposed to be an adjustment to the X factor for the 

productivity trend of the economy.  So this does pop 

up in a U.S. plan, and I just left it in there because 

I thought it was interesting.  I guess I was wrong. 

THE CHAIRPERSON:     But there would be some factors that 

would couple those two lines.  You know, say like a 

factor that would affect the labour market generally 

let's say.  That would couple those two lines. 

MR. LOWRY:     Well, one thing that couples it’s that all 

companies are paying corporate taxes and that does -- 

you have to remember that there's the first thing that 
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weakens companies' performance incentives is that, you 

know, about 30, 40 percent of their earnings are going 

to the government.  

THE CHAIRPERSON:     Right.  And minimum wages, would 

those couple those lines too? 

MR. LOWRY:     It might.  I have never really thought 

about that one.  I'm not sure how much that matters.  

THE CHAIRPERSON:     Okay.  I was just curious about what 

things would two lines be coupled by.   Thank you. 

MS. DOMINGO:     One more question from Mr. Ghikas. 

MR. LOWRY:     Okay. 

MR. GHIKAS:     Hi, Dr. Lowry.   Just a back to basics 

kind of question for you.  You'll have to bear with me 

for a moment.  But if, as I understand it, if we're 

talking about productivity in this case, that's 

essentially the X factor in the I minus X formula? 

MR. LOWRY:     Yes. 

MR. GHIKAS:     And so if you have a negative X factor, 

you are essentially looking at escalation above the 

rate of inflation, right? 

MR. LOWRY:     Yes. 

MR. GHIKAS:     Okay.  And so you alluded to this earlier 

about Ontario and I saw this in your report, that the 

productivity growth has probably slowed and may have 

turned negative, and that was one of the studies that 

you were involved in too? 
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MR. LOWRY:     Yeah, although that study has not been 

updated for a long time.  But I'll be honest, I mean 

we have no reason to think that there's been any kind 

of great success story in Ontario from the -- under 

the multiyear rate plan there's no great success story 

there for productivity. 

MR. GHIKAS:     One of the things that you mentioned in 

your report, Dr. Lowry, was -- I think you called it 

an echo effect on page 14 of your report.  But 

essentially one of the things that may be causing the 

decline in productivity in the industry is that all of 

the assets that were put in place in the post-war 

period are now reaching end of life.  You are 

replacing them, and the replacement of those assets 

isn't increasing the outputs of the system 

effectively, so productivity is going down.  Did I 

understand that correctly? 

MR. LOWRY:     It can be a driver and that varies by the 

industry.  You know, we do not find -- PEG does not 

productivity growth in the power distribution to be 

negative, be it noted.  That's of interest.  We do 

find it for gas.  Negative productivity in the gas 

industry, not for power distributors.  

  But yes, for transmission and perhaps 

there's something going on for the generators as well.  

But in any rate, it's a thing.  I mean, it definitely 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  182 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

can happen and it did happen.  It’s happening in the 

case of the Hawaiian electric companies as I showed in 

this chart.  Because if you look in the -- where the  

-- over to the right-hand side where it talks about 

transmission and distribution plant additions, to go 

back to that echo effect, that's like a quantification 

of the echo effect.  And it does show that it can be a 

problem.  

Proceeding Time 2:05 p.m. T47  

MR. GHIKAS:     And so if I understood correctly, 

essentially any investments that you're making in the 

utility that aren't resulting in a corresponding 

output is essentially causing productivity to go down.  

So is there a risk if you're putting expenditures that 

you would have classified as good expenditures that 

aren't resulting in an output, but you want to take 

place, so things like investment in mandatory 

reliability standards or investment in certain 

refurbishment, I think you call it rep-ex, you're 

probably saying replacement expenditures, replacement 

capital. 

MR. LOWRY:    Replacement CapEx.  

MR. GHIKAS:    Right.  So is there a risk if you're 

including those things underneath productivity based 

formula that you're going to disincent things that you 

actually think are necessary? 
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MR. LOWRY:    There can be, but then there's all the other 

problems that come from giving special money for those 

types of expenditures outside of the indexing formula.  

I'm going to be talking about that later because 

that's just been a big problem out of Canada.  But 

yes, I mean, it's a real issue and I mean how 

important it really is from one utility to the next 

varies.  I don't know how important it’s for BC Hydro 

but I have heard that they've certainly talked up, in 

documents I've seen, that they need a fair bit of rep-

ex, T&D rep-ex. 

MR. GHIKAS:    And I had one more question before I sit 

down, Dr. Lowry.  I think on the chart, slide 45 that 

I think you took us to, it had a number of 

productivity figures on there from a study that you 

had done for Hawaii.  And the numbers that sort of 

jumped off the page at me was negative 2.07 percent 

for the 2003 to 2014 period for O&M.  That's the trend 

that you're essentially seeing if you're using a 

formula that just includes O&M? 

MR. LOWRY:    I think, could you be talking about this 

slide here? 

MR. GHIKAS:    I think it was slide 45.  Was that -- yes. 

MR. LOWRY:    Yeah, okay.  I was going to skip over these 

slides but now that you've mentioned it I will just 

say that I had thought it would be interesting for 
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people to see some results from a hydroelectric 

generation study that we did for the Ontario Energy 

Board.  And one of the things that was interesting 

there, that should make several people in the room 

perk up and listen, is it depends a lot whether you 

measure output of a hydroelectric generator using 

capacity or volume.  Because the volume growth 

nationally was a lot slower that the capacity growth 

due to hydrologic conditions, deteriorating hydrologic 

conditions.  Well, you can imagine which output 

measure the utility consultant thought was 

appropriate.   

  At any rate, another interesting story from 

that is these partial factor productivities.  Now, 

we've found, and I don't know why, that there was some 

considerable deterioration in the O&M productivity, 

which is to say a pretty rapid run up in the O&M 

expenses of hydroelectric generation.  And I'd be very 

curious to know if that's happened in B.C. because it 

certainly seems to have been a thing in the United 

States.  

MR. GHIKAS:     Okay, thank you.  

MS. DOMINGO:     Dr. Lowry, we have a question from 

Commissioner Mason. 

COMMISSIONER MASON:     Could I ask you to get back to 

slide 42, please. 
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MR. LOWRY:     Okay. 

COMMISSIONER MASON:     So, you see what looks like the 

biggest diversion there between the productivity in 

vertically integrated electric utilities versus the 

rest of the economy occurred during the financial 

recession of 2009 and 2010.  Could you provide any 

insights on what was going on in the rest of the 

economy that caused them to be more productive and how 

that would contrast with the vertically integrated 

electric utilities that became less productive in the 

same period? 

MR. LOWRY:     Well, look at the U.S. economy line and 

note that there was a bad year in 2008, the first year 

of the recession, and then there was nothing great in 

2009.  Now, by 2010 you're talking about a rebound 

from the recession, so that's not altogether 

surprising.  I think what happened with the vertically 

integrated utilities is that, among other things, I'm 

going to guess that there was a, you know, sustained 

low, lower generation volume during that time that 

affected that.   

 Proceeding Time 2:10 p.m. T48 

 And I don't know, there may have been a couple of big 

planned additions in the sample during that period, so 

I don't know all of the reasons specifically why there 

were three bad years for vertically integrated 
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utilities instead of just the one, but I've never 

really looked into that specifically. 

MS. DOMINGO:     Thank you.  Mr. Austin? 

MR. AUSTIN:     When looking at that same chart and 

looking at the period for which it covers, isn't that 

the same period where a lot of energy-intensive heavy 

industry in the United States migrated overseas and I 

can just think of a local example in the Pacific 

Northwest meaning the closure of aluminum smelters in 

that area. 

MR. LOWRY:     That wouldn't have helped, that's for sure, 

but do mind that unlike the Brattle study, we don't 

have delivery volume as a output variable in the 

study.  We had four variables:  generation volume, 

generation capacity, transmission line miles and 

number of customers.  So it would've affected things 

indirectly perhaps through the generation volume, to 

the extent that that was true.  But you're right, this 

was a period of some industrialization in the United 

States. 

MS. DOMINGO:     Mr. Quail? 

MR. QUAIL:     Yeah, just wondering in the case of BC 

Hydro, a significant portion of its cost of energy is 

the cost of generation provided by third-party 

generators interlocked in long-term contracts.  So I'm 

wondering how, I guess more for rate setting purposes 
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than anything, this kind of approach for example 

towards productivity and generation is accommodated 

into a cost of energy which is largely at the mercy of 

third-party contractors, if I can place it that way?  

Does this require structuring rates so that the cost 

of energy becomes a flow through that is set 

independently from operating cost capital and so on, 

or how is this done in jurisdictions in this kind of 

situation? 

MR. LOWRY:     Yeah, well, that's -- you're right.  I mean 

I said that earlier, that usually the energy commodity 

costs of the utility are done on a tracker basis.  

Sometimes there's contemplation of incentivizing those 

trackers a little bit, but, you know, there's going to 

be a lot of risk involved in that.  So certainly that 

item, which I know is a very large item for Hydro, BC 

Hydro -- in fact, that was one of the biggest 

surprises, when I was looking at their data was, oh, 

they really do buy a lot of power.  And in that 

respect they're a little bit like Hydro -- like 

Hawaiian Electric Company, because they've been -- had 

a gun to the head for a long time and told not to 

continue building power plants.  So, yeah, that would 

just be tracked in all likelihood. 

  And I will say this too, that, boy, you 

know, probably one of the biggest cost containment 
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issues for BC Hydro is purchase power.  That's one of 

the biggest places where utilities can make mistakes, 

and yet it kind of falls between the cracks of the 

usual PBR remedies.  Hydro -- Hawaiian Electric too 

made some horrible mistakes -- I don't want -- let's 

say two, but Hydro -- Hawaiian Electric made some big 

mistakes in their contracts with these independent 

power producers that's really hurt the consumer.  And 

yet it's not really even an issue in the proceeding 

there. 

MS. DOMINGO:     Thank you, Dr. Lowry. 

MR. LOWRY:     Okay, so now I know that this has been -- 

the discussion of the X factor has been complicated 

and it's just like in (inaudible) to think how can we 

avoid -- how can we keep it simple and stupid?  We're 

good that that.  And sometimes it's a good thing.  And 

one example of how you could get around messing around 

with all that work would be to assume that 

productivity growth in the formula is equal to the 

growth in scale.  Not the craziest counter-factual 

thing you can think of.   

 Proceeding Time 2:15 p.m. T49  

  In that event, the growth and revenue would 

equal inflation minus a stretch factor and the usual Y 

and Z factor.  Or you would have an inflation only 

revenue cap index.  And this has been done several 
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times in the State of California.  And just an example 

of how you can -- clever people can sidestep the so-

called esoteric research, there is really a dislike of 

doing things that way. 

  I notice that the -- you know, that they 

are able to figure out something for FortisBC in their 

new plan without the recourse to any new esoteric 

productivity research if I am not mistaken. 

  The stretch factor, here is where I am 

going to start to take exception of more and more to 

some of the things that BC Hydro and Dr. Weisman said, 

there was a statement that this is sort of a matter of 

judgment, and I kind of disagree with that.  That the 

stretch factor can be linked to utility cost 

performance using statistical benchmarking.  There is 

already two jurisdictions in North America that 

routinely do this.  Every time a utility comes in they 

have to file a cost performance study, and then there 

is funding for our current study as well.  So you can 

link the stretch factor to benchmarking.  Something 

that Dr. Weisman did say made sense.  And so if you do 

that, then the utility is going to be rewarded by a 

little bit after revenue growth, if they are a good 

cost performer, but their revenue growth will be 

slower if they are a bad cost performer.  And so this 

does strengthen utility cost performance incentives.   
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  Now, let's get into one of these problems 

that particularly arises in the context of index-based 

regulation, and it’s particularly a problem in Canada 

recently, is this phenomenon of a CapEx surge.  

Because these index-based arms are typically based on 

medium or long run cost trends.  All right, so if a 

utility is expecting to operate under an MRP, they 

often claim high CapEx needs and request some way of 

getting some extra money.  Maybe it’s going to be in 

the form of a special X-factor, or maybe they are just 

going to ask for some extra money, which in the BC 

Hydro's report is called an adder.  Or maybe they will 

ask to exempt certain capital cost from indexing, 

which in the BC Hydro study is called a carve out.   

  And very often, and in fact almost 

routinely, the utilities actually assert that under an 

index-based plan, if their expected capital revenue is 

not -- is going to be short of their expected capital 

cost, they are entitled to 100 percent compensation 

for the difference.   

  Now just imagine how that complicates PBR, 

that any time there is a deviation that shortchanges 

the utility, even if maybe in the long run they would 

do okay, they are due 100 percent compensation for the 

difference.  So it makes it very hard to do PBR.  And 

problems that arise are weak incentives and also 
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overcompensation.  And this figure that I put on this 

page is more speaking to the over compensation issue.   

  So, let's suppose for example that the 

utility is embarking on the first of four multiyear 

rate plans, and in the first plan, oh doggonit, we are 

really going to have to have some extra money because 

we have this extra need for high rep-ex or something.  

So, of course, they are entitled to dollar for dollar 

recovery of any shortfall.  So their revenue, even 

though the blue line is what you would get from say a 

revenue cap index, they are going to get the red line. 

  Now, mind that the blue line wouldn’t be 

that way if they included the kind of CapEx that maybe 

they are asking for the extra money.  You don’t think 

the productivity growth is slowed by the rep-ex of 

utilities?  Of course it’s.  But it's really hard to 

pull out just the amount of the rep-ex that from the 

productivity study so that there isn’t double count-  

-- some sort of overcompensation in the first plan. 

Proceeding Time 2:20 p.m. T50  

  But then, secondly, look at the subsequent 

plans.  Because if you have a CapEx surge in the first 

plan then there's a good chance that the revenue 

growth will be unusually slow thereafter as that surge 

CapEx starts to depreciate.  And so in theory they got 

extra money from the first plan but then they have to 
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give some back in the subsequent plans, but that's not 

what the utility would do.  I mean, they would 

consider themselves due to the normal revenue cap 

index unless, of course, they kind of got to where 

they kind of like the freedom from the index and are 

always going to try to cook up some reason why they 

need extra CapEx.  And honestly I think that many 

utilities in Ontario seem to be of that nature.  I 

mean, there's never going to be a day when they are 

going to go to their revenue cap interest, they're 

always come to come up with some sort of a reason for 

extra CapEx just to take the pressure off.   

  But at any rate, what I've pointed out here 

is two sources of overcompensation.  And this has been 

a controversial issue in a number of proceedings.  It 

was actually discussed some in the prior FortisBC 

proceeding, but it really became an issue in Alberta 

and it's been a common issue in Ontario and 

Massachusetts.  There's a case right now going on for 

a gas distributor in Massachusetts where they want the 

normal index, revenue cap index, but they also want 

this gas safety extension plan tracker for about half 

their CapEx at the same time.  And so, you know, 

there's a lot of claims of overcompensation.   

  So this is a really important slide and I'm 

just wondering if anybody has any questions about this 
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problem before we move on? 

  Okay, I'm a little worried about having a 

little bit too much material, so maybe I'll speed up 

this slide to just say that CapEx trackers can cause 

weak performance incentives and they can be designed 

to reduce these disadvantages.  In Ontario, for 

example, before you're eligible for any extra CapEx 

revenue there's a materiality threshold that you have 

to exceed.  And once you exceed it you still lose that 

initial amount, it's a dead band.  And it's not a 

large amount, it's more like a four percent of the 

total CapEx will go unfunded, but -- and so that's a 

big point of argument in these Ontario proceedings now 

is should that be higher?  And sometimes they'll 

impose an extra thing called an S-factor that nicks a 

little bit more off of the eligible capital revenue.  

  You could have shared savings of 

underspends.  The several ways you could incentivize 

trackers a little bit.  And there is an example in 

British Columbia, there's several actually.  One is 

the Vancouver Island Transmission Reinforcement 

Project that had an incentivized tracker.  I don't 

know whatever became of that, I would be very 

interested if anybody did have a comment about that 

so-called DITR tracker that was incentivized.  

MS. DOMINGO:    Dr. Lowry, we have a question from Mr. 
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Weimer. 

MR. LOWRY:    Okay. 

MR. WEIMER:     Yes, Dr. Lowry.  I'm just not sure how 

much of that applies to BC Hydro.  I'm sort of under 

the impression BC Hydro doesn't actually get anything 

from the ratepayers to pay for capital expenditures.  

It has to go and borrow the money, basically.  It 

borrows the money until the assets are put into 

service, at which time then it will go to the 

ratepayers and ask for a payment for the amortization, 

the interest cost on the debt and the return on equity 

paid to the government.  

  So are you talking about jurisdictions 

where the utility would actually get money from the 

ratepayers to pay for capital expenditures?  Because 

BC Hydro doesn't do that until after the assets are 

put into service. 

MR. LOWRY:     Well, I'm not saying that this happens.  I 

mean, I've been using the word "CapEx" because it's 

shorter than saying "gross planned additions" all the 

time but I'm mostly talking about the grossed planned 

additions.  And as for whether something like an 

incentivized tracker is possible, I mean, as I've 

said, there was one for BC Transmission, I don't know 

what came of it.  So I'm not sure what you're talking 

about it not being possible to have some sort of a 
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incentivization of the compensation for a large 

project. 

 Proceeding Time 2:25 p.m. T51  

MR. WEIMER:     There will be a ratepayer impact once the 

project comes into service.  But then that will be 

spread over the life of the asset.  It will be 

amortized over 30, or 40, or 50, or 70 years, and the 

interest costs and presumably the shareholders' 

concerns as well?  Anyway, I just wanted to clear that 

up as to what sort of a payment you are expecting from 

the ratepayers to cover capital expenditures. 

MR. LOWRY:     I will also mention here that Hydro One 

transmission recently got approval of some 

incentivized cutbacks, trackers, and they are half 

owned by the Ontario Government.  So I am not quite 

sure what you are getting at with how this can't be 

done, but thanks for the comment.  I will think more 

about that, if the project continues, sure. 

  Now, lets get away from indexing entirely, 

because part of my (audio drops) this whole 

presentation, there are other ways to skin the cat.  

Another way you can do an ARM is just have it based on 

a cost forecast or proposal of the country -- company, 

and when you do that, you're not going to get a pre-

determined stairstep trajectory.  It might be 3 

percent growth in 2022, 4 percent in 2023. 
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  Where it gets interesting is how you do 

this in practice, particularly for the capital cost.  

The controversy is going to center when you are 

haggling about a stairstep ARM, it’s going to center 

on the controllable costs, because the historical 

older plant is capital costs is depreciating -- 

shrinking due to depreciation.  And so a big point is 

going to be what is the proper CapEx budget.  And one 

way it could be done, it would be a multiyear proposal 

or forecast, we are going to call this here an RRA 

approach.  But again, clever people try to avoid doing 

things the hard way.  And some of the ideas that come 

up with were to base the multiyear budget for CapEx on 

an average of recent historical values, or perhaps 

there was one forward test year and they will just 

agree to repeat that same budget -- again, it’s really 

gross planned additions, but I am just using the word 

CapEx, for the next subsequent years. 

  And this is an approach that has been 

particularly popular in California.  In California 

lots of times there is an influential consumer 

advocate group, and they just refuse to consider 

multiyear cost forecasts.  They are just not going to 

do it, and so what they will agree to in a possible 

settlement is some scheme like this where you take an 

average of recent historical values.   
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  And so that is a very doable thing in 

British Columbia I would think as well, and one of the 

things that's intriguing about it, is it’s not putting 

the Commission in the posture of having to approve a 

specific set of programs.  You're just approving a 

budget, and then if they go off and let's say they 

spend just that budget, but they do a slightly 

different -- some different projects that you were 

expecting and maybe you don’t approve of some of them, 

you still retain the right to a prudence review, where 

you can question how they spent that budget.   

  Now, remember I was saying before the 

utilities love it when you are signing off on their 

future capital expenditures.  But you know, incentives 

can be improved if you don’t sign off on that in 

advance, and so here is one of the ways to potentially 

get that going. 

  Now, mind it that if you -- after five 

years of doing it this way, if you were to come in a 

look at a recent CapEx for just a new five year 

period, that would weaken the companies performance 

incentives.  So it would be ideal if you could get 

some CapEx budget for a five year period that could 

work for two or three plans.  It would be preferable. 

MS. DOMINGO:     We have a question from Mr. Ghikas. 

MR. GHIKAS:     Hi again, Dr. Lowry.  So, do I understand, 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  198 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

so if BC Hydro were to forecast its costs for three 

years and then work so that would determine its budget 

for each consecutive year, and then the utility 

managed within that budget, bearing the risk of any 

exceedance, or I guess the benefit of any under spend, 

that that would be an example of PBR? 

MR. LOWRY:     Well it would fall vaguely into the realm 

of PBR, yes.  And it's one of the recommendations that 

I will make at the end of this presentation, it's kind 

of a no-brainer thing would be to go through.  Because 

I know you've done it before, you've proposed it 

before, a three-year case.  It may not be the ideal 

approach, but it's a way to get -- it’s a way to start 

moving down that road.   

Proceeding Time 2:30 p.m. T52  

MR. GHIKAS:     And what is it specifically about this 

that makes it the incentive?  Is it the term of three 

years?   If I were to, say, just change the 

description of that to a two-year, would that be 

effectively a PBR with stairstep ARM as well, or is it 

the fact that it's three years, does that make the 

difference? 

MR. LOWRY:     Three years puts you on the threshold of a 

PBR type of system.  Two years would not be enough.  

Two years is substandard.  It's in the realm of weak 

performance incentives.  And that's one of the things 
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that I was going to say later about BC Hydro's report.  

I noted on page 1124 there's a figure 11-3 that talks 

about the relative incentive power.  BC Hydro's 

current regulatory framework and lo and behold cost of 

service with multiple forward test years, well that's 

well on the way to pure PBR.   And I had to chuckle 

when I saw that because I mean, that all depends on 

how many test years there.  I mean, if there are only 

two, you're way over at the other end of the spectrum.  

I mean, you have -- if there's only two you have one 

of the weaker incentivized systems that a utility has 

in North America, but once you get to three, four, 

five, you're starting to get to the incentivized end 

of the spectrum. 

MR. GHIKAS:     All right.  Thank you for clarifying.  

MS. DOMINGO:     I think we have one more question from 

Mr. Austin and then I think after that we're going to 

have to move on to some of the slides.  

MR. LOWRY:     Okay. 

MR. AUSTIN:     In terms of a three-year budget, correct 

me if I'm wrong, but as I understand your proposal, 

the utility would get to spend that money on anything 

it wanted.  And let's take an extreme example.  Let's 

assume that it spent a lot of that money on demand-

side management.  How would we know whether that money 

was well spent if the impacts of demand-side 
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management are measured over a twenty-year period?  

MR. LOWRY:     Well, that's a tough question.  I'm not 

sure I have a glib answer for that.  I mean you have 

issue with your current regulatory system, with the 

proper role for demand side management.  I am going to 

mention a possible reconsideration of the way that the 

incentive regulation for DSM is done in B.C. at the 

end of the presentation.  But I mean, that's one of 

the things that regulators in the United States are 

trying to -- in some jurisdictions are trying to do is 

to get people to use -- a greater use of demand-side 

management to avoid capital spending.  They have very 

various ways of trying to do that.   

  It’s the case, I suppose, that sometimes 

it's -- you know, it's complicated to consider whether 

it's done right or whether the benefit’s for 

customers, but it certainly is a goal of a number of 

U.S. regulators. 

MR. AUSTIN:     Just one follow-up question.  Suppose that 

BC Hydro or a utility is given this ability to spend 

this budget which and every way it so chooses, and 

let's suppose it spends it on something that within 

the end of the three-year period it can determine that 

it was an expenditure that ought not to have been 

made, how in the case of BC Hydro, which is owned by 

the province of British Columbia, which is the 
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taxpayers, 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. 

Proceeding Time 2:35 p.m. T53  

  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.  

MS. DOMINGO:     Thank you, Dr. Lowry.  

MR. LOWRY:     Okay, I could skip over this slide.  It's 

just an example of one of these forward -- the sort of 

thing that we were just talking about.  Northwest 

Territories Power has a three-year multi-array plan, 

stair-step ARM, based on three forward test years.  So 

there's an example in a neighbouring jurisdiction 

going on -- or that went on just recently.  

  Now let's talk about hybrid ARMs.  We don't 

need to dwell on this too much because the BCUC just 

approved such a plan for the FortisBC companies.  As 
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done in the United States, we usually have indexing 

for the O&M expenses and you have the stair steps for 

capital.  And this was an approach that was cooked up 

in California all the way back in the 1980s.  And as I 

said before, B.C. has always been very open to if they 

come from California, and here it’s, something that 

has been used since the '80s in California is now 

again used by FortisBC and FortisBC Energy.  So that's 

definitely on the short list of things to consider in 

British Columbia.   

  And I thought you might be interested in a 

proposal that came out Public Service of Colorado, to 

do this sort of revenue cap index for OM&A expenses.  

Now, they decided they would do it the fancy way.  

When the Commission and the parties to the Fortis 

proceeding, they kind of cooked it up without doing 

any empirical work.  The HISS was done with some 

conscientious empirical work.  They developed a multi-

dimensional scale index, and they measured the OM&A 

productivity trend of a sample of the IEUs.  And lo 

and behold the OM&A productivity trend was kind of in 

the ballpark of the thing that was just approved for 

the Fortis companies.  If, for example, you used the 

last roughly 15 years of the OM&A productivity it was 

0.50 percent.  So you can see it's pretty much in the 

ballpark of what BCUC was able to come to decide 
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without fancy research.    

  Now, lastly, and I know I'm kind of leaning 

on your goodwill to talk about yet one more type of an 

ARM, but it's going to pop up in my recommendations so 

I'm going to talk about this quickly.    

  The idea of a tracker freeze ARM where you 

have a rate freeze and capital cost tracker.  Now 

let's suppose the company is really expecting a major 

planned addition.  In the U.S. there have been a 

number of cases where the capital cost tracker was for 

the major planned additions but then otherwise the 

utility agreed to a rate freeze without any fancy 

indexing search of any kind.  And you know, you would 

require for this not only a utility that's game to try 

it, but you would also have to have some pretty savvy 

intervenors.  I feel that there are some of those 

particularly in (audio drops) United States that are 

open to the idea of sort of cooking up a deal. 

  I'll show you can example of it.  Cleco 

Power, which used to be called Central Louisiana 

Electric, so they agreed to a base-rate freeze or 

multi-year period, four years, provided they got a 

tracker or commission generation plant additions, wire 

metal CapEx and a big transmission project that they 

were expecting.    

  So I mean there's lots of examples of that.  
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Here's a list.  It happens to be some of those that 

recently expired but I wouldn't put anything by that 

fact. 

  But let's go back to how that could work 

for BC Hydro.  And since everybody seems to be agreed 

that you'd want to have a revenue cap, a revenue cap 

isn't the same as a rate freeze because with a rate 

freeze at least you'd get the benefit of billing 

determinate growth, but you wouldn't get that with a 

revenue cap.  

Proceeding Time 2:40 p.m. T54  

  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.  But again, 

this is just the sort of deal that people cook up in 

the United States jurisdictions that make it work for 

an vertically integrated utility without fancy 

indexing work. 

  Now, here's another idea to consider, that 

is you don't have to have one type of an ARM for all 

services.  Now, the company is providing different 
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services and 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.   

  Well, that's exactly what Hydro-Québec has.  

They have a cap on Heritage pool price.  It's capped 

at CPI growth.  And you have sort of a quasi PBR for 

transmission.  This is something the company insisted 

on and they did get their way on this, where they have 

a revenue cap index for OM&A revenue, but they have 

cost of service regulation, flat out cost of service 

regulation for their capital revenue.  But then over 

on the distribution side, what I mentioned before is 

that contrary to the wishes of Hydro-Québec 

(inaudible) went ahead and approved a PBR plan with 

indexing for Hydro-Québec distribution and within a 

year they had gone to the Assemblee Nationale and got 

approved their own multiyear rate plan for a power 

distribution where rate growth is capped by CPI 

Quebec.   

  So that's definitely on the list of things 

to consider for BC Hydro, is that you could have 

something different for GNT than you have for power 

distribution. 

MS. DOMINGO:     Dr. Lowry, is it a good time for a break, 

do you think? 
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MR. LOWRY:     Sure, this would be a fine time if you'd 

like to take a break.  

MS. DOMINGO:     Okay.  So maybe what I can do because we 

want to make sure we get through all the 

presentations, so let's cut our break back by five 

minutes.  So let's come back together at three 

o'clock.   So a fifteen-minute break? 

MR. LOWRY:     Okay. 

MS. DOMINGO:     All right, thank you.  

(PROCEEDINGS ADJOURNED AT 2:43 P.M.) 

(PROCEEDINGS RESUMED AT 3:00 P.M.)   T55/56 

MS. DOMINGO:     Great, back at it.  Slide 57.  And you’re 

still on mute, I believe.  Perfect. 

(DISCUSSION OFF THE RECORD)  

MR. LOWRY:     Okay, so I want to get back to another 

problem about the (inaudible) plants.  It's fairly 

serious and I didn't quite know where else to put it 

but here.  It’s directly associated with any ARM 

design issue, but it's a problem that I'm going to 

call strategic referrals.  And it's actually a related 

problem. 

  Well, the problem is that utilities have 

less incentive to contain costs as the next rate case 

years.  They are going to have the most incentive in 

the first year of a five-year plan and the least 

incentive in the fourth year of a plan.   And so 
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that's one worry.  But there is more to worry about 

because utilities may consciously or unconsciously 

deliberately defer their CapEx to later planned years 

when it has more impact on future rates.  And if they 

do it that way, then customer benefits from PBR may be 

reduced.  And that's kind of an important point 

because sometimes people that talk up performance 

based regulation, you talk about how you just want to 

give them the incentive to discover new ways of doing 

things and then don't bother too much about the 

customer's share in the current plan because there 

will be benefits at the rebasing as these cost 

benefits are passed through.   

  But actually, this issue of strategic 

deferrals is an example of how the actions of 

utilities, the teaching actions of utilities, can 

reduce the customer benefits that do occur at the end 

of the plan.   

  And Mr. Weisman, Dr. Weisman, doesn't talk 

about this very much but there is one mention, I 

believe, of strategic deferrals, and he uses the 

phrase once in his paper.  

  So this is a real issue and regulators have 

developed methods for addressing these kinds of 

problems.  One is something that in the context of 

power distribution is sometimes called distribution 
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system planning, sometimes they'll call integrated 

distribution system planning.  But in Ontario this 

became a problem.  It became pretty conspicuous that 

companies were kind of clustering their plant 

additions at the very end of the plan and at the very 

beginning of the next plan.  So they obliged all 

distributors in Ontario to file a distribution system 

plan every five years when they file their rebasing 

application.  This is one of the things they are 

looking for:  Is there any inexplicable bunching of 

plant additions at a certain time?  

  And one of the concerns is the fact that 

could take away customer benefits, but another is just 

that if you bunch plant additions too much, there 

could just be inefficiency. 

Proceeding Time 3:05 p.m. T57  

  So now everyone has to file these plans.   

I will say that the one disappointment to me is that 

they only go for five years.  Sometimes for the 

reasons that I explained before when I was showing 

that slide about the over-compensation, a regulator 

should really properly be concerned about a longer 

period of even ten years or more, because there may be 

this period when high CapEx is needed, but what is 

your plan for getting through that and getting to 

where you could possible live under a simpler type of 
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attribution relief mechanism is a legitimate question.  

When does the high CapEx end.    

  At any rate, it's also somewhat ironic that 

a regulatory system that is touted for its regulatory 

cost savings, being multiyear plans, now requires 

every distributor in Ontario to file a DSP.  And you 

might argue that, well, they should probably be filing 

a DSP anyways.  I mean it would just be part of good 

prudence review to be looking at how you plan to 

manage your costs for the next five years, but it’s, 

as I say, kind of ironic that they now feel that they 

have to have the utilities file these to avoid, in 

part, some gaming that can occur with a multiyear 

plan.   

  Now another approach to dealing with this 

problem is something that is discussed in Dr. 

Weisman's paper, the efficiency carryover mechanism.  

I discussed it a bit in my own paper as well.  It's 

sometimes called an ECM.   And the goal of such a 

mechanism should be to reward good performance and 

perhaps also to penalize bad performance at the start 

of a new plan.   I mean, the focus should be on 

tangible benefits in the next plan.    

  And in Ontario they have an interesting way 

of doing that.  Remember I said that they base the 

stretch factors on total cost benchmarking.  Not only 
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did they do that during the rebasing but in every year 

of the following plan.  So this is one way to affect 

an efficiency carryover mechanism.  It sounds silly, 

the best -- it's certainly not the only way.  

  I would also like to say about efficiency 

carryover mechanisms that it was, to me, one of the 

more interesting things about the BCUC's recent 

decision where the issue of efficiency of carryover 

mechanism and things like it came up.  And the BCUC 

came up with kind of an original way of doing this 

where the focus really was on tangible benefits for 

the next plan, and so to me it's just another example 

of how BCUC is one of the more competent PBR 

regulators in North America. 

MS. DOMINGO:     Dr. Lowry?   

MR. LOWRY:     Yes. 

MS. DOMINGO:     Mr. Ghikas is here with a question. 

MR. LOWRY:     Yes. 

MR. GHIKAS:     Hi, Dr. Lowry.  One on this issue of 

strategic deferrals, I saw a reference in your report 

to publicly owned utilities having less of a CapEx 

bias and I'm sort of thinking of it in this context.  

So presumably the strategic deferral issue you're 

talking about is ultimately driven by a desire for a 

higher return for the shareholder, is that correct? 

MR. LOWRY:     Yes, it's driven by higher return.  I'm not 
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sure how that's linked to CapEx bias.  I mean, from my 

own perspective, the idea, and it’s linked also to 

that over-compensation slide, is that so you're a 

utility and you're operating under a multiyear rate 

plan.   Basically you're trying to figure out how to 

get the most money from that plan that you possibly 

can.  So the more extra revenue that you can get 

because you claim you need to bunch a lot of CapEx at 

one point in time, that's great because that's all 

extra money on top of the money you'd get overall. 

  And then secondly the idea of, say, moving 

CapEx to the later years of the plan so it bumps up 

the rate at the start of the next plan is another way 

to try to get a little extra money out of the same 

multiyear rate plan.   So I don't know if that has 

anything to do with CapEx bias, but these are just 

temptations that utilities seem to have under these 

multiyear rate plans. 

MR. GHIKAS:     Yes, and I take your point about the CapEx 

bias.  I was more thinking about it in terms of 

utilities not being motivated to increase their rate 

base when they are not motivated by earnings.  That 

was sort of the link there in my own mind, but I take 

your point. 

  But ultimately what this strategic 

deferrals is based on is a premise that ultimately the 
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shareholder or the utility is driven by the desire to 

increase shareholder returns, right? 

MR. LOWRY:     Yes. 

MR. GHIKAS:     Thanks. 

MR. LOWRY:     All right now, there were two slides I'm 

going to try to go very quickly about marketing 

flexibility and the basic idea there is the less 

frequently you have rate bases, that if additionally 

you don't have an earnings sharing mechanism, 

potentially you could get more marketing flexibility 

because you are not getting into the reduced chore of 

cost allocation and various cross subsidization 

concerns, as frequent. 

 Proceeding Time 3:11 p.m. T58  

  It's also the case that you'll have 

incentive to use the marketing flexibility, (audio 

drops) price cap, and so this has actually been one of 

the big motives to have multi-(audio drops) plans in 

other (audio drops) like railroad and telecom.  And 

Dr. Weisman does discuss this in his presentation, in 

his report.   

  And so you could potentially have more 

marketing flexibility under a multiyear rate plan for 

BC Hydro, and there are certainly some places where it 

could be used.  Special contracts for large volume 

customers, more right-handed regulation of those 
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contracts.  Free your hand to do time sensitive 

pricing, free your hand to price out low carbon 

electrification campaigns, and so.   

  So, with multiyear rate plans, there are 

some real pros and cons in conclusion.  You do have 

the stronger performance incentives.  You do have 

fewer, less overlapping rate cases, marketing 

flexibility potentially, and it's notable that the 

benefits will be greater when the alternative is 

frequent rate cases. 

  There are some downsides, however.  Well, 

we know that consumer groups are wary of automatic 

rate increases.  Yes, these ARM design methods can be 

complex and controversial, although there are some 

alternatives that aren’t.  I believe that utilities 

have captured the MRP design process in several 

jurisdictions, including several Canadian 

jurisdictions.  I think that's just a fact, but what 

the future holds, I don’t know. But I feel that the 

utilities have done a very able job in a number of 

these jurisdictions about getting it working in their 

favour.   

  Some of the remedies for things like 

capital costs, sort of things like earnings sharing, 

cost trackers, they can weaken performance incentives, 

and that much is true.  There is this issue of the 
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strategic deferrals that can reduce the benefit to 

customers.  And the marketing flexibility is often 

talked about in contemplating MRPs, but there really 

has been very little use of them for energy utilities 

to date.  I think partly because many of the plans 

apply to power distributors that don’t need as much of 

that flexibility.  And also because consumer advocates 

don’t want to relinquish the earnings sharing 

mechanisms necessary to (audio drops) flexibility. 

  Let's get going and --  

MS. DOMINGO:     We have a question, Dr. Lowry, we have a 

question from Mr. Bill Andrews. 

MR. LOWRY:      Yeah, okay. 

MR. ANDREWS:     Yes, my question goes back to the 

marketing flexibility.  I'm not sure exactly what you 

mean by "marketing flexibility" and why it would be 

more available under a PBR scheme than under a cost of 

service scheme.  Like rate (audio drops) regardless of 

the method of setting the revenue requirement. 

MR. LOWRY:     Well, I mean I can give you a few examples.  

First of all, it takes the form of streamlined 

regulation of optional rates and services.  As a 

practical matter, that's what is involved.  So let's 

suppose that BC Hydro is under a five-year plan, and 

that under that plan, they enter into some special 

contracts with some large volume customers that are 
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seriously threatening to leave the service territory.  

In principle those plans would not have to be approved 

by the Commission, and they could be reviewed for 

prudence at the end of the plan, in the knowledge that 

they had fairly strong incentives to contain losses by 

any discounts that they offered. 

  But let's suppose that during a five-year 

period the company was given a fairly free hand to try 

some time sensitive pricing.  You know, one thing it 

could be used for if prices are really going through 

the ceiling in California, they could get some people 

to cut back in British Columbia to bolster their power 

sales.  That could benefit everyone in the long run.   

Proceeding Time 3:16 p.m. T59  

  If there was some volunteers for that, but 

there are many other examples.  Something with low 

carbon electrification, why under a multiyear rate 

plan if it didn't have earning sharing couldn't you be 

a little more flexible in what the company did with 

their marketing during a five-year period? 

MR. ANDREWS:     I'm not following how.  Like, my client 

would certainly want to see Hydro do more low carbon 

electrification, but how does the PBR make that -- you 

know, facilitate that for a cost of service revenue 

requirement determination? 

MR. LOWRY:     Well, I mean, there are a lot of ways to 
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market low carbon electrification to the public to 

make it more appealing.  And I'm certainly not an 

expert on all the ways that it could be done.  It 

could be special packages.  What if, you know, there 

was a package with an in-home heater that would 

prevent time of use pricing?  And suppose that meter 

was offered at a really big discount to its actual 

cost, just to get the load, just it get it started.  

Or supposing that price for that -- the metered EV 

load was linked to the price of gasoline in some way.  

I'm not saying that's a great idea but that would just 

be an example. 

  I mean, does the Commission really have to 

get involved in that, in each and every notion of how 

that's done, each and every little plan?  As opposed 

to just letting the utility be driven by incentives to 

bolster that.  To be, you know, particularly 

aggressive in bolstering that work as load.  

MR. QUAIL:     Jim Quail here.  I mean, isn't that then 

suggesting complete deregulation of rate design, that 

utilities should just be free to design their own 

rates without having to go through formal approval on 

a case by case basis with the Commission?  Which would 

seem to me as something that happens regardless of 

what the revenue requirements processes, whether it's 

cost of service or whatever, it's still the Commission 
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that determines how rates are structured. 

MR. LOWRY:     Okay, fair question, but remember what I 

say in the slide here "optional rates and services".  

And so if the utility -- I mean, this is one of the 

rationales for the light-handed or streamlined 

regulation is that as long as they have the option to 

go with the Commission's regulated rate, then the 

utility should have more freedom in the options that 

it offers, the alternative prices that it offers. 

MR. QUAIL:     I still don't understand.  You know, are 

you suggesting then that as we have now there are 

optional rates that have been piloted for BC Hydro 

industrial rates and customers had the choice to go 

under those rates, but those are rates that are 

determined, right down to the fine print in a tariff 

by the Utilities Commission.  But what you're seem to 

be suggesting is that that would be relinquished by 

the Commission and the utility be free to provide 

customized packages to customers. 

MR. LOWRY:     Between rate cases, yeah.  I mean it's not 

like they would never have a chance to weigh in on 

them, but between rate cases they would be permitted 

and there would be a tendency to deem the special 

packages prudent in the next rate case because any 

discount, if there was an excessive discount, is 

coming out of the company's pocket.   
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  It's not as if there's no precedence for 

this in the electric utility industry.  I mean, a good 

example where this was done in is the State of Maine 

where they had a lot of forest products companies, 

there was mention of that earlier, and a lot of them 

were on the verge of going under or they were going to 

burn their waste products to generate electricity and 

so they were -- Central Maine Power was in danger of 

losing a whole bunch of load, and so they were put 

under a price cap by a regulator who had used to be a 

telecom lawyer, telecom industry lawyer.  And they 

were permitted to enter into special contracts in 

between rate cases, which occurred every five years.  

And when it came time to review the prudence of the 

contracts, as often as not they would accept the 

prudence of them because it was considered that they 

had the right incentives to strike a good deal. 

MR.  QUAIL:     Doesn't that violate the requirement of 

non-discriminatory rates?  I mean, allowing the 

utility to cut an individual price deal with a 

customer would seem at least unlawful under our scheme 

here.  Maybe other counsel here disagree with that, 

but I don't see how that can be done without 

significant changes and a bunch of sections pulled out 

of the Utilities Commission Act.  

 Proceeding Time 3:21 p.m. T60 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  219 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

MR. LOWRY:     Well, I'm not familiar with all sections of 

the Act, so I apologize on that score.  I mean, it can 

and has raised those issues in the past but again, in 

the railroad and telecommunications industry, those 

industries were accorded substantial marketing 

flexibility under price caps and multi-rate plans. 

MS. DOMINGO:     There's a comment here in the chat, which 

I'm going to have to read out, because I don't think 

it's going to be captured in the transcripts 

otherwise.  It's, I believe it's from Leigha Worth for 

BCOAPO:  

"I would prefer having the Commission involved, 

because it would then insulate the public from 

the impacts of political decisions relating to 

programs, et cetera, where there is not a proper 

justification to do so in the absence of an 

OIC." 

 So I'm just putting that on the record. 

MR. LOWRY:     Okay.  Well, I think that's an interesting 

point because it does get into the whole thing about 

the Crown corporation and how possibly the government 

could have some influence on how marketing flexibility 

was used in ways that were not in the interest of 

other customers, that were markedly not in the 

interest of other customers.  

  But everything I was mentioning here are 
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things that potentially are beneficial to other 

customers.  Certainly aggressive low carbon 

electrification is in the interest of all other 

customers and yet right at the moment BC Hydro with 

revenue decoupling doesn't have the right incentives 

to be an aggressive proponent.  Similarly, you know, 

there is certainly some desire of retaining large 

volume customers and attracting new ones to the 

service territory. 

MR. GHIKAS:     Hi, Dr. Lowry.  It's Matt Ghikas again.  

Just on the low carbon electrification or just 

generally, if you've got the shareholder essentially 

being the Crown and able to dictate certain levels of 

targets or what have you for spending on particular 

issues, does that substitute for the need for 

incentives in a lot of ways?  And one of the things 

I'm thinking of is you've alluded to Quebec and as I 

understand the situation in Quebec now essentially 

they've got mandated, government mandated rates and I 

believe you referred to that as a form of PBR.  Is 

that -- am I understanding you correctly? 

MR. LOWRY:     Well, I mean we've kind switched topics 

here.  You want to talk about Quebec's -- 

MR. GHIKAS:     Sure, let's talk about -- 

MR. LOWRY:     The Quebec system was a multi-year rate 

plan that was designed -- the current distribution 
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system was a multiyear rate plan designed by Hydro-

Québec, which they got through the Legislature, but 

it's a multiyear rate plan.  I mean it's -- they just 

happened to hardwire it through the Legislature. 

MR. GHIKAS:     Okay. 

MR. LOWRY:     Why they did that I've never quite 

understood, because they already had a -- 

MR. GHIKAS:     Okay, let's park that for a second.  I 

guess more what I was wondering is if you have 

government stipulating targets for something, does 

that -- to what extent do you still need incentives if 

government has mandated that you achieve a certain or 

target a certain level when you have a Crown? 

MR. LOWRY:     Well, I would think that's it's nice to 

have both and that it not be just be up to the 

government and that possibly the government doesn't 

even know what the potential is, they also wouldn’t 

necessarily know the right was to go about doing it, 

so that there are -- the customers are happier, that 

all the ratepayers are happier.  You know, it's 

obviously cumbersome to let -- you know, the 

government calling the shots in a matter like this, 

and so -- and I was going to mention this when we get 

to the discussion of Crown Corporations, that although 

there's a lot of talk and it's true that profit motive 

doesn't work as well in a Crown corporation, there are 
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some goals -- well, PBR that the government is going 

to embrace more than a private utility, but possibly 

they also nonetheless need a nudge to go further and 

possibly to do things in a smarter way and that PBR 

could potentially provide that nudge.  And maybe 

electric vehicles, maybe electric vehicles, other 

kinds of low carbon electrification is an example of 

that. 

MR. GHIKAS:     Presumably, though, the strength or the 

importance of the incentive is diminished if you've 

already got government mandating something. 

MR. LOWRY:     Well, certainly the amount of incentive 

that's needed is probably less in that case.  Because 

certainly one of the principles of the design of a 

PIM, for example, is don't pay out any more money than 

you need to to get the elicited behaviour, desired 

behaviour. 

MR. GHIKAS:     Thank you. 

MS. DOMINGO:     Dr. Lowry, we just have another question 

in the chat here.  I believe there's a question from 

Mr. Bill Andrews who indicated: 

"We believe you had said that BC Hydro doesn't 

have incentives for low carbon electrification 

under cost of service revenue requirement." 

 Can you just explain that a bit for us? 

MR. LOWRY:     Well, there's going to be -- there can be a 
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margin from increased use of electricity for low 

carbon electrification, but that margin is going to be 

passed through to the customer under the revenue -- 

the coupling provisions of the company's current 

regulatory system.   

Proceeding Time 3:27 p.m. T61  

  So that margin, could be -- or, you know, 

allowing the company to keep part of that margin could 

help incentivize them to do a particularly bang-up job 

on this. 

MS. DOMINGO:     Thank you.    

MR. LOWRY:     Similarly if there was a way for them to 

keep a little of the margin for their bulk power sales 

to the U.S.  A similar kind of idea.  Now, I know 

that's harder because that is a riskier business.  The 

power trade business is a lot riskier, and maybe 

there's no way to effectively do that.  But there are 

several examples like that where it's always nice to 

have an extra incentive to do a good a job.   

MS. DOMINGO:     Thank you.   And then there's another 

comment here, that low carbon electrification is part 

of BC Hydro's DSM program as a prescribed undertaking.  

So just registering that comment. 

MR. LOWRY:     Yeah.  Uh-huh. 

MS. DOMINGO:     I think we are on slide 62 now, I 

believe. 
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MR. LOWRY:     Yes, I'd love to (audio drops) slides now.   

MS. DOMINGO:     Great. 

MR. LOWRY:     So let's just start out by talking about 

what we know about PBR already in British Columbia.  

We know that BCUC has quite a bit of legislative 

authority to implement varied PBR schemes.  And we 

also know that the regulatory community has quite a 

lot of PBR experience.  They've done multiyear rate 

plans since the 1990s.  They've done to revenue 

decoupling since the 1990s.  They amortized DSM 

expenses.  They've approved incentivized cost drivers.  

There are numerous performance metrics in use.  Also 

the RRAs have sometimes multiple forward test years.  

As many as three forward test years have been ventured 

in the past by BC Hydro.  So that's a lot of 

experience. 

  And you know, you're just looking at the 

latest Fortis plan, and that's a nice piece of work 

and it shows of the competence of the B.C. regulator.  

Similarly in Quebec, I was very impressed with how 

quickly the Régie got the hang of doing PBR for -- 

designing a PBR plan for Hydro-Québec distribution 

only to have it taken out of their hands by 

legislature. 

  Now, somebody was asking me -- there were a 

lot of questions over the summer about BC Hydro 
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regulation, and "Well, what about the current 

regulatory system?"  And, "Dr. Lowry, aren't there 

some features of it that are sort of PBR-esque?"  And 

the answer is certainly yes, and so I'm going to go 

through a lot of things that stand out to me as sort 

of the skeleton of the regulatory system of BC Hydro.  

Things that stood out to me are (inaudible).  

  First of all, the RRA proceedings today are 

usually biennial, which is nothing to brag about.  

They usually feature multiple forward test years and 

that is, you know, has a little bit of a PBR flavour.  

There is the non-Heritage deferral account that 

effectively decouples revenues from sales volumes, 

also PBR-esque.  We have some program costs that are 

tracked and amortized.  You get another star.  BC 

Hydro service plan, as I understand it, has 12 

performance metrics.  Another star.  Integrated 

resource plans are often part of PBR, so there's 

another star. 

  Some other features don't get stars here 

but aren't necessarily bad things at all, like the 

certificates of public convenience and necessity for 

major plant additions which I know have been done in 

B.C. for quite a very long time, and at least that is 

indicative of the serious thought being paid to major 

plant additions and probably there's a lot of human 
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capital that's developed to appraise such additions. 

  It's also my impression that marketing 

flexibility has been limited.  I mean the conversation 

we had just a minute ago was ample evidence of that.  

Apparently every contract has to be approved by the 

regulator and all the fine print.    

  Extensive use of deferral and regulatory 

accounts is obviously happening, and it seems that 

there are large regulatory asset accumulations.   

Proceeding Time 3:32 p.m. T62  

  So those are the things that stand out to 

me about BC Hydro's regulation and the people also 

ask, "Well, what about all the special challenges of 

operating a vertically integrated electric utility in 

British Columbia?"  Well, when I think of those, and I 

love to think to about -- I always like a new 

challenge of, you know, applying PBR in different 

contexts, it's very interesting.  Certainly B.C. is no 

exception.   

  So the things that stand out to me that you 

have to take account of in the design of any kind of a 

PBR strategy:  It's a vertically integrated electric 

utility.  There are many large-volume customers and 

they are important in the communities where they 

operate.  It’s a Crown Corporation.  There is a high 

reliance, almost complete reliance, on low-cost 
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hydroelectric generated resources, so there's a lot 

less of a problem of pollution when power is consumed, 

obviously.  The Site C generating project is nearing 

completion, it's going to add about nine percent to 

the company's hydro capacity.  There is, nonetheless, 

and this surprised me, a sizable reliance on purchased 

power.  There are large bulk power sales, so it's 

important to the company and to the province. 

  Customers already have advanced metering 

infrastructure, almost all of them I guess.  There is 

a large company managed DSM program and a weak economy 

added to that are really slowing outgrowth right now. 

  I could then add that the Clean BC Plan 

emphasizes low carbon electrification.  And I guess I 

also remember from reading the company's commentaries 

that they are claiming a fairly good sized need for 

replacement capital expenditures.  The usual 

uncomfortable situation of having the need for some of 

that at the same time that there is slow load growth. 

MS. DOMINGO:     Dr. Lowry, are you done with this slide? 

MR. LOWRY:     Yes, I am. 

MS. DOMINGO:     Okay, so we have a question from 

Commissioner Anna Fung. 

COMMISSIONER FUNG:     Thank you very much.  Dr. Lowry, 

amongst that list of special business conditions that 

you've outlined on this slide, which, if any, of them 
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do you consider to be, I guess, not conducive to PBR 

regime?   

MR. LOWRY:     Well, I mean, I think that some of them are 

just complications to the design, the appropriate 

design, of a PBR regime.  Of these, the one that 

probably, in all candor, is of more concern would be 

the fact of it being a Crown corporation and I have a 

couple slides that will discuss that.  I don't want to 

dismiss that as a concern.  

  The vertically integrated utility thing is 

an example of how, well, that complicates the design 

of the plan but it doesn’t really preclude PBR or make 

PBR any less desirable.  In fact in some ways it can 

make it more desirable.  For example, the whole 

concern about maintaining, preserving the loads of 

large line customers and possibly attracting new 

customers. 

COMMISSIONER FUNG:     Thank you very much, Dr. Lowry.  

I'll look forward to your comments about the Crown 

corporation aspect then. 

MR. LOWRY:     Okay, well, I aim to please.  So the very 

next slide is about Crown corporations.  Now, I want 

to say here at the outset that I'm largely in 

agreement with the discussion that Dr. Weisman had 

about this issue and I don't want to minimize or 

belittle the concern about the Crown corporations.  
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Publicly held utilities, be they provincially owned or 

municipally owned, are generally less driven to 

bolster earnings than those in the private sector, and 

they may also have more operating restrictions by dint 

of being publicly held.  I mean, it's possible for 

example that BC Hydro is going to have a harder time  

-- would have a harder time, containing their labour 

costs.  Or it could be, and I have no reason to think 

this is true, that maybe the province is more 

insistent on there not being too much of a difference 

between rural and urban service quality.  You can see 

how that could be a thing. 

 Proceeding Time 3:36 p.m. T63  

  So, these things can be problems reducing 

the benefits of PBR, or certainly making it more 

complicated. 

  Now, that having been said, it has 

certainly been discussed several times today that many 

publicly held utilities have operated under MRPs.  And 

two examples of countries where it's particularly 

common is Canada -- has been historically Canada and 

Australia.  But it hasn’t stopped -- the Australian 

energy regulator went right ahead and applied MRPs to 

all the power distributors in Australia, even some of 

the biggest ones were owned by the government.  

  Now definitely it’s the case that some 
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companies operating under -- some publicly held 

utilities operating under multiyear rate plans have 

not done all that great.  I mean, they have rarely 

distinguished themselves it might even be said.  I 

mentioned that Ontario power distributors, which are 

mostly munies, have had sluggish productivity growth 

under PBR. 

  But at the same time I am sort of a 

involved in a lot of statistical cost (audio drops) 

and I've reviewed a lot of studies over the years.  

And I don’t think there is any -- I don’t think that 

there is evidence that strongly indicates that there 

is inferior public sector performance.  There are some 

studies that have claimed to do that, and maybe it’s 

true in a place like Australia.  I know that the 

consultant to the Australian energy regulator has 

always felt that the investor owned utilities there do 

a lot better than the Crown corporations.   

  And there was an example where they, based 

on benchmarking, the AER was proposing like a 100 

million dollar disallowance of their O&M expenses, and 

that was actually the occasion for a Supreme Court 

lawsuit that ended up with the decision being remanded 

to the AER, and they've had to scale back their use of 

the statistical benchmarking ever since.   

  Incidentally, I was a witness for the Crown 
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corporation in that case.   

MS. DOMINGO:     Just one more question here from 

Commissioner Fung. 

MR. LOWRY:     Yeah. 

COMMISSIONER FUNG:     Thank you, Dr. Lowry.  I am curious 

about your statement on the slide 66 that under 

performance is indicated by a sluggish productivity 

growth under PBR.  How do you come to that conclusion? 

MR. LOWRY:     Well, that's a fair question, because I did 

have a slide earlier that said that productivity 

growth can be negative under PBR without it really 

being the company's fault.  Sometimes if they had 

negative productivity growth of negative 0.2 instead 

of negative 0.8, they have had a pretty good day at 

the office.  

  I do know in the case of power distributors 

though, that productivity trend -- well, power 

distributors in the United States has been modestly 

positive, slightly positive, you know, in the 

neighbourhood of 0.2, 0.3, 0.4 percent in recent 

years.  Whereas it seems like it may well have been 

negative in Ontario.  And if I was to excuse that in 

Ontario, it might be because there was a period when 

the distributors operated under a government imposed 

rate freeze.  Basically for those of you that could 

vaguely recall, I mean they started to have an 
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unregulated -- you know, a competitive bulk power 

market, and before you know it the price is going up 

really rapidly.  So they decide to slam a rate freeze 

on the entire industry, which included the power 

distribution.  And so they had to operate for several 

years without a rate increase. 

  I have noted that BC Hydro has sometimes 

been subject to the same sort of a problem of 

unreasonably slow rate growth, and so it's possible 

that they have had a bit of a problem of that sort 

too.  So I don’t think anybody has ever conclusively 

determined that the productivity growth of Ontario 

power distributors has been disappointing, but it 

certainly has been underwhelming.  It's certainly not 

a success story to speak up. 

THE CHAIRPERSON:     Dr. Lowry, if I could just ask a 

follow-up question to that then.  So should I read the 

last sentence on this slide as saying, "However, even 

though they have had sluggish productivity growth, 

statistical cost research does not strongly indicate 

inferior public sector performance."  Or instead --  

MR. LOWRY:     That's right. 

THE CHAIRPERSON:     -- if your last sentence somehow 

contradicting the previous? 

MR. LOWRY:     No, I mean to say that -- I mean, you know, 

a statement like I made about the Ontario productivity 
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trend is certainly not conclusive.  And there have 

been studies done all over the world about publicly 

held utilities, and they have not strongly indicated 

the inferiority of public sector performance. 

  And hey, I thought I would show you a 

couple of examples of it.  

THE CHAIRPERSON:     Right. 

Proceeding Time 3:42 p.m. T64  

MR. LOWRY:     Remember I mentioned earlier in the 

presentation that we do an annual update of the 

benchmarking study for all of the Ontario power 

distributors.  So here are the results that just came 

out.   And the results of the econometric study were  

-- you know, on the right-hand column they're ranked 

in terms of -- where negative is good.  Like if you're 

negative 61 percent like Hydro Hawkesbury is here, 

well you're 61 percent under the model's projection.  

And in these two slides the only companies that we 

identified as investor owned or even half investor 

owned are listed in yellow and you can see that all 

top quartile performers were in fact munies.  And 

actually some of the privately held companies were not 

very good performers.  Not to say that this model is 

perfect, but it certainly is not speaking to a 

problem. 

  And let me give you another example.  We 
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did a confidential study recently of the power 

distributers in Alberta.  I'm not at liberty to 

identify the client or the exact results, but I can 

tell you that there was a wide dispersion in the 

benchmarked cost performance of these four large 

distributors, and the two best distributors were the 

two that were owned by the cities of Calgary and 

Edmonton.   The two worst were the investor owned.  

And one of them wasn't actually that bad, but one of 

them was a pretty bad cost (audio drops). 

  So there's another counter example.  And 

this just speaks to the point that statistical 

research is not very conclusive, that it's a lost 

cause to put a Crown corporation or other -- or munies 

under PBI.  

  And here's some other arguments that I 

could also mention, some of which I've also said a 

little bit about earlier.   I mean, governments may 

not care that much about the earnings that they 

receive from the utility, and I'll tell you one 

exception to that rule is the province of Quebec that 

cares a lot about the earnings stream from Hydro-

Québec.  Maybe that's not true in British Columbia, 

but it's certainly true there.  But what you cannot 

deny is that governments generally eschew unnecessary 

regulatory costs and they want their utilities to 
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provide good service at a reasonable cost.  They want 

the utilities to be efficient.  There might be certain 

steps in the direction of efficiency that they would 

like less than others, but they certainly want the 

utility to be something that the public likes, and the 

public is going to like a utility that provides good 

value, a good combination of cost and quality.  So 

government wants that.  They generally do want that 

for the utilities.   

  Secondly, a point that I mentioned earlier 

that Dr. Weisman also said is that management can be 

stimulated to improve efficiency with some form of 

incentivized compensation.  That can certainly help. 

  Thirdly, I mention earlier that public 

utilities sometimes are more open to some goals of PBR 

than private utilities.  So they maybe need less PBR 

in order to make it happen but that doesn't mean that 

they don't necessarily need some type of a nudge to 

move them in the right direction.  It could be in the 

form of a PIM that highlights one area, or it could be 

something to do with a multi-rate plan and marketing 

flexibility.  I mean there are a lot of different 

possibilities, but a nudge for a public utility, a 

publicly held utility could matter. 

  Now, I also mentioned in earlier slides 

that there Y factor and Z factor provisions in 
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multiyear rate plans.  You know all about that in 

British Columbia.  And these provisions can protect 

utility finances from changing government policies.  I 

mean you can even try being a little more fastidious, 

a little more careful that their designed in a way to 

allow a PBR plan to do something good for BC Hydro and 

not to hurt the company. 

  There is a concern about imbalanced 

incentives to trim Opex.  Okay, now you have a (audio 

drops) union and they don't like that.  Well, okay, in 

the design of this plan, if there were such a plan, 

then take special care that the plan not have any 

egregiously imbalanced incentives to trim Opex.  There 

are certainly ways to do that.   

 Proceeding Time 3:47 p.m. T65 

  And finally, and this is a little harder to 

get your arms around, but I can tell you, when you do 

benchmarking studies that, you know, there's a concern 

about special policy constraints.  There are ways to 

design the studies to try to finesse that.  For 

example, you could remove certain costs that would be 

unusually high because of the government's 

involvement, and certainly one example is this 

purchase power expense.  All purchase of power 

expenses would be removed from one of these studies.  

Probably all DSM expenses would be removed from a 
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conscientious study as well, to take another example. 

MS. DOMINGO:     We have a question from Mr. Tom Hackney. 

MR. LOWRY:     Okay. 

MR. HACKNEY:     Hi, Dr. Lowry.  Your second bullet point, 

the "improve the efficiency with incentivized 

compensation," is that a reference to PBR or the IM 

mechanism or a contract with the management of 

personal performance contracts? 

MR. LOWRY:     I think it's more in the nature of a 

personal performance contract or possibly bonuses to 

employees en masse, and of course you can have both.  

My understanding is that the -- and, you know, 

obviously I don't know as much about this as some of 

the people in the audience, but my understanding is 

that the senior management of BC Hydro already does 

have special incentives to do certain things.  So 

aligning those incentives better with the goals of PBR 

is a perfectly natural thing, it's certainly done in 

the private sector all the time.  Sometimes it causes 

them to go over.  It's even caused them to cheat on 

incentives in some cases, like maybe cheating on some 

sort of a DSM PIM or something like that in order to  

-- or a customer service PIM in order to get their 

bonus, but at any rate, it's certainly not uncommon to 

have management compensation linked to success in a 

PBR. 
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MR. HACKNEY:     So if I could follow up with a question.  

So this -- I'm trying to wrap my head around this 

overall concept that PBR type compensation can be 

effective in a Crown corporation situation where 

there's not that strong motivation for a profit 

margin.  And recognizing that the slides you just 

showed, which I gather are an indication that -- or 

publicly owned utilities do seem to respond well to 

PBR, is there a theory about how these mechanisms work 

to stimulate Crown corporations or publicly owned 

utilities to, you know, to be incented or motivated in 

a manner that one would associate with private 

corporation?  It this moral-suaion or something? 

MR. LOWRY:     First of all I would like to point out that 

I did not say that statistical cost research points to 

a great result for Crown corporations or publicly held 

corporations.  I did not say that.  If anything it's 

an underwhelming and unclear relationship, but there's 

no evidence that they've done markedly worse or worse 

at all on balance.  That's all I was saying about 

that. 

  And as for the theory of what might work 

and why there might be some grounds for optimism, 

well, that's what this slide is setting forth, some of 

the reasons why PBR could work okay.  And particularly 

remembering that the choice -- just never forget this, 
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that the choice here is like the other approach that's 

currently being used, which hasn't gone all that great 

and which doesn't provide grounds for optimism if all 

you're talking about is a continuation of biennial 

rate cases and you want to give that a chance to work.  

I mean that doesn't make sense.  I mean, so it's very, 

very possible that some steps in the direction of PBR 

and how far you want to go is to be decided, but it's 

very, very possible that some steps in the direction 

of PBR are better than what's happening right now. 

MS. DOMINGO:     Thank you, Dr. Lowry.  

   Mr. Ghikas. 

MR. GHIKAS:     Hi, Dr. Lowry.  When we're looking at that 

list of the Ontario utilities, are you asking us to 

draw a cause and effect inference that PBR is the 

reason that the publicly owned utilities are doing 

better than the non -- than the investor owned 

utilities?  Are you attributing that to the fact that 

they have PBR? 

MR. LOWRY:     No.  I am saying that -- the point that was 

made in the immediately prior slide down at the bottom 

was that statistical cost research does not strongly 

indicate inferior public sector performance, and so I 

started by showing this slide, which shows that, well, 

nothing here on this slide which makes it seem that 

they're inferior, but there's not enough information 
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here to judge that they're superior at all because 

there are so few -- among other reasons because there 

are so few investor owned utilities in the sample.  

It's very hard to draw conclusions from this. 

Proceeding Time 3:52 p.m. T66  

MR. GHIKAS:     So there's no real statistical analysis 

that says that publicly owned utilities are more 

efficient under PBR than under cost of service 

regulation? 

MR. LOWRY:     No.  No, I have not any point today made 

any such claim. 

MR. GHIKAS:     Okay, thank you.  And you're obviously 

quite familiar with the Ontario and the Alberta and 

Quebec situation.  Are you aware of any of the 

publicly owned utilities in those jurisdictions that 

are operating under constraints with respect to the 

use of incentive compensation? 

MR. LOWRY:     No, I'm not aware of that.  I've not heard 

of that.  

MR. GHIKAS:     Okay.  So as far as you know none of them 

have those constraints? 

MR. LOWRY:     I don't know anything about it one way or 

the other. 

MR. GHIKAS:     Okay, thanks.  

MS. DOMINGO:     One more question here from Mr. Austin. 

MR. AUSTIN:     Very little mention has been made of 
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Powerex today, and would you consider Powerex 

completely unregulated subsidiary of BC Hydro that 

operates in the export market and effectively competes 

for the same resources as BC Hydro to be confounding 

factor in the implementation of PBR with respect to BC 

Hydro? 

MR. LOWRY:     Yeah, I think that's a good question and I 

certainly do not have the answer to that today.  Very 

legitimate question.  One question that won't get 

answered today because I'm just not sure about that 

and how that would play out and how you would try to 

finesse that situation.  

MS. DOMINGO:     Okay, thank you, Dr. Lowry.  

MR. LOWRY:     All right, so next question, "Does an MRP 

possibly make sense to BC Hydro?"  I think there are 

some yeses, there are some noes.  I think the yeses 

probably outweigh the noes by a little bit.  And the 

first point is the most important, that continued cost 

of service regulation for BC Hydro means biennial rate 

cases entailing weak performance incentives and high 

regulatory cost.  So just having a rate case every two 

years is bad enough, but to make matters worse my 

understanding is that the current BC Hydro rate case 

has been long and complex, lasting well over a year 

just for the one rate case.  So that's a real concern 

to me.  
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  With an MRP major RRAs of B.C. utilities 

need not overlap and so regulatory resources can be 

freed up for better uses.  And when I say that I don't 

mean that they should go and work for a tech company.  

They could gravitate toward more constructive uses 

within the regulatory arena, like generic proceedings 

or other complex issues that don't get enough 

attention.  Maybe more diligent prudence reviews.  It 

doesn't have to mean that they are put out to pasture 

by any stretch of the imagination.   

  I've already showed that there are many ARM 

designs to choose from.  I mean, when BC Hydro made 

their presentation it was all about how there was -- 

you know, that this index thing may not work and so 

we're going to -- better start figuring out which 

combination or adders and carveouts you're going to 

want because it's going to have to have a lot of them.  

And I've actually shown many ARM designs to choose 

from, including the fact that indexing options are 

becoming every day more practical for vertically 

integrated electric utilities. 

  I'll mention here the marketing flexibility 

may be useful and in that regard it's germane that AMI 

is already available, it's not something that would 

have to be expensively developed in order to have more 

marketing flexibility, it's already in place.  My 
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understanding is that it's rarely used for any sort of 

time sensitive pricing but it could be.  

 Proceeding Time 3:57 p.m. T67  

  I've also noted that BCUC has legislative 

authority, and lots of PBR experience that is really 

actually very impressive.   

  Now, I am going to next address some of the 

arguments towards the end of the BC Hydro report which 

I thought were a little bit sketchy.  And one is the 

whole idea that, oh well we wouldn’t want to 

relinquish this treasured oversight of the company's 

operations, because after all, PBR is about giving a 

utility a free hand and getting out of the way and 

letting them innovate.  Well, I don’t really think 

that is how PBR works for energy utilities that have 

their rate cases every five years.  I think that the 

company would -- the BCUC would, and intervenors when 

they participate in proceedings, without substantial 

oversight over the company's operations, if the 

company was going to do anything wild and crazy, I 

mean they might well come in for some sort of pilot or 

advanced blessing anyways.   

  I would also note that the claim is made 

that, well, the BCUC just hasn’t been doing rate cases 

long enough since they have been given a free hand by 

the government, they just don’t understand the company 
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well enough.  And so maybe so therefore we should have 

some more rate cases in order to give them the 

knowledge they need to make the right decision. 

  Well, for one thing, I would note that PBR 

around the world has often been instituted in 

situations where regulators have no prior experience 

with cost of service regulation.  That is one of the 

reasons it was appealing in places like Australia for 

example.  But I would also note that if a PBR 

proceeding was held next year, there could very well 

be new statistical benchmarking studies that could 

shed light on the companies operations.  If it's 

unclear right now how much possible cuts there are in 

O&M expenses, and how much CapEx is really needed for 

rep-ex, a new statistical benchmarking studies would 

be very appropriate to do next year.  And they might, 

meanwhile not happen at all if there was just a 

continuation of the biennial rate cases. 

  There was the concern that PBR is too 

esoteric for a B.C. audience, and again I think that 

is a bit of a stretch.  We just had the Commission 

approve a perfectly sensible O&M revenue escalators 

for the Fortis companies.  There are lots of ways to 

avoid the esoteric if you don’t want it.  But 

actually, you know, the esoteric studies could be very 

interesting and even supportive of the company for 
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example wanting a negative X-factor.  They could 

support such a study -- such a study could support 

such a proposal. 

  And finally, I don’t think that B.C. is a 

place where the Commission and consumer groups need be 

unduly concerned about being outgunned.  I mean we 

just had that proceeding five years ago for the Fortis 

companies where I thought the consumer groups made out 

quite well.  And I haven’t looked at the new Fortis 

plans as carefully to determine how great a deal it 

was, but I mean, I thought they did a perfectly good 

job, Commission and the consumer groups together, of 

representing customer interests in that prior Fortis 

case. 

MS. DOMINGO:     We have a couple of comments here, Dr. 

Lowry.  Sorry, just a couple of comments. 

MR. LOWRY:     Okay.   

MS. DOMINGO:     Maybe we will just start with Mr. Jim 

Quail? 

MR. QUAIL:     Yeah, I note you are quite dismissive of 

some of the criticisms or points that are raised 

against PBR for Hydro, at least the way you framed 

some of them, some of them seem trivial, and some seem 

more serious than others.  I'm sure you are aware the 

reason why the revenue requirements/cost of service 

proceeding we just went through for BC Hydro was so 
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enormous was because this was the first real crack the 

Commission has had at sort of delving into the 

entrails of Hydro for a long time.  

  So it's not like perhaps somebody not being 

familiar with cost of service regulation at the end of 

it.  The problem is, the Commission really isn’t 

familiar with BC Hydro, and it's just becoming 

reacquainted.  And that is what that proceeding was 

about.  And of course cost of service proceedings are 

extensive, but so are PBR proceedings. 

  A few points there.  You talk about the 

degree of free hand.   

[Inaudible/overlapping speakers]  

MR. LOWRY:     Go back to what you just said for a second. 

I'll just give you a little push back.  I mean, a rate 

case versus a PBR proceeding.  I mean, if you had to 

stack all the documents in a pile, I would have 

thought that the rate case would be like three to five 

times higher than the PBR proceeding.  Do you disagree 

with that? 

Proceeding Time 4:02 p.m. T68  

MR. QUAIL:     Well, it's hard to say.  I mean, the PBR 

proceeding we had for Fortis was relatively 

expeditious compared to the one before, which was the 

one that really set -- that was a very large 

proceeding.   
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  But I also want to make the point, you 

aren't quite framing this in terms of so-called 

regulatory costs, but this is a point that's often 

made by utilities.  And it's important to bear in mind 

that the regulation by the Commission is a proxy for a 

competitive market.  And I've made this point to 

utility managers before, they complain about 

regulatory costs but that's what they pay instead of 

having to pay the cost of having competitors trying to 

rip them apart every day.  You know, it's actually a 

pretty good deal.   

  I know you haven't framed it quite in those 

terms, you've put it in terms of the regulator being 

able to devote its resources to other matters, okay, 

so it would be a somewhat more nuanced position.  But 

it's certainly the case that during the term of a PBR, 

of a multiyear – and this is the intention of it – 

there's a much freer hand on the utility.   

  And speaking as someone who's represented 

ratepayers as well as now the workforce, far weaker 

handle on what's going on.  It's much more -- the 

utility management and operations are a black box to 

the public of regulators and certainly to interveners, 

to a large extent anyway.  During the four or five 

years of an MRP, you know, the black box is almost 

impenetrable.  There's little gleams of light that 
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come out once a year in the annual reviews.  There's a 

tradeoff involved in that.  I just wouldn't dismiss 

that as being something to take into account, 

especially where this company has just come out from 

under the shadow of direct government and cabinet 

regulation after so many years. 

  Anyway, that's more of an argument than I 

question, I know. 

MR. LOWRY:     But I thank you, I appreciate those 

comments. 

MS. DOMINGO:     Thank you, Mr. Quail.  I believe it's 

Leah Worth, you had a comment in here.  Did you want 

to speak to that, Ms. Worth? 

MS. WORTH:     Hi, actually my question or my comment was 

the same, basically, as Jim's, which was that I just 

wanted to make sure that you had the context of the 

reason that this rate case took as long as it did.  

Because that’s, you know, if you're going to be 

relying on that as a justification for PBR, that it's 

important for you to understand that this particular 

hearing is not indicative of what necessarily would 

normally be.  And I'm pretty sure that's all that I 

had said, but I do tend to type things as they come 

into my head, I apologize.  But I believe that's all I 

had to say.  

MR. LOWRY:     Well, thank you for that comment and I 
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thank Jim for saying the same thing.  I mean, it’s 

informative for me to know that there -- and I 

suspected that might be the case too.  But anyway, 

it’s helpful to know that maybe the subsequent cases 

will not be as long.  

  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.  It's 

also notable that in terms of this regulatory cost 

thing, and I do like to talk explicitly about 

regulatory costs, by the way, but in the case of the 

BCUC it doesn't seem to matter as much because they 

don’t have a lot of jurisdictional utilities, like say 

Ontario or Norway or Germany, and two of these already 

have MRPs.  And so the need to reduce the frequency of 

BC Hydro RRAs is considerably diminished by that fact 

and I acknowledge that.  

  Maybe they're -- you know, DSM doing a 

great job with DSM is one of the emphasises for PBR 

and maybe there isn't as much need for DSM in B.C. as 

in other jurisdictions because of the generally clean 

nature of the resources used to generate power.   

 Proceeding Time 4:06 p.m. T69 

  There are intimations of high CapEx, you 
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know, high T&D rep-ex, for example, which can 

complicate some forms of ARM design like I'd mentioned 

before, and it's lent to all sorts of controversies in 

proceedings in other parts of Canada. 

  And as for the marketing flexibility, well, 

it has not widely been used in energy utility 

regulation even though there are arguments for it, and 

as I said before, it would come at the price of not 

having an earnings sharing mechanism, and yet, the 

BCUC opted for an earnings sharing mechanism, as I 

understand it, new plans for the Fortis utilities. 

  So with that in mind, I want to start by 

talking in the last half hour or so about some baby 

step ideas that I have for BC Hydro, and then one 

bigger idea, which is, to fast forward, is a  

multiyear rate plan.  

  So what are some ideas where BC Hydro could 

kind of go out in the direction of PBR without going 

too far?  Well, certainly an obvious no-brainer would 

be to just have the three forward test years, just as 

in the same flavour as forward test years are done 

today.  That would be better than two so far as I can 

determine. 

  And when doing a forward test year, the use 

of indexing where practical in the RRAs.  Now, in a 

prior proceeding I understand that BC Hydro proposed a 
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perfectly sensible OM&A revenue escalator.  Sorry to 

go back to (audio drops) but the idea of using 

something like that in an RRA would make a good bit of 

sense. 

  Now, here's an idea that I mentioned 

earlier, and that's why that earlier part of the 

presentation was so long is I was kind of setting up 

these ideas to propose now.  But even if you did go 

out, let's say, two biennial rate cases, after that 

it’s not a crazy idea to have a provision for 

automatic escalation of allowed revenue until and 

unless there is another rate case.  And it could be 

for customer growth, but as I said before, it would be 

perfectly reasonable to have an escalation of BC 

Hydro's revenue requirement for an inflation measure.  

And if that was in place, they might just not come in 

immediately for another rate case all the time.  I 

mean they might go for a year, sometimes two years.  

  I mean sometimes in the United States they 

have a rate case and they just doesn't come in again 

for several years, even though they were crying, "Woe 

is me," for why they needed the rate case.  Once they 

get the rate increase sometimes they don't come in for 

a couple, three years.  They're basically operating 

under a self-imposed rate freeze.  So I think that's 

an idea to consider. 
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THE CHAIRPERSON:     Dr. Lowry? 

MR. LOWRY:     Yeah, go ahead. 

THE CHAIRPERSON:     Yeah.  You've said, you've mentioned 

this this way a couple of times now, you've said 

automatic escalation for customer growth or inflation.  

Could that be "and inflation"? 

MR. LOWRY:     It would be -- 

THE CHAIRPERSON:     Because that's something -- in the 

Fortis PBRs there's allowance for inflation, which is 

built in to the X factor part of the formula. 

MR. LOWRY:     Yeah, but -- 

THE CHAIRPERSON:      And customer growth, which is the Y 

factor, isn't it?  Or one of the terms in the formula 

anyway.   

MR. LOWRY:     Okay, so see, this would not really be a 

revenue cap index -- or, well I mean it’s in a way.  

It's not a multiyear rate plan.  What happens after 

the second -- or let's say there's two forward test 

years.  What happens after that is not really a  

multiyear rate plan because the utility has the option 

of filing.  But it's going -- what it's going to do is 

say, "Hey, we're going to give you like two-thirds of 

what you would normally come in for if you'll just say 

out of the rate case."  And that will make the revenue 

decoupling work better, because, again, with revenue 

decoupling they're having to pass back the benefits of 
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their billing determinant.  So to compensate them for 

that you're going to allow for some automatic 

escalation that's not part of a multiyear rate plan.  

And it's an economy that's really done all the time in 

the United States, it's just they don't start with -- 

[audio interference] 

MR. LOWRY:     Are we still there?  There was some funny 

noises. 

THE CHAIRPERSON:     Yeah, we're here. 

MS. DOMINGO:     We're still here. 

MR. LOWRY:     Okay. 

THE CHAIRPERSON:     Okay, thank you. 

MR. LOWRY:     Okay, so the next idea would be to have 

regularly scheduled statistical benchmarking studies 

by the Commission and the company.  And the Commission 

could delegate that task to interveners, they could 

let the interveners hire the consultant.  But that's 

not happing now.  And there was just a halting step in 

that direction where this kind of crude study that the 

Brattle Group did. 

 Proceeding Time 4:11 p.m. T70 

  But you know, you could kick that up a 

notch to a more professional study of the sort done in 

Ontario or in Quebec.  And that would be an 

improvement as well, and it could start as early as 

next year. 
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  I mentioned something about messing around 

with the PIM for conservation.  I've been reading the 

questions and reading some other commentary.  I gather 

there is some skepticism about the company's DSM 

program, why it's really necessary in a circumstance 

of excess capacity, of clean capacity.  And I just 

thought I'd mention that -- go back to mentioning 

something I said about the United States, that 

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.  I don’t know enough, but just throwing 

that out as an idea. 

  Now relatedly, there is the issue of peak 

load management, and it’s very hard for me to believe 

that the current system that merely adds amortization 

of the DSM expenses is going to provide satisfactory 

compensation for peak load management programs.  And 

this is a focus of a lot of programs in the States 
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today.  In principle it could be done for system wide 

peak load.  In principle it could alternatively be 

done for local non-wire alternatives.  Some place in 

the Vancouver area for example, either in the suburbs, 

or some in gentrifying urban area, where they are 

thinking about a very expensive substation project, 

maybe some upgrades to the subtransmission lines that 

could be avoided by an intensive local use of non-wire 

alternatives.  So there are PIMs, a lot of PIMs for 

this are becoming approved in the United States, 

particularly in the State of New York.  So there is an 

idea we can talk about if you want to talk a little 

bit more.   

  Also, lastly, in the area of baby steps, I 

would say that it seems kind of a no-brainer to in 

some way strengthen the incentives of low carbon 

electrification.  That could be done in a lot of 

different ways.  One idea would be to have a partial 

true-up of estimated electric vehicle sales volumes to 

actuals.  In other words, since instead of having the 

full drop, full decoupling for every cotton-picking 

sale to electric vehicle customers in the residential 

and commercial sector, you would have a partial true-

up of the estimated sales volumes. 

  Now, I will next go -- and remember we are 

running out of time here, to my thoughts about a 
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multiyear rate plan, but I will pause for a moment to 

see if anybody has any questions about these baby 

steps ideas? 

MS. DOMINGO:     We have one question, Mr. Tom Hackney. 

MR. LOWRY:     Okay. 

MR. HACKNEY:     Hello, Dr. Lowry.  So on low carbon 

electrification, what I see happening potentially in 

the situation of B.C. is that the government, it’s in 

their court to decide essentially how much -- how 

strongly BC Hydro will pursue low carbon 

electrification.   

  One possible scenario would be something 

where the government is quite prescriptive in what it 

wants, and goals would leave it to BC Hydro to execute 

some kind of preconceived targets.  And another 

possibility that -- where we are awaiting government 

direction on this, would be for the government to give 

or formulate some kind of more permissive goals where 

BC Hydro, within the context of the Utilities 

Commission, could be looking at what the potentials 

are and potentially bringing forward plans to the 

Utilities Commission to discuss and approve those 

plans.   

  Do those two sort of possible versions of 

low carbon electrification make any difference from 

the perspective of PBR incentives? 
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Proceeding Time 4:17 p.m. T71  

MR. LOWRY:     No, I think it’s encouraging that those 

things are being contemplated, but again, I just think 

it's kind of a no-brainer that throwing incentives 

into the mix is a good idea.  I mean, in the United 

States, for example, in the DSM programs they can have 

DSM goals and then there might be a stretch goal or a 

reward for going beyond the goal.   

  And don't forget too, when it comes to 

electrification of transportation that you're not 

dealing with a populous that is necessarily going to 

buy an electric vehicle.  There is an element of 

marking to it, there is an element of making it 

attractive to the customer by various means.  So it's 

not even entirely within the control of the utility or 

the government to just set a goal.  And I just think, 

you know, here's really to me a screaming example of 

the idea that the -- well, why can't we just leave it 

to government?  Or just leave it to BC Hydro to do a 

satisfactory job?  It just doesn't make sense in this 

particular case that incentives can't help do a better 

job.  I mean, particularly when you remember that in 

the entirety of North America there is not a single 

metro area, there is not a single electric utility 

that's done an outstanding job with electric vehicles.  

It just has never happened in either United States or 
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Canada that I know of.  

  Okay, I had better move quickly to the 

multiyear rate plan.  I just have a few ideas there 

and I think, if desired, I don't have to give my 

concluding remarks, but I do want to get through the 

multiyear rate plan. 

  I think that there's a good argument for 

having a multiyear rate plan, if not immediately then 

soon.  And so I'm going to provide provisions that I 

think would be part of that plan and then I'm going to 

provide some ideas about the plan.  So the duration of 

the plan, three to five years.  It wouldn't 

necessarily have to be the five-year plan.  By making 

that as if that's the only thing that constitutes a 

multiyear rate plan it makes it easier for people to 

avoid doing it.  It doesn't have to be five years. 

  Energy and DSM expenses would be tracked.  

A different ARM might very well apply to different 

functions.  Special care would be taken for the Y 

factor and the Z factor to protect the finances of the 

company from government policy changes.  Some amount 

of marketing flexibility could be considered if people 

are willing to do without the earnings sharing 

mechanism.  There should certainly be opportunities 

for pilot programs, and actually parties could have 

quite a lot of fun cooking those ideas up. 
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  The idea of an efficiency carryover 

mechanism, it's a good one.  And I think that the 

Commission has already shown quite a bit of expertise 

in that and you could take it another step up the 

learning curve in a new plan for BC Hydro.  In 

addition to that, pretty much all the a baby steps 

that I discussed could also be considered as bells and 

whistles or provisions of the new multiyear rate plan.  

  Another thing I wholeheartedly endorse is 

something that was mentioned towards the end of the BC 

Hydro report, or was it the Weisman report?  I can't 

remember.  But the idea that if we're going to do one 

of these -- if next year's going to be about a new PBR 

plan with maybe a gap year escalator for the revenue 

in 2022, then let's do some PBR workshops, let's work 

towards a negotiated settlement process.  I 

wholeheartedly endorse the idea of doing those things.  

  On the "maybe" list are some things that, 

you know, there's some arguments for and there's some 

arguments against.  It would be desirable somehow to 

strengthen the company's incentive to promote both 

power sales to maintain and attract large load 

customers and also other operating revenue, the kind 

of stuff where you could make a little money from the 

use of the AMI, for example, in some sort of a value 

added service.  We haven't talked much about that 
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today because it's a lesser matter.  But there could 

be, you know, a way to share margins from other 

operating revenue in order to increase activity in 

that area.  

 Proceeding Time 4:22 p.m. T72 

  Earnings sharing mechanism is a good thing 

that there's an intelligent discussion of in Dr. 

Weisman's paper.  There really are some pros and cons.  

I've already mentioned how an earnings sharing 

mechanism can make it harder to grant marketing 

flexibility.  So that's more of an uncertain item.  If 

you really want to move the company in the direction 

of PBR, this could hurt it.  And there are other ways 

to accomplish the things that earnings sharing can do 

like off-ramps as a risk protector.  And the stretch 

factor in terms of ensuring customer benefits, it 

could be a little larger if there's no earnings 

sharing mechanism. 

  So my ideas for ARMs -- and these are not 

recommendations by any stretch of the math, but based 

on my extensive experience in this area, I'll just 

throw out some ideas to stimulate your thinking.  I 

could see separate arms for G&T and distributor 

services.  And one of the reasons I mentioned that 

crazy thing about the tracker freeze is that I could 

tracker freeze type of thing for the company's G&T 
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cost where you combine a cost tracker for the major 

G&T plan additions with some type inflation escalation 

and that's why I took the time to discuss those ideas 

previously in my report -- my presentation today. 

  Well then if you did something like that 

for G&T, what would you do for DX?  Well, Canada has 

given you a whole menu of established ways to come up 

with some sort of an indexed ARM for distribution 

services, but this sort of a hybrid ARM that the 

Commission recently approved for gas electric services 

with FortisBC is certainly also a sensible candidate 

where you could have indexing for the O&M revenue and 

some sort of a stair step for the capital revenue. 

  And, as I said earlier, that's stair step 

for the capital revenue does not necessarily have to 

be based on a forward test year proposal.  You could 

do something more innovative, more California style by 

like having CapEx budget that reflects recent 

historical averages and though I didn't say that 

today, that's sort for a kissing cousin of the new 

approach to giving supplemental capital revenue in 

Alberta, by the way.  I mean the original idea for 

that really came from California, by looking back to 

the recent historical CapEx as the basis for future 

CapEx. 

  Lastly I'll say does PBR make sense in a 
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recession?  And here I'm just going to say that 

hopefully the recession will be winding down by the 

time that a PBR regime would be implemented.  If 

you're worried about the operating risk for the 

utility, you've got the revenue decoupling, you've got 

tracking of bulk power sales margins to protect BC 

Hydro from unexpectedly weak sale volumes.  If the 

question is whether rates should be raised at all, 

that's a problem you have in cost of service 

regulation too.  In the United States most utilities 

do operate under cost of service and I can tell you 

that there are a lot fewer rate cases this year than 

there have been in other recent years. 

  And finally, just that I have given you a 

lot of ideas for baby steps as well as the bigger step 

towards the MRPs, and so I'm not here to advocate a 

radical change in the company's regulatory system 

immediately, but I've given you a lot of ideas I hope 

that will be food for thought. 

MS. DOMINGO:     Mr. Ghikas? 

MR. GHIKAS:     Hi, Dr. Lowry.  I realize it's getting 

late where you are, so I won't keep you. 

MR. LOWRY:     Oh, doesn't worry about me.  Don't worry 

about me.  I mean I'm happy to continue, but I do -- 

I'm thinking that people are getting itchy to take a 

break from this, but I'm happy to field further 



Commission Review of BC Hydro PBR Regulation 
September 8, 2020 - Work Shop - Volume 2  Page:  263 
 

 1 

 2 

 3 

 4 

 5 

 6 

 7 

 8 

 9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Allwest Reporting Ltd.,  Vancouver, B.C. 

questions. 

MR. GHIKAS:     It's stimulating stuff.  The first bullet 

on the recession, you say,  

"Recession will hopefully be winding down by the 

time that a PBR regime would be implemented." 

  When you're saying a PBR regime there, are 

you talking about the baby steps or the MRP that 

follows the baby steps? 

MR. LOWRY:     I was thinking more in that 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 then maybe you would use some sort 

of a simple index to escalate allowed revenue for 

2022.    

Proceeding Time 4:27 p.m. T73  

  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, including British Columbia, would be on the 

rebound, so there would be less of an issue about 

this.  

MR. GHIKAS:     In the baby steps portion would the stair 

step type model reduce the risk more than an index 

model? 

MR. LOWRY:     Well, a stair step or hybrid could well be 
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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.  

MR. GHIKAS:     And Dr. Lowry, on the third bullet there 

it's asking sort of the rhetorical question about the 

issue of whether to raise rates at all during a 

recession.  Just for clarification, are you advocating 

that there should not be one in a recession or are you 

saying that that might be a policy decision that's 

made?  I just wanted to understand what you were 

meaning there. 

MR. LOWRY:     Yeah, I'm not making an advocacy about that 

matter.  I note that the Commission is obviously going 

ahead right now and getting ready to raise rates in 

the middle of a recession, maybe partly because the 

company is a little behind in its rate increases 

anyways and so it's much needed.  But I will just say 

that in the United States, where the regulatory 

systems are often more favourable to utilities than 

they are in Canada, nonetheless the utilities lots of 
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times will voluntarily stay out of a rate case during 

a recession, they'll lay low for a year.   

  So no, I'm definitely not advocating that.  

I was just trying to figure out where the questioner 

was coming from when they asked the question to begin 

with.  Were they more worried about the undue 

regulatory risk for the utility or were they more 

worried about the propriety of automatic rate 

increases during a recession.  And so I just thought 

it pertinent to say that, you know, that's an issue 

that comes up under cost of service regulation too. 

MR. GHIKAS:     Thanks for that clarification, Dr. Lowry.  

MR. QUAIL:     Jim Quail here, just with a comment.  It 

strikes me that the question whether to go with cost 

of service or PBR is probably asking the wrong 

question at this juncture, going through an economic 

crisis which may restructure the economy on an ongoing 

basis quite significantly and meanwhile plunging into 

a deepening climate crisis.  We've seen the fires in 

California, we know they'll be a lot worse in five 

years.  You know, it's just one example of what the 

energy sector is going through.  Is the question of 

how to make utilities a little bit more efficient at 

what they have done in the past really a very relevant 

question anymore? 

MR. LOWRY:     Well, I mean, if there's a climate crisis 
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British Columbia is sitting pretty because they're the 

ones that have a surplus of clean energy and could 

probably come up with some more.  And, I mean, a lot 

of things I've talked about today have been about 

attracting new businesses that want your nice clean 

energy to bolster the availability of surplus power to 

sell when California's in the middle of a power 

crisis.  So I guess I'm not seeing offhand why this 

just knocks a multiyear rate plan off the rails.  

MR. QUAIL:     Well, we have -- regardless of the 

advantages we've got that you've indicated, a great 

deal of great Vancouver will be underwater probably in 

60 years.  I mean, we know that there's going to be 

enormous disruptive things happening to economies 

everywhere, that’s includes ours.  And energy use is 

obviously at the core of that whole question.  

 Proceeding Time 4:31 p.m. T74 

  It just strikes me, as I say, how to get 

utilities to be 0.5 percent more efficient at what 

they do isn’t really the important question for 

regulators, or intervenors, or utilities to be asking 

themselves right now.  Just my comment. 

  It’s sort of a -- both cost of service and 

PBR are sort of steady-state mechanisms that assume 

incremental continuous growth, and are not very good 

at dealing with earthquake-like disruptions that shake 
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everything up permanently, which I think is what we 

are going through right now.  I don’t think many 

people will disagree with that.   

MR. LOWRY:     Well, personally I'm not sure I agree with 

that, because I -- at least what you need to be 

worrying about is the next five, 10, 15, 20 years, not 

what is happening (audio drops) out.  And I'm not 

seeing any wrenching transformation of the world 

economy occurring in the next 10 or 15 years myself.  

MR. QUAIL:     Well, the recession hasn’t started yet.  

So, in terms of what is happening right now, it hasn’t 

started yet, and there is markers in the City of 

Vancouver that show you when you walk on the Sea Wall, 

how high the water level is going to be in about 30 or 

40 years.  It doesn’t take a great deal of imagination 

to know that the disruption to the economy is going to 

be enormous.  We have got suburbs that will be 

significantly underwater.  Richmond.   

  Anyway, it’s more an argument than a 

question, I know, but I just wonder whether we are 

busy counting the tea cups when the ship is in danger 

of sinking. 

MS. DOMINGO:     Thanks for those comments, Mr. Quail. 

  So, I think we are out of time now.  So I 

think, Dr. Lowry, thank you very much.  I also want to 

thank everybody who has participated in today's 
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workshop.  There has been some really good discussions 

and lots of great questions from the audience.  And as 

a result, there is lots to think about.  So I am 

actually very happy about this hybrid in-person and 

virtual method has worked out.  Aside from our initial 

hiccups with the technology, it has actually been 

quite smooth after that.  So we are blazing the trails 

at the BCUC here. 

  Thank you for everybody who is in 

attendance.  Actually just one comment.  For those of 

you at home or in the office you may not be able to 

see this, but there are -- you see the Commissioner's 

table, but there is clear plexiglass dividers between 

each of the Commission panel members, so we are 

practicing all kinds of social distancing here.  And I 

think that even Dr. Bonnie Henry would approve.   

  As Chairman Morton has indicated this 

morning, I understand the next steps may be to seek 

submissions from all parties on the next steps in this 

process.  So Staff will take direction from the panel 

on that matter, and we will look to issue a formal 

timetable or letter to that effect.   

  Chairman Morton, did you want to say a few 

words? 

THE CHAIRPERSON:     Anything from the Commissioner cage 

here? 
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  No, I'd like to also add my thanks to 

everyone for joining us today.  And thanks to again 

the team that put it together.  It looks like it has 

worked out quite well.  And thanks to everyone that 

attended remotely also.  And thank you to Dr. Lowry, 

and thank you to Jackie, if Jackie is still there, for 

your presentations.  That is much appreciated. 

  So, on that note, I will say thank you very 

much, and have a safe journey home.  

MS. DOMINGO:     Thank you, everybody. 

(PROCEEDINGS ADJOURNED AT 4:35 P.M.) 
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