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Dear Mr. Weafer: 
 
Re:  FortisBC Inc. (FBC) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan 
for 2014 through 2018 (the Application) 

Response to the Commercial Energy Consumers Association of British 
Columbia (CEC) Information Request (IR) No. 2 

 
On July 5, 2013, FBC filed the Application as referenced above.   FBC respectfully submits 
the attached response to CEC IR No. 2. 
 
FBC notes that the responses to the series of CEC IR No. 2 questions 1, 2, 7, 8, 9, 10, 11, 
16, 28, 30, 67, 68 and 69 relate to the PBR Methodology, and will be submitted with the PBR 
Methodology IR responses.  
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FORTISBC INC. 
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PART 1 - O&M 1 

1 Reference:  CEC 1.2 2 

 3 

 4 

1.1 Please confirm that no incremental investments would be uneconomic because 5 

payback cannot be achieved before rebasing occurs, if the company has forecast 6 

the incremental investment costs into the revenue requirements approved as part 7 

of an RRA application under a cost of service approach. 8 

  9 

Response: 10 

This series of questions appears to be directed at assessing the merits of PBR vs. Cost of 11 

Service generally, which FBC considers to be out of scope given the Commission‟s direction to 12 

FBC and FEI in its letter of April 18, 2013.  Nevertheless, in the interest of being responsive, 13 

FBC will respond to such questions.  14 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 15 

PBR Methodology IR responses. 16 

 17 

 18 

 19 

1.2 Please confirm that this condition only occurs if the company requires additional 20 

cost to be invested and they have not been included in revenue requirements as 21 

part of an RRA approval. 22 

  23 

Response: 24 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 25 

PBR Methodology IR responses. 26 

 27 

 28 
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 1 

1.3 Please confirm that this condition can be remedied by enabling the company to 2 

place into a deferral account costs for unanticipated projects, which were not part 3 

of revenue requirements in an RRA application, such that the deferred costs can 4 

be collected in rates from customers in a future period. 5 

  6 

Response: 7 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 8 

PBR Methodology IR responses. 9 

 10 

 11 

 12 

1.4 Please confirm that for such a deferral account to provide a neutral impact on the 13 

company shareholder the account would also have to capture any unanticipated 14 

benefits for the period as well as the costs. 15 

  16 

Response: 17 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 18 

PBR Methodology IR responses. 19 

  20 
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2 Reference:  CEC 1.3.2 1 

 2 

2.1 Please confirm that the approved O&M for the five year period will be derived 3 

from a formula, equivalent to a forecast or projection of costs. 4 

  5 

Response: 6 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 7 

PBR Methodology IR responses. 8 

 9 

 10 

 11 

2.2 Please confirm that to the extent that there is a past variance between such 12 

formula driven forecasts and the eventual actual results the company may not 13 

have to achieve any real efficiency gains, if the forecast is more generous than is 14 

required for the operation of the company. 15 

  16 

Response: 17 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 18 

PBR Methodology IR responses. 19 

 20 

 21 

 22 

2.3 Please confirm that if the forecast is very tight with respect to the required 23 

amounts for the operation of the company that FBC might have to find efficiency 24 

gains or reduce service levels, if it wanted to earn its return for its shareholder, or 25 

might have greater costs than have been allowed for in customer rates and 26 

would therefore end up with a reduced return to its shareholder, if it was not able 27 

to obtain relief from the Commission.  28 

  29 
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Response: 1 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 2 

PBR Methodology IR responses. 3 

 4 

 5 

 6 

 7 

 8 

2.4 Please confirm, given that the company was able to operate the company for all 9 

five years with O&M costs below the approved formula forecast or projection, that 10 

the company was not disadvantaged by the process and in fact was provided a 11 

benefit each year over and above its allowed return on equity for its 12 

shareholders. 13 

  14 

Response: 15 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 16 

PBR Methodology IR responses. 17 

  18 
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3 Reference:  CEC 1.12  1 

  2 

3.1 Please confirm that none of these benefits involves reductions in O&M costs or 3 

provide an explanation of the O&M impact of the AMI project in regard to these 4 

issues. 5 

  6 

Response: 7 

Not confirmed.  Certain benefits like power grid voltage optimization and outage management 8 

may result in O&M reductions; however future projects (enabled by AMI) are required to realize 9 

these benefits.  It should be noted that these future benefits were not included in the business 10 

case for the AMI project. 11 

Capital expenditures related to the implementation of an outage management system and/or a 12 

power grid voltage optimization program were not included in determination of the 2013 Base 13 

Capital.  Were FBC to seek approval of the required incremental expenditures for these projects 14 

based on the forecast benefits, the inclusion of these benefits within the determination of total 15 

O&M under PBR would be appropriate, resulting in customers receiving 100 percent of the 16 

associated benefits.  Alternatively, were FBC to instead proceed with these projects and absorb 17 

the incremental capital expenditures without seeking further approval, customers would share in 18 

any capital benefits realized through the ESM.  As well, customers would benefit by receiving 50 19 

percent of the efficiency savings during the rolling ECM period and 100 percent of the savings 20 

after that.  The fact that the Company effectively shares in the savings benefit  (aside from PPE 21 

savings) during the ECM window provides incentive and compensation for FBC to invest in 22 

incremental capital not previously reflected in the formulaic capital and therefore not included in 23 

rate base or the Company‟s return during the PBR term. 24 

Further, as FBC has proposed to flow-through variances in PPE, any savings related to a 25 

reduction in distribution losses will be automatically returned to customers. 26 

  27 
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4 Reference:  CEC 1.13.1 1 

 2 

4.1 Please explain why the net sustainable savings to be embedded in the 2013 3 

base are substantially less than the average gain made between 2007 and 2011. 4 

  5 

Response: 6 

The approximately $4 million in O&M savings achieved during the last PBR term includes 7 

savings achieved during the 2006 base year, hence the average gain made between 2006 and 8 

2011 is approximately $0.667 million, as compared to the $0.452 million in sustainable O&M 9 

savings embedded in the 2013 Base O&M.  As FBC has prior experience with PBR 10 

performance incentive mechanisms, it is reasonable to expect that the opportunity for further 11 

improvement in the performance of the utility becomes more challenging as sustainable savings 12 

related to “low-hanging fruit” have already been captured.   13 

 14 

 15 

 16 

 17 

 18 

4.2 Please confirm that because the company does not measure and track 19 

productivity gains or efficiency improvements the proposed adjustment to 2013 20 

approved base can only represent the items FBC was able to obtain from its staff 21 

on an ad hoc basis and that the result cannot be verified in any FBC 22 

documentation or accountability records. 23 

  24 
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Response: 1 

Not confirmed.   2 

As indicated in Exhibit B-1, some FBC departments may use metrics to manage performance 3 

while others do not.  However, what is common amongst all departments in FBC is that they are 4 

required to maintain or increase their outputs and activity levels while keeping cost increases to 5 

a minimum.  Meeting budgets is an expectation of all departments and managers in the 6 

Company.  FBC believes this approach to ensuring a productivity focus is sustained throughout 7 

the company and will deliver the efficiencies that both the company and customers are looking 8 

for under the proposed PBR Plan.  The focus should not necessarily be on how the efficiencies 9 

are achieved (i.e. monitored using metrics for different areas) and instead should be on 10 

ensuring that they are achieved with the respective savings benefiting customers and the 11 

Company.   12 

FBC‟s view is that the inclusion of a productivity improvement factor in FBC‟s PBR Plan 13 

provides a comprehensive productivity measurement that will require each department to 14 

consider continuous improvement, which is preferred to measurement of individual activity.  15 

Additionally, the need for detailed productivity metrics is lessened by the fact that FBC has put 16 

forward a realistic and appropriate 2013 Base O&M budget which reflects substantial 17 

productivity savings relative to previous years and yet still ensures safety standards and other 18 

service requirements are met.   19 

FBC expects that the proposed 2013 Base O&M budget along with its proposed approach to 20 

productivity measurement, which is consistent with that successfully used in the past approved 21 

PBR Plan, will work to successfully deliver efficiencies and benefits for customers and the 22 

Company.  The effort required to define, measure and monitor a myriad of small and 23 

incremental efficiency gains would be substantial and would ultimately dilute the benefits of the 24 

PBR Plan, when in FBC‟s view, productivity can be and is appropriately measured at the level of 25 

aggregate O&M Expense. 26 

 27 

 28 

 29 

 30 

31 
  32 
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4.3 Does this productivity view extend to the FBC employees, such that no one is 1 

required to track their performance and that employees are evaluated based on 2 

the overall company performance? 3 

  4 

Response: 5 

No.  FBC management is responsible for monitoring the productivity and effectiveness of 6 

employees.  Performance plans and personal objectives are developed aligning the efforts of 7 

employees to the company‟s priorities.   8 

 9 

 10 

 11 

  12 

 13 

4.4 If FBC does not have any understanding of potential efficiency opportunities and 14 

plans simply to await their emergence, why would a competent party invest in an 15 

incentive to have FBC achieve a result? 16 

  17 

Response: 18 

FBC does not agree with the mis-characterization in the question that the Company will wait 19 

passively for efficiency opportunities to emerge. FBC is active and will continue to be active 20 

during the PBR term in seeking efficiency opportunities for the long-term benefit of its 21 

customers. However, FBC does not believe it is able to anticipate every opportunity that might 22 

arise in a five-year period since the energy and utility sectors are in an evolving environment. 23 

Furthermore, FBC expects the efficiency improvements to come as much from individual 24 

employees finding many smaller scale improvements in their own departments as it does from 25 

larger wider-scale initiatives. In addition, the overall incentive structure inherent in the final 26 

approved PBR will influence the efficiency initiatives that the Company will pursue. FBC 27 

believes that the proposed PBR (inclusive of the ESM and ECM) includes a balanced incentive 28 

structure that will enable FBC to pursue many efficiency initiatives, while providing high quality 29 

electricity service, for the long term benefit of customers.    30 

Reflective of its ongoing productivity improvement approach, FBC does not presently have a list 31 

of planned efficiency opportunities.  As indicated in Exhibit B-1, FBC will continue to engage in 32 

efficiency review activities and to pursue productivity gains with further opportunities are 33 
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expected to be more complex and dependent on the Company‟s ability to overcome some 1 

challenges.  FBC has not investigated any of these opportunities in detail to be able to provide a 2 

list of them. 3 

Additionally, FBC does not agree with the mis-characterization of investing in an incentive.  4 

Customer rates do not represent an investment in the utility or any portion of said utility.  The 5 

rates paid by customers are the rates that are determined to be prudent and necessary for the 6 

service that is delivered by the utility to the customers. 7 

 8 

 9 

 10 

4.5 Does FBC run its Power Sense programs with customers with no tracking and 11 

provide benefits to customers based on the overall performance of the program? 12 

  13 

Response: 14 

Customer projects and participation in the PowerSense programs are tracked in a granular 15 

manner in a DSM database and undergo regular audits to ensure they are working as designed.  16 

The benefits to ratepayers (customers) come from the reduced power purchases required due 17 

to the energy savings attributed to the programs. 18 

 19 

 20 

 21 

4.6 Doesn‟t FBC require Power Sense projects with customers to be planned in 22 

advance before they can be approved and funded with an incentive? 23 

  24 

Response: 25 

Confirmed.   26 

The first of the DSM “Terms and Conditions” listed in Schedule 90 of the FBC Tariff reads as 27 

follows: 28 

1. In order to be eligible for financial incentives, a Customer must receive the Company‟s 29 

approval prior to initiation of work on the approved Measure. 30 

  31 
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5 Reference:  CEC 1.13.2 1 

 2 

5.1 Please confirm that without measurement, tracking and an understanding of what 3 

efficiency improvements are in process there is a distinct potential that the 4 

Commission will not have a sufficient regulatory record from which to determine 5 

the appropriate starting base level of O&M and potentially will be compromised in 6 

terms of trying to establish an appropriate productivity expectation. 7 

  8 

Response: 9 

This cannot be confirmed.  The base level for costs is the actual cost of service for a recent test 10 

period as adjusted for known and measurable adjustments.  This is the appropriate base 11 

revenue requirement value as well.  As B&V has noted elsewhere in responses to IRs, the PBR 12 

Plan is not designed to determine the productivity adjustment on productivity expectations as 13 

that would just be a modification to cost of service by adjusting each cost center for the 14 

expected cost reductions or increases.  PBR should break the link between cost of service and 15 

revenue requirements. 16 

  17 
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6 Reference:  CEC 1.14.1 1 

 2 

6.1 If FBC does not have a capacity for conducting efficiency reviews and the FBC 3 

departments are not expected to document and quantify productivity and 4 

efficiency initiatives, then the Commission cannot have any systematic data with 5 

respect to productivity improvement and will only have the ad hoc information 6 

FBC chooses to disclose in this application. Isn‟t that correct? 7 

  8 

Response: 9 

Please refer to the response to CEC IR 2.4.2. 10 

  11 
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7 Reference:  CEC 1.26.1 1 

 2 

7.1 Please provide any quantitative study FBC has with respect to the relationship 3 

between its O&M costs, which are electrical system related, and the system 4 

metrics of kilometers of lines and substations. Please provide a comparison of 5 

the former with the relationship of the same costs to the number of customers. 6 

  7 

Response: 8 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 9 

PBR Methodology IR responses. 10 

 11 

 12 

 13 

7.2 Please confirm that when customers are added to the electrical system there are 14 

significant portions of the system which do not require any change to integrate 15 

the new customers and for which the O&M costs of that portion of the system will 16 

not need to change. 17 

  18 

Response: 19 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 20 

PBR Methodology IR responses. 21 

  22 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 13 

 

 

8 Reference:  CEC 1.26.2 1 

2 

 3 

8.1 Please confirm that O&M costs based on equipment charges for equipment 4 

owned by the company will have temporarily fixed costs, until the equipment is 5 

replaced. 6 

  7 

Response: 8 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 9 

PBR Methodology IR responses. 10 

 11 

 12 

 13 

8.2 Please confirm that for significant portions of the electrical system where there is 14 

no material change in the condition of the system and no change in the 15 

capacities of the system that the costs related to the O&M for this portion of the 16 

electrical system will remain relatively fixed with regard to customer growth but 17 

will experience cost inflation. 18 

  19 

Response: 20 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 21 

PBR Methodology IR responses. 22 

 23 

 24 

 25 

8.3 Please provide a listing of all elements of the FBC O&M costs where there is a 26 

potential for the costs to remain fixed for a period of time relative to customer 27 

growth. 28 

  29 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 14 

 

 

Response: 1 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 2 

PBR Methodology IR responses. 3 

 4 

 5 

 6 

8.4 Please provide a copy of the last cost of service study, which will include its O&M 7 

costs and their allocations. 8 

  9 

Response: 10 

The last COSA was conducted in 2009.  It consists of a very large amount of material.  FBC 11 

does not believe it would be appropriate or necessary to import the entire study into the record 12 

of this proceeding.  The Company has reproduced below the relevant schedule which shows the 13 

various O&M expense categories by FERC Account, as well as the method used to classify the 14 

costs for subsequent allocation to the individual customer classes.  The Company reiterates that 15 

the COSA fixed/variable classification is not a useful framework for the evaluation of the PBR 16 

formula. 17 
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 1 

 2 

INPUT REVENUE REQUIREMENT

Schedule 3.1

Classification Method

FERC Account Operation & Maintenance Expense

535.00 Op. Supervision & Engineering On the Basis of Generation Rate Base

536.00 Water for Power On the Basis of Generation Rate Base

542.00 Structures On the Basis of Generation Rate Base

543.00 Dams & Waterways On the Basis of Generation Rate Base

544.00 Electric Plant On the Basis of Generation Rate Base

545.00 Other Plant On the Basis of Generation Rate Base

Purchased Power Supply/Other

555.00 Purchased Power - Energy Charges On the Basis of Energy Purchases Weighted by Month

555.00 Purchased Power - Demand Charges On the Basis of Demand Purchases Weighted by Month

556.00 System Control 2 Coincident Utility Peak (Sum 2 Winter & 2 Summer)

Transmission

560.10 Op. Supervision & Engineering On the Basis of Transmission Rate Base

560.20 System Planning On the Basis of Transmission Rate Base

561.00 Load Dispatching On the Basis of Transmission Rate Base

562.00 Transmission Station Expense On the Basis of Transmission Rate Base

563.10 Transmission Line Maintenance On the Basis of Transmission Rate Base

563.20 Transmission TROW Maintenance On the Basis of Transmission Rate Base

565.00 Wheeling On the Basis of Transmission Rate Base

567.00 Rents On the Basis of Transmission Rate Base

Distribution

583.10 Distribution Line Maintenance On the Basis of RBD Poles, Towers & Fixtures

583.20 Distribution ROW Maintenance On the Basis of RBD Poles, Towers & Fixtures

586.00 Meter Expenses On the Basis of RBD Meters

592.00 Distribution Station Expense On the Basis of RBD Station Equipment

596.00 Street Lighting On the Basis of RBD Street Lights and Signal Systems

598.00 Other Plant On the Basis of Distribution Rate Base

Customer Service, Accounts, & Sales

901.00 Supervision & Administration As All Other Customer Service Expense

902.00 Meter Reading Customers Weighted for Accounting/Metering

903.00 Customer Billing Customers Weighted for Accounting/Metering

904.00 Credit & Collections Retail Customers

910.00 Customer Assistance Customers Weighted for Accounting/Metering

911.00 Energy Management Promotion Classified 72% Energy, 17% Demand & 12% T&D

Administrative & General

920.10 Executive & Senior Management On the Basis of Labor Ratios

920.20 Legal On the Basis of Labor Ratios

920.30 Human Resources On the Basis of Labor Ratios

920.40 Finance & Accounting On the Basis of Labor Ratios

920.60 Information Services On the Basis of Labor Ratios

920.70 Materials Management On the Basis of Labor Ratios

Other On the Basis of Labor Ratios

930.20 Special Services On the Basis of Labor Ratios

931.00 Insurance On the Basis of Labor Ratios

932.00 Maintenance & General Plant On the Basis of Labor Ratios

933.00 Transportation Equipment Expenses On the Basis of Labor Ratios

Depreciation

403.30 Generation Plant On the Basis of Generation Rate Base

403.50 Transmission Plant On the Basis of Transmission Rate Base

403.60 Distribution Plant On the Basis of Distribution Rate Base

403.70 General Plant And Deferred Charges On the Basis of Gross Plant (w/o General Plant & Intangible)

DSM Amortization On the Basis of DSM-related Rate Base

Taxes

408.05 Property On the Basis of Net Plant

Return and Income Taxes

Incentive Adjustments On the Basis of Total Rate Base

Income Tax On the Basis of Total Rate Base

Return on Rate Base On the Basis of Total Rate Base

Interest on Non Rate Base Deferral Account On the Basis of Total Rate Base

Other Revenues

Electric Apparatus Rental On the Basis of RBD Poles, Towers & Fixtures

Lease Revenue On the Basis of General Plant Rate Base

Waneta Contract Revenue On the Basis of Generation Rate Base

Brilliant Management Fees On the Basis of Generation Rate Base

Fortis Pacific Holdings On the Basis of Labor Ratios

Connection Charges Retail Customers

NSF Cheque Charges Retail Customers

Sundry Revenue On the Basis of Gross Plant (w/o General Plant & Intangible)

Investment Income On the Basis of Gross Plant (w/o General Plant & Intangible)
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9 Reference:  CEC 1.31.2 and ICG 1.8.1 1 

 2 

9.1 Regardless of the definition of stretch factor or TFP or X factor, please explain 3 

why the forecast of costs is equal to or in some cases less than the formula 4 

driven projection for cost. 5 

  6 

Response: 7 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 8 

PBR Methodology IR responses. 9 

 10 

 11 

 12 

9.2 Would FBC expect that this data may be interpreted as an indication that either, 13 

the forecasts and projections will be inadequate or that the incentive for 14 

productivity performance will be overly generous. 15 

  16 

Response: 17 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 18 

PBR Methodology IR responses. 19 

  20 
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10 Reference:  CEC 1.31.3 1 

 2 

3 
  4 

10.1 Please explain why the PBR line is above $65 million for 2018 in the Excluding 5 

AMI case and below this level for the including AMI case. 6 

  7 

Response: 8 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 9 

PBR Methodology IR responses. 10 
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 1 

 2 

 3 

10.2 How does the AMI impact affect the PBR formula? 4 

  5 

Response: 6 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 7 

PBR Methodology IR responses. 8 

  9 
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11 Reference:  CEC 1.56.1 1 

 2 

11.1 Please confirm that in a Cost of Service regulation the Commission would have 3 

no constraint confining it to assume that the 2013 approved budget for O&M was 4 

the necessary starting point for forecasting 2014. 5 

  6 

Response: 7 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 8 

PBR Methodology IR responses. 9 

 10 

 11 

11.2 Please confirm that when FBC has underspent its O&M levels of expenditure 12 

approved for collection from customers in the utility rates that FBC‟s 13 

shareholders will have benefited from retaining the difference between actual 14 

expenditures and those approved for rates. 15 

  16 

Response: 17 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 18 

PBR Methodology IR responses. 19 

 20 

 21 

11.3 Please confirm that when rebasing expenditure plans in a Cost of Service 22 

regulation the Commission could well have the view that the savings captured by 23 

FBC as under expenditures in the previous year should be carried over into the 24 

planning for the subsequent years and that the Commission would likely weigh 25 

this evidence and many other sources of evidence into setting the approved 26 

revenue requirements for the following test years. 27 

  28 

Response: 29 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 30 

PBR Methodology IR responses. 31 

  32 
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12 Reference:  CEC 1.57.1 1 

 2 

12.1 Given that the pension and OPEB is determined based on actuarial assumptions 3 

and is rebased every few years on a regular cycle and is not driven by the 4 

customer count, the system capacity or peak demand requirements of the 5 

electrical system and because FBC proposes to have these expenses flowed 6 

through whenever they change and not have them driven as part of a formula 7 

driven revenue requirement would it not make sense to prepare a version of this 8 

material information, without these costs as part of the presentation for review. 9 

  10 

Response: 11 

The characterization of pension and OPEB expense in the question is appropriate which is why 12 

FBC has excluded pension and OPEB expense from the Formulaic O&M expense and the 13 

Formulaic Capital in the 2014-2018 PBR Filing.  On line 3 of Table B6-5: Forecast O&M 14 

Formula Results on page 53 of the 2014-2018 PBR Filing, Pension/OPEB of $6,222 thousand is 15 

removed from 2013 Base O&M in order to calculate the Formulaic O&M which considers 16 

various factors such as inflation and change in customer numbers.  On line 21 of Table B6-5 the 17 

$6,222 thousand of Pension/OPEB expense is added to the Formulaic O&M to arrive at the total 18 

O&M Under PBR.  Similarly, on line 3 of Table B6-7: PBR Capital Formula Inputs and 5-Year 19 

Forecast on page 58 of the 2014-2018 PBR Filing, Pension/OPEB of $6,741 thousand is 20 

removed from 2013 Base Capital in order to calculate the Formulaic Capital which considers 21 

various factors such as inflation and change in customer numbers.  On line 17 of Table B6-7 the 22 

$6,741 thousand of Pension/OPEB expense is added to the Formulaic Capital to arrive at the 23 

total Capital Under PBR.  As such, FBC has already prepared a version of the material 24 

information excluding pension and OPEB expense as part of the PBR filing. 25 

  26 

 27 

 28 

12.2 Please prepare the tables provided in response to CEC 1.56.1 with the pension 29 

and OPEB expenses removed entirely for each of the years. 30 
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  1 

Response: 2 

The table in the response to CEC 1.56.1 includes a total of 15 departments and 12 different 3 

years, resulting in 180 different departmental annual costs for which pension and OPEB 4 

amounts must be extracted. The Company does not forecast or record actual pension and 5 

OPEB expense by department for each year.  Rather pension and OPEB expense, along with 6 

other benefits, are aggregated to determine general benefit loading which in turn is applied to all 7 

employees‟ base pay, net of time away, to determine their fully loaded labour cost.  As such, the 8 

pension and OPEB component cannot be readily extracted from each of the requested 9 

departments‟ O&M expense by year, nor is it how labour costs and O&M are managed.  Rather, 10 

pension and OPEB expense are germane to overall labour expense and should not be removed 11 

or isolated as it represents a true cost of employment. 12 

However, in the responses to BCUC IRs 1.118.1, 1.119.1, 1.125.1, 1.131.1, 1.132.1, 1.133.1, 13 

and 1.134.1, a breakdown of O&M expense for Customer Service, Communications and 14 

External Relations, Information Technology, Operations Support, Facilities, Environment, Health 15 

and Safety and Finance and Regulatory, was provided and included an estimated extraction of 16 

pension and OPEB Expense.  Since the Company does not track, manage or forecast its 17 

pension and OPEB expense by department, but rather includes it as part of the general benefit 18 

loading, the original responses included incorrect componentization estimate of the pension and 19 

OPEB expense.  While an errata has been provided to reflect corrected allocations of pension 20 

and OPEB expense, the componentization is still based on general allocation assumptions that 21 

do not necessarily reflect how the department labour is managed. 22 

For further information on the forecasted amount of pension & OPEB expense expected to be 23 

allocated to O&M in 2014 to 2018, Table C4-3 on page 117 of the 2014-2018 PBR Filing 24 

provided those amounts. 25 

 26 

 

 

Table C4-3:  Pension and OPEB Capital and O&M Forecasts ($thousands)  

 

 

2013 2014 2015 2016 2017 2018

Base Forecast Forecast Forecast Forecast Forecast

Pension & OPEB expense 12,962          12,299          11,445          10,591          9,870            9,280            

Pension & OPEB expense allocated to capital 6,740            6,395            5,951            5,507            5,132            4,825            

Pension & OPEB expense allocated to O&M 6,222            5,904            5,494            5,084            4,738            4,454            
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In addition, since pension and OPEB expense are driven by factors other than customer 1 

numbers or efficiency factors, the total pension and OPEB expense forecast to be allocated to 2 

O&M expense has been tracked outside the Formulaic O&M on line 21 of Table B6-5 on page 3 

53 of the 2014-2018 PBR Filing.  Since the pension and OPEB expense will be reforecast each 4 

year as part of the Annual Review process, the total expected amount allocated to O&M has 5 

been isolated.  6 

Table B6-5:  Forecast O&M Formula Results 7 

 8 

  9 

Line 2013 2014 2015 2016 2017 2018

No. Particulars Base Formula Formula Formula Formula Formula

(1) (2) (3) (4) (5) (6) (7)

1 2013 Base O&M ($000) 59,848$         

2 Less O&M Tracked Outside of Formula

3 Pension/OPEB (O&M portion) (6,222)            

4 Insurance (1,588)            

5 Advanced Metering Infrastructure Project -                 

6 52,037           -             

7

8 Average Number of Customers 128,796         129,770     130,922      132,142      133,385         134,687      

9 % Change in Customers 0.76% 0.89% 0.93% 0.94% 0.98%

10

11 Composite I-Factor 2.31% 2.42% 2.34% 2.36% 2.30%

12

13 Productivity X-Factor 0.50% 0.50% 0.50% 0.50% 0.50%

14

15 I-X Mechanism (1+I-X)    (Line 11 - Line 12) 101.81% 101.92% 101.84% 101.86% 101.80%

16

17 Net Inflation Factor    ((1 + Line 9) * Line 15) 102.58% 102.82% 102.79% 102.82% 102.79%

18

19 Formulaic O&M  (Line 17 * Prior Year) 53,380       54,888        56,419        58,009           59,629        

20 Add: O&M Tracked Outside of Formula

21 Pension/OPEB (O&M portion) 6,222             5,904         5,494          5,084          4,738             4,455          

22 Insurance 1,588             1,734         1,801          1,868          2,000             2,012          

23 Advanced Metering Infrastructure Project -                 368            (439)            (2,411)         (2,369)           (2,794)         

24

25 Total O&M Under PBR 59,848           61,386       61,744        60,960        62,378           63,302        
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13 Reference:  CEC 1.58.3 and CEC 1.26.2 1 

 2 

13.1 Please confirm that the Generation function is applicable to FBC generating 3 

stations and that these are fixed in number and will not increase in number over 4 

the period 2014 to 2018. 5 

  6 

Response: 7 

FBC confirms that generation is a component of the power supply function (as evaluated in a 8 

cost of service analysis), and that the number of generating plants are not projected to increase 9 

over the 2014 – 2018 PBR period.   10 

 11 

 12 

 13 

13.2 Why should the expense for generation change with increased customer count? 14 

  15 

Response: 16 

Please refer to the response to CEC IR 2.16.2.. 17 

 18 

 19 

 20 

13.3 Please explain what is in the non-labour components for generation and explicitly 21 

identify and quantitatively show the amounts that would be related to equipment 22 

use and or would represent consulting contracts or fixed payments. 23 

  24 

Response: 25 

The table below provides a breakdown of non-labour costs by type. 26 
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 1 

 2 

The following table provides a breakdown between consulting and contractor costs.  The 3 

consulting costs are related to costs that are not equipment specific.  The contractor costs are 4 

incurred to maintain generating equipment and facilities. 5 

  6 

 7 

  8 

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 168           251           366           313           373             420           430           438           447           456           465           

Material 110           124           123           160           149             150           153           156           159           162           166           

Staff Expenses 23              225           (120)          26              23                23              23              24              24              25              25              

Vehicle Expenses 27              35              43              41              33                33              33              34              35              36              36              

Office Expenses 25              33              38              38              37                38              38              39              40              41              41              

Other Expenses 265           29              28              27              25                25              25              26              26              27              27              

Total Non-labour 617           696           477           605           640             689           703           717           732           746           761           

CEC IR2 Q2.13.3

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Consulting 64 169 135 166 196 220 225 229 233 238 243

Contracting 104 82 231 147 177 200 205 209 213 218 222

Total 168 251 366 313 373 420 430 438 447 456 465
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14 Reference:  CEC 1.59.1 1 

2 
   3 

14.1 Please provide amounts for any expenditures associated with the Pine Beetle 4 

tree removal program for each of the years 2010 to 2013 and for 2014 to 2018. 5 

  6 

Response: 7 

In 2011 the Commission directed FBC, under Order G-195-10, to move certain capital 8 

expenditures into operating expenses. The Right of Way Reclamation program and the 9 

Mountain Pine Beetle Hazard Abatement program are examples of capital expenditures 10 

included under Order G-195-10. As a result, these programs are no longer specifically tracked 11 

and are included within FBC‟s On and Off Right of Way Vegetation Maintenance operating 12 

expenses.  13 

On Right of Way Vegetation Maintenance operating expenses include: 14 

 Identification and control of undesirable vegetation within rights of ways ensuring 15 

adequate vegetation to conductor clearances are maintained. Control methods include 16 

slashing, mowing/mulching, pruning/trimming and herbicide treatment. 17 

  18 

Off Right of Way Vegetation Maintenance operating expenses include: 19 

 Identification, removal and/or pruning/trimming of healthy trees located off R/W which 20 

encroach on conductors and pose a significant threat; 21 

 Identification and removal of dead trees including those damaged by insects and 22 

disease including mountain pine beetle, spruce bud worm, tussock moth and root rot 23 

located off R/W which pose a significant threat to power lines; and 24 

 Identification and removal of leaning and up rooted trees damaged by storm winds and 25 

snow loading located off R/W which pose a significant threat to power lines. 26 
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Year Pine Beetle Tree Removal Program Expenditure ($) 

2010 1,235,000 

*Total Vegetation Maintenance expenditures for 2010 = $4,670,170 

2011 1,658,000 

*Total Vegetation Maintenance expenditures for 2011 = $4,754,367 

2012 1,734,000 

*Total Vegetation Maintenance expenditures for 2012 = $5,364,387 

Year On & Off Right of Way Vegetation Maintenance Expenses ($) 

2013 5,510,000 

2014 5,607,000 

2015 5,663,000 

2016 5,776,000 

2017 5,891,000 

2018 6,009,000 

 1 

 2 

 3 

 4 

14.2 Please advise when the company anticipates completing the program. 5 

  6 

Response: 7 

Please refer to the response to CEC IR2 2.14.1 8 

 9 

 10 

 11 

  12 

 13 

14.3 Please provide amounts for any expenditures associated with the Right of Way 14 

Reclamation program for each of the years 2010 to 2013 and for 2014 to 2018.  15 

  16 
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Response: 1 

In 2011 the Commission directed FBC, under Order G-195-10, to move certain capital 2 

expenditures into operating expenses. The Right of Way Reclamation program and the 3 

Mountain Pine Beetle Hazard Abatement program are examples of capital expenditures 4 

included under Order G-195-10. As a result these programs are no longer specifically tracked 5 

and are included within FBC‟s On and Off Right of Way Vegetation Maintenance operating 6 

expenses.  7 

On Right of Way Vegetation Maintenance operating expenses include: 8 

 Identification and control of undesirable vegetation within rights of ways ensuring 9 

adequate vegetation to conductor clearances are maintained. Control methods include 10 

slashing, mowing/mulching, pruning/trimming and herbicide treatment. 11 

 12 

 Off Right of Way Vegetation Maintenance operating expenses include: 13 

 Identification, removal and/or pruning/trimming of healthy trees located off R/W which 14 

encroach on conductors and pose a significant threat; 15 

 Identification and removal of dead trees including those damaged by insects and 16 

disease including mountain pine beetle, spruce bud worm, tussock moth and root rot 17 

located off R/W which pose a significant threat to power lines; and 18 

 Identification and removal of leaning and up rooted trees damaged by storm winds and 19 

snow loading located off R/W which pose a significant threat to power lines. 20 

Year Right of Way Reclamation Program Expenditure ($) 

2010 1,018,000 

*Total Vegetation Maintenance expenditures for 2010 = $4,670,170 

2011 858,000 

*Total Vegetation Maintenance expenditures for 2011 = $4,754,367 

2012 1,010,000 

*Total Vegetation Maintenance expenditures for 2012 = $5,364,387 

Year On & Off Right of Way Vegetation Maintenance Expenses ($) 

2013 YEF 5,510,000 

2014 5,607,000 

2015 5,663,000 

2016 5,776,000 

2017 5,891,000 

2018 6,009,000 
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 1 

 2 

 3 

14.4 Please advise when the company anticipates completing the program. 4 

  5 

Response: 6 

Please refer to the response to CEC IR2 2.14.3 7 

 8 

 9 

 10 

  11 

 12 

14.5 Please provide amounts for any expenditures associated with the Hot Tap 13 

Connector Replacement program for each of the years 2010 to 2013 and for 14 

2014 to 2018. 15 

  16 

Response: 17 

Year 
$ amount 

(thousands) 

2010 1,024 

2011 417.4 

2012 427.2 

2013 411.2* 

2014 444 

2015 456 

2016 468 

2017 481 

2018 494 

*This amount includes $221.8 thousand which is for work carried over to 2014 (Please see BCUC IR2 18 

90.13)  19 

Note: 2010 amount was part of the capital plan and represents work for 2009 that was carried 20 

over into 2010, hence the work done in 2010 represents two years of replacements.  21 
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 1 

 2 

 3 

14.6 Please advise when the company anticipates completing the program.  4 

  5 

Response: 6 

FBC does not anticipate completing this program prior to 2018. 7 

 8 

 9 

 10 

 11 

14.7 Is this a type of expenditure which is lumpy, not continuous over the years, and 12 

therefore has benefits in future periods, regardless of whether it is capitalized or 13 

expensed? 14 

  15 

Response: 16 

This is a type of expenditure that is continuous over the years. As filed in the 2014-2018 RRA, 17 

these costs are embedded in existing O&M.   18 

There is a future benefit resulting from these expenditures, regardless of whether they are 19 

capitalized or expensed. In other words, in the absence of these programs (Pine Beetle Hazard 20 

Tree Removal and the Hot Tap Connector Replacement), system reliability would be negatively 21 

impacted and the costs (whether classified as O&M or capital) would be expected to rise over 22 

the long term to mitigate the resulting impact.  It is more cost effective to proactively address 23 

these issues through a program as opposed to addressing the issues once they impact the 24 

system (i.e. removing pine beetle trees only when they‟ve already damaged infrastructure, 25 

replacing hot taps and affected conductor only after failure). 26 

  27 
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15 Reference:  CEC 1.59.4 1 

 2 

 3 

15.1 Please provide an explanation with respect to what is contained in the non-labour 4 

components of the Customer Service O&M. 5 

  6 

Response: 7 

The table below provides a breakdown of non-labour costs by type. 8 

 9 

 10 

 11 

 12 

15.2 Please identify any fixed contract payments included in the Customer Service 13 

process. 14 

  15 

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 45              14              88              828           868           873           64              65              66              68              69              

Material 3                3                4                2                2                2                2                2                2                2                2                

Staff Expenses 29              64              109           74              77              78              79              81              83              84              86              

Vehicle Expenses 1                7                2                -            -            -            -            -            -            -            -            

Office Expenses 880           876           1,101        1,043        1,093        1,098        1,158        1,181        1,205        1,229        1,254        

Other Expenses 688           709           746           764           801           805           874           898           920           939           958           

Total Non-labour 1,646        1,673        2,050        2,711        2,841        2,856        2,177        2,227        2,276        2,322        2,369        

($000's)

CEC IR2 2.15.1
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Response: 1 

Fixed contract payments included in Customer Service O&M include: 2 

 Customer satisfaction research $27 thousand; and 3 

 21st Century telephone overflow lines $35 thousand. 4 

 5 

 6 

 7 

15.3 Please confirm that when the company plans to incorporate the City of Kelowna 8 

customers it is expecting that the incremental costs for doing so will be 9 

considerably less than the cost per customer for the service. 10 

  11 

Response: 12 

FBC assumes this question is asking whether the average Customer Service O&M cost per 13 

customer is less than the incremental Customer Service O&M cost per customer.  In that case, 14 

FBC confirms that the incremental O&M cost per customer is less than the average O&M cost 15 

per customer.  16 

 17 

 18 

 19 

15.4 Please provide all of the information provided in the company‟s acquisition of 20 

Kelowna hearing with respect to the efficiency of adding customers because the 21 

incremental costs to add customers do not expand the all of the cost 22 

requirements for Customer Service. 23 

  24 

Response: 25 

The information that the Company provided in the acquisition of Kelowna hearing with respect to 26 

the efficiency of adding customers and the customer service function are provided in 27 

Attachment 15.4, as indicated below: 28 

 CPCN Application for the purchase of the utility assets of the City of Kelowna: 29 

o Section 5.1 Discussion of Incremental Revenue Requirements; and 30 

o Section 6.0 Provincial Government Energy Objectives and Policy Considerations. 31 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 32 

 

 

 Responses to IRs: 1 

o BCUC IR 1.14.9; 2 

o BCPSO IR 1.1.1 and 1.2.3; 3 

o ICG IR 1.5.0 and 1.5.1; and 4 

o BCPSO IR 2.3.3. 5 

 6 

 7 

 8 

15.5 Please confirm that what is true for addition of Kelowna customers is also true for 9 

adding other customers, though there will be some differences. 10 

  11 

Response: 12 

Confirmed with respect to Customer Service O&M costs. 13 

  14 
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16 Reference:  CEC 1.59.9 1 

2 
   3 

16.1 Please explain what is in the non-labour component of the customer service 4 

costs and quantify each major element of the non-labour items. 5 

  6 

Response: 7 

FBC considers that the question relates to costs for the Communications and External Relations 8 

department, although customer service costs are referenced in the question.   The table below 9 

provides a breakdown of non-labour costs by type. 10 

  11 

   12 
 13 

 14 

 15 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 339           170           327           264           270           273           279           284           290           296           302           

Material 4                -            -            -            -            -            -            -            -            -            -            

Staff Expenses 237           171           166           192           196           199           203           207           211           215           220           

Vehicle Expenses -            -            -            14              14              15              15              15              16              16              16              

Office Expenses 270           399           210           340           347           353           360           367           374           382           389           

Other Expenses 233           186           48              115           117           119           121           124           126           129           131           

Total Non-labour 1,083        926           751           925           944           959           978           997           1,017        1,038        1,058        

CEC IR2 2.16.1

($000's)
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16.2 Please explain whether or not any of the components have a fixed nature to them 1 

and are not necessarily increasing incrementally with each customer added to 2 

the system. 3 

  4 

Response: 5 

This response contains information relevant to PBR and non-PBR issues, and will therefore be 6 

also submitted with the PBR Methodology IR responses. 7 

This IR together with FBC CEC IR 2.16.3 are the first of a series that ask a similar question (or 8 

questions) of various FBC departments with respect to the fixed/variable cost structure of the 9 

department and whether the department‟s costs are directly and linearly related to the customer 10 

count.  FBC is providing a detailed response in this IR covering points common to all of the 11 

questions as well as using examples from different departments to illustrate.   12 

The following comments apply generally to these questions as they pertain to the various 13 

departments they are asked of: 14 

 The O&M formula (other than costs that are identified as being outside the formula) is 15 

applied to FBC as a whole and not to the individual departments.  The cost pressures 16 

faced by individual departments vary over time, at times being greater than the 17 

increases allowed by inflation and customer growth and at other times less.  The FBC-18 

wide O&M formula allows the Company to deal with cost increases on a portfolio basis, 19 

with individual department level cost pressures able to be managed across the greater 20 

diversity of the whole utility. 21 

 The utility-wide O&M formula based on customer count as the key indicator of costs has 22 

a long history of successful application in BC.  The initial use of an O&M formula based 23 

on customer counts was for FEI (then BC Gas Utility Ltd.) for its 1994-95 RRA.  Since 24 

then a very similar O&M formula has been used a number of times in multi-year RRAs 25 

and PBRs for FEI and FBC.  Under PBR this approach to an O&M formula has proven to 26 

be successful in motivating the pursuit of efficiencies by the utility and in providing 27 

benefits for ratepayers. 28 

 As B&V have noted at numerous points in this regulatory proceeding, the costs of the 29 

utility are driven mainly by customers and system capacity (for which customer counts 30 

can be used as a proxy).  The utility-wide O&M formula is fully consistent with this. 31 

Customer-based PBR formulas are also commonly used in other PBR plans.  The use of 32 

customer-based PBR formulas also serves PBR principles such as being easy to 33 

understand, implement and administer.   34 

 The productivity improvement requirement (including the TFP and the implicit stretch 35 

factor) applies to the entire customer base.  With customer growth averaging less than 1 36 
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percent each year the implicit stretch factor of 4.5 percent per year or more (the X-factor 1 

of 0.5 percent less the TFP of -4 percent to -6.2 percent (Appendix D-2, page 11)) 2 

applies to about 99 percent of the customer base initially (or between 97 percent and 98 3 

percent of the customer base on average over the five-year term).  The productivity 4 

requirement in the PBR O&M formula therefore greatly exceeds the yearly O&M 5 

increase allowed due to customer growth.       6 

 Many of the questions ask about a direct or linear link between customers and 7 

departmental budgets.  The Company considers that while over time departmental 8 

budgets are impacted by total customers, there are other factors such as management‟s 9 

desire to operate efficiently and the addition of discrete amounts of resources required to 10 

respond efficiently to workload requirements.  The result is often a stepwise change in 11 

budgets in response to a gradual increase in customers. 12 

 While it is true that some individual departments may experience little or no impact from 13 

customer growth or capacity expansion (using customer growth as a proxy), it is also 14 

true that for some departments additional customers may increase costs incrementally 15 

more than the percentage of customer growth.  Costs may increase in the short term as 16 

higher overtime costs to provide service to meet the customer expansion.  Over time the 17 

Company will minimize the OPEX by making discrete additions to the department by 18 

adding more resources rather than using existing resources more intensely.  In any 19 

case, the overall costs for OPEX and CAPEX increase with additional customers 20 

regardless of the individual departments own impact. 21 

 22 

FBC provides the following examples by department of costs being related to the number of 23 

customers: 24 

 Operations:  Many functions of the Operations department are customer-driven, being a 25 

function of the size of the transmission and distribution networks required to serve 26 

customers. These include the monitoring and control of the networks systems, patrol and 27 

maintenance of lines, vegetation management along rights of way and 28 

connecting/reconnecting customers (not requiring capital construction).  As the number 29 

of customers and size of the networks system increases, so does the Operations 30 

workload. 31 

 Customer service:  Costs related to the production of bills and processing of payments 32 

are generally linked to the number of customers.  Call volumes into the contact center is 33 

somewhat linked, but can also be heavily influenced by other factors such as weather, 34 

outages or new programs or services being offered. 35 

 Communications and External Relations:  In addition to communications with customers, 36 

FBC also has communications requirements for stakeholders, government officials, 37 
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media, employees and all British Columbians in the service territory.  It may be 1 

reasonable in the short term to characterize the costs for this group to have a somewhat 2 

non-linear relationship with customer count, while in the longer term an increasing 3 

customer base will impact the level of department costs. 4 

 Engineering/Project Management: While each individual cost component may not be 5 

directly and linearly related to the addition of each customer, it is reasonable that 6 

additional system utilization (either through new customer connections or upgrades to 7 

support additional system load) results in increased costs. For example, as the need to 8 

construct additional infrastructure increases there is a direct need to procure more 9 

equipment. This will lead to the need to review material and design standards and 10 

potentially develop additional engineering and equipment standards. It may also result in 11 

the need to bring in additional contracted labour resources to review and develop new 12 

standards. Finally, increased deployment of new devices and infrastructure will likely 13 

result in more equipment failures (assuming a constant failure rate, more infrastructure 14 

must result in more equipment failures on average).  While on its own each of these 15 

aspects may not vary linearly with customer growth, FBC considers it reasonable that in 16 

the aggregate the various puts and takes result in an overall linear cost relationship. 17 

 Operations support:  Operations Support‟s costs exhibit an indirect link to the number of 18 

customers through the activity levels of Operations and the Company‟s field 19 

contractors.  For instance, as the customer base grows, the activity levels increase for 20 

both Operations and the field contractors, which has a direct impact on the demand for 21 

materials and services from the Supply Chain Services group.   In addition, increased 22 

activity levels by Operations related to customer growth will also impact the demand for 23 

vehicle services from the Fleet Services group.  Finally, as the service territory continues 24 

to expand with greater customer growth, there is an increased demand for gaining and 25 

managing land rights placed upon the Property Services group.  It should be noted, 26 

however, that Operations Support‟s activity levels are also dependent upon the system 27 

reliability requirements within FBC and therefore the department‟s costs are also 28 

influenced by any change in industry codes, standards and regulations. 29 

 Environment Health and Safety: EH&S costs are driven primarily by external legislative 30 

and regulatory requirements.  Section C4.13.2 describes the increasing demands on 31 

EH&S in recent years, with respect to increasing safety and environment legislation, 32 

public expectations and awareness.  While the increasing requirements are not directly 33 

customer-driven, this provides an example of cost pressures unrelated to inflation that 34 

must be recognized in a PBR formula, and for which customer growth serves as an 35 

indirect proxy. 36 

 Finance and Regulatory: In the short to medium term, a significant portion of the labour 37 

and non-labour costs for Finance and Regulatory will have a non-linear relationship with 38 
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customer count as the compliance and business deliverables related to financial 1 

reporting, tax, treasury, internal control, and regulatory activities, are necessary to be 2 

adhered to regardless of changes in customer count.  However, for example, customer 3 

count will affect the level of capital expenditures which in turn may affect financing 4 

requirements performed by Finance.  This, in turn may result in incremental costs that 5 

may correspondingly increase at levels that are independent of inflation or efficiencies.  6 

Customer growth also affects the number and scope of regulatory applications for capital 7 

projects and the number of customer interactions with regard to tariff matters and 8 

regulatory proceedings.  As such, there is an indirect relationship, over time, with certain 9 

Finance and Regulatory O&M expense to customer count. 10 

 11 

 12 

 13 

 14 

16.3 Please explain which components have costs that are directly and linearly related 15 

to each customer addition. 16 

  17 

Response: 18 

Please refer to the response to CEC IR 2.16.2. 19 

  20 
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17 Reference:  CEC 1.59.10 1 

 2 

17.1 Please confirm that Communications and external relations is one of the O&M 3 

expenditures that is not directly or linearly connected to increases in customer 4 

count and that that is why the group only expects to be subject to inflation 5 

increases. 6 

  7 

Response: 8 

Please refer to the response to CEC IR 2.16.2. 9 

  10 
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18 Reference:  CEC 1.60.3  1 

 2 

18.1 Please provide a quantitative breakdown of the non-labour components for each 3 

year by the types of expenditure and provide a description and to whether or not 4 

any of those costs are directly and linearly connected to each increase in 5 

customer count. 6 

  7 

Response: 8 

The table below provides a breakdown of non-labour costs by type. 9 

 10 

 11 

Please also refer to the response to CEC IR 2.16.2. 12 

 13 

 14 

 15 

18.2 Please confirm that Energy Supply as a function is one of the functions that is 16 

relatively fixed in relation to changes in the customer base and that its costs 17 

should be more closely just linked to inflation and not specifically to growth.  18 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting -            114           100           143           159           159           162           166           169           172           176           

Material -            -            -            -            -            -            -            -            -            -            -            

Staff Expenses 153           82              110           149           166           167           170           174           178           181           185           

Vehicle Expenses -            -            1                -            -            -            -            -            -            -            -            

Office Expenses 13              19              19              19              21              22              23              22              23              24              24              

Other Expenses 32              47              47              41              46              46              47              48              48              50              50              

Total Non-labour 198           262           277           352           392           394           402           410           418           427           435           

CEC IR2 Q2.18.1

($000's)
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  1 

Response: 2 

Please refer to the response to CEC IR 2.16.2. 3 

  4 
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19 Reference:  CEC 1.61.3  1 

 2 

 3 

19.1 Please provide a description of the components of the non-labour costs and a 4 

quantitative breakdown of the costs by type. 5 

  6 

Response: 7 

The table below provides a breakdown of non-labour costs by type. 8 

 9 

 10 

 11 

 12 

19.2 Please describe which of the IS costs is directly and linearly connected to 13 

customer growth. 14 

  15 

Response: 16 

Please refer to the response to CEC IR 2.16.2. 17 

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 3                3                21              -            23              24              24              25              25              26              26              

Material 1                -            -            -            -            -            -            -            -            -            -            

Staff Expenses 69              67              51              65              65              67              68              70              71              72              74              

Vehicle Expenses -            1                1                7                7                7                7                7                8                8                8                

Office Expenses 584           576           598           555           555           571           583           593           604           617           629           

Other Expenses 471           525           565           592           592           609           622           636           648           661           675           

Total Non-labour 1,128        1,172        1,236        1,219        1,242        1,278        1,304        1,331        1,356        1,384        1,412        

CEC IR2 Q2.19.1
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 1 

 2 

 3 

19.3 Please confirm that there are many decisions with respect to the IS initiatives of 4 

the company that are discretionary at least with regard to the timing of the activity 5 

and in terms of what projects are undertaken. 6 

  7 

Response: 8 

All costs identified as operating expense for IS are considered non-discretionary. The annual 9 

expense is required to maintain the reliability of the IS systems and infrastructure. 10 

 11 

 12 

 13 

19.4 Please provide a list of the IS projects which are in progress as of 2013 but will 14 

be completed in the future and where there are expected savings related to the 15 

project please provide an estimate of the savings. 16 

  17 

Response: 18 

Please refer to the response to BCUC IR 2.44.1.1.   19 

The only project currently underway that is expected to be completed after 2013 is the 20 

implementation of a Demand Side Management Customer Relations Management System.  21 

This program is expected to realize approximately $95 thousand starting in 2015 in annual 22 

savings for the DSM program.  23 

 24 

 25 

 26 

19.5 Please provide a list of the IS projects which are anticipated to provide 27 

opportunities for improvement in the future and provide their expected in service 28 

dates as well as an estimate of their expected benefits contributions. 29 

  30 

Response: 31 

As detailed in BCUC IR 2.31.3, it is challenging to forecast at this time the Capital and O&M 32 

savings to be achieved over the PBR period as the detailed list of Transformation and 33 

Enhancement projects within each of the Business programs have not yet been identified for 34 
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2014 to 2018.  Likewise, the expected in service date is unknown until detailed business case 1 

analysis and investment approval has been given. 2 

  3 
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20 Reference:  CEC 1.62.3 1 

 2 

20.1 Please provide a quantitative breakdown of the non-labour component costs for 3 

Engineering Services and Project Management and MRS. 4 

  5 

Response: 6 

The table below provides a breakdown of non-labour expenditures. 7 
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 1 

 2 

 3 

 4 

 5 

20.2 Please provide a description with respect to how each type of non-labour 6 

expenditure is directly and linearly related to addition of each customer and or 7 

describe how some of the costs may be or may be made more fixed in nature. 8 

  9 

Response: 10 

Please refer to the response to CEC IR 2.16.2. 11 

  12 

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 99              248           277           266           340           362           369           376           384           391           399           

Material 14              9                18              -            -            -            -            -            -            -            -            

Staff Expenses 172           265           306           328           419           446           454           463           472           482           491           

Vehicle Expenses 1                1                2                -            -            -            -            -            -            -            -            

Office Expenses 10              19              24              32              41              43              44              44              45              46              47              

Other Expenses 18              32              37              38              48              52              53              56              57              58              59              

Total Non-labour 314           574           664           664           848           903           920           939           958           977           996           

($000's)

CEC IR2 Q2.20.1

Engineering and Project Management

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting -            82              77              116           161           161           165           168           172           175           178           

Material -            9                4                -            -            -            -            -            -            -            -            

Staff Expenses -            45              68              134           186           187           190           194           198           202           206           

Vehicle Expenses -            -            2                -            -            -            -            -            -            -            -            

Office Expenses -            13              9                16              22              22              22              23              23              24              24              

Other Expenses -            11              11              7                10              10              10              10              10              10              11              

Total Non-labour -            160           171           273           379           380           387           395           403           411           419           

MRS

($000's)
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21 Reference:  CEC 1.63.3 1 

 2 

21.1 Please provide a quantitative breakdown of the type of expenditures in the non-3 

labour component. 4 

  5 

Response: 6 

The table below provides a breakdown of non-labour costs by type. 7 

 8 

 9 

 10 

 11 

21.2 Please discuss how each type of expenditure is directly and linearly related to 12 

customer growth and or describe how some of the costs may be more fixed in 13 

nature. 14 

  15 

Response: 16 

Please refer to the response to CEC IR 2.16.2. 17 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 44              54              128           7                107           107           110           112           114           116           119           

Material 16              (20)            22              57              54              54              55              56              58              59              60              

Staff Expenses 129           103           186           150           147           148           151           154           157           160           163           

Vehicle Expenses 2,694        2,605        2,121        3,049        2,217        2,228        2,273        2,318        2,364        2,412        2,460        

Office Expenses 101           111           185           209           191           192           196           200           204           208           212           

Other Expenses 168           139           111           357           311           312           319           326           332           339           345           

Total Non-labour 3,152        2,992        2,754        3,829        3,027        3,042        3,103        3,166        3,229        3,294        3,359        

CEC IR2 Q2.21.1

($000's)
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 1 

 2 

 3 

 4 

5 
 Exhibit B-1, Page 150 6 

21.3 Please confirm that the ability of the Operations Support department to forecast 7 

no additional labour requirements represents a situation where there is a fixed 8 

element to the nature of the Operations Support work in regard to the electric 9 

system, therefore the costs will be more driven by inflationary pressures. 10 

  11 

Response: 12 

Please refer to the response to CEC IR 2.16.2. 13 

 14 

 15 

 16 

21.4 Please explain the recoveries portion of the cost forecast for Operations and 17 

Support and the nature of the components of the recoveries as well as how they 18 

are driven in the future. 19 

  20 

Response: 21 

The recoveries included in the derivation of the Operations Support costs include: 22 

 Transportation Services recoveries 23 

Transportation Services recoveries include credits to the Fleet department for the use of 24 

fleet vehicles on capital projects and the provision of services to 3rd parties. FBC charges 25 

an hourly rate by vehicle classification to capital or 3rd parties in order to properly 26 

capitalize the cost of the asset or to recover the cost of using the from 3rd parties to the 27 

benefit of customers. 28 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 48 

 

 

 Material Services recoveries 1 

Material Services recoveries include credits to the Materials Services department to 2 

recover the cost of receiving, warehousing and issuing material out of inventory. The 3 

Company calculates a Material Handling Charge as a ratio of the annual Material 4 

Services department budget to the total forecast materials issued from inventory in the 5 

year.  As material is issued out of inventory, the Material Handling Charge is added to 6 

the cost of the material and is charged to the receiving cost centre or project. 7 

  8 
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22 Reference:  CEC 1.64.1 1 

 2 

22.1 Please confirm that Facilities is an example of where the costs of the utility can 3 

be and are fixed for periods of time and are not related directly or linearly to 4 

increases in the customer growth. 5 

  6 

Response: 7 

Please refer to the response to CEC IR 2.16.2. 8 

  9 
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23 Reference:  CEC 1.65.3 1 

2 
  3 

23.1 Please provide a comparison of the number of employees in the company for 4 

each year historically and into the future, with the total number of customers the 5 

company serves or expects to be serving for each year. 6 

  7 

Response: 8 

FBC assumes the question is meant to request the number of employees in the EH&S 9 

department.  The number of employees for 2010-2013 Projected is shown in the table below.  10 

FBC expects the number of employees to remain relatively consistent through the PBR term but 11 

has not forecast employees at the departmental level. 12 

Year 
# Employees  

(EH&S) 
# Customers 
(Year-End) 

2010 7 112,249 

2011 8 113,258 

2012 8 113,915 

2013P 7 129,216 

2014F - 130,323 

2015F - 131,521 

2016F - 132,763 

2017F - 134,007 

2018F - 135,366 

 13 

 14 

 15 
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23.2 Please describe the nature of the costs in the non-labour component and provide 1 

a breakdown of the costs by type, as well as discuss whether or not they are 2 

directly and linearly related to the addition of new customers. 3 

  4 

Response: 5 

 The table below provides a breakdown of non-labour costs by type. 6 

 7 

 8 

Please also refer to the response to CEC IR 2.16.2. 9 

  10 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 26              79              87              57              36              37              38              39              40              41              41              

Material 2                3                3                1                1                1                1                1                1                1                1                

Staff Expenses 53              47              47              57              36              36              37              38              39              40              41              

Vehicle Expenses 1                -            1                -            -            -            -            -            -            -            -            

Office Expenses 45              45              37              61              39              39              40              40              41              41              42              

Other Expenses 14              4                5                17              11              11              11              11              11              11              12              

Total Non-labour 141           178           180           193           123           124           127           129           132           134           137           

CEC IR2 Q2.23.2

($000's)
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24 Reference:  CEC 1.66.3 1 

 2 

24.1 Please provide a quantitative breakdown of the non-labour components of the 3 

Finance and Regulatory costs by type for each year and discuss each type with 4 

respect to whether or not it is directly and linearly related to the customer 5 

additions. 6 

  7 

Response: 8 

The table below provides a breakdown of non-labour costs by type. 9 

 10 

 11 

Please also refer to the response to CEC IR 2.16.2. 12 

 13 

 14 

 15 

24.2 Please discuss the fact that Finance and Regulatory costs can be fixed in nature 16 

over some periods of time because the functions performed by the group do not 17 

need to scale directly with the growth of the company. 18 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 705           877           998           1,151        1,080        1,086        1,129        1,172        1,197        1,221        1,244        

Material -            -            -            -            -            -            -            -            -            -            -            

Staff Expenses 123           134           105           156           146           147           153           159           162           165           168           

Vehicle Expenses -            -            1                -            -            -            -            -            -            -            -            

Office Expenses 78              79              70              57              57              57              59              62              63              64              66              

Other Expenses 11              (95)            -            (65)            (65)            (65)            (68)            (71)            (72)            (73)            (75)            

Total Non-labour 917           995           1,174        1,299        1,218        1,225        1,273        1,322        1,350        1,377        1,403        

CEC IR2 Q2.24.1

($000's)
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  1 

Response: 2 

Please refer to the response to CEC IR 2.16.2. 3 

 4 

 5 

 6 

24.3 Please provide a listing of the kinds of tasks performed by Finance and 7 

Regulatory, which involve annual or periodic reporting and can therefore be fixed 8 

over periods of time in regard to the company‟s reporting requirements and 9 

decisions. 10 

  11 

Response: 12 

Please refer to the response to CEC IR 2.16.2. 13 

  14 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 54 

 

 

25 Reference:  CEC 1.67.3 1 

 2 

25.1 Please provide a comparison of the number of employees in the company for 3 

each year historically and into the future, with the total number of customers the 4 

company serves or expects to be serving for each year. 5 

  6 

Response: 7 

FBC assumes the question is meant to request the number of employees in the Human 8 

Resources department. The number of employees for 2010-2013 Projected is shown in the 9 

table below.  FBC expects the number of employees to remain relatively consistent through the 10 

PBR term, but has not forecast employees at the departmental level. 11 

 Year 
# Employees  

(HR) 
# Customers 
(Year-End) 

2010 14 112,249 

2011 10 113,258 

2012 12 113,915 

2013P 12 129,216 

2014F - 130,323 

2015F - 131,521 

2016F - 132,763 

2017F - 134,007 

2018F - 135,366 

 12 

 13 

 14 
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25.2 Please provide a breakdown of the Human Resources costs with respect to 1 

those which are directly and linearly related to providing service to each specific 2 

employee, which are tied to dealing with employee groups that do not change in 3 

number and which are corporately related functions and are repetitive for periodic 4 

reporting periods. 5 

  6 

Response: 7 

FBC assumes that this question is meant to ask the same information as the others in this 8 

series, that is, with respect to non-labour costs.  The table below provides a breakdown of non-9 

labour costs by type. 10 

  11 

 12 

Please also refer to the response to CEC IR 2.16.2. 13 

 14 

 15 

 16 

25.3 Please confirm that HR functions can generally be viewed as fixed functions for 17 

periods of time and generally need not have expenses which would be directly 18 

related to the growth in the number of customers. 19 

  20 

Response: 21 

Please refer to the response to CEC IR 2.16.2. 22 

  23 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 246           196           587           184           426           428           436           445           454           463           472           

Material -            -            -            -            -            -            -            -            -            -            -            

Staff Expenses 33              82              78              56              56              56              58              58              60              61              62              

Vehicle Expenses -            -            -            -            -            -            -            -            -            -            -            

Office Expenses 18              21              18              35              35              35              36              37              37              38              39              

Other Expenses 32              231           86              229           229           231           235           240           245           250           255           

Total Non-labour 329           530           769           504           746           750           765           780           796           812           828           

CEC IR2 Q2.25.2

($000's)
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26 Reference:  CEC  1.68.3 1 

 2 

26.1 Please confirm that Governance costs are generally regarded as more fixed in 3 

nature than they are regarded as necessarily incrementing with customer 4 

additions. 5 

  6 

Response: 7 

Please refer to the response to CEC IR 2.16.2. 8 

 9 

 10 

26.2 Please provide a quantitative breakdown of the non-labour costs by type and 11 

discuss the degree to which they are directly and linearly related to the addition 12 

of customers. 13 

  14 

Response: 15 

The table below provides a breakdown of non-labour costs by type. 16 

 17 

Please also refer to the response to CEC IR 2.16.2. 18 

  19 

0

2010 2011 2012 2013 2013 2013 2014 2015 2016 2017 2018

Actual Actual Actual Approved Projection Base Forecast Forecast Forecast Forecast Forecast

Contracting & Consulting 440           379           413           444           444           445           454           463           473           482           491           

Material -            -            32              -            -            -            -            -            -            -            -            

Staff Expenses 11              29              4                17              17              17              17              18              18              18              19              

Vehicle Expenses -            -            2                -            -            -            -            -            -            -            -            

Office Expenses 3                4                6                3                3                3                3                3                3                3                3                

Other Expenses 1,546        1,404        1,364        1,481        1,598        1,607        1,745        1,813        1,880        2,012        2,024        

Total Non-labour 2,000        1,816        1,821        1,945        2,062        2,072        2,219        2,297        2,374        2,515        2,537        

CEC IR2 Q2.26.2

($000's)
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27 Reference:  CEC 1.69.3 1 

2 
   3 
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27.1 Please confirm that Corporate O&M costs are generally regarded as more fixed 1 

in nature than they are regarded as being directly and linearly driven by customer 2 

additions. 3 

  4 

Response: 5 

Please refer to the response to CEC IR 2.16.2. 6 

  7 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 59 

 

 

PART 2 – CAPITAL 1 

28 Reference:  CEC 1.2.1 2 

 3 

28.1 If on rebasing under a Cost of Service approach the benefits are 100% accrued 4 

to the customers, why would the company suggest that the customers might 5 

achieve greater benefits under a longer term PBR, where the customers would 6 

only get ½ of the benefits for the extended period of time? 7 

  8 

Response: 9 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 10 

PBR Methodology IR responses. 11 

 12 

 13 

 14 

28.2 Please provide a mathematical example of how the delayed rebasing would 15 

provide a benefit to customers in regard to an equivalent project under cost of 16 

service regulation and under PBR regulation. 17 

  18 

Response: 19 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 20 

PBR Methodology IR responses. 21 

 22 

 23 

 24 

28.3 Please confirm that what the company is posing as a proposition is that an 25 

extended PBR period in which the company is sharing in ½ of the savings, will 26 

provide the company an incentive to do more to generate savings and it is the 27 

customers ½ of those additional savings the company is suggesting would be 28 

greater benefits than the customers would otherwise receive. 29 

  30 
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Response: 1 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 2 

PBR Methodology IR responses. 3 

  4 
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29 Reference:  CEC 1.3.2 1 

 2 

29.1 Please explain whether or not the above budget and actual costs are for gross 3 

capital expenditures and not for the rate setting impact of the capital 4 

expenditures differences from amounts approved to be in rates. 5 

  6 

Response: 7 

The expenditures are for the annual gross capital expenditures, the rate setting impact of the 8 

actual capital expenditures is determined by the changes to work in progress, plant retirements, 9 

and any reclassification of expenditures as directed or approved by the Commission.  A 10 

summary of the net additions to plant in service for the years 2007 – 2012 are provided in the 11 

table below: 12 

 Net Additions 
to Plant in 

Service 

2007 118,150 

2008 103,387 

2009 108,019 

2010 130,141 

2011 128,214 

2012 58,074 

 13 

 14 

 15 
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29.2 Please provide the amount of the difference in impact on rate setting that was 1 

available to be shared in regard to each of the years above and show the rate 2 

impact. 3 

  4 

Response: 5 

Please note that for the simplistic analysis shown in the Table below, the Capital variance is 6 

considered to be the net Plant Variance (ignoring the timing difference of Expenditure and 7 

Additions to Plant and Asset Retirements).  8 

The Table below calculates, on a very high level basis, the impact on Customer Rates only for 9 

the variance amount between the Approved & Actual capital expenditure levels.  10 

The calculation in the Table, as requested above, provides the following: 11 

 Incremental Equity Earnings; 12 

 ROE Incentive Sharing (assumed at 50 percent); 13 

 Overall Yearly Revenue Impact; and 14 

 Overall Yearly customer Rate Impact. 15 

 16 

Please note that the Rate Impacts would have been higher if Actual Net Plant Additions 17 

matched the Approved levels, considering 50 percent ROE Incentive Sharing during 2007-2011. 18 

The assumptions used are also listed below. 19 
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 1 

 2 

 3 

 4 

 5 

  6 

 7 

29.3  Please confirm that for Class 4 estimates there is considerably more variability 8 

expected than for Class 3 estimates. 9 

Revenue & Rate Impact Calculation: 2007 2008 2009 2010 2011 2012

Capital Expenditure per Approved 133,660      124,934      129,465      167,416      93,507       87,368       

Capital Expenditure Actual 143,742      111,579      112,723      142,038      88,365       64,680       

Capital Variance (10,082)      13,355       16,742       25,378       5,142         22,688       

Capital Addition Variance January-1 -             (10,082)      3,575         20,219       44,997       48,777       

Net Capital Variance (10,082)      13,355       16,742       25,378       5,142         22,688       

Less Depreciation Variance -             302            (98)             (600)           (1,362)        (1,516)        

Capital Addition Variance December 31 (10,082)      3,575         20,219       44,997       48,777       69,949       

Mean (Mid Year) Depreciated Capital Variance (5,041)        (3,253)        11,897       32,608       46,887       59,363       

Cost of Equity Variance (177)           (117)           422            1,291         1,857         2,351         

Incentive (Equity) Sharing Variance with Customer 88              59              (211)           (646)           (928)           -             

Cost of Debt Variance (193)           (126)           475            1,252         1,731         2,110         

Depreciation  Variance -             (302)           98              600            1,362         1,516         

Income Tax Variance 163            (54)             (289)           (535)           (473)           (187)           

Incremental Revenue Impact (118)           (541)           495            1,963         3,547         5,790         

Approved Revenue 207,867      220,950      234,763      259,274      278,783      287,445      

Yearly Rate Impact Variance -0.1% -0.2% 0.2% 0.8% 1.3% 2.0%

General Assumptions: 2007 2008 2009 2010 2011 2012

Equity Ratio 40.00% 40.00% 40.00% 40.00% 40.00% 40.00%

Debt Ratio 60.00% 60.00% 60.00% 60.00% 60.00% 60.00%

ROE 8.77% 9.02% 8.87% 9.90% 9.90% 9.90%

Average Debt Rate 6.38% 6.45% 6.65% 6.40% 6.15% 5.92%

Depreciaton Rate 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%

Income Tax Rate 34.12% 31.00% 30.00% 28.50% 26.50% 25.00%

CCA Rate 8.00% 8.00% 8.00% 8.00% 8.00% 8.00%
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  1 

Response: 2 

Confirmed. 3 

  4 
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30 Reference:  CEC 1.4.2 1 

 2 

30.1 Please confirm that with regard to the company‟s incentive to invest being limited 3 

as a result of the short period of time until rebasing occurs under the Cost of 4 

Service regulation approach, that if the company has a deferral account in which 5 

to keep costs of efficiency improvement projects for later recovery in customer 6 

rates that there would be no limitation on the company earning a return on any 7 

investment required at any time independent of the form of regulation. 8 

  9 

Response: 10 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 11 

PBR Methodology IR responses. 12 

  13 
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31 Reference:  CEC 1.12.1 1 

 2 

31.1 Please confirm that while the CPCN will not be included in the capital plans while 3 

it is in progress once the project is complete and achieving benefits the company 4 

would expect to include the AMI costs in operating budgets and any new capital 5 

requirements, non CPCN, would be included in the capital planning. 6 

  7 

Response: 8 

Confirmed.  As illustrated in Table B6-5 from the Application (Exhibit B-1), FBC has proposed to 9 

track the O&M impact related to AMI outside of the PBR formula for the 2014 – 2018 period.  10 

The forecast O&M impact related to AMI includes the new AMI operating costs offset by O&M 11 

reductions related to the elimination of the manual meter reading process, reduced meter 12 

compliance exchange requirements, and a reduction in contact centre O&M expenditures.  The 13 

IT capital sustainment requirements related to AMI are also proposed to be tracked outside of 14 

the formulaic PBR capital as illustrated in Table B6-7 (Exhibit B-1).    15 

  16 
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32 Reference:  CEC 1.21.1 1 

 2 

32.1 Please indicate for each issue raised in the previous PBR and cited above 3 

whether or not FBC can explain why the concern should not still be a concern 4 

and if so please provide the explanation. 5 

  6 

Response: 7 

With respect to the first concern identified, FBC submits that the annual review process used 8 

during the previous 2007 – 2011 PBR term, which included significant discussion and 9 

examination of capital expenditures made, was successful in providing stakeholders with 10 

sufficient visibility regarding the nature of the capital expenditures incurred.  FBC has proposed 11 

to continue with the annual review process for the 2014 – 2018 PBR period, which will include a 12 

review of capital expenditures incurred under the PBR formula as well as expenditures for major 13 

projects approved outside of the PBR formula. 14 

With respect to the second concern identified, it is important to note the circumstances that 15 

existed prior to the beginning of the previous PBR term.  Specifically, system reliability, which is 16 

a primary customer satisfaction issue, was decreasing as a result of underinvestment in existing 17 

infrastructure.  It was recognized that increased capital investment would be required to 18 

increase system capacity and improve system reliability.  Since the previous PBR term, and as 19 
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a result of the capital investments made, overall system reliability and customer satisfaction 1 

have improved.  FBC believes the level of capital sustainment provided by the proposed PBR 2 

formula for the 2014 – 2018 period will ensure that existing levels of system reliability continue 3 

to be maintained while also allowing the Company sufficient flexibility to prioritize sustainment 4 

expenditures and continue to look for efficiencies for the long term benefit of customers.   5 

With respect to the third concern identified, since the commencement of the previous PBR term 6 

FBC has made significant investments in infrastructure to meet load and improve reliability.  As 7 

noted above, FBC believes the capital sustainment expenditures as determined by the 2013 8 

Base Capital and the proposed PBR formula will ensure that existing levels of system reliability 9 

will continue to be maintained.  Approval for incremental expenditures related to large one-time 10 

projects will continue to be sought outside of the PBR formula.    11 

 12 

 13 

 14 

32.2 Please indicate whether or not if the concerns are still expressed in this 15 

proceeding that the FBC would find it acceptable to carve out the capital portion 16 

of the application and it would still want to proceed with the O&M portion. 17 

  18 

Response: 19 

Although FBC would comply with a Commission determination to exclude sustainment capital 20 

expenditures from the PBR formula, the Company does not believe such a determination is 21 

warranted, as the concerns noted in the question are not applicable given the proposed 22 

structure of the PBR.  As well, the Company notes that excluding capital would effectively 23 

decrease the regulatory efficiencies associated with the current proposal as FBC would be 24 

required to submit annual capital expenditure plans for review and approval.   Further, as noted 25 

in Figure B6-3 of the Application (Exhibit B-1), capital expenditures under the proposed PBR 26 

mechanism are lower than the capital expenditure forecast by approximately 3.1 percent.  27 

Please refer to the response to CEC IR 2.32.1 for a discussion regarding the applicability of the 28 

concerns identified in the preamble to the current PBR proposal for the 2014 – 2018 period.   29 

  30 
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33 Reference:  CEC 1.32.1 1 

 2 

33.1 Please confirm that the non-recurring capital for 2014 and 2015 is for the AMI 3 

project CPCN, as seen in Table B6-7. 4 

  5 

Response: 6 

Not confirmed.  As illustrated in Table B6-7, the capital projects tracked outside of the formula 7 

for 2014 and 2015 include expenditures related, to PCB compliance and the AMI project.  The 8 

capital portion of pension/OPEB is also tracked outside the PBR formula. 9 

 10 

 11 

 12 

33.2 Please confirm that these are the gross capital expenditure numbers and not the 13 

impact of that capital expenditure on rate setting.  14 

  15 

Response: 16 

Confirmed.  The rate setting impact is a result of the net additions to plant in service which is 17 

comprised of the gross capital expenditures as adjusted for changes to work in progress, plant 18 

retirements, and any reclassification of expenditures as directed or approved by the 19 

Commission.   20 

  21 
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34 Reference:  CEC 1.32.2 1 

 2 

34.1 Please provide the historical 2007 to 2013 period capital approved versus capital 3 

expenditures actual without the CPCN projects and any variances related to 4 

those projects as indicated in the response to CEC 1.3.2. 5 

  6 

Response: 7 

The table below provides variance and variance explanation between approved capital budget 8 

and actual expenditures excluding CPCN projects. 9 

 10 

 11 

 12 

 13 

34.2 Please compare the average annual differences historically to the anticipated 14 

differences between the FBC forecast for capital and its proposed PBR 15 

estimates. 16 

  17 

Budget Actual

2007 81,440                    95,785                    14,345                    
 Primarily due to delayed 2006 spending carry-over to 2007 and 

higher than anticipated customer activity 

2008 66,957                    74,656                    7,699                      
 Primarily due to delayed 2007 spending carry-over to 2008 and 

higher than anticipated customer activity 

2009 86,764                    71,797                    (14,967)                  
 Primarily due to delayed 2009 spending carry-over to 2010 and 

lower than anticipated customer activity 

2010 75,312                    69,799                    (5,513)                      Primarily lower than anticipated customer activity 

2011 63,068                    60,298                    (2,770)                      Primarily lower than anticipated customer activity 

2012 81,711                    58,219                    (23,492)                  
 Rescheduled projects mainly due to delayed BCUC decision, 

scope optimization  and lower customer activity 

2013 83,922                    64,585                    (19,337)                  
 Primarily carry-over project spending due to the labour dispute 

between FBC And IBEW employees 

RemarksYears

Gross Loaded Expenditure 

(Without COR, CPCN) Variance 

Over / (Under)
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Response: 1 

Based on the information provided in response to CEC 2.34.1 above, average annual actual 2 

expenditures (2007 – 2012) are $4.1 million less than approved.   3 

Based on the information in Figure B6-3 (Exhibit B-1-6), average annual PBR formula capital 4 

expenditures (2014-2018) are $1.84 million less than forecast capital expenditures.  FBC 5 

submits that a comparison between these variances is inappropriate as they are not measuring 6 

the same thing.  The historical variances are variances between forecasts and actuals and are 7 

the result of a number of factors, including the timing of expenditures, changes in customer and 8 

load growth, and successful efforts by FBC to reduce material and contractor costs.  The 9 

forecast variances between the capital expenditures determined under the PBR formula and the 10 

forecast capital expenditures do not reflect the possible impact of these factors, but rather 11 

reflect the formulaic application of the 2013 Base Capital and stretch factors in the proposed 12 

PBR plan.   13 

  14 
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35 Reference:  CEC 1.71.1 1 

 2 

35.1 Please explain why the pension adjustment is required. 3 

  4 

Response: 5 

The pension adjustment is why the proposed 2014 Plan formula includes the exogenous 6 

factors.  Pension costs are in effect non-controllable by the Company, and are driven by 7 

changes in the general market place as discussed in the Application section B-6.  Further as 8 

discussed on page 181 of the Application “FBC is forecasting pension expense to decrease 9 

over the 2014 – 2018 test period, which will reduce the labour component of capital 10 

expenditures.” 11 

 12 

 13 
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35.2 Please provide the amount for pension and OPBE included in all of the capital if it 1 

is different from the pension adjustment. 2 

  3 

Response: 4 

The pension adjustment provided in the table in the preamble to the question is representative 5 

of the estimated change in pension and OPEB expense amount that is allocated to capital on a 6 

year over year basis.  For further information on the forecasted amount of Pension & OPEB 7 

expense expected to be allocated to capital in 2014 to 2018, Table C4-3 on page 117 of the 8 

2014-2018 PBR Filing provided those amounts. 9 

 10 

In addition, since pension and OPEB expense are driven by factors other than customer 11 

numbers or efficiency factors, the total pension and OPEB expense forecast to be allocated to 12 

the capital provided in the pre-amble to this question, has been tracked outside the Formulaic 13 

Capital on line 17 of Table B6-7 on page 58 of the 2014-2018 PBR Filing.  Since the pension 14 

and OPEB expense will be reforecast each year as part of the Annual Review process, the total 15 

expected amount allocated to capital has been isolated.  16 

 

 

Table C4-3:  Pension and OPEB Capital and O&M Forecasts ($thousands)  

 

 

2013 2014 2015 2016 2017 2018

Base Forecast Forecast Forecast Forecast Forecast

Pension & OPEB expense 12,962          12,299          11,445          10,591          9,870            9,280            

Pension & OPEB expense allocated to capital 6,740            6,395            5,951            5,507            5,132            4,825            

Pension & OPEB expense allocated to O&M 6,222            5,904            5,494            5,084            4,738            4,454            
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Table B6-7: PBR Capital Formula Inputs and 5-Year Forecasts  1 

 2 

 3 

 4 

 5 

35.3 Are any of the transmission, station and telecommunication expenditures for 6 

growth capital related to the AMI project? 7 

  8 

Response: 9 

No expenditures related to AMI are included in the transmission, station and telecommunication 10 

expenditures for growth capital.   11 

 12 

 13 

 14 

 15 

35.4 Please explain what the transmission, station and telecommunications 16 

expenditures and why they are so significantly lumpy.  17 

  18 

Line 2013 2014 2015 2016 2017 2018

No. Particulars Base Formula Formula Formula Formula Formula

(1) (2) (3) (4) (5) (6)

1 2013 Base Capital ($000) 49,180$         

2 Less Capital Tracked Outside of Formula

3 Pension/OPEB (Capital portion) (6,741)            

4 42,439           

5

6 Average Number of Customers 128,796         129,770     130,922      132,142      133,385         134,687      

7 % Change in Customers 0.76% 0.89% 0.93% 0.94% 0.98%

8

9 Composite I-Factor 2.31% 2.42% 2.34% 2.36% 2.30%

10

11 Productivity X-Factor 0.50% 0.50% 0.50% 0.50% 0.50%

12

13 I-X Mechanism (1+I-X) 101.81% 101.92% 101.84% 101.86% 101.80%

14

15 Net Inflation Factor    ((1 + Line 7) * Line 13) 102.58% 102.82% 102.79% 102.82% 102.79%

16

15 Formulaic Capital     (Line 15 * Prior Year) 43,534       44,764        46,012        47,309           48,630        

16 Add: Capital Tracked Outside of Formula

17 Pension/OPEB (Capital portion) 6,741             6,396         5,952          5,508          5,133             4,826          

18 PCB Compliance - Substations 6,062         

19 Advanced Metering Infrastructure Project 16,765       18,233        583             741                604             

20

21 Total Capital Under PBR 72,758       68,950        52,103        53,183           54,060        
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Response: 1 

The table provided below details the proposed projects and programs associated with the 2 

transmission, station and telecommunication expenditures. 3 

 4 

The expenditure profiles for the sustainment projects are “lumpy” primarily due to the following: 5 

 Non-recurring expenditures related to the 19/29 Line Reconfiguration, DGB 138 kV 6 

Breaker and VT Addition, Osoyoos 63 kV Breaker Addition, 38 Line Lake Crossing 7 

Assessment and Rehabilitation, PCB Compliance, and the Backbone Transport 8 

Technology Migration. 9 

Sustainment 2014 2015 2016 2017 2018

19/29 Line Reconfiguration 862 -          -         -          -         

DGB 138kV Breaker (CB13) and VT Addition -        -          -         744          -         

Osoyoos 63Kv Breaker Addition 137       649         -         -          -         

38 Line Lake Crossing Assessment and Reh -        724         -         -          -         

Minimum Oil Circuit Breaker Replacement -        -          -         976          996         

Ground Grids Upgrades 645       -          631         -          657         

Bulk Oil Breaker Replacement -        188         574         460          363         

Oil Containment -        198         377         767          354         

Transmission Line Condition Assessment 684       284         363         496          378         

Transmission Line Rehabilitation 4,040   3,877      2,870     2,206      2,742     

Transmission Line Urgent Repairs 375       410         405         443          420         

Transmission Line ROW Easements 357       393         400         402          410         

PCB Compliance 6,062   -          -         -          -         

Station Urgent Repairs 584       625         607         668          643         

Station Assessment/Minor Planned Projects 1,131   1,154      1,177     1,200      1,224     

Distribution Transformer Replacements -        -          -         592          2,048     

Station Smart Device Upgrades 264       270         275         280          286         

Backbone Transport Technology Migration -        -          842         859          -         

Communications Upgrades 430       438         336         342          350         

SCADA & MRS Systems Sustainment 600       612         625         637          650         

Total 16,171 9,821      9,480     11,073    11,520   

Growth 2,014 2,015 2,016 2,017 2,018

42L Meshed Operation Between Huth and Oliver 135       -          -         -          -         
Voltage Support in South Okanagan/Boundary during  contingency 

conditions 489       768         -         -          -         

GLE LV Bus Capacity Upgrade -        -          -         293          -         

Huth 8 Kv Transformer Upgrade 1,280   1,486      -         -          -         

Reconductor 52 Line & 53 Line -        -          -         -          676         

Spall Breaker House Reconfiguration 1,283   -          -         -          -         

Summerland Substation Transformer Upgrade -        -          -         -          2,252     

Saucier Substation Protection and Metering Upgrade -        936         -         -          -         

Total 3,187   3,190      -         293          2,928     
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 New sustainment programs related to the Minimum Oil Circuit Breaker Replacement and 1 

the Distribution Transformer Replacement. 2 

Growth expenditures tend to be “lumpy” as they are driven by larger, one-time projects, the 3 

timing of which is based on the results of transmission or distribution studies. 4 

  5 
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PART 3 – OTHER ISSUES 1 

36 Reference:  Exhibit B-10, CEC 1.1.4 Question and Response 2 

 3 

 4 

36.1 Please provide the appropriate baseline figure for which regulatory efficiencies 5 

can be measured as occurring as a result of measures the company undertakes 6 

to enhance productivity under PBR. 7 

  8 

Response: 9 

FBC‟s response to CEC IR 1.1.4 referred to the potential cost savings under PBR compared to 10 

future costs if under cost of service.  FBC is not claiming that costs will be lower than they have 11 

been in the past; therefore it is not possible to identify a “baseline” cost for comparison.  FBC 12 

captures incremental costs related to regulatory proceedings in a deferral account precisely 13 

because it has limited or no control over regulatory timetables or many other factors that drive 14 

regulatory costs.  Regulatory processes are becoming lengthier, more detailed, and more costly 15 

as a general rule, compared to historical experience.  For example, comparing the Company‟s 16 

2005 Revenue Requirements, Resource Plan and System Development Plan application with 17 

the 2012-2013 Revenue Requirements and 2012 Integrated System Plan (applications of 18 

relatively similar scope), the number of Information Requests in 2012 was nearly double that in 19 

2005 and as an example of costs, Intervener PACA awards increased from $98 thousand in 20 

2005 to $243 thousand in 2012.  Total time from filing to decision was 187 days in 2005 21 

compared to 417 in 2011/12.  FBC does not observe any moderation in the trend towards 22 

longer, more involved and more costly regulatory proceedings.  The current proceeding, which 23 

FBC considers to have a more limited scope than the 2012-2013 RRA, has 1,258 IRs more than 24 

the 2012-2013 proceeding in addition to 715 IRs on the PBR Methodology, an estimated $400 25 

thousand in PACA costs, and a decision in this Application will likely not be completed in under 26 

one year following filing. 27 

In addition, while there are expected to be (non-quantifiable) efficiencies compared to cost of 28 

service regulation for revenue requirements and capital plan applications under PBR, for all 29 
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other types of applications there will be no difference between cost of service and PBR.  These 1 

applications include CPCNs, cost of capital, financing, energy supply, resource planning and 2 

other types. 3 

Furthermore, FBC and other utilities are also required to participate in regulatory proceedings 4 

initiated by the Commission or other parties.  The Company has no control over the nature, 5 

timing, or scope of these proceedings, recent examples of which are: 6 

 2011 Residential Conservation Rate (RIB) – directed by the Commission; 7 

 2012 Generic Cost of Capital Stage 1 – Commission proceeding; 8 

 2012 Inquiry into Mandatory Reliability Standards – Commission proceeding; 9 

 2012 Kettle Valley Expenditure Review – Commission proceeding; 10 

 2013 Generic Cost of Capital Stage 2 – Commission proceeding; 11 

 2013 City of Kelowna Phase 2 – Intervener-driven proceeding ; 12 

 2013 Transmission Customer Stepped Rates – directed by the Commission; and 13 

 2013 AMI Radio-Off Meter Option – directed by the Commission. 14 

 15 

Because FBC captures the incremental costs of regulatory proceedings in deferral accounts, 16 

rather than attempting to forecast these non-controllable costs in O&M expense, only actual and 17 

necessary costs are recovered through rates.  There is no need, therefore, to attempt to 18 

establish a baseline amount for regulatory proceedings. 19 

 20 

 21 

 22 

36.1.1 If not provided, please confirm that FortisBC does not have a baseline 23 

measure for establishing the base cost of its regulatory burden from 24 

which regulatory efficiency savings should be measured. 25 

  26 

Response: 27 

Confirmed.  Please refer to the response to CEC IR 2.36.1. 28 

 29 

 30 

 31 
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36.2 Please confirm that the reduction in incremental costs of $2.5 to $10 million is 1 

directly due to the transition to PBR over the 5 year term and do not represent a 2 

productivity improvement. 3 

  4 

Response: 5 

FBC confirms that these costs represent a reduction in the number and scope of regulatory 6 

proceedings under PBR as compared to a cost of service regime, rather than resulting from the 7 

use of fewer resources for the same scope of work. The efficiency of regulatory processes is 8 

largely out of the control of FBC, as the scope of the regulatory review and the number of IRs 9 

are determined by the Commission and customer groups.  Even in a PBR regime, there is 10 

potential for costs to be significant, depending on the scope of Annual Reviews and associated 11 

reporting requirements. 12 

The regulatory efficiency benefit of a PBR Plan helps utility staff shift their focus from regulatory 13 

proceedings to finding productivity opportunities.  The finding of productivity improvements is 14 

within FBC‟s control. 15 

 16 

 17 

  18 

   19 

36.2.1 If not, please explain why not. 20 

  21 

Response: 22 

Please refer to the response to CEC IR2.36.2. 23 

 24 

 25 

  26 

 27 

36.3 Please identify the means by which FBC determined that there could be annual 28 

savings of $0.5 million to $2.0 million in incremental savings due to PBR. 29 

  30 

Response: 31 

FBC estimated that the costs of annual or biannual applications for revenue requirements and 32 

capital expenditure plans may lie within that range, depending on the nature and scope of the 33 

proceedings and the type of review process ordered, given the factors discussed in the 34 
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response to CEC IR 2.36.1. 1 

 2 

  3 

 4 

36.4 Please elaborate on why the annual costs of the rate hearings ranges by a factor 5 

of 4, from $0.5 million to $2.0 million 6 

  7 

Response: 8 

Please refer to the response to CEC IR 2.36.3. 9 

 10 

  11 

 12 

36.5 Please provide the incremental regulatory costs for each of the rate hearings for 13 

the last 10 years, including those years under PBR.  14 

  15 

Response: 16 

The information requested is provided below. 17 

Proceeding Cost ($000s) PBR 

2014-2018 PBR Plan (est) 1,200 N 

2012-2013 Revenue Requirements and Integrated System Plan  2,405 N 

2011 Revenue Requirements   71 Y 

2010 Revenue Requirements  75 Y 

2009 Revenue Requirements and PBR Review  43 Y 

2008 Revenue Requirements  39 Y 

2007 Revenue Requirements  37 Y 

2006 Revenue Requirements and PBR Application  161 N 

2005 Revenue Requirements, System Development Plan and Resource Plan  705 N 

 18 

 19 

  20 

 21 

36.6 Based on the process and schedule as established by the Commission, what 22 

does FBC predict the total approval process for the PBR application will cost? 23 

  24 
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Response: 1 

FBC estimates the total cost for the 2014-218 PBR application to be $1.2 million (before tax 2 

effect). 3 

 4 

 5 

  6 

 7 

36.7 How many rate or other hearings does FBC predict will be avoided by adopting 8 

the proposed PBR process, assuming a 5 year term.  9 

  10 

Response: 11 

FBC expects that, absent a PBR Plan, the Company would file either annual or biannual 12 

applications for revenue requirements and capital expenditures during the 2014-2018 period.  13 

Under the proposed PBR Plan, these applications will be replaced by the Annual Reviews and 14 

Mid-Term PBR Review.  Other types of applications will be the same in terms of filing 15 

requirements and review processes whether under cost of service or PBR. 16 

 17 

 18 

  19 

 20 

36.7.1 Please specify when FBC predicts that the avoided rate hearings would 21 

otherwise be required.  22 

  23 

Response: 24 

Please refer to the response to CEC IR 2.36.7.  Under cost-of-service, FBC would determine 25 

the timing of applications closer to the time of filing, as those decisions would necessarily be 26 

made in consideration of the circumstances facing the Company at the time. 27 

 28 

  29 

 30 

36.8 Please provide an estimate of the number and types of hearings related to 31 

regulatory oversight that will be required under PBR that would not be required 32 

under a cost of service approach and identify when they will occur.  33 

  34 
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Response: 1 

Please refer to the responses to CEC IRs 2.36.6 and 2.36.7. 2 

 3 

  4 

 5 

36.9 Please fill in or revise as appropriate the following tables  with information 6 

comparing  the types of hearings and predicted costs under PBR and cost of 7 

service: 8 
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 1 

YEAR 2013 2014 2015 2016 2017 2018 2019 
Regulatory 
Process for 
PBR 

Application 
for PBR 

Application 
for PBR 

Annual 
Review 

Midterm 
Review 

Annual 
Review 

Annual 
Review 

Rev Req’t 

Topic/ 
Purpose 

Establish 
mechanism, 
establish 
baseline, 
establish 5 
year forecast 

 Flow 
through 
items 
including 
interest 
expense; 
return on 
equity 
and 
capital 
structure; 
SQIs, 
power 
purchase 
expense; 
off ramps 

    

Format Written and 
oral hearing  

Written and 
oral hearing 

Written 
hearing & 
w’kshop 

 Written 
hearing 
& 
w’kshop 

Written 
hearing 
& 
w’shop 

Written 
hearing & 
workshop 

 
No of Days  

       

Estimated 
Cost 

       

CPCNs (est 
cost based on 
historical 
avg) 

Estimated 
cost 

Estimate Estimate Est. Est. Est. Est. 

Other 
(specify) Est. 
cost based on 
historical 
avg. 

Estimated 
cost 

Estimate Estimate Est. Est. Est. Est. 

Total 
Cumulative 
Regulatory 
Cost under 
PBR 

       

 2 
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YEAR 2013 2014 2015 2016 2017 2018 2019 
Regulatory 
Process for 
Cost of 
Service 

 Revenue 
Req’t 

 Revenue 
Req’t 

 Rev. 
Req’t 

 

Topic/ 
Purpose 

 Establish 2 
year 
forecast 

 Establis
h 2 year 
forecast 

   

Format        
 
No. of Days  

       

Estimated 
Cost 

       

CPCNs(est 
cost based on 
historical 
avg) 

Estimated 
cost 

Estimate Estimate Estimate Est. Est. Est. 

Other 
(specify) Est. 
cost based on 
historical 
avg. 

Estimated 
cost 

Estimate Estimate Estimate Est. Est. Est. 

Total 
Cumulative 
Regulatory 
Cost under 
Cost of 
Service 

       

 1 

Response: 2 

FBC anticipates the following applications during the PBR Period (amounts in thousands).   3 

Year Proceeding Type Cost Estimate 

2013-2014 2014-2018 PBR Plan Written/Oral Hearing $1,200 

2014 2014 Annual Review  Workshop/Written Hearing $150 (prelim) 

2015 2015 MidTerm Review Workshop/Written Hearing n/a 

2016 2016 Annual Review Workshop/Written Hearing n/a 

2017 2017 Annual Review Workshop/Written Hearing n/a 

2018 2019 Revenue Requirements To be determined n/a 

 4 

FBC expects the costs of the Annual Reviews to be higher than its Annual Reviews under the 5 

previous PBR Plan for the reasons discussed in the response to CEC IR 2.36.1.  FBC has not 6 

developed estimates of regulatory proceedings beyond 2014.  Please refer to the response to 7 
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CEC IR 2.36.1 for a discussion of revenue requirements application costs under PBR versus 1 

cost of service. 2 

The following applications are unaffected by the presence of a PBR Plan versus cost of service. 3 

Year Proceeding Type Cost Estimate 

2013 Kootenay Long Term Facilities Strategy CPCN Written Hearing $100 

2015 Ruckles Substation Upgrade CPCN Written Hearing n/a 

2015 Upper Bonnington Unit 1,2,4 Refurbishment CPCN Written Hearing n/a 

2016 Grand Forks Transformer Addition CPCN Written Hearing n/a 

2016 Corra Linn Spillway Concrete and Spill Gate 
Rehabilitation CPCN 

Written Hearing n/a 

2017 New Central Okanagan Station CPCN Written Hearing n/a 

2017 Kelowna Bulk Transformer Capacity Addition CPCN Written Hearing n/a 

Tbd Grand Forks to Warfield Fibre Installations CPCN Written Hearing n/a 

2017 Cost of Service Analysis  Written/Oral Hearing n/a 

 4 

FBC has not developed estimates of regulatory proceedings beyond 2014. 5 

  6 
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37 Reference:  Exhibit B-10, CEC 1.1.4 1 

 2 

 3 

37.1 Please confirm that the primary savings as a result of the reduced regulatory 4 

burden will accrue to the Finance and Regulatory department or explain 5 

otherwise. 6 

  7 

Response: 8 

Not confirmed.  There is virtually no functional area of the Company that is not engaged in 9 

regulatory processes related to revenue requirements and capital plans, and certain 10 

departments are also instrumental in preparing and supporting other types of applications (such 11 

as energy supply, rate design and CPCN, for example).   12 

The time requirements for FBC employees involved in regulatory processes are in addition to 13 

their core responsibilities, such that employees from virtually every department are required to 14 

work significant amounts of unpaid overtime, since the majority are M&E employees are not 15 

entitled to pay for overtime.  Because the regulatory process typically requires very intensive 16 

efforts over condensed time periods, it is not cost-effective to increase staffing levels to avoid 17 

this necessary overtime.  FBC refers to these incremental efforts of employees as indirect costs, 18 

and for that reason FBC does not track the time of employees supporting regulatory application 19 

processes.  A reduced regulatory burden reduces the amount of unpaid overtime for those 20 

employees and does not impact O&M Expense.  21 

 22 

 23 

 24 

37.2 Please confirm, or otherwise explain that it is FortisBC‟s position that managing 25 

the regulatory process under cost of service results in significant wasted time and 26 

effort. 27 

  28 

Response: 29 

Not confirmed, this is not FBC‟s position.  Cost of service reviews are necessary from time to 30 

time in order to facilitate a thorough review of the utility‟s operations and cost structure, and to 31 

allow for rebasing of costs prior to embarking on a PBR Plan.  FBC believes (as indeed does 32 
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the Commission in light of its letter of April 18, 2013 directing the Company to file a PBR 1 

proposal) that PBR plans generate significant benefits to the utility‟s customers in addition to 2 

shareholders, as compared to frequent cost of service-based applications.  FBC does not 3 

believe that cost of service regulation is the more efficient process in every circumstance and 4 

has proposed a PBR Plan for a limited period, 2014 through 2018.  The Company expects that 5 

at the termination of this PBR Plan, a cost of service revenue requirements application would 6 

follow. 7 

 8 

 9 

 10 

37.2.1 If so, please explain with examples what effort is wasted, and 11 

particularly address if, in addressing most information requests from 12 

interveners and the Commission, FortisBC already has and uses the 13 

information in managing the company, or if FortisBC finds the 14 

information requested to be of limited value to them in managing the 15 

company efficiently. 16 

  17 

Response: 18 

Please refer to the response to CEC IR 2.37.2. 19 

 20 

 21 

 22 

37.3 Please identify the key departments which are affected by „managing the 23 

regulatory process rather than being able to focus on managing the company‟. 24 

  25 

Response: 26 

Please refer to the response to CEC IR 2.37.1. 27 

 28 

 29 

 30 

37.3.1 Please detail the differences in the regulatory burden afforded to 31 

workers under the PBR approach and under a cost of service approach.  32 

  33 
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Response: 1 

The main differences in the regulatory activities under the PBR approach and under cost of 2 

service relates to the amount of effort required to document and explain the utility‟s operational 3 

and financial details in a manner that is appropriate to the regulatory process and can be 4 

understood by non-professionals and others who are unfamiliar with the industry and the 5 

company.  Although the underlying planning and management of the utility is no different under 6 

the two approaches, the application format, the IR response requirements, and in particular the 7 

requirements of an oral hearing are all incremental to the internal management needs.   8 

A PBR Plan reduces the amount of detail that is required to be included in an application, 9 

compared to cost of service.  For example, the O&M and capital components in the Annual 10 

Review process will be determined by formula and therefore will not attract detailed scrutiny 11 

(except for a review of the forecast amounts for the approved formula drivers).  Only the 12 

remaining items, which are primarily non-controllable and subject to deferral mechanisms, will 13 

be reviewed.  This is in contrast with a cost of service application, where detailed analysis of the 14 

O&M and capital is required.   15 

One obvious indicator of the different intensities of an Annual Review process versus a full cost 16 

of service revenue requirements application is the amount of time elapsed for approval of the 17 

application.  Under its previous PBR Plan, FBC typically filed is revenue requirements materials 18 

in October for the upcoming year, and received approval prior to year end.  In contrast, the 19 

elapsed time from filing to approval in the Application is certain to be close to one year, and the 20 

2012-2013 application, although somewhat broader in scope, required more than 13 months 21 

from filing to approval. 22 

 23 

 24 

 25 

37.3.2 Please provide an estimate of the annual number of hours that are 26 

directed to managing the regulatory process rather than to managing 27 

the Company for each department affected. 28 

  29 

Response: 30 

FBC explains in response to CEC IR 2.37.1 that it does not track the labour hours required to 31 

manage regulatory processes. 32 

 33 

 34 

 35 
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37.3.3 Please provide a quantitative estimate of the costs associated with 1 

managing the regulatory process that will be avoided under PBR in 2 

each department. 3 

  4 

Response: 5 

FBC does not have such an estimate.  Because the Company has been under a PBR regime for 6 

almost the entirety of the time beginning in 1996, staffing reflects a level of resources reflective 7 

of PBR, and the regulatory efficiencies are already embedded in the organization.  As FBC did 8 

not increase its staffing levels after the end of the 2007 PBR Plan in response to regulatory 9 

requirements, there are no quantifiable savings to be realized.  Furthermore, because these 10 

regulatory efficiencies are already embedded, the opportunity to achieve further regulatory-11 

related savings are limited, and there may in fact be additional regulatory pressures (with no 12 

expected increase in labour resources) because of the increased number, complexity and scope 13 

of both PBR and non-PBR related processes, as explained in the response to CEC IR 36.1.   14 

 15 

 16 

 17 

37.4 Does FortisBC expect that those workers who will have a reduced regulatory 18 

burden can accomplish more in the same time frames or that fewer people will be 19 

required to undertake the same amount of work?  Please explain. 20 

  21 

Response: 22 

FBC explains in the response to CEC IR 2.37.1 that internal labour support for regulatory 23 

processes is in addition to the core responsibilities of employees (with the exception of 24 

Regulatory Department employees) and therefore there is no incremental staffing associated 25 

with regulatory proceedings that could lead to staff reductions.  However, the reduction in 26 

regulatory burden will relieve a portion of the short term intensive effort that is required to 27 

support regulatory processes. 28 

 29 

 30 

 31 

37.5 Will FortisBC have a reduced need to generate detail in its record-keeping and 32 

financial and performance analysis under PBR as it would be required to collect 33 

and manage under a cost of service approach? Please explain why or why not. 34 

  35 
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Response: 1 

No.  Please refer to the response to CEC IR 2.37.3.1.  2 

 3 

 4 

  5 

37.5.1 If yes, please provide a list of the types of information that FortisBC 6 

would be required to develop/provide under a cost of service approach 7 

that it will not be required to develop/provide under PBR.  8 

  9 

Response: 10 

Please refer to the response to CEC IR 2.37.5. 11 

 12 

 13 

 14 

37.5.2 Does FortisBC have processes in place to track the information that 15 

would normally be required under a cost of service approach and will 16 

not be tracked under PBR? 17 

  18 

Response: 19 

As explained in the response to CEC IR 2.37.5, the underlying operational and financial 20 

information is the same under PBR as under a cost of service approach, so there is no 21 

information used for internal purposes under cost of service that is not used for PBR.  The 22 

differences are in the amount and type of information that is required to develop and support the 23 

respective types of application.   24 

 25 

 26 

 27 

37.5.2.1. If so, will FortisBC continue to track this information? 28 

  29 

Response: 30 

As stated in the response to CEC IR 2.37.5.2, there is no loss of information tracked under PBR 31 

compared to cost of service. 32 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 91 

 

 

 1 

 2 

 3 

37.6 If the PBR proposal was not approved, would FortisBC consider the regulatory 4 

process and information collected and placed on the record to have been 5 

wasted? 6 

  7 

Response: 8 

Given the Commission‟s direction in its letter of April 18, 2013 that FBC include a PBR proposal 9 

in its 2014 revenue requirements application, and considering the cost, time and effort that is 10 

associated with reviewing the FBC PBR proposal, should the PBR proposal not be accepted, 11 

FBC would consider the exercise to have been of limited value. 12 

 13 

 14 

 15 

37.6.1 If yes, please assign a cost value to that portion of the PBR application 16 

process that FortisBC considers would be wasted in the event the PBR 17 

process was not approved.  18 

  19 

Response: 20 

The quantifiable costs would include external consulting and legal fees related to the PBR 21 

portion of the application and the costs of the oral public hearing, which is limited to the PBR 22 

methodology.  FBC does not have a cost estimate of the internal time and effort associated with 23 

the PBR portion of the application.  FBC does not have a detailed breakdown of PBR versus 24 

non-PBR related costs but given the Commission direction to file a PBR plan, all of the costs 25 

would be recoverable in rates whether or not the PBR Plan is approved. 26 

 27 

 28 

 29 

37.6.2 If no, would FortisBC agree that the information collected under the 30 

PBR application process is useful in a Cost of service analysis?   31 

Please explain why or why not. 32 

  33 
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Response: 1 

The information pertaining to the PBR formula is of little value to a Cost of Service analysis.  2 

However, the application still has information that is relevant in a Cost of service analysis, such 3 

that if the PBR proposal was denied, the Commission still has information to determine 2014 4 

rates, capital and deferral accounts. 5 

 6 

 7 

 8 

37.7 Please provide a ballpark estimate of the number of person hours that would be 9 

considered indirect costs that the Company directs to managing those portions of 10 

the regulatory process that would be avoided under PBR. 11 

  12 

Response: 13 

FBC does not have such an estimate.  Please refer to the response to CEC IR 2.37.1. 14 

 15 

 16 

 17 

37.7.1 Would FortisBC agree that these estimates are appropriately 18 

attributable to Operations and Management? If not, please explain 19 

where these costs are appropriately attributed. 20 

  21 

Res ponse: 22 

No. Please refer to the response to CEC IR 2.37.1. 23 

 24 

 25 

 26 

37.7.2 Please confirm that FortisBC has either deducted the time reductions 27 

from the Operations and Management forecasts or otherwise accounted 28 

for the efficiencies that are attributable to the reduced regulatory 29 

burden.  30 

  31 

Response: 32 

FBC has been regulated under various PBR Plans since 1996, with the exception of 2005-2006 33 

and 2012-2013.  Thus, FBC considers that PBR is its “steady state” with regard to regulatory 34 
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activity.  The Company did not seek an increase in O&M expense following the termination of its 1 

last PBR Plan in 2011, therefore the 2013 Approved O&M Expense, from which the 2013 Base 2 

O&M for determining costs under the PBR Plan, does not include any increased costs to 3 

recognized the increased regulatory burden of cost of service regulation, relative to PBR. 4 

In addition, FBC explains in its response to CEC IR 2.37.1 that a large portion of internal labour 5 

related to regulatory activity is uncompensated, and its elimination would not create additional 6 

room in normal operating budgets. 7 

Therefore it is not necessary or appropriate to adjust the O&M forecasts or the 2013 Base O&M 8 

Expense. 9 

 10 

 11 

 12 

37.7.3 Please provide the amounts of any adjustments made in regard to 13 

reduction of the regulatory burden.  14 

  15 

Response: 16 

There are no such adjustments.  Please refer to the response to CEC IR 2.37.7.2. 17 

 18 

 19 

 20 

37.8 Please provide a ballpark estimate of the number of person hours that the 21 

Company directs to managing the regulatory process that would continue under 22 

PBR. 23 

  24 

Response: 25 

FBC does not have such an estimate.  Please refer to the response to CEC IR 2.37.1. 26 

  27 
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38 Reference:  Exhibit B-1, page 160 and Exhibit B-7, BCUC 1.134.1 1 

 2 

3 
   4 

 5 

38.1 Please provide a breakdown of the cost components of the Labour portion by 6 

number of staff, position title and wage for each of the years shown.  7 

  8 

Response: 9 

The Company has already provided the overall labour and non-labour components for each of 10 

the Regulatory and Finance departments and FBC believes that those are the amounts that are 11 

relevant in determining the appropriateness of the requested Formulaic O&M, not the wages of 12 

each individual staff.  FBC does not see the relevance or value in providing individual wages 13 

from specific departments, particularly when National Instrument 51-102 and Form 51-904 only 14 

require the compensation details of the top five executive to be disclosed in the Annual 15 

Information Form public filing.  As such FBC respectfully declines to provide the individual 16 

wages, but has provided the following number of staff and position titles. 17 
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Since 2010, the Regulatory department has been staffed as follows: 1 

Position 2010 2011 2012 2013 

Director, Regulatory Affairs 1 1 1 1 

Manager, Regulatory Affairs 2 2 2 2 

Senior Regulatory Analyst 1 1 1 1 

Regulatory Analyst 1 1 1 1 

 2 

The staffing level in the regulatory department is expected to remain the same through the PBR 3 

Period. 4 

Since 2010 the Finance department has been staffed as follows: 5 

 6 

 7 

The staffing level in the finance department is expected to remain consistent with 2013 through 8 

the PBR Period. 9 

 10 

 11 

Position 2010 2011 2012 2013

Director, Finance & Accounting -           -           1               1               

Director, Financial Operations -           -           1               1               

Controller 1               1               -           -           

Manager, Budgets & Forecasts 1               1               1               1               

Manager, Financial Reporting 1               1               1               1               

Project Manager, IFRS & Special Projects 1               -           -           -           

Supervisor, Budgets & Forecasts 1               1               1               1               

Supervisor, Corporate Reporting -           1               -           1               

Supervisor, Accounting 1               -           -           -           

Supervisor, Finance & Accounting -           -           -           1               

Supervisor, Accounting & Treasury -           1               1               -           

Supervisor, Financial Systems 1               -           -           -           

Treasury Analyst 1               1               -           -           

Budgets & Forecasts Analyst 1               1               1               2               

Corporate Reporting Analyst 1               1               1               1               

Financial Analyst 2               2               2               2               

Accounts Payable Clerk 3               3               3               3               

Cash & Banking Coordinator 1               1               1               1               

Accounting Services Representative 1               1               1               -           

Total 17            16            15            16            
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 1 

38.2 Would FortisBC expect to need fewer people in the regulatory department under 2 

PBR than under Cost of Service given the reduced regulatory burden? 3 

  4 

Response: 5 

No. FBC has been regulated under various PBR Plans since 1996, with the exception of 2005-6 

2006 and 2012-2013.  Thus, FBC considers that PBR is its “steady state” with regard to 7 

regulatory activity.  The small staff contingent in regulatory has been relatively constant during 8 

both a PBR and non-PBR structure.  The Company did not seek an increase in O&M expense 9 

following the termination of its last PBR Plan in 2011, therefore the 2013 Approved O&M 10 

Expense, from which the 2013 Base O&M for determining costs under the PBR Plan, does not 11 

include any increased costs that may be associated with moving from PBR to non-PBR period.  12 

As well, the PBR plan, if adopted as proposed, will eliminate more frequent and in-depth Cost of 13 

Service based revenue requirement applications, however, it should be recognized that the PBR 14 

plan will have annual reviews, as well as the ongoing regulatory work related to CPCNs, cost of 15 

capital, rate design and other regulatory work.  Therefore, the staffing requirements are not 16 

expected to change under PBR. 17 

 18 

 19 

   20 

38.2.1 If so, please identify how many fewer people FortisBC would expect to 21 

need under PBR than under a cost of service approach.  22 

  23 

Response: 24 

Please refer to the response to CEC IR 2.38.2. 25 

 26 

 27 

 28 

38.2.2 If not, please explain why not.  29 

  30 

Response: 31 

Please refer to the response to CEC IR 2.38.2. 32 

  33 
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39 Reference:  Exhibit B-1, page 160 and Exhibit B-10, CEC 1.1.4  1 

 2 

    3 

39.1 The CEC would expect that a significant reduction in incremental regulatory costs 4 

such as lawyers, consultants, experts etc. would be directly related to a reduction 5 

in regulatory requirements within FortisBC.  Please rationalize the statement in 6 

response to CEC Information Request 1.1.4   that FortisBC anticipates savings of 7 

„$2.5 million to $10 million‟ in incremental costs with the expectation that 8 

„Regulatory requirements are expected to remain high‟ over the PBR period. 9 

  10 

Response: 11 

As FBC explained in its response to CEC IR 2.36.1, regulatory processes in general are 12 

becoming more lengthy, more onerous in terms of detail and more costly.  This is true for all 13 

types of regulatory processes, and although it would prefer otherwise, FBC expects this will also 14 

be true of the Annual Review processes during the proposed PBR term, compared to those 15 

during the previous PBR Plans.  Regulatory requirements are fully expected to remain high 16 

given the factors described in the response to CEC IR 2.36.1.  FBC does expect to see 17 

efficiencies compared to cost of service regulation, under which the expected regulatory burden 18 

would be higher yet. 19 

 20 

 21 
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 1 

39.2 Please rationalize the statement in response to CEC Information Request 1.1.4  2 

that FortisBC will develop efficiencies that will accrue to customers under PBR  3 

from the indirect costs that are „associated with the amount of effort within the 4 

Company directed to managing the regulatory process‟ with the expectation that 5 

„Regulatory requirements are expected to remain high‟. 6 

  7 

Response: 8 

Please refer to the response to CEC IR 2.39.1. 9 

  10 
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40 Reference:  Exhibit B-10, CEC 1.3.1 1 

 2 

40.1 Please provide, with explanation as to how it is determined, a financial 3 

quantification of the total expected reduction in regulatory burden  including 4 

incremental costs, savings in the Finance and Regulatory department, savings in 5 

workload that FortisBC believes were achieved in the 2007-2011 PBR period 6 

than would have been the case under normal COS. 7 

  8 

Response: 9 

FBC does not have an estimate of the differences in regular O&M expense for the Finance and 10 

Regulatory department, or for any other department, for the reasons stated in the response to 11 

CEC IR 2.37.1. 12 

With regard to incremental expenses, the response to CEC IR 2.36.5 shows that the total cost 13 

of annual reviews from 2007-2011 to set rates under the previous PBR Plan was approximately 14 

$265 thousand.  Assuming a conservative average cost of even $150 thousand for annual cost 15 

of service applications (which is lower than the 2006 application costs), total costs to set rates 16 

the same period would have been in the order of $750 thousand, a nearly threefold increase. 17 

 18 

 19 

 20 

40.2 Please provide, with explanation as to how it is determined, a financial 21 

quantification of the total expected reduction in regulatory burden that FortisBC 22 

expects will be achieved over the proposed 5 year PBR term than will have been 23 

the case under normal COS. 24 

  25 

Response: 26 

Please refer to the responses to CEC IRs 2.36.1 and 2.36.2. 27 

  28 
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41 Reference:  Exhibit B-10, CEC 1.4.1 1 

 2 

41.1 Please confirm that FortisBC would not consider savings in the regulatory 3 

process as improving efficiency. 4 

  5 

Response: 6 

Not confirmed.  The cost savings arising from a reduction in the number and scope of regulatory 7 

proceedings under PBR as compared to a cost of service regime result in a more efficient use of 8 

existing resources and a reduction in incremental resources.  In this context PBR is clearly a 9 

more efficient regulatory environment than cost of service. 10 

 11 

 12 

 13 

41.2 Please provide examples of the entrepreneurial culture that were developed 14 

under the previous PBR, and whether or not this culture has continued since the 15 

previous PBR period ended. 16 

  17 

Response: 18 

FBC believes that the focus on productivity and efficiency promoted through the previous PBR 19 

has continued since the previous PBR ended, and will be reinforced to continue through this 20 

PBR period and beyond.  However, the Company notes that as productivity improvements and 21 

efficiencies are realized, there become fewer and fewer future opportunities for additional 22 

efficiencies.  In essence maintaining that embedded rate of productivity and efficiency 23 

improvement becomes increasingly more difficult.   24 

 25 

 26 

 27 
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41.2.1 Would FortisBC expect the entrepreneurial culture developed as a 1 

result of this PBR term to continue beyond the PBR period, or end at its 2 

expiry?  Please explain.  3 

  4 

Response: 5 

Yes, FBC expects the culture promoted and reinforced in the PBR to continue beyond the PBR 6 

period.  The culture of FBC refers to the shared organization values of its employees and these 7 

values do not end at a certain date.  The culture being promoted is one where there is a focus 8 

on productivity and efficiency as well as a focus on the customer, in which there is recognition of 9 

the value of innovation and service quality.   However, as noted in the response to CEC 2.41.2, 10 

while the culture of the organization is expected to be maintained, the opportunities for further 11 

productivity and efficiency gains are more limited and more difficult to achieve going forward 12 

given the success of the past PBR in promoting such savings.  13 

  14 
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42 Reference:  Exhibit B-10, CEC 1.2.1 1 

 2 

42.1 Please identify what department(s), if any, are oriented towards, or have 3 

responsibility for identifying opportunities or generating incremental revenue. 4 

  5 

Response: 6 

The area of the Company that is oriented towards generating incremental revenue is the 7 

revenue protection activities undertaken by the Customer Service department.  These activities 8 

include investigating and correcting power theft situations, and ensuring the contracted 9 

revenues from third parties fairly compensates the utility (such as pole contact revenues).  To 10 

date, this program has been successful and recovers significantly more revenue than it costs to 11 

implement the program.  These recoveries are embedded in the Company‟s load forecast and 12 

forecast of Other Income. 13 

 14 

 15 

 16 

42.1.1 Please identify the Total budgets for these department(s) including the 17 

Labour and Non-labour components and provide forecasts for the PBR 18 

period. 19 

  20 

Response: 21 

The Company has applied for a PBR formula to be applied to total O&M.  The Company has not 22 

developed detailed O&M budgets for 2014 and beyond.  However, the 2013 budget for revenue 23 

protection activities was approximately $350 thousand. 24 

 25 

 26 

 27 

42.1.2 Please explain if FortisBC tracks incremental revenue to these 28 

departments and matches that to the investments. 29 

  30 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 103 

 

 

Response: 1 

FBC tracked and reported the costs and the incremental revenue associated with this 2 

department and presented this information at its past revenue requirement workshops. 3 

 4 

 5 

 6 

42.1.3 Please provide a list of the projects that have been undertaken in the 7 

past, and the years in which they were undertaken.  8 

  9 

Response: 10 

There were no discreet projects, but rather a continual effort at ensuring the Company bills and 11 

collects the appropriate amounts for services rendered.  The Revenue Protection activities have 12 

been ongoing since late 2005 and have resulted in significant revenue increases/recoveries for 13 

customers. 14 

 15 

 16 

 17 

42.2 Please give examples of the types of investments that FBC might undertake to 18 

generate new revenues under PBR and provide a list of any projects for which a 19 

Business Case has been developed.  20 

  21 

Response: 22 

FBC is not aware of any such investments at this time.  However, the Company submits that the 23 

proposed PBR is designed to accommodate such activities for the mutual benefit of customers 24 

and the Company. 25 

 26 

 27 

 28 

42.2.1 Has FortisBC developed a budget for investment related to generating 29 

new revenues? 30 

  31 

Response: 32 

No. 33 
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 1 

 2 

 3 

42.2.1.1If so, please provide the expected investment FortisBC will 4 

make to generate new revenues. 5 

  6 

Response: 7 

There are no incremental projects, and thus no related budgets have been identified. 8 

 9 

 10 

 11 

42.2.2. Will FortisBC track the investment to the new revenues that are 12 

generated?   13 

  14 

Response: 15 

Yes.  If FBC makes such an incremental investment, that investment and the associated 16 

incremental new revenues will be tracked. 17 

 18 

 19 

 20 

42.2.2.1 If so, please explain where these revenues and investments 21 

will be matched. 22 

  23 

Response: 24 

The question cannot be answered without knowing the nature of the investment and nature of 25 

the revenue.  The Company will track and be able to report on such incremental investments 26 

and incremental revenues, but those costs will need to be recorded in accordance with 27 

accounting rules. 28 

  29 
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43 Reference:  Exhibit B-10, page 95 1 

 2 

43.1 Please identify what activities FortisBC undertakes to increase load and improve 3 

revenues in all the customer classes. 4 

  5 

Response: 6 

While the Company generally views increased load on a per customer basis as a positive factor 7 

for its potential to mitigate upward pressure on rates, it does not have a program that actively 8 

undertakes to increase load and increase revenues.  Increases in load and related revenues 9 

primarily relate to increases in customer count. 10 

 11 

 12 

 13 

43.2 Please explain why Commercial sales revenue are expected to increase at an 14 

average rate of 3% due to the addition of the City of Kelowna 15 

  16 

Response: 17 

The 3 percent annual average rate over the 5 year planning horizon is skewed due to the one-18 

time 2014 CoK addition.  19 
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Commercial sales revenue is projected to increase by 9 percent in 2014 due to City of Kelowna 1 

(CoK) Commercial customers moving from the Wholesale class to the Commercial class.  The 9 2 

percent increase is a one-time increase and not reflective of the typical average growth in the 3 

commercial revenue. From the year 2015 to 2018 the Commercial class annual average 4 

revenue increases by about 1 percent annually as shown below.  5 

Commercial Revenue Annual Increases 

    Year 2013 2014 2015 2016 2017 2018 

Commercial Revenue ($) 69.2 75.7 76.7 77.7 78.4 79.6 

Annual increase (%)   9.4% 1.3% 1.3% 0.9% 1.5% 

 6 

 7 

 8 

43.3 Please confirm that Industrial sales revenues are expected to increase by almost 9 

20% from 2013 to 2014 and then remain steady or decline due to the addition of 10 

the City of Kelowna. 11 

  12 

Response: 13 

The increase in the Industrial revenues in 2013 and 2014 is due to the addition of 9 industrial 14 

customers from the acquisition of City of Kelowna (CoK). After 2014 the industrial class has 15 

forecast a slight decline which is based on customer surveys and industrial Provincial GDP 16 

projections.  17 

 18 

 19 

 20 

43.4 Please explain why the Wholesale sales are expected to decline by 21 

approximately 17% in 2014 and then remain steady for the remaining period. 22 

  23 

Response: 24 

The Wholesale revenue is expected to decline in 2014 due to the acquisition of the City of 25 

Kelowna (CoK), which reallocated the CoK customers from the Wholesale class to the 26 

Residential, Commercial and Industrial classes. Even though the CoK was acquired on March 27 

31, 2013, the full effect of the reallocation is not seen until 2014.  28 

  29 
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44 Reference:  Exhibit B-11, BCPSO 1.15.1 1 

 2 

44.1 Please explain why FortisBC did not achieve its allowed ROE in 2010.  3 

  4 

Response: 5 

The primary reason for FBC not achieving its allowed ROE for 2010 was described on page 2 of 6 

Tab 2 of FBC‟s 2011 RRA which stated, “Expected Net Income was reduced primarily due to 7 

lower electricity sales volume than approved in accordance with the 2010 NSA which included 8 

increases to the Company‟s residential and industrial load forecasts”. The lower 2011 electricity 9 

sales which caused FBC to not achieve its allowed ROE in 2010 was further corroborated on 10 

page 4 of Tab 6 – Power Purchase and Wheeling of the 2011 RRA which stated that “loads are 11 

currently expected to be about 120 GWh below approved 2010 levels over the years.  12 

Approximately half of the lower load is due to weather.”  13 

 14 

 15 

 16 

44.1.1 Please explain factors the Company considered to be within its control 17 

and what factors it considered to be outside its control. 18 

  19 

Response: 20 

Throughout the 2014-2018 PBR Filing, particularly in Sections C and D, FBC has identified a 21 

multitude of efficiencies and savings obtained which would be indicative of certain factors that 22 

the Company considers to be within its control. For examples of certain factors that are beyond 23 

FBC‟s control, refer to the non-controllable variance deferral accounts which have previously 24 

been approved by the BCUC or for which the Company is requesting approval of as part of the 25 

2014-2018 PBR, including Power Purchase Expense Variances, Revenue Variances, HST 26 

Removal or Reform Variances, Property Tax Variances, Pension and OPEB Variances, 27 

Insurance Variances, Interest Variances and Tax Variances.   28 
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 1 

 2 

 3 

44.2 Please explain what activities FortisBC undertook that resulted in an Achieved 4 

ROE before sharing of 11.32% in 2011. 5 

  6 

Response: 7 

FBC‟s 2011 Achieved ROE before sharing in excess of its 2011 Allowed ROE was primarily due 8 

to lower actual power purchases as compared to forecast. The variance in 2011 Achieved ROE 9 

is not expected to occur from power purchase variances as beginning in 2012 and carrying 10 

forward for the term of the PBR, all power purchase variances between forecast and actual are 11 

captured in a Power Purchase variance deferral account which was approved by the BCUC 12 

pursuant to Commission Order G-110-12.  The drivers for the lower power purchase costs 13 

compared to forecast for rate-setting purposes in 2011 was described in more detail under 14 

Section 4.1.1 Review of 2011 on page 2 of Tab 4 Cost of Service of FBC‟s 2012-2013 RRA as 15 

follows: 16 

“The winter of 2010-11 saw above-average snow packs and stronger than normal run-off 17 

in the first quarter. This early run-off combined with ongoing moderate natural gas prices 18 

and  growing base of variable and unpredictable wind generation in the Pacific 19 

Northwest provided significant opportunities to obtain market energy at rates below 20 

those of the BC Hydro PPA. FortisBC annual gross load is forecast to be 29 GWh above 21 

approved 2011 (net of Demand Side Management (DSM) savings). Power purchase 22 

expense is expected to be $5.3 million below approved 2011 for the year, as shown in 23 

Table 4.1.1-1 below as a net result of:  24 

a) Lower BC Hydro costs, net of accounting adjustments, of $9.9 million, due primarily 25 
to a reduced BC Hydro purchase volume as a result of increased market purchases 26 
at rates below the 3808 rate; 27 

b)  A combined increase of $3.8 million in market purchases and balancing pool usage; 28 
and  29 

c)  A $0.75 million reduction to Power Purchase Expense negotiated in the 2011 NSA.” 30 
 31 

 32 

 33 

44.3 Please explain the differences in the 2010 results and the 2011 results.  34 

  35 
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Response: 1 

The primary reason for FBC‟s 2010 Achieved ROE before sharing being lower than the 2010 2 

Allowed ROE was described in the response to CEC IR 2.44.1, while the primary reason for 3 

FBC‟s 2011 Achieved ROE before sharing being higher than the 2011 Achieved ROE was 4 

described in the response to CEC IR 2.44.2.  When the responses to these two questions are 5 

compared, the primary differences between FBC‟s 2010 and 2011 results are explained. 6 

  7 
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45 Reference:  Exhibit B-11, BCPSO 1.15.2 1 

 2 

 3 

45.1 Please confirm that the Approved Base Revenue is in $ thousands. 4 

  5 

Response: 6 

Confirmed. 7 

 8 

 9 

 10 

45.2 Please clarify what the „Approved Base Revenue‟ includes,  and identify what 11 

costs are carried forward from year to year as a base,  and what costs are added  12 

  13 

Response: 14 

This column should be labeled “Approved Revenue Requirements”.  It should not be interpreted 15 

to mean that a base year value is subject to a formula for future years, as is the case for Base 16 

O&M Expense, for example. 17 

 18 

 19 

 20 

45.3 Please confirm, or otherwise explain, that the Average % rate reduction over the 21 

PBR term was 0.65% per annum on the Approved base.   22 

  23 
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Response: 1 

Confirmed.  The average percent rate reduction over the PBR term was approximately 0.65 2 

percent per annum. 3 

 4 

 5 

 6 

45.4 Please confirm that the Approved Base Revenue in the chart was adjusted 7 

annually to incorporate the customer savings from the year previously, so that 8 

the savings continued from one year to the next, and are thereby cumulative.  9 

  10 

Response: 11 

Not confirmed.  The column heading should read “Approved Revenue Requirements”.  Please 12 

refer to the response to CEC IR 2.45.2. 13 

 14 

 15 

 16 

45.4.1 If not, please explain the relevance of a calculated Cumulative % Rate 17 

Reduction. 18 

  19 

Response: 20 

The cumulative rate reduction is meant to be an approximation of the rate impact over the 21 
period of the aggregate customer share of the incentive.  It is approximately equivalent to the 22 
sum of the customer share of incentive compared to the average revenue requirement value 23 
over the period.   24 
 25 

 26 

 27 

45.5 If the Approved Base Revenue in the chart does reflect savings carried forward 28 

on an annual basis (i.e. rebased annually) so that the savings are cumulative, 29 

please confirm that this would accurately reflect the savings that would have 30 

accrued under the PBR formula in existence from 2007 to 2011.  31 

  32 

Response: 33 

Not confirmed.  This is not the meaning of the revenue values in that table.  Please refer to the 34 

response to CEC IR 2.45.2. 35 
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 1 

 2 

 3 

45.5.1 Please confirm, or otherwise explain that 3.3% does not represent total 4 

cumulative savings that could be calculated as $29,619 (6 years times 5 

the 2007 figure; + 5 years times the 2008 figure; +4 years times the 6 

2009 figure; +3 years times the 2010 figure; +2 years times the 2011 7 

figure plus one year times the 2012 figure) divided by the total Approved 8 

Base ($1,281,215) which would be approximately 2.3%.   9 

  10 

Response: 11 

Confirmed. 12 

 13 

 14 

 15 

45.5.2 Please confirm that 3.3% also does not represent a valid estimation of 16 

the total customer share (8,182) on an average of the Approved Base 17 

Revenue (256,243) which would be closer to 3.2%;  18 

  19 

Response: 20 

Not confirmed.  As stated in the response to CEC IR 2.45.4.1, the cumulative rate reduction can 21 

be viewed in that way. 22 

 23 

 24 

 25 

45.5.2.1 If not confirmed, please provide additional mathematical 26 

examples to illustrate the validity of the approximation. 27 

  28 

Response: 29 

Please refer to the response to CEC IR 2.45.5.2. 30 

 31 

 32 

 33 
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45.5.3 If not confirmed, please discuss the appropriate interpretation that 1 

should be assigned to a total customer saving proportion to an average 2 

Approved Base Revenue. 3 

  4 

Response: 5 

Please refer to the response to CEC IR 2.45.2. 6 

 7 

 8 

 9 

45.6 Please explain the value, significance and mathematical accuracy of adding 10 

together % rate reductions on a changing base figure. 11 

  12 

Response: 13 

Please refer to the response to CEC IR 2.45.4.1. 14 

  15 
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46 Reference:  Exhibit B-1, FEI Application page 76 and Exhibit B-1, FBC Application 1 

page 69 2 

 3 

 4 

46.1 Does FBC believe it is important to have similar indicators to those of FEI for 5 

comparison purposes?  Please explain why or why not.  6 

  7 
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Response: 1 

The Company continues to make efforts to align and integrate the Gas and Electric operations, 2 

enabling efficiencies to be realized and increasing its organizational capacity.  Similar to the 3 

efforts aligning the different Gas and Electric scorecards starting 2012, a common set of SQIs, 4 

with some differences recognizing the nature of the Gas and Electric operations, has been 5 

developed aligning the SQI focus of the Gas and Electric operations.  This in turn will create 6 

consistency in processes and priorities and contribute to more consistent delivery of service 7 

quality for the benefit of customers. 8 

 9 

 10 

 11 

46.2 Please explain why FBC is proposing two hours as the indicator for the 12 

Emergency Response time measure when FEI is proposing a 1 hour indicator.  13 

  14 

Response: 15 

FBC is proposing to maintain the Emergency Response Time measure at two hours for the 16 

2014-2018 PBR period. FBC believes that the two hour measure for the Emergency Response 17 

Time SQI is an appropriate level of service for its customers and reflective of current approved 18 

funding. With respect to the difference between a 2 hour response time for FBC versus a 1 hour 19 

response time for FEI, gas disruptions fail into an “on” state whereas electricity disruptions fail 20 

into an “off” state; a ruptured pipe carries on venting gas as there are no safety mechanisms to 21 

shut off the leak, whereas an upstream protective device normally turns off electric power.  It is 22 

appropriate for FBC to then triage the system by outage priority and not by response time.   23 

As described in Appendix D6 of the Application (Exhibit B-1-1), the objective of the SQIs is to 24 

provide an “acceptable level” of service at an “acceptable level” of cost to its customers. 25 

 26 

 27 

 28 

46.2.1 Please indicate if FBC would consider a one hour indicator as 29 

appropriate, and if not explain why the circumstances are different from 30 

FEI and why this justifies a different indicator level. 31 

  32 

Response: 33 

Please refer to the response to CEC IR 2.46.2. 34 
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 1 

 2 

 3 

46.3 Please explain why FBC is proposing an 85% Benchmark for the Emergency 4 

Response time measure when FEI is proposing a 95% benchmark. 5 

  6 

Response: 7 

FBC believes an 85 percent benchmark the Emergency Response Time SQI is an appropriate 8 

level of service for its customers and reflective of current approved funding. As described in 9 

Appendix D6 of the Application (Exhibit B-1-1), the objective of the SQIs is to provide an 10 

“acceptable level” of service at an “acceptable level” of cost to its customers. With respect to the 11 

difference between FBC‟s 85 percent Benchmark and FEI‟s 95 percent Benchmark, gas 12 

disruptions typically fail into an “on” state whereas electricity disruptions typically fail into an “off” 13 

state; a ruptured pipe carries on venting gas as there are typically no mechanisms to shut off 14 

the leak, whereas an upstream protective device normally turns off electric power The gas 15 

transmission and distribution system is underground versus the electrical transmission, 16 

distribution and stations systems which are primarily above ground.  This leaves the electrical 17 

system more exposed to inclement weather, vegetation and third party contacts. It is 18 

appropriate for FBC to then triage the system by outage priority and not by response time. 19 

During a significant weather event, such as a windstorm leading to multiple outages on the 20 

electrical system, restoration is done on a prioritized basis.  In this situation, response time to 21 

some customers would be negatively impacted in relation to the restoration matrix. 22 

Please also refer to the responses to CEC IRs 2.46.2 and 2.47.1.3. 23 

 24 

 25 

 26 

46.3.1 Would FBC consider a 95% benchmark as appropriate? 27 

  28 

Response: 29 

Please refer to the responses to CEC IRs 2.46.2 and 2.46.3. 30 

 31 

 32 

 33 
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46.3.1.1 If not, please explain why not and explain why the 1 

circumstances are different from FEI and why this justifies a 2 

different benchmark. 3 

  4 

Response: 5 

Please refer to the responses to CEC IRs 2.46.2 and 2.46.3. 6 

 7 

 8 

 9 

46.4 Please explain why FBC is proposing a 95% Benchmark for the Meter Reading 10 

Accuracy measure when FEI is proposing a 97% benchmark? 11 

  12 

Response: 13 

As a point of clarification, FEI is proposing a 95 percent benchmark and FBC is proposing a 97 14 

percent benchmark.  The difference is related to the number of reads required due to the 15 

frequency of the reads.  FEI is read on a monthly basis whereas FBC is read on a bi-monthly 16 

basis. There is a higher risk of reads not read due to the large number and frequency. 17 

 18 

 19 

 20 

46.5 Would FBC consider a 97% benchmark as appropriate?  21 

  22 

Response: 23 

FBC‟s benchmark for Meter Reading is 97 percent. 24 

 25 

 26 

 27 

46.5.1 If not, please explain why not and explain why the circumstances are 28 

different from FEI and why this justifies a different benchmark. 29 

  30 

Response: 31 

The difference lies in that FEI has outsourced its Meter Reading services to a third party.  32 

Performance Standards set out in the agreement states a 95 percent completion rate for Meters 33 

Reads.  Please also refer to the response to CEC IR 2.45.5. 34 



FortisBC Inc. (FBC or the Company) 

Application for Approval of a Multi-Year Performance Based Ratemaking Plan for 2014 
through 2018 (the Application) 

Submission Date: 

November 26, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 
Page 118 

 

 

 1 

 2 

  3 

46.6 Why did FortisBC not distinguish between non-emergency telephone service 4 

factor and emergency telephone service factor as undertaken by FEI? 5 

  6 

Response: 7 

FBC did not distinguish between emergency and non-emergency TSF due to differences in the 8 

types of calls being answered.  FEI‟s emergency line and FBC‟s trouble line are not the same 9 

due to differences in the nature of the commodities themselves.   10 

FBC‟s trouble line is primarily used by customers experiencing a power outage.  The nature of 11 

these outages means that most times, multiple customers are impacted and the focus is 12 

therefore on collating information from multiple calls in a relatively short amount of time.     13 

In contrast, FEI‟s emergency line is dedicated primarily to individual customers experiencing a 14 

natural gas smell in their home or business.  Due to the safety concerns related to this, it is 15 

important that the calls from these individual customers be answered immediately.  Therefore, 16 

the focus is on answering a low volume of calls as quickly as possible. 17 

It is for these reasons that the FBC trouble queue has retained the same target that has been in 18 

place for several years. 19 

 20 

 21 

 22 

46.6.1 Does FortisBC have information regarding its historical response times 23 

to emergency telephone calls?  If so, please provide. 24 

  25 

Response: 26 

FBC does not track emergency telephone calls as a separate queue.  Instead, trouble calls are 27 

tracked which include outage inquiries and less frequently, potential emergencies.  For the 28 

outage call queue, the 2013 TSF to October 31 is 77 percent.  The average speed of answer is 29 

23.5 seconds. 30 

  31 
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47 Reference:  Exhibit B-7, BCUC 1.70.1 and 1.70.2 1 

 2 

3 
 4 

 5 

47.1 Would FortisBC agree that achieving 85% represents a significant degradation in 6 

the percentage of emergency calls responded to within 2 hours from the 91% to 7 

94% that has been achieved for the last 6 years? 8 
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  1 

Response: 2 

FBC does not consider that setting a target of 85 percent is a significant degradation in service.  3 

The Company believes that this is an achievable and acceptable measure for Emergency 4 

Response Time, because of the unpredictability and variable scope and severity of the events.   5 

The nature of events that are addressed in the Emergency Response Time is described in 6 

FBC‟s response to CEC IR 2.46.3, and include weather, vegetation and third party contacts, and 7 

the likelihood of multiple outages on the system at the same time.  In order to ensure a 8 

response time greater than 85 percent, FBC would require additional workers to be available on 9 

standby, which has a direct impact on operating expenses and cannot be accommodated at the 10 

proposed level of Base O&M Expense.   11 

 12 

 13 

 14 

47.1.1 If not, please explain why not.  15 

  16 

Response: 17 

Please refer to the response to CEC IR2 2.47.1. 18 

 19 

 20 

 21 

47.1.2 If not, please identify what benchmark level FortisBC would consider a 22 

significant degradation from the 91% - 94% that has been achieved. 23 

  24 

Response: 25 

Please refer to the response to CEC IR2 2.47.1. 26 

 27 

 28 

 29 

47.1.3 Does FortisBC either not intend, or is for some reason unable, to 30 

maintain the 91% to 94% level it has been able to for the last 6 years? 31 

  32 
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Response: 1 

FBC endeavours to maintain its existing level of performance, however, factors such as the 2 

unpredictable nature of the weather and other factors causing outages (explained in the 3 

response to CEC IR 2.46.3) and the ongoing challenges in maintaining a workforce with the 4 

knowledge of FBC‟s electrical system (which has been described in FBC‟s 5-Year Retirement 5 

and Workforce Plan found in Exhibit A2-1) may impact this.  FBC is expecting that the current 6 

labour disruption will affect its level of performance, as there will be a period of time required to 7 

re-stabilize operations.   8 

 9 

 10 

 11 

47.1.3.1 If so, please explain what circumstances are expected to affect 12 

FBC‟s ability to maintain its present service level of 91% or 13 

above 14 

  15 

Response: 16 

Please refer to the response to CEC IR2 2.47.1.3 17 

 18 

 19 

47.1.3.2 Are there additional costs associated with maintaining a 91% 20 

or higher Benchmark?   21 

  22 

Response: 23 

Yes.  In order to ensure a response time greater than 85 percent, FBC would require additional 24 

workers to be available on standby which may also require an increase in staffing level in the 25 

regions with smaller staffing levels.  This would have an incremental impact on operational 26 

expenses and cannot be accommodated at the proposed level of Base O&M Expense.  27 

 28 

 29 

47.1.3.2.1 If so, please provide quantification of the costs that 30 

would accrue from maintaining a benchmark of 31 

90% and 95%. 32 

  33 
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Response: 1 

It is difficult to quantify these costs; however, in order to improve the benchmark, FBC would 2 

require additional workers available on standby which has a direct impact on its operating 3 

expenses. 4 

 5 

 6 

47.2 What is the average emergency response time for those customers not 7 

responded to within 2 hours? 8 

  9 

Response: 10 

Please refer to the below table. 11 

Year 

Average Emergency 
Response Time not 

responded to within 2 
hours 

2010 3h 49m 

2011 3h 47m 

2012 4h 21m 

 12 

 13 

 14 

 15 

47.3 What is the average non-emergency telephone response time for FortisBC? 16 

  17 

Response: 18 

FBC believes that by asking about “response time”, the question is intending to ask „what is the 19 

average speed of answer for non-emergency calls at FBC?‟.  Non-emergency calls are not 20 

tracked separately from emergency calls.  Emergency calls and outage calls are tracked 21 

together.  However, the overall average speed of answer for all call types YTD 2013 to October 22 

31st is 42.8 seconds. 23 

 24 

 25 

 26 

47.4 What is the average non-emergency telephone response time for the 30% of 27 

calls not answered within 30 seconds? 28 
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  1 

Response: 2 

FBC does not store the data required to complete this calculation.   However, the average 3 

speed of answer for all non-emergency calls during the period of January 2013 to June 2013 4 

was 40.6 seconds.  This shows that even for those customers whose call was not answered 5 

within 30 seconds, that they were not experiencing lengthy wait times. 6 

 7 

 8 

 9 

47.5 Please confirm that the telephone service factor refers to the time it takes for a 10 

customer to speak directly with a customer service representative who is likely 11 

able to assist them with their issue, rather than redirecting them.  12 

  13 

Response: 14 

Not confirmed.  The telephone service factor is the percent of time the call is answered in thirty 15 

seconds or less and is not related to transfers or resolution of the concerns.  First contact 16 

resolution is a better measure to identify how often the customer‟s issue is resolved on the first 17 

call. 18 

 19 

 20 

 21 

47.6 Please confirm that the Telephone Service Factor is measured the same way as 22 

the „Contact Centre – percentage of calls answered within 30 seconds is 23 

measured‟. 24 

  25 

Response: 26 

Confirmed. 27 

 28 

 29 

47.6.1. If not confirmed, please clarify the differences.  30 

  31 

Response: 32 

Please refer to CEC IR response 2.47.6 33 

  34 
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48 Reference:  Exhibit B-1-1 Appendix D-6 page 6 and Exhibit B-7, BCUC 1.63.2 1 

 2 

 3 

 4 

48.1 What scores has FortisBC received for FCR since April 2013? 5 

  6 
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Response: 1 

FCR results for April through October 2013 are presented below: 2 

Trail Contact Centre – FCR April-October 2013 3 

 4 

 5 

The average FCR for the Trail Contact Centre for the period is 73 percent.  Note that margin of 6 

error for monthly scores is approximately ±10% due to the limited sample sizes. 7 

 8 

 9 

 10 

48.2 What is the gas utility‟s average FCR measures for the last 5 years? 11 

  12 

Response: 13 

Historically, Accenture Business Services employed SQM to conduct FCR research on behalf of 14 

the Company‟s gas utility. Since January 2012, the FortisBC Energy Utilities have used SQM to 15 

gather FCR results using the same methodology. The average annual FCR results for the gas 16 

utility are shown below: 17 
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Average Annual FCR – Gas Utility – 2008-2013 YTD 1 

 2 

*2013 YTD figure covers the period from January through September. 3 

 4 

 5 

 6 

48.3 Please provide FBC‟s understanding, if known, of the typical FCR results for 7 

each of those other utilities tracking it. 8 

  9 

Response: 10 

SQM compares FBC FCR results with the average for all energy utilities. The table below shows 11 

the FBC results for the April through September 30, 2013 period, while comparator information 12 

covers Q1 through Q3, 2013.  13 

2013 FCR Results for Q1 through Q3 2013 14 

Metric FBC  
Utility 

Average 

FCR 73% 72% 

 15 

  16 
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49 Reference:  Exhibit B-1-1 Appendix D page 4 and page 5 1 

 2 

    3 

49.1 Does FortisBC consider the response time of 1h 47 minutes in 2012 to be an 4 

outlier due to weather events?  Please explain why or why not. 5 

  6 

Response: 7 

2012 would be considered an outlier year due to weather.  Frequent and persistent storms 8 

between June and August did contribute to increased response times over this period which 9 

affected the yearly average.  10 

 11 

 12 

 13 

49.2 Please confirm that excluding the year 2012, the average response time has 14 

been under one hour. 15 

  16 
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Response: 1 

Confirmed. 2 

 3 

 4 

 5 

49.3 What are the average emergency response times for the years 2005 through to 6 

2009? 7 

  8 

Response: 9 

Year 

Average 
Emergency 

Response Time 

2005 1h 15m 

2006 1h 14m 

2007 51m 

2008 55m 

2009 57m 

 10 

 11 

 12 

49.4 Please provide evidence that a two hour response time represents the level of 13 

service expected by its customers, in that the response time has typically been 14 

under 1 hour, with the exception of 2012.  15 

  16 

Response: 17 

Please see the response to BCPSO IR 2.23.1. 18 

 19 

 20 

 21 

49.5 Please provide quantification of costs, if any, that FBC deems would be 22 

associated with maintaining an 85% SQI for a 1 hour response time rather than a 23 

2 hour response time. 24 

  25 
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Response: 1 

The Company expects that to reduce the response time in half, the Company would need to 2 

double the number of trades on the standby roster.  The current annual standby costs are 3 

estimated at $320 thousand.  In addition to this, in the smaller regions in order to manage the 4 

call rotations, additional trades staff would be required to complement the existing crew.  The 5 

Company estimates that 4 of its regions (Princeton, Grand Forks, Creston and Kaslo) would 6 

need to have additional trades staff of one person per region at a potential O&M cost of $120 7 

thousand (based on an estimated O&M cost of $30 thousand per person).  Therefore the 8 

Company estimates that the annual cost to reduce the emergency response time from 2 hours 9 

to 1 hour would range from $320 thousand to $440 thousand.  The Company is of the opinion 10 

that this incremental cost does not warrant the incremental benefits. 11 

 12 

 13 

 14 

49.6 Please provide quantification of costs, if any, that FBC deems would be 15 

associated with maintaining a 90% SQI for a 1 hour response time rather than a 16 

2 hour response time.   17 

  18 

Response: 19 

Please refer to the response to CEC IR 2.47.1.3. 20 

 21 

 22 

 23 

49.7 Does FortisBC believe that it can generate savings by allowing its average 24 

response time to increase?  Please explain why or why not and provide 25 

quantification of the savings available. 26 

  27 

Response: 28 

Please refer to the response to CEC IR 2.46.3. 29 

  30 
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POWER PURCHASES 1 

50 Reference: Exhibit B-10, CEC 1.54.4 2 

 3 

50.1 What factors will FBC consider in analyzing forward market prices? 4 

  5 

Response: 6 

When analyzing forward market prices the main consideration is price.  FBC considers forward 7 

market information published from many sources, including third party forecasting services, 8 

information from trading platforms such as ICE, and forward information received from counter 9 

parties. Additionally, FBC will consider the overall energy supply forecasts in the region, 10 

including gas prices, and generation forecasts, weather and hydrological conditions.   11 

 12 

 13 

 14 

50.2 Please confirm that „lower cost to BC Hydro‟ means lower cost compared to that 15 

available from BC Hydro, and if not please explain what it means.   16 
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  1 

Response: 2 

“Lower cost to BC Hydro” means lower cost compared to that available from BC Hydro under 3 

the New PPA (RS 3808).      4 

 5 

 6 

 7 

50.3 What operational considerations would FBC consider in selecting market power 8 

purchases which are lower cost than BC Hydro? 9 

  10 

Response: 11 

The main operational consideration is reliability of supply. This includes availability of 12 

transmission, firmness of the energy, reliability of the counter party and the generation source 13 

and PPA contractual requirements.   14 

 15 

 16 

 17 

50.4 What, if any, financial incentive is available to the company or individual staff 18 

members in minimizing power purchase expense for customers?   19 

  20 

Response: 21 

There is no financial incentive for the company linked to savings in Power Purchase Expense.  22 

Part of the short-term incentive (STI) plan for Power Supply employees includes personal goals 23 

that relate to the management of Power Purchase Expense.  These goals are included in the 24 

overall evaluation of the employees‟ performance, but there is no direct or quantitative linkage 25 

between a reduction in Power Purchase Expense and the STI amounts. STI payments are 26 

indirectly funded through labour loadings charged to all departments, including Power Supply.  27 

 28 

 29 

 30 

50.4.1 If financial incentives are currently available for minimizing power 31 

purchase expense, please provide the incentives that have been 32 

awarded over the last 10 years.  33 

  34 
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Response: 1 

Please refer to the response to CEC IR2.50.4. 2 

  3 
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51 Reference:  Exhibit B-10, CEC 1.54.3  1 

 2 

51.1 Please confirm that regardless of rate increases, FortisBC would not expect to 3 

make significant changes to its PPA purchases during the PBR period. 4 

  5 

Response: 6 

Section 2.5 of the Application, Exhibit B-1, on pages 102 and 103 details the assumptions 7 

behind the PPA forecast in Table C2-9 and referred to above.  These assumptions are not 8 

expected to change.  As explained in the Application, there can still be significant change in the 9 

actual PPA purchases from year to year.  FBC expects actual purchases of PPA power between 10 

2014 and 2018 to be between 503 GWh and 1041 GWh (the cap on Tranche 1 energy) 11 

depending on actual PPA and market prices as well as load. 12 

 13 

 14 

 15 

51.1.1 If not confirmed, at what rate of increase would FortisBC expect to 16 

make changes to the market and contracted purchases?  17 

  18 

Response: 19 

Please refer to CEC IR2.51.1. 20 

  21 
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52 Reference:  Exhibit B-1 page 136 1 

 2 

52.1 What proportion of the Energy Supply group resources are allocated to Resource 3 

Planning, Power Supply commercial operation, and the Company Load 4 

Forecasting? Please distinguish for both labour and non-labour.  5 

  6 

Response: 7 

FBC‟s Energy Supply team is currently comprised of 6 full time positions with plans to add one 8 

position in 2014.  Although each team member has primary responsibilities, all contribute to the 9 

various functions for which the team is responsible.  The proportion of resources that are 10 

contributing to the different functions will shift from period to period in response to changing 11 

priorities and events (for example in response to the regulatory burden associated with various 12 

applications).  On average, FBC would estimate the allocation of costs for both labour and non-13 

labour between the three main functions to be as follows:  14 

Power Supply (Commercial Operations) 50% 

Resource Planning  40% 

Load and Revenue Forecasting  10% 

 15 

  16 
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53 Reference:  Exhibit B-1, page 137 1 

2 
   3 

 4 

53.1 What percentage of the anticipated increases identified in Energy Supply O&M 5 

are related to the PPA agreement negotiated with BC Hydro?  6 

  7 

Response: 8 

This is a difficult question to quantify since all of FBC‟s resources are closely integrated, and 9 

need to be managed together.  The majority of the new work required by the Power Supply 10 

group is related to the New PPA and related agreements in some fashion-either directly as part 11 
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of PPA management or indirectly as part of the verification that the PPA resources are being 1 

correctly used. The incremental FTE required to manage this work is approximately 40% of the 2 

increase between 2013 and 2018.   However, if the New PPA was not approved, the resulting 3 

loss of one of FBC‟s major supply contracts would create a very difficult situation that in all 4 

likelihood would require even greater resources to manage, at least in the short-term. 5 

The balance of the increase is related to annual inflationary pressures. 6 

 7 

 8 

 9 

53.1.1 Are there other drivers for the anticipated increase in energy supply 10 

O&M that are not related to the New PPA?   11 

  12 

Response: 13 

Please refer to the response to BCPSO IR 1.76.1. 14 

 15 

 16 

 17 

53.1.1.1If so, please identify the drivers and provide an estimated 18 

percentage as to how they affect  anticipated forecast 19 

increases 20 

  21 

Response: 22 

Please refer to the responses to CEC IRs 2.53.1 and BCPSO IR 1.76.1. 23 

 24 

 25 

 26 

53.2 In the event that the PPA was not approved by the Commission, would FortisBC 27 

anticipate increases to the labour component of the Energy Supply department? 28 

Please explain. 29 

  30 

Response: 31 

Yes, the increases cannot be avoided.  If the PPA was not approved, the resulting loss of one of 32 

FBC‟s major supply contracts would create a very difficult situation that in all likelihood would 33 

require even greater resources to manage.  34 
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 1 

 2 

 3 

53.3 Does the business drivers listed affect all groups within the Energy Supply 4 

equally or are some groups more affected than others?  Please explain.  5 

  6 

Response: 7 

As discussed in the response to CEC IR 2.52.1, the Energy Supply team is one group with 8 

overlapping functions and any changes will affect the responsibilities and work performed by all 9 

team members.  The business drivers listed affect mainly the Power Supply commercial 10 

operations function, due to the operational nature of the requirements, but also impact the 11 

resource planning responsibilities.    12 

  13 

 14 

 15 

 16 

53.4 How much variation does FortisBC expect to see in its nominations from year to 17 

year? Please express the increases/decreases as a percentage.  18 

  19 

Response: 20 

The Annual Energy Nomination under the New PPA cannot change (up or down) by more than 21 

20 percent from the previous year‟s nomination.  Once the Annual Energy Nomination is made, 22 

FBC‟s take or pay requirement is based on 75 percent of that amount. The assessment FBC will 23 

make from year to year prior to making its Annual Energy Nomination is discussed in detail in 24 

Section 2.5 of the Application (Exhibit B-1, pages 101-103).    The forecasts in the Application 25 

are based on the Annual Energy Nomination of 670 GWh for the period of October 1, 2013 to 26 

September 30, 2014.   27 

Over the PBR period, FBC expects that its Annual Energy Nomination will change from year to 28 

year, and perhaps as much as 20 percent, in response to changing market, customer load and 29 

pricing conditions.   However, FBC does not expect that its Annual Energy Nomination will be 30 

less than the current level of 670 GWh or more than 1041 GWh (i.e. the annual cap on Tranche 31 

1 energy).    32 

Please also refer to the response to BCUC IR1.54.4.   33 
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 1 

 2 

 3 

53.5 Please explain what labour is included in „more comprehensive real-time 4 

operations to ensure energy imbalance is not taken from BC Hydro‟. 5 

  6 

Response: 7 

More comprehensive real-time operations will include better training and guidance for FBC‟s 8 

real-time operators, which includes more complete operating orders and training documents, 9 

and more comprehensive day ahead, week ahead and month ahead planning and forecasting. 10 

  11 
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54 Reference:  Exhibit B-10, CEC 1.37.1 and Exhibit B-1, page 99 1 

 2 

 3 

54.1 Please confirm that the proposed New PPA contract will likely result in relatively 4 

predictable power purchases from BC Hydro. 5 

  6 

Response: 7 

Unlike the New PPA, the existing PPA has no requirement for an annual energy nomination and 8 

the Company forecast to meet its firm energy needs under the firm PPA resource.  For many 9 

years this worked well, but over the past few years this resulted in significant variances in actual 10 

PPA purchases from forecast.  To reduce this variance the Company changed its forecast 11 

methodology as discussed in the Application on page 99, rows 13-23.  This change in 12 

methodology is responsible for the expected reduction in the variance between forecast and 13 

actual PPA purchases.  The New PPA is compatible with this new approach and taken together, 14 

FBC believes that PPA purchases should be relatively predictable. 15 

 16 

 17 

 18 

54.1.1. If not, please explain why not. 19 

  20 

Response: 21 

Please refer to the response to CEC IR 2.54.1. 22 

 23 

 24 

 25 
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54.2 Please explain if the annual energy nomination will be more or less predictable 1 

under the new PPA, than it was under the recently expired contract. 2 

  3 

Response: 4 

The annual nomination under the New PPA could vary by up to 20 percent from year to year 5 

depending on market conditions at the time.  This is unlike the past practice where changes in 6 

the forecast use of PPA power from year to year generally only reflected changes in load growth 7 

and resource availability and therefore were fairly stable. 8 

  9 
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55 Reference:  Exhibit B-1, pages 138 and 139 1 

 2 

55.1 Please explain why the 2013 base for Labour is proposed at $12,000 more than 3 

the 2013 Approved. 4 

  5 

Response: 6 

The variance between the 2013 Approved and the 2013 Base for both Labour and Non-Labour 7 

is a combined $54 thousand.  This is due to a $52 thousand Pension/OPEB adjustment and $2 8 

thousand for PST. 9 

 10 

 11 

 12 

55.2 Please explain why the 2013 base for Non-labour is established at $42,000 more 13 

than the 2013 approved, and $2000 more than the 2013 projection figures. 14 

  15 

Response: 16 

Please refer to the response to CEC IR 2.55.1. 17 

 18 

 19 

 20 

 21 
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 1 

55.3 Why are the Energy Supply department high level forecast annual increases in 2 

the order of $100,000 from the period 2013 to 2015, and approximately $30,000 3 

for the period between 2015 and 2018? 4 

  5 

Response: 6 

The changes from 2013 to 2015 reflect the additional FTE, which, for the forecast, has been 7 

budgeted to commence in mid-2014, plus the annual inflation related increases.  Therefore, the 8 

incremental cost of this FTE is spread out between both the 2014 and 2015 forecast periods.  9 

The 2016 forward forecast cost increases reflect only the annual inflation related increases.  10 

 11 

 12 

 13 

55.4 Of the approximately $100,000 increase per year from 2013 base to 2015, what 14 

proportion of the resources are required to meet the obligations of the new PPA 15 

negotiated with BC Hydro? 16 

  17 
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Response: 1 

Approximately 70 percent of the increase is associated with the addition of one FTE to the 2 

group that is required due to the business drivers described in section 4.8.2 of the Application 3 

(Exhibit B-1, page 137).  These drivers are in part due to meeting the obligations of the New 4 

PPA and the associated agreements (i.e. the Imbalance Agreement, the Energy Export 5 

Agreement, and Master Accounting Agreement).  If these agreements were not approved, at a 6 

minimum this additional resource would still be required, and there may be a requirement for 7 

additional resources. 8 

 9 

 10 

 11 

55.5 Please identify the non-labour components of the Energy Supply O&M for the 12 

actual years 2010 to 2013, and the forecast years 2014 to 2018. 13 

  14 

Response: 15 

Please refer to response to CEC IR 2.18.1. 16 

  17 
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56 Reference:  Exhibit B-10, CEC 1.5.3 1 

 2 

56.1 Would FortisBC agree that sustaining and driving DSM savings over the long run 3 

is dependent upon a consistent and consistently strong message being delivered 4 

to customers year after year? 5 

  6 

Response: 7 

FBC agrees that delivering a consistent message over time helps to raise awareness and 8 

promote DSM programs. However, FBC must ensure that the DSM budget used to deliver this 9 

message is cost effective and appropriate.  Please also refer to the response to BCUC IR 10 

2.100.2. 11 

 12 

 13 

   14 

56.1.1. If not, please explain why not.  15 

  16 

Response: 17 

Please refer to the response to CEC IR 2.56.1. 18 

  19 
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57 Reference:  Exhibit B-10, CEC  1.6.1 and CEC 1.5.3.1  1 

2 

 3 

57.1 The CEC does not understand the answer to Question 1.5.3.1.  Is it FortisBC‟s 4 

position that it is better to reduce DSM expenditures by more than 50% than to 5 

focus primarily on the most cost effective measures?  Please provide more 6 

clarification. 7 

  8 

Response: 9 

FBC believes that the proposed DSM budget continues to offer a range of measures in 10 

programs that address the key end-uses of our principal rate classes. To expand on the 11 

response to CEC IR 1.5.3.1, simply re-allocating DSM expenditures from less cost effective 12 

programs to more cost effective programs may not be in the best interest of our customers for 13 

several reasons: 14 

 FBC is already pursuing the most cost effective programs for each of our customer rate 15 

classes; 16 

 Re-allocating budget from one area to another may not generate new savings 17 

opportunities. FBC has shown that it is able to pursue new opportunities to deliver 18 

energy savings when they occur, such as direct install programs for small commercial 19 

customers (FBC Lighting Install Program) and the community Energy Diets. These 20 

opportunities are not generated simply by increasing DSM expenditure in a certain area; 21 
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 Changing circumstances led FBC to believe that continuing at current DSM budget 1 

levels would not be cost effective or prudent: the introduction of the Residential 2 

Conservation Rate (RCR) that promotes energy efficiency; an updated Conservation 3 

Potential Review (CPR) that shows less potential than previous studies; and a lower 4 

Long Run Marginal Cost (LRMC) of electricity that reduces the cost effectiveness of 5 

programs. All of these factors led FBC to file a DSM plan with a reduced expenditure; 6 

and 7 

 Finally, a number of electricity end uses that appear to have a positive benefit cost ratio 8 

are not suited to a DSM program offered by FBC. Please refer to the response to BCUC 9 

IR 1.248.8.1 for a discussion of circumstances where FBC has opted not to offer a DSM 10 

program. 11 

  12 
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58 Reference:   Exhibit B-10. CEC 1.6.1 and CEC 1.6.4 and Exhibit B-1-1 Appendix H 1 

Table H1-7 2 

 3 

4 
  5 

   6 

58.1 Is it FortisBC‟s position that the Commission would no longer find the levels of 7 

DSM approved for 2012-2013 as being cost effective and in the public interest, 8 

given that the energy savings would be approximately double that, or more, than 9 

are expected under the proposed plan? 10 

  11 

Response: 12 

FBC believes this question is out-of-scope and is beyond what is necessary to test this 13 

Application. 14 

 15 

 16 

 17 
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58.1.1 If so, please provide the rationale with examples and quantification 1 

based on past Commission decisions as to why the Commission would 2 

no longer find it to be in the public interest.  3 

  4 

Response: 5 

Please refer to the response to CEC IR 2.58.1. 6 

 7 

 8 

 9 

58.2 Does FortisBC believe that the Commission would consider a cut of more than 10 

50% to result in „shock‟ to customers and industry who have become 11 

accustomed and committed to contributing to the conservation benefits derived 12 

from the services  offered under PowerSense? 13 

  14 

Response: 15 

FBC does not know what the Commission considers a „shock‟, but will work to ensure a smooth 16 

transition so impacted customers, trade allies and the like are advised of impending program 17 

changes well in advance.  Please also refer to the response to BCUC IR 2.100.2. 18 

 19 

 20 

 21 

58.2.1 If not, please explain why not. 22 

  23 

Response: 24 

Please refer to the response to CEC IR 2.58.2. 25 

  26 
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59 Reference:  Exhibit B-10, CEC 1.7.1 and CEC 1.7.2 1 

2 

 3 

59.1 Please confirm that it was the 2009/2010 Plan that was increased due to the 4 

2008 participation, and not the 2011 plan.  5 

  6 

Response: 7 

Both plans (2009/2010 and 2011) were increased in part due to 2008 participation. 8 

 9 

 10 

  11 

59.2 If so, why was the 2011 plan almost double that of the 2010 actual? 12 

  13 

Response: 14 

The 2011 Plan was created in the context of a recently-introduced DSM Regulation and the 15 

higher LRMC that existed at the time.  In response, the 2011 plan included a nominal doubling 16 

of the incentive rate as well as other scope changes. 17 

 18 

 19 
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 1 

59.3 Please explain what programs failed to ramp up or build capacity as necessary to 2 

fulfill the forecast expenditures and explain why. 3 

  4 

Response: 5 

The primary area in which FBC was unable to ramp up capacity was in the residential sector.   6 

The residential sector was underspent by the full variance of $1.9 million primarily because of a 7 

six month delay in the federal ecoEnergy retrofit program.  That federal program was 8 

announced in January 2011, but did not come into effect until July 2011, causing the home 9 

retrofit market to effectively stall for six months. 10 

FBC notes that in 2012 the results were at 94 percent of budget and 99 percent of the energy 11 

savings target. 12 

 13 

 14 

 15 

59.4 Please confirm or otherwise explain that programs that are cut or diminished 16 

during the PBR period cannot be readily reinstated if circumstances change due 17 

to the time required to ramp up and build capacity. 18 

  19 

Response: 20 

FBC believes that individual measures and programs can be reinstated quickly if they later 21 

prove to be cost-effective and appropriate to re-introduce.   22 

 23 

 24 

 25 

59.5 Would FortisBC agree that customers and businesses who are involved in DSM 26 

programs could reasonably expect continued DSM initiatives from the company 27 

based on their past cost-effectiveness for the last 5 years? 28 

  29 

Response: 30 

Continuity is provided as the proposed DSM 2014-18 Plan retains cost-effective measures and 31 

programs that address key end-uses within major customer sectors.    32 

All DSM program literature and rebate application forms clearly indicate the program end dates, 33 

which are usually set as December 31 of the year in question. 34 
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The step change in LRMC has driven the proposed DSM 2014-18 filing, which the Company 1 

believes is cost-effective, appropriate and prudent. 2 

Please also refer to the response to BCUC IR 2.100.2. 3 

 4 

 5 

 6 

59.5.1 If not, please explain why not and consider the marketing messages 7 

that have been delivered to the customer and businesses over the last 5 8 

years.  9 

  10 

Response: 11 

Please refer to the responses to CEC IR 2.59.5 and BCUC IR 2.100.2. 12 

  13 
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60 Reference:  Exhibit B-1-1, Appendix H DSM pages 9 and 10 1 

 2 

  3 

60.1 Please confirm that there are no „New‟ programs under the 2014-2018 DSM plan, 4 

or identify any that are new. 5 

  6 

Response: 7 

Confirmed. 8 

 9 

 10 

 11 

60.2 Please identify which of the programs FBC expect to modify and/or reduce  12 

budget from the 2013.  13 

  14 
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Response: 1 

Budgets are reduced for all programs under the filed DSM plan as compared to 2012/2013. 2 

 3 

 4 

 5 

60.3 Please identify any programs that will not see budget reductions. 6 

  7 

Response: 8 

Please refer to the response to CEC IR 2.60.2. 9 

 10 

 11 

  12 

60.4 Please provide a list of any programs that were approved for the 2012-2013 that 13 

have been eliminated from the 2014-2018 DSM plan. 14 

  15 

Response: 16 

Please refer to the response to BCSEA IR 1. 20.2.1 for a list of specific measures and programs 17 

that were eliminated from the filed DSM plan 18 

 19 

 20 

 21 

60.5 For those programs that have been eliminated, please explain if and how they 22 

are no longer cost effective based on the revised LRMC.  23 

  24 

Response: 25 

Several programs failed both the TRC and mTRC tests. FBC also eliminated measures with 26 

lower benefit cost ratios in order to comply with the 10 percent cap on programs that qualify 27 

under the mTRC.  28 

Please refer to the response to BCUC IR 1.248.8.1 for a discussion of additional circumstances 29 

where FBC has opted not to offer a DSM program. 30 

  31 
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61 Reference:  Exhibit B-7, BCUC 1.180.5 1 

 2 

61.1 Does FortisBC believe that DSM spending has reduced its profitability in the 3 

past?  Please explain why or why not. 4 

  5 

Response: 6 

FBC believes that the level of DSM spending has an immaterial impact on its profitability.   7 

 8 

 9 

 10 

61.2 If so, please provide a quantification of the manner in which DSM spending has 11 

reduced FortisBC profitability over the last 10 years. 12 

  13 

Response: 14 

Please refer to the response to CEC IR 2.61.1. 15 

 16 

 17 

 18 

61.3 Please explain all the ways in which reducing DSM expenditures by over 50% 19 

from the 2012-2013 period could potentially improve FortisBC‟s profitability over 20 

the PBR period, including a reduced need for program staff.  21 

  22 

Response: 23 

Please refer to the response to CEC 2.61.1. 24 

 25 

 26 
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 1 

61.3.1 Please provide quantification of any manner in which FortisBC expects 2 

to save money by reducing its DSM spending. 3 

  4 

Response: 5 

The monetary savings flow from reduced amortization costs, both from the reduced spending 6 

plan and from the increased amortization period sought.   7 

Please refer to Attachment 21.2 provided in response to BCSEA IR 1.21.2 for quantification. 8 

 9 

 10 

   11 

61.3.1.1 If FortisBC does not expect proposed reductions in DSM 12 

spending to affect its profitability one way or another, confirm 13 

that increased DSM expenditures over the PBR period would 14 

not reduce FortisBC profitability. 15 

  16 

Response: 17 

Confirmed. 18 

 19 

 20 

 21 

61.3.1.2 If not confirmed, please explain.   22 

  23 

Response: 24 

Please refer to the response to CEC IR 2.61.3.1.1. 25 

  26 
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62 Reference:  Exhibit B-1 page 129 1 

 2 

62.1 Please confirm that the cost of labour attributable to managing the DSM 3 

programs (PowerSense) would be incurred in the O&M of the Customer Service 4 

department. 5 

  6 

Response: 7 

Not confirmed.  All labour costs attributable to DSM are captured in the DSM deferral accounts. 8 

 9 

 10 

 11 

62.2 If not confirmed, please explain in which areas of the company this labour is 12 

accounted for.  13 

  14 

Response: 15 

The labour costs to manage the DSM programs are charged to the DSM program deferred work 16 

orders. 17 

 18 

 19 

 20 

62.3 Please quantify the total cost of Labour that is employed in managing the DSM 21 

programs in every affected department.  22 

  23 

Response: 24 

The M&E (management & exempt) loaded labour cost in the 2014 DSM plan is $450 thousand 25 

(none of which is included in O&M costs). 26 
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 1 

 2 

 3 

62.4 Please explain whether or not FortisBC will reduce the labour used in managing 4 

DSM given a reduction in its DSM spending from the 2013 Approved.  5 

  6 

Response: 7 

O&M Expense will not be reduced as a result of DSM spending reductions (but DSM 8 

management costs, which are recorded in the deferral account, will be reduced by 2.0 FTE). 9 

 10 

 11 

 12 

62.5 Please describe and quantify the total non-Labour resources that are utilized in 13 

managing the DSM programs.  14 

  15 

Response: 16 

The following table shows the Planning & Evaluation non-labour expenditures used to manage 17 

the DSM programs: 18 

 19 
 20 

M&E (Monitoring & Evaluation) Reports includes the cost of hiring independent consultants to 21 

review the DSM programs, as per the filed M&E 2013-15 Plan.  Office expenses include 22 

telephony, staff travel & training expenses, etc.  Consulting fees are for general (non M&E) 23 

consultants used for program development etc.  The DSMAC (Demand-side management 24 

Advisory Committee) expenses include travel expenses for members to attend the meetings. 25 

 26 

 27 

 28 

2012 2013 2014

Actual Plan Plan

M&E Reports 164 200 100

Office Expenses & training 60 50 40

Consulting Fees 104 80 65

DSMAC 9 10 5

sub-Total 338 340 210
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62.6 Please explain whether or not FortisBC will reduce the non-labour resources 1 

used in managing the DSM programs given a reduction in its DSM spending from 2 

the 2013 approved.  3 

  4 

Response: 5 

Confirmed, please refer to the response to CEC IR 2.62.5. 6 

  7 
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63 Reference:  Exhibit B-10, CEC 1.3.2 Question and Response 1 

 2 

 3 

 4 

63.1 Why was there a 13% increase in Approved Gross O&M from 2010 to 2011, 5 

when the increases from the other years were significantly lower? 6 

  7 

Response: 8 

The increase in gross O&M from 2010 to 2011 is related to the Commission determination that 9 

previously capitalized expenditures related to transmission and distribution pine beetle kill 10 

hazard tree removal and right-of-way reclamation, as well as the hot tap connector replacement 11 

program, be classified as routine operating and maintenance expense.  As well, O&M 12 

requirements increased in 2011 in relation to MRS compliance requirements, as discussed in 13 

section C4.10.3 of the Application (Exhibit B-1).   14 

 15 

 16 

 17 

63.2 Please identify what year(s) Actual information was provided in the request for 18 

and approval of the 2011 O&M.   19 

  20 
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Response: 1 

The question is unclear.  However, please note that generally Revenue Requirements Approval 2 

(RRA) requests for any specific year (of which O&M Approval is a subset) are ahead of initiation 3 

of that year. 4 

Specifically for RRA 2011 the following were provided:  5 

 O&M Forecast 2011 (Financial Schedules: Revenue Requirement Overview & Table 6 

2E); 7 

 O&M Approved 2010 (Financial Schedules: Revenue Requirement Overview Table 2E); 8 

 O&M Forecast 2010 (Financial Schedules: Schedule-2); and 9 

 O&M Actual 2009 (Financial Schedules: Schedule-2). 10 

 11 

 12 

 13 

 14 

63.3 Please explain why 2010 experienced a 3.1% variance in O&M, which is more 15 

than double that of other years. 16 

  17 

Response: 18 

The variance of 3.1 percent for 2010 O&M was primarily a result of increased recoveries of 19 

executive time working on non-regulated activity, increased vehicle charge out recoveries to 20 

O&M for capital work, and increased labour charged out. 21 

 22 

 23 

 24 

63.4 Does FortisBC consider 3.1% to be a nominal variance in this instance?  Please 25 

explain why or why not.  26 

  27 

Response: 28 

Yes, FBC considers the 3.1 percent to be a nominal variance. The overall variance was a 29 

cumulative effect of individual variances primarily arising out of: 30 

 Increased recoveries of executive time working on non-regulated activity,  31 
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 Increased vehicle charge out recoveries to O&M for capital work, and  1 

 Increased labour charged out. 2 

 3 

Please also refer the response to CEC IR 2.63.3 4 

 5 

 6 

 7 

63.5 What is the maximum variance that FortisBC considers as „nominal‟? Please 8 

provide a rationale. 9 

  10 

Response: 11 

Any specific variance analysis reviews the circumstances and volume of variance to determine 12 

whether such variance can be considered “nominal” or minor. 13 

  14 
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64 Reference:  Exhibit B-10, CEC 1.3.3 1 

 2 

  3 

64.1 Please provide specifics with respect to market related variance not previously 4 

anticipated. 5 

  6 

Response: 7 

Domestic and worldwide market supply and demand can significantly influence equipment and 8 

material costs. Contractor construction resource availability can also contribute to market 9 

related variances.  Please also refer to the response to CEC IR 2.64.1.1. 10 

 11 

 12 

 13 

64.1.1 Would FortisBC agree that frequent forecasting can improve 14 

understanding of market factors and reduce unexpected outcomes? 15 

  16 

Response: 17 

Although it is possible that more frequent forecasting may improve the understanding of market 18 

factors and potentially reduce unexpected outcomes, it is uncertain whether such improvement 19 

would offset the incremental cost associated with more frequent forecasting.  FBC already 20 

keeps abreast of market conditions through both formal (i.e. tender responses and project 21 

meetings) and informal discussions with local-area contractors, vendors, and other utilities 22 

across Canada including BC Hydro, and believes this to be a reasonable and cost-effective 23 

approach to maintaining an understanding of market factors.  FBC further notes that the market 24 

variances referred to in response to CEC IR 1.3.3 were experienced during a period of 25 

unprecedented volatility (Kettle Valley and OTR projects); as such it is unlikely that more 26 

frequent forecasting during such volatility for multi-year projects  would have resulted in a more 27 

consistent and accurate prediction of markets factors.  28 
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 1 

 2 

64.1.1.1If not, please explain why not. 3 

  4 

Response: 5 

Please refer to the response to CEC IR 2.64.1.1. 6 

 7 

 8 

 9 

64.1.2 Please provide specifics with respect to lower than anticipated customer 10 

activity. 11 

  12 

Response: 13 

The New Connects System Wide project is a customer driven project.  The project involves the 14 

installation of new electrical services consisting of additions to FBC overhead and underground 15 

equipment.   16 

The forecast expenditures for the New Connects System Wide project are based on a three-17 

year rolling average, adjusted for anomalous years, projected customer growth and inflation.  18 

The three-year rolling average method is used to derive this budget as FBC is unable to predict 19 

the variables in the future that would affect this budget.  Using historical spending patterns to 20 

predict the basis of future year budgets is the most reasonable approach from FBC‟s 21 

perspective. 22 

The variance due to lower than anticipated customer activity means that there were fewer 23 

customers than forecast that requested the installation of new electrical services. 24 

  25 
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65 Reference:  Exhibit B-10, CEC 1.17.1, 1.17.2 and 1.17.3 1 

 2 

65.1 Please confirm that the savings related to e-billing is approximately $10.20 3 

annually per customer who adopts ebilling. 4 

  5 

Response: 6 

$10.20 is correct only for those customers on the Equal Payment Plan and receiving an invoice 7 

monthly.  The balance would be billed on a bi-monthly basis therefor the annual savings would 8 

be $5.10 per invoice (not customer). 9 

 10 

 11 

 12 

65.2 Please confirm that FBC predicts an increase of 5% in e-billing over the 5 year 13 

term of the PBR. 14 

  15 

Response: 16 

FBC expects to exceed an increase of 5 percent in e-billing over the 5 year term of the PBR. 17 
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 1 

 2 

 3 

65.3 Please confirm that, assuming approval of the PBR in April of 2014, the expected 4 

e-bill adoption will be in the order of 20.16%. 5 

  6 

Response: 7 

FBC has already exceeded 20.16 percent.  The Company expects to have an e-bill adoption 8 

rate of approximately 22 percent by the end of April 2014. 9 

 10 

 11 

 12 

65.4 Would FortisBC agree that a 60% adoption of e-billing would result in additional 13 

savings of approximately $265,000 per year?  14 

  15 

Response: 16 

Correct. 17 

 18 

 19 

 20 

65.4.1 If not, please explain why not and calculate the savings that would arise 21 

from a 60% adoption rate. 22 

  23 

Response: 24 

Please refer to the response to CEC IR 2.65.4. 25 

 26 

 27 

 28 

65.5 What practices does FortisBC undertake to increase the adoption of e-billing? 29 

  30 
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Response: 1 

FEI is evaluating various alternatives to increase the adoption of e-billing, such as the use of 2 

loyalty programs, promotional information booths, sign-up campaigns in public settings, friends 3 

and family campaigns, contests and reminders on paper billings. 4 

 5 

 6 

 7 

65.6 Has FortisBC investigated additional practices to increase adoption of e-billing, 8 

and if so, what are they? 9 

  10 

Response: 11 

FBC is always looking for new ways to increase adoption of paperless billing.  We are 12 

evaluating alternatives such as the use of loyalty programs, promotional information booths and 13 

sign-up campaigns in public settings, friends and family campaigns, contests and reminders on 14 

paper billings. 15 

 16 

 17 

 18 

65.6.1 Please identify any practices FortisBC intends to implement to increase 19 

the adoption of e-billing over the PBR term, and the anticipated costs 20 

arising from these practices.  21 

  22 

Response: 23 

FBC will continue to encourage the promotion and awareness efforts of adopting paperless 24 

billing while evaluating various alternatives such as the use of loyalty programs and awareness 25 

campaigns. 26 

Associated costs have not been ascertained yet, however, it is anticipated that the majority of 27 

any dollars required would be associated with digital and print media. 28 

  29 
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66 Reference:  Exhibit B-1, page 16 1 

 2 

66.1 What self-service options does FBC intend to introduce during the PBR period? 3 

  4 

Response: 5 

As stated in the reference, FBC intends to provide customers with the ability to access their 6 

billing data and consumption information through web browsers and mobile devices. 7 

 8 

 9 

 10 

66.2 What savings does FBC expect to achieve through the introduction of new self-11 

service options. Please quantify. 12 

  13 

Response: 14 

FBC has not quantified the savings from new self-service options, but expects that call volume 15 

to the contact centre may be somewhat reduced.  The Company submits that the primary 16 

benefit of self-service options is typically not a reduction in costs, but rather an increase in 17 

customer access to their consumption information.  Customers who prefer to interact through 18 

these self-service options may not have phoned the Company and will more easily have access 19 

to their usage data.  Therefore, the primary benefit is increased customer access. 20 

 21 

 22 

 23 

66.3 How does FortisBC intend to track savings related to self-service options? 24 

  25 

Response: 26 

FBC will continue to track call volume into the contact centre by call type.  This will allow the 27 

Company to estimate self-service option savings (after normalizing call volume for other factors, 28 

such as the increased customer count due to the integration of City of Kelowna, for example). 29 
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 1 

 2 

 3 

66.4 Are the self-service options related to the AMI deployment?  Please explain 4 

which, if any, elements of the self-service options are dependent on AMI 5 

deployment. 6 

  7 

Response: 8 

The self-service options are not directly related to the AMI project.  However, hourly 9 

consumption data from the AMI system is expected to enhance the self-service options. 10 

  11 
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67 Reference:  CEC 1.3.1 1 

 2 

67.1 Please provide the internal documentation of the company‟s decision to deal with 3 

ongoing improvement versus other approaches. 4 

  5 

Response: 6 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 7 

PBR Methodology IR responses. 8 

 9 

 10 

 11 

67.2 Was the decision an ad hoc decision or one made with evaluation of options? 12 

  13 

Response: 14 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 15 

PBR Methodology IR responses. 16 

 17 

 18 

 19 

67.3 Does FBC believe that the Commission may find it useful to have a prudent 20 

consideration of options as part of its role in approving any future regulatory 21 

regime and or future productivity improvement regime particularly one where 22 

there is a proposed financial incentive to be offered to the company‟s 23 

shareholder? 24 

  25 

Response: 26 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 27 

PBR Methodology IR responses. 28 

  29 
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68 Reference:  CEC 1.19.1  1 

 2 

68.1 Please comment on whether or not FBC considers that it could be in the 3 

customers interest to achieve greater productivity savings without the need to 4 

provide an incentive to the company‟s shareholder over and above the fair return 5 

on its invested capital and the return of that capital as well as the recovery of 6 

prudently incurred cost for operation of the utility. 7 

  8 

Response: 9 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 10 

PBR Methodology IR responses. 11 

 12 

 13 

 14 

68.2 Please comment on whether or not there may be alternative regulatory 15 

mechanisms to capture regulatory efficiency benefits and fair return opportunities 16 

for investment in productivity improvement. 17 

  18 

Response: 19 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 20 

PBR Methodology IR responses. 21 

 22 

 23 

 24 

 25 

68.3 Please confirm that the company has not looked at alternative regulatory models. 26 

  27 

Response: 28 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 29 

PBR Methodology IR responses. 30 
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 1 

 2 

 3 

68.4 Please comment upon whether or not the FBC believes that it would be useful to 4 

the Commission to have available, consider and evaluate alternative options to 5 

the ones proposed by FBC. 6 

  7 

Response: 8 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 9 

PBR Methodology IR responses. 10 

  11 
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69 Reference:  CEC 1.19.2 1 

 2 

69.1 Why would FBC assume that fundamentally conflicting interests would involve 3 

the customers in wanting to provide an unfair return on capital and result in a 4 

financially unsound utility? 5 

  6 

Response: 7 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 8 

PBR Methodology IR responses. 9 

 10 

 11 

 12 

69.2 Surely the fundamental conflicts between utility shareholder interests and 13 

ratepayer interests is what the Commission adjudicates all the time, is this not 14 

the fundamental role of the regulator? 15 

  16 

Response: 17 

This IR has been identified as relating to the PBR Methodology and will be submitted with the 18 

PBR Methodology IR responses. 19 

  20 
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70 Reference:  Exhibit B-10, 1 51.3 1 

 2 

70.1 Would FEI expect that theft could begin to diminish prior to the introduction of the 3 

AMI system? 4 

  5 

Response: 6 

FBC does expect that the AMI deterrent impact on theft reduction could begin in advance of 7 

deployment as marihuana producers who currently steal electricity might proactively modify their 8 

business model in advance of AMI deployment. The Application reflects this expectation in the 9 

AMI Probable scenario by estimating a 2 percent increase in the theft deterrence ratio in 2013, 10 

the year prior to deployment.   11 

 12 

 13 

 14 

70.1.1 If no, please explain why not with discussion as to the deterrence effect 15 

of introducing AMI and whether or not that could occur based on the 16 

expectation of implementation. 17 

  18 

Response: 19 

Please refer to the response to CEC IR 2.70.1. 20 

 21 

 22 

 23 

70.1.2 If yes, please explain when FortisBC might start seeing reductions in its 24 

loss growth due to reduced theft. 25 

  26 

Response: 27 

Please refer to the response to CEC IR 2.70.1.  28 

 29 

 30 
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 1 

70.2 Please explain and quantify with sensitivities the cost benefits that would accrue 2 

with a larger reduction in loss growth than FortisBC predicts. 3 

  4 

Response: 5 

The value of loss reduction in 2014 is approximately $37 per MWh, escalating to $39 per MWh 6 

in 2018.  This is constant, regardless of the size of the loss reduction. 7 

The following table presents potential benefits if the AMI program is more successful in reducing 8 

losses than anticipated by percentage factors of 10, 25 and 50. 9 

 10 

 11 

The Company notes that any reduction in power purchase expense due to a larger than 12 

predicted reduction in power purchase expense will accrue entirely to FBC customers. 13 

  14 
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71 Reference:  Exhibit B-8, CEC 1.71.1 and CEC 1.56.1 1 

2 
  3 

 4 

71.1 Please confirm or otherwise explain that the AMI application was considered by 5 

FortisBC to be conservative in its estimations and quantifications of benefits. 6 

  7 

Response: 8 

Confirmed. 9 

 10 

 11 

 12 

71.1.1 If confirmed, please provide a list of all the areas in which FortisBC 13 

considers and/or identified the AMI application to have been 14 

conservatively estimated.  15 

  16 

Response: 17 

FBC considers that it has applied prudently conservative estimations in all aspects of the 18 

project, including the timing of benefits realization, the types of benefits to include in the 19 

financial analysis of the project (meter reading was considered; IHD/CIP were not considered), 20 

and the attribution of contingency allowances during project implementation.   21 

Examples noted in the AMI CPCN regulatory process are found at: 22 
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 BCUC IR:  1 

o 1.5.1 failure rate of electro-mechanical meters; 2 

o 1.16.1 unclaimed potential CIP benefit; 3 

o 1.47.3 provision for meter base replacements; 4 

o 1.57.3 inflation rate for all aspects of the project; 5 

o 1.85.3.1 theft rate; and 6 

o 1.87.2 NPV of net benefit for theft reduction. 7 

 BCSEA IR:  8 

o 1.44.2 unclaimed potential IHD benefit. 9 

 CEC IR:  10 

o 1.67.2 inflation rate; and 11 

o 1.78.1 forecast of customer growth. 12 

 BCUC IR: 13 

o 2.62.4 collection success rate for theft recoveries; 14 

o 2.77.1 calculation of benefits; 15 

o 2.79.2 calculation of benefits; 16 

o 2.81.1.1.1 calculation of benefits; and 17 

o 2.86.1.1 benefit risk and uncertainty. 18 

 CEC IR:  19 

o 2.25 unclaimed IHD potential benefit; and 20 

o 2.25.1 growth of potential IHD benefit. 21 

 22 

 23 

 24 
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71.2 Please provide a list of all the sustaining benefits that were non-quantified but 1 

that may result in cost savings and provide a link to the Application and 2 

Information Requests.   3 

  4 

Response: 5 

Sustaining benefits that were not quantified beyond the 20 year project financial analysis, but 6 

will result in continuing cost savings include: 7 

 Improved Outage Management; 8 

 Conservation Rate Structures; 9 

 In-Home Display; 10 

 Customer Information Portal; and 11 

 Enhanced System Modeling. 12 

 13 

Please also refer to the responses from the AMI CPCN application for CEC IR 2.2.1 and 2.3.1 14 

(which can be found at http://www.bcuc.com/Documents/Proceedings/2012/DOC_32832_B-15 

15_FBC-Response-Intervener-IR2.pdf) which elaborate further on non-quantified benefits. 16 

 17 

 18 

 19 

71.3 Please provide quantifications of the conservative estimates of the AMI program 20 

as outlined in the Application and responses to Information Requests. 21 

  22 

Response: 23 

A copy of Table 1.1.a from the addendum to the CPCN application for the AMI Project (Exhibit 24 

B-1-2 from the AMI proceeding) is provided below, which details a summary of the forecast 25 

costs and benefits associated with the AMI project.  FBC notes that the forecast costs and 26 

benefits, as detailed in the table below, were the subject of an extensive and thorough review as 27 

part of the CPCN application for the AMI project, and were ultimately determined to be 28 

reasonable.  As such, the savings related to reductions in costs for manual meter reading, 29 

disconnection and reconnection, meter exchanges, and contact centre activities have been 30 

appropriately included in the determination of total O&M under PBR.   31 

Please also refer to the above responses to CEC IRS 2.71.1.1 and 2.71.2.  32 

http://www.bcuc.com/Documents/Proceedings/2012/DOC_32832_B-15_FBC-Response-Intervener-IR2.pdf
http://www.bcuc.com/Documents/Proceedings/2012/DOC_32832_B-15_FBC-Response-Intervener-IR2.pdf
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• Personal property which includes some of the non-affixed utility equipment, the 

electrical utility customer data, and the meter data files; 
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27 

28 

29 

30 

31 

• Some limited intellectual property; and  

• Potentially the assumption of some of the City’s material contracts. 

The parties have been able to complete a large portion of the due diligence with respect to the 

transaction.  The due diligence process has been facilitated by the fact that FortisBC has 

planned, operated and maintained the City’s utility assets since 2000.  FortisBC is familiar with 

the assets, their condition and their operation.  The type and condition of the City’s assets are 

similar to FortisBC’s distribution assets. There are final pre-closing due diligence and 

transaction steps being completed by the parties consistent with a commercial transaction of 

this type as set out in the Asset Purchase Agreement. 

5.1 DISCUSSION OF INCREMENTAL REVENUE REQUIREMENT IMPACTS  
The following Figure 2 provides an overview of the financial impact of FortisBC’s acquisition of 

the City of Kelowna’s electric utility assets.  The analysis demonstrates that the acquisition 

would mitigate customer rate increases by 1.6 percent in 2014, and that savings would be 

reduced over the next several years.  The cumulative effect of the acquisition has an 

approximate 1 percent mitigation effect on customer rates.  

The analysis compares the revenue requirements including the impacts of the acquisition (on 

the left), to the revenue requirements excluding the acquisition (in the middle), to the difference 

or incremental revenue requirements of the City’s utility assets under FortisBC’s ownership.  For 

2013 (excluding the acquisition), the numbers reflect the approved 2013 Revenue 

Requirements for FortisBC and 2014 through 2017 is the preliminary forecast revenue 

requirements.  The final revenue requirements for 2014 and beyond are subject to further 

refinements as the application(s) for those years are prepared.  

The following discussion, which is focused on the difference, or COK stand alone columns (in 

red), summarizes the impacts of the acquisition on a line by line basis: 

a) Sales Volume (GWh) – There is no impact to sales volumes as FortisBC currently 

supplies the electricity to the City of Kelowna for resale to the end use customers.  After 

completion of the transaction, the City of Kelowna’s current customers will be supplied 

on a retail basis pursuant to FortisBC’s Electric Tariff as opposed to the current situation 

where FortisBC supplies the City of Kelowna on a wholesale basis pursuant to 
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FortisBC’s Electric Tariff and the City supplies the end use customers on a retail basis 

pursuant to the City’s electric rate bylaw. 

1 
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25 

26 

27 

28 

29 

b) Rate Base – The impact to rate base for 2013 is the addition of $55.0 million of utility 3 

assets being acquired from the City, the expected $0.5 million of closing costs and the 

2013 capital expenditures.  These are all weighted for the portion of the year that the 

expenditures are in rate base.  For 2014 and onward, the impact to rate base is the prior 

year rate base plus capital expenditures less depreciation. 

c) Return on Rate Base – The return on rate base is essentially unaffected by the 8 

transaction.  There are some very minor impacts resulting from the timing of additions to 

rate base. 

d) Power Purchases and Water Fees – There is no impact to power purchases or water 

fees due to the fact that sales volumes remain unaffected by the transaction. 

e) O&M Expense – This is the Operation and Maintenance cost associated with the City of 

Kelowna’s electric utility assets under FortisBC ownership.  The incremental increase 

arises due to these costs, which were formerly paid by the City, now being paid by 

FortisBC. This includes the operations and maintenance of the assets and the customer 

service functions.  In 2013, approximately 62% of the costs are associated with 

customer service functions, composed primarily of the interim continuation of the Corix 

contract.  After 2013, once FortisBC performs these functions in-house, the customer 

service component falls as a percentage of the total and levels off at 36% after 2015. 

There are no incremental administrative costs associated with the addition of the City’s 

assets or customers. 

f) Capitalized Overhead – Capitalized overhead is 20 percent of gross O&M which is the 

capitalized overhead rate approved for FortisBC. 

g) Other Income – no change in other income. 

h) Property Taxes – The assets involved in the transaction will attract property taxes, 

payable by FortisBC, once the Company assumes ownership.  Property taxes will first 

become payable in 2014 based upon the assessed 2013 values.  For this reason, there 

are no incremental costs associated with property taxes in 2013. 
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i) Income Taxes – This represents the income taxes levied to the Company as a result of 1 

the incremental revenues and incremental costs associated with the new customers and 

utility assets.  Income taxes also reflect the benefit associated with the fact that this is a 

purchase of assets at a fair market value of $55.0 million, plus applicable taxes and 

adjustments, and the full purchase price will be subject to CCA deductions. 
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j) Cost of Debt – This represents the 60% debt portion of rate base financed at the 6 

Company’s debt rates. 

k) Cost of Equity – This represents the 40% equity portion of rate base financed at the 8 

Company’s approved Return on Equity (ROE) of 9.9 percent.  Note that any change to 

capital structure or ROE resulting from the Generic Cost of Capital process currently 

before the Commission, would further impact this transaction and the results would flow 

through to customers. 

l) Depreciation and Amortization – There is no depreciation associated with the acquisition 

of the electric utility assets in 2013 as FortisBC calculates depreciation on its closing 

asset balance as at the end of the preceding year.  For 2014 onward this is the 

depreciation of the assets at the approved FortisBC depreciation rates. 

m) Flow-Through Adjustments- There is no impact to the existing flow-through adjustments 

as a result of this transaction. 

n) Customer Benefit of Transaction – For 2013, this represents the benefit to customers 

associated with the transaction.  As 2013 rates are already approved, this $1.98 million 

benefit will be recorded in a deferral account for the benefit of customers.  Disposition 

will be sought in FortisBC’s 2014 Revenue Requirements Application.  For 2014, the 

analysis assumes that this benefit will be flowed back to customers to mitigate the 2014 

customer rate increase.  

o) Total Revenue Requirement – This represents the total incremental revenue that will be 

collected pursuant to FortisBC’s Electric Tariff from those customers currently served by 

the City of Kelowna.  As a result, the Company is requesting an increase to the base 

amount of Revenues for calculating the Revenue Variance Deferral Account by $6.798 

million to account for the incremental revenue.  For greater clarity, the revenue subject to 

variance deferral flow-through should be increased from $303.732 million to $310.529 

million.  This is necessary due to the fact that FortisBC currently has a revenue variance 
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flow-through mechanism in place.  This mechanism was approved as part of the 

Company’s 2012 and 2013 Revenue Requirements Application. 

1 

2 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

p) Rate Increase – This represents the rate increase or (decrease) associated with the 3 

transaction.  For 2013 there is no impact due to the fact that 2013 rates are set, but the 

benefit to customers is deferred and flows through to customers in 2014 as discussed in 

item (m) above.  For 2014, rates would be mitigated by 1.6 percent as a result of the 

transaction.  For 2015 and 2016 that mitigation effect is somewhat diminished.  This is 

primarily due to the fact that the 2014 rates are mitigated by both the amounts related to 

2013 and 2014 and are therefore lower than they otherwise would have been.  Note that 

the final rate impacts of the transaction on 2014 and future rates may differ slightly if the 

underlying Revenue Requirements for those years were to change. 

q) Cumulative Rate Increase – This represents the cumulative effect of the benefits 

associated with this transaction.  Over time, customer rates are mitigated by 

approximately 1 percent. 
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1 

2 

3 

4 

5 

6 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

6.0 PROVINCIAL GOVERNMENT ENERGY OBJECTIVES AND 
POLICY CONSIDERATIONS  

The purchase of Kelowna’s electric utility will have a small but positive impact in advancing 

governmental energy objectives.  FortisBC personnel currently plan, operate and maintain the 

City’s utility and the Company provides the same energy conservation services to City 

customers as it does to its own customers.  This will not change as a result of the transaction.   

While the City and FortisBC have had a close and highly cooperative relationship with regards to 

the utility, the transaction will result in an efficiency gain which will be beneficial in lowering 

overall rates.  While the City’s and FortisBC’s rates are similar they are not identical at this time.  

With the purchase, City customers will be supplied electricity under FortisBC rates.  FortisBC 

rates are more closely linked to “conservation rates” which have been ordered by the BCUC for 

FortisBC and are legally mandated for BC Hydro.  The transaction will provide for added 

consistency in ratemaking, conservation objectives, and as it relates to those factors, the 

adoption of technology that facilitates these objectives. As a result of the amalgamation the 

BCUC will have additional customers under its oversight and guidance in rate and conservation 

matters and this will promote additional concordance with provincial objectives. 

7.0 NEW SERVICE AREAS 
Customer Contact 

After the interim period of the last nine months of 2013 during which the City utility customers 

will continue to deal with their existing service provider, all customer service and emergency 

interactions will transition to FortisBC.  FortisBC provides a number of convenient contact 

methods for its customers: 

Toll free:   1-866-436-7847 

International:   1-250-368-0690 

Fax:   1-866-540-6732  

E-mail: electricity.customerservice@fortisbc.com. 26 

27 

28 

Website: www.fortisbc.com 

Electricity emergencies or power outages: 1-866-436-7847 (24 hours) 

mailto:electricity.customerservice@fortisbc.com
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2013 2014 2015 2016 2017 Remarks
(9 Months)

1       Operations 488             670            690          710          732          
2       Insurance 22              23             24            25            27            
3       Corix Contract 810             -            -           -           -           
4       Bad Debt 25              65             73            78            79            
5       Meter Reading -             300            153          30            31            Declining cost due to AMI
6       Printing & Postage -             75             77            78            80            
7       TCC -             223            230          237          244          
8       Total: 1,344          1,356         1,246        1,158        1,192        

Additional O&M due to COK:

1 

2 
3 

4 
5 
6 
7 
8 

9 
10 
11 

12 

 
 

FBC states on page 19: “In 2013, approximately 62% of the costs [O&M costs] are 
associated with customer service functions, composed primarily of the interim 
continuation of the Corix contract.  After 2013, once FortisBC performs these functions 
in-house, the customer service component falls as a percentage of the total and levels 
off at 36% after 2015.” 

14.9 If 62% of incremental O&M costs in 2013 are a result of the Corix contract and 
these costs drop to 36% of incremental O&M after 2015, please explain why the 
incremental O&M costs do not also drop by the same percentage by 2015. 

  

Response: 13 

14 
15 

18 
19 

Please refer to the table (also provided below) in response to BCUC IR No. 1 Q14.8.  The drop 
in O&M costs does not occur until after 2015 primarily because of two reasons: 

1. The cost for 2013 is only for 9 months of the year; and 16 

2. The bulk of the O&M cost reduction is due to the meter reading cost which is expected to 17 
decline with the implementation of Advanced Metering Infrastructure (AMI). AMI would not 
be fully deployed until after 2015. 
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1 

2 
3 

4 
5 

6 

 

 
 

14.10 Please provide the forecasted rate impact and bill impact for each customer 
group for each of the forecasted years in Figure 2 (i.e. years 2013-2017).  

  

Response: 7 

8 The requested data has been provided in the table below: 

Year 2013 2014 2015 2016 2017 Cumulative 
Total 

Rate Impact Without 
Transaction 4.2% 7.0% 11.0% 7.0% 2.1% 35.2% 

Rate Impact with 
Transaction 4.2% 5.4% 11.7% 7.1% 2.2% 34.3% 

9 
10 
11 

Using the same assumptions and customer profiles developed in the response to ICG IR No. 1 
Q3.2 and assuming no load growth would yield the following result with the rate increases 
above: 
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1  Reference:  November 13, 2012 Application, pages 8 and 13 1 

2 
3 
4 
5 

6 

1.1  Given that FortisBC personnel currently plan, maintain and operate the City’s 
electric utility assets (page 13, lines 24-26), please describe more fully the basis 
for the claimed “increased efficiency related to the continuity of service territory 
that this transaction affords” (page 8, lines 22-23). 

  

Response: 7 

8 
9 

10 
11 

12 
13 
14 
15 
16 

17 

18 
19 
20 
21 
22 

23 
24 

25 

26 
27 
28 
29 

30 
31 

32 

The increased efficiency compared to status quo is a result of FortisBC personnel being able to 
perform these services on the City’s distribution assets directly as if they were working on 
FortisBC distribution assets.  These functions and the individual projects will no longer have to 
be: 

• reviewed and approved by the City of Kelowna; 
• tracked and invoiced separately; 
• operated pursuant to the contractual terms of the contract between FortisBC Pacific 

Holdings Inc. (FPHI) and the City; and 
• operated pursuant to the sub-contract between FortisBC and FPHI; 

All of which effectively increase the cost to the City of providing these functions. 

Finally, operating the two electric distribution systems as a single system will enable increased 
flexibility around serving customer loads in the Kelowna area.  It will no longer be necessary to 
serve customers within the City’s historic service territory from one of the existing City of 
Kelowna service points.  This will likely have the added benefit of deferring and potentially 
eliminating certain capital upgrade projects that would have otherwise been necessary. 

 
 

2  Reference:  November 13, 2012 Application, page 8, lines 19-26 

Preamble: The Application claims that “the acquisition of the City’s electric utility assets 
provides benefits to FortisBC and to utility regulation in general” and that a detailed 
explanation of these benefits can be found in Section 4. However, Section 4 just deals 
with First Nations and Public consultation. 

2.1  Please provide a detailed explanation as to how FortisBC (the Company as 
opposed to its customers) benefits from the transaction. 
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Response: 1 

2 
3 
4 

5 
6 

7 
8 

9 
10 

11 

FortisBC benefits from the earnings on the increased rate base of $55 million at the approved 
rate of return on approved common equity.  The transaction will earn a return equivalent to any 
other capital expenditure undertaken by FortisBC. 

The Company would also like to clarify that the discussion of benefits can be found in sections 
5.1 and 6.0. 

 
 

2.2  Please provide a detailed explanation as to how utility regulation in general 
benefits from the transaction. 

  

Response: 12 

13 
14 
15 
16 
17 
18 
19 
20 

21 
22 

23 
24 
25 
26 

27 

The Company believes that utility regulation in general benefits by allowing BCUC oversight 
over a larger portion of the province’s utility customers which should ensure uniformity in the 
adoption of public policy as it relates to utility customers.  An example of this would be that if the 
Province and the BCUC determine that they want to further conservation through conservation 
rates, currently in the absence of new legislation they have no reasonable means to ensure that 
customers served by wholesale municipal utilities are subject to such conservation rates.  If 
those same customers were served by a regulated utility, the Province and the BCUC have the 
authority to make those determinations and do not require additional legislation. 

 
 

2.3  Are there any benefits to customers (apart from the rate benefits described at 
lines 19-22) and the increased efficiencies related to continuity of service 
territory) that will accrue to either FortisBC’s or the City’s existing customers? If 
so, please outline what they are and how they arise from the transaction. 

  

Response: 28 

29 
30 
31 
32 
33 

There are additional benefits that would accrue to both FortisBC and the City’s existing 
customers as a result of this transaction.  They would include the increased flexibility to serve 
both sets of customers in the Kelowna area.  Currently City of Kelowna customers have to be 
served from the City of Kelowna’s distribution infrastructure and FortisBC customers have to be 
served from FortisBC infrastructure.  In the future, no such distinction will be necessary.  This 
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will delay and may eliminate the need to perform certain capital upgrades.  For instance, 
currently, if a feeder is nearing its capacity and the load being served by that feeder increases, 
the utility would determine if it could transfer some of that load to one of its nearby feeders.  If it 
is able to transfer some of that load to one of its nearby feeders, no feeder upgrade is 
necessary.  If it is not able to do so, then a feeder upgrade is necessary.  Prior to the 
transaction, this type of feeder load balancing is restricted to feeders owned by that utility.  In 
the case of Kelowna feeders, such balancing is limited to other Kelowna feeders, and in the 
case of FortisBC, such load balancing is limited to FortisBC feeders.  After the transaction, there 
will be increased flexibility due to the fact that load can be balanced between those feeders now 
owned by the city and those feeders now owned by FortisBC.  This will likely delay and in some 
cases avoid certain capital upgrades that would have otherwise been necessary.  

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

12 
13 
14 
15 
16 

17 
18 

19 

20 
21 

22 

In addition, more generally, when certain initiatives have a fixed cost component, the addition of 
more customers will mean that the fixed costs associated with those initiatives are shared 
amongst more customers, thus reducing the costs for all customers.  Examples of this would 
include most back office administrative functions, computer software additions or upgrades, and 
many other projects or initiatives that have a fixed cost component. 

 
 

3 Reference:  November 13, 2012 Application, page 9 

3.1  What is FortisBC’s current estimate of the impact that “applicable taxes and 
adjustments” (line 5) will have on the final price paid? 

  

Response: 23 

24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 

Assuming that the transaction concludes prior to March 31, 2013 and therefore the transaction 
itself does not become subject to PST, the applicable taxes and adjustments will have minimal 
impact.  The bulk of the taxes and adjustments will relate to the property transfer tax on the two 
parcels of real property.  In total, these taxes and adjustments are expected to be less than 
$100,000.   

If the transaction were to conclude on or after April 1, 2014, then the Company estimates that 
there could be up to $1.0 million of PST to be paid that would otherwise not be incurred if the 
transaction closed on March 31, 2013. This estimate of PST is based on a preliminary 
interpretation of the revised Provincial Sales Tax Act and the suggested transitional rules to re-
implement the PST. It should also be noted that the BC Ministry of Finance has not yet released 
the PST regulations which will include details on PST exemptions and therefore could 
potentially alter the estimated dollar impact. 
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5.  Reference:  Impact on FortisBC Inc., page 6, and Contracted Operations, page 13 1 

2 
3 

4 
5 

6 
7 
8 

9 

“the transaction will decrease the average O&M per customer and average Revenue 
Requirements per customers by approximately 9 percent as a result of this efficiency.” 

“… FortisBC personnel has planned, maintained and operated the City’s electrical 
assets for approximately 12 years.” 

5.0  Please provide a list and a detailed description of each efficiency improvement 
together with the contribution of each efficiency improvement to the 9 percent 
noted above?  

  

Response: 10 

11 
12 
13 

14 
15 

16 
17 
18 
19 

20 

The 9 percent decrease in average O&M per customer is an economy of scale efficiency that 
would, going forward accrue to customers.  It is simply the comparison of the O&M per 
customer post transaction compared to the O&M per customer prior to the transaction. 

 
 

5.1  Given that FortisBC personnel has planned, maintained and operated the City’s 
electrical assets for approximately 12 years, please explain why it is necessary 
for the Company to purchase the assets to achieve the 9% O&M efficiency 
improvements?   

  

Response: 21 

22 
23 
24 
25 
26 
27 
28 
29 
30 

31 
32 

The 9 percent O&M efficiency improvements are the result of dividing the forecast O&M costs 
by the number of customers including the customers currently served by the City of Kelowna.  
The savings that would accrue to customers are a result of several factors.  These include, the 
fact that FortisBC Pacific Holdings Inc. (FPHI) will no longer be providing utility services to 
Kelowna or FortisBC, thus any profit margin incorporated into the charges from FPHI will be 
eliminated, and that currently the operational savings that result from the higher density nature 
of the City of Kelowna’s service area (more urban vs. more rural) accrues to the City of 
Kelowna.  Once the proposed transaction is complete, and rates are set on a regulated revenue 
requirements basis, those benefits would accrue to all customers. 
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3.2 Is it FortisBC’s view that the transaction (and the related transaction price) should 
be considered fair from a stakeholder and public interest perspective provided it 
provides benefits to existing and to its new customers?  

1 
2 
3 

4   

Response: 5 

6 

7 
8 

9 
10 

11 

Yes. 

 
 

3.3 Apart from the comparative levels of future rates, what other “benefits” for 
existing and new customers should be considered? 

  

Response: 12 

13 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

33 
34 

The benefits that should be considered include, but are not limited to: 

• rates for both sets of customers that are lower than if the transaction did not take place; 
• existing FortisBC customers will receive the benefit of rate mitigation of approximately 1 

percent over the 5 years following the conclusion of the transaction; 
• current City commercial and industrial customers will benefit by both the immediate 

reduction in rates, and by the ongoing rate mitigation that the transaction provides; 
• all customers benefit from the increased efficiency related to the continuity of service 

territory that this transaction affords;  
• existing City of Kelowna customers will benefit from BCUC regulation; 
• as part of FortisBC, existing City of Kelowna customers will have rate parity with other 

FortisBC customers and will likely enjoy more rate stability going forward; 
• existing City of Kelowna customers will benefit from future energy conservation initiatives 

proposed by FortisBC; 
• existing City of Kelowna customers will benefit from a uniform application of provincial 

policy;  
• existing City of Kelowna customers will benefit from the ongoing expert utility 

management of FortisBC that will ensure safe, secure and reliable utility service; 
• existing City of Kelowna customers will benefit from the $55 million sale price for the 

assets; and 
• The City of Kelowna also identified additional benefits in its consultation materials. 
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Commission aid to cross-examination
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