
 

 

 
 
 
 
 
 
December 6, 2013 
 
 
 
Via Email 
Original via Mail 
 
 
 
Commercial Energy Consumers Association of British Columbia 
c/o  Owen Bird Law Corporation 
P.O. Box 49130, Three Bentall Centre 
2900 – 595 Burrard Street 
Vancouver, BC   
V7X 1J5 
 
Attention:  Mr. Christopher P. Weafer 
 
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, Responses Related to the PBR 
Methodology 

Filed as Response to FBC CEC IR No. 3a 

 
On July 5, 2013, FBC filed the Application as referenced above.  FBC submitted its response 
to CEC IR No. 2 on November 26, 2013, noting that the responses to the series of CEC IR 
No. 2 questions 1, 2, 7, 8.1 through 8.3, 9, 10, 11, 16.2, 28, 30, 67, 68 and 69 related to the 
PBR Methodology, and would be submitted together with the PBR Methodology IRs 
responses.  
 
In an effort to differentiate the IR responses relating to the PBR Methodology which are the 
subject of the oral portion of the hearing jointly for FBC and FortisBC Energy Inc. (FEI) from 
those IR responses which relate to other matters for the written portion of the hearing 
individually for each of FEI and FBC, FBC will mark these IR responses as FBC CEC IR No. 
3a.  
 
FBC respectfully submits these FBC CEC IR No. 2 responses related to the PBR 
Methodology. 

Dennis Swanson 

Director, Regulatory Affairs 

 

FortisBC Inc. 

Suite 100 – 1975 Springfield Road 

Kelowna, BC  V1Y 7V7 

Tel:  (250) 717-0890 

Fax: 1-866-335-6295 

www.fortisbc.com 
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If further information is required, please contact the undersigned. 
 
Sincerely, 
 
FORTISBC INC. 
 
Original signed:   
 
Dennis Swanson 
 
 

Attachments 

cc: Commission Secretary 
 Registered Parties (email only) 
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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 

The Companies do not understand the difference intended between this question and CEC IR 15 

3a.1.2 below.  Incremental investments would be economic from FBC’s perspective as long as 16 

the capital cost is included in rate base, and depreciation (recovery of the capital cost over time) 17 

included in revenue requirements.  Rebasing on O&M means rebasing on the actuals 18 

regardless of the original expectation.  19 

 20 

 21 

 22 

1.2 Please confirm that this condition only occurs if the company requires additional 23 

cost to be invested and they have not been included in revenue requirements as 24 

part of an RRA approval. 25 

  26 

Response: 27 

Please refer to the response to FBC CEC IR 3a.1.1. 28 
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 1 

 2 

 3 

1.3 Please confirm that this condition can be remedied by enabling the company to 4 

place into a deferral account costs for unanticipated projects, which were not part 5 

of revenue requirements in an RRA application, such that the deferred costs can 6 

be collected in rates from customers in a future period. 7 

  8 

Response: 9 

Not confirmed.   10 

 11 

 12 

 13 

1.4 Please confirm that for such a deferral account to provide a neutral impact on the 14 

company shareholder the account would also have to capture any unanticipated 15 

benefits for the period as well as the costs. 16 

  17 

Response: 18 

Please refer to the responses to FEI CEC IRs 3a.38.5 and 3a.38.6 regarding the use of 19 

deferrals in this context.  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 

Not confirmed.  The formulaic O&M will be used for rate setting purposes which includes a 7 

substantial stretch over industry for efficiencies (from both O&M and capital) that FBC can 8 

achieve over the term of the PBR.  The forecast or projection of costs in the Application is only 9 

used to provide an indication of how costs may escalate over the Plan period.   10 

The PBR Plan effectively separates revenues determined by the rate-setting process in the Plan 11 

from the actions to control costs and undertake investments that management would undertake 12 

during the term of the Plan.  The resulting efficiencies will improve the Company’s ability to 13 

deliver energy to its customers, safely, reliably and at a reasonable cost. 14 

 15 

 16 

 17 

2.2 Please confirm that to the extent that there is a past variance between such 18 

formula driven forecasts and the eventual actual results the company may not 19 

have to achieve any real efficiency gains, if the forecast is more generous than is 20 

required for the operation of the company. 21 

  22 

Response: 23 

The formula driven amount is not a forecast.  Under any PBR formula the Company has an 24 

incentive to achieve real efficiency gains even if the formula results in more or less revenue 25 

requirements than the Company would actually incur as costs.  Provided that the base year 26 

costs and the formula are appropriate, then there should be real efficiency gains.  The 27 

Commission is reviewing all elements of the PBR plan in this proceeding.  Past variances in 28 

PBR have nothing to do with the current PBR because there has been rebasing in the interim.  29 
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 1 

 2 

 3 

2.3 Please confirm that if the forecast is very tight with respect to the required 4 

amounts for the operation of the company that FBC might have to find efficiency 5 

gains or reduce service levels, if it wanted to earn its return for its shareholder, or 6 

might have greater costs than have been allowed for in customer rates and 7 

would therefore end up with a reduced return to its shareholder, if it was not able 8 

to obtain relief from the Commission.  9 

  10 

Response: 11 

This question references a forecast that is very tight.  The PBR is not a forecast; it is a formula.  12 

If FBC has insufficient revenue to begin with, then the Company would be reluctant to invest 13 

new capital and may not earn a fair return. 14 

Please also refer to the response to FBC CEC IR 3a.2.2. 15 

 16 

 17 

 18 

 19 

 20 

2.4 Please confirm, given that the company was able to operate the company for all 21 

five years with O&M costs below the approved formula forecast or projection, that 22 

the company was not disadvantaged by the process and in fact was provided a 23 

benefit each year over and above its allowed return on equity for its 24 

shareholders. 25 
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  1 

Response: 2 

The Company confirms that it was able to achieve savings as a result of O&M costs being 3 

below the approved formula amount (the formula amount is not a forecast, as implied by the 4 

question).  The Company attributes this to the PBR plan working as it was intended, i.e. it was 5 

the incentives provided under the 2007 Plan that resulted in the O&M that was lower than it 6 

would have been under cost of service regulation.  As a result the 2007 Plan provided benefits 7 

to customers through lower rates than would have been the case otherwise.  FBC believes that 8 

similar benefits for customers are achievable under its 2014 Plan. 9 

  10 
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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 

FBC has not conducted any such quantitative study. FBC’s O&M forecast costs related to 9 

transmission and distribution infrastructure (both stations and lines) are based on actual costs 10 

from recently completed work. These actual costs are then extrapolated with appropriate 11 

adjustments made to account for variations in the nature, location and scale of the work 12 

required. 13 

 14 

 15 

7.2 Please confirm that when customers are added to the electrical system there are 16 

significant portions of the system which do not require any change to integrate 17 

the new customers and for which the O&M costs of that portion of the system will 18 

not need to change. 19 

  20 

Response: 21 

As a practical matter, it is impossible to know which facilities in which parts of the system are 22 

changed as a result of customer additions.  It is certainly true that customer additions on one 23 

feeder segment will have no impact on another remote feeder segment.  It is impossible to say, 24 

however, that customers will not be added to that segment at another time during the year.  The 25 

key point is to reflect the average change in O&M costs across the entire system based on 26 

added customers.  This has been explained in the cited response.  Further, in terms of 27 

corporate services and administration, for example Human Resources costs will include benefits 28 

that go up with number of employees, and as systems become more complex, employees need 29 

a higher level of skills to run them which adds to training and skills building costs. 30 

  31 
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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 

The Company does not agree that some O&M costs that are related to equipment charges 9 

should be viewed as fixed in nature, either with respect to the passage of time or customer 10 

growth.  While it is true that individual pieces of equipment should be expected to require little 11 

maintenance for a period of time after initial use or installation, the assets of the utility are, for 12 

the purpose of a Cost of Service Analysis and accounting, generally viewed in the aggregate.  13 

This pool of assets will at any time have individual pieces of equipment coming into service, 14 

being retired, and at various points in the life cycle.  For this reason, a longer term view is taken 15 

with the O&M expenses classified using a Demand/Energy split that reflects asset mixture. 16 

 17 

 18 

 19 

8.2 Please confirm that for significant portions of the electrical system where there is 20 

no material change in the condition of the system and no change in the 21 

capacities of the system that the costs related to the O&M for this portion of the 22 

electrical system will remain relatively fixed with regard to customer growth but 23 

will experience cost inflation. 24 

  25 

Response: 26 

Please refer to the response to FBC CEC IR 3a.8.1. 27 

 28 

 29 

 30 
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8.3 Please provide a listing of all elements of the FBC O&M costs where there is a 1 

potential for the costs to remain fixed for a period of time relative to customer 2 

growth. 3 

  4 

Response: 5 

Please refer to the response to FBC CEC IR 3a.8.1.  The O&M accounts are too broad to be 6 

useful for isolating costs in such a manner and in the opinion of the Company, given the 7 

discussion in the response to FBC CEC IR 3a.8.1, are not relevant to the treatment of O&M 8 

costs in either a cost of service or PBR revenue requirement. 9 

  10 
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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 

B&V provides the following response. 8 

Looking at the PBR Plan overall, the combined O&M and Capital forecasts are above the PBR 9 

formula on an aggregate basis.  The X-Factor has been determined unrelated to the forecast 10 

costs for the Plan period.  Under the approved PBR Plan revenues will increase based on the 11 

components of the PBR formula and will be divorced from the actual costs incurred. 12 

FBC notes that the forecasts of costs are based on its forecasts of inflation, and actual inflation 13 

will likely differ.  The Company has included the forecasts in Section C as an illustration and 14 

they are indicative only.   15 

 16 

 17 

9.2 Would FBC expect that this data may be interpreted as an indication that either, 18 

the forecasts and projections will be inadequate or that the incentive for 19 

productivity performance will be overly generous. 20 

  21 

Response: 22 

FBC expects that it will be required to make a significant effort to manage within the context of 23 

the formula based on its commitment to have significantly lower cost escalation than would be 24 

expected based on the industry averages. 25 

  26 
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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 
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Response: 1 

The AMI impact for 2018 includes savings of approximately $4.4 million related to the 2 

elimination of the manual meter reading process, the AMI-enabled capability for remote 3 

disconnection and reconnection of meters, a reduction in meter exchanges for compliance 4 

purposes, and a slight reduction in forecast contact centre costs.  These savings are offset by 5 

approximately $1.6 million in new operating costs related to AMI, resulting in a net savings of 6 

approximately $2.8 million.  When these savings are excluded, the forecast PBR O&M in 2018 7 

increases from $63.3 million to $66.1 million. 8 

FBC notes that although the figure provided in response to FBC CEC IR 1.31.3 (Exhibit B-10) 9 

did correctly exclude the impact of AMI, the forecast and PBR O&M costs noted below the figure 10 

were not updated to exclude the AMI impact.  The figure provided below is identical to the figure 11 

previously provided in response to FBC CEC IR 1.31.3, and includes forecast and PBR O&M 12 

costs below the figure which exclude the AMI impact.   13 

Comparison of PBR O&M vs. Forecast – Excluding AMI Impact ($000s) 14 

 15 

 16 

 17 

 18 

10.2 How does the AMI impact affect the PBR formula? 19 

  20 
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Response: 1 

AMI does not affect the PBR formula; as seen in Table B6-5 from the Application (Exhibit B-1), 2 

the AMI impact is tracked outside of the PBR formula  3 

  4 
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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 

Confirmed, the Commission has no constraints on its assessment of the starting point for 8 

forecasting 2014 however, in Cost of Service regulation, the Commission is assessing the O&M 9 

for a future test year to determine rates for that year.  That process typically has the utility 10 

presenting a future forecast of O&M for review and acceptance.  A commonly held convention is 11 

to utilize a previously approved test year O&M as a point of departure as the previous year will 12 

have had regulatory scrutiny that will allow an efficient determination of the future O&M. 13 

In PBR regulation, the Commission is determining a future period O&M based on a formulaic 14 

approach with the focus on the PBR formula.  The first year of a PBR is determined by applying 15 

the formula to a base year.  How that base year is determined can vary but utilizing a fully 16 

vetted and approved O&M is an efficient, logical and appropriate approach.  This is even more 17 

appropriate when the regulatory approval for the starting point O&M was recent. 18 

What the IR implies as a constraint is in fact a logical and appropriate practice. 19 

 20 

 21 

 22 

11.2 Please confirm that when FBC has underspent its O&M levels of expenditure 23 

approved for collection from customers in the utility rates that FBC’s 24 

shareholders will have benefited from retaining the difference between actual 25 

expenditures and those approved for rates. 26 

  27 

Response: 28 

FBC has responded to this question both under PBR and under cost of service regulation. 29 

Under PBR, this cannot be confirmed since FBC shares earnings above the allowed return and 30 

since customers ultimately benefit additionally from the cost of service reset for a future PBR 31 

period. 32 
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Under cost of service, FBC confirms that under spending that is not subject to deferral account 1 

treatment will benefit the shareholder for the test period only, after which those lower costs are 2 

usually rebased for the permanent benefit of customers.   3 

 4 

 5 

 6 

11.3 Please confirm that when rebasing expenditure plans in a Cost of Service 7 

regulation the Commission could well have the view that the savings captured by 8 

FBC as under expenditures in the previous year should be carried over into the 9 

planning for the subsequent years and that the Commission would likely weigh 10 

this evidence and many other sources of evidence into setting the approved 11 

revenue requirements for the following test years. 12 

  13 

Response: 14 

The Company confirms this is correct under both Cost of Service and PBR, if by “carried over” 15 

the question means that the new base would be set at a level that reflected savings captured in 16 

the previous year.  It would not be permissible to engage in retroactive ratemaking by requiring 17 

the utility to disgorge any earnings in the previous year resulting from the savings by setting 18 

current rates lower than they ought to be.   19 

See for example Table B6-4 showing that the sustainable savings were carried over into the 20 

2013 base for FBC’s 2014-2018 PBR formula. 21 

  22 
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16 Reference:  CEC 1.59.9 1 

 2 

16.2 Please explain whether or not any of the components have a fixed nature to them 3 

and are not necessarily increasing incrementally with each customer added to 4 

the system. 5 

  6 

Response: 7 

This IR together with FBC CEC IR 2.16.3 (Exhibit B-25) are the first of a series that ask a similar 8 

question (or questions) of various FBC departments with respect to the fixed/variable cost 9 

structure of the department and whether the department’s costs are directly and linearly related 10 

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

to all of the 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 
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then a very similar O&M formula has been used a number of times in multi-year RRAs 1 

and PBRs for FEI and FBC.  Under PBR this approach to an O&M formula has proven to 2 

be successful in motivating the pursuit of efficiencies by the utility and in providing 3 

benefits for ratepayers. 4 

 As B&V have noted at numerous points in this regulatory proceeding, the costs of the 5 

utility are driven mainly by customers and system capacity (for which customer counts 6 

can be used as a proxy).  The utility-wide O&M formula is fully consistent with this. 7 

Customer-based PBR formulas are also commonly used in other PBR plans.  The use of 8 

customer-based PBR formulas also serves PBR principles such as being easy to 9 

understand, implement and administer.   10 

 The productivity improvement requirement (including the TFP and the implicit stretch 11 

factor) applies to the entire customer base.  With customer growth averaging less than 1 12 

percent each year the implicit stretch factor of 4.5 percent per year or more (the X-factor 13 

of 0.5 percent less the TFP of -4 percent to -6.2 percent (Appendix D-2, page 11)) 14 

applies to about 99 percent of the customer base initially (or between 97 percent and 98 15 

percent of the customer base on average over the five-year term).  The productivity 16 

requirement in the PBR O&M formula therefore greatly exceeds the yearly O&M 17 

increase allowed due to customer growth.       18 

 Many of the questions ask about a direct or linear link between customers and 19 

departmental budgets.  The Company considers that while over time departmental 20 

budgets are impacted by total customers, there are other factors such as management’s 21 

desire to operate efficiently and the addition of discrete amounts of resources required to 22 

respond efficiently to workload requirements.  The result is often a stepwise change in 23 

budgets in response to a gradual increase in customers. 24 

 While it is true that some individual departments may experience little or no impact from 25 

customer growth or capacity expansion (using customer growth as a proxy), it is also 26 

true that for some departments additional customers may increase costs incrementally 27 

more than the percentage of customer growth.  Costs may increase in the short term as 28 

higher overtime costs to provide service to meet the customer expansion.  Over time the 29 

Company will minimize the OPEX by making discrete additions to the department by 30 

adding more resources rather than using existing resources more intensely.  In any 31 

case, the overall costs for OPEX and CAPEX increase with additional customers 32 

regardless of the individual departments own impact. 33 

 34 

FBC provides the following examples by department of costs being related to the number of 35 

customers: 36 
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 Operations:  Many functions of the Operations department are customer-driven, being a 1 

function of the size of the transmission and distribution networks required to serve 2 

customers. These include the monitoring and control of the networks systems, patrol and 3 

maintenance of lines, vegetation management along rights of way and 4 

connecting/reconnecting customers (not requiring capital construction).  As the number 5 

of customers and size of the networks system increases, so does the Operations 6 

workload. 7 

 Customer service:  Costs related to the production of bills and processing of payments 8 

are generally linked to the number of customers.  Call volumes into the contact center is 9 

somewhat linked, but can also be heavily influenced by other factors such as weather, 10 

outages or new programs or services being offered. 11 

 Communications and External Relations:  In addition to communications with customers, 12 

FBC also has communications requirements for stakeholders, government officials, 13 

media, employees and all British Columbians in the service territory.  It may be 14 

reasonable in the short term to characterize the costs for this group to have a somewhat 15 

non-linear relationship with customer count, while in the longer term an increasing 16 

customer base will impact the level of department costs. 17 

 Engineering/Project Management: While each individual cost component may not be 18 

directly and linearly related to the addition of each customer, it is reasonable that 19 

additional system utilization (either through new customer connections or upgrades to 20 

support additional system load) results in increased costs. For example, as the need to 21 

construct additional infrastructure increases there is a direct need to procure more 22 

equipment. This will lead to the need to review material and design standards and 23 

potentially develop additional engineering and equipment standards. It may also result in 24 

the need to bring in additional contracted labour resources to review and develop new 25 

standards. Finally, increased deployment of new devices and infrastructure will likely 26 

result in more equipment failures (assuming a constant failure rate, more infrastructure 27 

must result in more equipment failures on average).  While on its own each of these 28 

aspects may not vary linearly with customer growth, FBC considers it reasonable that in 29 

the aggregate the various puts and takes result in an overall linear cost relationship. 30 

 Operations support:  Operations Support’s costs exhibit an indirect link to the number of 31 

customers through the activity levels of Operations and the Company’s field 32 

contractors.  For instance, as the customer base grows, the activity levels increase for 33 

both Operations and the field contractors, which has a direct impact on the demand for 34 

materials and services from the Supply Chain Services group.   In addition, increased 35 

activity levels by Operations related to customer growth will also impact the demand for 36 

vehicle services from the Fleet Services group.  Finally, as the service territory continues 37 
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to expand with greater customer growth, there is an increased demand for gaining and 1 

managing land rights placed upon the Property Services group.  It should be noted, 2 

however, that Operations Support’s activity levels are also dependent upon the system 3 

reliability requirements within FBC and therefore the department’s costs are also 4 

influenced by any change in industry codes, standards and regulations. 5 

 Environment Health and Safety: EH&S costs are driven primarily by external legislative 6 

and regulatory requirements.  Section C4.13.2 describes the increasing demands on 7 

EH&S in recent years, with respect to increasing safety and environment legislation, 8 

public expectations and awareness.  While the increasing requirements are not directly 9 

customer-driven, this provides an example of cost pressures unrelated to inflation that 10 

must be recognized in a PBR formula, and for which customer growth serves as an 11 

indirect proxy. 12 

 Finance and Regulatory: In the short to medium term, a significant portion of the labour 13 

and non-labour costs for Finance and Regulatory will have a non-linear relationship with 14 

customer count as the compliance and business deliverables related to financial 15 

reporting, tax, treasury, internal control, and regulatory activities, are necessary to be 16 

adhered to regardless of changes in customer count.  However, for example, customer 17 

count will affect the level of capital expenditures which in turn may affect financing 18 

requirements performed by Finance.  This, in turn may result in incremental costs that 19 

may correspondingly increase at levels that are independent of inflation or efficiencies.  20 

Customer growth also affects the number and scope of regulatory applications for capital 21 

projects and the number of customer interactions with regard to tariff matters and 22 

regulatory proceedings.  As such, there is an indirect relationship, over time, with certain 23 

Finance and Regulatory O&M expense to customer count. 24 

 25 

  26 
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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 

The long term cost incentives differ from cost of service under PBR as explained in the 10 

response to FBC CEC IR 1.24.3 (Exhibit B-10).  The expectation of a lower long run cost 11 

trajectory is a substantial benefit to customers that can only be achieved within the context of 12 

efficiency incentives in PBR.  Further there is an increased set of benefits under PBR than 13 

under cost of service where management would not make certain investments with long term 14 

benefits if it could not get full return for those investments.  Further information is provided in 15 

response to FEI CEC IR 1.23.1 (Exhibit B-8), reproduced below. 16 

23.Reference:   Exhibit B-1, Page 29 17 

 18 

23.1  Please explain why utilities should need an extra incentive to perform 19 

efficiently, when they are recovering their prudently incurred costs of 20 

service and earning a fair return on their invested capital (ROE). 21 

  22 

Response: 23 

B&V provides the following response.  24 

Efficiencies with longer term economic paybacks are not economic for shareholders 25 

when the payback extends beyond the expected rate case cycle.  Management must 26 



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: 

December 6, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 

IRs Related to PBR Methodology being filed as IR No. 3a 

Page 20 

 

 

exercise its fiduciary responsibility to shareholders.  If an investment in productivity 1 

cannot create a full return of and on the investment between rate cases, management 2 

would cause a loss in earnings from the investment if it were undertaken.  It is this 3 

disincentive to invest in longer term efficiencies that is overcome under the FEI PBR 4 

Plan.  Further, the return granted by the regulatory authority may not equal the actual 5 

market cost of capital.  In that case, there is also no incentive to invest in efficiencies 6 

when system requirements for safety and reliability compete for capital dollars.  Under 7 

PBR, effective strategies permit the utility to adjust operations to actually earn the 8 

required market based cost of capital. 9 

 10 

 11 

 12 

28.2 Please provide a mathematical example of how the delayed rebasing would 13 

provide a benefit to customers in regard to an equivalent project under cost of 14 

service regulation and under PBR regulation. 15 

  16 

Response: 17 

B&V provides the following response. 18 

The premise of the question is incorrect.  There may be no equivalent project under cost of 19 

service because of differing financial incentives.  The benefit to customers may not be on an 20 

individual level, but rather on an overall level.  Management would not undertake certain 21 

investments with long term benefits under cost of service regulation due to too low a payback on 22 

shorter period.  Please also refer to the response to FBC CEC IR 3a.28.1 above. 23 

 24 

 25 

 26 

28.3 Please confirm that what the company is posing as a proposition is that an 27 

extended PBR period in which the company is sharing in ½ of the savings, will 28 

provide the company an incentive to do more to generate savings and it is the 29 

customers ½ of those additional savings the company is suggesting would be 30 

greater benefits than the customers would otherwise receive. 31 

  32 
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Response: 1 

The first 4 lines in this question are correct, and in addition that PBR generates long term 2 

benefits as well for both customers as well as shareholders.  However, the sharing is only a 3 

portion of the total benefit as discussed in the response to FBC CEC IR 3a.28.1 above.   4 

  5 
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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 

Please refer to the responses to FEI CEC IRs 3a.38.5 and 3a.38.6 regarding the use of 11 

deferrals in this context. 12 

  13 
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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 

As indicated in the response to FBC CEC IR 1.3.1 (Exhibit B-10), FBC has not considered other 7 

approaches to productivity and continues to believe the focus on ongoing improvement is more 8 

appropriate and will deliver benefits as it has done successfully in the past.  The Company does 9 

not have the internal documentation requested. 10 

 11 

 12 

 13 

67.2 Was the decision an ad hoc decision or one made with evaluation of options? 14 

  15 

Response: 16 

Please refer to the response to FBC CEC IR 3a.67.1. 17 

 18 

 19 

 20 

67.3 Does FBC believe that the Commission may find it useful to have a prudent 21 

consideration of options as part of its role in approving any future regulatory 22 

regime and or future productivity improvement regime particularly one where 23 

there is a proposed financial incentive to be offered to the company’s 24 

shareholder? 25 

  26 

Response: 27 

FBC has proposed a PBR Plan which it believes will reinforce its productivity improvement 28 

culture while ensuring safety and customer service requirements continue to be met.  The 29 

Company’s ongoing productivity improvement approach is consistent with the PBR Plan and 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: 

December 6, 2013 

Response to Commercial Energy Consumers (CEC)  

Information Request (IR) No. 2 

IRs Related to PBR Methodology being filed as IR No. 3a 

Page 24 

 

 

with its culture which encourages employees to continually look for ways to be more efficient.  1 

This approach has worked successfully in the past PBR Plan, delivering benefits to ratepayers 2 

and the shareholder.  FBC does not believe other approaches would be appropriate for the 3 

Company. 4 

Please also refer to the response to FBC CEC IR 3a.67.1. 5 

  6 
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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 

B&V provides the following response. 10 

This cannot be confirmed for the reasons cited in the response to FEI CEC IR 1.23.1 (Exhibit B-11 

8) copied here for reference. 12 

13 
23.1  Please explain why utilities should need an extra incentive to 14 

perform efficiently, when they are recovering their prudently incurred 15 

costs of service and earning a fair return on their invested capital (ROE). 16 

  17 

Response: 18 

B&V provides the following response.  19 

Efficiencies with longer term economic paybacks are not economic for shareholders 20 

when the payback extends beyond the expected rate case cycle.  Management must 21 

exercise its fiduciary responsibility to shareholders.  If an investment in productivity 22 

cannot create a full return of and on the investment between rate cases, management 23 

would cause a loss in earnings from the investment if it were undertaken.  It is this 24 

disincentive to invest in longer term efficiencies that is overcome under the FEI PBR 25 

Plan.  Further, the return granted by the regulatory authority may not equal the actual 26 

market cost of capital.  In that case, there is also no incentive to invest in efficiencies 27 

when system requirements for safety and reliability compete for capital dollars.  Under 28 

PBR, effective strategies permit the utility to adjust operations to actually earn the 29 

required market based cost of capital. 30 
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 1 

 2 

 3 

68.2 Please comment on whether or not there may be alternative regulatory 4 

mechanisms to capture regulatory efficiency benefits and fair return opportunities 5 

for investment in productivity improvement. 6 

  7 

Response: 8 

B&V provides the following response. 9 

In general, there are other regulatory mechanisms such as formula rates plus incentives that 10 

can be used as an alternative to PBR.  There are also incentive rate of returns to promote 11 

certain types of new capital investment.  However, these are really just variants on cost of 12 

service regulation.  PBR has more appropriate incentives than these other options. 13 

Attachment 68.2 contains an article by Professor Weisman et al. which provides a good 14 

explanation of why PBR provides more appropriate incentives than cost of service ratemaking, 15 

which would apply to both of the two mechanisms described above.  B&V adopts his 16 

explanation.   17 

 18 

 19 

 20 

 21 

68.3 Please confirm that the company has not looked at alternative regulatory models. 22 

  23 

Response: 24 

Confirmed.  The Companies have successful experience with PBR.  The Commission’s April 18, 25 

2013 letter requires FBC to propose a PBR methodology (please refer to the response to FBC 26 

CEC IR 3a.68.4 below).  As discussed in the response to CEC IR 3a.68.2, the Company 27 

believes that its proposed 2014 PBR Plan is more appropriate than other alternative regulation 28 

models. 29 

 30 

 31 

 32 
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68.4 Please comment upon whether or not the FBC believes that it would be useful to 1 

the Commission to have available, consider and evaluate alternative options to 2 

the ones proposed by FBC. 3 

  4 

Response: 5 

FBC believes that only PBR should be considered by the Commission given the experience in 6 

this jurisdiction with PBR Plans and the Commission’s April 18th letter in which the Commission 7 

required as follows: 8 

“The Commission requires FEU and FortisBC to describe its productivity improvement 9 

culture by an examination of PBR methodologies in its next Revenue Requirements 10 

Applications.  This examination is to evaluate the most recent PBR methodologies 11 

employed by FEU and FortisBC and the various PBR methodologies approved by other 12 

jurisdictions in Canada.  FEU and FortisBC are to propose a PBR methodology and 13 

explain how it addresses the limitations in the various PBR methodologies, and will 14 

achieve a productivity improvement culture.” 15 

 16 

In terms of the design of a PBR plan, the Application Appendix D-1 PBR Jurisdictional 17 

Benchmarking Report provided a comparison of the proposed 2014 Plan with other current 18 

plans in Canada.  Given the Company’s review of other plans, the Company believes the 19 

proposed PBR plan is the most appropriate as it draws on BC’s successful experience with 20 

PBR.   21 

  22 
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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 

A more accurate way of characterizing FBC’s position is that there can be differing views on 8 

what is required to ensure the utility remains sound and different priorities as well.  FBC takes a 9 

long term view, which requires investments to be made today that may have unfavourable rate 10 

implications.  It is certainly reasonable to expect that no customer would actively advocate in 11 

favour of a financially unsound utility; FBC believes it is a fair statement that some stakeholders 12 

may be more focussed on short term rate reductions for their own reasons.   13 

 14 

 15 

 16 

69.2 Surely the fundamental conflicts between utility shareholder interests and 17 

ratepayer interests is what the Commission adjudicates all the time, is this not 18 

the fundamental role of the regulator? 19 

  20 
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Response: 1 

The regulator does adjudicate such matters.   2 

 3 



 

Attachment 68.2 
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