
 

 

 
 
 
December 6, 2013 
 
 
Via Email 
Original via Mail 
 
 
Industrial Customers Group 
c/o #301 – 2298 McBain Avenue 
Vancouver, BC 
V6L 3B1 
 
Attention: Mr. Robert Hobbs 
 
Dear Mr. Hobbs: 
 

Re: FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively the Companies) 

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

Response to the Industrial Customers Group (ICG) Information Request (IR) No. 
2 on PBR Methodology 

Filed as Response to FEI-FBC ICG IR No. 3 

 
On June 10 and July 5, 2013, FEI and FBC, respectively, filed the Applications as referenced 
above.   
 
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 the Companies from those IR responses 
which relate to other matters for the written portion of the hearing individually for each of FEI 
and FBC, the Companies will mark these IR responses as FEI-FBC ICG IR No. 3.  
 
The Companies respectfully submit the attached response to FEI-FBC ICG IR No. 3 
responses related to the PBR Methodology. 
 

Diane Roy 

Director, Regulatory Affairs 
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If further information is required, please contact the undersigned. 
 
Sincerely, 
 
FORTISBC ENERGY INC. and  
FORTISBC INC. 
 
 
Original signed: 
 

 Diane Roy and Dennis Swanson 
 
 
Attachment 
 
cc: Commission Secretary 
 Registered Parties (e-mail only) 
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1.0  Reference:  Exhibit B-1-1, Appendix D1, PBR Jurisdictional Benchmarking 1 

Report from Black & Veatch Effects of throughput, p. 32  2 

―Consider a gas distribution utility in a growing area that adds 45,000 new customers per 3 

year with an average use per customer of 80 GJs. The utility would have a growth in 4 

throughput of 36 million GJs per year. If that same gas distribution utility serves a single 5 

fertilizer plant that uses 1.6 million GJs per month and must take the plant out of service 6 

once every two years for a one month maintenance outage, the volumetric measure of 7 

growth every other year is reduced by 44%. Using volume as the measure of output, all 8 

else equal, the gas distribution utility’s TFP would be significantly lower every other year 9 

even without other factors that impact throughput. That lower TFP would not represent 10 

any change in productivity.‖  11 

―Although these examples are based on a gas distribution utility, similar conclusions 12 

apply to an electric distribution utility.‖  13 

1.1  Please comment on whether FortisBC’s electric customer base contains a large 14 

customer as described in the reference that can skew the volumetric measure of 15 

growth as a result of periodic shutdowns or other factors.  16 

  17 

Response: 18 

Yes.  FBC has several large industrial customers that have a load large enough that a 30 day 19 

shutdown could dramatically reduce or even eliminate the forecast growth in overall 20 

consumption. The largest of these, Celgar, while not a full load customer at the present time, 21 

can through its ability to import power and self-generate have an impact on FBC load even while 22 

not shut down.   23 

 24 

 25 

 26 

1.2  Absent large customers that can disrupt and skew throughput data, please 27 

discuss why throughput is not an appropriate measure of output. Please discuss 28 

the application of any reasons given to the specific characteristics of FortisBC’s 29 

electric utility.  30 

  31 

Response: 32 

B&V provides the following response.   33 

Throughput or kWh does not cause costs for distribution or transmission, which is the basis for 34 

the TFP study.  Since it does not cause any cost, kWh are not being produced, just delivered.  35 
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This is explained in both the Electric TFP study and in comments on other jurisdictions’ studies.  1 

There are no specific considerations for FBC because the basis applies to all electric distribution 2 

and transmission. 3 

 4 

 5 

 6 

1.3  Please provide the calculation to support the 44% reduction in the reference.  7 

  8 

Response: 9 

B&V provides the following response.   10 

45,000 customers times 80 GJs equals 3.6 million GJs.  One month of zero sales equals 1.6 11 

million GJs.  1.6 divided by 3.6 equals 44% change in growth. 12 

  13 
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2.0  Reference:  Exhibit B-1-1, Appendix D1, PBR Jurisdictional Benchmarking 1 

Report from Black & Veatch NERA TFP Study, p. 33  2 

―The AUC adoption of a throughput measure of utility output, on its own, causes the TFP 3 

value to be incorrect. In fact, there are other issues that invalidate the model adopted by 4 

the AUC based on specific assumptions underlying the model.‖  5 

2.1  For each of the issues that Black & Veatch proposes invalidates the model 6 

adopted by the AUC, please discuss the specific application of that issue as it 7 

relates to FortisBC’s electric utility.  8 

  9 

Response: 10 

FBC considers that most of the practical examples mentioned on page 33 of the TFP Report 11 

Appendix D-1 (Exhibit B-1-1) are applicable to FBC.  Further, the discussion in B&V’s TFP 12 

report Appendix D-1 page 33 (FBC Exhibit B-1-1) was providing an explanation of why it is 13 

appropriate to prepare separate gas and electric TFP studies unlike the single gas/electric TFP 14 

study adopted by the AUC.  15 

B&V provides the following response. 16 

Each issue discussed in the analysis is based on fundamental characteristics of the electric 17 

utility industry.  FBC is an electric utility providing distribution and transmission services.  Thus 18 

each issue applies to FBC as discussed in the assessment of the AUC Plan.  That assessment 19 

is by no means exhaustive as it was not intended to be such. 20 

  21 
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3.0  Reference:  Exhibit B-7, BCUC IR 18.1  1 

Empirical Research in Support of Incentive Rate-Setting: 2012 2 

Update Throughput measures, page 4  3 

―Our 2012 econometric analysis of the TFP-based cost specification (Table 1) finds that 4 

customer numbers, system capacity peak demand, and retail kWh deliveries are 5 

statistically significant cost drivers. The estimates of the cost elasticities for these 6 

outputs are 0.408, 0.194, and 0.071, respectively.‖  7 

3.1  Please provide any analysis Black & Veatch has performed on FortisBC’s retail 8 

kWh deliveries to determine significance as a cost driver.  9 

  10 

Response: 11 

B&V provides the following response.   12 

The above citation is related to Ontario electric distribution companies.  The issue of kWh 13 

deliveries as a cost driver is not based on econometric models but rather on an in depth 14 

analysis of cost causation developed through hundreds of utility rate cases, and in depth study 15 

of engineering and operating conditions for electric utilities.  In fact, if an econometric model 16 

includes kWh as a cost driver, the model is not specified correctly and the results are 17 

meaningless.  This conclusion relies on the fact that before developing a statistical model for 18 

econometric analysis it is necessary to develop a theoretical model.  In this case there is no 19 

theoretical rationale for including kWh in a production function.  There is no cost of the 20 

distribution system that changes with kWhs.  Regulators acknowledge the veracity of this view 21 

in every rate case where they make no adjustment to any distribution related expenses based 22 

on normalized sales.  If kWhs were a cost driver it would be necessary to make such an 23 

adjustment in determining revenue requirements.  Further a proper electric distribution cost of 24 

service study allocates no distribution costs using kWhs.  For these reasons no analysis is 25 

required to demonstrate that kWh is not a cost driver for FBC. 26 

  27 



FortisBC Energy Inc. (FEI) and FortisBC Inc. (FBC) (collectively the Companies) 

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

Submission Date: 

December 6, 2013 

Response to Industrial Customers Group (ICG)  

Information Request (IR) No. 3 on PBR Methodology 
Page 5 

 

 

4.0  Reference:  Exhibit B-15, ICG IR 1.2.1 and ICG IR 13.1  1 

4.1  Please prepare a composite table of the tables provided in the above referenced 2 

information requests?  3 

  4 

Response: 5 

Year 
Allowed 

ROE 
Achieved 

ROE 

Variance 
(Achieved – 

Allowed) 
 

Productivity 
Improvement 

Factor 

2003 9.82% 10.88% 1.06%  1% 

2004 9.55% 10.70% 1.15%  0% 

2005 9.43% 9.88% 0.45%  N/A 

2006 9.20% 9.94% 0.74%  N/A 

2007 8.77% 9.23% 0.46%  2% 

2008 9.02% 9.28% 0.26%  2% 

2009 8.87% 9.41% 0.54%  3% 

2010 9.90% 9.65% -0.25%  1.5% 

2011 9.90% 10.67% 0.77%  1.5% 

2012 9.90% 10.52% 0.62%  N/A 

 6 

 7 

 8 

4.2  Please confirm that for 9 of the 10 years from 2003-2012 FortisBC achieved 9 

returns exceeded approved returns, and that for the same period average 10 

achieved returns exceeded approved returns by 58 bps?  11 

  12 

Response: 13 

Confirmed for FBC. 14 

 15 

 16 

 17 

4.3  Please confirm that actual rate of return exceeding approved rates of return have 18 

been justified by FortisBC based on achieving productivity targets during the past 19 

PBR Plans?  20 

  21 
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Response: 1 

Not confirmed.  Under PBR, the productivity targets are embedded in the revenue requirements 2 

such that achieving those productivity targets is necessary, all else equal, in order for the 3 

Company to meet its approved Return on Equity.  Achieving a productivity level greater than the 4 

targets will contribute (in the amount of after-sharing earnings) to a higher return.  FBC 5 

exceeded the productivity factors embedded in the approved O&M Expense in each year during 6 

the 2007 PBR Plan, however, the most significant contributor to variances in the Company’s 7 

ROE during that period has been lower actual Power Purchase Expense compared to forecast.  8 

(Based on FBC’s approach to 2014 and future Power Purchase Expense as explained in 9 

Section C2.4 of its Application, FBC expects that PPE variances will be smaller during the 10 

proposed PBR Term than during the 2007 PBR Plan.)  11 

 12 

 13 

 14 

4.4  Please confirm that for the period from 2003-2012 in which there was a 15 

productivity improvement factor the average productivity improvement factor was 16 

1.6%, and that the average X factor during the last PBR Plan was 2?  17 

  18 

Response: 19 

Confirmed for FBC. 20 

 21 

 22 

 23 

4.5  Please explain why FortisBC should not be required to achieve similar levels of 24 

productivity increases that it has during the past PBR Plans?  25 

  26 

Response: 27 

As posed in the question, FBC has achieved significant synergies in past PBR Plans and 28 

embedded those synergies into its operations.  For example during the 2007 to 2011 PBR term, 29 

the Company absorbed a cumulative 10.4% of productivity improvement factors within its O&M.  30 

This 10.4% productivity increase was not reversed upon exiting the PBR term and setting rates 31 

for 2012/2013.  The BCUC approved increases in 2012/13 reflected increases associated with 32 

new initiatives and Commission ordered changes in accounting policy.  Therefore, current 33 

operations reflect an embedded productivity of, at minimum, 10.4%. 34 
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As productivity improvements are achieved, it becomes increasingly more difficult to achieve 1 

further productivity improvements as the Company is starting from a more productive state to 2 

begin with.  Therefore the level of incremental future productivity that is able to be achieved is 3 

expected to be lower than the level of past productivity that is already embedded within the 4 

organization. 5 

 6 

 7 

 8 

4.6  Please list the objectives of the PBR Plan and identify other jurisdictions, 9 

including source references that have adopted the same objectives?  10 

  11 

Response: 12 

As evident in the Jurisdictional Benchmarking Report prepared by B&V in Appendix D-1 of the 13 

Application, PBR Plans across jurisdictions are designed to recognize the unique circumstances 14 

of companies and the jurisdiction that they operate in.  For example, Ontario’s 4th generation IR 15 

for electric distributors offers a menu-approach to accommodate the diverse set of utilities of 16 

varying sizes regulated by the OEB; while Ontario’s IR for Enbridge set out objectives that 17 

emphasize creating an environment conducive to investment, while creating incentives for 18 

efficiency gains and ensuring appropriate quality of service for customers.  As such, no two 19 

plans are the same in objectives and design.  20 

The table below lists FEI and FBC’s proposed PBR principles (which were provided in both 21 

FEI’s and FBC’s Applications (Exhibit B-1), Section B6.1) and likens them to objectives found in 22 

other jurisdictions. Please note that AUC’s PBR principles mentioned in this table refer to the 23 

principles approved in AUC Decision 2012-237. Further in Ontario, the natural gas distributors’ 24 

PBR plans were designed based on objectives agreed upon in the Natural Gas Forum (NGF) 25 

Report1. The OEB Report for Ontario’s 4th Generation Incentive Rate-setting framework did not 26 

list detailed PBR principles however the Board stated that the objectives defined in Section 1(1) 27 

of the OEB Act, 1998 were the foundation of their renewed regulatory framework
2
. 28 

Principle 1:  The PBR plan should, to the greatest extent possible, align the interests of customers and the 
Utility; customers and the utility should share in the benefits of the PBR plan. 

Alberta:  

Similar to AUC’s principle 5 
(Customers and the regulated 
companies should share the benefits 
of the PBR plan). 

Ontario (NGF Report): the plan should establish incentives for 
sustainable efficiency improvements that benefit both customers and 
shareholders. 

 

                                                
1
 http://www.ontarioenergyboard.ca/documents/consultation_ontariogasmarket_report_300305.pdf  

2
 http://www.ontarioenergyboard.ca/OEB/_Documents/Documents/Report_Renewed_Regulatory_Framework_RRFE_20121018.pdf, Page 4.  

http://www.ontarioenergyboard.ca/documents/consultation_ontariogasmarket_report_300305.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/Documents/Report_Renewed_Regulatory_Framework_RRFE_20121018.pdf
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Principle 2:  The PBR plan must provide the utility with a reasonable opportunity to recover its prudently 
incurred costs including a fair rate of return. 

Alberta: 

Identical to AUC’s Principle 2. 

Ontario (NGF Report): the plan should create an environment that is 
conducive to investment, to the benefit of both customers and 
shareholders 

OEB’s 4
th
 Generation IR: to facilitate the maintenance of a financially 

viable electricity industry. 

Principle 3:  The PBR plan should recognize the unique circumstances of the Company that are relevant to the 
PBR design. 

Alberta: 

Identical to AUC’s Principle 4. 

Ontario : 

This principle is not mentioned in OEB’s Reports however as indicated 
in Appendix D-1 the of Application, OEB’s 4

th
 Generation IR as well as 

Union Gas’ and EGD’s plans have consistently followed this principle 
and have recognized the unique circumstances of the individual 
companies. 

Principle 4:  The PBR plan should maintain the utility’s focus on maintaining, safe, reliable natural gas service 
and customer service quality while creating the efficiency incentives to continue with its 
productivity improvement culture. 

Alberta: 

AUC’s principle 1 mentions that 
efficiency incentives should be 
achieved while maintaining service 
quality. 

Ontario (NGF Report): the plan should ensure appropriate quality of 
service for customers 

OEB’s 4
th
 Generation IR: To protect the interests of consumers with 

respect to prices and the adequacy, reliability and quality of electricity 
service. 

Principle 5:  The PBR plan should be easy to understand, implement and administer and should reduce the 
regulatory burden over time. 

Alberta: 

Identical to AUC’s Principle 3. 

Ontario: This principle is not directly listed in OEB’s report. However 
this is a fundamental benefit of PBR over cost of service regulation 
when coupled with the potential for productivity improvements. 

   1 

Please also refer to the response to FEI BCPSO IR 1.28.1 (Exhibit B-6). 2 

  3 
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5.0  Reference:  Exhibit B-1, p. 16  1 

―In this application FBC also addresses customer rate increases. Consistently, customer 2 

surveys indicate that price ranks highly among customer concerns with regard to utility 3 

service. The Company’s PBR proposal, which includes formulas for the determination of 4 

O&M and capital expenditures over the next five years, and the proposed rate 5 

stabilization mechanism, all serve to mitigate rate increases and to decrease rate 6 

uncertainty over the PBR term.‖  7 

5.1  Please confirm that one of the overarching objectives of a PBR Plan is to set 8 

either rates or revenues independent of costs, and that FortisBC has elected to 9 

set revenues independent of costs?  10 

  11 

Response: 12 

The Companies agree that the two options in the question are key design alternatives for a PBR 13 

Plan. These are commonly referred to as price caps or revenue caps. However setting rates or 14 

revenues independent of costs is not an objective of PBR; rather, these represent different ways 15 

or means to achieve the objectives of PBR. The objectives of PBR vary from utility to utility or 16 

between jurisdictions but they generally include issues like improving efficiency or reducing the 17 

level of regulatory oversight, to name two. Disconnecting rates (i.e. prices) or revenues from 18 

costs creates incentive opportunities that motivate the utility to pursue the desired PBR 19 

objectives. That being said, FBC’s PBR Plan is a form of revenue cap which means in the broad 20 

sense that revenues are disconnected from costs.  21 

 22 

 23 

 24 

5.2  Please confirm that under the FortisBC PBR Plan rate setting is only independent 25 

of costs for O&M and a portion of capital related costs, and that the cost drivers 26 

of the rate increases during the PBR Plan do not include O&M and the portion of 27 

the capital related costs in the PBR Plan?  28 

  29 

Response: 30 

Not confirmed.  The controllable O&M and capital included in the PBR formulas are factors in 31 

the overall revenue requirements and the rate increases even if there are larger revenue 32 

requirement effects currently being caused by flow-throughs or the incorporation in rates of past 33 

Commission decisions.  34 

 35 

 36 
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 1 

5.3  Please comment on whether PBR is used fairly extensively in the regulation of 2 

power supply costs in other jurisdictions?  3 

  4 

Response: 5 

B&V provides the following response.   6 

Power supply costs are usually a pass through item in regulation.  Most jurisdictions do not use 7 

PBR for power supply costs because those costs are largely not controllable by management. 8 

 9 

 10 

 11 

5.4  Please comment on whether energy supply costs are one of the more difficult 12 

costs to regulate under cost of service regulation, and it is for that reason that 13 

FortisBC has proposed deferral accounts for energy supply costs?  14 

  15 

Response: 16 

FBC has significant power supply contracts that in addition to owned generation meet well over 17 

99% of the Company’s expected load over the PBR period.  The cost of these contracts is not 18 

determined by factors that are always easily predicted — such as BC Hydro rate increases.  In 19 

addition, the short-term flexibility around resource portfolio optimization available to the 20 

Company results in variances from the planned amount depending on market conditions.  FBC 21 

proposed the PPE deferral account in its 2012-2013 RRA, partially in response to a request 22 

from stakeholders in the 2011 Negotiated Settlement Agreement, and the Commission agreed 23 

that deferral accounts for energy supply costs were appropriate.   24 

As stated in the 2012-2013 RRA Decision (Order G-110-12) on page 34:  25 

“The Commission Panel finds that a deferral account to capture variances between 26 

forecast and actual power purchase expense represents a reasonable attempt to 27 

manage uncertainty and approves establishing the Power Purchase Expense Variance 28 

Deferral Account as proposed by FortisBC.  The Panel understands the complexity of 29 

managing the number of variables affecting the power purchase process and is in 30 

agreement that any positive or negative variances are most appropriately borne by the 31 

customer.  The establishment of a Power Purchase Expense Variance Deferral Account 32 

is the most effective way to manage this process with variances being handled in 33 

customer rates in subsequent periods.” 34 
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B&V confirms in its response to FEI-FBC ICG PBR IR3.5.3 above that power supply costs are usually 1 

treated as a pass through item, which is consistent with FBC’s treatment of power supply costs. 2 

 3 

 4 

5.5  Please comment on whether the FortisBC deferral accounts for energy supply 5 

costs have the benefit of avoiding, or at the very least, reducing the risk of 6 

prudency review disallowances?  7 

  8 

Response: 9 

It is not the deferral account that has the effect of reducing the risk of prudency review 10 

disallowances, but rather the pre-approval of energy supply contracts.  Under section 71 of the 11 

Utilities Commission Act, an energy supply contract must be filed with the Commission for a 12 

determination of whether the contract is in the public interest before the implementation of the 13 

contract.    14 

FBC is justified in proceeding with the accepted energy supply contracts.  Provided that the 15 

energy supply contracts are implemented appropriately, the costs associated with the accepted 16 

energy supply contracts are prudently incurred and recoverable from customers.   17 

 18 

 19 

 20 

5.6  Please comment on whether energy supply costs can be influenced by a myriad 21 

of management decisions, including: a) decisions regarding whether to meet load 22 

with power purchases or owned generation, b) decisions regarding price stability 23 

and reliability, and c) decisions regarding fuel sources and technologies.  24 

  25 

Response: 26 

Energy supply costs are influenced by management decisions.  Long-term decisions regarding 27 

fuel sources and technologies are part of the Resource Planning process and will be reviewed 28 

by the Commission before implementation.  Shorter term decisions such as the exact resource 29 

used to meet load in a secure and reliable manner are made to optimize the overall portfolio to 30 

the customers benefit while maintaining reliability.  Depending on circumstances, the actual 31 

resources used to meet load could differ considerably from the planned resources in both price 32 

and generation source. 33 

FBC believes that a secure and reliable energy supply requires that there must be a long term 34 

plan in place to meet expected load.  Between owned generation under the Canal Plant 35 

Agreement, the PPA with BC Hydro and the Brilliant and Waneta Expansion contracts, only a 36 
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very small amount of energy and capacity remains to be secured to meet peak loads, and as a 1 

result management’s control over the majority of its power supply costs is limited over the term 2 

of the PBR.  Please also see the response to FEI-FBC ICG PBR IR3.5.4. 3 

 4 

 5 

 6 

5.7  Please confirm that during the PBR Plan the single most significant cost driver of 7 

rate increases is the increase in power purchase costs attributable to the WAX 8 

CAPA?  9 

  10 

Response: 11 

Confirmed.  During the PBR Plan, the most significant single cost increase is the increase in 12 

power purchase costs attributable to WAX CAPA.  13 

 14 

 15 

 16 

 17 

5.8  Please comment on whether FortisBC is of the view that the WAX CAPA cannot 18 

be subject to a prudency review sometime in the future?  19 

  20 

Response: 21 

The Commission has already determined that the WAX CAPA is in the public interest and has 22 

accepted the WAX CAPA for filing as an energy supply contract pursuant to section 71 of the 23 

Utilities Commission Act.  The prudency of the decision to proceed with the WAX CAPA is no 24 

longer open to review.   25 

Please also refer to the response to FEI-FBC BCUC PBR IR 3.5.5 regarding the prudency 26 

review of the agreement accepted in the public interest under section 71 of the UCA.   27 

 28 

 29 

 30 

5.9  Please comment on whether both cost of service regulation and PBR provide 31 

incentives to utilities?  32 

  33 
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Response: 1 

B&V provides the following response.   2 

All regulation is about incentives.  The incentives differ for cost of service and PBR.  Properly 3 

designed PBR provides stronger efficiency incentives. 4 

 5 

 6 

 7 

5.10  Please comment on whether all controllable costs should be subject to the I-X 8 

formula?  9 

  10 

Response: 11 

As a general premise, FBC believes that the I-X formulas should apply to the controllable cost 12 

categories.  That is what FBC has done in its 2014 PBR Plan by applying the formula to the 13 

controllable O&M and capital expenditure categories.   14 

 15 

 16 

 17 

5.11  Please explain why energy supply costs should not be included in the FortisBC 18 

PBR Plan by applying the PBR formula (I-X) to the 2013 approved revenue 19 

requirement?  20 

  21 

Response: 22 

The energy supply costs increase by factors that are not related to the PBR formula (I-X).  23 

Please also refer to the responses to FEI-FBC ICG PBR IRs 3.5.3, 3.5.4, and 3.5.6. 24 

 25 

 26 

 27 

5.12  Please identify the portion of the revenue requirements that are subject to the I-X 28 

mechanism?  29 

  30 

Response: 31 

Please refer to the responses to FBC BCUC IR 1.21.1 (Exhibit B-7). 32 
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 1 

 2 

 3 

5.13  Please confirm that the productivity growth forecasts of FortisBC during the PBR 4 

Plan will not be sufficient to offset increases in revenue requirement on a per unit 5 

basis?  6 

  7 

Response: 8 

The productivity factor is applicable only to the cost categories which are controllable by FBC, 9 

namely O&M Expense and capital expenditures.  O&M Expense in 2014 accounts for only 15 10 

percent of total revenue requirements, and plant additions account for less than 5 percent of 11 

rate base which drives financing and tax components, hence the increases in revenue 12 

requirement in 2014-2018 are largely driven by other cost components which are outside of the 13 

Company’s control.    14 

B&V has provided a number of responses in round one IRs as well as an explanation in the 15 

FBC TFP Report Appendix D-2 on pages 2 and 3 (Exhibit B-1-1) as to why cost per unit of 16 

throughput is not a good measure of efficiency. 17 

 18 

 19 

 20 

5.14  Please confirm that under the PBR Plan rate increases in every year will be 21 

higher than inflation despite the I-X methodology?  22 

  23 

Response: 24 

Confirmed for FBC.  FBC and FEI are not proposing a price cap approach for this PBR Plan.  25 

Please also refer to the response to FEI-FBC ICG PBR IR 3.5.13. 26 

  27 
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6.0  Reference:  Exhibit B-1, p. 24 and p. 26  1 

―FBC believes that the proposed PBR Plan is an appropriate model that will encourage 2 

FBC to seek efficiencies in its operations over the term of the PBR for the benefit of both 3 

customers and the Company, while maintaining safe, reliable and customer-oriented 4 

utility service.‖  5 

―PBR can provide additional incentives to the utility beyond those incentives inherent in 6 

cost of service regulation to undertake additional steps to reduce costs.‖  7 

6.1  Please identify ―efficiencies in its operations‖ or ―additional steps to reduce costs‖ 8 

that will be encouraged over the term of the PBR plan?  9 

  10 

Response: 11 

The phrases ―efficiencies in its operations‖ and ―additional steps to reduce costs‖ that will be 12 

encouraged over the term of the PBR plan is in reference to future efficiency opportunities that 13 

are more complex, may require incremental capital investments and a longer period of time to 14 

achieve the desired efficiencies.  These are discussed in general on page 14 of the FBC 15 

Application (Exhibit B-1) Section 3.3 Productivity Focus – 2013 and Onward which is repeated 16 

below for reference. 17 

“In the future, further opportunities may emerge and will be evaluated depending on the 18 

circumstances and potential benefits to customers. Future integration opportunities are 19 

expected to be more complex and dependent on the Company’s ability to overcome 20 

some challenges. These challenges include concerns raised by unions representing gas 21 

and electric employees around shifting of unionized work from one entity to another, and 22 

the need to transition to common IT platforms before more harmonization of business 23 

processes can occur. Differences in the nature of the electric and gas operations also 24 

pose challenges and limit the breadth of opportunities available. While the Company will 25 

continue its efforts to investigate productivity opportunities, future progress is expected 26 

to be somewhat slower given the highlighted challenges, and may require investments in 27 

IT systems or other initiatives.” 28 

 29 
The proposed PBR Plan provides a long enough timeframe to encourage such cost-reducing 30 

innovations and investments that bring long-term efficiency gains for the benefit of ratepayers 31 

and the Companies. 32 

 33 

 34 

 35 
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6.2  Please confirm that all expected PBR Plan outcomes (―efficiencies‖ or ―steps to 1 

reduce costs‖) can be obtained either by cost of service regulation or by 2 

Commission Directives? If not confirmed, please identify PBR outcomes that 3 

cannot be expected under cost of service regulation or by Commission 4 

Directives?  5 

  6 

Response: 7 

B&V provides the following response.   8 

This cannot be confirmed.  Under cost of service regulation there are limits on both the 9 

discovery process for the incentives and the economics of incentive measures.  Commission 10 

mandates cannot possibly know what potential efficiency measures exist if management has not 11 

discovered those measures themselves.  Further mandates may actually result in higher costs 12 

because of input substitution.  For example if the mandate is to reduce capital expenditures in a 13 

subsequent period this may be accomplished by postponing capital replacement and increasing 14 

O&M.  Neither cost of service nor mandates have the same power to promote cost effective 15 

efficiency measures as PBR. 16 

 17 

 18 

 19 

6.3  Please comment on whether the WAX CAPA has been structured so that higher 20 

than regulated returns can be obtained by an affiliate of FortisBC Inc.?  21 

  22 

Response: 23 

FBC will not comment on the returns of its affiliates. 24 

The price paid by FBC for the WAX capacity was reviewed by the Commission along with the 25 

Company’s justification report and was accepted by the Commission in Order E-29-10 and 26 

found to be in the public interest. 27 

Beginning in November 2011, that Order was challenged by Zellstoff Celgar Limited Partnership 28 

and International Forest Products Limited, and later joined by Atco Wood Products Ltd., 29 

Kalesnikoff Lumber Co. Ltd., Porcupine Wood Products and Springer Creek Forest Products 30 

(the Industrial Customers Group/ICG) by way of an application for reconsideration of Order E-31 

29-10. 32 

By Order E-13-12 (with Reasons) dated April 13, 2012 the Commission determined that the 33 

WAX CAPA and Justification Report will continue to be held confidential and that a decision on 34 
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what further process might be required to determine if the WAX CAPA is in the public interest 1 

would follow. 2 

By Order E-15-12, The Commission stated that it had completed its review of the WAX CAPA 3 

and determined that it was in the public interest and that a hearing was not required before 4 

accepting the WAX CAPA for filing pursuant to section 71 of the Act.  The Commission also 5 

noted that although the WAX CAPA is a long-term capacity purchase agreement that is in the 6 

public interest, there is the potential for disproportionate rate impacts in the early years of the 7 

agreement and directed FortisBC to develop a rate smoothing proposal for the Commission's 8 

approval either through a separate submission or with the next Revenue Requirements 9 

Application. 10 

FBC has included such a rate smoothing proposal within this Application. 11 

 12 

 13 

 14 

6.4  Please comment on whether a PBR Plan for FortisBC Inc. is more or less 15 

suitable given the substantial investments in infrastructure since 2004?  16 

  17 

Response: 18 

FBC considers the PBR plan to be equally suitable given the current operating environment.  19 

FBC notes that the base capital expenditures which would be driven by the PBR formula are 20 

consistent with previous year’s expenditures.  On this basis, FBC also considers the proposed 21 

PBR mechanism to be mostly independent of the investments in major projects since 2004.  22 

Please refer to the response to FEI-FBC CEC PBR IR 3.61.9. 23 

 24 

 25 

 26 

6.5  Please comment on whether the rate of productivity growth should increase over-27 

time?  28 

  29 

Response: 30 

B&V provides the following response.   31 

Productivity growth is ultimately related to technological change.  For very mature industries 32 

such as electric utilities with high sunk costs, productivity is likely to grow slowly over time.  The 33 

sunk cost nature utility costs mean that technological change occurs principally at the margin.  34 
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In addition, there may be long periods where input requirements exceed output growth as 1 

utilities replace infrastructure that has reached the end of its useful life. 2 

  3 
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7.0  Reference:  Exhibit B-15, ICG IR1.6.5 and ICG IR 1.6.6  1 

―revenue requirements is not a reasonable means for measuring productivity since 2 

revenue requirement is impacted by a number of factors exogenous to the control of 3 

management…‖  4 

―Making a reasonable assessment of the Company’s productivity in the two decades 5 

since 1993 using revenue requirements and selected measures of output would require 6 

adjusting for or separating these non-controllable and external cost impacts from those 7 

items over which the utility has some degree of control. Since these external influences 8 

over twenty years have been numerous FBC believes that trying to draw conclusions 9 

from an exercise of this nature would be questionable.‖  10 

―FBC does not have the information on BC Hydro’s annual revenue requirements since 11 

2003 that would be required to prepare the requested analysis.‖  12 

7.1  Please provide a detailed list of the information regarding BC Hydro’s annual 13 

revenue requirements that would be required to prepare the requested analysis 14 

in response to ICG IR 1.6.6 that is not readily available on the public record?  15 

  16 

Response: 17 

This series of questions appears to be directed at comparing BC Hydro to FBC on a cost per 18 

unit of throughput basis, rather than TFP.  B&V has provided a number of responses in round 19 

one IRs as well as an explanation in the FBC TFP Report Appendix D-2 on pages 2 and 3 20 

(Exhibit B-1-1) as to why cost per unit of throughput is not a good measure of efficiency. 21 

Much or all of the BC Hydro information may be available on the public record but FBC has not 22 

obtained the requisite information or conducted the analysis requested in FBC ICG IR 1.6.6.  As 23 

discussed in the response to FEI-FBC ICG PBR IR 3.7.6, FBC respectfully submits that 24 

comparisons of input costs or rates to BC Hydro are outside the scope of its Revenue 25 

Requirements Application. 26 

 27 

 28 

 29 

7.2  Please confirm that any past improvements in productivity claimed by FortisBC 30 

have not been sufficient to offset revenue requirements on a per unit basis?  31 

  32 

Response: 33 

During its last PBR term, 2007 – 2011, FBC achieved O&M efficiencies of 10.4 percent as a 34 

result of the productivity factors embedded in the PBR Plan, in addition to approximately $4 35 
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million in additional O&M savings which were effectively shared equally with customers through 1 

the ROE sharing mechanism3.  O&M Expense, which was the only cost component subject to a 2 

productivity improvement factor in FBC’s 2007 PBR Plan, accounts for approximately 15 3 

percent of total revenue.  FBC’s revenue requirements were primarily driven by factors other 4 

than O&M Expense over the term of the 2007 PBR, hence total revenue requirements per unit is 5 

not an appropriate comparator for O&M productivity. 6 

B&V has provided a number of responses in round one IRs as well as an explanation in the 7 

FBC TFP Report Appendix D-2 on pages 2 and 3 (Exhibit B-1-1) as to why cost per unit of 8 

throughput is not a good measure of efficiency. 9 

 10 

 11 

 12 

7.3  Please provide any metrics, which are based on aggregate revenue 13 

requirements and per unit outputs, that support the conclusion that FortisBC Inc. 14 

is now more efficient than any time in the past?  15 

  16 

Response: 17 

FBC has not made the claim stated in the question; however, the response to FEI-FBC ICG 18 

PBR IR 3.7.2 describes FBC’s past productivity achievements and restates B&V’s analysis that 19 

cost per unit of throughput is not a good measure of productivity.  20 

 21 

 22 

 23 

7.4  Please confirm that a properly designed PBR Plan should provide incentives to 24 

FortisBC to improve productivity relative to its peer group? If confirmed, please 25 

explain why BC Hydro should not be included in that peer group?  26 

  27 

Response: 28 

B&V provides the following response. 29 

Not confirmed.  Please refer to the response to FEI-FBC ICG PBR IR 3.7.6.  BC Hydro is not 30 

included in the TFP study because there was no consistent set of data available for it, as it 31 

doesn’t file a standardized FERC Form 1 like US utilities in the study.  The issue of Canadian 32 

data availability and the applicability of US data was addressed in the response to FBC BCUC 33 

IR 1.20.3 (Exhibit B-7), copied below for reference. 34 

                                                
3
 FortisBC Inc. Exhibit B-1,  page 34. 
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BCUC 1.20.3 Please discuss any disadvantages of applying US data to FBC’s 1 

operations. 2 

Response: 3 

B&V provides the following response. 4 

There may be differences between the particular circumstances of US and Canadian 5 

electric utilities when compared individually.  Those same differences would remain 6 

when comparing Canadian to Canadian or US to US electric utilities.  In looking for a 7 

measure of the central tendency of Total Factor Productivity, these differences are 8 

subsumed by the diversity of the sample size.  Thus the TFP analysis measures the 9 

impacts of productivity based on the same types of systems, using the same types of 10 

inputs and technologies and operating under the same overall standards.  The AUC 11 

recognized that the use of US data was reasonable as well.  Finally, in addition to the 12 

absence of uniform data for the Canadian electric utilities, the actual sample of 13 

comparable size investor owned utilities would be limited because of the limited number 14 

of IOU integrated electric utilities in Canada and most of those are in the Fortis family of 15 

companies.  As a result the options to use another sample are limited at best thus 16 

making the choice of US data appropriate. 17 

 18 

 19 

 20 

7.5  Please comment on whether the three reasons given in response to Exhibit B-15, 21 

ICG IR 1.6.5 why revenue requirements is not reasonable means for measuring 22 

productivity can reasonably be expected to have a similar effect on the revenue 23 

requirements of BC Hydro and FortisBC?  24 

  25 

Response: 26 

FBC considers that since it does not have a detailed knowledge of BC Hydro’s power expenses, 27 

impacts of changes to laws and regulations and the impacts on costs due to technological 28 

changes, that the Company cannot tell whether the reasons stated would be expected to have a 29 

similar effect or not. 30 

Please also refer to the response to FEI-FBC ICG PBR IR 3.7.6.   31 

 32 

 33 

 34 
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7.6  Please also comment on whether the FortisBC and BC Hydro can reasonably be 1 

expected to be exposed to the same unavoidable fluctuations in input costs?  2 

  3 

Response: 4 

The series of questions appears to be directed at comparing BC Hydro to FBC on a cost per 5 

unit of throughput basis, rather than TFP.  B&V has provided a number of responses in round 6 

one IRs as well as an explanation in the FBC TFP Report Appendix D-2 on pages 2 and 3 7 

(Exhibit B-1-1) as to why cost per unit of throughput is not a good measure of efficiency. 8 

FortisBC and BC Hydro cannot reasonably be assumed to be exposed to the same unavoidable 9 

fluctuations in input costs.  FortisBC serves a separate and distinct set of customers in a 10 

separate and distinct service territory with a separate and distinct set of supply resources than 11 

does BC Hydro. 12 

FBC respectfully submits that comparisons of its input costs or rates to BC Hydro’s are outside 13 

the scope of its Revenue Requirements Application. Regarding comparisons of FBC and BC 14 

Hydro rates, the Commission stated the following in its Decision on FBC’s 2012-2013 Revenue 15 

Requirements Application, Order G-110-12: 16 

“FortisBC operates with a different set of supply resources and with a different customer 17 

base in terms of geography, population density and the residential/commercial/industrial 18 

mix it faces. The Commission Panel has no mandate, nor does it find it appropriate, to 19 

require FortisBC to manage its utility business to produce rates or programs identical to 20 

those of BC Hydro. The Commission Panel believes that FortisBC’s responsibility is to 21 

provide safe and reliable service in a cost-effective manner consistent with British 22 

Columbia’s energy objectives. To do so, FortisBC must design and manage its system 23 

based on the resources available to it and the needs of its customers. This, at times, 24 

may result in rates that are greater than those of BC Hydro and potentially times when 25 

they are less.” (Order G-110-12, pages 20 and 21) 26 

 27 

 28 

 29 

7.7  Please provide metrics that FortisBC believes fairly compare the productivity and 30 

productivity trends of FortisBC Inc. and BC Hydro  31 

  32 

Response: 33 

Please refer to the response to FEI-FBC ICG PBR IR 3.7.6.   34 
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 1 

 2 

 3 

7.8  Please identify any intrinsic cost differences, including size, customer density, or 4 

end-use load characteristics, between BC Hydro and FortisBC that might explain 5 

differences in the productivity of BC Hydro as compared to FortisBC?  6 

  7 

Response: 8 

Please refer to the response to FEI-FBC ICG PBR IR 3.7.6.   9 

 10 

 11 

 12 

7.9  Please provide a response to Exhibit B-15, ICG IR 1.6.5, with any explanation 13 

that FortisBC considers necessary to explain the differences in productivity of BC 14 

Hydro vs. FortisBC and the 10 year trends of those differences?  15 

  16 

Response: 17 

Please refer to the response to FEI-FBC ICG PBR IR 3.7.6.   18 

  19 
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8.0  Reference:  Exhibit B-1, p. 15  1 

―Recently, despite the fact that customer service has been maintained at a high level, 2 

FBC’s customer satisfaction survey has reflected the effect of customers’ perceptions of 3 

and reactions to the recently implemented two-tiered Residential Conservation Rate 4 

(RCR) and the proposed AMI Project.‖  5 

8.1  Please file a copy of the customer satisfaction survey referred to in the above 6 

quote, and a copy of the petition attached to the RCR report dated October 31, 7 

2013?  8 

  9 

Response: 10 

Please refer to the response to FBC CEC IR 1.16.1 (Exhibit B-10) for the Customer Satisfaction 11 

Index survey and results. 12 

Please refer to Attachment 8.1 for a copy of the petition included as part of Appendix D to FBC’s 13 

October 31, 2013 RCR Report. 14 

  15 
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9.0  Reference:  Exhibit B-1-1, Appendix D7-2, AUC Decision 2012-237 (September 1 

12, 2012), p. 9, para. 34 and “Incentive Regulation in the U.K. and in 2 

the U.S.: Some Lessons, p. 219  3 

―The Commission is employing a revenue-per-customer cap for natural gas  4 

distribution companies and a price cap for electric distribution companies in order  5 

to recognize the differences between those two industries.‖  6 

―Devices that masquerade as efficient incentive regulation should be abolished. In the 7 

case of one of the most egregious of these, Revenue Caps, this may happen sooner or 8 

later as pressure on electric utilities increase from the opening up of their generation.‖  9 

9.1  Please confirm that FortisBC has selected a revenue cap approach to PBR, and 10 

then explain FortisBC’s selection?  11 

  12 

Response: 13 

FBC’s 2014 PBR Plan would be classified as a revenue cap approach.  FBC’s rationale for its 14 

proposed PBR approach is as follows: 15 

 It is similar to FBC’s prior PBR plans and to the manner in which PBR has been applied 16 

to utilities in BC in the past.  The models have worked well and have provided a good 17 

incentive, based on the number of efficiencies generated by FBC and FEI and amounts 18 

shared with their customers. 19 

 The proposed PBR model (building block approach to a revenue cap model) is 20 

consistent with the unique circumstances of FBC operating as an electric utility in BC.  21 

The second quote, in referring to ―opening up of their generation‖ recognizes that price 22 

caps work better in an unbundled environment and by implication that vertically 23 

integrated electric utilities may have a greater degree of variety and uniqueness to them 24 

which may affect their suitability as candidates for a price cap-based model.  FBC’s 25 

circumstances as a vertically integrated utility are unique and its proposed PBR Plan 26 

accommodates its uniqueness. 27 

 As affiliated utilities in BC, FBC and FEI have attempted where possible and reasonable 28 

to have similar PBR models.  Since the incentive structure in the two plans is essentially 29 

the same, this will foster a common corporate culture for pursuing efficiencies across 30 

both the gas and electric utilities. 31 

 32 

 33 

 34 
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9.2  Please comment on whether the Ontario and Alberta regulators have approved 1 

rate cap plans for electric distribution companies?  2 

  3 

Response: 4 

Yes. AUC and OEB have approved price cap plans for electric distributors. 5 

 6 

 7 

 8 

9.3  Please propose a price cap PBR Plan as an alternative to the revenue cap PBR 9 

Plan, and file sufficient evidence in this proceeding for the Commission to 10 

determine a price cap approach to PBR for FortisBC?  11 

  12 

Response: 13 

The question is essentially asking the Companies to redesign the fundamentals of their 14 

Applications. FBC has not proposed a price cap approach and does not believe a price cap 15 

approach is an appropriate model in its particular circumstances.  Please refer to the response 16 

to FEI-FBC ICG PBR IR 3.9.1 for reasons why FBC has adopted the proposed model for its 17 

2014 PBR Plan.   The Companies decline to do the requested work given that it represents a 18 

significant undertaking that relates to something fundamentally different from what has been 19 

proposed in their Applications; the Commission will determine the Application on its own merits.   20 

.    21 

  22 
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10.0  Reference:  Exhibit B-1-1, Appendix D4, Excel Spreadsheet Models  1 

10.1  Please confirm that the Black & Veatch report used the aggregate number of 2 

customers for each utility as an output for the TFP analysis?  3 

  4 

Response: 5 

B&V provides the following response.   6 

Confirmed. 7 

 8 

 9 

 10 

10.2  Please confirm that the Black & Veatch report did not consider the use of a 11 

customer adjustment factor (Y factor) in addition to the I-X mechanism? If not 12 

confirmed, please provide the retainer letter provided by FortisBC to Black & 13 

Veatch? 14 

  15 

Response: 16 

B&V provides the following response.   17 

Confirmed. 18 

 19 
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